THE UNITED STATES OFFICE

of PersoNNEL MANAGEMENT

Fiscar Year 2002
PerrorMaNcE & AccouNTABILITY REPORT

S}
o
o
=
<q
s}
S—
SV)
S
<
=




TABLE OF CONTENTS

Message from the Director...............ccccvevueiiiiiiieicienin, 1
Message from the Chief Financial Officer .......................... 2

OPM AT A GLANCE

LOCHON i 5
Founding Legislation ...............ccccoccoviiiiiiiiiiininiain, 5
Mission Statement ...........cccueereueesoueesciiesiiesieesieesenens 5
History and Traditional Role ............ccccccccoveieicecinann. 6
An Agency in Transition ..........c.cceveveveeeeeueueucuvninienninenes 6
New OPM GOals .....ceeveeeeenniieeiiieeisiieeieeeeiee e 7
The New Goals and OPM’s

Performance and Accountability ................coccoeveveiiinnnnn. 7
A Shift in Expectations.............ccccoeviiiieiieiiiiiiiiiiinene, 8
Restructuring OPM................ccooveiiiiiiiiiiie 8
The FY 2002 Performance and Accountability Report .......... 9

MANAGEMENT DISCUSSION
AND ANALYSIS

OPM’s Mission and Strategic Goals..............cccoeveieienin. 11
Organizational Structure .............occocoeeeveiiiiiaiiiiennn. 12
ANew OPM ..o 13
A New Focus and New Priorities..........ccceeevnveeevneeeeennnee. 13
FY 2002 Performance Summary .........ccccoccvoviveiiiinnnnn. 18
FY 2002 Budgetary Resources by Strategic Goal ................ 21
Quality of Performance Data ..............ccovvvvenienieniannne. 21
Analysis of Our Financial Performance...............cc.c...c...... 22
Systems, Controls and Legal Compliance .......................... 26

Limitations of the Consolidated Financial Statements ............ 29

ANNUAL PERFORMANCE
GOALS AND RESULTS

FY 2002 Performance Report .............ccccvevvvviiniianinni.n.
Strategic Goal ] .........c..coccovveiiiiiiiiiiiiiiiiiiiiiicicee
Strategic Goal Il ..........c.ccooevveiiimiiiiiiiiiiiiiiieieicnn,
Strategic Goal Il ...............ccoovveiiiiiiiiiiiiiiicicie,
Corporate Management Goals................c.ccoeeeieieninni.n.
Completeness and Reliability of Performance Data  ..............

CONSOLIDATED FINANCIAL STATEMENTS

FY 2002 Consolidated Financial Statements  ....................
Notes to Gonsolidated Financial Statements ......................
Consolidating Financial Statements .............c.ccccccveveuenne.
Required Supplementary Information ................cccveveeee.

MANAGEMENT CHALLENGES

Inspector General’s Memorandum on

Top Management Challenges ..............cc.ccccovveviuiiiniancnnns
INDEPENDENT AUDITORS’ REPORT ..............
APPENDICES

Appendix A - Program Descriptions and Statistics ................
Appendix B - Acronyms .......c.ccooivviiiiiiiiaiiiiieiia,



THE UNITED STATES OFFICE

of PersoNNEL MANAGEMENT

Frscar Year 2002

PerrorMaNcE & AccoUNTABILITY REPORT

MissioN STATEMENT
It is OPM’s job to build a high quality and diverse Federal workforce,
based on merit system principles, that America needs to guarantee freedom,

promote prosperity and ensure the security of this great Nation.
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A MESSAGE from the DIRECTOR

I am pleased to present the Office of Personnel Management’s Performance and Accountability Report for Fiscal
Year 2002. For the Nation, our Federal Government and OPM, the year was a period of significant transition. I
believe this report accurately describes OPM achievements during this time.

Nearly 50 years after President Harry Truman integrated our military branches into the unified Department
of Defense, we are once again forced to confront serious and evolving challenges to the security of our Nation.
President George W. Bush recognized that our system was not well organized to meet these emerging threats.
He successfully pushed for legislation to integrate our civilian agencies into a cohesive and well managed unit
responsible for protecting America at home. OPM has contributed substantial resources to establish the
Department of Homeland Security and will continue to lead in the creation of a world class personnel system for
the Department’s 170,000 civilian employees. This new role could not have been anticipated when the goals for
FY 2002 were written.

In FY 2001, the President began initiating changes to improve the management and performance of the
Federal Government. The President’s Management Agenda (PMA), the blueprint for this change, is comprised
of five results-oriented initiatives.

It is fitting that the first initiative in the PMA is the “Strategic Management of Human Capital”. As the
leader of this Governmentwide initiative, OPM has taken a proactive, and at times provocative, role in ensuring
that agencies make the changes necessary to achieve a high grade on the strategic management of human
resources scorecard. This is a new role for OPM and one which is taken quite seriously. Our goal goes beyond
offering assistance to help agencies manage their human capital to ensure that they are successful in doing so.

OPM, working in close partnership with OMB; has been the managing partner for five items within
President Bush’s e-Government initiative to make the Government efficient and responsive to the American
people. In addition to seeing significant progress on “e-Clearance,” “Recruitment One-Stop,” “Enterprise
Human Resource Integration” (EHRI), and “e-Training,” OPM has led the way to increasing efficiency through
its work on “e-Payroll.” Four Federal payroll service providers have been selected to replace the 22 current
providers of payroll and related services. We believe this e-Payroll initiative will save taxpayers more than one
billion dollars over the next decade. In the case of our e-Training effort, we project a Governmentwide savings
of $1.19 billion over the next decade.

Internally, we are conducting the most extensive reorganization of OPM since its creation in 1979. By
focusing on our key responsibilities and who we serve, we are creating an organization that is flexible and
responsive. The focus will be on our customers—the emphasis on results rather than process. This innovative
structure will transform OPM to ensure that the Government’s human resources are used wisely and are

well managed.

Sincerely,

L s,

T Ty, b i iy il
i ]

Kay Coles James
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A MESSAGE from the
CHIEF FiINANCIAL OFFICER

I am pleased to be able to report that the independent public accounting firm of KPMG, LLP
has once again issued an unqualified (clean) audit opinion on our Fiscal Year 2002 Consolidated
Financial Statements. An unqualified opinion is the highest level of assurance that an audit firm
can give on an organization’s financial statements. It helps demonstrate to our customers — Federal
employees, annuitants and their families — that our financial stewardship over the $600 billion we
hold in trust for them is effective. Our clean opinion is perhaps more meaningful because it was
issued without the accompaniment of any material control weaknesses.

Although our ability to produce annual financial statements that receive clean audit opinions is
fundamentally important and we are proud of our achievements in this regard, we must do much
more to meet the challenges of President Bush’s Management Agenda. Our systems and processes
still do not generate financial information continually and routinely, as demonstrated by the
considerable effort it takes for us to produce our year-end financial statements. Moreover, we must
modify our systems and reinvent many of our processes to be able to meet the very tight time-
frames for annual reporting in FY 2004 and beyond.

As I am quite new to OPM, I am pleased to have discovered that our financial management
team is meeting the challenges posed by the President’s Management Agenda by formulating sound
plans for the future as well as making significant progress toward their implementation. For
instance, we have implemented our new core financial management system and have reengineered
business processes to align them with that system. We have also worked to seck effective solutions
to benefit payment issues that have long plagued us.

I appreciate the selflessness and professionalism of the OPM employees who are responsible for
performance and financial management and look forward to working with them to meet the

challenges that lie ahead of us.

- .::-;_.-\_-

Clarence C. Crawford
Chief Financial Officer

OPM Fiscal Year 2002 Performance and Accountability Report
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OPM at a GLANCE

he Office of Personnel Management (OPM)

provides human resources policy leadership, technical advice and assistance, and products and services to Federal

agencies, as well as employees and annuitants and job seekers. It oversees the civil service merit system and

Governmentwide compensation and performance management systems. Also, it provides fast, friendly, accurate

and cost-effective retirement, health benefit and other insurance services to Federal employees, annuitants, other

beneficiaries, and agencies. The Director of OPM is the President’s chief advisor in civilian Federal human resources

management, and OPM is the primary agency for helping the President carry out his responsibilities for managing

the Federal workforce.

LocATION

OPM is headquartered at 1900 E
Street, NW, Washington, DC 20415,
where many of its approximately
3,000 employees work. OPM also has
a field presence in 16 major cities
across the country, and operating cen-

ters in Pittsburgh and Boyers,

Pennsylvania, and in Macon, Georgia.

Our Web site can be found at

WWW.0pm.gov.

FOUNDING LEGISLATION
The Pendleton Act of 1883 estab-
lished the merit system and set up
OPM’s predecessor organization, the
United States Civil Service
Commission. The Civil Service
Reform Act of 1978 transformed the
Commission into a number of agen-
cies, entrusting the Office of
Personnel Management with

Governmentwide human resources

management responsibilities and
making it more directly accountable

to the President.

OPM MISSION STATEMENT
It is OPM’s job to build the high-
quality and diverse Federal work-
force, based on the merit principles,
that America needs to guarantee free-
dom, promote prosperity and ensure

the security of this great Nation.

OPM Fiscal Year 2002 Performance and Accountability Report
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To carry out this mission, OPM

enables Federal agencies to recruit,
retain and develop the employees they
need to meet their specific missions,
assists agencies in implementing
effective merit-based human capital
strategies to create a rewarding work
environment, and provides efficient
and effective products and services
that meet the needs of agencies,
Federal employees, annuitants, and

the American people.

OPM’s HISTORY AND
TRADITIONAL ROLE

When the Office of Personnel
Management was created in 1978,
its mission was to be the central
personnel agency of the Federal
Government. At that time, most of
the personnel functions associated
with staffing Federal departments
and agencies were centralized

in OPM.

The work performed by the
Federal Government and its employ-
ees changed significantly in the 1980s
and 1990s, driven by the advent of
information technology, knowledge-

based work, and a greater emphasis

OPM at a GLANCE

OPM assists agencies in implementing effective

merit-based human capital strategies to create a

rewarding work environment.

on accountability, customer service
and quality. These changes eroded
the effectiveness of the one-size-fits-
all approach to human resources
management that for years had sup-
ported the Federal workforce, and
they brought to the foreground the
need for flexibility and a decentral-
ized human resources management
(HRM) system.

Responding to these changes,
OPM took on the role of providing
the agencies with HRM policy
leadership in a manner that balanced
flexibility with consistency across
Government. For instance, we used
authority under title 5, U.S. Code, to
set up demonstration projects and
alternative personnel systems that
allowed a limited number of agencies,
in special circumstances, to develop
HRM systems tailored to these cir-
cumstances. At the same time, we
sustained certain Governmentwide
values, such as the merit principles,
veterans’ preference, workforce diver-
sity, and family-friendly policies. In
addition, we continued to administer
Governmentwide compensation,

employee benefits, and automated

information systems. Finally, we
provided assistance and services to
agencies through a mix of appropri-

ated, trust, and reimbursable funds.

AN AGENCY IN TRANSITION
The Office of Personnel Management
began a dramatic transition in

FY 2002 in response to President
George W. Bush’s making the strate-
gic management of human capital a
top administration initiative; OPM
Director Kay Coles James’s focus on
Federal agency performance as the
measure of OPM success; and a shift-
ing Federal work environment due to
the advent of a new age of informa-
tion technology, knowledge-based
work, an aging workforce, and an
increased emphasis on public sector
accountability.

The OPM transition is anchored
in a new Strategic Plan for the years
2002-2007 presented to Congress a
full year ahead of requirements in
the Government Performance and
Results Act of 1993. The OPM
Director approved a major overhaul
and restructuring of OPM to align

the agency to the goals articulated in

OPM Fiscal Year 2002 Performance and Accountability Report
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the Strategic Plan. OPM will imple-
ment the restructuring during the
first half of FY 2003.

New OPM GoALs

The new OPM can be best captured
by a comparison of the goals of the
previous Strategic Plan and the cur-
rent one. For example, one of OPM’s
goals from the FY 2000 Strategic Plan
stated: “We serve Federal agencies,
employees and retirees, their families
and the public through employment
information, pay administration, ben-
efits delivery and technical assistance.”
The emphasis here is on OPM
providing services. Our new FY 2002
plan states: “Federal agencies use
effective merit-based human capital
strategies to create a rewarding work
environment that accomplishes the
mission.” Note that the outcome
shifts from OPM as a service provider
to OPM taking responsibility
Governmentwide for human capital
practices that are effective in the agen-
cies. No matter how well designed or
intended a strategy, it is only as good
as its ability to deliver the results that

the American people expect.

When the Human Capital Framework is fully
implemented, OPM will be able to report to the
President and Congress on the state of Federal
human capital, thereby holding a mirror to itself

on its own effectiveness.

OPM at a GLANCE

In another example, in FY 2000,
OPM said that its goal was to “lead
Federal agencies in shaping human
resources management systems to
effectively recruit, develop, manage
and retain a high-quality, diverse
workforce.” A goal in our new
FY 2002 plan states: “Federal agen-
cies adopt human resources manage-
ment systems that improve their
ability to build successful, high-per-
formance organizations.” Again note
that the emphasis shifts in this exam-
ple from activities (e.g., recruitment)
to outcomes (e.g. high performance of
agencies) — regardless of whether
high performance is achieved by
investment in employees, new tech-
nology, management systems, or
those from outside the Federal

Government who support agencies.

THE NEw GOALS AND
OPM’S PERFORMANCE

AND ACCOUNTABILITY

These two goals also exemplify OPM’s
commitment to balance our measures
of both performance and accountabil-
ity. In the past, OPM has measured

the performance of its various activi-

ties with service delivery and cus-
tomer satisfaction indicators. To add
accountability to its performance
measures, OPM committed in its new
Strategic Plan to develop an index
that allows assessment of human capi-
tal practices across Federal agencies
and a model to assess and evaluate
human resources policies.

In FY 2002, OPM piloted a
Human Capital Assessment and
Accountability Framework devel-
oped with agencies, the Office of
Management and Budget, and the
General Accounting Office to
assess human capital practices
Governmentwide on the following
dimensions: Strategic Alignment,
Workforce Planning and
Deployment, Leadership and
Knowledge Management, Results-
Oriented Performance Culture,
Talent, and Accountability. When
this framework is fully implemented,
OPM will be able to report to the
President and Congress on the state
of Federal human capital, thereby

holding a mirror to itself on its own

effectiveness.

OPM Fiscal Year 2002 Performance and Accountability Report
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A SHIFT IN EXPECTATIONS
Through these new goals and account-
ability measures, OPM will shift from
being a service provider to acting as a
strategic partner with agencies. We
will put an emphasis on producing a
clear view of the competency needs of
Federal agencies, and how those needs
match the capacity of their employees.

Rather than promoting a standard set

of competencies to be applied

Governmentwide, OPM will develop,
in conjunction with Federal agencies,
customized models and solutions to
human capital challenges.

A clear example of such cus-
tomization is the work that OPM did
in FY 2002 in support of the legisla-
tion that created the Department of
Homeland Security, which passed
Congress and was signed into law by
the President in the fall of 2002.
OPM responded to the challenge of
shaping the Federal Government’s
most extensive reorganization since
the Second World War by forming a

OPM at a GLANCE

matrix team to design a human
resources management system for the
new Department with flexibilities
tied directly to a new mission
brought into sharp focus by the ter-
rorist attacks of September 11, 2001.
Throughout the summer of 2002,
OPM supported the development of
the new department by operating in a
manner consistent with its new

strategic outlook. Instead of relying

adopt human resources management
systems that improve the ability to
build successful, high-performance
organizations.

OPM’s work did not end with the
passage of legislation as it may have
in the past. It is now OPM’s job to
make sure that the Department of
Homeland Security adopts the
human capital strategies necessary to

accomplish its mission to ensure the

OPM responded to the challenge of shaping the Federal

Government’s most extensive reorganization since the Second

World War by forming a matrix team to design a human resources

management system for the new Department with flexibilities tied

directly to a new mission brought into sharp focus by the terrorist

attacks of September 11, 2001.

on various internal “stovepipes” to
make their independent contribu-
tions generated from outdated mind-
sets and roughly cobbled together,
OPM formed a cross-agency team to
apply integrated expertise. The result
was new flexibilities built into the
law that never existed before—flexi-
bilities that provide a coherent model
for future human capital manage-
ment practices in the Federal
Government. Hence, OPM demon-
strated that it is capable of achieving
its new goal for Federal agencies (a

brand-new agency in this case) to

security of the Nation. After all, the
capabilities needed to provide secu-
rity at home may differ somewhat
from the capabilities of the compo-
nent organizations. To address this
and other needs, OPM will hold itself
accountable for those strategies that
support the mission, requiring a
close, ongoing working relationship

with the new Department.

REsTRUCTURING OPM
OPM has restructured itself to better
align its efforts to achieve the goals

of the new Strategic Plan. The

OPM Fiscal Year 2002 Performance and Accountability Report
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capacity for creating the human
resources systems in the example of
the Department of Homeland
Security is reflected in OPM’s new
Strategic Human Resources Policy
Division. This division will develop
integrated systems and new programs
linked to the mission accomplishment
of agencies.

The new OPM division that
helps agencies to implement and
assess human capital strategies
Governmentwide is Human Capital
Leadership and Merit Systems
Accountability. This division is
responsible for the use of OPM’s
Human Capital Assessment and
Accountability Framework and for
OPM’s ability to report on the state
of human capital practices
Governmentwide.

OPM also supports agencies by
administering retirement and insur-
ance programs, and by providing
personnel investigation services and
revolving fund activities that meet the
needs of Federal agencies. These

activities are organized in the Human

OPM at a GLANCE

Resources Products and Services
Division.

These three divisions are structured
to work closely together to continu-
ally link policy and program develop-
ment with assistance, assessment and
service. They are supported by an
internal management office that sus-

tains OPM in achieving its mission.

THE FY 2002
PERFORMANCE AND
ACCOUNTABILITY REPORT
To meet the challenge of reporting on
OPM’s accomplishments in FY 2002
as it transitioned to the demands of
the 21st Century, we have organized
this report according to the goals in
the new Strategic Plan and consistent
with the restructured organization.
We did this to reflect that, in many
ways, OPM operated with a signifi-
cant new direction during FY 2002.
The impact of OPM’s commit-
ment to that new direction is already
evident in this report. Several of the
performance goals and indicators,

particularly those that use surveys,

reflect a downturn from earlier levels
and the FY 2002 targets. Aside from
some methodological considerations
about the sample sizes and margins
of error, it is worth noting here that
OPM does not view those shifts with
alarm, nor would we take particular
action to return to previous levels on
those indicators. In many instances
those indicators and targets opera-
tionalized our previous strategies and
perspectives. OPM had already
changed in FY 2002, and we view
those results as positive evidence of
that positive change.

In FY 2003 OPM will complete its
restructuring and will develop and
pilot a robust agency evaluation pro-
gram that will measure OPM’s
impact on human capital strategies
Governmentwide. This report posi-
tions OPM to move in that direction
by organizing our current measure-
ments and reporting to reflect the
quality of our current efforts and to
assess which activities and measure-

ments we will take into the future.

OPM Fiscal Year 2002 Performance and Accountability Report
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MANAGEMENT DISCUSSION

and ANALYSIS

PM’S MISSION AND STRATEGIC GOALS

OPM’s job is to build a high quality and diverse Federal workforce, based on merit system principles, that America

needs to guarantee freedom, promote prosperity and ensure the security of this great Nation. To fulfill this mission,

OPM guarantees to the President that Federal departments and agencies have the human capital talent and

capability they need to achieve their missions. Further, as Federal agencies achieve their missions, they must do so

with the effectiveness and efficiency that the American public expects and deserves. In pursuit of this mission, we

developed the following strategic goals:

Strategic Goal I: Federal agencies
adopt human resources management
systems that improve their ability to
build successful, high-performance
organizations.

Strategic Goal II: Federal agencies
use effective merit-based human capi-
tal strategies to create a rewarding
work environment that accomplishes
the mission.

Strategic Goal III: Meet the needs of
Federal agencies, employees and annu-
itants through the delivery of efficient
and effective products and services.

Corporate Management Strategy:
OPM creates an environment that fos-

ters the delivery of services to our cus-

tomers and employees through effective
communication and management of
human capital, technology, financial
resources, and business processes.
These goals recognize the responsi-
bilities and expectations of Congress
for OPM as described in statute and
developed through our consultations
with these key stakeholders. The
Strategic Plan holds OPM accountable
for Federal agencies’ adopting human
resources management systems that
improve their ability to build success-
ful, high-performance organizations
while using effective merit-based
human capital strategies to create a

rewarding work environment that

accomplishes the mission. To better
accomplish these goals, OPM is under-
going in FY 2003 a major restructur-
ing that will align its resources with
the goals in the Strategic Plan. This
restructuring will eliminate organiza-
tional barriers and significantly reduce
the number of offices, resulting in a
delayered agency better able to serve
its customers.

FY 2004 will be the first full year
that OPM will operate in its new struc-
ture. The restructuring will ensure
that policies and programs are devel-
oped and implemented in an inte-
grated manner and that OPM will

work with agencies to adopt the best

OPM Fiscal Year 2002 Performance and Accountability Report
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MANAGEMENT DISCUSSION and ANALYSIS

A New OPM
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Requirements & Strategies

human capital practices that meet their
unique needs. Instead of the standardi-
zation of the past required by a
Federal Government composed prima-
rily of clerical operations, OPM will
team with agencies to implement flexi-
ble and customized human capital
practices that attract and retain a high-
quality, well-motivated workforce able
to tackle the complex issues of today

and tomorrow.

ORGANIZATIONAL
STRUCTURE

On September 24, 2002, Director James
approved a major restructuring of the
U.S. Office of Personnel Management.
OPM’s new structure will further the

President’s goal of forging agencies that

Compliance Group

are citizen centered, results oriented,
and market based. The new design
focuses the agency on customer needs,
emphasizes outcomes over process, and
fosters integration of human resources
management and accountability across
Government. The new organizational
structure aligns with our new Strategic
Plan and ensures accountability for the
agency’s mission in that each of our
revised strategic goals is the responsi-
bility of a single executive reporting to
the head of the agency. The restructur-
ing creates four new Associate Director
positions and reduces the number of
individuals reporting directly to the
Director from 17 to 11.

The Director for Congressional

Relations oversees and coordinates all

of OPM’s activities in this regard,
including providing legislative analysis
to the Director, her staff, and OPM’s
program offices. This executive over-
sees the development of strategies for
the design and implementation of
OPM’s legislative program and analy-
ses and responds to congressional ini-
tiatives which impact Federal human
resources management issues.

The Director for Communications
and Public Liaison promotes and
defends the heritage and principles of
America’s civil service. In addition, this
executive ensures that the policies and
directives of the President and the
Director of OPM are fully supported
as they relate to the strategic manage-

ment of human capital, and provides

OPM Fiscal Year 2002 Performance and Accountability Report
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MANAGEMENT DISCUSSION and ANALYSIS

the American citizenry, Federal agency
customers, and pertinent stakeholders
with accurate information to aid in
their planning and decision-making.

The General Counsel provides legal
services for OPM’s Director, Deputy
Director, and programs and is a source
of expertise for other Government
agencies, Federal employees, and the
public. In addition, the General
Counsel works closely with all of the
senior officials and program offices of
OPM to initiate and implement policy,
ensure that programs are administered
lawfully, and the represent the pro-
grams in all types of advocacy settings.

The Senior Advisor for Homeland
Security, the Program Director of
E-Gov Initiatives, the Chair of the
Prevailing Rate Advisory Committee,
and the Inspector General report to the
Director on matters concerning their
specific initiatives or programs.

The Associate Director for Strategic
Human Resources Policy will focus on
developing human resources policies
and programs as described under
OPM’s revised Strategic Goal 1. The
development and implementation of
cutting-edge human resources man-
agement systems is a critical ingredient
for every Federal agency in meeting
the needs of the American people.

The Associate Director for Human
Capital Leadership and Merit Systems
Accountability will be responsible for
meeting the human capital manage-
ment needs of agencies and creating
human resources (HR) accountability
across the Government to facilitate
delivery of corporate HR functions. As
described in Strategic Goal 2, this exec-
utive will lead the Strategic Human
Capital Initiative and ensure compli-

ance with the merit principles. The

internal structure of this organization
will mirror OMB’s Resource
Management Offices, with four divi-
sions supporting groups of similar
agencies — Natural Resources,
Human Resources, General
Government, and National Security —
with the addition of a fifth grouping
dedicated to small agencies.

The Associate Director for Human
Resources Products and Services will
have central responsibility for OPM’s
functions that deliver products and
provide services, such as retirement
and insurance services, investigations,
employment testing, training and
management assistance, and executive
and managerial development. This
executive will be the champion for
meeting the objectives and outcomes
established under Strategic Goal 3.

The Associate Director for
Management and Chief Financial
Officer will consolidate the functions
covering internal human resources,
Equal Employment Opportunity,
information technology, the Chief
Financial Officer, and contracting and
administrative services. This executive
is responsible for implementing OPM’s
corporate management strategy, as

documented in our new Strategic Plan.

A New OPM

OPM is a reinvigorated agency with
new leadership, a new organizational
structure, and a new Strategic Plan. In
FY 2002 we embarked in a new direc-
tion, while keeping our sights on our
statutory responsibilities and functions.
This new direction reflects the priorities
of the Administration, particularly as it
relates to homeland security and the
President’s Management Agenda.

It also reflects our transformation into a

more nimble and responsive organiza-
tion, providing leadership, account-
ability, assistance, and service to all
Federal agencies, enabling them to
become high-performance organizations

that better serve American citizens.

A NEw Focus AND

NEW PRIORITIES

It is evident that OPM’s public value
extends beyond policy leadership,
advice, technical assistance and services.
While maintaining these traditional
roles, the agency also must be account-
able for the implementation of these
policies and systems and must be the
proactive champion for the Strategic
Management of Human Capital across
Government. Further, we must inform
the President regarding the status of
human capital in the Federal
Government. Recognizing this, we
established new priorities for the

agency during FY 2002, which are:

e to stand up the Department of

Homeland Security,

e to fully implement the President’s
Management Agenda of reform
initiatives,

¢ to modernize Federal human

resources systems,

e and to address the agency’s top

management challenges.

The Department of Homeland Security
OPMs first and most immediate prior-
ity is to stand up the Department of
Homeland Security. Establishing this
new agency is the centerpiece of the
President’s first national priority:
defending the homeland. The critical-
ity of this priority was borne out by

the events of September 11, 2001.

Not since December 7, 1941, have the

OPM Fiscal Year 2002 Performance and Accountability Report
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MANAGEMENT DISCUSSION and ANALYSIS

events of a single day so shaken and
roused our great Nation, and so
completely reshaped the agenda and
priorities of American government at
all levels. Because many of the issues
surrounding the President’s proposal
to establish this Department pertain
to human resources systems and
human capital management, leading
the way toward resolving them pres-
ents OPM with an immediate and

historic opportunity.

The President’s Management Agenda
In the summer of 2001 President
George W. Bush set forth a bold plan
to reform the management of the
Federal Government. Pursuing that
plan, called the President’s
Management Agenda, is OPM’s second
priority. This program of management
reforms calls for a Government that is
citizen centered, not bureaucracy cen-
tered; results-oriented; and market

based, actively promoting rather than

stifling innovation through competition.

The program consists of five initiatives:

e Strategic Management of

Human Capital,
e Competitive Sourcing,

e Improved Financial

Performance,

e Expanded Electronic

Government, and

e Budget and Performance

Integration.

The Office of Management and
Budget established straightforward
Executive Branch Management
Scorecards for these initiatives, sum-
marizing agencies’ status as being
“red,” “yellow” or “green.” Based on

these scorecards, OPM’s second prior-

ity is to successfully implement the five
initiatives and “get to green” on the
President’s Management Agenda.

It is not by accident that Strategic
Management of Human Capital is first
on the President’s Management
Agenda. Motivated, talented employ-
ees are essential to the success of all the
initiatives, and OPM is proud to accept
the President’s charge to lead the effort
Governmentwide. Our Strategic
Human Capital Initiative represents a
sea change in the business of managing
people. Human capital captures the
value of employees as assets, not as
costs of an organization. Assets are
invested 1n; costs are reduced. Good
management in human resources
means that processes are working well
and that employees are engaged in
decision making and are treated fairly.
Good leadership in human capital
means that the Federal Government is
a desirable place to work, and that
Federal employees are capable and
inspired, performing in a manner that
gets the results that the American pub-
lic expects. OPM is honored to lead
this Governmentwide initiative, and
we will hold ourselves accountable for
the status of human capital in the
Federal Government.

OPM is the Managing Partner
for five initiatives aimed at
expanding Electronic Government,
or e-Government. They include
Recruitment One-Stop, e-Clearance,
e-Training, e-Payroll, and Enterprise
Human Resources Integration (EHRI).
These interrelated initiatives, combined
with our Retirement Systems
Modernization Project, cover the entire
life cycle of a Government worker’s

career. They will enhance the selection

and development of Federal employees
across Government and are key ele-
ments of OPM’s new strategic direc-
tion, including the Strategic
Management of Human Capital and
ensuring homeland security.

These projects support the Strategic
Management of Human Capital by
speeding the Federal recruitment and
hiring process; providing enhanced
training resources to the Federal work-
force to build Governmentwide compe-
tencies; and improving the flow of
information among Federal human
resources systems. Recruiting for home-
land security positions will benefit from
the faster hiring and training of security
personnel and improved access to inves-
tigation and clearance information.

The remaining three components of
the President’s Management Agenda —
Competitive Sourcing, Improving
Financial Management, and Budget
and Performance Integration — have
been adopted as the foundation of
OPM’s internal management program.
We are leveraging the Federal
Activities Inventory Report Act inven-
tory to support Competitive Sourcing
as a management tool to deliver the
right products and services to the right
customers in the right way. We have a
well-defined plan for Improved
Financial Management under way that
includes upgrading our financial
management systems, improving the
timeliness of financial information,
continuing to receive unqualified
audit opinions on our annual financial
statements, and reducing erroneous
payments. Finally, Budget and
Performance Integration is a driving
force in our realignment of OPM’s

Chief Financial Officer function to
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better support the agency’s internal
organizations and further consolidate
budget and performance planning,
measurement and reporting functions.
Structured teams, dedicated to servic-
ing each OPM organization, specifi-
cally designed along their business
lines, will provide comprehensive

support for all financial management

Human capital captures the value of employees
as assets, not as costs of an organization. Assets

are invested in; costs are reduced.

functions from budget formulation

through preparation for audit.

Modernizing Federal Human
Resources Systems

American citizens demand and deserve
a civil service that is world-class, one
that meets their highest expectations
for commitment, performance,
integrity, and accountability. To con-
tribute to that end, OPM’s next priority
is to modernize Federal human
resources systems in two important
ways: increase the effectiveness and
efficiency of the Federal hiring
processes and provide the Federal
Government with a modern compensa-
tion system that is performance ori-
ented and market sensitive. Improving
the hiring process will make Federal

employment attractive to high-quality

applicants of diverse backgrounds,
while a modern and more competitive
compensation system will assist Federal
agencies to meet their strategic goals.
OPM will work with Federal agen-
cies to improve the attractiveness of
public service, in part by communicat-
ing the Government’s exciting mission

and career opportunities. Our focus on

attracting and selecting highly-qualified
applicants leads to a better fit to the job
which, in turn, supports retention. This
will involve making it easier for indi-
viduals to apply for Federal jobs and
developing strategies that enhance
employment opportunities for veterans,
minorities, women, and persons with
disabilities. We will also increase agency
awareness and use of flexibilities
already available to them for how
Federal employees are compensated
and how pay can be linked to perform-
ance. In addition, we will continue to
discuss pay modernization while con-

tinuing to administer current systems.

Top Management Challenges

Our fourth priority is to fully address the
top management challenges identified by
OPM’s Office of the Inspector General

(OIG). The Reports Consolidation Act
of 2000 requires agency Inspectors
General to prepare a list of the top man-
agement challenges facing the agency for
inclusion in the agency’s Annual
Performance and Accountability Report.
The Inspector General identifies these

top challenges based on one or more of

the following criteria:

1) There is a significant risk of fraud
or of waste or abuse of OPM or

other Government assets.

2) The issue involves significant
strategic alliances with OMB, the
Administration, Congress or the
public.

3) The issue is related to the
President’s Management Agenda
initiatives.

4) The issue involves a legal or regu-
latory requirement not being met.

5) The issue involves an operation
that is critical to OPM’s core goals.
On December 20, 2002, OPM’s

Inspector General identified the follow-

ing as top management challenges for

the agency.

® Human Resources Management
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B Retirement Systems Modernization

(RSM)
® Homeland Security
® Expanding e-Government

® Implementation of the
Government Performance and
Results Act

® Revolving Fund and Salaries and

Expenses Accounts

B Maintaining and Improving the
Performance of the Federal
Employees Health Benefits
Program (FEHBP)

m Restructuring OPM

Most of these challenges are critical
to OPM’s core goals, align with the
President’s Management Agenda, and
involve on going collaboration with
OMB, the Congress, and our cus-
tomers. While we agree that these
challenges represent our most signifi-
cant issues, we believe our new
Strategic Plan and our restructuring of
the agency demonstrate that we are
positioned to address them effectively.
The Strategic Plan highlights the sig-
nificance we place in these issues since
many of them are featured as objec-
tives supporting our revised strategic
goals. Our new organizational struc-
ture aligns our resources to achieve
these goals and objectives and organ-
izes them under the authority and
responsibility of our four new execu-
tive positions.

The Human Resources Management
challenge lies at the heart of OPM’s
mission and is being fully addressed
not just by OPM, but by all Federal
agencies as we continue moving for-
ward with the Strategic Human
Capital Initiative. This priority is

clearly reflected in our Strategic Goal

2. However, our primary strategy for
meeting this challenge — the imple-
mentation of the Human Capital
Assessment and Accountability
Framework will provide us the infor-
mation we need to develop new
human resources policies and pro-
grams under Strategic Goal 1, and new
products and services under Strategic
Goal 3. These policies, programs,
products, and services will be tailored
to meet specific agencies’ needs and
ensure that all agencies meet all of the
Human Capital Standards for Success.
We will continually assess, evaluate,
and report the status of human capital
across Government.

The Retirement Systems
Modernization (RSM) Project is a large
undertaking in terms of resources,
information technology and business
process reengineering and has been
featured prominently in our Annual
Performance and Strategic Plans and
Annual Performance Reports. As
described later is this report, we have
virtually completed the design phase of
this long-term project and are now
building this system. The “early wins”
reported in previous years proved that
OPM was capable of achieving the
goals and objectives of this project, and
in FY 2002, we began to see the first
improvements in retirement program
performance indicators related to RSM
technology. We have mitigated much
of the risk associated with RSM by
organizing its milestones and deliver-
ables into “useful segments,” each linked
to specific resource requirements that
provide the information needed to
make critical funding decisions as a
part of the annual budget cycle.

As stated earlier, standing up the

Department of Homeland Security

(DHS) is OPM’s top priority for the
next few years. This significance is
demonstrated in our new Strategic Plan
as it is one of the four objectives sup-
porting our first strategic goal. During
FY 2002, OPM played a central role
and directed considerable resources in
shaping the Administration’s responses
to the civil service issues revolving
around the legislation to establish the
DHS. We successfully redirected
resources and were at the forefront in
making the case for flexibility in the
areas of pay, performance, labor-man-
agement relations, discipline, and
employee appeals. In effect, OPM
became the human resources office of
DHS, with the responsibility to plan
and forecast human capital needs and
approaches. We formed working
groups to study human resources areas
relating to performance appraisals, job
classifications, pay, labor management,
discipline and employee appeals. We
are committed to drafting a proposal
for the new Department’s human
resource management system by June 1,
2003. In addition to the accomplish-
ments described in other parts of this
report, we have established an executive
position, reporting directly to the OPM
Director, to oversee and coordinate all
of our activities in support of establish-
ing this new Federal department.
OPM’s challenge with regard to
Expanding e-Government (e-Gov) will
be to manage its five e-Gov initiatives
efficiently and effectively. OPM must
actively manage partners, resources —
both people and dollars — and critical
inter-dependencies to ensure all five e-
Gov projects meet planned perform-
ance goals and timelines. We have a
clear vision of these five e-Gov initia-

tives as an interlocking enterprise sys-
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tem based on the employee life-cycle
beginning with recruitment, continu-
ing through all aspects of employment,
and culminating with retirement.
Taken together, our e-Gov initiatives
will enable the transformation of
human capital that must occur in all
Federal agencies. We will use these
five e-Gov initiatives to remove redun-
dancies, reduce response times, elimi-
nate paperwork, and improve

coordination among Federal agencies.

Recognizing the importance and risks

associated with the e-Gov projects, we
have established an executive position
to oversee these projects and report
directly to the OPM Director. Each
project has a project leader and is oper-
ated day-to-day within its specific pro-
gram areas. Each project has submitted
fully supported Capital Asset Plans as
a part of OPM’s budget justifications
and has received the necessary
budgetary support within the
Administration. Three of our five
projects — Recruitment One-Stop,
e-Clearance, and e-Training — are
already operational. The remaining
two projects — Enterprise Human
Resources Integration and e-Payroll —

are, respectively, completing the design

phase and implementing civilian pay-
roll consolidation.

Implementation of the Government
Performance and Results Act (GPRA)
and strengthening our Revolving Fund
and Salaries and Expenses Accounts
are both underlying forces in our agency
restructuring plan. Responsibility for
both is now, for the first time, in the
hands of a single OPM executive, the
Associate Director for Management
and Chief Financial Officer. The
implementation of GPRA parallels the

President’s management reform initia-
tive for Budget and Performance
Integration in many ways, and
strengthening controls over the
Revolving Fund and Salaries and
Expense Accounts is closely related to
the initiative for Improving Financial
Management.

The combination of the full imple-
mentation of a new financial manage-
ment system and the continued use of
zero-based budgeting gives OPM the
flexibility to quickly adjust its funding
allocations to align resources to the
new goals in the revised Strategic Plan.
Since the agency restructuring is
closely aligned with the goals in the

Strategic Plan, all accounts will be

aligned to the new organizational
structure immediately upon imple-
mentation of the restructuring, to be
completed in the first half of FY 2003.
A cross-agency team, with additional
representation from the OPM OIG
and OMB budget examiners, is in the
process of developing a robust evalua-
tion program that will measure the
performance of OPM relative to the
new goals. This evaluation program
will be developed and piloted in

FY 2003 and implemented in FY 2004,

We have a clear vision of these five e~ Gov initiatives
as an interlocking enterprise system based on the
employee life cycle beginning with recruitment,
continuing through all aspects of employment, and

culminating with retirement.

thereby providing the data that
demonstrates performance relative
to OPM’s intended outcome to
improve human capital practices
Governmentwide.

The implementation of our new
financial management system during
FY 2002 began to address the long-
standing problems in resolving financial
data discrepancies in our Revolving
Fund and Salaries and Expenses
accounts. Another important milestone
in the resolution of this management
challenge was the long-term
“Management Plan” for the oversight
of the Revolving Fund account that we
prepared in April 2002. This document

lays out expected cost and income esti-
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mates, and moves the Revolving Fund
toward a level of earnings sufficient to
recover costs. Finally, we hired an expe-
rienced senior financial manager with
extensive knowledge and experience
with Revolving Fund and Salaries and
Expenses to maintain vigorous over-
sight of such accounts. This will ensure
that policies and procedures governing
the operation of these accounts are con-
sistently applied across all programs
and that related transactions are exe-
cuted accurately and on time.

We have reported to the President
under the Federal Managers’ Financial
Integrity Act that the “material non-
conformances” related to these two
accounts have been corrected. Despite
this, we will continue to report them
until they are fully resolved. Finally, to
ensure we have resolved these issues
and to identify any possible problems
in the Revolving Fund and Salaries
and Expenses accounts, we will spon-
sor an independent audit of these
accounts by the end of FY 2003, in
addition to the annual audit of our
Consolidated Financial Statements.

The Management Challenge of
Maintaining and Improving the
Performance of the Federal Employees
Health Benefits Program requires
developing a comprehensive and com-
petitive benefits package for the
Federal workforce that offers choices
comparable to the private sector.
Providing a high-quality benefits
package supports our human capital
management efforts to recruit and
retain an effective workforce. To miti-
gate the effects of rising health insur-
ance premiums, OPM implemented
premium conversion in FY 2001.

Premium conversion allows Federal

employees to deduct their share of
health insurance premiums from their
taxable income, thereby reducing their
taxes and making health coverage
more affordable. In addition, OPM has
proposed a Flexible Spending Account
(FSA) option. These accounts allow
employees to set aside a part of their
salary by pre-tax withholdings and to
use those pretax dollars to pay for non-
reimbursable expenses such as some
medical, dental, vision and dependent-
care expenses. FSAs are scheduled to
be available to Federal employees
beginning July 1, 2003.

We are confident that we can suc-
cessfully implement our plan for
Restructuring OPM by March 2003
and work out any remaining issues by
the end of the fiscal year. OPM
Director Kay Coles James has
approved and announced the overall
restructuring plan and selected execu-
tives to head up the four main organi-
zational components of the agency.
OPM’s Deputy Director Dan Blair has
taken leadership responsibility for
implementing the new structure and
we have created Restructuring
Implementation Teams that are
addressing the detailed stages of the
reorganization that include a diverse
range of issues, such as staffing, transi-
tion management, finance, and logis-
tics, all of which come into play when
restructuring an organization.

As will be demonstrated in the
pages that follow, we focused consider-
able resources on these management
challenges during FY 2002. Six of
these challenges were included in the
IG’s report for FY 2002, including
Human Resources Management,

Retirement Systems Modernization,

Expanding e-Government,
Implementation of the Government
Performance and Results Act,
Revolving Fund and Salaries and
Expenses Accounts, and Maintaining
and Improving the Performance of
the Federal Employees Health Benefits
Program. Virtually every annual

goal in OPM’s FY 2002 Annual
Performance Plan supported the
resolution of one of these management
challenges in some way. A brief
discussion of this relationship is
included for each of the FY 2002
annual goals in the Annual Performance

Goals and Results section of this report.

FY 2002 PERFORMANCE
SUMMARY
Our new strategic goals represent a
new direction for the agency and
reflect the new work that OPM is
undertaking to bring about the out-
comes embodied in these goals and
their underlying objectives. Although
we developed the FY 2002 Annual
Performance Plan two years before we
revised our Strategic Plan, we are using
our new strategic goals and objectives
as the framework for reporting our
performance under the annual goals
described in the FY 2002 plan. Our
FY 2002 Annual Performance Plan set
forth 77 annual goals that described the
specific actions and initiatives planned
for the fiscal year, and we accomplished
67 of these goals.

Although we met most of our
FY 2002 annual goals, we recognize that
these goals did not clearly reflect OPM’s
new direction and priorities. Further,
we recognize that the new work of the
agency dictates the sunset of the goals

and performance measures that we had
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OPM GoOAL ACHIEVEMENT IN FY 2002

established prior to revising our Strategic
Plan. Our Annual Performance Plan

for FY 2004 will demonstrate that our
objectives, outcomes, indicators and
strategies now are directly aligned with
OPM goals, as envisioned by Congress
with the passage of the Government
Performance and Results Act of 1993.
Further, the FY 2004 annual plan estab-
lishes a link between OPM programs
and the results that Americans expect
from the Federal Government. Our

FY 2003 Annual Performance Plan also
was written before we revised our
Strategic Plan and, because of that, does
not fully reflect the new OPM. To com-
pletely close the loop between the old
OPM and the new OPM we are describ-
ing in these pages, we are revising our
FY 2003 annual plan.

