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MESSAGE from DIRECTOR

[ am pleased to present the United States Office of Personnel Management (OPM) Fiscal
Year (FY) 2010 Agency Financial Report (AFR). OPM has chosen to produce the AFR as
an alternative to the consolidated Performance and Accountability Report pursuant to OMB
Circular A-136. This AFR is one in a series of reports used to convey budget, performance
and financial information to our constituents. Under separate cover, OPM will submit its
Annual Performance Report (APR), concurrent with the submission of the President’s FY
2012 Budget to Congress and a Summary of Performance and Financial Information. We
believe this approach provides a more succinct and easily understood reporting of OPM’s
accountability over its resources and improves reporting by making information more

meaningful and transparent to the public.

OPM'’s mission is to “Recruit, Retain and Honor a World-Class Workforce to Serve the
American People.” Our new strategic plan for 2010-2015 was finalized during FY 2010 and
includes four broad strategic goals that emulate the lifecycle of a Federal employee. The
goals of “Hire the Best,” “Respect the Workforce,” “Expect the Best,” and “Honor Service”
facilitate engagement and satisfaction as each individual progresses from applicant to Federal

employee to retiree.

Health Care

The Patient Protection and Affordable Care Act of 2010 (Affordable Care Act) expanded
the scope of OPM’s mission by assigning OPM the task of offering at least two multi-state
health insurance plans in each of the state exchanges established by the Act. The passage of
the Affordable Care Act makes OPM responsible for the Pre-Existing Condition Insurance
Plan (PCIP), and Multi-State Plans. This represents the first time that OPM is charged
with administering a benefit program to the general public. Furthermore, the Act expanded
access to the Federal Employees Health Benefit Program (FEHBP) and the Federal
Employees Group Life Insurance Program (FEGLIP) beyond the Federal community to
certain members of tribal organizations. These groups are not served by an existing payroll

and personnel office, unlike other FEHBP and FEGLIP participants.

During FY 2010, to accomplish its new mission related to the Affordable Care Act, OPM
decided to create a new organization, Healthcare and Insurance Organization (HIO). The
purpose of HIO is to consolidate all of OPM’s healthcare and insurance responsibilities into

a single office. HIO began operating in the first quarter of 2011.

OPM Fiscal Year 2010 Agency Financial Report
1



MESSAGE from DIRECTOR

Continued

Veterans Outreach

OPM is aggressively implementing the Veteran Employment Initiative, in partnership with
the White House, the Departments of Defense, Labor, Veterans Affairs, and Homeland
Security, and other Federal agencies. The goal of the Veteran Employment Initiative is
to help Federal agencies identify qualified veterans, clarify the hiring process for veterans
seeking employment with the Federal Government, and help veterans adjust to civilian life

once they are hired.

In FY 2010, OPM met its key performance targets related to Veterans Outreach: 1) to have
Veteran Program Offices in 24 agencies and 2) to have 24 agencies incorporate Government-

wide training materials within their veteran’s recruitment strategies.

Hiring Reform

OPM is spearheading a Government-wide initiative to reform recruiting and hiring policies
and procedures. Moreover, OPM leads the Government-wide staffing effort to ensure Federal
agencies acquire, assess and retain employees with specific experience and skills essential
to achieving Agency goals and missions. Nonetheless, applicants regularly report confusion
about differences between agencies’ application processes, complex application requirements
that are difficult to meet and lack of communication from agencies regarding hiring process

applicant’s status.

During FY 2010, OPM developed a Virtual Federal Recruiter to assist hiring specialists with
recruitment by providing tools, collaboration opportunities and guidance. OPM also issued
guidance and provided assistance to agencies in moving towards the 80-day timeframe to

hire individuals into the most commonly filled positions.

Results Oriented Work Environment
OPM has implemented its Results Oriented Work Environment (ROWE) pilot project.

ROWE is based on employee management, under which employees are given maximum
flexibility to schedule their work day, so they can continue making productive contributions
to their organizations while also attending to family, pursuing higher education and taking
care of other responsibilities. Managers manage for results rather than process. Employees
are trusted to get the work done, which is a shift in culture from permission granting (e.g.,

granting leave, permission to telework, etc.) to performance guiding.

OPM Fiscal Year 2010 Agency Financial Report
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MESSAGE from DIRECTOR

Continued

In FY 2010, OPM evaluated its ROWE pilot and has since extended it for another year. The
evaluation assessed the project’s effect on employee performance and morale. As a result,
OPM is developing performance appraisals that are in-line with the goals of ROWE and not

based on more structured work environments.

Campus Wellness Pilot Project

OPM is conducting a wellness campus pilot project with the General Services Administration
and the Department of Interior. The three agencies operate as a combined “campus” with

respect to several work-life initiatives, including a comprehensive health and wellness program.

InFY 2010, OPM collaborated with the General Services Administration and the Department
of Interior to implement the combined campus, which includes a bike sharing program,

health screenings and a weekly farmers” market.

Open Government

OPM is committed to fostering an environment that values openness—openness is inherent
in our organizational values and strategic plan. The Agency is developing a culture that
is transparent, participatory, and collaborative. Moreover, OPM is developing a culture in
which sharing data and information, hearing and implementing ideas, and engaging in
ongoing conversation with employees and the public not only increase accountability but also

build trust with the American people.

During FY 2010, OPM launched its Open Government website located at: Azzp://opm.gov/
open. This multi-page tabbed site allows users to better understand Open Government as
well as stay current on OPM’s efforts to implement the Agency’s Open Government plan,

which was posted to the site on April 7, 2010.

Finance

I am pleased to report OPM earned an unqualified audit opinion on its FY 2010 consolidated
financial statements from the independent public accounting (IPA) firm of KPMG LLP.
As also communicated in the independent auditor’s report, OPM can provide qualified
assurance for its internal control over financial reporting for FY 2010. This was caused by
a material weakness concerning OPM’s information systems general control environment.
OPM is taking corrective action as noted below. In addition, OPM received an unqualified
audit opinion on the FY 2010 individual combined financial statements of the Retirement,

Health Benefits and Life Insurance Programs.
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MESSAGE from DIRECTOR

Continued

Operations

OPM also conducted a review of its system of internal control over operations in FY 2010. As a
result, material weaknesses were identified in the areas of Information Security Governance,
and the Security Certification and Accreditation (C&A) process. During FY 2010, OPM
has taken corrective action via the hiring of a Senior Agency Information Security Officer
(SAISO) who is providing OPM-wide Information Security Governance. There is full-time
staff assigned to administer the C&A process throughout the Agency, which has resulted
in significant improvement in the I'T security process within the last year. This is further
discussed in the “Analysis of OPM’s Systems, Controls, and Legal Compliance” area of the

Management’s Discussion and Analysis section of the AFR.

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

There are no internal control deficiencies regarding this data.

Conclusion

[ am extremely pleased with the dedicated and talented employees working to meet human
resource challenges throughout the Federal Government. I am confident OPM will continue
to vigorously and enthusiastically make certain the Federal Government has an effective
and efficient civilian workforce— for Federal employees, retirees, OPM partners, and most

importantly the American people whom we serve.

Sincerely,

John Berry
Director
November 15, 2010
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SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

SECTION 1 — MANAGEMENT'S DISCUSSION AND ANALYSIS

(Unaudited — See accompanying Independent Auditors’ Report)

Agency Financial Report Overview

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

Management (OPM or The Agency) is the
central human resources agency for the Federal
Government. OPM’s mission is to recruit, retain
and honor a world-class workforce to serve the
American people. To perform this mission, OPM
ensures executive agencies” accountability for
compliance with merit system principles; Federal
law, and regulations, including veterans’ preference;
advises and assists agencies on strategic human
resources management; and works with Congress
and other stakeholders on developing effective
compensation, work/life, and benefits packages.

OPM monitors merit-based human resources
practices to ensure all Federal employees operate
in a fair and discrimination-free environment,
promoting recruitment practices that help agencies
draw from the rich diversity of the American
workforce, recognizing multi-generational
differences, and encouraging practices that provide
a welcoming environment in the workplace. OPM
also administers retirement, health benefits, long-
term care and life insurance, dental and vision and
flexible spending account programs for Federal
employees, retirees, and their beneficiaries and
maintains the integrity of these programs.

OPM operates from its headquarters in the
Theodore Roosevelt Federal Office Building at
1900 E Street, NW Washington, D.C., 20415. OPM
delivers a variety of products and services with
the support of approximately 5,000 headquarter
employees as well as employees located across 16

locations around the country, including operating

centers in Pittsburgh and Boyers, Pennsylvania; Ft.
Meade, Maryland; and Macon, Georgia. The OPM

website is wuww.opm.gov.

ABoUT THIS REPORT

The Fiscal Year (FY) 2010 Agency Financial
Report (AFR) is the first document in a series
of reports prepared to convey OPM’s budget,
performance and financial information in a manner
we believe is more useful to our stakeholders and
constituents. OPM has chosen to produce the AFR
as an alternative to the consolidated Performance
and Accountability Report pursuant to OMB
Circular A-136.

The AFR provides an overview of OPM’s
financial performance and results to help Congress,
the President, and the public assess our stewardship
over the financial resources entrusted to us. In
addition to the AFR, OPM will submit an Annual
Performance Report (APR) and a Summary of
Performance and Financial Information. The
APR and Summary of Performance and Financial
Information will be published on February 15, 2011.

The AFR meets a variety of reporting
requirements stemming from numerous laws
focusing on improved accountability among
Federal agencies and guidance described in Office
of Management and Budget (OMB) Circulars
A-11, A-123, and A-136. OMB is a cabinet-level
office within the Executive Office of the President
(EOP) of the United States providing policy and
guidance to executive agencies on numerous
budgetary matters. Moreover, this AFR provides

an accurate and thorough accounting of OPM’s
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SECTION 1 —MANAGEMENT’S

DISCUSSION AND ANALYSIS

operational accomplishment during FY 2010 in
fulfilling its mission.

As an example of OPM’s efforts and in
accordance with the President’s initiative to “Go
Green,” this report will only be available on OPM’s
website at Azzp://www.opm.gov/gpralopmgpral.

Suggestions for improving this document should
be sent to the following address:

Office of Personnel Management

Financial Services

1900 E Street, NW Room 5489

Washington, D.C. 20415

OPM’s Mission and
Strategic Goals

The OPM Strategic Plan 2010-2015 is the starting
point for performance and accountability. The
beginning of the strategic plan includes the Agency’s
mission statement. The plan also describes OPM’s
four strategic goals which are designed to parallel
the lifecycle of a Federal employee. These strategic
goals are as shown in Table 1. The strategic goals are
supported by a series of implementation strategies
and performance indicators to gauge progress. OPM
also reviews its performance measures as part of

the annual budget planning, which ensures both

internal and external stakeholders understand the
level of program performance expected for the
resources.

The OPM mission is to “Recruit, Retain
and Honor a World-Class Workforce to Serve
the American People.” The mission will be
accomplished by achieving the four strategic goals
(see Table 1):

The driving force behind the OPM Strategic
Plan is the implementation strategies. The strategies
are the performance drivers and include the specific
actions OPM undertakes and the deliverables
produced to enhance program performance, achieve
program outcomes, and enable the Agency to meet
its strategic goals and fulfill the mission. Each
strategy is assigned an executive champion who
manages a strategic implementation plan, which
consists of specific tasks, deliverables and milestones.
Under the FY 2010 Senior Executive Service
(SES) performance-based pay system, executive
compensation is directly linked to successful
execution of strategies. When OPM successtully
completes its strategies, program performance
improves and the evidence of this improvement is
reflected in the measures used to assess and gauge

program performance.

TABLE 1 — OPM’S MI1SSION AND STRATEGIC GOALS

OPM's Mission Statement:

Recruit, Retain, and Honor a World-Class Workforce to Serve the American People

Strategic Goal:

Hire the Best

Respect the

Workforce advance in their careers

Expect the Best

Honor Service .
careers of Federal retirees

Recruit and hire the most talented and diverse Federal workforce possible to serve the American people

Provide the training, benefits, and work-life balance necessary for Federal employees to succeed, prosper, and

Ensure the Federal workforce and its leaders are fully accountable and are fairly appraised while having the
tools, systems, and resources to perform at the highest levels to achieve superior results

Ensure comparable recognition and reward for exemplary performance of current employees and honor the

OPM Fiscal Year 2010 Agency Financial Report



SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

Organizational Structure EXECUTIVE OFFICES

OPM’s organizational structure reflects primary o The Office of the Director includes the Deputy
business lines through which OPM carries out its Director, Chief of Staff and Director of External
programs and implements its strategic goals and Affairs, and the Executive Director of the Chief
related implementation strategies. As shown in Human Capital Officers Council. This office is
Figure 1, Organizational Structure, OPM is charged with keeping the direction of the agency
comprised of the following components: in line with its mission.

FIGURE 1—OPM FY 2010 ORGANIZATIONAL STRUCTURE

Chief Financial Officer Office of the Director General Counsel
Chief Information Officer Congressional & Legislative Affairs
Executive Secretariat Deputy Director Communications & Public Liaison
& Ombudsman | Planning & Policy Analysis
Facilities Security & Contracting Chief of Staff Federal Prevailing Rate
Internal Oversight & Compliance Advisory Commission Office of the
Equal Employment Opportunity Executive Director, Inspector
Chief Human Capital Offers Council ’V General
Employee Retirement Merit System Federal HR Solutions
r Services & Benefits Audit & Compliance Investigative
Services
e T R R
(Dep CHCO)
Recruitment Retirement Voting Rights External Affairs Leadership & Talent
—  &Diversity —  Operations u u — Management
Solutions
Pay & Leave Insurance Oversight & Operations Emerging
— —  Operations — Accountability = —  Solutions/HR
Groups Innovations
Executive Resources CFC Administrative ALF
— & Employee = = Services =
Development
Partnerships Technical Services
— & Labor Relations u
Agency &

— Veterans Support
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SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

o  Communications and Public Liaison (CPL) is

responsible for coordinating a comprehensive
effort to inform the public of the President’s and
the Director’s goals, plans and activities through
various media outlets. CPL is also responsible
for planning and coordinating the publication
and production of all printed materials that are
generated from OPM offices and for developing
briefing materials for Congress, the Director and
other OPM officials for various briefings and

events.

Congressional and Legislative Affairs (CLA)
advocates for the legislative and policy priorities
of the Director and the Administration. CLA

is the focal point for all congressional and
legislative activities for the Office of Personnel
Management. CLLA educates, responds to,
interacts with, and advises Congress on Federal
human resources management policy. CLA
also counsels and advises the Director and other
OPM ofticials on policy, and congressional and

legislative matters.

Office of the General Counsel (OGC) provides
expert legal advice to the Director and senior
OPM ofticials to ensure that policies, programs
and procedures are consistent with applicable
rules, regulations, and statutes affecting civil
service personnel law and human resources
management. OGC also provides expert legal
representation to OPM managers and leaders
in an attempt to mitigate the Agency’s risk of
litigation and to ensure agency actions are in
compliance with applicable statutes, rules, and
regulations, and to ensure that agency actions are

not unlawful.

o FExecutive Secretariat and Ombudsman (ESO) is

responsible for the administrative management

and support for the Office of the Director,

including coordination and review of Agency
correspondence, policy and program proposals,
regulations and legislation. ESO is responsible
for the Agency’s Ombudsman function, which
is necessary to provide a neutral, independent
and confidential resource for customers and
employees of OPM to raise issues of concern

or complaints that their requests are not being

addressed in a timely manner.

o Internal Oversight and Compliance (I0C)

proactively provides internal oversight while
holding OPM officials accountable for operating
effectively and efficiently in accordance with
applicable policy, regulations and other criteria

as further defined by the Director of OPM.

10C responds to GAO Reports, other external
evaluative entities, as applicable, and the OPM
OIG that require an official response on behalf of
the OPM Director.

o Equal Employment Opportunity (EEO) provides

a fair, legally-correct and expedient EEO
complaints process (i.e., EEO counseling,
Alternative Dispute Resolution, and EEO
Complaints Intake, Investigation, Adjudication,
and Record-Keeping). EEO designs and
implements all required Special Observance and
Special Emphasis initiatives, to promote diversity

management.

PROGRAM DIVISIONS

o Employee Services (ES) Provides policy direction

and leadership in designing, developing and
promulgating Government-wide human
resources systems and programs for recruitment,
pay, leave, performance management and
recognition, employee development, work/life/
wellness programs and labor and employee

relations. ES provides technical support to

OPM Fiscal Year 2010 Agency Financial Report



SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

agencies regarding the full range of human
resources management policies and practices,

to include veterans’ employment as well as the
evaluation of their human resource programs. ES
manages the operation of OPM’s internal human

resources program.

® Retirement and Benefits (R&B) is responsible for

Government-wide administration of developing
and providing Federal employees, retirees and
their families with benefits programs and
services that offer choice, value and quality to
help maintain the Government’s position as a
competitive employer. R&B is responsible for
administering the Civil Service Retirement
System (CSRS) and the Federal Employee
Retirement System (FERS), serving 2.5 million
Federal retirees and survivors who receive
monthly annuity payments. R&B is responsible
for negotiating and administering health

benefits contracts for the Federal Government,
administering the Federal Employee Group Life
Insurance (FEGLI) program covering employees,
retirees and their families. R&B is also responsible
for administering three voluntary, enrollee-pay-
all programs: long term care insurance program;
flexible spending accounts for medical and
dependent care expenses; and a group dental and

vision insurance program.

o Merit System Audit & Compliance (MSAC)

ensures through rigorous oversight that Federal
agency human resources programs are effective
and meet merit system principles and related

civil service requirements. MSAC carries out

this responsibility with a staff of employees in

five field offices across the nation and here in
Washington. The three key components of

the oversight and compliance programs are (1)
Delegated Examining Unit Evaluations, (2) Large
Agency Human Resources (HR) Evaluation, and

(3) Small Agency HR Evaluations. MSAC has
Government-wide oversight of the Combined
Federal Campaign (CFC) and the Voting Rights
Program. The mission of the CFC is to promote
and support philanthropy through a program
that is employee focused, cost-efficient, and
effective in providing all Federal employees the
opportunity to improve the quality of life for all.
The Voting Rights Program provides observers to
cover political subdivisions (counties, cities, etc. as
determined by the Attorney General) to monitor
and report on those elections designated by the

Attorney General.

® Federal Investigative Services (FIS) mission is to
ensure the Federal Government has a suitable
workforce that protects National Security and is
worthy of their Public Trust. FIS is responsible
for providing investigative products and services
for over 100 Federal agencies to use as the basis
for security clearance or suitability decisions as
required by Executive Orders and other rules
and regulations. Over 90% of the Government’s

background investigations are provided by OPM.
e Human Resource Solutions (HRS) The Human

Resource Solutions enterprise provides services
that assist Federal agencies in achieving their
missions by partnering with them to provide
effective human resource solutions that develop
leaders, attract and build a high quality public
sector workforce, and transform agencies into
high performing organizations. HRS also offers
services that enhance agencies’ ability to attract

and acquire specific talent.

COMMON SERVICES

Chief Financial Officer (CFO) manages and
oversees OPM accounting, billing, vendor

payments, budget, strategic planning, performance,

OPM Fiscal Year 2010 Agency Financial Report



SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

program evaluation, financial systems, internal
control and financial policy functions which enable
the Agency to achieve its mission. CFO also ensures
the completion of timely and accurate financial
reports that improve decision making, comply with
Federal requirements and demonstrate effective

management of taxpayer dollars.

Chief Information Officer (CIO) develops the
Information Resource Management Plan and
defines the Information Technology (I'T) vision
and strategy to include I'T policy and security for
OPM. CIO shapes the application of technology
in support of the Agency’s Strategic Plan
including the I'T" Architecture that outlines the
long term Strategic Architecture and Systems
Plans for the Agency and includes Agency I'T
Capital Planning. CIO supports and manages
pre- and post-implementation reviews of major
IT programs and projects, as well as, project
tracking at critical review points. CIO provides
oversight of major I'T acquisitions to ensure they
are consistent with the Agency’s architecture

and the I'T budget, and is responsible for the
development of the Agency’s I'T security policies.
CIO directs the realization of the Agency’s

I'T Architecture to guarantee architecture
integration, design consistency, and compliance
with Federal standards, works with other
agencies on Government-wide projects such as
e-Government, and develops long range planning

for I'T Human Resource Strategies.

o Facilities Security & Contracting (FSC) is

composed of the following five subcomponents

and manages a broad array of OPM’s key day-to-

day programs:

1. Facilities Management manages the Agency’s
personal and real property, building operations,
space design and layout, realty, safety and

occupational health programs.