Building Successful, High-
Performance Organizations —
Strategic Goal |

Successful agencies of the future will
attract, engage, develop and retain
quality employees. The development

and implementation of cutting-edge

iy
' H Goals Wot Met

7 Gomls Drepad
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human resources management systems
are critical for every Federal agency in
meeting the needs of the American
public. OPM must create flexible
human resources policies and programs
that can assist agencies in attracting
and retaining quality applicants by
making the hiring process more effec-
tive and efficient, by improving the
attractiveness of public service to peo-
ple of diverse backgrounds, by provid-
ing a compensation system that is both
market sensitive and performance ori-
ented, and by creating a work culture
that encourages workforce develop-
ment and work/life balance.

We took important steps toward
building these successful, high-per-
formance organizations during
FY 2002. As described on pages 40 and
41, our single, most significant accom-
plishment under Strategic Goal I was
our work on the Administration’s pro-
posal to establish the Department of
Homeland Security, which the
President signed into law on
November 25, 2002. Our leadership in

developing the Administration’s pro-

posal for the Department of Homeland
Security provides us, and the entire
Federal Government, with an oppor-
tunity to take a new and flexible
approach to how Federal employees
are hired, compensated, developed
and managed. The lessons we learn
from the deployment of this new
Department will be leveraged and
replicated as we address more gener-
ally the issues of compensation, hiring,
employee development, performance,
and the other aspects of the Strategic

Human Capital Initiative.

Creating a Rewarding Merit-Based
Work Environment — Strategic Goal Il
Under Strategic Goal II, we seck to
make the Federal Government an
employer of choice. Thus, we will assist
Federal agencies to create a work envi-
ronment that invests in employees’
growth and rewards their performance,
and will interpret, implement, dissemi-
nate and enforce human resources poli-
cies and practices that guarantee the
preservation of all rights and protec-
tions afforded all employees of the
Federal Government. The investment
in human capital is the right thing to
do if agencies are to achieve their mis-
sion. As part of the President’s
Management Agenda, the Office of
Personnel Management is leading the
Federal Government’s Strategic
Human Capital Initiative.

The Strategic Human Capital
Initiative entails nothing less than
transforming the way agencies employ,
deploy and develop their workforce
and is arguably the most complex ini-
tiative on the President’s Management
Agenda. Implementing this initiative

has transformed OPM’s role within the
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STATUS OF ANNUAL GOAL BY STRATEGIC GOAL

Strategic Goals FY 2002 Number of Number of Number of
Annual Goals Goals Met Goals Not Met Goals Dropped
| Federal agencies adopt human resources
management systems that improve their 17 9 7 1
ability to build successful, high-performance
organizations.
II. Federal agencies use effective merit-based
human capital strategies to create a rewarding 19 13 5 1
work environment that accomplishes the mission.
IIl. Meet the needs of Federal agencies, employees,
and annuitants through the delivery of efficient 17 14 3 0
and effective products and services.
Corporate Management Strategies
and Other Internal Goals. 24 20 4 0
FY 2002 Totals 7 56 19 2

community of Federal agencies and
our relationship with them. Progress
will require not just procedural
changes, but also substantial cultural
changes. Still, we made considerable
progress during FY 2002.

OPM led this progress, as described
on pages 48-49, establishing a Human
Capital Performance Team — now a
part of the Merit Systems Account-
ability and Human Capital Division —
to guide agencies in developing and
implementing their strategic plans for
human capital management. OPM
worked with the Office of
Management and Budget and the
General Accounting Office to develop
common language for the Human
Capital Standards for Success. Then
OPM provided consolidated, compre-
hensive guidance to agencies on how
they can achieve these standards.

The progress we made during
FY 2002 on this initiative in general,

and developing standards and metrics

in particular represents an essential
first step toward determining the pre-
cise state of human capital
Governmentwide. This also enables us
to report this status to the President,
the Congress, and the American peo-
ple. Using the Executive Branch
Management Scorecard to determine
this status, two agencies improved
their status, as shown on pages 59 and
60 of this report, the Human Capital
Assessment and Accountability
Framework we developed will provide
us with the information we need to
work with agencies to create the
appropriate rewarding work environ-
ment for Federal employees that sup-
ports and generates the
high-performance organizations envi-
sioned under Strategic Goal 1. The
new Human Capital page developed
for the OPM Web site, www.opm.gov,
offers OPM policy guidance as well as
links to exemplary products and prac-

tices developed by other agencies.

Delivering Efficient and

Effective Products and Services —
Strategic Goal Ill

The focus of Strategic Goal I1I is serv-
ice excellence in support of human
resources policies and providing agen-
cies with the tools and systems to
implement those policies. To this end,
OPM provided agencies a wide range
of services —some on a reimbursable
basis — that enhanced the talent and
capacity of the Federal workforce and
better enabled agencies to become
high-performance organizations. We
increased the number of customers
accessing our Web-based workforce
information products (page 68),
improved HR specialists’ satisfaction
with pay table guidance (page 69), met
customer workload demands for inves-
tigative services (page 70), and
increased the participants in our execu-
tive and management training pro-
grams (page 70).

In addition, we facilitated retire-
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ment income security by reducing the
time needed to pay FERS benefits
from the retirement program (page 76)
and enhanced the tools available to
agencies and employees to ensure that
Federal employees are prepared for
retirement (page 79). Our Retirement
Systems Modernization Project pro-
ceeded on schedule and within budget,
and we began implementing the tech-
nology to completely automate the
retirement process (pages 77-80).

To strengthen the quality of health
care and services in the Federal
Employees Health Benefits Program, we
combined our efforts to expand accredi-
tation among health carriers participat-
ing in the program with our ongoing
practice of providing program customers
with the information they need to choose
the health benefits coverage best for
them and their families. As a result, we
observed an increase in the percentage of
program customers enrolled in these

quality plans (page 82).

Making OPM a High-Performance
Organization — Corporate
Management Strategies

We recognize that we cannot accom-
plish our 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 moti-
vated people, information technology
systems and infrastructure, and finan-
cial management systems. We estab-
lished corporate management goals
(pages 83-96) for cach of these critical
areas and maintained a cooperative and
consultative relationship with the
Inspector General regarding the
oversight of these resources. During
FY 2002, the agency met 20 of the 24
internal goals that comprise our corpo-
rate management strategy. By meeting
these goals, we continued to foster an
environment that supports the delivery
of services to our customers and

employees though effective communi-

cation and management of OPM’s
human capital, technology, financial

resources, and business processes.

QUALITY OF

PERFORMANCE DATA

The performance information pre-
sented in this report accurately and
reliably represents OPM’s performance
during FY 2002. In accordance with
the requirements of the Government
Performance and Results Act, OPM
ensures that reported performance
information is accurate and based on
reliable information. During FY 2002,
we strengthened controls over the col-
lection of performance data in two pro-
gram offices and the preparation of
program office submissions for the
Performance and Accountability
Report. These strengthened controls
include documented data collection
procedures and quality standards for
performance information reported by

the Retirement and Insurance

FY 2002 BUDGETARY RESOURCES BY STRATEGIC GOAL

($ in thousands)

Funding Source Goal | Goal Il Goal Il Corporate Totals

$ FTE $ FTE $ FTE Management $ FTE
Salaries & Expenses | 422,531 126 $37381 307 $8,398 46 $34103 235 $102,413 714
Inspector General $0 0 $0 0 $0 0 $1,459 17 $1,459 17
Trust Fund $1,444 15 $7.222 14 $102,551 966 $33,220 210 $144,437 1,205
Inspector General $0 0 S0 0 $0 0 $10,446 T2 $10,446 72
Advances &
Reimbursements $0 0 51,168 4 $2,077 126 $0 0 $3,245 130
Revolving Fund $0 0 $0 0 $643,000 626 $0 0 |$643000 626
Total Resources $23,975 141 $45,771 325 $756,026 1,764 $79,228 534 | $905,000 2,764

The dollar amounts and FTE levels shown in the table above are estimates based on initial decisions regarding OPM's restructuring, which was in progress at the time

this report was prepared.
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Programs and documented data collec-
tion procedures for the Workforce
Compensation and Performance
Programs. To improve controls over
program office submissions, we began
implementing certifications to the
Director by program managers and
executives concerning the accuracy and
reliability of performance data pro-
vided for their specific organizations.
In addition to internal controls,
OPM relies on traditional reviews and
audits by the Office of the Inspector
General and the General Accounting
Office that may identify issues in per-
formance measurement and reporting.
These reviews have informed the
agency regarding improvements in
policies and procedures for the prepa-
ration of performance reports and the
collection of performance information,
and they have indicated where con-
trols over performance information
could be strengthened. Also, these
reviews have pointed out instances in
which performance results do not
completely address pertinent perform-
ance indicators. We have accepted all
of the Inspector General’s recommen-
dations in these regards and note that
these issues do not represent pervasive
or significant weaknesses in the qual-
ity of the data used in this report.
Further, we believe that the restruc-
turing of the agency provides opportu-
nities for OPM to consolidate
resources in our Office of
Management and the Chief Financial
Officer to strengthen all aspects of the
implementation of the Government
Performance and Results Act at OPM.
Finally, we are establishing a pro-
gram evaluation and performance
measurement capability in OPM’s
Office of Management and the Chief

Financial Officer. This unit will evalu-
ate specific OPM human resources
programs in support of the Strategic
Human Capital Initiative. This unit
also will oversee the development of
program performance measures and
indicators throughout the agency and
the collection of performance informa-

tion on behalf of the Director.

ANALYSIS OF OUR
FINANCIAL PERFORMANCGE

"“Clean" Audit Opinions

These are the third agencywide consol-
idated financial statements we have
prepared. We are pleased to report that
for the third consecutive year, we have
received an unqualified (“clean”) opin-
ion from our auditors, KPMG LLP, on
the Consolidated Financial Statements
as well as the individual financial state-
ments of the Retirement, Health
Benefits, and Life Insurance Programs.
An unqualified 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 the Consolidated

Balance Sheet

The Consolidated Balance Sheet on
page 101 presents the total amounts we
have available for our use |assets]
against the total amounts we owe [lia-
bilities] and the amount that comprises
the difference [net position].

Assets. We had $620 billion in
assets at the end of FY 2002, compared
with $585 billion at the end of
FY 2001, an increase of 6 percent. The
balance sheet separately identifies
intragovernmental assets from all
other assets. Almost all of our assets —
$618 billion

tal, representing our claims against

are intragovernmen—

other Federal entities.

Our largest asset, Investments [$606
billion], represents 98 percent of our
total assets at the end of FY 2002. 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 con-
tinued to grow — by 6 percent in

FY 2002. Our next largest asset reflects

GROWTH OF OPM ASSETS

600

500

$ Billions

400
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INCREASE IN OPM LIABILITIES

the interest owed to us on our invest-
ments by the U.S. Treasury — at the
end of FY 2002, that was more than
$9 billion.

Liabilities. We have three very
large, long-term liabilities that we cate-
gorize as “Actuarial Liabilities.” We
report Actuarial Liabilities for each of
the earned benefit programs that we
administer: the Retirement, Health
Benefits, and Life Insurance Programs.
These Actuarial Liabilities reflect an
estimate of the future cost, expressed in
today’s dollars, of providing retire-
ment, life insurance, and post-retire-
ment health benefits to employees and
annuitants. To compute these esti-
mates, our actuaries make many
assumptions about the future economy
and about the demographics of the
future Federal workforce and annui-
tant population.

The Pension Liability is an estimate
of the future, long-term cost to provide
Civil Service Retirement System
(CSRS) and Federal Employees
Retirement System (FERS) benefits
to current employees and annuitants.
It is $1.1 trillion at the end of FY 2002,
slightly larger than at the end of
FY 2001 year [see discussion of

Pension Expense below].

The Actuarial Postretirement Health
Benefits Liability, the future, long-term
cost to provide health benefits to active
employees after they retire, is $207 bil-
lion at the end of FY 2002. This
reflects a $16 billion increase from the
amount at the end of FY 2001 [see dis-
cussion 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 future,
long-term cost for both pre-retirement
and post-retirement life insurance bene-
fits. The Actuarial Life Insurance
Liability increased by approximately
$1.4 billion in FY 2002 [see discussion of

Future Life Insurance Benefits below].

Net Position. At the end of FY 2002,
our Net Position is a negative $707 bil-
lion dollars, approximately the same as
at the end of FY 2001. As can be seen
on the Consolidated Statement of
Changes in Net Position on page 103,
our Net Position improved by $3.3 bil-
lion due primarily to a large actuarial
gain as a result of the differences
between economic assumptions and
actual experiences. The reason for our
negative Net Position is the large
Actuarial Liabilities that Federal
accounting standards require we report
on our Balance Sheet. Since our total
assets less our non-actuarial liabilities
exceeds $600 billion, we can pay bene-
fits to Retirement, Health Benefits, and
Life Insurance Program participants
well into the future. The chart below
shows that the net assets we have avail-
able to pay benefits increased by almost
6 percent in FY 2002.

Analysis of the Consolidated
Statement of Net Cost

The Consolidated Statement of Net
Cost on page 102 presents our net cost
of operations by our major program-
matic outputs or “responsibility seg-
ments.” We have defined responsibility
segments for four broad categories of
services we provide and have assigned
all of our costs of doing business and

the associated revenues to them. These

NET ASSETS AVAILABLE TO PAY BENEFITS

($ in Billions) 2002 2001 Change
Total Assets $619.6 $585.3 $343
Less “Non-Actuarial” Liabilities $9.2 $84 $0.8
Net Assets Available to Pay Benefits $610.4 $576.9 $335
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NET CosT To PrRoOVIDE CSRS BENEFITS

($ in Billions) 2002 2001  Change

Gross Cost $47.6 ST $(235)

Associated Revenues 378 317 0.1

Net Cost $98  $334  $(23.6)
NET Cost To PrROVIDE FERS BENEFITS

($ in Billions) 2002 2001  Change

Gross Cost $14.2 $14.5 $(0.3)

Associated Revenues 20.2 18.5 17

Excess of Revenues over Gross Cost $(6.0)  $(4.0) $.0)
NET CosTt To PROVIDE HEALTH BENEFITS

($ In Billions) 2002 2001  Change

Gross Cost $389  $20.3 $18.6
Associated Revenues 7.8 16.0 1.8
Net Cost 211 $43 $16.8
($ In Billions) Disclosed  Applied to Total Total
PRHB 2002 2001
Health Benefits Claims $109 $5.8 $16.7 $15.2
Premiums 14 48 4.6
Administrative and other 0.8 15 12

NET CosT To PrRoOVIDE LIFE INSURANCE BENEFITS

($ in Millions) 2002 2001  Change
Gross Cost $3360  $3,395 $(35)
Associated Revenues 3,449 3,341 108
Net Cost (Excess of Revenue) $(89) $54 $(143)

result in the Net Cost To Provide
CSRS, FERS, Health Benefits, and
Life Insurance Benefits and the Net
Cost to Provide Human Resources
Services.

Net Cost To Provide CSRS
Benefits. As can be seen below, the
Net Cost To Provide CSRS Benefits in
FY 2002 has decreased significantly

compared to FY 2001. This is a result
of a very large actuarial gain because
the actual pay raises granted to Federal
employees and the cost-of-living-
allowance given to Federal annuitants
were less than estimated.

Due to Federal accounting stan-
dards, the amount we paid in CSRS

benefits is not shown on the

Consolidated Statement of Net Cost.
In FY 2002, we paid benefits of $46.9
billion, as compared with $45.8 billion
in FY 2001. The increase of 2.4 percent
reflects both a larger annuity roll and
the effect of the cost-of-living increase.

Net Cost To Provide FERS
Benefits. The Net Cost To Provide
FERS Benefits was “negative” in
FY 2002, which means that the rev-
enues associated with providing a
FERS benefit exceeded the gross cost
to do so by $6.0 billion. In FY 2001, the
Net Cost to provide FERS benefits was
a “negative” $4.0 billion. The increase
in the “negative” net cost in FY 2002
can be attributed, in large part, to an
increase in earned revenues due to the
fact that all new entrants are covered
by FERS. We would expect earned
revenues to continue to exceed costs.

As with the CSRS, Federal
accounting standards do not provide
for the disclosure of the amount we
paid in FERS benefits on the
Statement of Net Cost. In FY 2002, we
paid benefits of $1.5 billion, as com-
pared to $1.4 billion in FY 2001, the
increase reflecting both a larger annu-
ity roll and the effect of the cost-of-liv-
ing increase.

Net Cost To Provide Health
Benefits. The Net Cost To Provide
Health Benefits in fiscal year 2002 is
$21.1 billion, an increase of $16.8 bil-
lion from FY 2001. The increase in
the Net Cost To Provide Health
Benefits can be attributed to an
increase in the Postretirement Health
Benefits Expense of $17.2 billion. The
increase in the Postretirement Health
Benefits Expense in FY 2002 results
mainly from an actuarial loss relating

to actual experience being different
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SOURCE OF BUDGETARY RESOURCES
Appreprision

OBLIGATIONS INCURRED BY CATEGORY

Cteer /9% LPe locrrce Bewths 1%

from 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 administra-
tion are netted against, and thereby

reduce, the Postretirement Health

Benefits (PRHB) Liability. So that we
may provide the reader of the financial
statements with information about these
costs, they are presented in the table
Net Cost To Provide Health Benefits.
Net Cost To Provide Life Insurance
Benefits. The Net Cost To Provide

Life Insurance Benefits was “negative”

in FY 2002. This means that in

FY 2002 the revenues associated with
providing benefits exceed the gross
cost to do so by $89 million. In

FY 2002, the gross cost to provide Life
Insurance benefits decreased by $35
million (1.0 percent), attributable to an
increase in the Actuarial Life
Insurance Liability [“Future Life
Insurance Benefits”]. There was a $108
million (3.2 percent) increase in associ-
ated revenues, attributable almost
entirely to participant contributions
stemming from greater levels of

optional life insurance coverage.

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
Combined Statement of Budgetary
Resources on page 104 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
Consolidated Statement of Budgetary
Resources, a total of $110.9 billion in
budgetary resources was made avail-
able to us for FY 2002. Our budgetary
resources in FY 2002 derive from the
unobligated balances carried over from
FY 2001 ($27.7 billion) as well as the
three major sources of new budgetary
resources:

(1) Appropriations = $6.2 billion

(2) Trust Fund receipts = $49.1

billion

(3) Spending authority from off-

setting collections (SAOC) =
$27.9 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 contributions for retirees and sur-
vivors who participate in the Health
Benefits Program.

Both Trust Fund Receipts and
Spending Authority from Offsetting
Collections generally derive from
collections. Collections by the Retirement
Program, such as earnings on invest-
ments and contributions made by and
for those participating, are classified as
“Trust Fund Receipts,” whereas
collections by the Health Benefits
and Life Insurance and Revolving
Fund Programs are classified as
“Spending Authority from Offsetting
Collections.”

From the $110.9 billion in budget-
ary resources we had available to us
during FY 2002, we incurred obliga-
tions of $80.9 billion, mainly for bene-
fits for participants in the Retirement,
Health Benefits and Life Insurance
Programs. Most of the excess of budg-
etary resources we had available in
FY 2002 over the obligations we
incurred against those resources is
classified as being “unavailable” (for

obligation) at year-end.

SYSTEMS, CONTROLS, AND
LEcaL COMPLIANCE

Report on our Evaluation of
Management Controls

The Federal Managers Financial
Integrity Act of 1982 (FMFIA) requires
that we provide a statement of assur-
ance annually regarding the effective-
ness of our management controls.

Our management control program

fully complies with the goals, objec-
tives, and requirements of Office of
Management and Budget (OMB)
Circular A-123, by assessing whether
our organization, policies, and proce-

dures reasonably ensure that:

e our programs achieve their

intended results;

® Wwe use our resources in a manner

that is consistent with our mission;

® our programs and resources are
protected from waste, fraud, and

mismanagement;

e we follow all laws and regulations;

and

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

In assessing the sufficiency 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 (OIG) and of
our independent 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 con-
trols are sufficient, effective, and are
achieving all intended purposes.

As the chart on the right indicates,
we have no material weaknesses in
management control outstanding at
the end of FY 2002.

Our FY 2002 assessment of manage-
ment controls resulted in the down-
grading of two material weaknesses.
Although we believe that they no
longer rise to the level of material
weaknesses, we will continue to give
them our full attention until we are
assured they have been completely
resolved. Both areas related to our rec-
onciliation and control over financial
information, including our Fund
Balance with Treasury. Although we
have made substantial progress in this
area, unreconciled balances remain

which must be researched and resolved.

I am pleased to certify thar OPM
is in full compliance with the
provisions of the Federal Managers
Financial Integrity Act.

Kay Coles James

Director

FMFIA MATERIAL WEAKNESSES IN MANAGEMENT

CONTROLS
Fiscal Year Beginning of the Year New Disposed End of the Year
2002 0 0 0 0
2001 4 0 4 0

FMFIA MATERIAL NONCONFORMANCGCES WITH FINANCIAL
MANAGEMENT SYSTEM REQUIREMENTS

Fiscal Year Beginning of the Year New Disposed End of the Year
2002 2 0 2 0
2001 2 0 0 2
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Report on Evaluation of Financial
Management Systems
FMFIA also requires that we evaluate
our financial management systems to
determine whether they conform with
the requirements of OMB Circulars
A-127 and A-130 and the Government
Information Security Reform Act. As a
consequence of our evaluation, we can
report that our financial management
systems meet all related requirements.
Last year, we reported two areas as
material nonconformances with finan-
cial management system requirements:
a Systems Development Life Cycle
methodology for our major informa-
tion technology projects and our
General Controls over Electronic Data
Processing. We have implemented an
agency-wide Systems Development
Life Cycle and have made important
strides towards implementing a secu-
rity program that will significantly
strengthen our overall processing con-
trols. As a consequence, we consider
both material nonconformances as

having been resolved.

Report on Compliance with FFMIA
The Federal Financial Management
Improvement Act of 1996 (FFMIA) is
intended to improve Federal financial
management by ensuring that Federal
financial management systems provide
reliable, consistent disclosure of finan-
cial data in accordance with generally
accepted accounting principles and
standards. FFMIA requires each agency
to implement and maintain systems that
comply substantially with (1) Federal
accounting standards, (2) United States
Government Standard General Ledger
(SGL) at the transaction level, and (3)
Federal financial management systems

requirements. FFMIA requires that

RETIREMENT PROGRAM RECEIVABLES

($ in Millions)

Total receivables at beginning of year $140.7
New receivables 1843
Collections 155.5
Adjustments 1.2
Total receivables at end of year $154.5
Total delinquent $438
Percent delinguent (total) 28.4%

HEALTH BENEFITS PROGRAM RECEIVABLES

($ in Millions)

Receivable at the beginning of the year $212.4
New receivables 108.1
Less collections and adjustments 19511
Receivable at the end of the year $1259
Less management decisions in appeal 141
Currently available for collection S1i.3

auditors report on whether agencies
comply with FFMIA. KPMG LLP has
reported that OPM’s financial manage-
ment systems as a whole comply sub-
stantially with Federal accounting
standards and financial management
systems requirements.

It has also reported that the systems
and processes supporting the Revolving
Fund Programs and Salaries and
Expenses account are substantially
noncompliant with the FFMIA because
they do not provide for the recording
of financial events in a manner consis-
tent with the SGL. We believe we will
be able to implement the necessary
systemic and procedural changes in
FY 2003 to ensure that the Revolving
Fund Programs and Salaries and
Expenses account substantially comply
with the FFMIA.

Compliance with the Debt Collection
Improvement Act
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 estab-
lished the Treasury’s Financial
Management Service (FMS) as the col-
lection 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, adminis-
tratively offsets, performs wage gar-
nishment and refers accounts to
private collection agencies. To date,
5,235 of our receivables valued at more
than $1.9 million have been collected

via FMS cross-servicing.
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PERCENTAGE OF PAYMENTS MADE ELECTRONICALLY IN FY 2002

Retirement benefits 94%
Salary 92%
Carriers participating in Health and Life Insurance Programs 100%
Other vendors 86%

SUMMARY OF THE STATUS OF MANAGEMENT DECISIONS
ON COST QUESTIONED BY THE OIG puRrRING FY 2002:

Number of Questioned Costs
Audit Reports  ($ in millions)

No management decision on questioned

costs at the beginning of the year 24 $68.9
Questioned costs during the year 38 1289
Management decisions made during the year: 52 189.8
Costs disallowed 110.2
Costs not disallowed 79.6
No management decision on questioned

costs at the end of the year 10 8.0
No management decision on questioned

costs within six months of issuance of report 1 21

Note that the resolution of the one report totaling $2.1 million at fiscal year-end 2002 has been delayed at the

request of the 0IG.

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 iden-
tify individuals who have died or are
otherwise no longer eligible for bene-
fits. In FY 2002, our computer-match-
ing activities identified more than $25
million in overpayments and pre-
vented an additional $100 million from

being overpaid.

Quality Assurance Program. We
have incorporated a Quality Assurance
Program in our Retirement Program
claims adjudication process by per-
forming quarterly reviews of recently
adjudicated cases for errors.

Managing Receivables. The tables
above summarize our receivables
management activity for FY 2002.

Overpayment of Retirement
Program Benefits. Retirement
Program receivables result when bene-
ficiaries or family members inadver-
tently delay reporting certain changes
in an individual’s status (death, mar-
riage, recovery from disability, etc.)
that result in a changed benefit. In
other cases, partial or incorrect infor-
mation is provided by the individual or
the employing agency, resulting in an

overpayment. Our receivables manage-

ment process demonstrates a balance
between our accountability for the
public’s money vis-a-vis the needs of
Federal employees and retirees who
have performed vital al services on
behalf of America’s citizens. We recog-
nize that our customers 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 receiv-
ables represent a very small part of our
total assets, as we do not operate com-
mercial programs that are material to
our financial statements. In FY 2002,
total Retirement Program overpay-
ments were less than one percent of the
total benefit payments we made.
Further, almost 88 cents of every dollar
that was overpaid was collected.

Due from Health Benefits Program

Carriers. Our Office of the Inspector
General (OIG) performs financial and
contract compliance audits of the par-
ticipating insurance carriers. As a con-
sequence 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.

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 table on the
previous page, we ended the year with
$111.3 million in management deci-
sions requiring final action, a decrease
of $101.1 from the beginning of the
year. The receivable at the end of the

year is $125.9 million, a decrease of
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$86.5 million from FY 2001. Increased
collections during FY 2002 and the
resolution of certain receivables out-
standing at the end of FY 2001 con-
tributed to the significant decrease in
Program receivables.

Electronic Payments. We continue to
excel in sending annuity payments elec-
tronically. Ninety-four percent of our
2.4 million monthly annuity payments
are sent via electronic funds transfer
(direct deposit), far exceeding any other
Federal benefits-paying agency.

In March 2002, we successfully ini-
tiated electronic payments to our annu-
itants living in Italy. Over 400 of our
700 payees elected to enroll in
International Direct Deposit during
the first month it was offered, and
more continue to sign-up each month.

In FY 2003, we hope to expand our
international electronic payments to
Panama as part of the Federal Reserve
Bank - Atlanta’s International
Automated Clearing House (IACH)
program. We currently send almost
12,000 checks via courier each month
for distribution in Panama. We antici-
pate that over 80 percent of our
Panamanian annuitants will sign-up

for electronic payments once the

IACH program is up and running.
The table in upper left corner
shows the percentage of payments we

made electronically in FY 2002 by

major category of payment.

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 (OIG) conducts peri-
odic audits of the records of the carriers
participating in the Health Benefits
Program to determine whether amounts
charged to the Program comply contrac-
tually and with Federal procurement
regulations. Upon issuance of an audit
report that questions the costs charged
by a carrier, Program management
must decide 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 ques-
tioned by the OIG.

The table on the previous page pro-
vide a summary of the status of man-
agement decisions on cost questioned

by the OIG during FY 2002.

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

or the purposes of this report, we have organized our
FY 2002 annual goals according to the design of our new Strategic Plan, which covers fiscal years 2002—2007
and was published in November 2002. Therefore, our annual goals are aligned under the new strategic goal,

objective and program outcome to which they most closely relate.

Although our FY 2002 goals were written for the framework of our Strategic Plan dated September 30,
2000, aligning them with our new Strategic Plan demonstrates how our new direction and priorities over-
took some of those goals. It also demonstrates the extent to which many of the FY 2002 goals related to our
redefined Strategic goals and objectives. Although some goals do not have a strong link to the outcomes
described in our new strategic plan, these goals pertain to core functions and we have reported our results
for them. To provide a crosswalk to the FY 2002 Annual Performance Plan, the goals reflect the program
and organizational titles (i.e., Employment Service, Investigations Service, Merit Systems Oversight and

Effectiveness, etc.) that were used in that plan.

Our revised Strategic Plan also sets forth a new framework of performance measures that we will use to
assess progress in achieving our outcomes. We have already started to implement this new measurement
framework, and to the extent that we have collected performance data, we have reported those results

here, even though many of these measures were not included in the FY 2002 Annual Performance Plan.

PERFORMANCE UNDER FY 2002 ANNUAL GOALS

Our FY 2002 Annual Performance Plan contained four overarching goals that crossed all of our strategic
goals and organizations. During FY 2002, we combined these four goals into the Executive Services Goal
shown below. This goal was first published in our FY 2003 Annual Performance Plan and combines the

resources of the OPM Director and her staff with support from our Offices of Communications,

Congressional Relations, and the General Counsel, and the White House Fellows Program.
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Executive Services Goal:
Shape the Administration’s direction on Federal human resources policy issues to effectively support the
President’s Management Agenda through leadership, communication, congressional relations,

and legal services.
Status: Goal Met

Key FY 2002 Results: OPM took a strong leadership role in several crucial efforts during FY 2002 and

established them as our new priorities for the next several years. The most significant of these were:

1) Playing a lead role in crafting the Administration’s legislative proposal for the Department of

Homeland Security;

2) Taking the lead within the Administration on the Strategic Human Capital Initiative and
developing the Human Capital Assessment and Accountability Framework;

3)  Accepting responsibility for and advancing five major e-Government Projects and advancing
the Retirement Systems Modernization Project;

4)  Beginning to address pay reform with the white paper on Federal compensation;

5) Implementing the Long-Term Care Insurance Program;

6) Developing a new organizational structure and strategic plan for OPM that positions the agency
to address the status of human capital in the Federal Government and to be accountable for
improving it;

7)  Strengthening controls over OPM’s financial information by implementing new financial man-

agement systems.

Many of these accomplishments related to the President’s Management Agenda and contributed in large
part to the progress we made toward getting scored “green” for progress on the five Agenda items during

the year.

OPM’s PMA EXECUTIVE SCORECARD FOR FY 2002

President’s
Management
Agenda

Beginning 1st 2nd 3rd 4th
of Year Status Quarter Progress Quarter Progress Quarter Progress Quarter Progress

Strategic
Human Capital

E-Gov

Competitive
Sourcing

Financial
Management
Improvement

Budget &
Performance
Integration
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Link to Management Challenge: OPM’s most significant accomplishments during FY 2002 were in direct
response to several of the management challenges identified by the Office of the Inspector General on
January 28, 2002, including Human Resources Management (Strategic Management of Human Capital),
Retirement Systems Modernization, Expanding e-Government, and Revolving Fund and Salaries and

Expense Account.

STRATEGIC GoOAL I
FEDERAL AGENCIES ADOPT HUMAN RESOURCES MANAGEMENT SYSTEMS THAT IMPROVE THEIR

ABILITY TO BUILD SUCCESSFUL, HIGH-PERFORMANCE ORGANIZATIONS.

OBJECTIVE 1)

Agencies use OPM policy and guidance to develop and maintain the capacity of their workforce to

continue to meet and improve their strategic performance targets.

Eleven of our FY 2002 annual goals pertained to Federal agencies using OPM’s human resources policy and
guidance to meet and improve upon their strategic performance targets. Our new Strategic Plans describes

the key strategic measures shown in the table below.

KEY STRATEGIC MEASURES
FY 2000 FY 2001 FY 2002

Measure Results  Results  Results
Agency leadership reports that OPM's human capital resources enabled them to

develop and maintain the workforce needed to meet their missions.* 45% 59% 80%
Agency leadership reports that OPM is focused on the right human capital issues.* N/A 9% 61%
More employees report that they are held accountable for results.** 871% 86% 80%

* Current data source is the OPM Human Resource Directors Survey. Data more representative of agency leaders will be developed in FY 2003.
** Current data source is the OPM Federal Human Capital Survey (of Federal employees).

STRATEGIC OUTCOME:

Federal employees are capable of meeting their agencies” missions.
FY 2002 Annual Goals related to this outcome:

Employment Services Goal 1:
Implement a fully functional, on-line workforce planning system to help Federal agencies align human
resources with accomplishment of agency mission and objectives and to meet the President’s goal to flatten

the Federal hierarchy.
Status: Goal Discontinued after FY 2001

Key FY 2002 Results: As noted in the FY 2001 Performance and Accountability Report, this goal was
dropped during FY 2001 because we determined it was not feasible to develop a workforce planning tool
that has all of the functionality we had envisioned. However, during FY 2001, we launched a workforce
planning guide on the OPM Web site that partially fulfilled the functionality we had originally planned as

it supports efforts by Federal agencies to align their human resources with their missions.
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Link to Management Challenge: Positioning agencies for the strategic alignment of resources to mission is an
ingredient of the Human Capital Assessment and Accountability Framework which is the Government’s

key strategy for addressing the Human Resources Management challenge.

Employment Services Goal 2:
Develop and implement employment policies and initiatives that are sound, innovative and flexible in

order to recruit and retain a high-quality and diverse Federal workforce.
Status: Goal not met

Key FY 2002 Results: During FY 2002, OPM met continually with stakeholders through a variety of media
to share information and gather ideas about improving staffing policies and services. Nonetheless, some
results of our FY 2002 survey of agency Human Resource Directors reflect perceived short-term declines
in satisfaction. We believe these results reflect the new direction in which we embarked and the gulf this

shift created.

FY 1998 FY 2000 FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicators Results  Results Results Target Results
% of HR Directors satisfied with OPM policy leadership for

Employment Information 84% 86% 86% 87% 81%
% of HR Directors satisfied with OPM policy leadership for

Selection and Promotion 76% 6% 89% 90% 69%
% of HR Directors satisfied with OPM policy leadership for

Workforce Restructuring 81% 9% 53% 54% 6%
% of HR Directors satisfied with OPM policy leadership for

Administrative Law Judges N/A 59% N/A 61% 31%

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002
Business Process Indicators Results Results Results Target Results*

% of Federal employees perceiving that staffing is conducted in
accordance with Merit Systems Principle 1, “Recruit, select, and
advance on the basis of merit."* 62% 64% 65% N/A 36%

*Results from 1999 through 2001 are based on the MSPQ. FY 2002 results are based on the Federal Human Capital Survey, which replaced the
MSPQ. The survey populations for the MSPQ and Federal Human Capital Survey were substantially different, both in terms of the agencies partici-
pating and in the number of responses. Thus, the results from the two surveys are not comparable and the Federal Human Capital Survey, in fact,
establishes a new baseline for this indicator.

Link to Management Challenge: Sound employment policies will provide Federal agencies the flexibility they
need to recruit for the specific competencies identified in their workforce analyses as a part of addressing

Human Resources Management.

Workforce Compensation and Performance Goal 4:
Needed changes in all significant workforce compensation and performance 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.
Status: Goal Met

Key FY 2002 Results: We published appropriate notices and rules in the Federal Register that pertained to

needed changes for several significant compensation and performance issues including:
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1.) The collection of information for the nonforeign area Cost-of-Living Allowance (COLA) program.

2.) A new methodology for the COLA program pursuant to the Caraballo vs. United States stipulation

for settlement.

3.) Final Federal Wage System regulations dealing with wage survey cycle times and area boundaries for

the Federal Wage System.

Link to Management Challenge: By making needed changes in workforce compensation and performance
policies, Federal agencies are better equipped to respond to changing human resources as a part of address-

ing Human Resources Management.

Workforce Compensation and Performance Goal 5:
Governmentwide position classification and job grading systems are improved to include more up-to-date

standards and to apply more streamlined approaches to classification.
Status: Goal Not Met

Key FY 2002 Results: We made a deliberate decision to delay the studies we had scheduled for FY 2002 as we
redirected resources to homeland security issues and to coordinate issuing these standards with the establish-
ment of the Department of Homeland Security for job family classification standards relating to investiga-
tion, enforcement, inspection, and compliance jobs. This decision had an adverse impact on the weighted

average age of standards, shown below, as we did not maintain the improvement achieved during FY 2001.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002
Business Process Indicator Results Results Results Target Results

Weighted Average Age of Standards (in Months) 219 228 178 178 188

Link to Management Challenge: In addition to ensuring that newly-issued standards will support Homeland
Security objectives and that management challenge, the Department of Homeland Security will be the
model from which OPM will address virtually every aspect of human resources management and the

Human Resources Management challenge, including the classification of Federal jobs.

Workforce Compensation and Performance Goal 6:
Governmentwide efforts to organize agencies and programs using flatter, less hierarchical and more
streamlined structures are supported by policies and guidance that promote effective delayering and posi-

tion management practices.
Status: Goal Not Met

Key FY 2002 Results: We took steps during FY 2002 that supported agency efforts to streamline and delayer
their organizational structures. For instance, we issued Position Classification Advisory Opinions that
addressed effective position management practices at the Department of the Interior, and we addressed
position management questions during the Classification for Experienced Practitioners Workshop at the
2002 Strategic Compensation Conference; we also briefed the Classification and Compensation Society on

this subject at its Annual Conference.
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FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicators Results  Target Results
% of HR Specialists satisfied with OPM's Web-based Performance Management

Technical Assistance Center 65% 65% 67%
% of HR Specialists satisfied with OPM's Handbook for Measuring Employee

Performance 66% 66% 64%
% of HR Specialists satisfied with OPM's Web-based Performance Management

Clearinghouse 59% 60% 59%

Link to Management Challenge: Positioning agencies to streamline their organizational structures is an
important aspect of the President’s Management Agenda to remove organizational layers between agency
heads and the citizens they serve and is a part of the Human Capital Assessment and Accountability

Framework for addressing Human Resources Management.

STRATEGIC OUTCOME:

Federal employees at all levels are held accountable for results.
FY 2002 Annual Goals related to this outcome:

Workforce Compensation and Performance Goal 2:
Performance improvements in agencies throughout the Government are promoted by maintaining a flexi-
ble, decentralized policy framework for managing employee performance, particularly through the effec-

tive use of appraisal and rewards.
Status: Goal Not Met

Key FY 2002 Results: Although our primary measure for this goal indicates a decline in the extent to which
performance appraisals across Federal agencies are a fair reflection of performance, we believe this is due
to the changes we made in our measuring instrument during FY 2002. Based on the actions we and the
agencies took in FY 2002 to improve performance management Governmentwide, we expect to see this

indicator improve in future years.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002

Business Process Indicator* Results Results Results Target Results
Performance appraisals are a fair reflection of Federal
employee performance 64% 671% 66% 68% 65%

* Based on MSPQ/FHCS question: “My performance appraisal is a fair reflection of my performance.” Percentage of favorable responses (including
supervisors).” The survey populations for the MSPQ and FHCS were substantially different, in terms of both the agencies participating and the
number of responses. This may explain the slight drop in the FY 2002 results. The margin of error in the FHCS was one percent.

Link to Management Challenge: Holding employees accountable for their performance is an important aspect
of the President’s Management Agenda to focus on performance results, and accountability is a part of the
Human Capital Assessment and Accountability Framework for addressing Human Resources

Management.
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Investigations Services Goal 1:

Only suitable applicants, appointees and employees are hired for, and remain in, the Federal competitive service.
Status: Goal Met

Key FY 2002 Results: While we do not have direct measurements regarding the suitability of new hires or the
existing Federal workforce, we have determined that we are keeping up with our ongoing case work and
that the quality and timeliness of our suitability decisions during FY 2002 were very good. Also, we know
that our agency customers continue to be very satisfied with our work in this area. Based on this informa-

tion, we believe that only suitable applicants, appointees and employees are hired for Federal service.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002

Business Process Indicators Results Results Results Target Results
Agency referrals 1,608 1,419 1,561 1,000 1,489
Determinations completed* 1,560 1,433 1,588 1,000 1,456
Extensive investigation completed 402 467 407 450 364
Ineligible rulings 152 175 206 200 160
Ineligible/non-response rulings 308 363 381 300 353
Direct removals* 58 37 41 50 39
FY 1998 FY1999 FY 2001 FY 2002 FY 2002
Customer Satisfaction Indicator Results  Results Results Target Results
% of HR Specialists satisfied with suitability determinations 66% 64% 6% 64% 70%

*Critical indicators

Link to Management Challenge: In addition to addressing Human Resources Management, ensuring that
Federal employees meet certain suitability standards assures the President, agency heads, and the
American people that the Federal workforce supports Homeland Security, defends American interests

around the world, and carries out other Administration priorities.

Investigations Services Goal 2:
Promote uniform application of investigative standards mandated by statute and Executive order by devel-

oping and implementing Governmentwide investigative policy.
Status: Goal Not Met

Key FY 2002 Results: During FY 2002, OPM continued to promote the uniform application of investigative
standards by being an active member on several personnel security related boards, forums, and councils.
However, appraisals and self-assessments reveal that civilian Federal agencies have not implemented new
policies and standards as we have expected. Because of downsizings, RIFs, and retirements, suitability and
security programs in general have fallen into disrepair. Agencies have not updated their policies and stan-
dards in some time and are not current with the prevailing regulations, Executive orders and laws. Often,
suitability and security staffs are new to their positions and have no background or training in their jobs.
A current trend developing primarily in the civilian Federal government is that employees responsible for
suitability and security programs have these responsibilities as a collateral duty, with many competing
demands. Also, because of limited resources, some agencies conduct substandard investigations mostly for

public trust positions — those positions for which there is no access to classified national security information.
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We expect to better address this issue by consolidating our compliance resources in the Human Capital

Leadership and Merit Systems Accountability Division.

Link to Management Challenge: In addition to addressing Human Resources Management, ensuring that
Federal agencies implement new investigative policies and standards is an important aspect of ensuring
that Federal employees meet certain necessary suitability standards, which is essential in supporting

Homeland Security.

Workforce Relations Goal 3:
Federal agencies have increased understanding of and commitment to effective employee and labor-man-

agement relationships that improve performance and service to the public.
Status: Goal Met

Key FY 2002 Results: To increase Federal agencies’ understanding of and commitment to employee and
labor-management relationships, we provided guidance within the Administration on these issues particu-
larly as they pertain to the new Transportation Security Administration and Department of Homeland
Security. In addition, we informed and advised agencies with respect to Administration initiatives relating to
performance management and conduct, as well as other areas including reasonable accommodation, work-
place violence, and employee appeal and grievance rights. We also met all statutory requirements to inform
labor organizations of proposed changes to Governmentwide policies or regulations, and fully considered
union recommendations and comments. Finally, we continued to lead the Human Resources Management
Network on Labor-Management Relations and Employee Relations in FY 2002. In response, network mem-

bers indicated that the effectiveness of OPM’s related services was increasing, as shown below.