2. Emergency Actions directs the operations
and oversight of OPM’s preparedness and
emergency response programs.

3. Contracting Management provides centralized
contract management that supports the
operations and Government-wide mission of
OPM. It also manages the Small Business and
Government-wide Purchase Card programs.

4. Office of Small and Disadvantaged Business
Utilization manages OPM’s small business
program in conjunction with public law,
Federal regulations, and OPM Contracting
policies.

5. Publications Management establishes and
oversees OPM’s nationwide publishing and
printing management system for internal/
external design and reproduction, Government
Printing Office/commercial print ordering
program, publications management, and

electronic/oftice publishing systems.

OTHER OFFICES

® Planning and Policy Analysis (PPA) provides

planning and analysis support to the Director
and the Agency. PPA also provides the Director
with reports, memos and other analyses to allow
the assessment of trends and issues that affect
OPM. A particular area of responsibility is the
analysis of policy options, legislative changes and
trends that affect OPM’s management of health
and retirement benefits for Federal employees. To
assure benefits provide maximum value and are
secure, the office will conduct actuarial analysis,

as well as statistical tests using large databases.

o Federal Prevailing Rate Advisory Commuttee

studies the prevailing rate system and other
matters pertinent to the establishment of
prevailing rates under subchapter I'V of chapter
53 of Title 5, United States Code, and advises

OPM Fiscal Year 2010 Agency Financial Report



SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

the Director of OPM on the Government-wide
administration of the pay system for blue-collar

Federal employees.

OFFICE OF THE INSPECTOR GENERAL

o The Office of the Inspector General (OIG)
conducts comprehensive and independent

audits, investigations, and evaluations relating to

OPM programs and operations. It is responsible
for administrative actions against health care
providers that commit sanctionable offenses with
respect to the FEHBP or other OPM programs.
The OIG keeps the Director and Congress fully
informed about problems and deficiencies in

the administration of Agency programs and

operations, and the need for corrective action.

OPM Fiscal Year 2010 Agency Financial Report
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SECTION 1 —MANAGEMENT’S

DISCUSSION AND ANALYSIS

Program Performance Summary
OPM’S STRATEGIC MANAGEMENT PROCESS

As shown in the Figure 2 summary bar chart
below, OPM met 75 percent of its performance
targets in FY 2010. This is an increase from the 67
percent met in FY 2009, which may be attributed,
in part, to the new strategic alignment of the
Agency. The new strategic alignment better matches
program goals with resources thereby resulting in

enhanced efficiencies and improved results.

FIGURE 2— OPM PERFORMANCE SUMMARY
FOR FY2005 THROUGH FY2010

90%
80%
70% |
60% |
50% 7
40% 7
30% 7
20% -

10% 1

0% -

FYos  FY06  FYO7  FYO8  FYO09  FY10

Focusing on the FY 2010 results shown in Figure
3, OPM met 75 percent of its goals; did not meet

21 percent; and the remaining 4 percent, which
represents one goal is currently undetermined. In
December 2010, Employee Services will have final

data for the following undetermined measure:

® Percent of hires in each agency hired within the
80-day time frame, as described in OPM’s hiring

time frame model

FIGURE 3—OPM FY 2010 PERFORMANCE
RESULTS

Percent of
Targets Met/Not Met/Undetermined

4%

[0 Target Met [ Not Met Undetermined

A breakdown of OPM’s performance results by
strategic goal can be found below in Table 2.

The results for all 24 performance measures will
be discussed in detail in OPM’s FY 2010 Annual
Performance Report scheduled for publication on
February 15, 2011.

TABLE 2—FY 2010 PERFORMANCE SUMMARY BY STRATEGIC GOAL

Strategic Goals

Strategic Goal 1: Hire the Best
Strategic Goal 2: Respect the Workforce 5
Strategic Goal 3: Expect the Best 8

Strategic Goal 4: Honor Service

Performance Targets

# Reported # Not Met # Undetermined
7 5 1 1

5 0 0
6 2 0
0

Y 200 Tt _“——
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SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

PERFORMANCE HIGHLIGHTS BY STRATEGIC
GoALs

Strategic Goal 1—Hire the Best:
Help agencies recruit and hire the
most talented and diverse Federal
workforce possible to serve the

American people

OPM is spearheading a Government-wide initiative
to reform recruiting and hiring policies and procedures.
The reform effort will encompass sweeping changes
to streamline the hiring process. OPM will extend its
reach to ensure agencies find and hire the best talent
possible for the Federal Government.

During FY 2010, OPM issued a Government-wide
Veterans Strategic Plan, launched the FedsHireVets.gov
web portal, and realized an increase in Government-

wide Veterans Hiring over its baseline.

Strategic Goal 2 —Respect the
Workforce: Provide the training,
benefits, and work-life balance
necessary for Federal employees to
succeed, prosper, and advance in
their careers

To improve the results of Federal programs
and services, the Government must invest in its
most valuable resource — its employees. Providing
training throughout an employee’s career — from
entry-level to executive—is critical to mission
accomplishment and leadership succession planning.
Having a suite of flexible benefits and promoting
a healthy work-life balance across the Federal
Government also contribute to building an engaged
workforce, employee well-being and retention.
Programs and initiatives, such as alternative work
schedules, telework, and employee assistance
programs are designed to help employees identify
and resolve personal and/or work-related issues
that may affect their productivity. Investments in

training, benefits, and work-life balance initiatives

benefit current employees and help us continue to
attract the best and brightest for Federal service.

During FY 2010, OPM began developing the
FEHBP data collection and analysis capacity. The
database and analytical capability will better position
OPM to negotiate effectively with FEHBP carriers
to keep Federal premium increases below industry-
wide levels. With the passage of the Affordable
Care Act, OPM is now also responsible for the
Pre-Existing Condition Insurance Plan (PCIP), and
Multi-State Plans.

Strategic Goal 3—Expect the Best:
Ensure the Federal workforce and
its leaders are fully accountable,
fairly appraised, and have the
tools, systems, and resources to
perform at the highest levels to
achieve superior results

OPM assures that agencies across the Federal
Government hold leaders accountable for results.
For agencies to succeed and meet the challenges
of the 21st century, OPM must transform the civil
service system to be flexible, agile, and responsive
enough to adapt to any circumstance. OPM provides
human resources management solutions, establishes
the standards for continuous improvement, and
leads by example to achieve Agency results.

In FY 2010, OPM evaluated and certified Agency
Senior Employee pay and performance systems,
and established a new process for investigations/
background checks of potential Presidential
Rank Award recipients that comply with newly
issued guidance. Additionally, OPM published
the FY 2009 Report on Senior Executive Pay and

Performance Appraisal Systems.
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Strategic Goal 4 —Honor Service:
Ensure recognition and reward for
exemplary performance of current
employees and honor the careers
of Federal retirees

Many of the employees working for the Federal
Government share a philosophy to give something to
the wider public or community through their work.
This work often requires high levels of training and
education, and employees are often prepared to work
harder for less pay. Therefore, it is incumbent on
the Federal Government to establish a performance
system that will treat employees fairly, be easy for
managers to use, reward those with exemplary
service, and be understandable to the public.

The Federal Government’s commitment to its
employees does not end when someone retires from
service. OPM administers retirement and insurance
benefits for over 2 million retirees. We must ensure
quality delivery of those benefits and respond to
retirees’ questions and concerns in a caring and
timely manner.

In December 2009, OPM issued uniform policies
requiring agencies to make reservist differential

payments to eligible Federal civilian employees who

are members of the Reserve or National Guard
called or ordered to active duty under certain

specified provisions of the law.

QUALITY OF PERFORMANCE DATA

In accordance with the requirements of the
Government Performance and Results Act, OPM
ensures the information in its AFR, as well as APR,
accurately reflects its FY 2010 performance and
is based on reasonably complete, accurate and
reliable data.

OPM program offices document data collection,
reporting, and verification procedures for program
performance measures, establishing a control
environment based on data quality standards
established by OPM’s Chief Financial Officer.
Performance information is validated with data
evidence provided to and maintained by the Chief
Financial Officer.

Additional information on OPM’s performance
data quality will be available with the publication
of OPM’s FY 2010 APR and the Summary of
Performance and Financial Information scheduled

for publication on February 15, 2011.
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Analysis of OPM’s

Financial Statements

n accordance with the Chief Financial Officers

Act of 1990 and the Government Management
Reform Act of 1994, OPM prepares consolidated
financial statements for OPM, which include
OPM operations, as well as the individual financial
statements of the Retirement, Health Benefits,
and Life Insurance Programs. These statements
are audited by an independent certified public
accounting firm, KPMG LLP. For the eleventh
consecutive year, OPM has earned an unqualified
audit opinion on its consolidated financial statements
and on the individual financial statements of the
Retirement, Health Benefits, and Life Insurance
Programs, respectively. These consolidated

and individual financial statements are the:
e Balance Sheet

e Statement of Net Cost

e Statement of Changes in Net Position

e Statement of Budgetary Resources

BALANCE SHEET

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

and, the difference between them (Net Position).

Assets
At the end of FY 2010, OPM held $892.6 billion

in assets, an increase of 4.2 percent from $856.6
billion at the end of FY 2009. The majority of
OPM’s assets are intra-governmental, representing
claims against other Federal entities. The Balance
Sheet separately identifies intra-governmental assets

from all other assets.

The largest category of assets is investments at
$886.3 billion, which represents 99.3 percent of all
OPM assets. OPM invests all Retirement, Health
Benefits, and Life Insurance Program collections not
needed immediately for payment in special securities
issued by the U.S. Treasury. As OPM routinely
collects more money than it pays out, its investment
portfolio (and consequently, its total assets) continues
to grow. In FY 2010, the investment portfolio
grew by 4.2 percent, with the largest increase for
investments occurring in the Retirement Program.
In FY 2010, the Total Earned Revenue was less than
the applicable cost applied to the Pension Liability by
$7.3 billion. This net effect allowed the Retirement
Program the ability to reinvest interest earnings
and apply the excess funds to the U.S Treasury
Transferred-In to subsidize the under funding of
the Civil Service Retirement System (CSRS) totaling
more than $33.2 billion for FY 2010, which resulted
in an increase in the investment portfolio of more

than $35.6 billion for FY 2010 over FY 2009.