FY 2001  FY 2002

Customer Satisfaction Indicators Results*  Results*
OPM's leadership of the Labor Relations Network has helped me in effectively addressing and

resolving labor-management relations issues at my agency 420 447
OPM's organization and administration of the Labor Relations Network is conducive to sharing

ideas that facilitate effectively addressing labor relations issues at my agency 420 463
The information that I receive through the Labor Relations Network contributes to the

effectiveness of my agency's labor relations program N/A 442
The email newsletter, Case Listings, is a useful tool that assists me in my ability to effectively

address labor relations issues at my agency N/A 437
The email publication, Case Summaries, is a useful tool that assists me in my ability to

effectively address labor relations issues at my agency N/A 437
The ER Network has helped me in effectively addressing and resolving employee relations

issues at my agency N/A 426
The ER Network is conducive to sharing ideas that facilitate effectively addressing performance

and conduct issues at my agency N/A 433
The information that | receive through the ER Network contributes to the effectiveness of my

agency's employee relations program N/A 420

* Results based on a five point scale where 1is the lowest score and 5 is the highest score.

Link to Management Challenge: Our actions to increase agencies’ understanding of and commitment to
employee and labor-management relationships supports Human Resources Management in that account-
ability is one of the Standards for Success under the Human Capital Assessment and Accountability

Framework, which is OPM’s key strategy in the Strategic Human Capital Initiative.
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STRATEGIC OUTCOME:

Agencies address the retirement wave and other demographic impacts.
FY 2002 Annual Goals related to this outcome:

Retirement and Insurance Goal 2:
Modifications to the Federal retirement system that support retention are examined and coupled with

other benefit offerings.
Status: Goal Met

Key FY 2002 Results: We positioned Federal agencies to address the expected baby-boom retirement wave
and workforce planning aspects of the Strategic Management of Human Capital. This involved develop-
ing a legislative proposal, as a part of the Administration’s Managerial Flexibility Act, to amend the com-
putation of annuities based on part-time service that will eliminate the disincentive in current law affecting

Federal employees who elect to work part-time near the end of their careers.

Link to Management Challenge: Eliminating the disincentive described above addresses the Human
Resources Management challenge as agencies will have another tool for managing institutional knowledge

by encouraging key retirement-age employees to work part-time instead of retiring.

STRATEGIC OUTCOME:

Systems supporting executive leadership are strengthened and restructured.
FY 2002 Annual Goals related to this outcome:

Executive Resources Goal 1:
Continue the comprehensive, long-term study of the organization, structure and composition of the Senior

Executive Service and other senior personnel systems begun in FY 2001.
Status: Goal Not Met

Key FY 2002 Results: We were unable to move forward on this study as we refocused resources to develop the
legislative proposal for the Department of Homeland Security, the President’s Management Agenda, and par-
ticipation on several OPM strike force initiatives to provide advice and technical assistance to agencies. Our
comprehensive review of the organization, structure and composition of the Senior Executive Service is a key
strategy for strengthening the system supporting the SES. In the meantime, our key indicator for this goal con-
tinues to be satisfaction among agency HR Directors with OPM’s development of executive resources policy,
because the HR Directors are critical to successful implementation of major personnel system/policy changes.
However, our relationship with HR Directors changed during FY 2002, as we adopted the new priorities,

strategies, and perspectives described previously. We believe this change in approach contributed to the per-

ceived short-term decline in HR Directors satisfaction shown below.

Customer Satisfaction Indicators FY 2001 Results FY 2002 Results
% of HR Directors satisfied with OPM policv leadership for
SES and other Executive Resources Programs 93% 69%
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Link to Management Challenge: Improvements in the Senior Executive Service results in improved leader-
ship for Federal agencies, particularly for Human Resources Management, as measured in the Leadership

and Knowledge Management Standards in the Human Capital Framework.

OBJECTIVE 2)

Provide expert advice and assistance in establishing the Department of Homeland Security and ensure that

human capital needs for the homeland security community are met.

Although there were no goals in our FY 2002 Annual Performance Plan that pertained to the Department
of Homeland Security, we redirected resources to support this Presidential priority. To assess our success in
achieving the outcomes we established in our new Strategic Plan relative to the new Department, we iden-
tified the following strategic measures. We will put in place mechanisms to collect data for these measures,

shown below, as the authorizing legislation for this agency is implemented.

KEY STRATEGIC MEASURES

DHS personnel components enjoy overwhelming support from Congress, affected employees and the public.
The new Department is established without incident resulting from human resources issues.

DHS experiences little turnover in the workforce reassigned from other agencies

Retirements of eligible DHS employees are lower than predicted.

A dramatic increase over normal in new recruits is experienced, and the quality of applicants is determined to be
superior, based on rejection rates.

Over time, retention rates in the Department are higher than the Governmentwide average.

STRATEGIC OUTCOME:

The establishment of the Department of Homeland Security enhances our nation’s security.
FY 2002 Annual Goals related to this outcome:

Because OPM’s FY 2002 Annual Performance Plan was published before the 9/11 attacks, it contained no
goals or initiatives specific to homeland security. However, we responded to the President’s call to establish
a Department of Homeland Security and assisted with the development of the legislative proposal to estab-
lish the new Department. Standing up the Department of Homeland Security is at the heart of OPM’s

mission and fully represents the President’s objectives for the Strategic Management of Human Capital.

In the weeks and months following the President’s announcement on June 6, 2002, few agencies shoul-
dered a greater burden in realizing his vision than OPM. From the start, the prospect of uniting 170,000
Federal employees in a single Department with a mission to protect America cast in stark relief the myriad
issues that this undertaking entails. OPM’s leadership and staff have had to adopt multiple perspectives
and redeploy resources to meet increasing demands. Certainly, we were key participants in formulating
the President’s imaginative legislative proposal to establish for the Department a “human resources man-
agement system. ..which shall be flexible, contemporary, and grounded in the public employment princi-

ples of merit and fitness.”
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As so much of the debate about the legislation to establish the Department of Homeland Security revolved
around civil service issues, OPM played a central role in shaping the Administration’s responses to the
large volume of requests for timely data, analyses, briefing papers, talking points, examples, trends, best
practices, etc. These demands forced us to dedicate considerable resources toward DHS and away from

other priorities in our pre-DHS goals and objectives during fiscal year 2002.

OPM became, for all intents and purposes, the human resources office of the new Department, with the
responsibility to plan and forecast human capital management needs and approaches well in advance of
the Department’s actual establishment. Two sets of needs always required attention: those associated with
harmonizing the existing systems and programs of 22 incoming organizational units and cultures, and
those associated with responding to future, sudden changes in mission emphasis and requirements.
Whereas the agencies contributing units and personnel to the new Department had occasion to plan for
transfers of function, OPM had the distinction and obligation to take the point of view of the newly
formed entity and anticipate issues and competing interests that must be reconciled. Consequently, we rec-
ognized that it was not too soon to begin cataloguing and dealing with the “nitty-gritty” issues presented
by the incoming units and workforces, and we undertook extensive analyses of the statutes and systems

that currently apply, particularly in the areas of pay and labor relations.

Our efforts were rewarded as the authorizing legislation for this important new Cabinet-level Department
passed the Congress in late November, and was signed into law by the President on November 25, 2002.
We expect to play a central role in standing up the Department of Homeland Security during the next

several years as the Department comes into being.

Link to Management Challenge: In addition to supporting Homeland Security, we expect to leverage the les-
sons learned from the approaches to compensation, promotion, performance management, merit protec-
tions, veteran’s preference, and other human resources issues that will be used in the Department of
Homeland Security as a part of our larger response to response to the Human Resources Management

challenge and the President’s Management Agenda concerning the Strategic Human Capital Initiative.

OBJECTIVE 3)

Provide the Federal government with a modern compensation system that is performance oriented,

market sensitive, and used to assist Federal agencies to meet their strategic goals.

OPM has been working toward a proposal for Federal pay reform by taking a whole-cloth approach to
compensation that includes pay, benefits, more general rewards, and performance. The FY 2002 Annual
Performance Plan contained four annual goals that are related to this issue. Upon her arrival at OPM in
the summer of 2001, Director James made “fixing pay” one of her top priorities. The ultimate measure of
the success in this effort is the degree to which Federal compensation systems contribute to the recruit-
ment, management, and retention of a workforce that can meet the goals of Federal agencies. With this in
mind, we set forth the following strategic measures for our strategic compensation effort. We will use the
Federal Human Capital Survey and the program evaluation project described in our FY 2004 Annual
Performance Plan. We will supplement these measures with more reliable data sources as we implement
our program evaluation project during the later part of FY 2003 and begin using the data from these
measurement tools to inform decision making as we develop a proposal regarding the strategic compensa-

tion of Federal employees.
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KEY STRATEGIC MEASURES

Agency leadership reports that Federal compensation policies are flexible and manageable, allowing them to
recruit and hire quality employees.

Agency leadership reports that Federal compensation policies are flexible and manageable, allowing them to
retain high-quality employees.

Federal employees indicate that Federal compensation was one reason they chose a Federal government job.

STRATEGIC OUTCOME:

Federal compensation policies contribute to recruitment and retention of high-quality employees.
FY 2002 Annual Goals related to this outcome:

Workforce Compensation and Performance Goal 1:
Options for performance-oriented strategic compensation in the Federal Government are formulated and

vetted among stakeholders so that legislative proposals can be drafted and forwarded for action.
Status: Goal Not Met

Key FY 2002 Results: OPM took the critical first step toward developing options for a performance-ori-
ented, strategic compensation proposal by developing and disseminating a comprehensive picture of state-
of-the-art compensation practices by publishing the white paper, “A Fresh Start for Federal Pay: The Case
for Modernization,” in April 2002. The white paper provided stakeholders with an honest and complete
assessment of significant deficiencies in the Government’s outdated position classification and pay systems.
The white paper did not include specific proposals regarding Federal compensation practices, but instead
was designed to stimulate discussion among key stakeholder groups. At the same time, OPM continued to

refine proposals for Governmentwide reform.

When the President proposed the creation of the new Department of Homeland Security, we shifted our
compensation modernization efforts to support the President’s agenda. Our analyses showed a wide and
conflicting variety of HR and compensation provisions that pertain to the 22 workforces of the new
department. As a result, OPM is positioned to assist with the resolution of these issues as the new agency is
set up in 2003 and will use lessons learned from this experience to support proposals regarding Federal pay
across Government. These endeavors will be a key component in our broader response to the challenge

that the Strategic Human Capital Initiative presents to OPM and the Federal Government as a whole.

Link to Management Challenge: Resolving the issue of Federal pay is critical for addressing Human
Resources Management in every Federal agency’s human capital strategy. This is especially true for a solu-
tion that provides sufficient flexibilities for rewarding performance, and meaningful incentives for recruit-

ment and retention.

Workforce Compensation and Performance Goal 3:
Retention efforts in agencies throughout the Government are promoted by encouraging and facilitating
the use of existing compensation flexibilities (such as special salary rates, retention allowances, and work

scheduling flexibilities) and introducing new compensation flexibilities as needed.

Status: Goal Met
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Key FY 2002 Results: We supported retention efforts among the Federal agencies by approving several agency
requests for special salary rates for certain police officers, survey technicians, plant protection technicians, air
traffic controllers, and space missile warning specialists. In addition, we approved 26 special rate schedules for
employees covered by the Department of Veterans Affairs title 38 special rates authorities. Finally, we drafted
proposed regulations on the determination of the official duty station for the purpose of location-based pay
entitlements for employees telecommuting from home or an alternative work site, simplified the administra-

tion of the leave program, and supported the creation of a standardized and centralized payroll system.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicators Results Results Results Target Results

% of HR Specialists whose agencies use recruitment, relocation
and retention payments (compensation flexibilities) effectively 70% 70% 70% 2% 8%

% of HR Specialists whose agencies promote understanding
of best ways to use incentives and recognition 51% 51% 51% 60% 61%

% of HR Specialists whose agencies understand and apply job
family and other position classification standards and guides % 1% 1% 3% 5%

% of HR Specialists whose agencies Understand existing HR
flexibilities 68% 68% 68% 70% 2%

Link to Management Challenge: A critical component of every Federal agency’s human capital strategy
involves flexibilities for rewarding performance, and meaningful incentives for recruitment and retention.
Thus, OPM’s actions and accomplishments in this regard support strengthening the strategic management

of human capital across agencies and thereby address the Human Resources Management challenge.

Workforce Relations Goal 1:
To promote work/life and wellness programs Governmentwide and provide agencies with policy guidance

and information resources on a full range of work/life and wellness initiatives.
Status: Goal Met

Key FY 2002 Results: OPM took several steps during FY 2002 to promote work/life and wellness programs
and to provide agencies with policy guidance and information resources on the full range of initiatives in
these areas. We conducted symposiums and conferences on elder care, teleworking, and child care, where
we provided agency personnel with tools and guidance for implementing or enhancing these programs at
their agencies. Also, we responded to an increased demand from Federal agencies for assistance concern-
ing workplace violence, trauma and other sensitive employee concerns stemming from the events of 9/11

and anthrax incidents in Federal agency mailrooms.

The number of Federal agencies offering their employees child care tuition reimbursement has grown
steadily from 9 agencies in 2000 to 28 in 2002. In the area of teleworking, we worked with many Federal
agencies to develop policies for this option and encourage their employees to use it. As a result, the number

of Federal employees teleworking is increasing (see below).

Time Reference Number of Employees Teleworking  Percent of Employees Teleworking
April 2001 53,389 31%
October 2001 74,487 42%
October 2002 90,010 5.0%
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Link to Management Challenge: Work/life and wellness programs, such as child care, elder care, and
telecommuting, enable agencies to be competitive employers and to recruit and retain the workforce talent
needed to meet their missions. As such, they contribute significantly to addressing the Human Resources

Management challenge.

Retirement and Insurance Goal 1:
The Federal employee benefit programs are enhanced to offer a more flexible range of benefits as OPM

explores new benefit offerings and implements new programs.
Status: Goal Met

Key FY 2002 Results: We began implementing the first significant enhancement to employee benefits since
the Federal Employees Retirement System Act of 1983 as the Federal Long Term Care Insurance

Program moved forward on schedule.

Project Milestone FY 2002 Results

Award contract for administering Long Term Care Contract awarded in December 2001 to partners MetLife
Insurance Program and John Hancock.
Conduct education and marketing campaign Conducted extensive education and marketing campaign
in February 2002
Conduct early enrollment period Held an early enrollment period from March 25
to May 15, 2002.
Conduct open enrollment period Full open enrollment period began on July 1, 2002

and continued through December 31, 2002.

Link to Management Challenge: Enhancing the benefit choices available to Federal employees to include
options such as long-term care insurance and flexible spending accounts addresses Human Resources
Management since these programs enable agencies to be competitive employers and to recruit and retain

the workforce talent needed to meet their missions.

OBJECTIVE 4)

Increase the effectiveness and efficiency of the Federal hiring process and make Federal employment
attractive to high-quality applicants with diverse backgrounds.

Two goals in our FY 2002 Annual Performance Plan supported the outcomes we seek for modernizing the
Federal hiring process. We will know we are achieving these outcomes when we have attained the desired
levels for the key measures described in the table below. We will establish baselines for many of these new
measures during FY 2003 and FY 2004 through the program evaluation project described in our FY 2004

Annual Performance Plan.
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KEY STRATEGIC MEASURES

Hiring cycle time is increased.

Number of applicants who are recruited through technology-based systems is increased.

Federal applicants report that the application process is clear and understandable.

Federal agencies adopt one or more preferred practices or methods to improve hiring (e.g., more valid
assessment procedures).

Number of applicants who are assessed through preferred practices is increased.

Number of HR Directors and line managers who agree they fill jobs with quality hires is increased.

STRATEGIC OUTCOME:

Job applicants understand how to apply for Federal jobs.
FY 2002 Annual Goals related to this outcome:

None. Although no FY 2002 goals focused specifically on this outcome, our e-Government Project,
“Recruitment One-Stop,” and other enhancements we made to the USAJOBS Web site improved appli-
cants’ understanding of how to apply for a Federal job. Further, our commitment to improving the effec-
tiveness and efficiency of the Federal hiring process is clearly established in our new Strategic Plan.
Annual goals and measures supporting this outcome will be included in our Annual Performance Plans

for FY 2003 and future years.

STRATEGIC OUTCOME:

Representation of women, minorities and people with disabilities in the general workforce, in executive and

management leadership positions and in leadership feeder ranks (e.g., grades GS-9 and above) is increased.

FY 2002 Annual Goals related to this outcome:

Employment Service Goal 4:

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. Assist agencies to increase
diversity levels in key Federal occupations and at key pipeline grade levels as they endeavor to achieve a

workforce representing all segments of society, honoring national values placed in law.
Status: Goal Met

Key FY 2002 Results: OPM continued to monitor and report on diversity and veteran hiring efforts during
FY 2002 via the Federal Equal Opportunity Recruitment Program Report (FEORP), and we are seeing
incremental improvement at expected levels in hiring trends. Our data through FY 2002 show that both
women and Hispanics were underrepresented relative to the civilian labor force, but that representation
improved from FY 1999 to FY 2002 (the percentage of women hired increased from 43.5 to 44.0 and of
Hispanics hired increased from 6.4 to 6.9).
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Hiring of women and Hispanics as a percentage of all hires for GS and Related Grades (GSR) 13 through
15 was not significantly different from FY 2000 to FY 2001. The on-board status of these groups also was
not significantly different from FY 2000 to FY 2001, although slightly higher in most cases (Hispanics at
GSR-14 being the only exception). The on-board and hiring percentages were as follows:

HispaNiIC
GSR-15 GSR-14 GSR-13 GSR-15 GSR-14 GSR-13
FY 2000 33 37 43 5.0 33 28
FY 2001 34 37 44 38 35 34
WOMEN
GSR-15 GSR-14 GSR-13 GSR-15 GSR-14 GSR-13
FY 2000 25.2 299 329 30.3 325 324
FY 2001 251 30.7 338 281 3238 295

Link to Management Challenge: Workforce diversity is a component of the Human Capital Standards for
Success. Thus, OPM’s actions and accomplishments to improve the diversity of the Federal workforce are
important to the success of the Strategic Human Capital Initiative and address the Human Resources

Management challenge.
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STRATEGIC OUTCOME:

More individuals are recruited to Federal jobs by technology-based methods, and agencies” use of preferred
practices improves and speeds up the hiring process.

FY 2002 Annual Goals related to these outcomes:

Employment Service Goal 3:
Conduct occupational studies that will provide a foundation for developing selection criteria for the

Information Technology, Trades and Labor, and Science and Engineering occupations.
Status: Goal Met

Key FY 2002 Results: We met our critical indicator for this goal by conducting studies that identified tasks
and competencies for the Information Technology, Trades and Labor, and Science and Engineering occu-
pations and shared this information with the Federal human resources community. For instance, we stud-
ied the 11 new Information Technology (IT) specialty areas and communicated our findings in the HR
Manager System. Also, we completed a Governmentwide occupational analysis study covering 76 trades
and labor occupations, and reported our findings in technical management reports. Finally, we completed
a Governmentwide study of 47 science and engineering occupations — the first broad-scale Internet

administration of a MOSAIC survey — and published our findings in technical reports.

Link to Management Challenge: Providing agencies with better selection criteria for the information technol-
ogy, trades and labor, and science and engineering occupations will enable them to address skill gaps iden-
tified in their workforce planning efforts and thus support the alignment of workforce planning with their

missions and strategic goals, thereby addressing critical areas of Human Resources Management.

STRATEGIC GOAL II
FEDERAL AGENCIES USE EFFECTIVE MERIT-BASED HUMAN CAPITAL STRATEGIES TO CREATE A

REWARDING WORK ENVIRONMENT THAT ACCOMPLISHES THE MISSION.

OBJECTIVE 1)

Provide advice to agencies and promote best practices for solutions, actions and strategies to meet their

human capital management needs.

Ten of our annual goals for FY 2002 relate to meeting agencies’ human capital needs through the provi-

sion of technical advice and promoting best practices.

KEY STRATEGIC MEASURES

Agency leadership reports that OPM's strike force teams were timely and met their needs.

Agency leadership reports that OPM's ongoing advice enables them to improve their human capital practices.
Agency leadership reports that OPM's ongoing advice helps them meet their responsibilities.

OPM's e-Gov Projects’ business case outcomes are met.
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STRATEGIC OUTCOME:

OPM meets agency human capital needs during times of emergency.
FY 2002 Annual Goals related to this outcome:

None. Although no FY 2002 goals focused specifically on this outcome, we implemented a practice of cre-
ating cross-functional “strike forces” to respond to requests from agencies for help in implementing major
human capital initiatives. To date, we have worked with HUD, the Departments of Energy, Commerce,
Labor, Transportation (Transportation Security Administration and Aviation Security), and Justice, the
Securities and Exchange Commission, the Export-Import Bank, and the Immigration and Naturalization
Service. We also provide more targeted assistance on critical issues and have helped the new Office of
Homeland Security, the State Department and NASA. We stand ready to apply our resources wherever

and whenever needed.

STRATEGIC OUTCOME:

OPM'’s ongoing advice enables agencies to improve their human capital practices.
FY 2002 Annual Goals related to this outcome:

Merit Systems Oversight and Effectiveness Goal 5:
Provide technical assistance to agencies to improve the overall effectiveness of agency human resources

management.
Status: Goal Met

Key FY 2002 Results: OPM fundamentally restructured itself in order to be more responsive to agency
needs. One example of this is the Human Capital Performance Team, which we established in FY 2002 to
work directly with OMB and agency leaders to promote and assess agency human capital initiatives. The
Human Capital Performance Team is becoming a major component within the agency to ensure OPM is
guiding agencies in developing and implementing their strategic plans for human capital management.
During FY 2002, the Human Capital Performance Team positioned us to lead the Strategic Human
Capital Initiative by accomplishing the following:

1.) Worked with the Office of Management and Budget and the General Accounting Office to develop

common language for the Human Capital Standards for Success;

2.) Developed the Human Capital Assessment and Accountability Framework to provide agencies consol-

idated, comprehensive guidance on how they can achieve the Human Capital Standards for Success;

3.) Provided agencies with new, easily accessible, Web-supported tools and information that support our
policy guidance and technical assistance regarding the merit system, accountability, and the strategic

management of their human capital;

4.) Released the Accountability Toolkit — a package of reference materials to help agencies develop and
maintain their human capital accountability systems — and the HRM Accountability Systems
Clearinghouse — a compendium of successful and promising applications of HRM accountability sys-

tems or their components within Federal agencies;

5.) Developed an HR Workforce Portal, for release in FY 2003, as a Web-based gateway to information,
resources, and tools to help HR employees develop, enhance, and maintain their Federal human

resources career; and,
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6.) Broadened the scope of our technical assistance by providing support and background information on
HR flexibility proposals tied to the creation of the Department of Homeland Security, and by
responding to information requests from Congress regarding specific flexibilities, such as categorical

ranking and pay banding.

FY1999 FY 2001 FY2002 FY 2002

Customer Satisfaction Indicators Results  Results Target  Results
% of HR Specialists satisfied with HRM Accountability support 69% 48% 1% 46%
% of HR Specialists satisfied with HR Innovation-Alternative

Personnel Systems 47% 48% 49% 54%

Most agencies are still establishing their human capital management program, and only a few have moved
into the implementation stage where they can demonstrate how effective human capital management can
help line managers perform the work of the agency. This explains why most agencies still have a red status
score for Human Capital on the scorecard. In FY 2003, OPM and OMB will push agencies to implement

their human capital plans and policies and begin to show results.

Link to Management Challenge: The development of the Human Capital Assessment and Accountability
Framework is central to meeting the Human Resources Management Challenge and OPM’s strategy for
leading the Strategic Human Capital Initiative. As we apply this tool across Federal agencies, we will
acquire the information we need to determine the status of human capital Governmentwide and to

develop and implement specific initiatives to improve human capital on an agency-by-agency basis.

Workforce Compensation and Performance Goal 7:
Federal agencies receive timely, accurate and useful advice and technical assistance on performance, classi-
fication and employee compensation that keeps them better informed about appropriate system flexibilities

and ways in which they can be used to support accomplishment of agency strategic goals.
Status: Goal Met

Key FY 2002 Results: OPM provided agencies with the technical assistance they needed in the areas of per-
formance, classification and compensation by hosting the fourth annual Strategic Compensation
Conference in August 2002. The Strategic Compensation Conference is OPM’s primary vehicle for provid-
ing technical assistance in these HR areas. At the FY 2002 Conference, more than 500 attendees partici-
pated in a variety of plenary and breakout sessions on classification, pay and leave administration,
performance management, and strategic compensation policies and practices of interest to the Federal HR
community. Our end-of-conference surveys show that participants’ expectations were met in terms of the

level and type of information provided to help them understand developing HR issues.

FY 2000 FY 2001 FY2002 FY 2002

Level of Conference Attendee Satisfaction Results  Results Target  Results
Overall conference mean rating 42 43 43 43
Overall average of concurrent sessions 43 4] 43 43

Combined pay and leave update in FY 2001 and FY 2002.
However, we just missed achieving our targets on non-critical indicators in the level of HR Specialists’

satisfaction with OPM’s technical assistance.
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% of HR Specialists satisfied with FY 1998 FY1999 FY 2001 FY 2002 FY 2002
OPM's Technical Assistance Results Results Results Target Results
Position classification & job grading 70% 63% 4% 5% 3%
Classification advisories N/A N/A 3% 75% 2%
Annual pay adjustment 83% 81% 9% 80% 9%
Pay & leave administration - 83% 82% 80% 83%
Premium pay & hours of work 8% 81% 80% 80% %
Federal wage system % 2% 2% 76% 3%
Compensation administration casework N/A N/A 70% 2% 70%
Performance appraisal % 68% 68% 2% 66%
Incentive awards 2% 66% 66% 70% 65%

Link to Management Challenge: Expanding the use of existing human resources flexibilities is an element of
OPM’s strategy for improving the status of human capital throughout Government and, therefore, is

related to the Human Resources Management challenge.

Investigations Service Goal 3:
Agency personnel security programs are made more effective as a result of OPM evaluations, which note

best practices, identify deficiencies and make recommendations for improvement.
Status: Goal Not Met

Key FY 2002 Results: The results of OPM’s agency security appraisals and our review of self-assessments
conducted during FY 2002 indicate that, in general, agency positions are under-designated, investigations
are not requested in a timely manner, and documentation of completed investigations is not maintained in
the official personnel folders and security files. Agencies are not fully compliant in reporting adjudicative
actions. Reinvestigations within some agencies are not requested as required by Executive order. Despite
the Executive order requirements and interagency working groups to support its implementation, some
agencies are not timely in requesting or conducting reinvestigations according to Executive orders and
they do not follow appropriate adjudicative guidance. We will address compliance issues, such as this, by

organizing resources in the Human Capital Leadership and Merit Systems Accountability Division.

Link to Management Challenge: Effective agency personnel security programs support the talent and work-
force planning dimensions of the Human Capital Standards for Success, which is a key component of

OPM’s strategy for addressing the Human Resources Management challenge.

Workforce Relations Goal 4:
Agencies make use of alternative dispute resolution (ADR) programs in order to make dispute resolution a

more timely and cost-effective and less divisive process.

Status: Goal Met
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Key FY 2002 Results: Federal agency ADR programs are improving, as indicated by the consistency of the
quality and numbers of nominations for the OPM Director’s Award for Outstanding ADR Programs in
the Federal sector. The number of nominations received for the October 2001 award increased over the
previous year and, based on an assessment by program staff and the outside evaluation panel, we believe

the quality of nominations remains high.

In addition, we continue to get positive agency feedback on the usefulness of the agency ADR Resources
Guide. In March 2002, participants at the Symposium on Employee and Labor Relations (SOELR) rated
the Guide’s utility as 3.6 on a 5-point scale. A similar survey conducted in March 2001 rated its utility 4.1

on a 5-point scale.

Link to Management Challenge: Expanding the use of alternative resolutions to workplace disputes supports
the talent, workforce planning, and results-oriented performance culture dimensions of the Human

Capital Standards for Success, thereby addressing the Human Resources Management challenge.

Workforce Relations Goal 5:
Third-party decisions that warrant OPM intervention are identified to ensure that case decisions are con-

sistent with civil service laws, rules and policies.
Status: Goal Met

Key FY 2002 Results: We reviewed all decisions of the Merit Systems Protection Board and appropriate
Federal labor relations, court, and arbitration decisions (approximately 10,000 decisions annually). We

sought formal reconsideration in two cases, both involving issues of substantial Government impact.

Link to Management Challenge: Although the management challenge regarding Human Resources Manage-
ment does not relate specifically to OPM’s third-party intervention process, these interventions indirectly

support the accountability dimension of the Human Capital Standards for Success.

Workforce Relations Goal 6:
Stakeholders receive responsive and useful advice and technical assistance to assure that employee rela-
tions, employee health services, work/life initiatives, labor-management relations, and human resources

development are a part of agencies’ fully integrated human resources systems.
Status: Goal Not Met

Key FY 2002 Results: During FY 2002, OPM continued to provide our agency customers with advice and
technical assistance across the full range of workforce relations programs. This support was provided

through many conferences, seminars, and workshops, and by responding to specific agency requests.
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FY 1998 FY 2000 FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicators Results Results Results Target Results
% of HR Specialists satisfied with advice and technical

assistance for l[abor-management relations 66% 62% 69% 75% 68%
% of HR Specialists satisfied with advice and technical

assistance for employee relations N/A N/A 75% 75% 3%
% of HR Specialists satisfied with advice and technical

assistance for Work/life Issues N/A N/A 4% 75% 2%

Link to Management Challenge: Supporting agencies in the technical aspects of employee relations, employee
health services, work/life initiatives, labor-management relations, and human resources development helps

to ensure that these programs fully support Human Resources Management.

Executive Resources Goal 2:
SES performance management systems incorporate balanced measures which help agencies to improve
individual and organizational performance, hold executives accountable for results, and provide an ade-

quate basis for personnel decisions.
Status: Goal Not Met

Key FY 2002 Results: We have made a special effort to focus agencies’ attention on managing performance
to achieve results. On November 1, 2001, the OPM Director sent a memorandum to heads of departments
and agencies urging them to use their SES performance management systems to drive organizational

excellence and to hold their senior executives accountable for results. FY 2001 results, transmitted to

agency heads on September 20, 2002, show some progress in this regard.

FY 2001 FY 2002 FY 2002
Career SES Performance Ratings — All Systems* Results Target Results
Number rated 5,790 5,927 Not Available
% rated at highest performance level 85.5% 83.1% Not Available

*Agencies have rating systems of 3, 4 or 5 levels

In the 1999 SES Survey, only two out of three executives reported that their performance plans were linked
to their agency’s strategic plan, and most executives reported that their pay increases and bonuses were more
directly linked to their individual performance than to other outcomes. In FY 2000 and FY 2001, we used
these responses to inform our revisions to the SES performance management regulations that require
agencies to focus on results-based performance management, and to factor organizational results, customer

satisfaction, and employee perspectives into assessments of senior executive performance.

Link to Management Challenge: Strengthening the SES performance management system relates to the lead-
ership and knowledge dimensions of the Human Capital Assessment and Accountability Framework.
Thus, OPM’s actions and accomplishments in this regard can be considered part of our overall response to

the Human Resources Management challenge.

Executive Resources Goal 5:
Through the biennial executive resources allocation process, maintain an executive workforce that is con-

sistent with Administration policy and the overall size of the Federal Government.

Status: Goal Met
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Key FY 2002 Results: The minimal ad hoc increases above executive resource levels were initially allocated
in the biennial FY 2002-2003 cycle, exclusive of any new agencies that were created or changes in
Administration priorities. We administered the FY 2002-2003 biennial cycle, including developing guid-
ance for agencies on justifications for allocation increases and preparing OPM recommendations for OMB
consultation. Final allocations issued in September 2002 decreased the number of spaces authorized, par-
tially due to agencies returning allocations that they no longer needed and two agencies no longer being
covered by the SES.

Link to Management Challenge: This outcome relates to the overall strength of the SES and, therefore, is
related to the leadership and knowledge dimensions of the Human Capital Assessment and Accountability
Framework. Thus, OPM’s actions and accomplishments in this regard can be considered part of our over-

all response to the Human Resources Management challenge.

STRATEGIC OUTCOME:

Agencies increase efficiency and reduce costs through E-Government solutions.
FY 2002 Annual Goals related to this outcome:

OPM is Managing Partner for five e-Government projects under the President’s Management Agenda.
These interrelated projects support the selection and development of human capital across Government
and the Strategic Human Capital Initiative, as well as homeland security, and consist of Recruitment One
Stop, e-Clearance, e-Training, e-Payroll, and Enterprise Human Resources Integration (EHRI). Our

FY 2002 Annual Performance Plan already had goals relating to e-Training and e-Payroll, and our accom-

plishments for those goals are described below.

Our e-Gov initiatives will have far-reaching impact as they will speed the Federal recruitment and hiring
process, provide enhanced training resources to the Federal workforce to build Governmentwide compe-
tencies, and improve information flows between Federal human resources systems. Homeland security
benefits from the faster hiring and training of security personnel and improved access to investigation and
clearance information. While these projects, both individually and collectively, represent a challenge to
OPM because of their scope, complexity and risks, all five projects are supported by well-documented and-
defined Capital Asset Plans and are proceeding apace. The progress we made during FY 2002 on these
projects, both individually and collectively, was recognized within the Administration as we received

“green” ratings for progress on our E-Gov Executive Scorecard.

Beginning of Year 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter End of Year
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Recruitment One-Stop
Recruitment One-Stop will improve the process of locating and applying for Federal jobs, and expand the
functionality of the current USAJOBS automated employment information system. Key features of

Recruitment One-Stop will give job seekers access to:

B A Federal Government branded Web presence that delivers a fast and responsive experience

A job search routine that is clear and easy to use, and that helps job seekers identify jobs that match

both their skills and interests
An improved, intelligent and efficient process for building on-line job applications
Early feedback regarding basic eligibility screening on factors such as citizenship or age

On-line application status tracking

Seamless integration with agency automated assessment systems

Through these enhanced services, Recruitment One-Stop seeks to position the Federal Government as the
first stop for job seekers. An improved front-end process for job applicants will ultimately improve the
quality level of new hires and reduce the amount of time it takes Federal agencies to identify and attract
candidates. During FY 2003, enhancements to Recruitment One-Stop will be a key ingredient of OPM’s
larger effort to modernize the Federal hiring process and will be tied to implementing new policies

regarding the recruitment and selection of Federal employees.

The first wave of the Recruitment One-Stop initiative got under way with the launch of the redesigned
USAJOBS Web site in June 2002. The redesigned USAJOBS Web site provides improved functionality for
job searching, resume building, and information gathering; and includes new features such as a revolving
featured job and featured employer section, a Working for America presentation, and a Career

Exploration module.

The USAJOBS Web site redesign effort is just a first step in improving job seeker services through
Recruitment One-Stop. Enhancements and changes scheduled for later in 2003 will include developing the
seamless movement of job applicants from Recruitment One-Stop to agency assessment systems and the

addition of an applicant database mining feature for agency hiring managers.

e-Training

The vision of e-Training is the creation of a premier Governmentwide Web-based environment that sup-
ports the career development of the Federal workforce. It focuses on unifying, simplifying and increasing
access to high-quality on-line training and employee development products, which will, in turn, advance

the accomplishment of agency missions.

e-Training generates a number of benefits to Federal agencies and the Federal workforce, including, but not
limited to: reduced redundancies in development and purchase of training and development materials;
economies of scale achieved through consolidated purchasing; easy, one-stop Web-based access to a robust envi-
ronment of high-quality content; leveraging components of existing on-line training and development systems;

and encouraging investments in learning as appropriate to the continuous development of human capital.
Drawing on the resources already available across government, the e-Training initiative will connect Federal

agencies to a robust, competency-based library of courses through the creation of an OPM-managed “portal”
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which will enable Federal workers to access mandatory and high-interest Governmentwide courses through
the Web. The portal will provide users with access to a broad range of content to include topics mandatory
across Government (e.g., Computer Security, Ethics, Sexual Harassment, etc.), agency-specific topics (accessi-
ble in the portal via a link to the contributing agency), and soft-skill oriented topics. Some of the content
would be available on a fee-for-service basis to ensure the financial viability of this initiative, and some of the
content would be offered free to users. The portal will use a series of Learning Management Systems to man-

age the courses and related information, and will link to specific agency partners.

Delivery of Module 1 of the e-Training initiative in FY 2002 established an online national learning
center as the first phase of the initiative. The range of products and services available through e-Training
will increase over time. In January 2003, an enhanced e-Training Web site became operational. Since we
were already working on e-Training when it was selected as an e-Gov project, our FY 2002

performance plan included a goal for the initiative, as shown below.

Workforce Relations Goal 2:
Strategic human resources development policy, programs and initiatives are formulated and advanced so

that Federal agencies are better equipped to address their workforce development needs.
Status: Goal Met

Key FY 2002 Results: The e-Training project led our efforts to provide methods and tools that enable Federal
agencies to implement and enhance human resources development strategies during FY 2002. Coupling our
expertise in the development of human capital with Web-based information technology, we launched the
first module of our e-Training initiative, Gov Online Learning Center, on July 23, 2002 — ahead of sched-
ule and under budget. Since the launch of this Web-based tool, a significant number of agencies and organi-
zations have approached OPM about collaborating on future enhancements to the Center and participating
more fully in the e-Training initiative. As a result, e-Training is being powered by a wide-ranging partner-
ship of Federal agencies and non-Federal organizations committed to enhancing their residential training

programs with the online services available through the Gov Online Learning Center.

In addition, OPM continued to champion proposed legislation that will have impact Governmentwide on
agency recruiting and retaining efforts and developing their workforces. These proposals included expand-
ing the authority for Federal agencies to pay for academic degrees. This proposal, which addressed agencies’
need for increased Governmentwide flexibility concerning workforce development issues, was incorporated
into the Homeland Security Act of 2002, signed by President Bush on November 25, 2002.

Link to Management Challenge: OPM’s activities and accomplishments during FY 2002 concerning the
e-Training project are a large part of the agency’s overall response to the management challenge for an

Expanding e-Government.

e-Clearance

The e-Clearance initiative is another element of OPM’s effort to modernize the Federal hiring process, as
the efficiencies resulting from the e-Clearance components will speed up security clearances that must be
completed as a part of that process. e-Clearance will involve three new components to improve the current

SCCUI’ity clearance process.
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The Electronic Questionnaire for Investigations Processing (e-QIP) is an automated online version of the
security clearance application, Form SF-86. With e-QIP, certain current work processes will change from a

paper-based environment to an electronic environment.

The second component of the e-Clearance initiative is development and implementation of a cross-agency
Clearance Verification System (CVS). The CVS initiative captures the concept of providing access for
OPM and all partnering agencies to the personnel security investigation and clearance data of each partici-

pating database.

The third component of e-Clearance is to image investigative records held by the myriad investigative
agencies and make them available electronically among all authorized federal users. By doing so,
e-Clearance will facilitate the exchange of previous investigative results, thereby maximizing savings

by eliminating redundancy.

Enterprise Human Resources Integration

Enterprise Human Resources Integration (EHRI) will eliminate the need for paper records on employees,
enable the electronic transfer of human resources data among all Federal agencies, and complement the
Human Resources Information Systems capabilities of all Federal agencies. As EHRI is developed and
implemented, we will identify opportunities to standardize and streamline human resource transactions,

which will both drive and facilitate new policies for human resources management across Government.

EHRI will provide timely access to human resources data on all Federal employees, both active and sepa-
rated, and will support the electronic transfer of employee information throughout the Federal employee’s

life cycle. Also, it will streamline and improve Governmentwide workforce reporting and data analysis.

In addition, EHRI will transfer data to the new retirement processing systems envisioned in the
Retirement Systems Modernization Project (see Retirement and Insurance Goal 5 on page 77) to facilitate
timely and accurate retirement claims processing. EHRI will develop standard HR data definitions that
will be used by each of the HR-related e-Government initiatives. Through automated information collec-
tion from agency systems, EHRI will enable strategic decisions regarding the use of human capital and
financial resources to improve agency performance and to address emerging needs. Our FY 2002 Perform-

ance Plan described the following goal for the EHRI initiative.

EHRI Goal:
(formerly Human Resources Technology Council and Human Resources-Data Network Goals)
Reengineer Governmentwide HRM recordkeeping and reporting practices to facilitate the use of human

resources data, and streamline and improve Governmentwide reporting.
Status: Goal Met

Key FY 2002 Results: The EHRI initiative overtook two goals in our FY 2002 Performance Plan that previ-
ously had covered an effort to leverage the energy and resources of the former Human Resources
Technology Council to modernize human resources recordkeeping and transactions. Thus, the Human
Resources Data Network was recognized within the Administration for its Governmentwide implications
and benefits and became the Enterprise Human Resources Integration Project. During FY 2002, the proj-

ect stayed on track with the design of the EHRI system and met its critical milestones.
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Project Milestone FY 2002 Results
Update Conceptual Model Completed in November 2001
Document Functional, Security, and Privacy Functional Requirements Document and Security and
Requirements Privacy Requirements Document released in January 2002
Document Hardware and Network Architectures Hardware and Network Architectures Document
released in February 2002
Publish Business Base: Benefit-Cost Analysis Forwarded to OMB in February 2002
Accelerated Schedule
Document Final Physical Data Model Final Physical Data Model and Distribution Analysis
released in March 2002
Map Logical Model to Agency Data Logical Data Model Mapping to Agency Data
completed in September 2002
Develop EHRI Solution Architecture EHRI Solution Architecture completed in September 2002

Link to Management Challenge: OPM’s activities and accomplishments during FY 2002 concerning the
EHRI Project are a large part of the agency’s overall response to the management challenge for Expanding

e-Government.

e-Payroll
The e-Payroll initiative will standardize, consolidate, and integrate Federal civilian payroll services and
processes through simplifying payroll policies and procedures and better integrating payroll, human

resources, and financial management functions.

A key component of e-Payroll is the consolidation of Federal payroll providers to a minimum of three,
resulting in a significant savings of tax dollars by reducing agency operating costs and avoiding duplicative
systems modernization investments. This consolidation will enable uniform payroll policies and proce-
dures, and interoperable Governmentwide solutions that will be “best in class” in terms of overall costs
and ease of administration while delivering high-quality service. The e-Payroll initiative advances

the e-Government agenda by creating greater efficiencies in Federal payroll processing.

The ability to consolidate and standardize payroll data across the Federal Government will also improve
Performance and Budget Integration, and will support Improved Financial Management by providing both
program managers and finance officers with information needed to make well-informed decisions. This ini-
tiative represents a strategic investment in human capital, as Government employees will enjoy better, more
cost-effective service through implementation of best practices in a simplified, easy-to-understand delivery

approach. The goal established in our FY 2002 performance plan for this project is described below.

Workforce Compensation and Performance Goal 9:
Important steps are taken to achieve standardization and consolidation of Federal payroll processes during
the first phase of a long-term effort to achieve simple, easy to use, cost effective, standardized, integrated

e-HR/Payroll services to support the mission and employees of the Federal Government.
Status: Goal Met

Key FY 2002 Results: The e-Payroll Project proceeded on schedule during FY 2002 as solicitations of pro-

posals from Federal payroll offices interested in handling consolidated payroll functions were developed
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and submitted to potential Federal agency respondents. Responses were received on July 31, 2002, evalu-

ated, and scored by September 30, 2002. The major reportable milestones were:

Target Date Activity Results

May 2002 Requirements developed Completed
June 2002 Solicitation for internal competition issued Completed
June 2002 Selection criteria established Completed
June 2002 Review and identify changes needed in major HR and payroll policies Completed
July 2002 Submit final draft revisions to OMB Completed
July 2002 Provider responses due Completed

Link to Management Challenge: OPM’s activities and accomplishments during FY 2002 concerning the
e-Payroll Project is another large part of the agency’s overall response to the management challenge for

Expanding e-Government.