Liabilities

At the end of FY 2010, OPM’s total liabilities
were $1,946.7 billion, an increase of 5.5 percent
from $1,845.3 billion at the end of FY 2009.
Three line items—the Pension, Post-Retirement
Health Benefits, and the Actuarial Life Insurance
Liabilities—account for 994 percent of OPM’s
liabilities. These liabilities reflect estimates by
professional actuaries of the future cost, expressed in
today’s dollars, of providing benefits to participants
in the future. The Retirement Program’s economic
assumptions for the Rate of Inflation and the Rate
of Increase in Salary were unchanged compared
to FY 2009. The Health Benefits economic
assumptions remain the same except that the
medical trend assumption changed from a constant
7% to a variable trend decreasing from 8% to 5.5%
ultimately. In FY 2010, the Retirement and Health

Benefits Program assumptions reflect an increase in
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actuarial liabilities of $97.1 billion from FY 2009. To
compute these liabilities, the actuaries make many
assumptions about the future economy and about the
demographics of the future Federal employee and
annuitant (retirees and their survivors) populations.

The Pension Liability, which represents an
estimate of the future cost to provide CSRS and
FERS benefits to current employees and annuitants,
is $1,550.2 billion at the end of FY 2010, an increase
of over $95.5 billion, or 6.6 percent from the end of
the previous year. [See discussion of the Net Cost to
Provide CSRS and FERS Benefits below].

The Post-Retirement Health Benefits Liabiliry,
which represents the future cost to provide health
benefits to active employees after they retire, is
$341.5 billion at the end of FY 2010. This reflects
an increase of approximately $1.6 billion from
the amount at the end of FY 2009, or 0.5 percent.
[See discussion of the Net Cost to Provide Health
Benefits below].

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

deceased annuitants and for employees who die

in service. The Actuarial Life Insurance Liability
increased by approximately $4.3 billion in FY 2010
to $43.2 billion, or 10.9 percent from the end of the
previous year. [See discussion of the Net Cost to

Provide Life Insurance Benefits below].

Net Position

The funds related to the operation of the
Retirement Program, the Health Benefits Program,
and Life Insurance Program are “earmarked funds,”
as defined by the Statement of Federal Financial
Accounting Standards (SFFAS) Number (No.)
27— Identified and Reporting Earmarked Funds.
Earmarked funds are financed by specifically
identified revenues, often supplemented by other
financing sources, which remain available over time.
OPM’s Net Position is classified into two separate
balances. The Cumulative Results of Operations
comprises OPM’s net results of operations since
its inception. Unexpended Appropriations is the
balance of appropriated authority granted to OPM
against which no outlays have been made. OPM’s
total liabilities exceeded its total assets at the end
of FY 2010 by $1,054.1 billion, primarily due to the
large actuarial liabilities. It is important to note that
the Retirement, Health Benefits, and Life Insurance

Programs are funded in a manner that ensures

Actuarial Gains and Losses

increase it. What are actuarial gains and losses?

be an actuarial gain.

OPM’s Net Cost to Provide Retirement, Health Benefits, and Life Insurance Benefits can vary widely from

year to year, due to actuarial gains and losses. Actuarial gains decrease OPM’s Net Cost, while actuarial losses

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

losses will occur. For example, should the COLA be less than the actuary’s assumption for this factor, there will
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there will be sufficient assets available to pay benefits well into the future. Table 3— Net Assets Available

for Benefits— shows that OPM'’s net assets available to pay benefits have increased by over $35.9 billion in
FY 2010 to $880.7 billion.

TABLE 3— NET ASSETS AVAILABLE FOR BENEFITS

(§ in Billions) FY 2010 FY 2009

Total Assets $892.6 $856.6 $36.0
Less “Non-Actuarial” Liabilities 19 1.8 0.1
Net Assets Available to Pay Benefits $880.7 $844.8 $359

STATEMENT OF NET COST

The Statement of Net Cost (SNC) is different from a private-sector income statement in that the SNC
reports expenses first and then subtracts the revenues that financed those expenses to arrive at a net cost.

OPM’s Statement of Net Cost presents its cost of providing four major categories of benefits and services:
Civil Service Retirement and Disability Benefits (CSRS and FERS), Health Benefits, and Life Insurance
Benefits, as well as Human Resources Services. OPM derives its Net Cost by subtracting the revenues it
earned from the gross costs it incurred in providing each of these benefits and services.

In FY 2010, OPM adopted the Federal Accounting Standards Advisory Board’s (FASAB) SFFAS No.
33: Pensions, Other Retirement Benefits (ORB), and Other Postemployment Benefits (OPEB): Reporting the
Gains and Losses from Changes in Assumptions and Selecting Discount Rates and Valuation Dates, eftective for
fiscal years beginning after September 30, 2009.

SFFAS No. 33 requires gains and losses from changes in long-term assumptions used to estimate Federal
employee pension, ORB, and OPEB liabilities to be displayed on the statement of net cost separately from
other costs in order to provide more transparent information regarding the underlying costs associated with
these liabilities.

OPMs total FY 2010 Net Cost of Operations was $108.4 billion, as compared with $88.6 billion in FY 2009.

The primary reason for the increase is due to changes in the actuarial estimates, as further discussed below.

Net Cost to Provide CSRS Benefits

As presented in Table 4, OPM incurred a Pension Expense for the CSRS Benefits of $94.8 billion
compared with $97.9 billion, a decrease of $3.1 billion from FY 2009. The primary reason for the decrease
in CSRS pension expense from FY 2009 to FY 2010 is that there was a total actuarial loss of $23.7 billion in
FY 2009, and a total actuarial loss of $19.0 billion in 2010. The losses combined effect results in a decrease
in pension expense from FY 2009 to FY 2010 by $3.1 billion. Both the loss in 2009 and the loss in 2010 are
primarily due to changes in assumptions and/or methodology for 2009 and changes in assumptions and/or
methodology per SFFAS No. 33 in 2010. In FY 2009, the actual general pay increase was 3.9 percent, and the
actual COLA was 5.8 percent. In FY 2010, the actual, general pay increase was 2.0 percent, and the COLA
was 0.0 percent.

There are three prime determinants of OPM’s cost to provide net CSRS benefits: one cost category (the

actuarially computed Pension Expense) and two categories of earned revenue (contributions by and for CSRS
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participants, and earnings on CSRS investments). The Pension Expense for the CSRS is the amount of future

benefits earned by participants during the current fiscal year.
Contributions by and for CSRS participants decreased in FY 2010 by $0.3 billion from FY 2009 and
OPM’s earnings on CSRS investments declined by approximately $0.9 billion from FY 2009.

TABLE 4 — NET CosT TO PROVIDE CSRS BENEFITS

) FY 2010 FY 2009

Gross Cost $94.8 $979 ($3.0)
Associated Revenues $§23.8 $§25.0 ($1.2)
Net Cost $71.0 §729 ($19)

Current pension benefits paid are applied to the Pension Liability and, therefore, do not appear on the
Statement of Net Cost; however, as noted, SFFAS No. 33 requires gains and losses from changes in long-term
assumptions used to estimate Federal employee pension, ORB, and OPEB liabilities to be displayed on the
statement of net cost separately from other costs. OPM paid CSRS benefits of $63.9 billion, as compared to the
$62.9 billion in FY 2009. The increase in benefits paid is due to the effect of the cost-of-living allowance paid

to an increasing number of CSRS annuitants.

Net Cost to Provide FERS Benefits

As shown in Table 5, the Net Cost to Provide FERS Benefits in FY 2010 increased by $30.8 billion
from FY 2009. As with the CSRS, there are three prime determinants of OPM’s net cost to provide FERS
benefits: one cost category (the actuarially computed Pension Expense) and two categories of earned revenue
(contributions by and for participants, and earnings on FERS investments). Under the actuarial assumptions,
the real interest rate— that is the difference between the interest rate and the rate of inflation —increase
caused the Gross Cost to increase.

The Pension Expense for FERS is the amount of future benefits earned by participants during the current
fiscal year. For FY 2010, OPM incurred a Pension Expense for FERS of $70.0 billion, as compared with
$37.3 billion in FY 2009. The primary reason for the increase in FERS pension expense from FY 2009 to FY
2010 was a total actuarial gain of $1.9 billion in FY 2009, which was followed by a total actuarial loss of $29.9
billion in 2010 contributing to the increase in pension expense from FY 2009 to FY 2010 of $30.8 billion. In
FY 2009 and FY 2010, there were experience gains because the actual pay raise and COLA were different
than what had been assumed. We assumed annual, general pay increases of 3.5 percent and FERS COLAs of
2.0 percent. In FY 2009, the actual, general pay increase was 3.9 percent, and the actual FERS COLA was 4.8
percent. In FY 2010, the actual general pay increase was 2.0 percent, and the FERS COLA was 0.0 percent.

Contributions by and for FERS participants increased by $1.7 billion, or 8.7 percent from FY 2009, also

due to the increasing number of FERS participants.

TABLE 5— NET CosT TO PROVIDE FERS BENEFITS

($ in Billions) FY 2010 FY 2009

Gross Cost $70.0 $37.3 $321
Associated Revenues $38.2 $36.3 $19

Net Cost $31.8 $1.0 $30.8
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Due to accounting standards, current pension benefits paid are applied to the Pension Liability and,
therefore, do not appear on the Statement of Net Cost. In FY 2010, OPM paid FERS benefits of $5.4 billion,
compared with $4.6 billion in FY 2009. The increase is due to the increasing number of FERS retirees.

Net Cost to Provide Health Benefits

The Net Cost to Provide Health Benefits in FY 2010 decreased by $11.3 billion from that in FY 2009
(Table 6). There are three prime determinants of OPM’s net cost to provide Health Benefits: two cost
categories (the actuarially computed Post-Retirement Health Benefits Expense, and Current Benefits and

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

TABLE 6 —NET CoST TO PROVIDE HEALTH BENEFITS

($ in Billions) FY 2010 FY 2009

Gross Cost $40.7 $45.6 (54.9)
Associated Revenues §376 $31.2 $6.4
Net Cost $31 $14.4 ($1.3)

The Postal Service Retiree Health Benefits (PSRHB) Fund is included in the Health Benefits Program.
On October 1, 2009, President Obama signed into law, P.L.. 111-68, Division B— Continuing Appropriations
Resolution 2010 which contained significant changes to the funding requirements and scheduled payments of
P.L. 109-435, December 20, 2006, known as the Postal Act. The payment for FY2010 was $5.5 billion, and the
payment for FY 2009 was reduced to $1.4 billion by P.L.. 111-68.