OBJECTIVE 2)

Monitor and assess agencies’ effectiveness in implementing merit-based strategies that support
their mission.

While none of our FY 2002 goals links to assessing the extent to which agencies are implementing effective
merit-based strategies that support their mission, eight goals were related to merit-based human resources
management and accountability systems. As we implement our new Strategic Plan during FY 2003 and
beyond, we will develop data collection mechanisms through our new program evaluation initiative for
the strategic measures shown below. We will use this data as the basis for new annual goals that will be

fully linked to improving the status of human capital across all Federal agencies.

KEY STRATEGIC MEASURES

Agencies' employee skill gaps are closed.

HR flexibilities are appropriately used

Federal agencies' organizational structures are streamlined and improved
Awards effectively align with performance.

OPM's e-Gov solutions are used to address human capital issues.

STRATEGIC OUTCOME:

Agencies demonstrate an improvement in human capital management.
FY 2002 Annual Goals related to this outcome:

OPM is the lead agency for implementing the President’s Management Agenda item for the Management
of Strategic Human Capital and has developed specific new initiatives to do this. We take very seriously
our role as strategic advisor to the President on the management of human capital, and have moved
aggressively to advance the Governmentwide transformation of strategic human capital management by
broadening the quantity and depth of resources dedicated to this effort. We have forayed into the world of
human capital consultation to support agencies in the various components of human capital, from those

already succeeding to those in need of assistance.
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To achieve this end, and as detailed in the specific annual goals on the immediately following pages, OPM
focused extensively on the development of criteria to measure and evaluate agency progress and success on
the Human Capital Initiative. In this capacity, OPM successfully led negotiations for the integration of the
three principal offices in human capital performance (OPM, OMB and GAO), bringing about a refine-
ment of the Human Capital Standards for Success, which established Human Capital requirements in the
Federal Government. These standards were then immediately shared with the President’s Management

Council Subcommittee on Human Capital for review.

In addition, OPM worked closely with OMB, GAO, and key stakeholder agencies on the President’s
Management Council to develop the Human Capital Assessment and Accountability Framework
(HCAAF), a comprehensive, consolidated guide for agencies as they work to meet the Standards for
Success. The HCAAF is the foundation of OPM’s Human Capital Web site that gives all those involved in

human capital transformation a direct link to the Framework and its examples and resources.

In short, OPM has dedicated an enormous amount of resources that align with its mission, new strategic
goals, proposed organizational structure, and responsibility for establishing systems to institutionalize
OPM’s Governmentwide leadership and oversight responsibility for the Human Capital component of the
President’s Management Agenda. We understood the significance of the strategic management of human
capital and had addressed it in our FY 2002 performance plan, through the three annual goals described

below.

Merit Systems Oversight and Effectiveness Goal 1:
Improve the overall effectiveness of Governmentwide human resources management (HRM) by promot-
ing innovative merit-based HRM projects, including agency alignment of HRM with mission; improving

the capability of HR professionals; and identifying well-accepted measures for assessing HRM.
Status: Goal Dropped — Overtaken by Human Capital Initiative

Key FY 2002 Results: While the President’s Strategic Management of Human Capital Initiative was just
becoming known to Federal agencies when this goal was written in February 2001, this Initiative has
already provided evidence that an increasing number of agencies are properly integrating HRM into
strategic planning. The Human Capital Standards for Success requires agencies to integrate HRM into

their strategic planning efforts and provide an indirect measure of this integration.

In order to achieve a “green” on the Executive Branch Management Scorecard for Human Capital, an
agency must meet all core criteria defined in the related standards. In the baseline assessment released in
September 2001, none of the 28 President’s Management Council (PMC) agencies evaluated met all of the
core criteria (i.e., none was “green”). Three agencies achieved some but not all core criteria, showing yel-
low on the Scorecard under Human Capital. The current status, as of September 2002, determined by
OMB and OPM working together, shows that five agencies achieved some but not all core criteria (yellow
status). Since the human capital initiative is still new, the current status scores are not surprising. Successful
human capital transformation will take some time. The good news for FY 2002 is that 18 of the 28 large
agencies scored did earn a green progress score for making a good start on establishing human capital
plans and policies. In FY 2003, OPM and OMB will push agencies to implement their human capital plans

and policies and begin to show results.
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OPM analysis identified the integration of human capital strategies and active development of an account-
ability system for HRM in each of the agencies that were assigned a yellow rating and that in at least 18 of
the 28 agencies “Implementation of plans to meet the core criteria is proceeding according to plans agreed

. C e
upon with agencies.

Although not included as a performance measure in our FY 2002 Annual Performance Plan, our ultimate
measure of success in the Strategic Human Capital Initiative is to get all 28 of the PMC agencies “to green”
for Human Capital on the Executive Scorecard. Because the Standards for Success set the bar high, no
agencies had achieved a green rating by the end of FY 2002. However, three agencies that were rated yel-
low at the end of FY 2001 maintained that rating during FY 2002, and two others progressed from their

initial red rating to yellow during the year.

FY 2001 FY 2002
Executive Scorecard Rating Results RENT
Number of agencies rated Green None None
Number of agencies rated Yellow 3 5
Number of agencies rated Red 23 21

Link to Management Challenge: Integrating HRM in agency strategic plans is a cornerstone of the Strategic

Human Capital Initiative and directly addresses the Human Resources Management challenge.

Merit Systems Oversight and Effectiveness Goal 2:
Provide analyses of current HRM topics to OPM program offices in order to improve HRM policies

and programs.
Status: Goal Met

Key FY 2002 Results: During FY 2002, we provided OPM program offices with data and analyses from our
studies of five areas of agency HRM practices. These analyses provided valuable information for policy or
program proposals and offered recommendations for Federal agencies in areas that currently are of great

interest in the human resources community. These included studies of:

1) Elder care, which described the elder care needs of Federal employees and what agencies are doing to

help employees balance those needs with their work responsibilities;

2) Position classification, which provided the results of agency efforts in recent years to streamline and

reinvent human resources management in the areas of classification and position management;

3) Incentive Awards, which confirmed a 1998 study finding that current regulations provide agencies all the

flexibility needed to operate the kind of recognition programs they feel are best suited to their mission;

4) Quality Step Increases, which identified factors that influenced an agency’s use of Quality Step
Increases (QSI), as well as the factors that managers consider when recommending QSIs and con-

firmed that there was no need for a change in policy or program; and

5) Delegated Examining, a special retrospective study on 6 years of Delegated Examining oversight.

These studies were provided internally to OPM program offices for their analysis and use in improving

HR policies and programs.
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In addition, we collected research from both the private and public sectors for the special study on pay
banding. Findings indicated that Federal managers agreed that it was easier to hire, pay and reward pro-
ductive employees under a pay banding system. The prospects for wider implementation of pay banding
in Federal agencies are positive and reflect trends being seen in the non-Federal sectors. Our research data

was also used to respond to agency inquiries and in presentations about pay banding.

Link to Management Challenge: The findings from the studies described above provided important informa-
tion for human resources policy makers across Government, and will be used in OPM to support specific
initiatives in implementing the Strategic Human Capital Initiative. Such studies are part of our response to

the Human Resources Management challenge.

Merit Systems Oversight and Effectiveness Goal 4:
Encourage and facilitate the development and improvement of agency accountability for conducting HRM

in accordance with the merit system.
Status: Goal Met

Key FY 2002 Results: HRM Accountability is an integral part of the Human Capital Standards for Success,
and is fully integrated into OPM’s Human Capital Assessment and Accountability Framework. With the
broadening of our oversight program to include continual engagement with the President’s Management
Council (PMC) agencies, and the genesis of the HCAAF, OPM provides continual monitoring with
quarterly reports on progress to the OMB on the whole Framework, which includes HRM accountability
systems as an integral part. We looked at HRM Accountability in 25 of the PMC agencies. Of these,

4 agencies have HRM accountability systems in place, 11 are in initial stages of developing HRM account-
ability systems, while 10 need to begin developing their systems. The continual monitoring process, for the
first time, has provided current information on the status of those agencies that constitute over 95% of the

Federal workforce.

Our FY 2002 survey of HR Directors indicates a decline in satisfaction with our policy leadership and with
their opportunity for involvement in this area. However, we believe this is a by-product of our new role with
agencies. Although OPM retains a strong service orientation to the HR community, the agency’s strategic focus
on cross Government policy, and more prominent role as a driver of policy through the PMC, has resulted in a
period of adjustment in the HR community as agencies take more ownership of their established duties. We are

researching the results of the FY 2002 HR Directors Survey to better understand these results.

FY 1998 FY 2000 FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicator Result  Result Result Target Result
% of HR Directors satisfied with OPM policy leadership in
HRM Accountability 60% 60% 86% 64% 52%

Governmentwide awareness of the Merit Principles and Prohibited Personnel Practices increased, as evi-
denced by results from the Federal Human Capital Survey and its predecessor instrument, the Merit
System Principles Questionnaire. Managers must be aware of the Merit Principles and Prohibited
Personnel Practices before they actually apply the knowledge obtained from it in their decisions that

affect people.
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% Favorable
FY1999 FY 2000 FY 2001 FY 2002 FY 2002

Results  Result Result Target Result
| know what the merit system principles are. 61% 62%  62% N/A 2%

| know what the prohibited personnel practices are. 75% ™%  15% N/A 81%

Link to Management Challenge: As stated above, HRM Accountability is an integral part of the Human
Capital Standards for Success, and fully integrated into OPM’s Human Capital Assessment and
Accountability Framework. OPM efforts that expand HRM Accountability Governmentwide represent

part of our response to the management challenge concerning Human Resources Management.

STRATEGIC OUTCOME:

Agencies” human capital practices comply with merit principles and prescribed standards.
FY 2002 Annual Goals related to this outcome:

Merit Systems Oversight and Effectiveness Goal 3:
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.
Status: Goal Met

Key FY 2002 Results: During FY 2002, we observed signs of improvement in Federal employees’ perceptions
of equity and merit in the workplace. Because we changed our measuring tool from the Merit System
Principles Questionnaire (MSPQ) to its replacement tool the Federal Human Capital Survey in FY 2002,
we cannot clearly determine whether we met the FY 2002 targets we had set for the MSPQ. Nonetheless,
data from the Federal Human Capital Survey indicates improvements in 10 of the 17 items that were car-
ried over from the MSPQ. However, comparing results from the MSPQ and Federal Human Capital

Survey is not statistically valid because of basic differences between the two surveys.

The Federal Human Capital Survey was developed to provide useful indicators of the views of Federal
employees who work in the 28 member agencies of the President’s Management Council in support of the
President’s Management Agenda, while maintaining a subset of questions from the MSPQ to assess work-

force perceptions of equity and merit in the workplace.
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% Favorable

FY 1999 FY 2000 FY 2001 FY2002 2002
Results  Result  Result Target  Result

1. Recruit, select and advance on the basis of merit. 65%
Supervisors/Managers in my work unit are committed to a
workforce representative of all segments of society. 703 72 67.7 56.3
Selections for promotions in my work unit are based on merit. 415 428 424 3611
2. Treat employees and applicants fairly and equitably. 66%
Complaints, disputes or grievances are resolved fairly
in my work unit. 415 46.0 404 440
My supervisor supports my need to balance work and family issues. 74.8 75.0 75.8 174
3. Provide equal pay for equal work, and reward excellent performance. 47%
Awards in my work unit depend on how well employees perform
their jobs. 421 40.2 40.8 474
4. Maintain high standards of integrity, conduct, and concern for the public interest. 69%
| know what the merit system principles are. 60.7 62.4 56.9 72.0
| know what the prohibited personnel practices are. 74.6 75.3 704 80.5
5. Manage employees efficiently and effectively. 51%
| am kept informed about important changes in personnel rules
and employee benefits. 5811 59.1 60.3 614
My workload is reasonable. 63.6 66.3 62.2 649
| have sufficient resources to get my job done. 58.6 635 59.9 485
Information collected on my work unit's performance is used
to improve my work unit's performance 447 459 422 517
6. Retain or separate employees on the basis of their performance. 68%
| am held accountable for achieving results. 845 86.6 86.0 79.8
My performance appraisal is a fair reflection of my performance.  63.7 66.9 63.3 649
In my work unit, steps are taken to deal with a poor performer
who cannot or will not improve. 321 314 211 26.8
7. Educate and train employees when it will result in better organizational and

individual performance. 61%
My training needs are assessed. 50.5 ‘ 484 ‘ 532 499
8. Protect employees from improper political influence. 0%
Arbitrary action, personal favoritism, and coercion for partisan
political purposes are not tolerated. 58.5 63.2 55.7 446
9. Protect employees against reprisal for the lawful disclosure of information. 44%
| can disclose a suspected violation of law, rule, or regulation
without fear of reprisal. 43.0 485 413 55.0

Link to Management Challenge: In addition to the Federal Human Capital Survey results, the merit system
oversight reviews we conducted during FY 2002 indicated that Federal agencies continue to adhere to the
merit principles and comply with HR laws and regulations. Also, we dovetailed our merit system oversight
reviews with the Strategic Human Capital Initiative by developing an Evaluators Assessment Tool to guide
both evaluators and agencies in their management of human capital consistent with merit system require-
ments. Using this Tool, we conducted onsite reviews at 10 small agencies. Also, we used the Tool as a foun-

dation for our development of the Human Capital Assessment and Accountability Framework. We used
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this new framework for collaborating with each of the 28 President’s Management Council agencies and
evaluating their progress on implementing the President’s Human Capital Scorecard, as reported on the
results.gov website. We designated a lead human resource specialist as our principal contact with each of
these agencies. Through this new approach, we gathered current information on the state of human capital
programs in all 28 of these agencies and their adherence to merit system principles. For the first time, we
now have current information about the state of human capital across the agencies that employ over 90% of
the Federal workforce. This is a giant step forward from past practice where we only looked at each agency
once every four years. These actions represent another part of OPM’s overall response to the Human

Resources Management challenge.

Employment Service Goal 5:
Competitive examining is conducted correctly to ensure that Federal agencies comply with civil service

laws, rules, regulations, and Executive orders, and support the merit principles.
Status: Goal Met

Key FY 2002 Results: Our primary indicator for this goal is the extent to which Delegated Examining Unit
(DEU) training program participants believe the program achieves its objectives in terms of relevance to
their work, level of detail and meeting their needs overall. For FY 2002, training participants gave OPM
high marks in these and other areas, as shown below. The following is a synopsis of feedback (on a 5-point

scale) obtained through formal DEU training evaluations:

DEU Training Area FY 2002

Objectives were achieved 4
Content was relevant

Level of detail was appropriate
Length was appropriate
Materials were well organized
Overall met my needs

MO |lw s>

Link to Management Challenge: OPM’s Inspector General has not specifically included competitive examin-
ing as a part of the management challenge for human resources management. However, we recognize that
these services play a role in Federal agencies’ recruitment and selections strategies. Thus, we consider our

actions and accomplishments in this regard a part of our overall response to this issue.

Employment Service Goal 6:
Agency requests for variations, exceptions, extensions, waivers, adjudications, and Schedule C activities are
responded to in a manner that is both timely and consistent with law and merit staffing principles so that

agencies can proceed in a timely manner.
Status: Goal Met

Key FY 2002 Results: We continued to meet the timeliness standard for answering correspondence, which
includes requests for variations, exceptions, waivers, adjudications, and Schedule C, within ten days of
receipt, although we were unable to track individual actions due to the lack of an automated tracking

system. We were unable to establish a correspondence tracking system in FY 2002 in time to collect data
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for this fiscal year as we reallocated staff resources to support Homeland Security issues and the President’s
Management Agenda activities. However, this system was successfully implemented in October 2002 and

we expect to have more reliable data for FY 2003 and beyond.

In addition, we provided consistent responses to ensure that requests from Federal agencies for
Administrative Law Judges (ALJ]) promotions, transfers, reassignments and details, and temporary
appointments under the Senior ALJ and ALJ Loan Programs satisfied all Administrative Procedure Act

requirements and merit systems principles.

Link to Management Challenge: OPM’s Inspector General has not specifically included timely responses to
requests for variations, exceptions, waivers, adjudications, and Schedule C as a part of the management
challenge for Human Resources Management. However, we recognize that these services play a role in
Federal agencies’ recruitment and selections strategies. Thus, we consider our actions and accomplish-

ments in this regard a part of our overall response to this issue.

Executive Resources Goal 3:
All career SES selections, particularly those of noncareer employees for career SES appointments, comply
with merit principles; agencies comply with statutes and regulations in their use of noncareer and limited

appointment authorities.
Status: Goal Not Met

Key FY 2002 Results: Due to the unanticipated requirement to meet agencies’ needs after 9/11, and the
efforts to shorten the selection process, we were unable to collect direct information regarding agency
adherence to merit principles. This area is now a candidate program for our program evaluation initiative
described in our FY 2004 Annual Performance Plan. However, we ascertained that all SES career appoint-
ments of individuals from noncareer-type positions comply with merit requirements. We conducted nine
in-depth reviews of proposed SES career appointments of individuals from noncareer-type appointments.
We did not process any cases that did not meet the intent and spirit of the law. Where necessary, we edu-

cated agencies about process improvements to ensure that they are adhering to merit requirements.

Link to Management Challenge: Strengthening leadership, particularly among Federal executives, is one of
the dimensions of the Human Capital Standards for Success. Thus, OPM’s actions and accomplishments

in this area link to the Human Resources Management challenge.

Executive Resources Goal 4:
Leadership and management skills, public service values, and a Governmentwide perspective are key fac-

tors in selections for all SES positions.
Status: Goal Not Met

Key FY 2002 Results: We were unable to collect critical performance information for this goal as we redirected
resources to developing the legislative proposal for the Department of Homeland Security, the President’s
Management Agenda, and participation on several OPM strike force initiatives. As a result, we delayed our
primary data collection mechanism for evaluating the effectiveness of our Executive Resources Programs —

the Senior Executive Service Survey until FY 2003. The SES Survey enables us to assess the extent to which
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agencies have increased their emphasis on the Executive Core Qualifications in their internal SES selection
process. Agencies’ success in choosing the best executives depends on how well they assess the leadership

competencies of job applicants that are embodied in the Executive Core Qualifications (ECQs).

Link to Management Challenge: Strengthening leadership, particularly among Federal executives, is one of
the dimensions of the Human Capital Standards for Success. Thus, OPM’s actions and accomplishments

in this area link to the Human Resources Management challenge.

STRATEGIC GoOAL III
FEDERAL AGENCIES, EMPLOYEES, AND ANNUITANTS, NEEDS ARE MET THROUGH THE DELIVERY

OF EFFICIENT AND EFFECTIVE PRODUCTS AND SERVICES.

OBJECTIVE 1)

Provide direct human capital products and services that are cost effective, relevant and useful to agencies.

OPM provides a wide range of products and services to Federal agencies that support the recruitment,
retention, development and management of the Federal workforce. To account for the variety of these

products and services, we established 12 goals in our FY 2002 Annual Performance Plan.

KEY STRATEGIC MEASURES

FY 2000 FY 2001 FY 2002
Measure Results Results Results
Customer (agency) satisfaction with products and services is increased.* ~ N/A 11.6% N/A
Products and services are delivered within agreed-upon costs and

timeframes (with agency customers). N/A N/A Accomplished
Return-on-investment targets are met, when applicable. N/A N/A Accomplished

* Current data source is OPM's Human Resources Specialists Survey.

STRATEGIC OUTCOME:

Anyone dealing with OPM gets the highest level of timely and quality service.
FY 2002 Annual Goals related to this outcome:

Employment Service Goal 8:
USAJOBS, the Governmentwide employment information system, provides service to job seekers and agen-

cies resulting in accessible, cost-effective and efficient recruitment of highly skilled and diverse candidates.

Status: Goal Not Met
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FY 2000 FY 2001 FY 2002

Key FY 2002 Results: HR Directors’ satisfaction with our USAJOBS Web site dropped during FY 2002
even though we completed enhancements to the site that ensured that it continued to be accessible, cost-
effective and efficient as a recruitment vehicle for Federal agencies. The improvements we made during
FY 2002 included a complete home page redesign, the addition of a Homeland Readiness and Security

page, section 508 compliance changes, and the Career Exploration module.

Also, we provided Web-based publicity for ten focused recruiting programs through USAJOBS, as we suc-
cessfully publicized the Outstanding Scholar and Presidential Management Intern Programs, the Selective
Service, the Senior Executive Service, Summer Employment and Temporary and Term appointments, the
Volunteer Service, Hispanic employment, employment of people with disabilities, and the FAA Air Marshals

Program. In addition, we sponsored a Virtual I'T job fair with more than 23 agencies participating.

Link to Management Challenge: USAJOBS is related to two management challenges: Human Resources
Management and Expanding e-Government. USAJOBS addresses Human Resources Management by
providing Federal agencies efforts to recruit and select the talent they need to meet their missions.
Through its off-spring application, Recruitment One-Stop, USAJOBS represents OPM’s actions to lever-

age e-Government technology to streamline the hiring process.

Merit Systems Oversight and Effectiveness Goal 7:
To ensure that voting rights are protected under the Voting Rights Act.

Status: Goal Met

Key FY 2002 Results: Although we have no Strategic Outcomes or Objectives that pertain to our statutory
requirements under the Voting Rights Act, we take seriously our responsibilities to serve the American peo-
ple by assisting the Department of Justice in administering this law. Thus, our annual performance plans

include an annual goal to account for the resources we dedicate to the provision of voting poll observers.
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We met our statutory requirement under the Voting Rights Act by responding fully to all Department of
Justice calls for voting rights observers. This includes four instances in which observers were on standby to
participate in elections but coverage was subsequently canceled by DOJ shortly before the election date. We
provided 443 observers and 74 examiners in 13 states (Alabama, Arizona, Georgia, Louisiana, Michigan,
Mississippi, New Jersey, New Mexico, New York, North Carolina, South Carolina, Texas, and Utah), cover-
ing 283 polling sites. We provided support for 11 language-based elections held in locations where the pre-
dominant language of voters is other than English. We provided minority language coverage for 7 different
languages (Spanish, Arabic, Chinese, and four Native American languages: Nava, Keres, Tewa and Towa).
DOJ attorneys onsite complimented many of our observer teams in their written reports. DOJ officials pro-

vided favorable verbal comments to the Program Administrator on the overall success of the election exercises.

Link to Management Challenge: None; OPM’s support for the Voting Rights Act has no relationship to any
of the management challenges identified by the Office of the Inspector General.

STRATEGIC OUTCOME:

Agencies have access to the most efficient and effective human capital services.
FY 2002 Annual Goals related to this outcome:

Merit Systems Oversight and Effectiveness Goal 6:
Meet the workforce information needs of the White House, Congress, Federal agencies, the public, and

other customers through the Central Personnel Data File (CPDF).
Status: Goal Met

Key FY 2002 Results: We met the workforce information needs of our various customers in FY 2002 as we
improved the results of all of our critical performance indicators, including customer satisfaction, volume,
accuracy and timeliness. We continued to look for new approaches to providing useful workforce informa-
tion and anticipate that the number of hits on the Workforce Information Web sites will continue to

increase in the coming years.

FY 2000 FY 2001 FY2002 FY 2002

Customer Satisfaction Indicators Results  Results Target  Results
% of Customers satisfied with OWI's products and services 96% N/A 80% 91%

FY 2000 FY2001 FY2002 FY 2002

Business Process Indicators Results  Results Target  Results
# of customers accessing Web-based, workforce information

products - hits per week N/A N/A 50,000 60,000
CPDF Status file average error rate on core data elements only N/A 3.0% 3.0% 1.3%
CPDF Status file average error rate for all data elements 5.0% 31% * None 29%
CPDF Dynamics file average error rate for all data elements 8.7% 12% * None 8.5%
CPDF Status file data timeliness - days N/A 135 135 19
CPDF Dynamics file data timeliness - days N/A 140 140 155

*In FY 2002 Performance Plan target established for only the core data elements in the Status file.
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Link to Management Challenge: None; although there are no management challenges specific to the Central
Personnel Data File, maintaining accurate and timely Governmentwide workforce data is important to
addressing strategic human capital since such data is used to assess recruitment and retention rates, posi-

tion and grade levels, project retirement and other attrition factors, etc.

Employment Service Goal 10:
Administer the Armed Services Vocational Aptitude Battery for the Department of Defense (DOD) and

provide related services.
Status: Goal Met

Key FY 2002 Results: We continued to administer the Armed Services Vocational Aptitude Battery as we
negotiated a new contract with the Department of Defense for testing services in both FY 2002 and

FY 2003, and were able to satisty increased distribution demands as a result of the deployment of new
tests. Also, we streamlined the billing process with the Military Enlistment Processing Stations, reducing

the timeline from six months to one month, thereby freeing OPM resources for other tasks.

Link to Management Challenge: None; the administration of the Armed Services Vocational Aptitude

Battery tests has no relationship to any of OPM’s management challenges.

Workforce Compensation and Performance Goal 8:
Continue to administer current compensation systems (annual pay adjustment process, Cost-of-Living

Allowance program, Federal Wage System, special salary rates, etc.) in an efficient, accurate and timely manner.
Status: Goal Met

Key FY 2002 Results: OPM took all actions necessary to make new pay schedules effective, accomplished
them within statutory deadlines, and provided agencies with sufficient information to implement new pay
schedules on a timely basis. Thus, the 2002 pay adjustments were implemented for all affected Federal
employees on schedule. In addition, the 2002 pay tables, including locality pay rates and locality pay areas,
were posted on the OPM Web site in a format compliant with section 508 of the Rehabilitation Act
Amendments of 1998 (29 U.S.C. 794) so that they would be accessible to individuals with disabilities.

FY1998 FY 1999 FY 2001 FY 2002 FY 2002
Customer Satisfaction Indicators Results  Results Results Target Results

% of HR Specialists satisfied with pay tables guidance 92% %%  90% 90% 92%

Link to Management Challenge: Administering current compensation systems is related to the Human
Resources Management challenge since current pay systems must be maintained while OPM and other

stakeholders develop proposals that address Federal compensation from a strategic perspective.

Investigations Services Goal 4:

The quality of investigations is maintained and workload demands are met with timely, relevant products.

Status: Goal Met
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Key FY 2002 Results: The quality of our investigations contractor’s case products continued to be excellent
during FY 2002 as less than one-tenth of one percent of the total cases processed for customers in FY 2002
was returned by those agencies for additional work. As a part of OPM’s e-Clearance initiative, we
launched the Electronic Questionnaire for Investigative Positions (e-QIP). e-QIP allows applicants to elec-
tronically enter, update and transmit their personal investigative data over a secure Internet connection to
their employing agency for review and approval. In addition, we continued to recover program operating
costs, as during FY 2002 our revenue covered the costs of conducting investigations and operating the pro-
gram. Finally, we met customer workload demands by responding to significant increases in our three

major workloads (see below).

FY1999 FY 2000 FY 2001 FY 2002

Workload Measures Results  Results Results  Results
Background investigations 44,005 53,000 74,015 92,634
NAC/NACIs 124969 175,000 289,221 531,746
SAC/SACIs 218580 231,355 536,122 1161527

Link to Management Challenge: Supporting agency recruitment and selections efforts with high-quality and
timely personnel investigations builds the talent and capacity of the Federal workforce and links to OPM’s

overall response to the Human Resources Management challenge.

Executive Resources Goal 8:
Participation in OPM’s executive and managerial training programs is increased, and income and

costs are balanced.
Status: Goal Met

Key FY 2002 Results: Participation in OPM’s executive and management training programs increased dur-
ing FY 2002 as the number of training sessions was 10% higher than the target level and the number of
participants was 6% higher than target. The decrease in Participant Training Days (PTDs) was due to
redesigning the Management Development Centers’ (MDC) interagency residential two-week programs

(see explanation below the table).

FY 2000 FY 2001 FY2002 FY 2002

Business Process Measures Results  Results Target  Results
Sessions 328 422 421 461
Participants 10,164 1,234 12,359 13,125
Participant Training Days 87,890 95377 100,568 96,635*

*The FY 2002 PTD decrease was due to a new formula used by the MDCs to calculate PTDs. When the MDCs redesigned their two-week interagency
residential programs, they eliminated weekend sessions and added evening sessions. The redesign had no impact on program learning outcomes,
however the number of “contact days” with faculty (over the weekends) was reduced. As a result, PTDs decreased from FY 2002 Target to FY 2002
Results. Prior to FY 2000, production data above did not include off-campus consulting services (such services did not exist in significant num-
bers prior to FY 2000).

This year, we achieved positive retained earning balances, while at the same time investing in infrastruc-
ture and facilities improvements at each organization. OPM continues to refine the use of its “Cost of
Program” model to determine the cost effectiveness of individual seminars and programs. For FY 2002,
our financial results show a balance of +$613k. This includes prior year revenue billings of +$907k, offset
by a write-off of receivables of ~$615k. The positive balance is remarkable considering that current year
performance more than adequately made up for the financial impact of the September 11 terrorist attacks
and the resulting substantial increases in security expenses for the Federal Executive Institute.
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Link to Management Challenge: Increasing the number of training days, sessions and participants is an indi-
cation that OPM is building the leadership capacity of the Federal executive and managerial corps.
Leadership capacity is a dimension of the Human Capital Standards for Success and these Standards are at

the core of OPM’s response to the Human Resources Management challenge.

STRATEGIC OUTCOME:

Government leaders are better able to meet the strategic goals of their agencies.
FY 2002 Annual Goals related to this outcome:

Employment Service Goal 7:
Agencies receive clear, accurate, timely staffing advice, assistance and models to ensure that the lawful
rights of employees and applicants (including minorities, veterans and displaced employees) are safe-

guarded and that managers are aware of staffing tools they can use to accomplish strategic objectives.
Status: Goal Not Met

Key FY 2002 Results:
FY1999 FY 2000 FY 2001 FY 2002
Business Process Indicator Results  Results Results  Results

% of employees with favorable perception that staffing is conducted
in accordance with Merit Systems Principle #1 (recruit, select and

advance on the basis of merit)* 62% 64% 65% 31%
FY1998 FY1999  FY 2001 FY 2002

Customer Satisfaction Indicator Results  Results Results  Results

% of HR Specialists satisfied with technical assistance on selection

& promotion policies 9% 70% 81% 82%

% of HR Specialists satisfied with technical assistance on veterans'

preference 84% 76% 9% 83%

% of HR Specialists satisfied with technical assistance on reduction

in force 80% 69% 2% 67%

% of HR Specialists satisfied with technical assistance on voluntary

early retirement & voluntary separation incentives 82% 4% 80% 4%

% of HR Specialists satisfied with technical assistance on career

transition 73% 63% 66% 61%

* The MSPQ has been replaced in FY 2002 by the Federal Human Capital Survey. That survey includes the following question: Selections for pro-
motions in my work unit are based on merit.

Link to Management Challenge: Maintaining adherence to Governmentwide standards, such as the merit
principles, is part of the vision of the Strategic Human Capital Initiative. Therefore, OPM’s advice and

assistance to agencies in support of this outcome relates to the human resources management challenge.

Employment Service Goal 9:
Provide expert human resources products and services that meet agencies’ specific needs to ensure
that Federal agencies receive high-quality, cost-effective employment services needed to run

high-performing organizations.
Status: Goal Met
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Key FY 2002 Results: We ensured that Federal agencies received the employment services they needed dur-
ing FY 2002 as our Organizational Assessment Survey (OAS) continued to be used by agencies and other
organizations to measure and improve their organizational performance. During the year, we conducted
the OAS for 12 agencies and contracted for 4 others in FY 2003. In addition, we continued to expand our
customer base for our other services, indicating that our products and services are effective and useful. For
instance, the USA Staffing user base was significantly expanded in FY 2002, to include the United States
Postal Service and the State of Hawaii. Finally, agencies continued to contract for staffing products at least
at prior year levels. USA Staffing registered a net increase of 104 licenses issued to external customers in
FY 2002 — a 27% increase — bringing the total number of external users from 378 to 482. New licenses

outnumbered cancellations by a 5 to 1 margin. (129 to 25).

Link to Management Challenge: Agencies becoming high-performing organizations is a key outcome of the
Strategic Human Capital Initiative. Thus, OPM’s actions and accomplishments to deliver services that

enable agencies to become such organizations is related to the Human Resources Management challenge.

OWR Goal 7:
Through the Training and Management Assistance program (TMA), assistance 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.
Status: Goal Met

Key FY 2002 Results: End-of-project quality surveys and interviews (based on a scale of 1 to 5) indicate high
levels of satisfaction with OPM’s key TMA program services.

Services Rating

Pre-Selection of Contractors 47
Task Order Competition Process 45
Project Management/Oversight 40
Contract Administration/Financial Tracking 40
Conflict Resolution 40
Statement of Work Development 35
Ongoing Consultative Services 35

In FY 2002, the TMA and its customer agencies approved for payment 99.5% of the products (1,796 of 1,805
products) based on the requirements established in Statements of Work and project management plans. This

indicates a high level of customer satisfaction with products received through the TMA program.

Based on projected data, earned income during FY 2002 exceeded operating costs. Currently, the TMA
program has retained earnings (projected $3.5 million) that exceed the breakeven point. The retained
earnings allow for losses, providing that over time the program is in balance. The following chart outlines

income and costs in millions of dollars for Fiscal Years 2000, 2001, and 2002.
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FY 2000 FY 2001 FY 2002
Financial Measures Results Results Results
Income earned $42.3 $36.5 $295
Operating costs $429 $36.3 $30.5 (projected)
Difference (+/-) $-0.6 $0.2 $-1.0

Link to Management Challenge: Developing the talent and capacity of the Federal workforce through con-
tinual investments in training is a critical component of the Strategic Human Capital Initiative, which is

OPM’s central strategy for addressing the human resources management challenge.

Executive Resources 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 move-

ment within and between agencies to broaden perspectives and gain fresh insights on leadership.
Status: Goal Not Met

Key FY 2002 Results: We continue to receive favorable ratings and comments on participant evaluations of
SES leadership forums, briefings for new SES members, and other presentations. This is the critical indi-

cator because the purpose of continual learning is to improve job effectiveness.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002

Business Process Indicators Results  Results Results Target Results
New SES briefings 2 3 3 3 3
Participants 340 479 499 500 443
Effectiveness rating N/A N/A 98% 95% 95%

Link to Management Challenge: Building the leadership capacity of the Federal executive and managerial
corps is a dimension of the Human Capital Standards for Success, and these standards are at the core of

OPM’s response to the Human Resources Management challenge.

Executive Resources Goal 7:

Increase the efficiency and productivity of Federal agencies by developing the leadership skills of senior
leaders and managers. We will accomplish this by providing high-quality, competency-based, intellectually
challenging, and affordable interagency leadership and management training to members of the Senior

Executive Service corps, GS-15 senior executives and other managers.
Status: Goal Met

Key FY 2002 Results: During FY 2002, OPM improved the leadership skills of Federal executives and man-
agers through its leadership and managerial development programs. During the year, we dramatically
exceeded our targets for conducting Level 2 (knowledge gains) Kirkpatrick Model evaluations. The
Kirkpatrick Model of Evaluation enables us to measure not just participant satisfaction and perceptions of

training, but also the effectiveness of training and development.
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During FY 2002, all ten Leadership Development System programs were evaluated at Level 2, as were 180
Management Development System programs. For the executive and management development programs
evaluated on a 5-point scale, knowledge gains were 4.6.0r better. For executive and leadership develop-
ment programs evaluated on a 7-point scale, knowledge gains were 5.83. In addition, we collected evalua-
tion data at Level 3 for 30 programs, far surpassing our goal. Level 3 evaluation studies were written for

five sessions of the Leadership Assessment Program. Successful changes in on-the-job behaviors were

observed by more than 79% of participants across all sessions.

FY 2001 FY 2002 FY 2002
Effectiveness Indicators Performance Target Performance
Level 1 Ratings - All programs* 45 45 45
Level 2 Ratings - MDC and CEL* 42 42 42
Level 2 Ratings - LDS* 55 55 5.5

FY 2001 FY 2002 FY 2002
Business Process Indicators Performance Target Performance
No. of Training Sessions 422 421 461
No. of Participants 11,234 12,359 13,125
No. of Participant Training Days 95,377 100,568 96,635

FY 2001 FY 2002 FY 2002
Financial Indicators Performance Target Performance
Full cost recovery Yes Full cost recovery Yes

is maintained

*The Kirkpatrick Model of Evaluation:

Level 1. Reaction - Were the participants pleased with the program?

Level 2. Learning - What did the participants learn in the program?

Level 3. Behavior - Did the participants change their behavior based on what was learned?
Level 4. Results - Did the change in behavior positively affect the organization?

Link to Management Challenge: Building the leadership capacity of the Federal executive and managerial
corps is a dimension of the Human Capital Standards for Success, and these standards are at the core of

OPM’s response to the Human Resources Management challenge.

OBJECTIVE 2)

Facilitate retirement income security for Federal employees by making the transition from active

employment to retirement seamless and expeditious.

Four goals in our FY 2002 Annual Performance Plan link to improving the delivery of retirement pro-
grams services, thereby making the transition from active employment to retirement a seamless and expe-

ditious experience for Federal employees and their families.
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KEY STRATEGIC MEASURES

FY 2000 FY 2001 FY 2002
Measure Results Results Results
Retirement claims processing times (days) improve (decrease).
CSRS Annuity Claims 44 54 55
CSRS Survivor Claims 20 24 31
FERS Annuity Claims 185 101 70
More annuitants receive full monthly benefits when they
are first due 8% 9% 8%
The number of claims processed per FTE increases,
while cost per claims decreases. 6213 646.8* 637.6
Customer (annuitant) satisfaction with retirement
service improves. 93% 93% 93%
Percentage of customer calls handled increases, even as
the volume of calls also increases.
# of Calls Handled 1,221,786 1,425,052 1,324,591
% of Calls Handled 88% 93% 95%
Percentage of customer service transactions handled
by self-servicing increases. 34% 34% 3%
Number of customer service transactions processed
per FTE increases, while cost per transaction decreases. 7,302.7 6,345.6 1726.3
More retiring employees receive consistent and accurate
retirement counseling.
% of retirees receiving retirement counseling 68% 88% 4%
% satisfied w/accuracy of counseling 88% 86% 94%

*Revised from data reported in FY 2003 Annual Performance Plan.

STRATEGIC OUTCOME:
Annuitants receive full and accurate monthly annuity payments when they are first due.
FY 2002 Annual Goals related to this outcome:

Retirement and Insurance Goal 3:
FERS retirement claims processing times are reduced to FY 1999 levels and more customer services are

delivered through self-servicing.

Status: Goal Met
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Key FY 2002 Results: OPM moved closer to the outcome of paying full and accurate annuity payments
when they are due as we reduced FERS processing times to less than 70 days and increased the services
delivered through self-servicing systems. To pay annuitants their full benefit when it is first due, claims
processing times across the board (CSRS retirements, FERS retirements, and CSRS survivors) must be sig-
nificantly reduced. The most critical of these in FY 2002 was FERS retirement claims, since the time

needed to process these has been much higher than for other claims.
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Second, we increased the percent of customer service transactions processed through self-servicing systems
to 37 percent. Self-servicing has been our strategy for improving the delivery of ongoing benefit account
maintenance services because it allows annuitants to execute a wide range of the most frequently requested
services for themselves. This makes the delivery of these services both immediate and less costly by elimi-
nating the need for OPM staff to execute these services. Although we fell short of the FY 2002 target level

of 40 percent, we improved this indicator by nearly 10 percent.

Link to Management Challenge: None; there is no management challenge concerning the delivery of retire-
ment program services. However, OPM’s OIG has recognized the significance and risk associated with the

Retirement Systems Modernization Project, which is addressed below.

Retirement and Insurance Goal 5:
Perform acquisition planning and begin implementing the redesigned business processes and supporting

technology for the modernized retirement system.
Status: Goal Met

Key FY 2002 Results: The Retirement Systems Modernization project continued on track during FY 2002
as we performed acquisition planning and began implementing the redesigned business processes and sup-
porting technology for the new system. We adjusted our original 2002 indicators to align the project with
our final resource allocations and build upon progress achieved during FY 2001. As most of the segments

begun in FY 2002 are 18 months in length, work will continue on them in FY 2003.
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Project Milestone

Original FY 2002 Milestone - Overall planning segment
for programwide data is completed

FY 2002 Results

Began overall planning for programwide data capture
and conversion. Programwide data is the repository for
all of the data RSM will use and is called the Retirement
Data Repository (RDR). The RDR will be populated with
personneland payroll information for every Federal
employee and retiree.

Original FY 2002 Milestone - First phase overall planning
segments for customer service and annuitant service and
recordkeeping are completed

Delayed until FY 2003 or 2004.

Original FY 2002 Milestone - Prototyping for paper data
capture and correspondence management are under way

Began the first phase of planning and analysis for the
On-Demand data conversion process. On-Demand converts
into electronic format on an “ad hoc" basis the millions of
hard-copy retirement records at the Retirement Operations
Center to make member historical data available to
agencies in electronic media via the RDR.

Revised milestone - Deploy the data exchange gateway

Began to deploy the data exchange gateway to agencies
throughout Government, enabling them to stop using
paper and obsolete magnetic tape technology to transmit
retirement data to OPM, and reducing the time needed to
deliver to retiring employees their first retirement
payment. The reduction in interim annuity payment
processing times described in RIS Goal 2 resulted from the
implementation of the data exchange gateway.

Revised milestone - Pilot the Coverage Determination
Application

We piloted the Coverage Determination Application
throughout DOD and parts of OPM, and expect to

deploy this tool to all agencies by April 2003. The
Coverage Determination Application will assist agencies in
more accurately identifying the correct retirement plans
for new hires, rehires, transfers, and conversions and
eventually will be the primary tool for recording
program-wide data.

Revised milestone - Complete acquisition planning for a
new programwide RSM Benefits Calculator

Completed planning for the acquisition of the RSM Benefits
Calculator and are now considering an acquisition strategy
for this tool. The RSM Benefits Calculator will be used by
OPM and agency staff to calculate and project member
benefits. Current technology is available only to OPM and
data must be entered manually for computing annuities.
The RSM calculator will draw the data it needs from the
RDR and automatically compute retirement payments.

Original FY 2002 Milestone - FY 2002 activities are
completed within the allocated funding

RSM activities did not exceed the allocated funding for
FY 2002.

Link to Management Challenge: OPM’s Inspector General has identified the RSM project as among the

agency’s top management challenges because it is a very large, long-term information technology project

that will require significant resources and several years to implement. RSM is OPM’s central strategy for

meeting the customer service, business process, and financial management objectives for the delivery of

retirement program services.
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STRATEGIC OUTCOME:

Empl@)ees receive consistent retirement counseling,

Although the RSM Project will ultimately provide the only truly consistent retirement counseling, we con-
tinue to pursue this outcome through the ongoing efforts of our Benefits Officers Resource Center, as
described in the annual goal (RIS Goal 4) below.