The Post-Retirement Health Benefits Expense (PRHB) is the amount of future benefits earned by
participants during the current fiscal year. For FY 2010, OPM incurred a PRHB expense of $14.7 billion,
as compared with $21.2 billion in FY 2009, due primarily to the recognition of a large actuarial gain in
FY 2010. There was an actuarial gain of $19.2 billion. This was a result of population change, lower than
expected medical cost increase, and a change in the assumed choice of health coverage in retirement and
their associated costs, offset by a loss due to a modification in the trend and interest assumptions as a result of
SFFAS No. 33 (the trend is assumed to be variable, decreasing from 7.5% to 44% ultimately).

Current Benefits and Premiums increased $1.5 billion from FY 2009, due mainly to the increase in health
insurance premium rates indicative of the economy as a whole.

The contributions (for and by participants) increased by $6.4 billion from FY 2009 to FY 2010. OPM’s
earnings on health benefits investments decreased $34 million from FY 2009, due to the effect of lower returns.

Due to accounting standards, a portion of the costs to provide health benefits is netted against the PRHB
Liability and not fully disclosed on the statement of Net Cost. The actual costs to provide health benefits are
presented in Table 7.

TABLE 7— DISCLOSED AND APPLIED COSTS TO PROVIDE HEALTH BENEFITS

($ in Billions) Disclosed Applied to PRHB Total FY 2010 Total FY 2009
Claims $20.9 $9.7 $30.6 $28.8
Premiums $4.0 $2.6 $6.6 $6.5
Administrative and other $1.0 $0.9 $19 $1.8
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Net Cost to Provide Life Insurance Benefits

As seen in Table 8, the Net Cost (Excess of Revenue) to Provide Life Insurance Benefits increased from
$330.0 million in FY 2009 to $2,490 million in FY 2010. Gross cost increased $2,208 million due to the
actuarial loss between FY 2009 and FY 2010. Associated revenues increased $48.0 million due to an increase
in basic enrollment, partially offset by an annual pay increase, and a decrease on earnings on the investment

portfolio.

TABLE 8 — NET COST TO PROVIDE LIFE INSURANCE BENEFITS

(§ in Millions) FY 2010 FY 2009

Gross Cost $6,876 $4,668 $2,208
Associated Revenues $4,386 $4,338 $48
Net Cost (Excess of Revenue) $2,490 $330 $2,160

STATEMENT OF BUDGETARY RESOURCES

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

As presented in the Statement of Budgetary Resources, a total of $208.6 billion in budgetary resources was
available to OPM for FY 2010. OPM’s budgetary resources in FY 2010 include $49.3 billion (23.7 percent)

carried over from FY 2009, plus three major additional sources:

* Appropriations Received = $43.0 billion (20.6 percent)

* Trust Fund receipts of $102.7 billion, less $33.0 billion* not available = $69.7 billion (33.4 percent)
* Spending authority from offsetting collections (SAOC) = $46.6 billion (22.3 percent)

* Total budgetary resources do not include $26.0 billion of Trust Fund receipts for the Retirement obligations pursuant to public
law. In addition, in accordance with Public Law 109-435, contributions for the Postal Service Retirement Health Benefits (PSRHB)
Fund of the Health Benefits Program are precluded from obligations totaling $7.0 billion and therefore temporarily not available.

Appropriations are funding sources resulting from specified Acts of Congress that authorize Federal
agencies to incur obligations and to make payments for specified purposes. OPM’s appropriations partially

offset the increase in the Pension Liability in the Retirement Program, and fund contributions for retirees and

survivors who participate in the Health Benefits and Life Insurance Programs.
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SOURCES OF BUDGETARY RESOURCES

I R T

Trust Fund Receipts 33.4% 34.1%
Balance Brought Forward from . 0
Prior Year 23.7% 23.1%
Spending Authority from . .
Offsetting Collections 22.3% 21.8%
Appropriations 20.6% 20.4%

Trust Fund Receipts are Retirement Program
contributions and withholdings from participants,

and interest on investments. Spending Authority from

Offsetting Collections includes earnings on investments

and contributions made by and for those participating

in the Health Benefits and Life Insurance, and

revenues in Revolving Fund Programs.

OBLIGATIONS INCURRED BY CATEGORY

FY 2010 FY 2009

Retirement Benefits 65.6% 66.2%
Health Benefits 311% 30.7%
Life Insurance Benefits 1.7% 1.7%
Other 1.6% 1.4%

From the $208.6 billion in budgetary resources
OPM had available during FY 2010, it incurred
obligations of $156.9 billion less the $33.2 billion

transferred from the Treasury’s General Fund
(see Note 1.G) for benefits for participants in the
Retirement, Health Benefits and Life Insurance
Programs. The $7.0 billion in the PSRHB Fund
of the Health Benefits Program is precluded
from obligations. Most of the excess of budgetary
resources OPM had available in FY 2010 over the
obligations it incurred against those resources is
classified as being “unavailable” for obligation at

year-end.

Analysis of OPM’s Systems,

Controls, and Legal Compliance

This section provides information on OPM’s

compliance with the following legislative mandates:

® Federal Managers' Financial Integrity Act
(FMFIA) of 1982

¢ Federal Financial Management Improvement
Act (FFMIA) of 1996

* Inspector General Act, as amended

¢ Federal Information Security Management Act
(FISMA) of 2002

e Compliance with Other Key Legal and

Regulatory Requirements

OPM Fiscal Year 2010 Agency Financial Report

21



SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

Management Assurances
FMFIA AND FFMIA ASSURANCE STATEMENT

OPM is responsible for establishing and maintaining effective internal control and financial management
systems that meet the objectives of the Federal Managers’ Financial Integrity Act (FMFIA). OPM conducted
its assessment of internal control over the effectiveness and efficiency of operations and compliance with
applicable laws and regulations in accordance with OMB Circular A-123, Management’s Responsibility for
Internal Control. Based on the results of this evaluation, OPM can provide qualified assurance that its
internal control over the effectiveness and efficiency of operations and compliance with applicable laws
and regulations and financial management systems, as of September 30, 2010, was operating effectively.
The qualified assurance is based on two operational material weaknesses described in this report, which
are related to OPM’s information systems general control environment, and OIG funding for oversight of
OPM’s Revolving Fund. During FY 2010, OPM has taken corrective action on the two operational material
weaknesses via the hiring of a Senior Agency Information Security Officer (SAISO) who is providing
OPM-wide Information Security Governance. There is full-time staff assigned to administer the C&A
process throughout the Agency, which has resulted in significant improvement in the I'T security process

within the last year. Addressing the material weaknesses will continue to be a priority for OPM in FY 2011.

In addition, OPM has conducted its assessment of the effectiveness of internal control over financial
reporting, which includes safeguarding of assets and compliance with applicable laws and regulations,
in accordance with the requirements of Appendix A of OMB Circular A-123. In the consolidated
financial statement audit performed by the independent auditors, the material weakness concerning
OPM’s information systems general control environment was also reported as a financial material
weakness. Based on the results of this evaluation, OPM can provide qualified assurance that its internal

control over financial reporting as of June 30, 2010, was operating effectively.

The Federal Financial Management Improvement Act (FFMIA) requires agencies to implement and
maintain financial management systems that are in substantial compliance with Federal financial
system requirements, Federal accounting standards, and use the United States Standard General Ledger
(USSGL) at the transaction level. Based on my review of the auditor’s report and other relevant
information, I have determined that for FY 2010, OPM can provide reasonable assurance that its

financial systems substantially comply with FFMIA requirements.

To this end, we have therefore made every effort to ensure our internal control systems meet the

requirements of FMFIA and FFMIA.

ohn Berry Nov. 9, 2010

Director
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COMPLIANCE WITH FEDERAL FINANCIAL
MANAGEMENT IMPROVEMENT AcT (FFMIA)
Financial Management Systems

The FFMIA requires Federal agencies to
implement and maintain financial management
systems that are in substantial compliance with
Federal financial system requirements, Federal
accounting standards, and the United States
Standard General Ledger (USSGL) at the
transaction level. Based on a review of the auditors’
report and other relevant information, OPM has
determined that for FY 2010, OPM substantially
complies with all FFMIA requirements regarding
financial management systems, financial accounting
standards, and application of the USSGL at the

transaction level.

FFMIA Remediation Activities

OPM’s FY 2008 assessment of Government
Financial Information System (GFIS) disclosed that
it did not comply with the FFMIA requirement
that transactions be posted in accordance with
the USSGL.

In an effort to improve OPM’s financial
management system including information system
software, business processes and procedures,
outsourcing support, and internal controls, the OMB
directed OPM to use the guidelines it outlined in the
Financial Management Lines of Business (FMLoB)
Migration Planning Guidance to acquire the
software, integration and application hosting services
necessary to modernize its financial management
systems. The CFO organization followed those
guidelines, and, in July 2008, OPM awarded a
contract for the Agency’s software, integration, and
application hosting services provider to replace GFIS

with our new Consolidated Business Information

System (CBIS). Phase I of CBIS, for the S&E and

RF, was initially deployed in October 2009; various
upgrades and deployment of new functionality have
continued throughout FY 2010 and will continue
into subsequent years. The schedule for Phase II of
CBIS, to cover the Retirement, Health Benefits and
Life Insurance Trust Funds, is being reassessed due
to changing Agency priorities, changes in interfaces
with other OPM and external systems, and
identification of additional system requirements.

In response to OMB Memorandum M-10-26,
Immediate Review of Financial Systems I'T Projects,
OPM provided OMB with a project status on CBIS,
and the results are pending.

Further, in accordance with the CFO Act
of 1990, CFO implemented new policies and
procedures to prepare financial statements and
related disclosures, budget reports, and other
financial information for Agency management
decision-making that is consistent with Federal
accounting standards. The OPM plans to refine and
update its current financial manual to support these

new procedures in FY2011.