FY 2002 Annual Goals related to this outcome:

Retirement and Insurance Goal 4:
More retiring Federal employees receive benefits counseling, and agency benefit officers are provided with

improved information and tools for these services.
Status: Goal Met

Key FY 2002 Results: We continued to increase the amount and variety of information available on the
Benefits Officer Resource Center part of the OPM Web site (http://www.opm.gov/asd). Examples include
a retirement benefits estimator, benefits administration and other letters, pamphlets, guidance, handbooks,
related Web links, mailing list signups, and order forms for obtaining other benefits information. Our
biggest Web effort this year was providing additional information about FERCCA. FERCCA is the
Federal Erroneous Retirement Coverage Corrections Act and addresses the long-term harm to employees
who were inadvertently put in the wrong retirement plan. We implemented the new FERCCA program
to correct retirement coverage errors and began providing information about it to agency Human

Resources Specialists, affected employees, retirees, and the public.

FY 1998 FY1999 FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicator Results  Results Results Target Results
% of HR Specialists satisfied with OPM technical assistance
for preparing employees for retirement 85% 80% 87% 80% 81%

Link to Management Challenge: None; there is no management challenge concerning the OPM’s ongoing
support for agency benefits officers, or the implementation of the Federal Erroneous Retirement Coverage

Corrections Act.

Retirement and Insurance Goal 7:
The trust fund financial systems are in substantial compliance with the Federal Financial Management

Improvement Act and all financially related management challenges are addressed.
Status: Goal Met

Key FY 2002 Results: The most critical indicator regarding compliance with the Federal Financial
Management Improvement Act is that we received our fifth consecutive “unqualified” opinion on the trust
fund financial statements for FY 2002 when the audit report was released by our independent auditors,
KPMG, LLP in early January 2003. A second critical indicator is that our auditors will find no material
weaknesses in internal controls. Finally, we addressed our only reportable condition — also one of our
financially related management challenges — the reconciliation of Health Benefit Program premiums and
enrollments, as we implemented the enrollment reconciliation clearinghouse project, known as “CLER.”
The CLER system will enable us to reconcile plan enrollment data with similar data from agency payroll

offices. To date, the system is reconciling about 92% of the enrollments for most of the FEHBP population.
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FY1998 FY1999 FY 2000 FY 2001 FY 2002 FY 2002

Customer Satisfaction Indicator Results Results Results Results Target Results

% of annuitants who agree they receive their

payments on time 9% 98% 91% 91% 98% 98%
FY 1998 FY1999 FY 2000 FY 2001 FY 2002 FY 2002

Financial Indicators Results Results Results Results Target Results

% of total retirement program overpayments that

are delinquent 29.8% 311% 213%  268%  25.0%  284%

Total retirement program overpayments

collected (SM) $136 $131 $133 S146 137 $156

Number of retirement overpayments referred to

Treasury's Referral & Offset Program 426 249 215 183 275 233

Amount of retirement overpayments referred to

Treasury's Referral & Offset Program (SM) $32 $19 1.6 S17 $21 $1.3

Administrative cost per annuitant $4094  $4447  $4500 S4443  $4500  $51.07

Erroneous payment rate for retirement programs NA 0.19% 023% 020% 020%  0.21%

Link to Management Challenge: The CLER system directly addresses the management challenge regarding
the reconciliation of health plan enrollment data with the premium payments made by OPM to participat-

ing carriers in the FEHB Program.

OBJECTIVE 3)

Federal employees, annuitants and their families can choose from among quality and fiscally

responsible carriers to address their specific insurance needs.

The Federal insurance programs administered by OPM are among the most important employee benefits
offered by the Federal government as an employer. In particular, the Federal Employees Health Benefits
Program is an area of great emphasis for OPM and is the subject of three of the Management Challenges
identified by OPM’s Inspector General. While our FY 2002 Annual Performance Plan described but one
goal to ensure that Federal employees, annuitants and their families can choose from among quality and
fiscally responsible carriers to address their specific insurance needs, our long-established family of per-

formance measures address all of the outcomes we expect to achieve.
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KEY STRATEGIC MEASURES

FY 2000 FY 2001 FY 2002

Measure Results Results Results
Customer (enrollee) satisfaction with health plan performance
positively reflects industry trends.

% of enrollees satisfied with their HMO Plan 59% 62% 63%

% of enrollees satisfied with their FFS Plan 75% % 9%
The percentage of enrollees covered by a quality health plan
increases. 90% 82% 89%
Life insurance claims processing time (days)
improves (decreases). 10.2 5.7 6.0
Life insurance payment accuracy is maintained 99.5% 99.5% 99.9%

STRATEGIC OUTCOME:

Health plans are accountable for the quality of services to program customers.
FY 2002 Annual Godls related to this outcome:

None. While there were no FY 2002 goals focused specifically on this outcome, OPM pursued initiatives to
improve patient safety within the Federal Employees Health Benefits Program, which should improve the
quality of care offered by these plans. For instance, we continued our collaboration with health plans
regarding patient safety. The “Five Steps to Patient Safety” have been widely adopted both in and out of
Government, and are available in both English and Spanish. Some carriers already have adopted safety
initiatives such as automated entry systems for prescription drugs, referring patients to recognized Centers
of Excellence, and appropriate staffing for Intensive Care Units as recommended by the Leapfrog Group.
We are encouraging other carriers to adopt these measures as well and have requested carriers to annotate

provider directories accordingly.

Link to Management Challenge: OPM efforts to improve patient safety in the Health Benefits Program rep-
resents a part of the agency’s response to the management challenge regarding the overall performance of

the program.

STRATEGIC OUTCOME:

Improved quality of health care experienced by insurance program customers.
FY 2002 Annual Goals related to this outcome:

Retirement and Insurance Goal 6:
Insurance programs customers can make informed decisions about their health care, and they are provided

with quality insurance products and services.

Status: Goal Met
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Key FY 2002 Results: OPM efforts to strengthen health plan accountability in the Health Benefits Program
and inform program customers of health plan performance have increased the percent of customers
enrolled in quality plans. Thus, the quality health care experienced by these individuals and their families —
a population of nearly nine million people — has improved. To accomplish this, OPM has promoted accredi-
tation among plans and used the Consumer Assessment of Health Plan Surveys to evaluate plan perform-
ance among plans that are not yet accredited. These efforts are beginning to show results as the percent of
Health Benefits Program customers enrolled in these quality plans has risen toward the 90 percent level. In

addition, 87% of plans are considered highly rated, or are accredited.

Link to Management Challenge: OPM efforts to strengthen health plan accountability in the Health Benefits
Program represents a part of the agency’s response to the management challenge regarding the overall per-

formance of the program.

STRATEGIC OUTCOME:

The incidence of fraud in the FEHBP is measured and reported accurately.
FY 2002 Annual Goals related to this outcome:

None. No FY 2002 goals focus specifically on this outcome. However, addressing the incidence of fraud in
the employee benefit programs has long been a priority at OPM, and performance indicators regarding the
rate of erroneous payments were included in our FY 2002 performance plan for both the health benefits and

the life insurance programs. Initiatives to improve these indicators are a part of our ongoing business process.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002

Financial Indicators Results  Results Results Target Results
HB Program erroneous payments rate 049%  036% 099%  040%  0.42%
LI Program erroneous payments rate 0.01% 0.01% 0.01% 0.01%  0.02%

Link to Management Challenge: Tracking the erroneous payments rate of the HB Program and using this
information to support the reduction of these errors is an example of OPM’s effort to address the manage-

ment challenge concerning the oversight of the FEHB Program.
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STRATEGIC OUTCOME:

Life insurance payments are timely and accurate. FY 2002 Annual Goals related to this outcome:

No FY 2002 annual goals focused specifically on this outcome. However, performance indicators regarding

the timeliness and accuracy of life insurance payments were included in the FY 2002 performance plan.

FY 1999 FY 2000 FY 2001 FY 2002 FY 2002

Business Process Indicators Results Results Results Target Results
Life insurance claims processing time (calendar days) n3 10.2 5.7 10.0 6.0

Life insurance claims processing accuracy (% of claims paid) 9958%  995%  995%  955% 99.7%

Life insurance claims processing accuracy (% of dollars paid) 998%  998%  97%  957% 99.9%

*Based on preliminary data

Link to Management Challenge: None; there are no management challenges concerning the timeliness and

accuracy of benefits paid by the Federal Employees Life Insurance Program.

CORPORATE MANAGEMENT GOALS
CREATE AN ENVIRONMENT AT OPM THAT FOSTERS THE DELIVERY OF SERVICES TO OUR
CUSTOMERS AND EMPLOYEES THOUGH EFFECTIVE COMMUNICATION AND MANAGEMENT OF

HUMAN CAPITAL, TECHNOLOGY, FINANCIAL RESOURCES, AND BUSINESS PROCESSES.

Human Resources & EEO Goal 1:
OPM manages its workforce strategically and aligns its human resources in a manner that best supports
accomplishment of the agency’s strategic goals and furthers the President’s HR management improve-

ments objectives.
Status: Goal Met

Key FY 2002 Results: Overall, we achieved this goal as indicated by the following major accomplishments:

B The Director approved an agency restructuring plan that fundamentally restructures agency pro-
grams and aligns our human capital resources to better serve customers, supports the President’s

Management Agenda, and supports accomplishment of OPM strategic goals.

B We developed a detailed Human Capital Management Improvement plan that contains specific
strategies, action items and performance measures that will enable us to enhance the overall man-

agement of our human resources, and we have been successful in implementing this plan.

B OPM'’s Strategic Plan was rewritten in September 2002 to reflect Director Kay Coles James’s
vision for the agency. The new Plan acknowledges the critical importance of each element of the
President’s Management Agenda, including the strategic management of human capital, and also

emphasizes the important role that the OPM workforce plays in achieving OPM’s mission.

B Thirty-five employees were selected to participate in the FY 2001 leadership development pro-
gram. Of the 35, 11, or 31%, were promoted to positions of greater responsibility. Sixty-four
employees were selected to participate in the FY 2002 leadership development program, a 54%
increase over FY 2001. Of the 64, 15, or 23%, of the graduates have been promoted to positions of
greater responsibility already. Complete data for FY 2002 graduates (one program does not end
until August 2003) will be included in the FY 2003 annual performance report.
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Link to Management Challenge: Although the management challenge regarding Human Resources
Management is more externally focused, this goal and our accomplishments regarding aligning human
resources management with OPM’s mission and strategic goals demonstrate that OPM recognizes that

addressing our internal human capital issues must be a part of our overarching response to this challenge.

Human Resources & EEO Goal 2:
Recruitment and staffing strategies are based on workforce planning information and facilitate the hiring

of a diverse, capable and flexible workforce.
Status: Goal Met

Key FY 2002 Results: We accomplished this goal because we improved our recruitment and staffing opera-
tions by reducing the time it takes to issue candidate referrals and by attracting high-quality and diverse
candidates to facilitate management’s ability to have the right numbers and quality of employees to accom-

plish our mission.

FY 1998 FY1999 FY 2000 FY 2001 FY 2002

Workforce Diversity Indicators Results  Results Results Results Results
Hispanic 290%  330% 370%  390% 4.0%
Asian/Pacific Islander 1.25% 122%  152%  2.00% 2.2%
American Indian/Alaska Native 0.33% 043% 054%  0.60% 1.0%
FY1998 FY 1999 FY 2000 FY 2001 FY 2002
Hiring Cycle Time Indicator Results Results Results Results Results
Time to issue a certificate of eligibles N/A 58 days* 53 days* 29days 29 days

* Previously reported data for FY 1999 and FY 2000 used a different set of parameters for the cycle time, and could not be recreated to match
the better defined cycle period for FY 2001 and FY 2002. FY 2001 will be used as a new baseline to measure future improvement.

Link to Management Challenge: Although the management challenge regarding Human Resources
Management is more externally focused, this goal and our accomplishments regarding workforce planning
and diversity demonstrate that OPM recognizes that addressing our internal human capital issues must be

a part of our overarching response to this challenge.

Human Resources & EEO Goal 3:
Innovative employee education and training programs and practices cultivate a workforce that is flexible,

optimally trained, and capable of adapting to changing technology.
Status: Goal Not Met

Key FY 2002 Results: We continued to focus on workforce development initiatives to create a highly skilled
and resilient workforce. We administered a variety of leadership development programs to support our
succession planning efforts; we inaugurated a pilot Virtual University that provides OPM employee partic-
ipants with on-demand access to more than 1,800 online courses; and we expanded the services of our
Career Resources Center. Despite these actions, employee survey data indicated a decrease in employees’
perception of their access to training and developmental opportunities. This finding will require careful
tracking in future surveys. The critical indicator for this goal is the degree to which the agency accom-

plishes its strategic goals.
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FY 2000 FY 2001 FY 2002
Business Process Indicator RN Results RENT]
% of OPM annual performance goals met 88% 92% 3%
FY 2000 FY 2001 FY 2002
Customer Satisfaction Indicator Results Results Results
% of employees indicating they believe they have access to
training and developmental opportunities 60% 5% 63%

Link to Management Challenge: Although the management challenge regarding Human Resources
Management is more externally focused, this goal and our accomplishments regarding employee develop-
ment demonstrate that OPM recognizes that addressing our internal human capital issues must be a part

of our overarching response to this challenge.

Human Resources & EEO Goal 4:

OPM’s work environment attracts, retains and satisfies employees and managers.
Status: Goal Not Met

Key FY 2002 Results: Despite the individual success of various initiatives and activities during the fiscal
year, overall levels of employee satisfaction in key dimensions declined in FY 2002, according to survey
data. This is a normal by-product of restructuring efforts such as OPM’s. In FY 2002, the percent of
employees completing exit surveys and citing family and work/life issues as their reason for leaving rose
from 4 percent to 12 percent. While this reflects a modest increase, we continue to experience a very low

rate of employees who leave the agency due to family and work/life issues.

FY 2000 FY 2002
Employee Satisfaction Indicators Results Results
% of employees indicating that they felt valued % 60%
% of employees indicating that OPM's work environment, policies and
family-friendly programs support their work/life responsibilities 6% 65%
% of employees who felt they had access to the training and developmental
opportunities needed to do their jobs 5% 63%
% of employees who reported they were satisfied with their job overall 8% 67%
% of managers and supervisors indicating that they are satisfied with
OPM's family-friendly policies and the advisory and consultative services
provided by the Office of Human Resources and Equal Employment Opportunity.  82% 60%
FY 2001 FY 2002
Exit Interview Indicators Results Results
% of employees leaving OPM due to family and work/life problems 4% 12%

Link to Management Challenge: Although the management challenge regarding Human Resources
Management is more externally focused, this goal and our accomplishments regarding recruiting and
retaining the talent of OPM’s workforce demonstrate that our internal human capital issues are a part of

our overarching response to this challenge.
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Human Resources & EEO Goal 5:
OHREEO uses the best available technology for personnel data processing and recordkeeping to provide

fast, accurate and efficient human resources services.
Status: Goal Met

Key FY 2002 Results: Overall, we were successful in accomplishing this goal. We successfully completed a
major conversion to a Web-based personnel data system — the backbone of our transaction processing and
data-keeping operations. This scamless migration was accomplished without any delays or major process-
ing errors, and was transparent to our clients. We also met or exceeded high Governmentwide standards
of accuracy and timeliness. Finally, streamlined services and automated systems were in place, as our
Delegated Examining Unit enabled us to issue 210 competitive certificates, rather than purchase these

services from an outside source, resulting in savings of approximately $210,000.

Link to Management Challenge: None; there are no management challenges that pertain to OPM’s personnel

processing and recordkeeping systems.

Human Resources & EEO Goal 6:

OPM’s work environment promotes and values diversity, and is free from unlawful discrimination.
Status: Goal Met

Key FY 2002 Results: We were successful in accomplishing this goal as indicated by a significant reduction

in EEO complaint activity and improvements in the overall diversity of our workforce.

FY1999 FY 2000 FY 2001 FY 2002

Business Process Indicators Results  Results Results  Results
Representation of women in OPM workforce* 63.0% 63.2% 63.1% N/A
Overall minority representation in OPM workforce* 349% 35.2% 36.7% N/A
# of internal grievances and EEO complaints (OPM employees) 16 21 25 13
# of external grievances and EEO complaints (non-OPM employees) 15 12 10 6

*Based on OPM's most recent (FY 2001) AEP accomplishment report. The data for the FY 2002 AEP report was not available when this report was
prepared.

Link to Management Challenge: Although the management challenge regarding Human Resources
Management is more externally focused, this goal and our accomplishments regarding workforce diversity
demonstrate that OPM recognizes that addressing our internal human capital issues must be a part of our

overarching response to this challenge.

Contracting and Administrative Services Goal 1:

Agency space planning supports program office strategic plans.

Status: Goal Met
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Key FY 2002 Results: To ensure the continued alignment of the agency’s office space management program
with OPM’s strategic plan during FY 2002, we completed a review of the FY 2001 space plan in light of
the agency’s restructuring plans. Our review identified $1.5M in multi-year funds, which we have set
aside to fund anticipated office renovations pertinent to restructuring and have reallocated $1,000,000 of
FY 2002 funds to cover expenses related to heightened security following the September 11, 2001 terrorist
attacks and changes to the agency’s emergency preparedness programs. The bulk of this $1,000,000 was
used to establish an around-the-clock watch center in OPM’s headquarters — the Theodore Roosevelt

Office Building.

In addition, we continued to ensure that program office rent charges were linked to program strategic
plans, are accurate and are equitably distributed among programs. Our ongoing review of the monthly
rent bill and ongoing negotiations with the General Services Administration identified more than $700K

in annual savings in FY 2002.

Link to Management Challenge: None; there are no management challenges that pertain to OPM’s space

management services.

Contracting and Administrative Services Goal 2:

Provide quality procurement services to OPM’s program offices.
Status: Goal Met

Key FY 2002 Results: We continued to generate savings in procurement costs as a result of increased pur-
chase card use, as shown in the table below. In addition, 79.9 percent of all service contracts awarded con-

tained performance-based service contract principles.

FY1999 FY 2000 FY 2001 FY 2002

Business Process Indicators Results  Results Results  Results
Purchase card transactions 15,699 19,229 35,507 49,7198
Administrative savings* $1103,458  $1.269114  $2,413766  $3,486,156

*Administrative savings are calculated using the 1993 Procurement Executives Association’s study group’s estimate of $66 saved per purchase card
transaction in FY 2000 escalated by 3 percent for FY 2001 and FY 2002, which equates to a savings of $70 saved per purchase card transaction.

Link to Management Challenge: None; there are no management challenges that pertain to OPM’s
procurement services.
Contracting and Administrative Services Goal 3:

Improve mail management services to reduce postage and shipping costs.

Status: Goal Met
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Key FY 2002 Results: We continued to improve our internal mail service by decreasing number of pieces of

mail not sorted by ZIP + 4, while increasing the number of pieces of mail eligible for pre-sort discounts.

FY1998 FY1999 FY 2000 FY 2001 FY 2002

Business Process Indicators Results  Results Results Results Results

Pieces of mail processed total N/A N/A N/A 3618827 3769914
% without ZIP + 4 N/A N/A N/A 63% 43%
Mail eligible for pre-sort discounts % 15% 18% 31% 51%
Total pre-sort discount savings S22.214  $36,414  $43190 $68,833  $76,585*
Rental postal boxes 40 19 16 13 9
Total cost of rented boxes $17900  $8766  $6944  $9160  $6,828**

*Postal rate increases in excess of nine percent were put into place for the last quarter of FY 2002. Although our total number of pieces eligible
for discount increased during the fiscal year, the postal rate increase decreased our total savings for the fiscal year.

**Although the number of rental postal boxes has decreased, the total cost appears skewed due to a significant price increase (35% on average)
per box by USPS in FY 2001.

Link to Management Challenge: None; there are no management challenges that pertain to OPM’s mail man-

agement services.

Contracting and Administrative Services Goal 4:

Local voice telecommunications services are improved.
Status: Goal Met

Key FY 2002 Results: During FY 2002, we increased the number of employees with automated local voice
services by installing a new voicemail system for an element of OPM’s Retirement Information Service.
This provided voicemail service to approximately 65 employees who previously did not have this service.
We also upgraded the agency’s Visual Messenger service to provide an interface between an employee’s
voicemail and desktop PC, making the receipt, retrieval and management of faxes and voicemail more
convenient and intuitive for approximately 250 additional employees. Finally, we reduced costs and num-

ber of lines by conducting annual phone line inventories and correcting billing errors.

FY1999 FY 2000 FY2001 FY 2002

Business Process Indicators Results  Results Results  Results
Telephone lines eliminated 85 130 432 317
Savings $15000  $20,000  $101,800  $85918

Link to Management Challenge: None; there are no management challenges that pertain to OPM’s voice and

telecommunications services.

Contracting and Administrative Services Goal 5:
Facilities systems and customer services are improved to increase employee productivity, satisfaction

and awareness.

Status: Goal Met
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Key FY 2002 Results: During FY 2002, we worked in tandem with other Federal and local security agencies
as a part of the Federal Government’s coordinated response to the 9/11 attacks. Our overriding strategy in
these efforts was to first provide for the safety of OPM employees. We made significant improvements to
our Occupant Emergency Plan, which included distributing to all employees and contractors a pamphlet
summarizing the plan and describing their responsibilities during an evacuation. Other improvements to
our Emergency Evacuation Plan ensured that we more accurately account for each employee and contrac-

tor following an evacuation.

To improve our Personnel Security Program, we implemented an electronic fingerprint scanning system
that significantly increased the timeliness and quality of personnel security investigations on OPM employ-
ees. We completed an agencywide review of all employees to determine whether basic investigative require-

ments had been met and conducted additional investigative work when this review revealed the need for it.

Finally, we upgraded our physical security program by implementing heightened security standards that
include employee, contractor and visitor access procedures, and inspection of all packages brought into the
TRB. We upgraded the building Access System software to include better tools for database management
and the use of proximity card readers and reissued all employee photo-identification cards and credentials.
During FY 2003, we will install a new digital storage and retrieval system for the agency’s closed circuit
TV cameras that will allow our security staff to better manage the pictures being recorded inside and out-

side our main office building.

Link to Management Challenge: None; there are no management challenges that pertain to the maintenance
of OPM’s personnel and facility security plans.

Contracting and Administrative Services Goal 6:
Administration and OPM policy objectives are fulfilled.

Status: Goal Met

Key FY 2002 Results: We ensured that OPM administrative policies are aligned with the Administration’s,
particularly as they relate to the Administration’s response to the 9/11 attacks. For instance, we began an
intensive review of OPM’s Continuity of Operations and Business Continuity and Contingency plans by
contracting with a private firm to work with all agency components to reorganize and update their respec-
tive contingency plans. We also built and activated two Continuity of Operations Watch centers and one
new agency relocation site. Together, these sites substantially improve OPM’s readiness and response capa-

bilities in emergencies.

Also, OPM complied with Administration objectives under the President’s Management Agenda for
competitive sourcing as we identified two activities, representing 202 FTE, for A-76 competitions during
FY 2003. The 202 FTE well exceeded OMB’s 10 percent target goal for A-76 competitions (164 FTE) for
FY 2003. We complied with the FAIR (Federal Activities Inventory Report) Act as our inventory of com-
mercial activities was submitted to OMB on June 28, 2002. In addition, we completed competitive sourcing
competitions involving four activities representing 86 FTE, thereby meeting our 5 percent target regard-
ing A-76 competitions for FY 2002.

Link to Management Challenge: None; there are no management challenges that pertain to OPM’s

Continuity of Operations planning and implementation.
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Chief Information Officer Goal 1:
I'T operational support and services, which are provided in an efficient and effective manner, meet cus-

tomer requirements and facilitate program offices” achieving strategic goals.
Status: Goal Met

Key FY 2002 Results: We met this goal as, during FY 2002, we built upon the FY 2001 realignment of agen-

cywide IT support that consolidated most services in OCIO to enhance customer support.

One of the key improvements in FY 2002 was in Help Desk responsiveness where we enhanced skill levels
and resources among call center staff so that 68 percent of Tier I calls were resolved in an average of under
8 minutes and higher priority Tier II problems were resolved in an average of 2.5 hours. We also began
more formal tracking and analysis of Help Desk requests, identifying source, type of request, and time to
close for the more than 13,000 calls received. This will provide a base line of performance information for

future years.

We continued to improve the agency wide IT infrastructure by deploying more than 1,000 new computer
systems throughout the agency and updating more than 2,000 systems so that virtually every OPM
employee and on-site contractor is using a desktop system that meets agencywide standards. We also began
consolidating OPM’s various PC networks into a single integrated system, which will significantly

improve network operations.

Link to Management Challenge: Other than the Retirement Systems Modernization Project, which is
addressed elsewhere in this report, OPM has no management challenges concerning its information tech-

nology resources.

Chief Information Officer Goal 2:

Our mission-critical systems, infrastructure and information are protected by a robust I'T security system.
Status: Goal Met

Key FY 2002 Results: We have ensured that OPM’s IT resources are fully protected against loss or compro-
mise. During the fiscal year, we updated our Computer Security Policy and disseminated a computer secu-
rity Program Guide to OPM’s executive staff. We continued to enhance our computer security plans for
our two major I'T infrastructure systems and finalized the certification and accreditation of these two sys-
tems on schedule. As a result of our active computer security program, our infrastructure and information

suffered no intrusions or losses during FY 2002.

Also, in our GISRA Plans of Actions and Milestones reports, we have addressed audit recommendations
to strengthen our security program. None of the audit findings constituted material weaknesses. In addi-
tion, we have an ongoing security scanning and intrusion detection program to identify any technical vul-

nerabilities to our network, and we apply the software patches necessary to fix identified vulnerabilities.

Finally, we enhanced our disaster recovery capability by adding the capability to restore our new financial
management system. Our disaster recovery capability has been in place for several years and provides for
full, off-site recovery for all mainframe/enterprise server based mission-critical systems, and is tested annu-
ally. During FY 2003, we expect to implement a recovery plan for our key local area network and client

server based applications, which will include a mirroring capability for these critical systems.
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Link to Management Challenge: Other than the Retirement Systems Modernization Project, which is
addressed elsewhere in this report, OPM has no management challenges concerning its information

technology resources.

Chief Information Officer Goal 3:
Continuing improvements to our [T capital planning, control and development process are implemented
to assure optimal decisions on technology investments and the efficient and effective design and operation

of the I'T systems that achieve our strategic goals.
Status: Goal Met

Key FY 2002 Results: We continued revising our I'T capital planning and investment control processes to
ensure that OPM’s I'T investments produce the intended results. We also continued to realign most I'T
support services into OPM’s Office of the Chief Information Officer, and thereby have been able to pro-

vide improved technical review and oversight of most major I'T projects at all stages of their life cycle.

During FY 2002, all of OPM’s major IT initiatives and project proposals were determined to be in compli-
ance with our Enterprise Architecture and other I'T requirements, e.g., security and accessibility. These
initiatives include the Retirement System Modernization Project and OPM’s five e-Gov initiatives. In
addition, because our Network Management Center provides agencywide management of our local and
wide area network infrastructures, we are able to ensure that all hardware or software on our network
conforms to our standards and that client server based applications conform to OPM’s Technical Reference

Model in our Enterprise Architecture.

To ensure that all I'T projects follow a rigorous methodology, we have developed and implemented an
agencywide methodology, the I'T System Manager. Thus, OPM’s major I'T projects, e.g., the Retirement
Systems Modernization, will either follow rigorous project management and development methodologies
that are mandated as part of their contracts or they will use the I'T System Manager. All of OPM’s major

IT projects currently remain on schedule and within budget.

The IT System Manager also supports and provides the foundation for meeting the standards of the
Software Engineering Institute’s Capability Maturity Model (CMM). In addition, we strengthened our
overall quality assurance function by providing additional staff for that activity, and we soon will procure

an agencywide automated configuration management system, which is a key component of the CMM.

Link to Management Challenge: Other than the Retirement Systems Modernization Project, which is
addressed elsewhere in this report, OPM has no management challenges concerning its information

technology resources.

Chief Information Officer Goal 4:
A sound and integrated agencywide I'T architecture provides a standards-based, interoperable and secure

technology environment that meets OPM staff needs.
Status: Goal Met

Key FY 2002 Results: We continued to meet this goal as we maintained OPM’s Enterprise IT Architecture,

which includes a standards-based Technical Reference Model. We also began a comprehensive update to
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our Enterprise Architecture and ensured full compliance with OMB guidance and the Federal Enterprise
Architecture Framework. All OPM IT acquisitions and implementations comply with our Enterprise
Architecture, which is focused on ensuring interoperability and security of our I'T infrastructure while
meeting the technology support needs of our customers. Our Network Management Center manages the
agencywide local and wide area network infrastructure, including the connection of all I'T devices to the
network and the installation of software on those devices. We also manage the mainframe/enterprise
server I'T infrastructure and the agencywide technology refreshment program. This centralized approach
to managing OPM’s I'T infrastructure ensures that only Architecture-compliant hardware and software

are procured and added to our environment.

Link to Management Challenge: Other than the Retirement Systems Modernization Project, which is
addressed elsewhere in this report, OPM has no management challenges concerning its information

technology resources.

Chief Information Officer Goal 5:
An information resources management program is in place that meets the requirements of the Paperwork

Reduction, Freedom of Information and Privacy Acts, and ensures that OPM’s critical records are safeguarded.
Status: Goal Met

Key FY 2002 Results: Our information resources management program continues to meet the essential legal
and regulatory requirements. To help improve the program, we hired an experienced team leader and
focused on training existing staff. Few problems were identified during internal and external evaluations
and those that were identified were not material weaknesses and were rectified promptly. During the year,
our Inspector General conducted an agencywide review of the handling of Social Security Number data
and, while this review identified several areas for improvement in records management, no material

weaknesses were identified.

Link to Management Challenge: Other than the Retirement Systems Modernization Project, which is
addressed elsewhere in this report, OPM has no management challenges concerning its information tech-

nology resources.

Chief Financial Officer Goal 1:

Prepare financial statements by the statutory due date and earn an unqualified audit opinion on the OPM

financial statements.
Status: Goal Met

Key FY 2002 Results: OPM received an unqualified opinion on its FY 2002 consolidated financial state-
ments. This was the 2nd year in a row that we received a clean opinion. In addition, we have no material
weaknesses outstanding. In accordance with the provisions of the Federal Managers’ Financial Integrity
Act of 1982 (FMFIA), we assessed the adequacy of our management controls in FY 2002. Finally, we

improved our internal accounting processes as shown below.

OPM Fiscal Year 2002 Performance and Accountability Report
92



ANNUAL PERFORMANCE GOALS AND RESULTS

FY1998 FY1999 FY 2000 FY 2001 FY 2002 FY 2002

Business Process Indicators Results Results Results Results Target Results
Timeliness of payments 90% 91% 94% 91% 98% 99%
Accounts receivable delinquency (% of debt over

181 days, versus total debt) 38% 1% 22% 6% 6% 24%
Identify and research cash accounts differences

with Treasury 90 days 30days 30days 30days 30days 30 days

*Results revised from previous reports.

Link to Management Challenge: This goal relates to the management challenge concerning the Revolving Fund
and Salaries and Expenses accounts since the specific areas of OIG concern — the reconciliation of fund bal-
ances with Treasury and Disbursements in Transit Accounts and Data Reconciliation and Control — could

be impediments for producing timely and accurate financial statements at the close of each fiscal year.

Chief Financial Officer Goal 2:

Modernize OPM’s administrative financial management systems.
Status: Goal Met

Key FY 2002 Results: During FY 2002, we modernized our administrative financial management functions
as we launched a new core financial management system that supports all of OPM’s major financial man-
agement and budget accounts including, the Revolving Fund programs, Salaries and Expenses Account
and Inspector General Accounts. The system includes modules for funds management, accounts receiv-
able, purchasing accounts payable, project cost accounting, automated disbursements, procurement, gen-

eral ledger functions, and external reporting.

Also in 2001, we implemented a single-entry on-line time and labor distribution system. In addition, to
provide program managers with accurate, useful and timely information, we developed a data warehouse
that uses data from our various financial management systems. Finally, in April 2002, we implemented a
Web-based paper-free travel and miscellaneous reimbursement system with built-in edits to ensure correct

input and proper authorization.

Link to Management Challenge: Our accomplishments under this goal directly address the management chal-

lenge concerning the financial accounting for OPM’s Revolving Fund and Salaries and Expenses accounts.

Chief Financial Officer Goal 3:
Financial management support and reporting is provided to ensure that OPM’s core functions can meet

their goals and objectives.
Status: Goal Met

Key FY 2002 Results: The implementation of our new financial management systems has better enabled
OPM to provide financial management support to its program offices and track budgetary resources to
performance goals. As required, we issued our FY 2001 Performance and Accountability Report to OMB
and Congress in March 2002. For FY 2003, OPM issued a combined Annual Performance Plan and
Congressional Budget Justification in February 2002. This document aligned annual and strategic goals

and specified the resources required for each goal by fund source.
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Also, during FY 2002 we revised our Strategic Plan; one year earlier than required by the Government
Performance and Results Act. Our new Strategic Plan covers FY 2002 through FY 2007, reflects the
agency’s new priorities and restructuring, and explains how OPM is carrying out the President’s
Management Agenda, particularly in the area of human capital. In September 2002, OPM submitted its
FY 2004 budget request to OMB, including the initial annual performance plan. The budget request and

annual plan are tied to OPM’s new strategic plan and restructuring.

Link to Management Challenge: Our accomplishments under this goal directly address the management
challenges concerning the implementation of the GPRA and the financial accounting for OPM’s

Revolving Fund and Salaries and Expenses accounts.

Chief Financial Officer Goal 4:

Improve OPM’s implementation of the Government Performance and Results Act.
Status: Goal Not Met

Key FY 2002 Results: Because we redirected resources to meet the challenges of developing a legislative pro-
posal for the Department of Homeland Security, the President’s Management Agenda, our revised
Strategic Plan, and the restructuring of the agency, we were not able to implement the improvements we
had planned for our GRPA processes. However, we documented and strengthened controls over perform-
ance data for the retirement and insurance programs and workforce compensation and performance pro-
grams. In addition, we established agencywide certification of performance data regarding the submission
of performance data from all programs. We completed all required GRPA-related documents and reports
within the timeframes required by the Results Act. Evaluations of our FY 2001 Performance and
Accountability Report were not favorable or not improved over prior years. However, our restructuring
plans, approved by the Director at the end of FY 2002, include establishing a formal strategic planning and
performance measurement and reporting function within the Office of the Chief Financial Officer so that

appropriate resources will be focused on implementing the GRPA in the future.

Link to Management Challenge: The improvements we made regarding the controls over performance data
address the management challenge of Implementing GPRA.

Inspector General Goal 1:

Provide independent oversight of agency programs, operations, functions and activities.
Status: Goal Met

Key FY 2002 Results: OPM’s Inspector General continued to provide independent oversight of the agency’s
programs, operations and activities during FY 2002. While we did not meet target levels for some business
process indicators, this does not signal a decline in audit and oversight activity. It is difficult to predict the
exact number of audits that will be completed in a given fiscal year since auditing priorities often change
throughout the year. In addition, target levels often assume staffing levels that may not be maintained due

to attrition.

However, the actual questioned costs per audit are very close to the original target that we set. The

FEHBP audit recovery rate is lower than both our original target and previous year’s experience as a result
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of a settlement agreement between a large health carrier participating in the FEHBP, the Department of
Justice, and OPM. The impact of the settlement is that approximately $56.3 million of questioned costs

will not be recovered. This type of settlement is unusual and it significantly affects the recovery rate per-
centage. The financial indicators exceeded predicted target levels and show that OIG activities are finan-

cially beneficial to the agency, the Federal Government, and the taxpayer.

FY 1999 FY 2000  FY 2001 FY 2002 FY 2002

Business Process Indicators Results Results Results Target RENT
Insurance audit reports questioned costs 54 68 65 65 58
$51.9m $150.7m $145m $145m S$129M
CFC audit reports 4 8 15 15 6
Performance audit reports N/A N/A 8 8 1
FEHBP audit recovery rate 4% 2% 85% 70%-75% 58%
FEHB audit cycle 5.4 years 45vyears  4.0years 4.0 years 4.0 years
Averaae FEHB unaudited vears 5.5 vears 54 vears  52vears 5]vears 5.1 vears
Carriers not audited w/in 5 yr retention period 197 153 145 135 135
FY 1999 FY 2000 FY 2001  FY 2002 FY 2002
Financial Indicators Results RENT] Results Target RENT
Positive financial impact (recoveries + costs
disallowed by OPM program offices) $51.9m $105.2m  $2421m $100m Sti6m
Return on investment (positive financial impact
per direct 0IG program $ spent) $6 NI $25 $10 S12

(Critical indicators)

Link to Management Challenge: The Inspector General’s activities to provide independent oversight of the
FEHB Program reflects the management challenge “Oversight of the Federal Employees Health Benefits

Program,” and recognizes the significant OIG resources required to fully resolve this issue.

Inspector General Goal 2:

Assist and work with our customers and stakeholders in a spirit of cooperation.
Status: Goal Not Met

Key FY 2002 Results: This goal is being dropped from future performance plans since it represents a busi-
ness strategy, and not a program outcome. Nonetheless, OPM’s IG continues to place great emphasis on
working with OPM program offices to resolve problems that it identifies, while maintaining a high level
of independence necessary to objectively carry out its mission. Key to this philosophy is the QIT approach,
in which OIG staff work together with OPM program staff to develop solutions to issues for the benefit of

the agency.
FY 1999 FY 2000 FY 2001  FY 2002 FY 2002
Performance Indicators Results Results Results Target Results
Issues addressed and/or resolved by Quality
Improvement Teams 9 10 1 Asneeded 3
0IG joint investigations or multi-agency task forces 147 147 120 120 163

(Critical indicators)
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Link to Management Challenge: As a general business strategy for the OIG, maintaining a spirit of coopera-
tion through Quality Improvement Teams supports all of the financially related management challenges,
including the Revolving Fund and Salaries and Expenses accounts, implementing GPRA, and financial

oversight of the FEHB Program.

Inspector General Goal 3:
Fraud against OPM programs is detected and prevented.

Status: Goal Met

Key FY 2002 Results: We used the Common Rule Debarment Authority during FY 2002 to strengthen the
prevention and detection of fraud in the Federal Employees Health Benefits Program. We are currently
very close to implementing Public Law 105-266, the Federal Employees Health Care Protection Act of
1998. Under this statute, the OIG will issue sanctions, including suspensions, debarment, and financial
assessments of health care providers for violations committed against the health benefits program (work-
load indicators in FY 2003 will be mandatory debarments and permissive debarments in the table below).
The cases retained for investigation are lower than originally projected due to attrition that has occurred

among our fraud investigations staff.

FY 1999 FY 2000 FY 2001  FY 2002 FY 2002

Performance Indicators Results Results RENTES Target Results
Cases retained for investigation 634 650 570 570 247
Investigative referrals received 1,882 1514 1,600 1,600 1441
Arrests 17 14* 21 13* 16
Indictments 13 14* 28 14* 17
Convictions 14 14* 22 r* 24
Referrals to DOJ 40 50 50 50 62
Common rule debarments 2,743 2,706 4,032 0 3,380
Mandatory debarments (statutory) N/A 0 0 4,000 NA
Permissive debarments N/A N/A 0 100 NA
Debarment inquiries 1,101 1,725 2,19 2,800* 3,827

(Critical indicators) *These data have been recalculated since being reported in the FY 2001 Performance and Accountability Report or the
FY 2003 Annual Performance Plan.

Link to Management Challenge: The Inspector General’s activities to detect and prevent fraud and abuse in
OPM’s programs are in line with challenge of maintaining financial oversight of the FEHB Program.

COMPLETENESS AND RELIABILITY OF PERFORMANCE DATA

The completeness and reliability of performance information used by OPM in its Performance and
Accountability Reports, and Annual Performance Plans improved during FY 2002. We strengthened con-
trols over the collection of performance data in two program offices and the preparation of program office
submissions for the Performance and Accountability Report. These strengthened controls include docu-
mented data collection procedures and quality standards for performance information reported by the
Retirement and Insurance Programs, and documented data collection procedures for the Workforce

Compensation and Performance programs. To improve controls over program office submissions for our
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Performance and Accountability Reports, we began implementing certifications to the Director by pro-
gram managers and executives concerning the accuracy and reliability of performance data provided for

their specific organization.

Based on a review of the performance information used in this Report by OPM’s Office of the Inspector
General, we recognize that we need to improve the policies and procedures for obtaining and compiling
performance data. Policies and procedures are an important internal control element in assuring the relia-
bility 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. While we have
accepted all of the Inspector General’s recommendations regarding performance information, we note that
these issues do not represent pervasive or significant weaknesses in the quality of the data throughout the
agency. In fact, most of the performance information used in this report is reliable and accurate. The
wealth of performance data reported for the retirement and insurance programs is highly reliable and
accurate. The customer feedback we collect through our Web sites, during conferences, and from our pro-

gram specific surveys is also very reliable and accurate.

To further improve the quality of our performance information as suggested by our Inspector General, we
will continue to develop written policies and procedures for agency offices to use for collecting, maintain-
ing, tracking, and preparing performance data results. Documented policies and procedures decrease the
likelihood of errors in performance data in annual performance reports. When developed and imple-
mented, such policies and procedures would improve the reliability, consistency, and auditability of per-
formance data presented in annual performance reports. These procedures will include internal controls,
such as recalculating figures and tracing results to supporting documentation, to support the review and

certification of the accuracy of performance data.

We recognize we need to improve the administration of some of our primary data collection mechanisms,
such as the Human Resource Directors and Human Resource Specialists surveys so that these instruments
are conducted on a timely basis. Also, we recognize that we need to better focus our measures and indica-
tors on program results, and less so on program activities. However, we believe that the restructuring of

the agency provides opportunities for OPM to consolidate resources in our Office of Management and the
Chief Financial Officer and in the business management components of OPM’s four major organizations
to solidify the administration of these data collections and to strengthen other aspects of the implementa-

tion of the Government Performance and Results Act at OPM.

We undertook a review of our outcomes and measures during FY 2002. With the assistance of an expert
committee that included representatives of the Mercatus Center at George Mason University, the General
Accounting Office, the Private Sector Council, and the National Association of Public Administrators
(NAPA), we revised the OPM Strategic plan which included revised strategic goals, objectives, and corpo-
rate measures that realigned the agency’s performance measurement system with agency outcomes using
the President’s Management Agenda and the Management Challenges identified by the Office of the
Inspector General as a foundation. The measurement framework described in our revised Strategic Plan is
a cornerstone for our Annual Performance Plan for FY 2004, which has fewer, but more outcome-oriented
annual goals, and specific performance measures that are linked to these outcomes and speak to the pro-

gram results we expect during FY 2004.
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Although each OPM program office develops some performance indicators unique to its program area,

much of the agency’s performance data is collected through the following mechanisms:

The Federal Human Capital Survey on Human Capital was designed and administered as a Web-based survey
to support the human capital initiative under the President’s Management Agenda. Accommodations were
also made for a limited number of employees who did not have Internet access or preferred a paper ver-
sion. It was undertaken in 2002 to establish a uniform indicator of employee attitudes across agency lines
and to create a single yardstick for all agencies to track their progress against each other and over time.
Together with other measures, the survey results will be a powerful tool for driving improvement in

human capital management.

In order to provide context and enrich our understanding of what they mean, survey results have also been
compared to results on the same or similar items from the Merit Systems Principles Questionnaire (MSPQ),

an annual survey conducted by OPM until 2001, which is the immediate forerunner of the present survey.

Those surveyed were drawn from 24 agencies which cover about 93% of the civilian Federal workforce. A
sample of roughly 216,000 Federal employees was selected by a stratified random sample of these agencies.
More than 100,000 employees completed the survey, resulting in a 48% usable response rate. We have under-
taken a study to assess the extent of non response bias, pertinent to the 48% response rate, and its implications

for interpreting these survey results.

The HR Specialists’ Customer Satisfaction Survey (SCSS) is administered annually and collections information
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 across Government.

The Web-based survey was administered to more than 18,000 Federal employees across the country, using
two methodologies. Approximately half of the participating agencies used option one, which allowed us to
send frequent email reminders to individual employees, asking them to complete the survey. The other
agencies utilized a second option, in which they were responsible for notifying employees of the survey
and reminding them to complete it. The response rate for option one was 36.9%, and for option two 8.4%.
The overall rate was 26%, with a margin of error of *1.2%. Because of the low response rate for option 2,

we will not offer the second option in the FY 2003 survey.

The HR Directors’ Customer Satisfaction Survey (DCSS) The HR Directors’ Customer Satisfaction Survey
(DCSS) is administered annually and collects information from agency human resources directors. This
Web-based survey was redesigned in FY 2002 to emphasize human capital management issues and the
results of OPM activities in this field. The population was also expanded to include nearly 90 HR direc-

tors. Fifty-nine HR directors responded, for a response rate of 66%, a substantial improvement from the
less than 50% rate in FY 2001, and the margin of error dropped from 12.1% to 7.4%.

Client Satisfaction Survey (of Retirement Program customers). OPM has conducted annual customer satis-
faction surveys of Civil Service retirees and survivor annuitants since 1990. The purpose of the survey is to
determine the level of client satisfaction among retired employees and survivor annuitants with services
provided to them by the agency. The areas covered by the survey include processing claims for retirement
benefits, answering correspondence, handling telephone inquiries, processing transactions for existing

accounts, and the extent and quality of retirement counseling which the annuitants received from their
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former employing agencies. Only annuitants retired in the last two years were asked to complete the
retirement counseling section. The survey is mailed to approximately 650 individuals each year, and typi-

cally has a response rate of about 65%.

The Customer Assessment of Health Plans Study (CAHPS) is the primary vehicle for assessing health plan per-
formance 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. It has several components which use both the Internet and mail, with
varying sample sizes and response rates. CAHPS-based results are published in the annual FEHB Open

Season Guide for each carrier participating in the Program.

The American Customer Satisfaction Index (ASCI) 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 customer 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 complements the
agency’s surveys. Those surveyed were Federal retirees and survivor annuitants. For 2002, OPM’s overall
satisfaction score was 78 on a scale of 100, matching the score for 2001 and five points higher than achieved

in 2000. The overall rating for private and public sectors combined was 73.1 in 2002.
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FY2002 CONSOLIDATED FINANCIAL STATEMENTS

U.5. OFFICE OF PERSONNEL MANAGEMENT

CONSOLIDATED BALANCE SHEET
As of September 30, 2002 and 2001
i Miltions)

20032 2001
[ —— | T S
ASS5ETS
Intragovernmeantal:
Fund Balance with Treasury [Mote 2) $853 $658
Investments [Note I] G06,421 572,812
Interest Recelvable on Investments 9,400 9.230
Accounts Receivable [Note 4] 1.158 845
Total Intragovernmental 617,833 583,645
Accounts Receivable with the Public. Net [Note 4] 1.016 SE1
Azsets Held by Insurance Carriers T35 Fili3]
General Property and Equipmiant 18 13
TOTAL ASSETS 615,603 585,320
LIABILITIES
Intragovernmental 452 132
Federal Employes Benefits:
Benefits Due and Payable 7,513 7,202
Pension Liability [Note 5] 1,082 500 1.06% 500
Postretirement Health Benafits Liability [Mote &] 207,331 191,507
Aetuarial Life Insurance Liability [Note T) 27,543 26,149
Total Federal Employese Benefits 1,324 BBT 1,294 358
Contingencies [Mote 14] 205 174
Other [Mote 8] GG B4l
Total Liabilities 1,326,540 1,295,506
NET POSITION
Unexpended Appropriations 11 11
Cumulative Results of Operations {06, 248) (F10,197)
Total Net Position (706,537T) (T10,185)
TOTAL LIABILITIES AND NET POSITION 5619603 £585,320

The accompanying nafes are an integral part of the financial sfatements
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uU.5. OFFICE OF PERSONNEL MAMAGEMENT
CONSOLIDATED STATEMENT OF NET COST
For the Years Ended September 30, 2002 and 2001

i M o
- . _____ _—__ a4
2002 2001
Intragovernmental gross casis - T
Lags: Intrapowernmaental sarned revenus $34.215 534,112
itragavennmenta) rel cosrs 134,215 134.112)
Prowiae Gross costs with tha public a7 603 71118
CESRE Benafits Less: Exmed revenue with the pulilss 3,542 1511
Nel costs with the pabiic 44 081 B7.502
Tatal Med Cosr 8848 32390
Intragoyenmantal gross costs — -
Less: intragovernmental eamed revenie 18,487 17.753
Infragavarnmantal el costs 119,487 {17, 7549)
Frovide Gross costs with the public A48T 14,520
FERS Benefits Lesa: Earned revanue with the public T Tad
WMot costs with the purblic 13,463 13,772
Todal Nef Cost {6, 054) (3,987
Intragoswernmental gross coata - -
Less! Intragovernmental carmed revenue 11,240 10,150
intragovernmental nef cosis [11.2a0) {10,100y
Prowiaa Gross costs with the public 38,850 0,183
Haalth Benafits Less: Earmed revenus with ihe public E.543 o
Mot costs with the public 32307 14 401
Tofal Nai Cost 21087 d4, 3
Intragovernmental gross cosis - -
Less: Iniragosarnmantal aamed revonus 1,787 1,780
Frovige iniragovermmenta! ret cosis [1,T&T) (1,788}
Life Insurance Groas cosls wilh tha public 3,380 3,388
Banafits Less: Exrned revenue with the public 1,662 1,553
Nel costs with the pubiiic 1,628 1,842
Tatal Net Cost [ag 54
Intragovermmenial gross cosls 108 54
Less: Intragovemmental samed revenue H5 103
Provide Infragowernmantal nel cORME {£37] |Z54)
Hignan Resodrce Gross costs with the public S5 411
Sorvices Le=s: Earmed revaiies wilh ha pisbise A0 26
Naor costs with the prbiic L5 305
Todad Ner Cost 108 1
Intragpovarnmantal gross cokts 100 (]
Less: intragovernmental earmed revenes &7, h4 64,0612
Tt fatragovernmantal nel coars |E6,576) [63,933)
Nar Cost Gross costs with the public TR 108,724
af Operatians Less: Earmed revenue with the pubdic 12,511 11,822
Mad casts with ifve prblic B, 874 ar.802
Taral Naf Casl f4, 808 £33 009

Thi sccovmpan ping mofes ane an integral part of the Fransiad sfdemenls
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U.S. OFFICE OF PERSONNEL MANAGEMENT

COMBINED STATEMENT OF BUDGETARY RESOURCES

For the Year Ended September 30, 2002
il Millions)

BUDGETARY RESDURCES

Appropriations:

Raceived

Cancelled
Trust Fund Recelpts:

Appropriated

Precluded from Obligation [Note 9]
Spending Authority from Offsetting Collections:

Collected

Changes in Receivables from Federal Sources and Unfilled Customer Orders

Subiotal

Unobligated Balance - Beginning of Pariod

Total Budgetary Resources

STATUS OF BUDGETARY RESOURCES
Obligations Incurnged:
Direct
Reimbursable
Unobligated Balance:
Available
Mot available

Total, Status of Budgetary Resources

RELATIONSHIP OF OBLIGATIONS TO QUTLAYS
Ohligations Incurred
Obligated Balance, Met - Beginning of the Period
Less: Obligated Balance, Net - End of the Pericd;

Accounts Payable and Undeliversd Orders
Accounts Receivable and Unfilled Custemer Orders

Subtotal

Less: Changes in Receivables from Federal Sources and Unfilled Customer Orders

Dutlays:
Disbursemants
Collections

Met Dutlays

56,218
(13)

80,070
{30, 561)

27,834
51

~ 27,888
27,685

~ 110,884

B0, 254
562

106
25,862

110,864

T

B0, 916
B, %60

8,008
(1,544)
Tae2

51

BO,363
(27.B34)

$52,528

The accaompanying notes are an integral pa of Bve financéal siafemmanis,
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U.5. OFFICE OF PERSONMNEL MANAGEMENT

CONSOLIDATED STATEMENT OF FINANCING

For the Year Ended September 30, 2002
{In Millions}

RESOURCES USED 1D FINANCE ACTIVITIES
Budgetary Resources Obligated:

Obligations Incurred 580,918
Spending Authaority from Offsetting Collections (27,885}
Appropriated Trust Fund Receipts (80,070}
Net Budgetary Resources Obligated (27,03%)
Transfer-in from the General Fund 22 10%
Other 1
Total Resources Used to Finance Activithes i4,919)

RESDURCES USED TO FINANCE ITEMS NOT PART
OF NET COST OF OPERATIONS 15

COMPONENTS OF NET COST OF OPERATIONS THAT WILL NOT
REQUIRE DR GENERATE RESOURCES IN THE CURRENT PERIOD
Components Requiring of Genergting Besources in Future Periods:

Incraase in Actuarial Liabilities in 218
Increase \n Contingent Liabilities £}
Exchange Revenue not in the Budget {3B4)
Lomponents nol Requlring or Generating Resources (B3
Total Components of Net Cost of Operations that Will Not Require
or Generate Resources in the Current Period 20, 7R2
NET COST OF DPERATIONS £24 o8

e accommpanying mofes are an integral part of the financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. Office Of Personnel Management
Notes To Consolidated Financial Statements
September 30, 2002 And 2001
[In Millions]

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 opera-
tions, change in net position, status of budgetary resources, and a reconciliation of its 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 volun-
tary thrift savings plan to most employees entering the Federal service after 1983; OPM does not adminis-
ter the Thrift Savings Plan. Both plans are operated via the Civil Service Retirement and Disability Fund
(CSRDF), 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 Fund and the Retired
Employees Health Benefits Fund. To provide benefits, OPM contracts with two types of health benefits car-
riers: fee-for-service, whose participants or their health care providers are reimbursed for the cost of services,
and health maintenance organizations, which provide or arrange for services on a prepaid basis through des-
ignated 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.

Life Insurance Program. The Program provides group term life insurance coverage to Federal employ-
ees and retirees. 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 pro-
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vides Basic life insurance (which includes accidental death and dismemberment coverage) and three pack-
ages 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 training. Salaries and
Expenses reflects the resources provided to and used by OPM for the administrative costs of the agency.

B. BASIS OF ACCOUNTING AND PRESENTATION

The accompanying consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America and OPM’s own accounting policies, as sum-
marized 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). The statements differ from
the reports OPM prepares pursuant to other OMB directives to monitor and control the use of its budget-
ary resources.

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.

D. NEW REPORTING STANDARD AND RECLASSIFICATIONS

In September, 2001, OMB issued Bulletin No. 01-09 — Form and Content of Agency Financial Statements.
OPM has implemented certain provisions of Bulletin No. 01-09 for fiscal year 2002. Certain reclassifica-

tions have been made to the prior period to conform with the fiscal year 2002 presentation; these have no
effect on OPM’s financial position or results of operations.

E. RECENTLY ADOPTED ACCOUNTING CHANGE

Technical Bulletin 2002-1. Effective on October 1, 2001, OPM has adopted Federal Accounting Standards
Advisory Board (FASAB) Technical Bulletin 2002-1 - Assigning to Component Entities Costs and Liabilities
that Result from Legal Claims against the Federal Government. Technical Bulletin 2002-1 requires OPM to
recognize liabilities for certain legal claims. Previously, OPM had not recognized such liabilities.

F. FINANCIAL STATEMENT CLASSIFICATIONS
Entity vs. Non-Entity Assets. Entity assets are those that the reporting entity has the legal authority to use
in its operations. Accordingly, all of OPM’s assets are classified as entity assets.

Intragovernmental and Other Balances. OPM classifies as intragovernmental, those assets, liabilities, revenues
and costs that arise from transactions with other Federal entities, including the U.S. Postal Service (USPS).
Even though they are remitted to OPM by Federal entities, employee contributions to the Retirement, Health
Benefits and Life Insurance Programs are classified as revenues “from the public”. All of OPM’s costs to pro-
vide Retirement, Health and Life Insurance benefits are classified as “with the public”.
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Exchange vs. Non-Exchange Revenue. Exchange or earned revenue is an inflow of resources to a
Government entity that the entity has earned; it arises when each party to transaction sacrifices value and
receives value in return. All of OPM’s revenues are classified as exchange revenues. Federal reporting
standards require that earnings on investments be classified in the same manner as the entity’s “predomi-
nant source of revenue”; OPM, therefore, classifies it as earned revenue. Employer and Participant
Contributions to the Retirement, Health Benefits and Life Insurance Programs (as well as the special
contributions by the USPS) are classified as exchange revenues, since they represent exchanges of money
and services in return for current and future benefits.

Liabilities Covered By Budgetary Resources. OPM has no authority to liquidate a liability, unless budget-
ary resources have been made specifically available to do so. Where budgetary resources have not been
made available, the liability is classified as being “not covered by budgetary resources.” Since no budgetary
resources have been made available to liquidate the Pension, Postretirement Health Benefits, and
Actuarial Life Insurance Liabilities, they are classified as being “not covered by budgetary resources.”
With minor exception, all other OPM liabilities are classified as being “covered by budgetary resources.”
The change in the Pension, Postretirement Health Benefits, and Actuarial Life Insurance Liabilities from
the end of the previous fiscal year comprise most of the amount reported in the Statement of Financing
as “components requiring or generating resources in future periods”.

Net Position. OPM’s Net Position is classified into two separate balances. The Cumulative Results of
Operations comprises OPM’s net results of operations since its inception. Unexpended Appropriations is
the balance of appropriated authority granted to OPM by the Congress against which no outlays have
been made.

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

Direct vs. Reimbursable Obligations. A reimbursable obligation reflects the costs incurred to carry-out
a contract to provide goods or services that will be reimbursed by the recipient of those goods or services.
All other obligations incurred are categorized as “direct obligations.” OPM classifies all of its incurred
obligations as direct, except those of the Revolving Fund Programs against which only reimbursable
obligations may be incurred.

G. NET COST OF OPERATIONS
OPM deducts earned revenues associated with the gross cost of providing benefits and services to derive its
net cost of operations.

Gross Cost Of Providing Benefits And Services. OPM?’s gross cost of providing benefits and services is presented
on the accompanying Statement of Net Cost by 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. The following table associates OPM’s gross cost by Program to its responsibility segments:
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PROGRAM RESPONSIBILITY SEGMENT

Retirement Program Provide Loll3 Benefjts
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’s major earned revenues are earnings on investments; (2) employer and partici-
pant contributions to the Retirement, Health Benefits and Life Insurance Programs; and (3) special con-
tributions to the Retirement and Health Benefits Programs by the USPS.

Employer and Participant Contributions by program are, as follows:

The Retirement Program is contributory with the law fixing the contributions by and for most
CSRS participants at a combined 15.51 percent of basic pay for fiscal years 2002 and 2001. The service
cost of providing a CSRS benefit to most participants 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 contributions made by and for FERS participants fully funds the service cost of pro-
viding a FERS benefit after retirement (11.5 percent of basic pay).

The Health Benefits Program is contributory; both the covered participant and his/her employer or
retirement system make contributions at a ratio of approximately one to two, respectively. The
“employer” share for participating Retirement Program annuitants is drawn from an appropriation
account. Although the Health Benefits Program provides benefits to participating employees after
they retire, neither active employees nor their employing agencies (other than the USPS) make contri-
butions for post-retirement health benefits [Note 6].

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-USPS 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 contribution is borne by the participant.

Special Contributions by the USPS. When the USPS increases the basic pay of its employees who are
covered by the CSRS, it is liable by law for the resultant increase in the Pension Liability. This amount is
amortized over a 30-year period, including interest at five percent per annum. The first payment is due
to OPM at the end of the year in which the covered employees have received the pay increase. The USPS
also makes an annual contribution to the Life Insurance and Health Benefits Programs to fund the cost
of providing life insurance benefits and post-retirement health benefits to its participating employees.

H. FINANCING SOURCES OTHER THAN EARNED REVENUE

OPM receives inflows of assets from financing sources other than earned revenue. These financing sources are not
deducted from OPM?’s gross cost of providing benefits and services on the Statement of Net Cost, but added to its
net position on the Statement of Changes in Net Position. OPM’s major financing sources other than earned rev-
enue are;
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Transfer-In From The General Fund. Since the contributions by and for participants do not cover the
service cost of the CSRS, the U.S. Treasury is required by law to transfer an amount annually to the
Retirement Program from the General Fund of the U.S. to subsidize in part this under-funding.

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

I. BUDGETARY RESOURCES

Budgetary resources reflects OPM’s authority to incur obligations that result in the outlay of monies. OPM
receives new budgetary resources each fiscal year in the form of appropriations, trust fund receipts, and
spending authority from offsetting collections. In addition, OPM normally carries-over a balance of unob-
ligated budgetary resources from the prior fiscal year, which is generally unavailable for obligation, but
may be drawn-upon should new budgetary resources be insufficient to cover obligations incurred.

Appropriations. The budgetary resources granted to OPM by Congress to fund the Government’s share
of the cost of health and life insurance benefits for Retirement Program annuitants and the operating
expenses of the agency. OPM’s appropriations are “definite”, in that the amount of the authority is stated
at the time it is granted, and “annual”, in that the authority is available for obligation only during the
current fiscal year. At fiscal year-end, any unobligated balances in the appropriations that fund the
Government’s share of the cost of health and life insurance benefits for Retirement Program annuitants
are cancelled.

Trust Fund Receipts. Collections by OPM that are credited to the CSRDF generate budgetary resources
in the form of trust fund receipts. Trust fund receipts are considered to be immediately appropriated and
available to cover the valid obligations of the Retirement Program as they are incurred. At the end of
each fiscal year, the amount by which OPM’s collections have exceeded its incurred obligations are tem-
porarily precluded from obligation and added to OPM’s trust fund balance [see Note 9].

Spending Authority From Offsetting Collections. The amount collected by OPM and credited to 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 obligations
incurred by OPM for these Programs may not exceed their SAOC or the amounts apportioned by OMB,
whichever is less. At year-end, the balance of SAOC in excess of obligations incurred is brought-forward
into the subsequent fiscal year, but are generally unavailable for obligation.

J. FUND BALANCE WITH TREASURY

Fund Balance with Treasury (FBWT) comprises the aggregate total of OPM’s unexpended, uninvested
balances in its appropriation, trust, revolving, and trust revolving accounts. All of OPM’s collections are
deposited into and its expenditures paid from one of its FBWT accounts. OPM invests FBWT balances
associated with the Retirement, Health Benefits, and Life Insurance Program that are not immediately
needed to cover expenditures.
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K. INVESTMENTS

OPM invests its FBWT related to the Retirement, Health Benefits, and Life Insurance Programs in secu-
rities guaranteed by the United States as to principal and interest. Retirement Program monies are
invested initially in Certificates of Indebtedness (“Certificates”), which are issued by the Treasury at par
value and mature on the following June 30. The Certificates are routinely redeemed at face value to pay
for authorized Program expenditures. Each June 30, all outstanding Certificates are “rolled over” into spe-
cial government account series (GAS) securities that are issued by the Treasury 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 a small amount of other securities.

Health Benefits and Life Insurance Programs monies are invested in “market-based” securities 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 securities, with a yield equal to the
overnight repurchase agreement rate 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 is amortized into interest income over the term of the investment, using the interest
method. The market-based securities are valued using the quoted market prices for the securities upon
which they are based. There are no quoted market prices for the remaining securities: the market value
of the special GAS securities held by the Retirement Program, the Certificates, and the FFB securities is
equal to their par values.

L. ACCOUNTS RECEIVABLE

Accounts receivable consist of amounts owed to OPM by Federal entities (“intragovernmental”) and
amounts owed by the public (“public”). Whereas the balance of accounts receivable with the public is
stated net of an allowance for uncollectible amounts, OPM regards its intragovernmental accounts receiv-
able as fully collectible. The amount of the allowance for uncollectible amounts is based on past collection
experience and an analysis of outstanding amounts due.

M. ASSETS HELD BY INSURANCE CARRIERS
This 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 disposition on behalf of OPM.

N. GENERAL PROPERTY AND EQUIPMENT

OPM capitalizes major long-lived software and equipment. Software costing over $10 thousand is capital-
ized at the cost of either purchase or development, and is amortized using a straight-line method over a
useful life of five years. Equipment valued costing over $10 thousand is capitalized at purchase cost and
depreciated via a straight-line method over five years. The cost of minor purchases, repairs and mainte-
nance is expensed as incurred.
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0. BENEFITS DUE AND PAYABLE

Benefits due and payable is comprised of two categories of accrued expenses. The first reflects claims filed
by participants in the Retirement, Health Benefits and Life Insurance Programs that are unpaid in the
current reporting period and includes an estimate of health benefits and life insurance claims incurred but
not yet reported. The second is a liability for the amount owed as premiums to community-rated carriers
participating in the Health Benefits Program that are unpaid in the current reporting period.

P. ACTUARIAL LIABILITIES AND ASSOCIATED EXPENSES

OPM records actuarial liabilities and associated expenses in accordance with SFFAS No. 5 — Accounting
for Liabilities of the Federal Government. The actuarial liabilities 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” con-
siders 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
Fund Balances. OPM’s FBWT balances by account type for fiscal years 2002 and 2001 are:

2002 2001

Revolving Fund $136 $34
Trust Fund 26 3
Trust Revolving Fund 17 19
Appropriated Funds 674 574
Total FBWT $853 $658

Status of Unexpended Balances. OPM’s unexpended balances are comprised of its FBWT, its invest-
ments (at par), and the original discount on its investments. The following tables present the portions of
OPM’s unexpended balances that are obligated, unobligated and precluded from obligation at fiscal year-
end 2002 and 2001, respectively:
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Retirement  Health Benefits  Life Insurance
Other

Program Program Program

Unexpended Balance

FBWT $26 S617 $8 $202 $853
Investments (at par) 573713 7554 25,350 _ 606,617
Original discount @) (10) (549) _ (561)
Total Unexpended Balance $573,737 $8,161 $24,809 $202 $606,909
Status of Unexpended Balance
Obligated $4,258 $2,894 $214 $96 ST.462
Unobligated:

Available _ _ _ 106 106

Unavailable _ 5,267 24,595 _ 29,862
Precluded from Obligation

[Note 9] 569,479 _ _ _ 569,479
Total, Status of

Unexpended Balance $573,737 $8,161 $24,809 $202 $606,909

Retirement  Health Benefits  Life Insurance

Program Program Program Other

Unexpended Balance

FBWT 31 $566 $6 $55 $658
Investments (at par) 542,608 6,651 23,690 _ 572,949
Original discount (2) (14) (428) _ (444)
Total Unexpended Balance $542,637 $7,203 $23,268 $55 $573,163
Status of Unexpended Balance
Obligated $4119 $2,785 134 S(78) $6,960
Unobligated:

Available _ _ _ 133 133

Unavailable _ 4418 23134 21552
Precluded from Obligation

[Note 9] 538,518 _ _ _ 538,518
Total, Status of

Unexpended Balance $542,637 $7,203 $23,268 $55 $573,163

NOTE 3 — INVESTMENTS

All of OPM investments are in securities issued by other Federal entities and are therefore classified as
intragovernmental. The following tables summarize OPM’s investments by Program for fiscal years 2002
and 2001
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AS OF SEPTEMBER 30, 2002

Cost  Amortized Discount/(Premium) Investments, Net  Market Value
Retirement Program:

Par-value GAS securities $531,347 _ $531,347 $531,347
Certificates of Indebtedness 21,086 _ 21,086 27,086
FFB securities 15,000 _ 15,000 15,000
Other 280 _ 280 321
Total Retirement Program 573,713 B 573,713 573,754
Health Benefits Program 7,624 ($12) 7612 7815
Life Insurance Program 25172 (76) 25,096 27104
Total Investments $606,509 ($88) $606,421 $608,673

AS OF SEPTEMBER 30, 2001

Cost  Amortized Discount/(Premium)  Investments, Net  Market Value
Retirement Program:

Par-value GAS securities $500,742 _ $500,742 $500,742
Certificates of Indebtedness 26,447 _ 26,447 26,447
FFB securities 15,000 _ 15,000 15,000
Other 419 _ 419 472
Total Retirement Program 542,608 _ 542,608 542,661
Health Benefits Program 6,655 ($3) 6,652 6,843
Life Insurance Program 23,694 (142) 23,552 25,062
Total Investments $572,957 (5145) $572,812 $574,566

NOTE 4 — ACCOUNTS RECEIVABLE
Intragovernmental. The balances comprising OPM’s intragovernmental accounts receivable as of September
30, 2002 and 2001 are:

2002 2001
Contributions due for benefit program participants $1,073 $882
Other 86 63

Total Intragovernmental Accounts Receivable $1,159 $945

With The Public. The balances comprising the accounts receivable OPM classified as “with the public” at
September 30, 2002 and 2001 are presented in the following tables as the gross amount due, the allowance
for uncollectible amounts, and the net amount due:
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AS OF SEPTEMBER 30, 2002

Gross Allowance Net
Contributions by participants $693 _ $693
Overpayments of Retirement Program benefits, net 155 $50 105
Due from Health Program carriers, net 126 3 123
Other, net 95 _ 95
Total Accounts Receivable with the Public, Net $1,069 $53 $1,016

AS OF SEPTEMBER 30, 2001

Gross Allowance Net
Contributions by participants $621 _ $621
Overpayments of Retirement Program benefits, net 141 $43 98
Due from Health Program carriers, net 212 4 208
Other, net 34 _ 34
Total Accounts Receivable with the Public, Net $1,008 $47 $961

NOTE 5 — PENSION LIABILITY

In computing the Pension Liability and associated 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.

Economic Assumptions. The following table presents the significant economic assumptions used to com-
pute the Pension Liability in fiscal years 2002 and 2001:

Interest rate (%) 6.75 6.75
Rate of inflation (%) 375 375
Rate of increases in salary (%) 425 425

Pension Expense. OPM'’s Pension Expense for fiscal years 2002 and 2001 is:

CSRS FERS TOTAL CSRS FERS TOTAL
Service cost $12105  $10,063  $22168 S12545  $9329 $21874
Interest cost 6217 9176 7,293 62,695 8,579 1,274
Actuarial (gain)/loss (26,619)  (5052)  (31,671) (4125)  (3,388) (7,513)
Pension Expense $47,603  $14,187  $61,790 STI5  $14,520 $85,635

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 participating employees as an “imputed cost”.
For most participating employees, the service cost of a CSRS benefit is 24.2 percent of payroll in both fis-
cal years 2002 and 2001.
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Pension Liability. OPM’s Pension Liability as of the September 30 measurement date is:

2002
CSRS FERS TOTAL
Pension Liability at October 1, 2001 $ 937,800 $ 131,700 $1,069,500
Plus: Pension Expense 47,603 14,187 61,790
Less: Costs applied to Pension Liability 47203 1,587 48,790
Pension Liability at September 30, 2002 $938,200 $144,300 $1,082,500
2001
CSRS FERS TOTAL
Pension Liability at October 1, 2000 $912,500 $118,600 $1,031,100
Plus: Pension Expense ns 14,520 85,635
Less: Costs applied to Pension Liability 45,815 1,420 47235
Pension Liability at September 30, 2001 $937,800 $131,700 $1,069,500

Costs Applied To Pension Liability. In accordance with Federal accounting standards, the Pension
Liability is reduced by the total operating costs of the Retirement Program. The following table presents
the costs applied to the Pension Liability in fiscal years 2002 and 2001:

2002 2001
Annuities $48,351 $46,791
Refunds of contributions 287 310
Administrative and other expenses 152 134
Costs applied to the Pension Liability $48,790 $47,235

NOTE 6 — POSTRETIREMENT HEALTH BENEFITS LIABILITY

In computing the Postretirement Health Benefits (PRHB) Liability and associated expense, OPM’s actuary
applies economic assumptions to historical cost information to estimate the government’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 mortal-
ity, 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.

Economic Assumptions. The following table presents the significant economic assumptions used to
compute the PRHB Liability as of the September 30 measurement date:

2002 2001
Interest rate (%) 6.75 6.75
Increase in per capita cost of covered benefits (%) 7.00 7.00
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PRHB Expense. OPM’s PRHB Expense for fiscal years 2002 and 2001 is:

2002 2001

Service cost $7.896 $7316
Interest cost 13,116 12
Actuarial (gain) or loss 2,81 (12,783)
PRHB Expense $23,823 $6,644

Since neither active employees or employers (other than the USPS) make current contributions to
their PRHB coverage, Federal accounting standards require employing agencies to recognize the entire
PRHB service cost as an imputed cost. OPM’s actuaries have computed the factor to be used by employ-
ing agencies to compute their imputed cost per participating employee for fiscal years 2002 and 2001, as
follows (in whole dollars):

2002 $3,473
2001 $3,246

PRHB Liability. The following table presents OPM’s PRHB Liability at the September 30 measure-
ment date:

2002 2001
PRHB Liability at the beginning of the year $191,507 $192,217
Plus: PRHB Expense 23,823 6,644
Less: Costs applied to the PRHB Liability 7999 7354
PRHB Liability at the end of the year $207,331 $191,507

Costs Applied To PRHB Liability. In accordance with Federal accounting standards, the PRHB
Liability is reduced by certain operating costs incurred by the Health Benefits Program. The following
table presents the costs that have been applied to the PRHB Liability in fiscal years 2002 and 2001:

2002 2001
Current benefits $5.846 $5,425
Premiums 1,374 1217
Administrative and other expenses 779 652
Total costs applied to the PRHB Liability $7,999 $7,354

Effect of Assumptions. The assumed health care cost trend rate has 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 rate would have the following effects in fiscal years 2002 and 2001:
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2002 2001
8.0% 6.0% 8.0% 6.0%
[One Percent  [One Percent [One Percent [One Percent
Increase] Decrease] Decrease] Increase]
Interest cost component $14,949 11,581 $13,828 $10,694
Service cost component 9,823 6,381 $9,102 $5912
PRHB Liability $§238,177 $181,587 $220,391 $167,728

NOTE 7—ACTUARIAL LIFE INSURANCE LIABILITY

The Actuarial Life Insurance Liability is the expected present value (EPV) of future benefits to be paid to,
or on behalf of, existing Life Insurance Program participants, less the EPV 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 computing the Pension Liability [Note 5].

The Life Insurance Program is funded by means of the “level premium” method. That is, the contri-
butions paid by and for participants remain fixed until age 65, but are set at a level that overcharges dur-
ing early years of coverage to compensate for higher rates of expected outflows at later years.

Actuarial Life Insurance Liability. The following table presents OPM’s Actuarial Life Insurance
Liability as of the September 30 measurement date:

2002 2001
EPV of future benefits $55.319 $53,461
EPV of future contributions by participants (27,776) (27,312)
Actuarial Life Insurance Liability $27,543 $26,149

Future Life Insurance Benefits Expense. OPM'’s Future Life Insurance Benefits Expense for fiscal years
2002 and 2001 is:

2002 2001
Actuarial Life Insurance Liability at the end of the year $27,543 $26,149
Actuarial Life Insurance Liability at the beginning of the year (26,149) (24,662)
Future Life Insurance Benefits Expense $1,394 $1,487

The Future Life Insurance Benefits Expense reflects the accrued cost of both pre-retirement and post-
retirement benefits. The portion relating to post-retirement benefits is 0.02 percent of the basic pay of
participating employees for both fiscal years 2002 and 2001. Federal accounting standards require
employing agencies to recognize an imputed cost for this amount.

NOTE 8 — OTHER LIABILITIES
The following liabilities, all current and “with the public”, are classified as “other” on the accompanying
Balance Sheet as of September 30, 2002 and 2001:
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2002 2001
Accrued carrier liabilities other than benefits $456 $415
Withheld from Retirement Program benefits 402 380
Accrued administrative expenses 128 47
Total Other Liabilities $986 $842

NOTE 9 — TRUST FUND BALANCE PRECLUDED FROM OBLIGATION
The following table presents OPM’s trust fund balance that has been precluded from obligation as of
September 30, 2002 and 2001:

2002 2001
Trust fund receipts during year $80,070 $77948
Retirement Program obligations incurred during the year (49,109) (47,533)
Excess of trust fund receipts over obligations incurred 30,961 30,415
Balance precluded from obligation at the beginning of the year 538,518 508,103
Balance Precluded from Obligation at the End of the Year $569,479 $538,518

NOTE 10 — HEALTH BENEFITS/LIFE INSURANCE PROGRAM CONCENTRATIONS
During fiscal years 2002 and 2001, 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 11 — APPORTIONMENT CATEGORIES OF INCURRED OBLIGATIONS

All of OPM’s accounts are apportioned by OMB, either quarterly [“Category A”] or annually [“Category
B”]. The following chart details the direct and reimbursable obligations that have been incurred against
each apportionment category during fiscal year 2002:

Apportionment Category Direct Reimbursable Total
A $231 $562 $799

B 80,117 _ 80,117

Total $80,354 $562 $80,916

NoOTE 12 — GrOss CosT AND EARNED REVENUES By BUDGET FunNncTION

The President’s budget classifies the gross cost and associated earned revenues of the Retirement and Life
Insurance Programs as “Federal Employee Retirement and Disability” [budget function code 602]; the Health
Benefits Program as “Health Care Services” [code 551]; and the Revolving Fund Programs and Salaries and
Expenses as “Central Personnel Management” [code 805]. The following table presents OPM'’s gross cost
and associated earned revenue by budget function:
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TortaL OPM
Budget Functional Classification 2002 2001
Gross  Earned Net Gross  Earned Net
Costs  Revenue Cost Costs  Revenue Cost
Federal Employee Retirement and Disability ~ $65150  S61.427  $3723 $89,030  $59,573  $29.457
Health Care Services 38,850 17,783 21,067 20,283 15,982 4,301
Central Personnel Management 493 385 108 480 329 151
Total OPM $104,493 §79,595 $24,898 $109,793 $§75,884 $33,909
INTRAGOVERMENTAL
Budget Functional Classification 2002 2001
Gross  Earned Net Gross  Earned Net
Costs  Revenue Cost Costs  Revenue Cost
Federal Employee Retirement and Disability _ $55,499  $(55,499) _ $53,659 $(53,659)
Health Care Services _ 1,240  (11,240) _ 10,100  (10,100)
Central Personnel Management $108 345 (237) $69 303 (234)
Total Intragovernmental $108  $67,084 $(66,976) $69 $64,062 $(63,993)

NOTE 13 — DEDICATED COLLECTIONS

OPM collects and credits monies to the CSRDF for the purpose of paying retirement benefits to employees
and their survivors after they establish entitlement. As the CSRDF is a trust fund, the monies collected and
credited to it are considered to be “dedicated collections”. For financial reporting purposes, the CSRDF and
Retirement Program are interchangeable; the financial position and results of the Retirement Program are
presented separately in the accompanying Consolidating Balance Sheet and Statement of Net Cost.

NOTE 14 — 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 plain-
tiffs, 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. On December 20, 2002, the U.S. Court of Federal Claims issued a decision
approving the proposed settlement agreement. The Court’s order is scheduled to become final on February
18, 2003, and approximately $174 will be paid from the TJF to the plaintiffs. Since OPM is not required to
reimburse the TJF, it will recognize an imputed financing source in the amount of the settlement as of the
date the Court’s order becomes final.

Health Benefits Program Carriers. OPM is a party to litigation in which certain carriers participating in
the Health Benefits Program are seeking relief for alleged underpayments of premiums. Although OPM
is contesting the allegations, any underpayments that have occurred will have stemmed from inaccuracies
in the amount of contributions by and for participants remitted to OPM by employers and retirement
systems. OPM has reported a contingency in the Balance Sheet and a future funded expense in the Statement
of Net Cost to reflect the probability that it will incur losses of $31 from the litigation pending as of
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September 30, 2002. In addition, OPM has determined that it is reasonably possible that an additional $23
will result in losses. Although all losses involving this litigation will be paid from the TFJ, OPM has not
the budgetary resources to and is precluded by law from making any reimbursement to the TJF. Based
upon the opinion of its General Counsel, OPM management believes that the outcome of all such litiga-
tion, both pending or known to be threatened, will have no material adverse effect on OPM’s financial
position or results of operations.

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 have
no material adverse effect on OPM’s financial position or results of operations.

NOTE 15 — CHANGE IN ACCOUNTING PRINCIPLE

To comply with Technical Bulletin 2002-1, OPM must accrue a liability at the time amounts are paid from
the TJF as settlement to Health Benefits Program carriers that have sought relief for alleged underpay-
ments of premiums [see Note 14]. Prior to the adoption of Technical Bulletin 2002-1, OPM did not accrue
a liability in these circumstances. Thus, OPM has reduced its beginning cumulative results of operations
balance by $178 in the Consolidated Statement of Changes in Net Position, reflecting the total amount
paid from the TJF to the carriers through September 30, 2001. During fiscal year 2002, the TJF paid an
additional $8 as settlement to certain carriers, which is reflected as a gross cost with the public in the
Consolidated Statement of Net Cost for the year ended September 30, 2002. The total liability to the TJF
of $186 as of September 30, 2002 is reflected as an intragovernmental liability in the Consolidated Balance
Sheet. This liability is not covered by OPM'’s budgetary resources.