Enhance Financial Management Systems

OPM senior management supports CBIS as a
top priority for the Agency. OPM expects CBIS to
assist the Agency in its efforts to improve business
processes, facilitate data clean up, review access
controls, and conduct business process analyses to
further ensure a successful implementation and
stabilization of modernized business processes,
system controls, and effective operational and
regulatory reporting.

In addition, OPM has implemented a corrective
action plan, in consultation with OMB, to resolve
deficiencies with regard to the RF and S&E
accounts as a part of the CBIS Project.

OPM Fiscal Year 2010 Agency Financial Report

23



SECTION 1 —MANAGEMENT’S

DISCUSSION AND ANALYSIS

COMPLIANCE WITH THE FEDERAL MANAGERS’
FiNnaNcIAL INTEGRITY AcT (FMFIA)

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

OPM evaluated its systems of internal control
to ensure compliance with OMB Circular A-123,
Management’s Responsibility for Internal Control.
OPM conducted an assessment of its internal
control over Agency operations and compliance
with applicable laws and regulations. As part of the
assessment, the CFO, and the Director, Internal
Oversight and Compliance, required office heads
to submit an assurance statement detailing if their
internal control systems met the requirements of the
FMFTA. Office heads also submitted supporting
documentation of internal control objectives and
control activities in individual units under their
purview. CFO internal control staff reviewed those
submissions and also reviewed applicable GAO and
OPM OIG reports to determine if they contained
material weaknesses that needed to be reported.
Based on the results of these assessments, OPM
can provide qualified assurance that its systems of
internal control over the effectiveness and efficiency
of operations and compliance with laws and
regulations as of September 30, 2010, were operating
effectively with the exception of two operational

material weaknesses detailed below.

Material Weakness on OPM’s Information Systems

General Control Environment

In its FY 2010 overall Federal Information
Security Management Act (FISMA) report, OIG
reissued the operational material weakness from
the FY 2009 report, concerning OPM’s overall

information security governance program. The
operational material weakness states that OPM

did not establish adequate information security
governance activities in accordance with legislative
and regulatory requirements. Although OIG
acknowledged that some limited progress was made
in FY 2010 to improve OPM’s security program, they
continue to consider the I'T security management
structure, insufficient staff, and the lack of policies
and procedures to be an operational material
weakness in OPM’s I'T security program.

Furthermore, OIG added issues related to
the management of OPM’s Certification and
Accreditation (C&A) process to the material weakness
concerns. The C&A concerns were reported as a
significant deficiency in the FY 2008 and FY 2009
FISMA reports. Specifically, OIG noted that not all
systems at OPM have an active C&A, there is a wide
range of quality in the C&A packages from various
program offices, and the CIO does not have the
resources to facilitate the C&A process.

OPM believes that the CIO has made significant
progress towards resolving these issues beginning
with the hiring of a new SAISO in April 2010.

A first-time, formal budget submission was
developed for CIO Information Technology Security
and Privacy (ITSP) to support critical funding
requirements. As a result, the CIO has begun

hiring additional I'T security staff to support the I'T
Security Governance program and management

of the C&A process. Secondly, an Inter-Agency
Agreement was signed between OPM and the
Bureau of the Public Debt (BPD) in September 2010
to provide assistance in updating OPM IT Security
policies and procedures. Additionally, during FY
2010, OPM’s I'T Security and Privacy organization
completed a comprehensive Gap Analysis and
developed a Strategic Plan and Consolidated
Findings Report to address deficiencies from past
audits and pending Plan of Actions and Milestones
(POA&Ms). To address the core areas of the

material control weakness, OPM has established a
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remediation plan with the ITSP group consisting of

the following priorities:

Priority 1: Revise Entity-Wide IT Security Policies,
Procedures and Guidelines

Priority 2: Document and Enhance the Current
Assessment Review Process (C&A)

Priority 3: Establish Robust I'T Security and Privacy
Compliance Training

Priority 4: Enhance Collaboration with I'T Security
Federal Entities and OPM’s I'T Security
Community

Priority 5: Enhance Overall POA&M Management

Program

Operational Material Weakness on the OIG
Funding for Oversight of OPM’s Revolving Fund

The OIG has indicated that it lacks sufficient
resources to adequately conduct that part of its core
mission involving oversight of OPM’s Revolving Fund.
Therefore, the OIG has reported an operational
material weakness. In FY 2011, the OIG will continue
to request, through its FY 2012 budget submission
and legislative proposals, the resources needed to

support effective OIG Revolving Fund oversight.

Internal Control over Financial Reporting

In addition to its overall FMFIA assessment,
OPM conducted an assessment of the effectiveness
of internal control over financial reporting to ensure
compliance with Appendix A of OMB Circular
A-123. Appendix A requires Federal agencies to
provide additional assurance of financial controls
through testing and evaluation of entity, process and
transaction-level controls under the oversight of a
senior assessment team.

As in the prior years’ assessments, FY 2010
Appendix A planning, testing, evaluation and
reporting for internal control over financial

reporting were done under the direction of OPM’s

Senior Assessment Board for Internal Control

over Financial Reporting (Board). The Board is
co-chaired by the CFO and the Director, Internal
Oversight and Compliance. The Board includes
senior representatives from all major OPM
organizations. Testing and evaluation activities
were conducted, under the Board’s oversight, by the
Policy and Internal Control (PIC) group of OPM’s
CFO organization.

At the September 29, 2010 Board meeting, the
Board approved PIC’s recommendation for an
unqualified assurance statement for ICFR, as of
June 30, 2010, given that no material weaknesses
were found during evaluation and testing. However,
OIG and its independent public accounting firm
have reported deficiencies concerning the general IT
control environment as a material weakness on the
consolidated financial statement audit. For the past
few years, the independent auditors have reported
the general I'T control environment as a significant
deficiency, and OIG has identified related I'T
issues as a material weakness in previous FISMA
reporting. Although progress was made on some
key items in FY 2010, problems related to policies
and procedures, certification and accreditation,
system access, and physical access continue to
persist. Consequently, based on the results of the
consolidated financial statement audit, OPM is
reporting a qualified assurance for its internal

control over financial reporting as of June 30, 2010.

Compliance with the Inspector General Act

The Inspector General Act, as amended, requires
agencies to report on the final action taken with
regard to audits by its OIG. OPM is reporting on
audit follow-up activities for the period October 1,
2009, through September 30, 2010. Table 9 —
Inspector General Audit Findings provides a
summary of OIG’s audit findings and actions taken

in response by OPM management during this period.
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TABLE 9 — INSPECTOR GENERAL AUDIT FINDINGS

FY 2010 Number of Reports Questioned Costs ($ in Millions)

Reports with no management decision on October 1, 2009 12 $10.6
New reports requiring management decisions 20 81.0
Management decisions made during the year 25 36.7
Costs disallowed - 376
Costs not disallowed - (0.8)?
Reports with no management decision on September 30, 2010 7 $54.8
Reports with no management decision on October 1, 2008 15 $34.2
New reports requiring management decisions 31 48.5
Management decisions made during the year 34 721
Costs disallowed - 738
Costs not disallowed - (1.7)?
Reports with no management decision on September 30, 2009 12 $10.6

1The number of new reports requiring a management decision represents reports with monetary recommendations. The total number of new reports
issued during the fiscal year is 57, of which 37 included only procedural recommendations, or were without any recommendations.

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

Federal Information Security Management Act (FISMA)

FISMA requires the CIO to conduct an annual Agency security program review in coordination with
agency program officials. OPM is pleased to provide the detailed results of this review conducted for Fiscal
Year (FY) 2010.

OPM’s I'T security and privacy program has managed to make some progress with the limited available
resources. An I'TSPG lead, referred to as the SAISO, was hired to manage and oversee the program.

The mission of the ITSPG is to protect and defend against information security threats and risks, meet
organizational goals, exceed industry best practices and Federal security and privacy requirements to ensure
the confidentiality, integrity, and availability of all resources within OPM. The SAISO has identified
resources needed and made recommendations regarding staffing changes and several new positions are
authorized for the I'TSPG. Further, as a result of the audit, each area identified has been added to the CIO
Plan of Action and Milestones listing. That list is under review for priority of actions to be taken based on the
resources available. OPM will ensure that all actions are corrected within the milestones established.

In addition, in FY 2010 OPM successfully implemented an automated process for conducting mandatory
training for all employees. This training included OPM policy and instructions for reporting data breaches
and guidance for the use of personally identifiable information (PII). The training was completed by more
than 96% of the agency OPM’s approximately 11,193 employees and contractors. The completion rate for role-
based training in FY 2010 was over 96% for both Federal employees and contractors. OPM will continue to
track the status of compliance with required annual training to ensure its employee populations are aware of

I'T security policies and processes.
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The priorities for OPM’s ITSPG in FY 2010 are
to strengthen the security and privacy program to
ensure the confidentiality, availability and integrity
of the OPM network and data. ITSPG will focus
on establishing roles and responsibilities, aligning
IT security and privacy responsibilities under
ITSPG, improving certification and accreditation,
policy and standards development, security training
and awareness, network and cyber security, and
the privacy program. OPM understands that we
must remain committed to a strong and effective
IT security and privacy program to protect our

critical assets.

Compliance with Other Key Legal and Regulatory

Requirements

OPM is required to comply with other legal and
regulatory financial requirements, such as the Debt
Collection Improvement Act (DCIA). Information
concerning these regulatory requirements can be
found in the Other Accompanying Information

Section 3, of this report.

Goals and Strategies

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

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

management performance:

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

meaningful, fair and fully measurable

* Improve internal controls over financial reporting

through improved systems and processes

® Re-affirm processes, controls and procedures
to ensure that continuing Independent Public
Accountant (IPA) unqualified audit opinions will

be earned on the annual financial statements

¢ Continue to implement a new integrated
financial management system fully compliant
with Federal standards, providing sound,

effective support to all customers

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

stipulated by revised OMB Circular A-123

® Reduce improper payments to target levels

Limitations of the Consolidated
Financial Statements

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

requirements of 31 United States Code 3515(b).

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

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

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

This is the third year the United States (U.S.) Office of Personnel Management (OPM) has chosen
to produce an Agency Financial Report (AFR), which provides details on relevant financial data within
45 days of the accounting closing period in accordance with Office of Management and Budget (OMB)
guidelines. Under a separate cover, OPM will submit the Annual Performance Report in conjunction with its
Congressional Budget Justification for submission of the President’s Fiscal Year (FY) 2012 Budget to Congress
and a Summary of Performance and Financial Information which provides a concise summary of the past
year’s outcomes. This approach offers more transparent conveyance to the public with improved quality and

utility for management.