OPM Fiscal Year 2002 Performance and Accountability Report
121



122

CONSOLIDATING FINANCIAL STATEMENTS

cog'see g 83 BIE 98162 BIE'G ELERE SL355Y T¥.LOL
Gl = LE z - - wawdinbg pue fuadoay (risuas
GEL — = =5 azs Glk - siales) a3ueinsy) Ag play Ssessy
aL0's ~ 1 6 bl FiS CEZ BN SR B4 Y1l S RAIanay Sjunasoy
gER°LLE g i0d il ELVST nas's TP EES jejuawuiasoBeu) (B0 )
651 b =) ¥ F) Fl £BE Log B|GEAIBIEY EJUNOIDY
now'a - - - (=114 BE A00'S SIUSWSBAL] WD B)EEAIDIEY JSAIA)|
FZ¥B05 - = - 960'5T Zia'L b L S S-Be AN |
£oas = oos BELS g5 Lo T4 AInEREL | Yila BIUBIEG pUn
sjEjuE LA 0 Beayu)
L1355V
00T w3 sasuadxs sweiboug  welboig e B wielBol g
puUE Pun AU eS| Spjouas  UoLLa e
saiiejeg  Buiajoaay i T T
i=——smmmmee == SSSESWE Sy e = . ———— ————
[Ruaig Uil

Z00Z '0f Jaqumdag jo sy

133HS IONYIVE ONILYAITOSNOD
INIWIDVYNYIN TINNOSHI 40 321440 '8N

§ arFipeya g

OPM Fiscal Year 2002 Performance and Accountability Report



CONSOLIDATING FINANCIAL STATEMENTS

SAASIMAIEES (eI LUy D4 G0 Lhed JEADaguT i pnd Sapodr Buywlu eaiiosor oy |

C0OBLES (55 BES RIS S@L'azs ELE'BE H68 TEFS HOLLISOE LIN ONY S31LITIEYI 19101
Lt 0l - (B54l 1) (2ee'L) (ege'Lozl  (L90'COS) US04 19 [eI0]
(6 80 LTINS irel [BE6"L) (ese'Loeh  (250°c05) SUDRIMID [0 S1NSE SAREINWNT

Ll = LL — suoneydosddy papuadxaun)

NOLLISOS L3N

oFG'ezE’ L (s LFE it EFL'RE BLO'LIZ 504 'DED AT RN L
bl - &9 a5 = Bay Z0¥ IS
0T — rilk — - e = [r1 mon] saareBupucs

LBR'WIE'L — = ZZL'eE EDF DILE L FE0 1 gi|jauag asfopdws [Eiopay B30 ]

EFG LT — = — EFELE = [ ;1on] Age eousmmisug ag [EFRNDY

LEE'LDE - - - - LEE"LOE - [g apon] Aupge) Sijeuss yieay JUSLBIRAgSo

00S'ZEO'E - = = = D05 ZR0" | [5 svon] Aypiger) uoisusy

(4% ! 3 = = BLS TIOE zog'e apgeled pue ang sijauag

JEpeueg anfodlg |erpay

! (b ¥ ELZ ] aal i (HEETIRTTET 1 LT T

SELLTEY
7007 wig sasuedxy swebloag weiboig weBou g LuEsbaud
pue puny AIURINSY]  Sjauag  JuUaLLiadipag
sauejeg B |ApOREY ar EEa
[RUOEgy il

Z00Z ‘0f Jequajdasg jo sy

133HS JONVIVE ONILLYAITOSNOD

ANIFWIOVNYIN TINNOSHId 40 321340 "S'N
ARG | $Epayag

OPM Fiscal Year 2002 Performance and Accountability Report

123



CONSOLIDATING FINANCIAL STATEMENTS

0zE'988 (EL) aF LEL BLEFE LT B98°L55 S1IEEY Y101
£l - ol £ - - = juawdinbg pue Auadodd [RIBUERD
(A Fl = = gig SEk = RIALURT S2URINSU] A P SIREEY
111 - | 4N OB (11137 FL-H4 1N “20paRg A4} Wil B QEA B3N SIUNoIaY
§trd ERS [ER] gt ¥E PO6 EI =1 BHE LSS jejumuaaobiengu) ey
E1 lER] gk ful-] (4 EIE 855 ajqEAjaday EJUNDaIIY
0ET'R o ) ¥ GRE FE LOE'E SIUSUNEA ALY LD SJQBA[SDaK [EB8]|
FIRTis = = : IEGEE Pl ] HOS'TFG BJUALIERAL]
FSas = LZS PEE o5 56 LES Aansead) Y aaueeg pund
‘jEjuawusaAobe )
REIIEREY

LOnE ITTE] sasuadyy sweibolg weibolyg  wesbolg wesboug
pue L 4 BIUBINEU]  SIAUAE USRI
sapeies  Bujapoasy M e

(SUORA W )
LODZ ‘Of Jaquadag jo sy
133HS FONVYIVE ONILVAIMOSNOD

LHIWIDYHNYIN TINNOSHId 40 331440 51N
PRNUIIOS - | MApSIS

124

OPM Fiscal Year 2002 Performance and Accountability Report



SRS IBATE PRI iy B L Rl e sl Saper e dmoasr sy

125

CONSOLIDATING FINANCIAL STATEMENTS

OZEC'599% {EL5) 013 ILLS BLEFES LT RS SO 55 NOILISOd 13N ONY S3LLIIEYN Tvi0L
T T T 55l {zZ) (080"} (5B5'%8L  {rIT'IEE) Ui S0 18p (EIa ]
[LEL'DLL) = {88l 2zl loaozl ises'eall  (¥E'4ES) SUOTIEIACD JO SINSSY SAIIE|AWND
't - 13 - - - suanendosddy papuadzaun
NOILISOd 1SN
05 '56L | {EL) (L1 ESk BL9 5 SCR'FEL OES'ELD" ) EE[INGETT (=0 )
fid o4 = £z ¥z — 15 oee a0
Ll Pk = = - ¥ }poN] sejousbuguos
BSEWET L — — - BLOEE FLF WGl SFEEL0 | sijauag aafopdurg (riapad (210
CTAR: 4 — - Gl ol - - [ 81opN] ANIGEM SIUBINEU| B)7 [ELEMDY
L05° LEL = — - LOS" 161 [3 3oN] Aupgen] syauag YIRaH NSNS0 4
D05 650 L - = == = 00568071 [5 popg] Aijppgery uoisuag
20z's — = BZ3 IZE'E gFi'E Blgeied PUB BN SjauEE
Sijaudeg aadio|dwsy reapagy
IEL (EL ¥ BZL L i ¥ [eyuaLsu Ao B
SFLMEEr
LOOZ TTITE sasuadey sweibody weiboly  weiBoug wesBasg
pue pun4 BFUEINGL] wjauag pUDLEDALaY
sSRIRES Buiajoaay ar Hipeay
e e e e R e e =—————

_..a.._._ﬁ_.__.__f_ ..____._
LO0Z ‘0t Jequeydag jo sy

133HS IDNVIVE DONILVAITOSNOD
LNIWIDVYNYI TINNOSHI 40 301440 SN

[ARURWGaI - | BiTpayas

OPM Fiscal Year 2002 Performance and Accountability Report



CONSOLIDATING FINANCIAL STATEMENTS

‘EMRBUNEEIS (RIS B0 LT praBapuy U Sae gl Bupduaedipooaae s

e8'vZE = FELE 1951 laxk! L90II% AR % IvCn g s {RFOD FEAD BrEAD
POLUIET JO TERIXT) SuonErany) Jo jEDT jay

FiELE - ] ¥E BER'L LOEEE FEG LS COFEL L80'FF NG SUI LA BLEDD LN
LIE'EE & F or cag'L E¥S 8 a9g'y ¥l E¥SE g P YRIs DRUSADY ERULIEE (o]
ir = = o k o - — = L
OLF T - - - [5-1: ] CFS 8 8L ] E¥S'E wafngEea g ued s ey
3|1 Bl YIIM anURASY palEeD SR
sl el — i 96T nagt O9R"RC GELLY iEL'Fl O LF Mg B i BEBOD FE0RE (YD)
Bsd = k3 94 4 (¥ = = 5 FETT T
ge ) . = - &L - - - [G1 puE ¢i ao] sasiedeg panan,g amnyng
[ 1 - - - FaG L LRE'FE - - - SRR Y PUT SsUs JEoLunT
FEL'L - FHE'L - = - ~ [2 spop) sppsusg aouRInGL) &))7 Gl
ET2'ET = - = x v d 1w g - . = [ akop] BEipBIEE WITEOH JuBUBIRAnS0d
[N - - 06458 LHL PR CO8 L [ ason] asuadey undata
Y YL e B0 SR0A0
ArTERS FHL ML
igie"88) ] 58 (Enz) FL-TN (0wE b L] (ELLTRE [LEraEl FLE'wE S1807 I0N (efusuRLBAob R Uy
FED LS gl 0¥l Bac LR g 1 ZLATR LEFEL LT anuEsdY palsel [Rueibesebege) aog
5¥L feaLl orl BBE = = = = = FETT)
BLLIE = - est's BaE BOLST FLE'E FiL'BE sjuaunsas) ue sy
aig'y - = # £8d gin‘g = BLE'E S S With] SUGHAGUoD (o)Tedg
1 [[Tel T - - - =g ] LEE'65 BELTLS L95'ES 95l 'rs SUMPLEY e ogiuig
ansaAEY pouies [Reswusseiienu) ssa
BOLS {eausl B0LE s = = £ - - SIRD EROIT pEuasipaBei)
TEINIWNYTADSTHLN
e ——— e U
ooz RTE | sosuadey  swmibong  weesfioay wirgelicu g LT L EE =2t
[T g ERTTEI ] &]1faLsag aimifinug Juatiainay
sapeeg  Hussjosay 2y THLL |
s T e e e e = o s e e BRI S S, T s I e e T e e v |
ISUaip uif

Z00Z ‘0 saquamdasg papu3 Jeay oyl Jo4

150D 13N 40 INJINILVLS ONILYAIMOSNOD

LHIWIDYNTIN TINNOSHId 40 33440 5N
z anpayasg

126

OPM Fiscal Year 2002 Performance and Accountability Report



CONSOLIDATING FINANCIAL STATEMENTS

FATMMEAAPETE p T B o peed peaBaguy e o vopon Gupdpedieeaor sy

606 CT 0 E51S iggh o4 TR ] CO¥ 65 LLgE L%} OBLELE {10y JikAdh iR
e O SSRINT) SOREs J0 [Re0 g

LOE'LE - Lk LT Zre'l HIF'EL FiZ'LE ELLTE a1 L I Y AR SIS0 b
TR bk = - B 58l IER'S FBEF BEL fLe'E J||nig Al A SnLdsay peliTy (R0 ]

57 - - Py z = = 1 AR
Fal' bl — = 1FE') ZER's BIE'Y ilrd £ha'E suopnguouD g ued| e

CHPRE S e DibiEs by pRaEg SRR

wZL'BOk ik ke G8L°E EGZ'0C SER'SE DES FE SEELL Ming ) gl SLEDD SR0E0 M0]

LED' L - Lik aE [T o] = - FEI s
Fid-ji i - - TEL'E SL0°EL - - - BUMALEL] PUR SLjSUSE JUalng
LEF) ; = EEl LEF'L - - [£ =1on] S1jauaE ASURIAEU] S)im 28010
L - = - - r¥s's = = [0 @ap] slyauag R - AR s
STO'SE = = = - SE8'sE QZ5'FL SLELE [5 map] asuade] uoisua,

- L R BER0D TR
HTEM FHL KA

(2= ] 5] 1zLh |lzzEh lgad'eh [T Y lLdm 15l {ess'sLl IZLLPED BFE0 JOp (el oBeau)
a0 ¥l FATY] i ot gl Dok 0k LB LS ESL'L) TLLPE ANAUSABY PEUVES 8] 00 afeg] B L
TOE FAI i Edil -3 =% = exy o
FHESE — = - ELFL BET LET'ST i60'e 0¥k 92 spsmpsaa) uo Hujuweg
ZES'F = = - g GEE 8.8 = S5L'C S5 Wy SUoEnguiseg penadg
TADEZ - == - larg CES'BE BN ILE 00 ] sucinguuag Jadopdug

“anEaAdy palieg prjuauiasobieng s
695 zirgl (2183 1 H = = = = BIS0]) RROUD (Rl Ao Bra)
TUL NN S A DD WhLNY
e T T L S T ) A R T e e YO TH
LOOE EE| sosusdxy  swdibony  wriBoag wseabaig L1 Exdd SHED
e ing ADLRINELY wjjauag wresbaly jiesuseapsy
sapees  Bujaponey a0 L
oy

LOO0Z “0f Jaqualdag papul Jea), auy) jod
1S02 13N 40 INJFWILVYLS DNILYAITOSNOD

INAWIDYNYIN TINNOSH3d 40 321440 "5'N
AR RIAS - F DA

127

OPM Fiscal Year 2002 Performance and Accountability Report



CONSOLIDATING FINANCIAL STATEMENTS

SIS EES JRIAPUR ALY pO paed pealaguy ue aer sagon Bagdoedino 3o i)

ViEs'andsl  lESeEl 6507 L0TS) LI%0'T05s) JEBE GUE 0 PU B R LoSieDg Dy
kl El - - suogeudasddy popusdxaur
{awg'apsd  lDLsd lssL'pozl  Liso'gos SUOREISI]) jO STy JARETNAIND
BRSSO JO PUT B4 1B UORISOH 18N
264'F2 Ll A00'LE zTin's (1507 4840 SNUSADY PSLLRT JO SE30xT) SuOnRRdn Jo 1500 18N
SEL'8E ok Lid's 0L 2T saunog Burueud |=o)
a ] 1) = NG
It Z4 - PEDUFISEY PUE pogeouEs sueieudosddy
ls0E 2} (1oa) lLio'sl - posq suopeudoiddy
fALe'g Lae D' = paajEaay suopeolddy
swoneudosddy papuadxaun
SFEAE s Lid's 60L EE oG
ki b - - LD
60T - - 6OL'TT PLIFI [EROUSE WoR) U)-Sin)Sue |
SOE9 Lol Lin's padE suopEdoaddy
(fepfipng
uUapeaad Jo 8EaN ATELIRD
Saan0g BuiauELly
[PSE@LLY (554 Lfol: - \¥oEL26] aliuepd Bununozay aye Jeay, 3y jo Bupneabag aug e voRsod BN
1 b - - suopEudaiddy papusdssun
[SLEDLL) igdi) 10 sE L) \FOELEG) afiueys Bujenoaoy Jeye u:u:uhu_n_ﬂ Jo Sj{nEey) SAEFALKY
Ta2t) [CT] [51 MoN] #iey2) BURURCIaY |0 19813 SATEINENG
(IELoLIsl  (9sugh icas'sasl  irPacizest poyodey SEno|ABGE B8 SUoEsad o 81IRE0Y BANE Rl
ey By jo Bujuurbag oy je UDiprsoy 1oy
FiTeH sasuadE] LI LLIE,
pE TR TTH TR TR T
RRLEEE WEEaH

{strcipy

00z "0F MqUWeldes papuz jea) Byl Jod

NOILISOd 13N NI S3ONVYHD 40 LNJW3LVLS DNILVAITOSNOD
INIFWIDYNYIN TINNOSHId 40 321440 'S'N

[ LT TR

128

OPM Fiscal Year 2002 Performance and Accountability Report



CONSOLIDATING FINANCIAL STATEMENTS

achadule 4
U5, OFFICE OF PERSOMNMNEL MAMAGEMEMNT
COMBINING STATEMENT OF BUDGETARY RESOURCES
For the Year Ended September 30, 2002
i MRTicns)
I = i
Healih Life Revalving Salaries
R#firamant  Aemafis  Insuranco Fend and
Program Program Program Programs  Expenses e
BUDGETARY REZOURCES

Approprialions:

Raciiwed = 56,083 534 = B 56,218

Cancolled 1 1] 134
Tl Fumid Fegsipls =

Approprigled SA0.oTo = = = = BO,OTD

Precluded from Obligation [Mote 9] |33 551 — - - - |30,961)
Spending Authariy from OMsetling CoBections:

Callaeted 23 8 1.5 $E63 181 27,834

Changes in Recevables lvam Federal Sources -

and Unhlled Cusiomer Orders - 113 [29] 145} {8} 51

=ubbolad 21742 1472 E1R 183 T ERE
'Jl'lﬂ"h"I]-Hiﬂ Halance - Haginning af Perod S 4418 21 1548 1268 A 7685
Talsl Bisdgelady Rescurces 45108 34,231 26 838 543 262 110,884

STATUS OF BUDMGETARY RESOURCES

Okdkgations Incurmd

D pecy 45,109 28,5964 1,044 - 237 A0 354

Reimbursable SR = 2
Unobligated Balanow:

Avallablo — - - a1 25 106

hinl Available - 5,267 34,505 haG2
JE’SEI. Stalus of Budgetary Resources &, 109 LT EL ] L 641 FLiF 110,684

RELATIONSHW OF OBLIGATIONS TO OUTLAYS

Oinligations Incunhnd 40,109 2B, BG4 Z,044 562 2ar &0 616
Ohligated Balance, Met - Beginning of the Period a4, 11% 2,75 134 |91]) ] & 860
Less: Obdigabed Balance, Net - End of 1 Paelod
Accaumls Payable and Undeliversd Orders q, 58 a,H34 GB4 173 7 8 006
Accounis Beceivable and Unfilled Cuscmar Orders 11,030 137 {118) |25} {1,584
Subrotal 4,234 2,884 214 55 41 TAB2
Less: Changes in Recetvabies from Federal Scurces
and Unfllled Cusiomaer Orders - 133 {2a) dady iap 51
Orass Dutlays
DisBursnments 4B 970 28 721 1,064 481 217 [l 5]
ollerlions - (2%, 600) 3,501 {563y 16T} |27 234
Ml Qulays £48,970 5,112 [§1,507) (5102} §56 352509

Tiee AccdipanyTag holes ane an integral part of fee financlal stafmans.
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INTRAGOVERNMENTAL BALANCES

The following tables provide OPM's intragovernmental assets, llabllities, and earmed revenus
balances by major trading partner. For intragovernmental earned revenue, a table provides the
gross cost to generate the earned revenuo by budget functional classification.

| INTRAGOVERNMENTAL ASSETS

&5 of September 30, 2002
{ln Milfians)
: inferast
Trading Partner Funﬂri?:r::; i investrmants Recehvable on &f':!u::j'
| Investinents SAEE - f
Agricultura = — = $203)
Defenso — = 248)
Treasury 5853 BH06.421 59,400 33
Other - = - L
o J sess| ———seoeazt 39400 1158
INTRAGOVERNMENTAL LIABILITIES
Az of September 30, 2002
i Millians)
Tmn'.ing Partrar
_—
INTRAGOVERNMENTAL EARMNED REVENUE
For the Year ended September 30, 2002
i Millians)
Special 3
Employer ; Earftings on
Trading Pa i
e Contributions ﬂmbﬁéﬁ;’ Invesimants Other
F!a-fa-nﬂe 55811 = - -
Treasury 1,424 - §3v.773 -
{usPs 6,791 S4 876 -
Other 10,064 — £345
54.876] $37,773] $345

FULL COST TO GENERATE
INTRAGOVERNMENTAL EARNED REVENUE
For the Year ended September 30, 2002
firy MhiTtios)
Budgei Functional Classification
Federal Employes Retirement and Disability
Health Care Services

Central Personnel Management

UNALDITED — SEE ACCOMPANYING WOEPENDENT ALDITORE REBORT
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U.S. OFFICE OF PERSONNEL MANAGEMENT
COMBINING STATEMENT OF BUDGETARY RESOURCES

Account Level

For the Year Ended Septembaer 30, 2002
fir Mo
e ey

CEROF HBF LIF RF SEE Feadar 2003
BUDGETARY RESOURCES
Appropriaticns:
Recoived = = = E101 56,117 56,218
Cancalied — = - - - ':1 aF 113]
Trust Fund Raceipis:
Appropriated 5ED,OTO = = = = = ED,OF0
Praciuded from Doligation [Mobe 5] (30,081 -= - - - - (30,8815
Spanding Authorty from Offsetling Collecticns:
Collscind = 523,609 £3,501 E561 164 - 27 B34
Changes in Receivables from Federal Sources -
@nd Linlilled Cusltamaer Ordarm —_ 133 5] [Eh) EL b = 51
Zubietal = 21,742 1472 518 153 = 27 .BAS
Unabdigated Balance - H-Iliirml_n-! of the Periad - A4, 418 23144 125 ] T BES
Tatal Budu.hr' Hesaurcas 49 109 28 160 26 505 B4 262 104 1140,BB4
STATUS OF BUDGETARY RESOURCES
Cibligatians ncurmd;
Direct 49,109 Pl 811 = 337 LRE ] B0 354
Rt rea ble — = == f62 = = 662
Unakbligatod Bala !
Anwiluhln = — = ai 15 - 106
Mot arwaila e - SaT 24,505 - - - FLE L F
Total, Satus of Eud-ilhz Rpsources A0 18180 25 EDE 641 152 6104  110,BE4
RELATIONSHAP OF OBLIGATMONS TO OUTLAYS
Obligations |neurnid 45, 108 pard ] 2011 562 7 6,104 BO,916
Ooligated Balance, Net -
Beginming af the Peried 4118 2215 13 {a1) 13 553 6,860
Leas: Oblgaied Balancs, Mot - End of the Pesksod:
Accourts Payable and Undeliversd Qridems 4258 1318 51 173 a7 i 8,004
Actalns Retereahlo and
Urndillad Customer Orders — [1.034) [&T0) {118) Fidl — 11,544
Subrtotal 4,258 2250 1 55 Y 04 TAEZ
Laaa: Changes in Reokivabias from Federal Sources
and Urndilied Customer Grders - 133 {28 [EEY] () = &1
Gross Quilays:
Disbursemsents EEE-Ti X206 1,861 dai Fily i,048 0,383
Coliecticns - (3% firl) [3,501) [ELET] [RLLT] — (a7 534
Not Dutlays I-HE?D E-'HI:I E-1 S0} 102 454 %6, 040 Ha&

LEGEMW-
Gl Swvics Ravrsmani snd Disa iy Fand'
Emgicyman Maand Renefer Fand
Empicyean Groug Ll inerasos Fund
Hewnbeing Fura
Ealerimr wrd FapAnDer SCCOLNTI
Trigfr Fuisd Pnohin' daos faa il

CERTY
o
[® 3
A

S&C
(=20

LRALKNTED — SEE ACCODHPARTING WOEMENMOENT ALDITORS ANEOAT
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MANAGEMENT CHALLENGES

INSPECTOR GENERAL'S MEMORANDUM on TOP MANAGEMENT CHALLENGES

UNITED STATES
OFFICE OF PERSONNEL MANAGEMENT

WASMINGTON, DC 204 15-1 100
December 31, 2002

OFFICE OF
THE INEFECTOR GENTRAL

SMEMOBRANDUN FOR KAY COLES JAMES A
Dhrector LW&%

FROM: PATRICK E. McFARL AND
[nspector CGeneral

SUBJECT: Top Management Challenges

The Reports Consolidation Act of 2004 requires the [nspector General to prepare a list of
the top management challenges facing the agency for inclusion in the agency’s Annual
Performance and Accountability reporm. Similar to our prior years® lists that we have
developed in response o congrassional requests, this vear's submission is intended to
highlight the key challenges facing OPM management, as well as note areas of
improvement that we have observed.

While all of the challenges identified below and summanzed in the enclosure are crtical
to the mission of OPM, we believe that human resource management 15 especially cntical
given OPM's government-wide leadership role in this area. The challenges included on
our list are;

s  Human Resources Management;

s  Retrement Systems Modemization,

s Homeland Security;

» Expanding e-Government;

« [mplementation of the Government Performance and Results Act;

+ Revolving Fund and Salaries and Expenses Accounts;

«  Maintaining and Improving the Performance of the Federal Employees Health
Benefits Program (FEHBP); and
« (OPM's Restructuring.
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Kay Coles James

We have identified these issues as top challenges because they meet one or more of the
following criteria

I There 15 a sigmificant risk of fraud, waste, or abuse of OPM or other government
N ] £

iy The issue involves significam sirategie alliances with OMB, the administration,
Congress. or the public.

1) The issue is related to the Presidential Management Initiatives:

4 The 1ssue involves a legal or regulatory requirement not being met; or

5) The issue involves an operation that is cnitical to OPM's core missions.

The attachment to this memorandum includes written summaries of each of the
challenges that we have noted on our list, These write-ups include a deseription of the
efforts of OPM management to resolve each challenge. This information was obtained
through our analysis and follow-up discussions with senior agency managers so that the
maost current, complete and accurate charactenzation of the challenges could be
presented. | would [ike to point out that one of the challenges included on this list last
vear, DPM s Fingacial Maragement Oversight of the FEHBP, has been removed as a
result of the implementation of the Centralized Enrollment Clearinghouse System to
facilitate the reconciliation of enrollment between health carriers and agencies,

| believe that your leadership and support of agency management is eritical to meeting
these challenges and will result in a better govermment for the Amernican people. | want
to assure vou that my staff is committed to providing any technical support needed and
that they continue 1o have an excellent working relationship with your managers.

If there are any guestions. please feel free to call me at (202) 606-1200.

Antachment
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TOP MANAGEMENT CHALLENGES
OFFICE OF PERSONNEL MAN AGEMENT
DECEMBER 11, 2002

I. HUMAN RESOURCES MANAGEMENT

Strategic human resource management (HRM) consists of several elements, including
strategic human capital planning; organizational alignment; leadership continuity and
succession planning; acquiring and developing a staff whose size, skills, and deplovment
meet agency needs; and creating resulis-onented organizational cultures. HREM continues
to be a demanding government-wide challenge as a large number of employees become
ehigible to retire. the job market becomes more competitive, the need for better skills in
technological positions increases, and the awareness of performance management
INCreases

OPM, the federal human resource management agency, has the lead role in directing,
assisting, and reviewing human resource efforts, including fostering a more results-
onented approach to strategic human resource management across the government and
promoting broader application of best practices in human capital management. OPM’s
leadership role and challenges include assessing the status and plans for addressing
human resources management in agencies, working with agencies to better prepare them
to meet future challenges and deal with performance improvement efforts, and ensure
more effective oversight of the government's key human resource concems.

DPM s leadership role requires significant attention and resources. Following are some
of the steps already being taken by OPM 10 improve human capital management
throughout the government:

«  DPM continues 1o work with the Office of Management and Budget (OMB) f0 assess
the status of each agency’s steategic human capital action plans, assessing them for
wieaknesses, and sugpesting new strategies to make them successful. This is done
quarterly in comjunction with OMB's review of each agency’s President’s
Management Agenda scorecard assessment.

= OPM partnered with OMB and the General Accounting Office (GAQ) to revise the
Human Capnal Standards for Success to provide a single, comprehensive, human
capital framework. OPM also developed the Human Capital Assessment and
Accountability Framework. This framework provides consolidated gwidance. [t
includes the revised Standards for Success. replaces the Human Capital Scorecard,
and incorporates a number of GAO's Critical Success Factors as well as the
accountability requirements of Civil Service Rule X from Executive Order 13197,
OPM’s challenge includes developing a method of evaluating the results of the
Human Capital Assessment and Accountability Framework government-wide and
using the information to assess the status of human capital in the federal government.

*  The President’s management agenda also includes an initiative to expand A-76
competitions. In carrying out this initiative, work now performed by lederal
emplovees could be shified to the private sector, and will have a government-wide
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impact on federal human résource management operations. As a result, OPM will
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 sovernment.

CIPM 15 currently reorgamizing their operating structure, in part to improve their ability to
provide human capital leadership on a government-wide basis. OPM is challenged with
implementing the approved restructuring plan and will continue to require executive
management’s full commitment and suppomn (o improve government performance and
human resource management leadership, oversight and accountability (see Challenge
number §),

1. RETIREMENT SYSTEMS MODERNIZATION

One of the agency's high-nsk challenges continues to be the modemization of the
svstems used o admimster the Federal Retirement Program. The Federal Retirement
Program includes the Civil Service Retirement System (CSRS) and the Federal
Employees Retirement System (FERS). The present computenized systems that support
the processing of both CS5RS and FERS retirement information are insufficient i their
processing and programming technigues. [n order for OPM to maintain current service
levels to retinng employees, to keep up with customer expectations, and to manage the
workload associated with significant increases in the FERS retirement annuitant
papulation, the retirement sysiems must be modermized,

In 1997, the Retirement and [nsurance Service’s (R1S) Retirement Svstem Modemization
iRSM) project team documented both the CSRS and FERS retirement 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
mianar experts, and a contracior with business process reengineenng experience. The
RSM project team identified six core business functions that the future system will utilize
10 accurately and efficiently process cefirement information. These core processcs were
outlined and presented to senior OPM management, OPM system users, and stakeholders
from several other government agencies. In 2000, the RSM project team completed
process blueprints for four of the six core processes and started to translate them into the
technical requirements necessary to design the new retirement system. [n 2001, the RSM
project team completed the process blueprints for the remaining two core processes and
the technical requirements document, In addition, the RSM project team performed a
stalfing analysis, designed the transition strategy. developed the architectural design, and
began implementing and testing the svsiem in phases,

Dunng 2002, the RSM project team focused on initial implementation segments,
including the initial version of the benefits caleulator, data exchange gateway, and
coverage determination application. The RSM project team also began program-wide
data plannming and on-demand data capture and conversion, At this point, RSM project
manaiers believe that & majority of the project will be completed by 2008. However, 2
of the 21 project segment completion dates have been delayed until FY 2010. The nsk of
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turther implementation delays is possible since FY 2003 budget appropriations are not
vetin place. Without an approved FY 2003 budget, RSM project managers can not task
contractors with addition development activities. This could result in experienced
contractor staff being assigned to other projects on a permanent basis.

It s also important to note that in 2002 OPM management continued o look at other
oplions for retirement processing, including the possibility of outsourcing. Alsa, the
benefits calculator development has been put on hold pending a build versus buy
decision.

A project of this magnitude makes managing nsk very difficult. Due 1o the uncertainty of
success for reengineenng OPM's business processes, the development and
implementation of entirely new computenzed systems to support these business
processes. and the long-term nature of R3M, we are performing limited scope reviews of
components of the R5M systems development life eyele (SDLC) process, as resources
permit. These reviews attempt 10 validate that appropriate controls are being designed
into the system and that the RSM project team 15 following sound SDLC practices.

3. HOMELAND SECURITY

With the establishment of the Department of Homeland Secunty (DHS), OPM is tasked
with developing a strategic human resource management system for the new agency.
QPM is challenged with developing a system uniting 170,000 Federal employees from 22
agencies in a single Department with a mission o protect America, in addition to
providing its’ ongoing services to other federal agencies.

Civer the past several months, OPM has played a central role and has directed
considerable resources in shaping the Administration’s responses to the civil service
1=3ues revolving around the legislation 1o establish the DHS. For example, OPM's Office
of Labor and Employee Relations (OLER) was at the forefront for OPM in making the
case for Mexibility in the areas of labor-management relations, discipling, and employee
appeals. Approximately 60 percent of OLER s staff time, and 80-%) percent of the time
of the SES-level ofTice head, has been spent on homeland security since the President
introduced his proposal in June

[n effect, OPM became the human resources office of DHS, with the responsibility to
plan and forecast human capital management needs and approaches. OPM formed
working groups to study personnel areas relating to performance appraisals, job
classifications, pay, labor management, discipline appeals and emplovee appeals as i
develops DHS personnel system. OPM anticipates having a draft proposal of DHS's
human resource management system by June 1, 2003,
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4. EXPANDING E-GOVERNMENT

The President's electronic government (e-CGov) initiative seeks to enhance access to and
delivery of sovernment infermation and services through expanded use of technology.
These projects will use intemet-related technologies to accelerate and streamline service
delivery to ¢itizens. reduce paperwork burdens on business, improve management and
responsiveness of joint federal-state-local programs, and apply commercial best practices
o improve government operating efficiency. As a resull of simplifving business
processes and unifving government operations around citizen needs, each e-Gov initiative
will improve the efficiency and effectiveness of government operations,

OPM 15 responsible for leading the following e-Gov projects:

*  Recruitment One-Stop: Building on the current success of USAJORBS, the
Recrmtment One-Stop e-Gov initiative is a collaborative effort between OPM and
Federal agencies to design an innovative Intemet site that assists applicants in finding
emplovment with the Federal govermment.

«  g-Clearance: This project focuses on consolidating and increasing access, and
leveraging technology o improve the efficiency and speed of granting or locating
previous clearances or investigations.

* Enterprise Human Hesource Integration (EHRI): The EHRI initiative reaches
back to March 1999, when OPM conceived of a Government-wide nerwork for
exchanging federal Human Resources (HR) information. It was called the Human
Resources Data Network (HRDN) and 1t focused on enabling the electronic transfer
of HR data throughout the Government and eliminating the need for a paper
employee record. In January 2002, the project was renamed EHRI and included
among a group of e-Gov initiatives designed to improve the internal efficiency and
effectiveness of Government operations. Since becoming an e-Gov initiative, EHRI
has remained true to the original purpose. In addition, the project now actively
supports other OPM e-Gov initiatives to streambine and improve business processes
tied to the federal employee's life cycle.

* ¢-Training: The Gov Online Leaming Center is a premier é-Training environment
that supports development of the Federal Workforce through simplified and one-stop
access to high-guality e-Training products and services, and advancement of agency
missions. The Gov Online Leaming Center is a product of the e-Training initiative.

« e-Payroll: OPM is focused on developing standardized policies affecting payroll and
consolidating executive branch Federal payroll providers. OPM, OMB, and payroll
providers determined that the consolidation of payroll serviee delivery can be
achieved by reducing the number of federal agencies providing payroll services and
systems operations, and standardization of payroll processes is the first siep in
achieving this consohdation.

These initiatives support President Bush's Management and Performance Plan for
Expanding Electronic Government. The five e-Gov initiatives, along with OPM's
Retirement Svstems Modernization (RSM), encompass the Federal employee's entire
work lifecyele and address human capital issues.
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OPM has a clear vision of its five e-Gov initiatives as an interlocking enterprise system
hased on the employee life cvcle beginning with recruitment, continuing through all
aspects of employment, and culminating with retirement. OPM will use these five e-Gov
mnibiatives 1o remove redundancies, reduce response times, eliminate paperwork, and
improve coordination among Federal agencies.

CPM s challenge will be to manage these five e-Gov initiatives efficiently and
effectively. OPM must actively manage partners, resources (people and dollars) and
critical inter-dependencies to ensure all five e-Gov projects meet planned performance
goals and iimelines,

3 IMPLEMENTATION OF THE GOVERNMENT PERFORMANCE AND
RESULTS ACT

The Government Performance and Results Act (GPRA) requires a change from process
management to performance management. Data systems and controls need 1o be in place
to achieve performance management. Agencies are required to effectively plan, budget,
execute, evaluate, and account for their programs and activities.

CIPM s cumrently re-structunng 11s activities 10 better serve its customers (see Challenge
number &), The new design focuses on customer needs, emphasizes outcomes over process,
and fosters integration of human resources management and accountability across
Government, OPM has concurrently revised its strategic plan 1o align with the new
structure, Similar to prior vears, it will take at least one more planning cycle before the
new framework is fully integrated into the annual plans and reponts. As a consequence, it
will be at least one vear before it is apparent how annual program goals'measures work
within the new framework and to obiain a complete picture of OPM's progress toward
meeting steategic goals. OPM s challenged with aligning the FY 2003 and 2004 annual
performance plan with OPM's updated strategic plan to better show the relationship
berween goals, activities, resources, and outcomes.

As part of OPM’s restructunng, OPM 15 expanding its program evaluations function and
strengthening its performance measurement system. For example, the President’s
Management Agenda challenges OPM to more effectively and efficiently manage human
capital efforts across the Federal government, The Human Capital Framework and
OPM’s revised strategic plan describe the outcomes OPM will affect through the wide
range of new initiatives and on-going activities. These documents lay the foundation for
performance measures that will enable OPM to determine the extent 1o which these
outcames are being achieved and ultimately, assess the contnbutions of OPM 1o s
customers and citizens. OPM is challenged with defining these measures in more detail
and developing the mechanisms for collecting the data to support them.

In our last sudit of internal controls over FY 2001 performance results, we reporied that
(PM needs to improve controls over that performance data. As OPM 1s restructuring
and moving people and activities, it i1s even more important to have strong internal
controls over performance data. OPM is challenged to improve policies and procedures
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for obtaining and compiling performance data and providing additional oversight and
monitoring of performance data. Managers need 1o be able to use performance data
throughout the year 1o make business decisions.

Another of the major management imitiatives of the current Administeation 15 1o fully
integrate performance and budget information. In pnor annual budget justfications 1o
OMB and Congress. OPM aligned requested resources with the goals the agency
committed to achieve that year. However, with OPM’s restructuring, the agency will
need 1o realign 115 cost allocation svstem in addition o analyzing 11s cost allocation
methodology and OFM accounts, Full integration of budget and performance reguires
that agencies are able to link and report not only their budget requests, but the resources
actually expended to achieve outcomes. Conseguently, in FY 2002, OPM implemented a
zero-based budgeting concept. reguining its organizational components to develop their
FY 2002 operating budget plans from the ground up, specifying the minimum level of
resources that will be needed to successfully accomplish each of its annual performance
goals. This new way of preparing the budget will link the resources expended 10
accomplishments at the close of FY 2002 and serve as the baseline for OPM's FY 2003
goals

OPM's strategic plans, annual performance plans, and reports have been subject 1o on-
going and continuous refinement over the years to improve the measurement framework
used, The OIG continues to work with the agency in this effort, providing
recommendations for improvement.  Although the process is still evolving, we believe
the improved focus on outcomes will better show the value OPM provides in managing
the federal government's human capial, and will provide more reliable informartion for
short- and long-term decision-making.

6. REVOLVING FUND AND SALARIES AND EXPENSES ACCOUNTS

Developing and implementing strong internal control procedures in OPM’s financial
management svstems for the Revolving Fund (RF) and Salaries and Expenses (5&E)
pccounts has been a top agency challenge for several vears. The agency has made
progress in this arca duning the last two yvears, but issues remain which continue 1o pose a
challenge. The following are the key challenges that the agency is faced with in financial
management of the RF and S&E;

a. Reconciliation of OPM's Fund Balance with Treasury Accounts

The reconciliation of OPM's Fund Balance with Treasury for the RF and S&E
accounts was reported as a material weakness from 1993 1o 2040 in OPM's
annual Federal Managers Financial Integrity Act (FMFIA) letter to the President.
In the 2001 FMFLA letter it was downgraded to & reporiable condition, based on
the implementation of internal controls by the Office of the Chief Financial
Officer (OCFO) over the cash reconciliation process,  These controls included
developing standard reconciliation procedures, maintaining documentation
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supporting all cash transactions. and implementing supervisory review
procedures,

While the status of the cash reconciliations has improved from what it was two
years ago, issues remain thal must be resolved. For example, while reconciling
items have been identified, they have not been corrected in a timely manner. As
of August 2002, reconciling items for disbursements dating back to March 200
were still outstanding. as were reconciling items for receipts dating back to
October 2001, These unresolved tems totaled approximately $6.9 million for
disbursements and 310.2 million for receipts,

In addition to the reconciled but unresolved amounts discussed above, as of
September 2002, there was an unreconciled difference with Treasury's cash
balance of approximately 320 muillion. The OCFO is working 1o implement
additional controls that will improve their procedures related to the cash
reconciliations with Treasury., This is a kev area, as unreconciled cash
transactions impact other general ledger accounis,

h. Data Reconciliation and Control

Controls over transactions entered into the RF and S&E general ledgers have
hstoncally been inadequate. Subledgers or other detailed records were often not
reconciled o general ledger control accounts, supervisory and analytical reviews
of transactions and balances were inadequate; and transaction codes used 1o

record general ledzer entries were defined incorrectly in some cases, This
resulied in erroneous entries to and balances in the general ledger. The absence of
these standard accounting procedures and controls was a primary cause of the
financial statements of the RF and S&E being unauditable.

A contribuning factor 1o these problems was that the financial management svsiem
used to account for the RF and 5&E activity did not meet the requirements of the
Federal Financial Management Improvement Act of 1996, such as using the LS.
Standard General Ledger. [n response to this, OPM purchased a new financial
system for the BF and S&E, which was implemented dunng fiscal vear 2002, As
part of the implementation process, the OCFO has worked to verify the balances
in many of the general ledeer accounts. These accounts or ling iems included
Investizgations Service ransactions, Training Management Assistance
iransgactions, Fund Balance with Treasury {noted above), Accounis Recervable,
Accounts Pavable, and others.

Maintaining accurate general ledger account balances in the new system through
the use of strong internal controls, such as timely reconciliations, will require
exlensive management efforns. As with the improvement of controls over cash
transactions described above, it will be eritical for the OCFO to maintain these
improvements over time, and not let unresolved differences between general
ledger account balances and supporting detail linger and grow.
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7. Maintaining and Improving the Performance of the Federal Emplovees Health
Benefits Program

As administrator of the FEHBP, OPM has responsibility for negotiating contracts with
Insurance carmers covenng the benefits provided and premium rates charged for
approximately 9 million individuals. Optimizing the programs' performance will require
4 continuous program improvement process and ongoing investments in technology
I'here are several key strategies that will have to be more fully considered in how best 10
maximize the performance of the FEHBP. In addition, there are several key factors that
affect the programs performance, such as an aging population; increases in the use of
prescripiion drugs and medical services; advances in medical technology; overall
intlation related to general health care services: and decreases in the number of health
plans pamicipating in the FEHBP each year,

These factors have also contnbuted to ever increasing premium rates for health plans
nationwide. For FY 2003, estimates indicate that the average premium increase will be
around 13%, with some public health plans expenencing increases over 208, OPM,
through aggressive cost-conlainment actions, was ahle to hold the average FEHBP
premium increase o | 1.1%. While this 15 a noteworthy achievement, it nevertheless
continues a trend of double-digit premium increases over the last several years.
Controlling these costs 15 an area of great concemn to the government (which is
respensible for 72% of the total premium), FEHBP enrollees, and OPM management.
However, OFM 15 often limited in how much it can control premium cost increases
without also cutting desired benefits

OPM is challenged with determining and implementing the program changes that allow
for maximizing resources, and obtaining the flexibilities that produce the most cost
beneficial benefits package to a population of enrollees that is aging overall. OPM has
implemented significant changes to improve the performance of the FEHBP, such as the
Consumer Driven Option that is a pant of the American Postal Worker's Union health
plan for 2003, and the Flexible Spending Accounts (FSA) that will be available to
emplovees beginning in July 2003, In addition, OPM is introducing a consumer
cducation strategy to help hold down premiums and medical costs for the FEHBP.
However, controlling costs and improving the performance of the FEHBP will require a
continuous effort to explore alternatives and ideas.

Ome area of flexibility that has potential for program improvement, but is not available
under current law, s to 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 program's performance. [n addition, OPM
should consider what strategic alhiances could be established to provide for maximum
cost savings to the government, such as considenng how best to partner with the Centers
for Medicare & Medicaid Services to provide cost efficient benefits to the aging FEHBP
population.
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8. OPM'S RESTRUCTURING

The Director of OPM has approved a significant restructuring of OPM operations Lo be
implemented during FY 2003, This iminative is designed to meet the President's goal of
lorging a citizen-centered, resulis-onented, and market-based organization. The new
structure focuses on customer needs, emphasizes outcomes over process, and fosters
integration of human resources management and accountability across Government.
OPM has concurrently revised s strategic plan to align with the new structure,

OPM is challenged with strategically allocating its human capital to align with the
revised strategic plan. OPM management will need to get the people with the proper skill
levels in the proper positions (o best serve OPM customers and to accomplish its goals in
the stramegic plan

CPM has created a Restructuring Implementation Team to implement the stages of the
renrganization. OPM [aces a diverse range of issues, such as staffing, transition
management. finance, and logistics, all of which come with restructuring an organization.
For example. OPM will need 1o determine whether the current staff possesses adequate
skills o provide a sufficient level of agency support {e.g., consulting skills, contract
management skills, strategic customer service skills, etc.) and how it will make
institutional information and knowledge readily available and accessible to staff.

Any reorgamzation includes challenges, but certainly a restructuring of the magnitude
being undertaken by OPM will require the best efforts of all involved to make it a
success. One of the keys to this will be for OPM o continue to maintain communications
with its employees and stakeholders on the progress of the restructuring, thereby helping
1o ensure that OPM can meet customer needs throughout the restructuring process.
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INDEPENDENT AUDITORS REPORT

UNITED STATES
OFFICE OF FERSONNEL MANAGEMENT
WASIHINGTON, C 20418-1100

OFFICE OF
FHE [NEPECTOR GENERAL Report No. 4A-CF-00.02- 107

N 2.4 a3

MEMODRANDUM FOR KAY COLES JAMES

Director ‘J,’_J_E ﬁ%

FROM: PATRICK E. McFARLAND
Inspector General
SUBJECT: Audst of the Office of Persofinel Management’s Fiscal Year

2002 Consolidated Finaneial Stalements

As required by the Chief Financial Officer’s Act of 1990, an audit of OPM's
Consolidated Financial Statemnents has been completed for FY 2002, KPMG performed
the audit and this office conducted oversight of their work. This memo accompanies
KPMG's audst report. KPMG™s opinion states that the financial statements are fairly
presented in &Il material respects. In addition, while they did not identify any materal
internal control weaknesses, they did identify four peportable internal control weaknesses
and one instance in which OPM’s financial management systems did not substantially
comply with the requirements of the Federal Financial Managers' Integrity Act of 1996
{FFMLA). The agency agrees with the reportable weaknesses and is taking action 1o
address them.

[n connection with the audit contract, we reviewed KPMG's report and related documentation
and made inguiries of ils répresenfatives regarding the asdit. Cur review was not intended (o
enable us o express, and we do not express, opinions on OPM’s financial statements or
intermal controls and whether OPM s financial management systems substantally complied
with FFMIA, or conclusions on compliance with laws and regulations. KPMG is responsible
for the enclosed auditor’s report dated January 13, 2003, and the conclusions expressed in the

report.

I you have any questions about KPMG's audit or our oversight, please contact me or
have 2 member of your staff contact Harvey D. Thorp, Assistant [nspector General for
Audits at 606-1200,
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UNITED STATES
OFFICE OF PERSONNEL MANAGEMENT
WASHINGTON, 4 204 15- 1 100

CHFICE OF
THE TNSPECTR GENERAL JI.I.H J'"l J_'I:H:G

Report Mo, 4A-CF-(-02-107

MEMOBANDUM FOR PAUL T, CONWAY
Eh]:f of Staff =

FROM: 1 HARVEY [ THORP
Fﬂﬁiﬂmt [nspector General
For Audits

SUBJECT: Audit of the Office of Personnel Management's Fiscal Year
2002 Congolidated Financial Statements

Thig memorandum transmits KPMG LLP"s report on its financial statement audit of the
Office of Personnel Management's (OPM) Fizeal Year 2002 Consolidated Financial
Statements and the results of the Office of Inspector General’s (OIG) review of that report.
OPM™s consolidated financial statements include the Retirement Program (RP), Health
Benefits Progrum (HBP), Life Insurance Program (LP), Revolving Fund (RF) and Salaries
& Expenses Accounis (38&E).

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

I'he Chief Financial Officers (CFO) Act of 1990 (P.L. 101-576) requires OPM s Inspector
Creneral or an independent extemal auditor, as determined by the Inspecior Generil, to
pudil the sgency s financial statements in accordance with Government Auditimg
Standards (GAS) issued by the Comptroller General of the United States. We contracted
with the independent certified public accounting firm KPMG LLP to audit the
consolidated financial statements of OPM as of September 30, 2002 and for the Gscal vear
then ended, The contract requires that the audit be done in accordance with generally
pccepted government auditing standards: the Office of Management and Budger (OMB)
bulletin number 01-02, Audir Requiremeny for Federal Financial Staremenis; and the
Creperal Accounting CHfice /President’s Council on Integrity and Efficiency Finamcial
Lavaddt Mlarvnard

EPMG LLP's audit report for Fiscal Year 2002 includes: ( |} opinions on the
consolidated financial statements and the individual statements for the three benefi
programs, {2) a report on internal controls, and {3} a report on compliance with laws and
regulations. [nois audit of OPM, KPMG LLP found:
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= The financial statements were fairly presented, in all material respects. in
conformity with generally accepted accounting principles.

®  There were no material weaknesses in internal control, A matenial weakness is
condition in which the design or operation of an internal control does not reduce
oy a relatively low level the risk that misstatements, in amounts that would be
material in relation to the financial statements being audited, may occur and not
be detected within i tmely penod.

However, KPMG LLP's report identified four reportable conditions:

# Information systems general control environment;

# Financial management and reporting processes of the Office of the
Chiet Financial Officer { CFO);

P Cality control over annual financial statement preparation: and

= Segregation of duties over the Letter-of-Credit system for the
Experience-Rated Carriers.

A reportable condition represents a significant deficiency in the design or
operation of internal controls that could adversely affect OPM s ability 10 record,
process, summarize, and report financial data consistent with management
assertions in the financial statements.,

¢ KPMG LLF's report on compliance with certain provisions of laws and
regulations disclosed no instances of noncompliance, except for the following
instance in which OPM's financial management systems did not substantially
comply with the requirements of the Federal Financial Managers’ [mtegntv Act of
[9n (FEMIA

» Standard General Ledger at the transaction level {RF and S&E only}.

OIG Evaluation of KPMG LLP's Audit Performance

In connection with the audit contract, we reviewed KPMCG LLP's repor and related
documentation and made inguiries of 18 representatives regarding the audit, To fulfill cur
pudit responsibilities under the CFO Act for ensuring the gquality of the audit work performed.
we conducted a review of EPMG LLP's audit of OPM s Fiscal Year 2002 Consolidated
Financial Statements in accordance with GAS. Specifically, we:

o reviewed KPMG LLP's approsch and planning of the sudit;
»  evoluated the qualificanons and independence of its auditors;
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» monitored the progress of the audit at key points;
examined its working papers related o planning the audit and assessing internal
controls over the financial reporting process:

®  reviewed KPMG LLP's audit repors to ensure compliznce with Government
Auditing Standards;
coordimated issuance of the audit report; and

= performed other procedures we deemed necessary,

Chur review, as differentiated from an audit in accordance with generally accepted
government auditing standards, was not intended 1o enable us 10 express, and we do nol
express, opinions on OPM's financial statements or internal controls or on whether OPMs
tinancial management systems substantially complied with FFMIA; or conclusions on
complignce with laws and regulations. KPMG LLP is responsible for the attached
auditor’s report dated January 13, 2003, and the conclusions expressed in the report.
However, our review disclosed no instances where KPMG LLP did not comply. in all
matenal respects, with generallv accepted GAS.

[n accordance with the OMB Circular A-50 and the Federal Acquisition Streamlining Act
of 1994, section 6009, all audit findings must be resolved within six months of the date of
this report. In order to ensure audit findings are resolved within the required six-month
period, we are asking that the OCFO respond directly 1o the OIG within 90 days of the dare
of this report advising us whether they agree or disagree with the audit findings and
recommendations. As stated in OMB Circular A-50, where agreement is indicated. the
CHCFCOr should describe planned corrective action. If the OCFO disagrees with any of the
auilit findings and recommendations, they need o explain the reason for the disagreement
and provide any additional documentation that would support their opinion.

In closing, we applaud OPM’s financial management statf for continuing to meet the
challenge of issuing consoiidated financial statements. Their professionalism. courtesy,
and cooperation allowed us to overcome the many challenges encountered during OPM's
preparation, KPMG LLP's audit. and the O1G’s oversight of the financial statement audit,
If you have any questions about KPMG LLP’s audit or our oversight, please contact me
or have a member of your staff contact Dennis K. Black. Deputy Assistant Inspector
Ceneral for Audits ot 606-4711.

ec: Clarence C. Crawford
Associate [Hrector for
Mlanagement and Chiel Financial OffGcer
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Independent Awditors” Report

Directar and Inspector General
LS, Office of Persomnel Management:

We lave sudited the accomponving conselidated balonce sheets of the US. Office of Personnel
Mananement (OPM) s of September 30, 2002 and 2001, the mlated conselidoted staements of net cost for
each of the vears then ended, and the related comsolidated statement of chamges 18 met pesition, convbaisod
stateencnt of budgetary nesources, and consolidated statement of financing for the vear ended Sepiember
0, M2 (bereinafter referned 1o as the consolidated financial statements).  We hove also sudited the
mdmadual balance sheets of the Retrement, Health Bemefits, and Life Insumnce Progams (herematicr
referred wo s dwe Progrms) as of Seprembor 30, 2002 and 2001, the selated mdivadual statemas of o
cost for cacl of the vears then ended, and the related individual statements of clanges in net position.
budgetary msources, and fimancing for the vear ended September M 2002 (hemmafier rfemed 1o as the
Progrmams indmvidual financial statements),

The abjective of our audits was o express an opinwon on e fir presentation of tsese francial statements.
In compectien with our audsts, we alse conssdered OPM s intemal contral over financial reporting and
tested OPM’s compliance with certain provesions of applicable laws and regulations that could have a
dirsel and matenal effect an s fincial statemenls,

Summary

As staled mgur opamon an the frnemeind datements, based on our audots amd the resulis of oilser ashitors,
we concluded that the comsolidabed fikameial statemeints of OPM and the Programs” individual financial
statemnents as of and for the vears ended September 30, 2002 and 2EH, a5 presented in OPM s Fleeal Fear
AT Ferformoece aend Acconeriaphility Beporr, are presented fairly, i all madenal respects, in confommity
with aceoumsiing principbes generally acespted i the United States of Amernica.

Our consideration of indemal control over financial reporing resulted in the following reposiable
conditions, none of which are believed to be matenal weaknesses:

[nformation svstems general control environment;

Financial managament asd reponing processes of the Office of the Chief Financaal Officar,
Chanlity control sver anmunl financnl statement prepartion; and

Seprepation of dutics over the betier-of-credit system elated 1o Expencence-Rated Camers

L ]

The staties of prior vear findings is presented in Exhibit |
The results of our tests of compliance with laws and regulations, exclusive of the Federal Flaamoial

Mwagemaent Tmprovement Aoy of F994 (FFMIA), disclosed no insfonces of noncomplinnes that ane
regpuined 1o be neposted berem umder Sovemment Awebiiing Saclardy msseed by the Compiraller Ceneral
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of the Lnited States or Office of Management and Buodget (OMB) Bulletin Mo, 0102, A
Requirementy for Federad Finaneial Stoatemems

Thee resulis of oar tests of complisnee with FFMIA disclesed instances where OPM's finangial
management systems did nod suhstantially comply with the United States Gowvernment Sdandard General
Ledger ot the ransaction level.

Thee following sections discuss ous opdmion on CPM s consolidated financial statements and the Programs’
individual financial siatements, our consideration of OFMs intemal contred over financial reporting, our
tests of OPMN's |:|;|1'r||'||iun-¢|: with certain provisions af ;ﬁﬂia'h-'l: lanws andl regulations, and management s
and our responsibilies,

Crplnlon on the Financkal Statements

We have sudited the sccompanving consolidated balance shees of the US, OiTice of Personiel
Managemsent as of Seprember 300 2002 asd 2000, the related conselidated statements of net cost for each
of the years then ended, and the related comsolidated statement of changes in ned position, combined
statement of husdgetary resources, and consalicdated stotement of Ninancing for the year ended Seplember
i, 2002 We have also audived the individual balance sheets of the Programs as of Seprember 30, 2002
and 3001, the related individual stafements of net cost for cach of the vears then ended, and the relabed
individual statements of chamges in net position, budgetary resources, and financing for the vear ended
September 30, 2002, The indivicuaal Programs® financinl statements are included in the consolidating
Tiancial siatements preseitsd & Schedules | through 5.

We did nod mudii the finoncial siatements of the experience-rated health carriers, which siatements
comprize 1.1 percent and 1.4 percemt of total assets reflected in the Henlth Benehits Program (HEP)
adividual balance sheets & of September 3, 2002 and 2001, respectively, and 74 percent and 73 percent
of the cuarrent Bencfits amd premivms reflected in the HBP individual statements of net cost as of
Sepiember 30, 2002 and 2001, respectively, The experience-rated camier financinl sistements were
audited by other auditors, whose reports thereon have been provided o ws, and our opinson, insafur s it
nelates b thie amounts meluded for the experence-rated carriers. 3 based salely on the reports of the ather
audirors.

Addibitionally, we did not sudit the financin] satements of Metropalitnn Life Insurance Company™s (Hice
af Federal Emplovees Group Life losuraice Program (OFEGLLYL which  slalements  comprise
approximately 24 percent and 2.3 percent of total assets reflected in the Life Insurance Program (LP)
individual balance sheets as of September 30, 2002 and 20601, respectively, and substantially all of the
current benefils reflected in the 1P imfividual ststements of met cost for the wenrs then ended, Those
fimaneial statements were audited by other audiors, whose report thereon has been provided o s, and our
apinion, insofar ag i relstes 1o the amounts included for OFEGLL is based solely on the repoms of the
ather auditors,

In our apinkon, based on our audiits and tee report of the other awditors, the Anancial statements referred
above present fairly, in all material respecis, the consolidated financial position of OPM and ihe financial
pesition of each of the Pragrams as of September 30, 2002 and X000 and the: consolidated and individual
Frogmms™ net costs tor each of the years then ended; and the consolidaded ond individual Progroms
changes in net position; combined and insdividisl programs” budgetary resources: and consolidated and
individual programs® reconciliation of pet costs vo budgerary obligations for the year ended Seprember 30,
2002, in conformity with accounting principles penerally nccepded in the United Siates of America.
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As discussed In MNote 15 to the financial statements, OPM has adopted the provisions of Federal
Accounting Standards Techmical Bulletin Mo 2002-1, dsvigning Costs and Llabiiies fo Agencies thar
Reswle From Lepal Claimy dgainys fwe Federa! Govermmeny,  effective for T&enmh hegimning wlier
September 30, 2001,

The information included in the Manapement [hscussion and Analysis (MD&A) and Hequired
Supplementary Information sections of OPM s Fiveal Year 2002 Perfarmance and Accouniabilitey Report
15 miod @ regideed part of the Gnancial statements bal 15 supplementary ifosmation requimed by accounting
principles penerally accepted in the United Statements of America or OMB Bulletin Mo, 00-09, Fem and
Content af Agency Finowelal Snatements,  We hove applied certasin limited procedures, which consisted
prmeipally of inguines of manzgement regarding the methods of mensurement and presentadion of this
miformmation. However, wee did mod aucdit this infoemation amil, acsordingly, we express no opinben on il

Char audiis were conducted for the purpose of forming an opinion on the conselidated financial statements
of T/PM taken s n whole and on the Frograms” individiml fimancial gotements. The imdividun] fimancial
slatemsents of the Revolving Fund Programs and Salaries and Experses fumds (the Fonds) incheded in the
consolidating financial statemsemts, (Schedules | theough 53, are presenied for purposes of additional
analyzis of the consalidnted financial statements of OPM rmther than to present the financinl position, net
costs, changes in nel position, bodpetnry resournces, and recomcilintion of net cosis in budgetary ohligntions
af the fndividual Funds. The presented fmancial statements of the Funds bhave been subjected 1o the
auditing procedures applied in the audit of the OPM®s consolidated financial siagtements and, in ouwr
apinian, are fairly stated in all materiol respects in relation o OPM's consolidated financial statements
taken as n whinle.

Imternal Control over Flnancial Reporting

Cur conziderntion of mtermal coniraod over finonceal reporting would nod necessarilly dischose all motters m
thee intensal contrel over financial reporiing et mighit be reportable conditions. Under stamdands Based
by the American Institute of Certified Public Accoumants, reporiable conditions are matters coming o our
attention relating io significant deficiencies in the design or opemtion of the internal control aver financial
reparting that, i owr judgment, could adversely affect COFM°s ability fo recond, priscess, summarize, and
pepor financial data consistent with the assertlons by mamagemen in tse fnancial statemes,

Maierin]l weaknesses ore reportable condsiions in which the design or operation of one or more of the
mdermal comtral compoenents does ot reduce o 0 relatvely Jow level the nsk that misstidements,
asmoianits Khat would be material in relation o s Anancial stalements bedng asdibed, may occur and ao be
detecved within a timely period by emplovees in the normal course of performing their assigned functions,

In ouwr figcal viar 2002 audid, we nobed certain maiters, descrobed inofems 1 through 4 below, invodving
ternal contrel over financial reporting and it operation teal we consider te be reporable comditions,
However, none of the reportable conditions identified below are believed fo be material weaknesses.

A summary of the status of praee year reportable comditiens is included as Exhibit 1

We alse nobed other matters invelving internal contrel over financial reponiing and its operation that we
have reported to the management of O inon sepamte letier dated Janoary 13, 20403,

1. Information Systems General Control Environment

CIPM continues o make progress in enhancing its technology and informatien securty infmstructure, This
includes the adoption of an mlormation teckmalbsgy secunly program, implementation of security policies
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and procedures, and assignment of security responsihilities througheut the coganization.  In addition,
during fiscal year M0Z, OPM fnalized the implementation of 0 new software development lite<cycle
methodolygy and aceredited s general suppent  gystem. These sleps are very encouraging amd help QOFM
improve its information security posture. However, certain controls still need 1o be strenpihened o mect
reguirements of OMB Circular A-130, Wosapessend of Federal Dpformorion Besoweces, o5 discussed
hebow.

a.  Entity-wide Security Program — OPM has not fully documemed security plans for 68 majos
application and systems, In addition, CPM has not fully implemented a cerification and sccreditation
process thnt inchedes, bat 15 not limited o, p:rfnrmlng reviews af securiy controls, documenting
applicatyom  conlrods in 08 securtly plans, and wentifymg application specilic risks, peior o
secreditation. As owtlined in OMB Circular A-130, an effective security program includes a risk
assessme process, & certification process, and an effective plan for ingident response and monitoring,

b, Access Conbrods — As reported in the prior year, OFM has notl conslstenly dessened, configunsd, or
reviewed secess control listings to prevent unauthorized accesss 1o its petworked resources and critical
production datn. The Compater Secaelty Aot regquires Federal agencies to identify and provide security
protection commenswmate with msk resulting from the loss, misuse, unoothonzed pccess, or
miocification of mlommation collecied or mazntamed.

c.  Service Continuity — OFM has not fonmalized a compuber incident response capahility 10 mitigate the
risk of service interruptions. We nlso noted that OFM has not estblished offsite storge and
processing arrangements Tor i local area network (LAMN) based resowrces and has med miegrabed (s
dissster recovery plan with s continuity of operations plans. Losing the capability o process,
retrieve, and protect infoemation maintained electronically could significantly affect OPMs ability 1o
al:l;urnpl:i:ﬁ LS TESSIMT.

Although OPM's comro! environment, taken s a whole, provides certain mitigaring conirols, the
comditions deseribed above increase the risk that OPM wowld not be able to prevent and detect
unauthorized access toand modification of financinl, retirement, ond other sensitive information; loss of
asgels; disruption of critical operations; and the ensibng costs associaed with business downtinge and
PECOVERY,

Besymmendation

Wi recommend CHFM develop a Formal action plan for reviewing and revising information systems
general and application contrels,  This plan should address each of the conditions discussed above, set
farth appropriaie comective actions, assign rnFumsihilll'i:s o empliovess, and establish target completion
dlates for each action. This plan should be reviewed by the CiTee of Inspector Generl (010 and adopled
by the exceutive management of OPM.  In additson, this plan should provide for periodic reviews of
progress fowards the ochievemient of corrective actions,

2. Finamcial Managedsnent and Reporting Processes af (he OMMice af the Chiel Finnncial OMver
(DCF

The (UFO s in the process of implememimag a new financial information system.  The sysiem was
acquived by OPM i (scal year 2000 1o assist in mproving the controd environment over the processing
and recording of Fund finascial transactions, as well as to facilitate the reporting of Fund financial
informeation.  While the new system is capable of providing the system controls necessary fo achieve these
objectives, other conditions outside the system contimee 0 affect the acoumey of the Funds® fiscol venr
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2002 finaneinl information.  As in the pricr vear, we nabed the foflowing intermal control weaknesses in
the CMFO);

o Teelinew of Tronsection Eafey and Reconcifioiton — The OCFO does not consistently record
finamgial transactions or analyee its financial records in o timely manner, In sddition, the OCFD dees
not consestently reconcile the general ledger sccounts {0 subsidiory ledgers and odher sur.q'rnrling
documentation om a rouline basts. More specilcally, te OCFO has oo Cully maplemented procedires
for peconciling Fund Balance with Treasury. In additken, the OCFO has not fully implemented
reconcilistion progedurss between proprietary and budgetary accoumis to ensure that key aceount
rclmimsh'ipscxisl.

b, Hudperary decoimting Sructivee — The OCFO has not fully imnplemented bisdget controls 1o provide
repsonnble assumnce thal bodpetory fmnsactions, such as obligations aed outlavs, are properly
reconibed, processsd, and summarized fo permit the preparation of the Funds® financinl statements,
mainly the staements of budgelary pesources and financing, in sceordance with accounting principles
generally accepted in e United States of America o OMB Bulletin Mo, 0108, Form amd Comfeat af
Agercy Flwermelal Strfements,

¢ Fineacial Reporting — The OCFO has st mplemented adeguate pelicles and procedures 1o prepare,
review, and report finamcial statements and other lnancial reports submitted 10 oversight agencies. In
sdcdition, we nofed that the OCFO"s financial information system does nd adequately capture
trunsactions by agency trnl;]ing partner,

As we reponied inobe prior yeas, the OCFCr is unable to produce timely, accurste, amd reliable financial
information, as required by laws and regulations, We believe there still exists inadequate communication
IETHM fumctions within the nccomitmg effice, and wenk enforcement of podicies and procedures. We also
believe the CCFO could fusther strengthien is siadls wechnbeal skalls necessary o perform amd overdes
account analysis and reconciliation procedures,

YWhile the Funds are not maderinl in relation to OPM™s consolidated finnnecial sintements presenied herein,
the conditions dentified above indicate significant deficiencies m the operation of OCFF s intensal
contred over fisancial management amd reporting. In our judpment, these deficiencies adversely affect
OFM's ability 10 aecurately record, process, summarize, amdd report financial data for the Funds, In
acddition, the combination of weak budgetary controls and on unreconcibed Fund Balance with Treasury
merease the sk of noncompliznee with budgetary aws and regulations,

Recommendations

As we recommended in the prior yeer, the OCFO should emphasize the imporance of proper and
consistent performance of contrel procedwres. The tasks of performing reconciliation procedures, account
analysis, and review of financial stotements should be assigned o individuals with approprinte training
and skifls. We also recommend thai ghe (CFD dn-n:lup and mplement bormal monih=emd fnancial
reporting procedures thal include the Tllowing:

o Reconciling all general ledger acosunis to the subsadiory ledgers or sther supparting documentation
and resolving reconciling ibens;

& Reconciling applicable geneml ledger accounis te the information provided gooand received from the
LS. Department of the Treasury;

*  Reconciling, where applicable, proprictary (o budgetary accounts; ord
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s Researching, identifving, and removing items From clearing, suspense, and ather temporary general
leddger accounis within the month they occur.,

In addition, we stromgly recommend the DCFO complete its effort 1o develop and implement budgetary
accounting policies and procedres, 1o ensure that all budgetary transactions are properly reconded amd b
support the preparation, execution, and reporiing of the Funds' budgets, in accordanee with budgetary
Inws and regulations.

As we recommmiended m the pree vear, the (HCFO should ensure that staff that complete and review these
pigrth-end procedures and perforns tle day-to-day financial processing possess the necedsary akills,
experiencs and training 1o perform dhese tasks efficiently and effectively,

Y Oeulity Control Over Aanual Finuncial Siatement Preparation

To meet the financial reporting requirements pursiean to the OMB Bulletin Mo 01-0%, OPM segregated
its annual financial reporting responsibilities among the following deparimenis;

=  The Hemefits Accounting Branch (BAB), which prepared the Programs® asdividsal financaal
statemeits and assembled the conselidated financial siatemenis;
The OCFO, which prepared the Funds® individual fimancial siatements;
The Cuality Assurance [Mvision stnfT, which coordinates the preparation of the MD&A and
performance mensures section of the repart; and

# The Financial Pelicy Scaff, which prepared the fosimses o the conselidated financial statemaems,

Repular commumications amd cross-reviews were essential for complete and accurate consolidared
finangial reporting.  Howewer, as in the prior yeor, the complexity of OMB Bulletin Mo, 0104 reporting
and disclosure requiremenite amd OPM S salling Hmitations affecied the adeguacy of OPM's quality
cairol fumctien for anmual Nsancial reporting. As a result, we observed the fellowing weakinesses over
the: preparation of the consolidated and individual financial statements and related foomotes:

o Cross-reviews of financial ststemems and foomole drafis were not performed with sufficiem technical
oversight to ensure thot sccounts were properly classified ond that all reguired disclosures were
inchided m the sccompanying Foinotes; and

= [hfficulty was experienced in producing complete and aceurate consolidated financial statement drafis
in o fimely fashion for review by management and the auditors,

Recommendations

As recomumended in the peior year, OPM should strengihen the effectiveness of s fnancial peporting
comrols 10 minimize financial repoming erroes. and inconsisiencies, and o improve the timeliness of the
venr-end financinl statement prepamtion,  We recommend OPM strengihen the consolidated finaneinl
sialemment preparabion process by:

#  [eveloping and implementing a stict quarierly and year-end fnancial ¢losing and reponting schedule
bt idendifies critical milestome dates and deliverables, ond assigns responsible parties o those
milestones,  OFMW should consider linking on individual's shildy 10 meet finoncial reporting
milestapes b his or her anual performance plans, 30 the imporiance of mesting these deadlines =
emphasized and rewarded. OPM should assign the oversight of the schedule 1o a manager that
possesses direct supervisaory respoensibility over oll key personnel involved in the financial reporting
process, mcluding those preparng the MD& A and performance infirmation;
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= Possoning itsell b hamelle the processing and recordimg of aceounting tmnsactions in an enviranment
where compressed reporting schedules 5 the norm. OPFM sheubd ensare that persennel ave sufficient
cxperience and techinical expertise to assure financial stalemerts comply with applicable sccounting
principles and disclosures;

#  [ocumenting the procedures necessary te ensure the Funds® individual financial stabements ore
complete and pccurate, such as which finoncial statement relationships should exist, and which
laimale dischosures are needed; and

= [Fvpluating OPM™s curmrent pccountimg resources and processing methods 1o determine whether
appropriate kil bevels exist and whether additbonal sccounting procedures are peeded 1o aceomplish
ihe objectives set forth in the preceding recommendations.

4. Seprepation of Daties Over the Letter-o=Credit System for the Experience-Rated Corriers

OFd maistains o leer-of-credit (LOC)Y aystem whereby  Experience-Rated Health Carriers (ERC)
participating in the Federal Emploves Healih Benefits Program {FEHBP) draw down funds to pay for
employess” claims and administrutive expenses. During owr review of OPM's indernal controls over the
FEHEP, we noted that the Team Leader and cenain other 1eam members Tor the Heahh Benefiis and Lifie
Insurance Program feam within Benefiis Accounting Branch have e authorzation o perform an
emerpency drow down on behalf of an ERC. and also have the obility 10 access, recond. or change related
accounting transactions in the financial manngement system, The team leader was also invelved in
recaonciling the LOC fund balances with Treasury's fuied balaneess, CPM has matiosted certain: mitigating
comrols over this area, however, segregating the emergency draw down functien from the sapervisory
fumction is necessary fo reduce the risk that wunauthorized use or disposition of the entity's assets having a
material effect on the financial statements will oceur and net e detected inoo timely monner,

In accordance with Circular A-123, Mowigemens Accowsabiliy amd Cowtrod, key duties  amd
responsibilities in authorizing, processing, recording, and reviewing official agency transactions should be
separnted among individunls, In sddison, managers should exercise appropriage oversight to ensure
malevddisals dis et exeesd or abuse their assapned authonties,

Recommendation

We recommeid OPM develop and implement policies and procedires that reguire an appropeiate level of
segregation of duties =0 the same persons do et have responsibilities over authorization, processing.
recording. and reviewing of official OPM trassactions related 1o the ERC pctivity, In addition, we
recommend OFM strengiben segregation of dutées controls over the LOC system by moditying the sysiem
configuration so that:

= A persan who can approve the emergency draw diown request cannot be the persan processing the
Teguesl,

= The system prodluces o repot for nmy wpdntes that have been eptered bat not yet approved on a regular
basis. Podicies and procedures should be established For o supervisar o review these reports and 1ake
appropriale sction, if necessary; and

s The mer changing critscal ERL information would ot be able 1o request emergency draw downs bor
CAMTRErS.
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Complinnee with Laws and Regulations

Ol lests of compliamee with  certamn provisions of laws and regubations as desenbed 0 the
Respomaibilities section of this report, exclusive of the FEMIA, disclosed no instances of noncompliance
that are required to be reported herein under Govermmen Awditing Srandards or OMB Bulletin Mo, 00-02,

The nesults of our tests of FFMIA dischsied inatances, descibed below, where the OPM's Anancial
management systems did nod sebsiantially comply with the United Stabes Government Siandard Geeneral
Ledger (SGL ) a1 the transaction level,

5. Unifed States Standard General ledger al the transaction level

In aceardance with OMB Circulor A-127, Financhyd MWanggement Seanems. ns amended, OPM is 1o record
financial events consistent with the applicable aocount defimitions, obiribwtes, and processing rules detined
min the SGL o the tramsactsen bevel. The DCFO does nol consistently record Fumnd transactions a1 the time
of an cvent or sopn afterward, preventing the OCFO from preparing irial balances thot adequately support
the Funds® individunl financinl statements. Additionally, the CGCFO has not implementsd an adequate
acomumting structune 1o support budgelary controds amd 0 ensure that budgetory transactions ore reconded
s aceordusee with posting atiributes rellected in the SGL

Regommendstion

We ndersiand that the OCFO ks m the process of implementing a mew accounting sysbem 1o record Fund
trapssctions and expects 1o finalize the implementation of this system during fiscal vear 2003, We
recommersd 0PN ensure the new system willl enable the OCFD f0 secount for the Funds” transactions in
nocomdunce with the SGL ot the transaction level.  The resolation of these ﬁndings showld be a rn'il:u':'l.y lsr
fiscal year 2008,

LR

Thee vesils of our 1ests of FEMLA disclosed no instances mowldch OPMs lnanceal oot syqlenms
didd not substantially comply with Federal financial management systems reguiremnents or Federal
accpamting stnndards,

Responsibilities

Managemens”s Besponsibilivies

The Goversment Moagenent Refem Aoy of 90 (GMBEA) requires cach Federal agency o report
anmually to Congress an its financial status and any other information needed to fairly present its finaneial
pessbion and resulis of operations. To mest the GMREA reporting requiremients, OPM prepares annual
Tisancial slatements,

Mlanagement is responsible for

[repanmg the consoldsted Gnancial sistemments of OFPM and the mdividual fnancaal staiements of the
Programs in conformity with accoumiing principles generally accepied in the United Stapes of
AmeTica;

= Establishing and mamntalning internal comrals over fmancal reporting, and preparation of the 3MIO&A
{including the performance measures) and required supplementary information; and

o Complying with Bws and regulations, inclulmg FFMILA,
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In fulfilling this responsikility, estimates and judgments by management are requinsd te assess the
expected benefits and related costs of imternal control pelicies.  Because of inherent limitations in intermal
conired, misstniements due 0 error or fraud may neveriheless oceur and not he detected.

Aivatlvors " Resprirsitediinies

Clur responsibility i (o express an opinfon on tse consolidated fnancial statements off OPM end the
Programs” individual financial statements for fiscal year 2002 and 300, based on our audits and the
reports of the other auditors. We conducted our audits in accordance with auditing standards generally
pccepled in the Ulmited Sdntes of Americn, the stondands ppplicable to financial msbits condnined in
Crovermment Auditing Sronderds and OMB Balletin Mo, 00-02. Those sindands and OMB Bulletin Mo,
01402 require that we plan and perform the asdits to obtain reasonable assuranee about whether the
consofidoted financial stiements of OP% and the Programs® individeal financial statements are free of
materin] missiatement,

A audit meludes:

=  Examiming, on a st basis, evidence supporting the amouwnts and disclosures m the (inancial
stalemeirls;
Assessing the nocoumting principles wed and significant estimaies made by manogement; and

=  Evoluating the overall presemtation of the presented consolidated and Programs’ individual financinl
statements.

We believe that our audits and the reports of the siher auditors provide a reasonable basis for our opinions.

In planming and performing our fscal year D02 andits, we considered CHPMs intermal control over
Tinamecial reparting by oblaining an understanding of O intermal control, determining whether intermal
conirols were placed in operation. assessing control risk, and performing tests of controls. in order o
determine our auwditing procedures for the purpese of expressing our opinions on OPM's presented
consalidated financial staiements and the presented individual finoncial statements of the Progmms. We
Himmited o atermal contned testing W those controls necessary 10 achieve the abjectives described in OMB
Bulletin Mo, 01-02 amd Govermsbest daditing Standords. We did not e all interssl comtrobs pelevant o
operating ehpectives as broadlly defined by the Federa Mamagers ' Flranchel Toteprine der af 1882 The
objectivie of our audit was not to provide sssurance on mternol conted over financial repocting.
Consequently, we do nol provide an opinion thereon,

As required by OMB Bulletin Mo, 01-02, with respect to internal control related to performance measures
determinsd by management to be key and reported in the MD&A, we obinmed an understanding of the
disign of signilicant miemal controls relaiing 1o the existence and compleimess assertions.  Our
proceduses wiere nol designed o provide assurance on inbernal contrel over performance measures &ncd,
accondingly, we do niot provide an opinien thereon,

As part of oblaining reasonable aqsurance abowt whether the OPM's fracal vear 2002 linancial statements
arg free of material misstatement, we perfonned tests of the OPM s complianee with cemain provisions of
Inws and regulations, noncomplineee with which could have a direct and materinl effect on the
determmation of financinl stotement amounts, and certain provisions of other bwws and regulations
speci fied in OMBE Bulletin Na, 01-02, nelsdimg certamn provisions refermed tooin FEMLA. We limiled our
tes1s of compliance to the provisions described in the preceding sentence, and we did not test comgpliance

B
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with all laws arad regulations applicable to the OFM. Providing an opinion on compliance with laws and
regulations was nod an ehjpective of our pudit and, sccordingly, we do not express such an opinion

Under OME Bulletin Mo, 01-02 and FFMIA, we are required to report whether the OPM®s financial
management systems substantinlly comply with (1 Federa] financiol manngement svslems requiremenis,
(2} applicable Federl accounbing stamndards, and (3} the United Siates Government Standard General
Ledper at the transaction level, To meel thas reuirement, we perlormed tests of compliance with FFMLA
Section BOMa) reguirements.

Dhistribution

This repor is mtended for the information and we of OPM's management, OFM"s Office of the Inspecior
Genernl, OMB, and the LLS. Congress, and iz nod intended to be and should not be used by anvone other

tham these specilied parties.
KPrc LCP
Japuary |3, 2003

10
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Exhibit 1
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Exhibit I

.5 (HTice of Personncl Monngement
Status of Prior Year Findings
Fiscal Year 2002, Continwed
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[N F proliches wnd procedines hinve sl
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APPENDIX A
PROGRAM DESCRIPTIONS AND STATISTICS

OPM accomplishes its mission through the administration of programs that address the full range of
human resources management issues including oversight of the merit system, design and delivery of
employee benefits, position classification, pay and leave systems, maintenance of personnel security,

promoting executive development, and the support of workforce relations.

Merit Systems Oversight Programs

Merit Systems and Veterans’ Rights Oversight. OPM assesses agency adherence to the merit principles
and veterans’ rights by reviewing human resources management practices Governmentwide. The infor-
mation gathered from such assessments is used to ensure accountability in large and small agencies and to
develop policy that improves the management of human capital in accordance with the President’s
Management Agenda. Demonstration projects explore potential improvements in personnel systems and

better and simpler ways to manage the Federal workforce.

The administration of a civil service merit system ensures compliance with Federal personnel laws and
regulations. Merit principles ensure that Federal agencies invest taxpayers’ money only in employing indi-
viduals 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 personnel system that OPM oversees.

Workforce Information System. OPM sets the standards for data submitted to the Central Personnel Data
File for the maintenance of personnel records at employing agencies and provides instructions for release
of personnel data under the Freedom of Information Act and the Privacy Act. Data pertaining to the
Federal workforce is collected and maintained to support human capital decision making. In addition,
OPM gathers, analyzes and maintains statistics on the diversity of the Federal workforce, and those statis-

tics are evaluated in reports prepared for Congress.

The Retirement Program

The Retirement Program covers essentially all Federal civilian employees and comprises 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 employees. The CSRS is a
stand-alone pension system — its defined benefits are not intended to be a supplement to or be supple-
mented by other retirement benefits. The CSRS covers most Federal employees hired before 1984 and
provides benefits to the survivors of deceased CSRS annuitants 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). The
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 component of FERS. The

Federal Retirement Thrift Investment Board, an independent agency, administers the thrift savings plan.
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The FERS covers most employees first hired after December 31, 1983, and provides benefits to the sur-

vivors of deceased FERS annuitants and employees.

Retirement Program Participation. FERS membership among active employees overtook CSRS member-
ship in 1995 and by the end of fiscal year 2002 represented 65% of all covered employees. We expect the
CSRS population to decline significantly over the next decade, as CSRS participants retire or leave Federal

service for other reasons. The following chart shows CSRS and FERS participation among active employees:

1998* 1999* 2000* 2001* 2002**
CSRS 1,099,000 1,042,000 978,000 906,000 838,000
FERS 1,594,000 1,640,000 1,668,200 1,717,000 1,785,000
Total 2,693,000 2,682,000 2,646,000 2,623,000 2,623,000

*Figures updated based on current information ~ **Projected

As the FERS employee population has grown, so too has the FERS annuitant population. As the table
below shows, the number of FERS annuitants is still quite small, representing only 7 percent of the total

annuitant population at the end of FY 2002.

1998 1999 2000 2001 2002
CSRS 2,211,188 2,258,157 2,241,691 2,231,499 2213164
FERS 98,162 109,360 128,813 151,502 169,886
Total 2,369,350 2,368,117 2,376,504 2,383,001 2,383,050

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
programwide eligibility requirements. The Program has several features that make it one of the Nation’s
leading health benefits plans: 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 cover-

age every year during the annual Open Season.

Types of Plans. In fiscal year 2002, 180 health benefits plans participated in the Program. These plans
generally are of two types: Fee-for-Service (composed of the Federal employees plan offered by the Blue
Cross and Blue Shield Association and the employee organization sponsored plans) and health mainte-
nance organizations (HMOs). A Fee-for-Service (FFS) plan is a traditional 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 geographic or service areas.

Health Benefit Program Enrollment. Enrollment 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 annuitants. Including
dependents, the Program covers approximately 8.3 million individuals. Enrollment in the Health Benefits
Program, by type of plan, is presented in the table below. As the table shows, enrollment in the Program

as a whole and by type of plan has remained relatively constant since 1998.
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1998 1999 2000 2001 2002
Fee-for-Service 2,888,821 2,892,681 2,898,144 2,918,406 2,958,982
HMO 1,230,354 1,229,969 1185,642 1162,722 1,087,164
Total 4119181 4122,650 4,083,786 4,081,128 4,046,146

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. This form of life insurance does not
build up any cash value or paid-up value. It consists of Basic life insurance coverage and three optional

coverages:

Busic life insurance is determined by the amount of an employee’s annual rate of basic pay, rounded to the
next highest thousand, plus $2,000. All eligible employees — most Federal employees — are automatically

covered by Basic life insurance unless they decline this coverage.

Standard optional insurance is $10,000 of coverage that an employee can elect in addition to Basic insur-
ance. Additional optional insurance is coverage that an employee can elect based on multiples of his or
her basic pay. Family optional insurance is coverage that 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 enrollment in the Life Insurance Program for Basic life

insurance and the three optional coverages (in thousands). As the table shows, although enrollment in the
Program as a whole has remained generally constant since 1998, “Additional” and “Family” coverage has
experienced an increase in popularity in the last year or two, while enrollment in “Standard” coverage has

been consistently falling.

1998 1999 2000 2001* 2002 (est.)
Basic 3913 3953 3,941 3,949 3,984
Standard 1,356 1,352 1,330 1,319 1,376
Additional 1217 1,294 1375 1319 1,385
Family 1220 1299 1,347 1,348 1,342

* Figures updated based on current information

Long Term Care Program

Another key benefits development that will aid the Federal government in recruiting and retaining
employees lies in the Long Term Care Security Act, which was passed in FY 2000. This act authorizes OPM
to offer long term care insurance to approximately 20 million people by October 2002. During FY 2002,
OPM successfully implemented this program on schedule. A partnership of two large insurance companies
is now administering this program of long term care insurance to Federal employees, retirees, survivors,
members of the uniformed services and certain eligible family members. This program offers a choice of

benefits that can provide a variety of services, including but not limited to: nursing home care, assisted liv-
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ing facility care, home care (both formal and informal), adult day care, hospice care, and caregiver train-
ing. Enrollees can choose from four prepackaged plans, and can choose an inflation protection method,
or they can customize their long term care insurance in several areas of coverage, benefit and waiting
periods, as well as inflation protection. OPM held a limited Open Season in the spring of 2002, with

the first enrollees covered effective May 1, 2002. The regular full open season began on July 1, 2002,
continuing through the end of 2002, with an effective date of coverage as early as October 1, 2002.

Employment Programs

Delegated Examining Unit Certification Program. The authority for most employment examining was
delegated to employing agencies in 1994, while OPM retained the responsibility to ensure that employing
agencies adhere to corporate policies for staffing. These policies include merit principles, veterans’ prefer-
ence, and a commitment to equal opportunity. To make delegated examining effective, training and refer-
ence 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
providing 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 work-

force. Many of these workforce planning services are provided on a reimbursable basis.

Administrative Law Judges Program. The Governmentwide Administrative Law Judges (AL]) program
allows employing agencies to fill those positions in a way that protects public confidence. Through this
program, OPM reviews and approves competitive employment actions, classifies positions, and administers

the ALJ loan and senior AL]J employment programs.

Employment Information Program. The Employment Information Program administers a
Governmentwide 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 seckers
find it easy to learn about job openings 24 hours a day, 7 days a week, through USAJOBS. USAJOBS uses
the Internet and telephones to provide the public with more information than ever before about job vacan-

cies throughout the Federal Government.

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 Governmentwide
investigations policy for the Federal Personnel Security Program and carries 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.
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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 compensation factors are

adjusted for labor markets and to address recruitment and retention issues.

Performance Management and Awards Programs. The performance management and awards programs
promote effective performance management and ensure that individual accountability is established and
maintained throughout the Federal workforce. The programs set guidelines for evaluating, developing,
and rewarding employee performance and also provide agencies with guidance and assistance about how

to identify and correct performance problems.

Workforce Relations Programs

OPM provides Governmentwide policy, advice and consultation to employing agency officials through a
broad range of workforce relations programs to support the development of effective labor-management
relations, employee relations practices, training, employee development, and work/life and wellness pro-
grams. These programs help agencies accomplish their missions, develop effective human capital policies
in these areas, and build and retain a productive Federal workforce. The programs act as a clearinghouse
for Governmentwide information on best practices, innovations, data trends and other information on
Federal labor-management and employee relations. To further support Federal agencies in the Strategic
Human Capital Initiative, workforce relations programs make available resource tools such as the Gov
Online Learning Center (GOLC) which support Governmentwide development of the Federal workforce
through simplified, one-stop access to high-quality e-Training products and services. Through the
Training and Management Assistance (TMA) program, we provide assistance to Federal agencies in man-
aging the development of training and other human resources management solutions that advance the

President’s Management Agenda and increase agencies’ ability to meet strategic performance targets.

Executive Resources Programs

OPM’s executive resources programs foster the development, selection and management of Federal execu-
tives. This is accomplished by allocating senior executive position and appointment authorities; establish-
ing critical competencies used to select and develop new executives; administering qualifications review
boards and the Presidential Rank Award program; and overseeing Senior Executive Service (SES)

Candidate Development Programs and the SES Performance Management System.
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Abbreviation/Acronym Key:

ADR
AEP
ALJ
APR
ASCP

CAHPS

CLER

CEL
CMM
CPDF
CSRDF

CSRS
CSS
CVS
DCIA
DCSS

DHS
DEU
DoD
Do]J
ECQ
EHRI

EEO
ER
E-GOV
E-QUP

FAA

Alternative Dispute Resolution
Affirmative Employment Program
Administrative Law Judge

Annual Performance Report

American Customer Satisfaction

Index

Customer Assessment of Health
Plans Study

Centralized Enrollment

Clearinghouse System

Center for Executive Leadership
Capability Maturity Model
Central Personnel Data File

Civil Service Retirement and
Disability Fund

Civil Service Retirement System
OPM Customer Satisfaction Survey
Clearance Verification System

Debt Collection Improvement Act

OPM HR Directors’ Customer

Satisfaction Survey

Department of Homeland Security
Delegated Examining Unit

U.S. Department of Defense

U.S. Department of Justice
Executive Core Qualifications

Enterprise Human Resources

Intergration

Equal Employment Opportunity
Employee Relations

Electronic Government

Electronic Questionnaire for

Investigations Processing

Federal Aviation Administration

FAIR
FEHB
FEHBP

FEGLI

FEORP

FERCCA

FERS

FFMIA

FFS
FFS
FMFIA

FMS
FTE
FSA
GAO
GISRA

GOIC
GPRA

GSA
HB
HCAAF

HMO
HR
HRDN

HRM

Federal Activities Inventory Report
Federal Employees Health Benefits

Federal Employees Health Benefits

Program

Federal Employees’ Group Life

Insurance Program

Federal Equal Opportunity

Recruitment Program

Federal Erroneous Retirement

Coverage Corrections Act

Federal Employees Retirement

System

Federal Financial Management

Improvement Act
Federal Financial System
Fee-for-Service

Federal Managers Financial

Integrity Act

Federal Management Service
Full-time Equivalent
Flexible Spending Account
General Accounting Office

Government Information Security
Report Act

Government Online Learning Center

Government Performance and

Results Act
General Services Administration
Health Benefits

Human Capital Assessment &

Accountability Framework
Health Maintenance Organization
Human Resources

Human Resources Data Network
(formerly VHRDR)

Human Resources Management
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HUD
IACH

IT
LI

LDS
LTCSA
MDC
MSPQ

NASA

OAS
OCAS

OCFO

OCIO

OERM

OHREEO

OIG
OMB
OMSOE

OPM
PL
PMA
PMI
PMC
PRHB
PTD
1Y%
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Housing Urban Development

International Automated Clearing

House

Information Technology

Life Insurance

Leadership for a Democratic Society
Long-Term Care Security Act
Management Development Center

Merit System Principles

Questionnaire

National Aeronautics and Space

Administration
Organizational Assessment Survey

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 Executive Resources

Management (a component of OPM)

Office of Human Resources and EEO
(a component of OPM)

Office of the Inspector General, OPM
Office of Management and Budget
Office of Merit Systems Oversight

and Effectiveness (a component of

OPM)

U.S. Office of Personnel Management
Public Law

Presidential Management Agenda
Presidential Management Intern
Presidents Management Counsil
Post-Retirement Health Benefits
Participant Training Days

Present Value

QRB

QSI
QUIC

RDA
RFP
RIS

RP
RSI
SAOC

SCSS

SDLC
SES
SFFAS

SGL
SIT

SL
SOELR

ST
TJF
TMA

TRB
US.C.
USDA
USPS
WCPS

WHF

Qualifications Review Board
Quality Step Increases

Quality Interagency Coordination
Task Force

Retirement Data Repository
Request for Proposal

Retirement and Insurance Service (a
component of OPM)

Retirement Programs
Required Supplementary Information

Spending Authority Offsetting
Collections

Specialists Customer Satisfaction

Survey
Systems Development Life Cycle
Senior Executive Service

Statement of Federal Financial

Accounting Standards
Standard General Ledger

Security/Suitability Investigations

Index
Senior Level

Symposium on Employee and Labor

Relations
Scientific and Professional
Treasury Judgement Fund

Training and Management Assistance
(a sub-component of OPM)

Theodore Roosevelt Building
United States Code

U.S. Department of Agriculture
U.S. Postal Service

Workforce Compensation and
Performance Service (a component

of OPM)
White House Fellows
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“...Some of us will serve in

government for a season;

others will spend an entire
career here. But all of us should
dedicate ourselves to great goals:

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, October 15, 2001
Constitution Hall, Washington, DC
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