For the eleventh consecutive year, OPM’s consolidated financial statements have received an unqualified,
or clean, audit opinion from our independent public accountants, KPMG LLP. This opinion assures the

results are reported fairly and free of material error.

OPM continues to improve its financial management and work with our partners to modernize the
current financial systems. Considerable progress was made this year to replace OPM’s accounting systems
with the Consolidated Business Information System (CBIS). We have been working with our vendor in
support of the implementation and modernization process and implemented the first phase for the Revolving

Fund Programs and Salaries and Expense (S&E) Fund accounts on October 1, 2009.

OPM also issued a qualified assurance statement on internal control over financial reporting in accordance
with the requirements of the revised OMB Circular A-123, Management’s Responsibility for Internal
Control. This was caused by a material weakness concerning OPM’s information systems general control
environment. OPM believes that significant progress has been made towards resolving this beginning with
the hiring of a new Senior Agency Information Security Officer (SAISO) in April 2010. A first-time, formal
budget submission was developed for the I'TSP group to support critical funding requirements. For example,
hiring of additional IT security staff has commenced to support the I'T Security Governance program and
management of the Certification & Accreditation (C&A) process. Secondly, an Inter-Agency Agreement was
signed with the Bureau of the Public Debt (BPD) to provide assistance in updating OPM IT Security policies

and procedures. Addressing and resolving the material weakness will continue to be a priority in FY 2011.

Our reviews under the Improper Payments Information Act have been expanded to include payments
to vendors for OPM’s Background Investigations program, which encompasses approximately 90
percent of Government-wide background checks. The related reviews required the timely completion of

rigorous assessments, documentation and testing of our procedures and controls over financial reporting.
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Implementation of CBIS will assist in reducing improper payments and improve reconciliation by direct

transfer of case management information into CBIS.

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

the overall accounting for each line of business and the fees charged for those services.

We carry out our responsibilities over the $890 billion in the Federal employees earned-benefit trust funds
with pride, and are honored to safeguard these assets on behalf of Federal employees, retirees, their survivors
and families against waste, fraud and abuse. It is with great pleasure that I, on behalf of our staff, provide you
with the FY2010 AFR documenting OPM’s careful stewardship over Federal employees’ retirement, health

and life insurance funds as supported by an unqualified audit opinion.

Sincerely, ..
Stephen Agostilg

Chief Financial Officer
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UNITED STATES OFFICE OF PERSONNEL MANAGEMENT
Washington, DC 20415
November 10, 2010

Office of the
Inspector General

Report No. 4A-CF-00-10-015

MEMORANDUM FOR JOHN BERRY
Director
g WS
FROM: PATRICK E. MCFARLAND W

Inspector General

SUBJECT: Audit of the Office of Personnel Management’s Fiscal Year
2010 Consolidated Financial Statements

This memorandum transmits KPMG LLP’s (KPMG) report on its financial statement
audit of the Office of Personnel Management’s (OPM) Fiscal Year 2010 Consolidated
Financial Statements and the results of the Office of the Inspector General’s (OIG)
oversight of the audit and review of that report. OPM’s consolidated financial statements
include the Retirement Program, Health Benefits Program, Life Insurance Program,
Revolving Fund Programs (RF) and Salaries & Expenses funds (S&E).

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

The Chief Financial Officers (CFO) Act of 1990 (P.L. 101-576) requires OPM’s Inspector
General or an independent external auditor, as determined by the Inspector General, to
audit the agency’s financial statements in accordance with Government Auditing
Standards (GAS) issued by the Comptroller General of the United States. We contracted
with the independent certified public accounting firm KPMG LLP to audit OPM’s
consolidated financial statements as of September 30, 2010 and for the fiscal year then
ended. The contract requires that the audit be performed in accordance with generally
accepted government auditing standards and the Office of Management and Budget
(OMB) Bulletin No. 07-04, Audit Requirements for Federal Financial Statements, as
amended.

KPMG@G’s audit report for Fiscal Year 2010 includes: (1) opinions on the consolidated
financial statements and the individual statements for the three benefit programs, (2) a
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report on internal controls, and (3) a report on compliance with laws and regulations. In
its audit of OPM, KPMG found:

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

o KPMG’s report identified one material weakness in the internal controls:

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

A material weakness is a deficiency, or combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented, or detected and corrected
on a timely basis.

o  KPMG’s report identified one significant deficiency:

» Financial management and reporting processes of the Chief Financial
Officer (CFO). (RF Program and S&E Fund)

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

OIG Evaluation of KPMG’s Audit Performance

In connection with the audit contract, we reviewed KPMG’s report and related documentation
and made inquiries of its representatives regarding the audit. To fulfill our audit
responsibilities under the CFO Act for ensuring the quality of the audit work performed, we
conducted a review of KPMG’s audit of OPM’s Fiscal Year 2010 Consolidated Financial
Statements in accordance with GAS. Specifically, we:

reviewed KPMG's approach and planning of the audit;

evaluated the qualifications and independence of its auditors;

monitored the progress of the audit at key points;

examined its working papers related to planning the audit and assessing internal

controls over the financial reporting process;

e reviewed KPMG’s audit reports to ensure compliance with Government Auditing
Standards;

e coordinated issuance of the audit report; and

¢ performed other procedures we deemed necessary.

e & o o

Our review, as differentiated from an audit in accordance with generally accepted
government auditing standards, was not intended to enable us to express, and we do not
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express, opinions on OPM’s financial statements or internal controls or on whether OPM’s
financial management systems substantially complied with the Federal Financial
Management Improvement Act of 1996 or conclusions on compliance with laws and
regulations. KPMG is responsible for the attached auditor’s report dated November 9,
2010, and the conclusions expressed in the report. However, our review disclosed no
instances where KPMG did not comply, in all material respects, with the generally
accepted GAS.

In accordance with the OMB Circular A-50 and Public Law 103-355, 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 CFO
respond directly to the OIG within 90 days of the date of this report advising us whether
they agree or disagree with the audit findings and recommendations. As stated in OMB
Circular A-50, where agreement is indicated, the CFO should describe planned corrective
action. If the CFO disagrees with any of the audit findings and recommendations, they
need to explain the reason for the disagreement and provide any additional documentation
that would support their opinion.

In closing, we would like to congratulate OPM’s financial management staff for once
again issuing the consolidated financial statements by the November 15 due date. Their
professionalism, courtesy, and cooperation allowed us to overcome the many challenges
encountered during OPM’s preparation, KPMG’s audit, and the OIG’s oversight of the
financial statement audit this year. If you have any questions about KPMG’s audit or our
oversight, please contact me or have a member of your staff contact Michael R. Esser,
Assistant Inspector General for Audits, at 606-2143.

cc: Stephen Agostini
Chief Financial Officer
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M‘/E —! KPMG LLP

2001 M Street, NW
Washington, DC 20036-3389

Independent Auditors’ Report

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

We have audited the accompanying consolidated balance sheets of the United States
(U.S.) Office of Personnel Management (OPM) as of September 30, 2010 and 2009, and
the related consolidated statements of net cost and changes in net position, and combined
statements of budgetary resources (hereinafter referred to as “consolidated financial
statements”), for the years then ended. We have also audited the individual balance
sheets of the Retirement, Health Benefits, and Life Insurance Programs (hereinafter
referred to as the “Programs”) as of September 30, 2010 and 2009, and the related
individual statements of net cost, changes in net position, and budgetary resources
(hereinafter referred to as the Programs’ “individual financial statements™), for the years
then ended.

The objective of our audits was to express an opinion on the fair presentation of these
consolidated and individual financial statements. In connection with our fiscal year 2010
audit, we also considered OPM’s and the Programs’ internal controls over financial
reporting and tested OPM’s and the Programs’ compliance with certain provisions of
applicable laws, regulations, and contracts that could have a direct and material effect on
these consolidated and individual financial statements.

SUMMARY

As stated in our opinion on the financial statements, we concluded that OPM’s
consolidated financial statements and the Programs’ individual financial statements as of
and for the years ended September 30, 2010 and 2009, are presented fairly, in all material
respects, in conformity with U.S. generally accepted accounting principles.

Our consideration of internal control over financial reporting resulted in identifying
certain deficiencies that we consider to be a material weakness (1) and other deficiencies
that we consider to be a significant deficiency (2), as defined in the Internal Control Over
Financial Reporting section of this report, as follows:

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

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

The results of our tests of compliance with certain provisions of laws, regulations, and
contracts disclosed no instances of noncompliance or other matters that is required to be
reported under Government Auditing Standards, issued by the Comptroller General of the
United States, and Office of Management and Budget (OMB) Bulletin No. 07-04, Audit
Requirements for Federal Financial Statements, as amended.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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The following sections discuss our opinion on OPM’s consolidated financial statements
and the Programs’ individual financial statements; our consideration of OPM’s and the
Programs’ internal controls over financial reporting; our tests of OPM’s and the
Programs’ compliance with certain provisions of applicable laws, regulations, and
contracts; and management’s and our responsibilities.

OPINION ON THE FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of the U.S. Office of
Personnel Management as of September 30, 2010 and 2009, and the related consolidated
statements of net cost, changes in net position, and the combined statements of budgetary
resources for the years then ended. We have also audited the individual balance sheets of
the Programs as of September 30, 2010 and 2009, and the related individual statements of
net cost, changes in net position, and budgetary resources for the years then ended. The
Programs’ individual financial statements are included in the consolidating financial
statements presented in the Consolidating Financial Statements section of OPM’s Fiscal
Year 2010 Agency Financial Report.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the consolidated financial position of OPM and the financial
position of each of the Programs as of September 30, 2010 and 2009, and the
consolidated and individual Programs’ net costs, changes in net position, and budgetary
resources, for the years then ended, in conformity with U.S. generally accepted
accounting principles.

As discussed in Footnote 1.E., OPM adopted Statement of Federal Financial Accounting
Standards Number 33, Pensions, Other Retirement Benefits, and Other Postemployment
Benefits: Reporting the Gains and Losses from Changes in Assumptions and Selecting
Discount Rates and Valuation Dates for its Programs, which is effective as of October 1,
2009.

The information in the Management’s Discussion and Analysis and Required
Supplementary Information sections of OPM’s Fiscal Year 2010 Agency Financial
Report is not a required part of the consolidated financial statements, but is
supplementary information required by U.S. generally accepted accounting principles.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of this information.
However, we did not audit this information and, accordingly, we express no opinion on it.

Our audits were conducted for the purpose of forming an opinion on the consolidated
financial statements of OPM taken as a whole and on the Programs’ individual financial
statements. The individual financial statements of the RF Program and S&E Fund
included in the Consolidating Financial Statements section of OPM’s Fiscal Year 2010
Agency Financial Report (Schedules 1 through 4) are presented for purposes of additional
analysis of the consolidated financial statements rather than to present the financial
position, net costs, changes in net position, and budgetary resources of the individual RF
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Program and S&E Fund. The financial statements of the RF Program and S&E Fund
have been subjected to the auditing procedures applied in the audit of the consolidated
financial statements of OPM and, in our opinion, are fairly stated in all material aspects
in relation to OPM’s consolidated statements taken as a whole.

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

The information in the Other Accompanying Information, and Appendix A, included in
OPM’s Fiscal Year 2010 Agency Financial Report, are presented for purposes of
additional analysis and are not required as part of the consolidated financial statements.
This information has not been subjected to auditing procedures and, accordingly, we
express no opinion on it.

INTERNAL CONTROL OVER FINANCIAL REPORTING

Our consideration of the internal control over financial reporting was for the limited
purpose described in the Responsibilities section of this report and would not necessarily
identify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses and therefore, there can be no assurance
that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, in our fiscal year 2010 audit, we identified certain deficiencies in internal
control over financial reporting that we consider to be a material weakness and other
deficiencies that we consider to be a significant deficiency.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct misstatements on a timely basis. A material
weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiencies described in Exhibit I to be a material weakness.

A significant deficiency is a deficiency, or combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance. We consider the deficiencies described in Exhibit Il to
be a significant deficiency.
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Exhibit 111 presents the status of prior year significant deficiencies.

We noted certain additional matters that we have reported to management of OPM in a
separate letter dated November 9, 2010.

COMPLIANCE AND OTHER MATTERS

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

The results of our tests of FFMIA disclosed no instances in which OPM’s or the
Programs’ financial management systems did not substantially comply with the three
requirements discussed in the Responsibilities section of this report.

* *k * * X

RESPONSIBILITIES

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

Auditors’ Responsibilities. Our responsibility is to express an opinion on the fiscal year
2010 and 2009 consolidated financial statements of OPM and the individual financial
statements of the Programs based on our audits. We conducted our audits in accordance
with auditing standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Bulletin No. 07-04. Those standards
and OMB Bulletin No. 07-04 require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of OPM’s internal control
over financial reporting. Accordingly, we express no such opinion.

An audit also includes:

e Examining, on a test basis, evidence supporting the amounts and disclosures in the
overall consolidated OPM financial statements and Programs’ individual financial
statements;

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

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

In planning and performing our fiscal year 2010 audit, we considered OPM’s internal
control over financial reporting by obtaining an understanding of OPM’s and the
Programs’ internal control, determining whether internal controls had been placed in
operation, assessing control risk, and performing tests of controls as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements of OPM and the individual financial statements of the Programs, but
not for the purpose of expressing an opinion on the effectiveness of OPM’s internal
control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of OPM’s internal control over financial reporting. We did not test all
controls relevant to operating objectives as broadly defined by the Federal Managers’
Financial Integrity Act of 1982.

As part of obtaining reasonable assurance about whether OPM’s fiscal year 2010
consolidated and the Programs’ fiscal year 2010 individual financial statements are free
of material misstatement, we performed tests of OPM’s and the Programs’ compliance
with certain provisions of laws, regulations, and contracts, noncompliance with which
could have a direct and material effect on the determination of the financial statement
amounts, and certain provisions of other laws and regulations specified in OMB Bulletin
No. 07-04, including certain provisions referred to in Section 803(a) of FFMIA. We
limited our tests of compliance to the provisions described in the preceding sentence, and
we did not test compliance with all laws, regulations, and contracts applicable to OPM
and the Programs. However, providing an opinion on compliance with laws, regulations,
and contracts was not an objective of our audit and, accordingly, we do not express such
an opinion.

OPM’s responses to the findings identified in our audit are presented for each finding as
Management Response, herein. We did not audit OPM’s response and, accordingly, we
express no opinion on it.

This report is intended solely for the information and use of OPM’s management, OPM’s
Office of Inspector General, OMB, the U.S. Government Accountability Office, and the

U.S. Congress and is not intended to be and should not be used by anyone other than
these specified parties.

KPMme LP

November 9, 2010
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Exhibit I. Material Weakness
Information systems general control environment

Deficiencies in OPM’s and the Programs’ information system general controls that were
identified and reported as a significant deficiency in previous years continue to persist.
Although changes in information system management during this fiscal year, including
the appointment of a new Chief Information Officer (CIO) and Senior Agency
Information Security Officer, has resulted in plans to address these weaknesses, these
plans have not yet been fully executed to resolve long-standing deficiencies in OPM’s
security program. Specifically, security policies and procedures are not complete and
have not been updated to incorporate current authoritative guidance, including guidance
on performing security authorization (certification and accreditation or “C&A”). In
addition to findings related to security management, we noted general control findings
(e.g. access control, configuration management, and segregation of duties as follows:

= OPM has not certified and accredited all its systems;

= OPM has not identified common controls, control responsibilities, boundaries and
interconnections for information systems in its system inventory;

= The CIO does not have a process to perform sufficient oversight of the C&A
activities of Program Offices to ensure that they are performed in accordance with
OPM and authoritative guidance.

= OPM management did not maintain accurate and complete Plans of Actions and
Milestones (POA&M).

These deficiencies combined are a material weakness in OPM’s internal control
environment based on OPM not significantly remediating these deficiencies noted in
prior years.

Recommendation

KPMG recommends that the CIO:

1. Develop and promulgate entity-wide security policies and procedures and assume
more responsibility for the coordination and oversight of Program Offices in
completing certification and accreditation and other information security
requirements and activities.

2. Identify common controls, control responsibilities, boundaries and interconnections
for information systems in its system inventory.

3. Implement a process to ensure the POA&Ms remains accurate and complete.
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Management Response

(1) OPM concurs with KPMG's recommendation and is working to develop
comprehensive IT security policies. The new policies will be based on FISMA and NIST
recommendations and will correct the existing policy deficiencies. Existing security
procedures are being updated or developed. Additional security staff resources have been
recruited to improve coordination and security oversight of the certification and
accreditation process and to ensure that Authority to Operate remains current for all
systems in the OPM system inventory.

(2) OPM concurs with KPMG's recommendation. A project is currently underway to
established agency wide common controls that will be available to OPM program offices
to facilitate certification and accreditation activities. Standard security plan templates are
under development and will require documentation of system boundaries for each system
and improve the overall quality of certification & accreditation packages. Requirements
for interconnection security agreements will be included in the new security policy under
development. Steps are being taken to update and maintain the interconnections security
agreements in the OPM system inventory.

(3) OPM concurs with KPMG's recommendation and is updating existing processes to
remediate and improve oversight of the POA&M management process. Addition training
and staff resources are being focused on POA&M management in FY Il. As of the end of
the 4th quarter FY 2010 we received POA&M updates from all program offices.
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Exhibit Il.  Significant Deficiency

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

Certain deficiencies in the operation of the CFO’s internal control over financial
management and reporting, affecting the accuracy of the RF Program and S&E Funds,
continue to exist at OPM specifically:

a. Reconciliations are not consistently or always supported and clearly documented and
are not always performed in a timely manner for the RF Program and S&E Funds.

b. Unidentified differences exist between Treasury and the RF Program and S&E Funds.

¢. Disbursements were not reconciled to the Consolidated Business Information System
in a timely manner.

d. OPM does not consistently record and report RF Program and S&E Funds
transactions at the United States Standard General Ledger transaction level.

e. Documentation supporting transactions and balances is not readily available.
According to OMB Circular A-123, transactions should be promptly recorded, properly
classified, and accounted for in order to prepare timely accounts and reliable financial
and other reports. The documentation for transactions, management controls, and other
significant events must be clear and readily available for documentation.

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

Recommendation

KPMG recommends that:

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

2. OPM actively enforce procedures regarding the documentation of the RF Program
and S&E Funds reconciliations in accordance with guidelines outlined in the
“Treasury Financial Manual” and OPM’s “Cash Management Policy and
Procedures.”

3. OPM review and document all RF Program and S&E Funds business processes and
identify and document internal controls.
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4. Make appropriate system and manual process changes, to include implementation of
internal controls, to ensure RF Program and S&E Funds financial statement balances
can be fully supported.

Management Response

OPM deployed the Consolidated Business Information System (CBIS) in FY 2010 as the
Agency financial system for the RF Program and S&E Funds. OPM will continue to
improve CBIS and associated financial processes, including providing additional staff
training, in FY 2011.

Regarding cash reconciliations, CBIS has essential reporting capabilities. However, due
to the data volume exceeding the software (Excel) capacity, the reports from CBIS were
not available for the initial 6 months of FY 2010. As a result, during this initial
deployment period, OPM’s ability to reconcile cash was limited. In April, a SF-224
supplemental query was developed to resolve this system limitation. OPM will focus on
cash reconciliations, including updates to current FBWT reconciliation procedures to
reflect OPM’s current environment and Treasury’s guidelines, in FY 2011. OPM will
also work to improve its ability to provide supporting documentation for RF and S&E
balances and transactions in a manner to meet the needs of its auditors as well as other
stakeholders. OPM believes that, based on source documents, and on OPM personnel
knowledge and extensive experience, proper adjustments were recorded to accurately
state the RF and S&E account balances at year end.
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Exhibit 11 Status of Prior Year Significant Deficiencies

Exhibit  Title of Finding Program/ Prior Year Current Year Factors Affecting

from Fund Status Status Current
FY09 Report Year Status
| Information All (A) Significant Material OPM has made
Systems General Deficiency | Weakness — See | some improvement
Control FY 2010, Exhibit | to Information
Environment | Systems General
Control

Environment,
however, many
deficiencies have
existed for several

years.
1 Financial RF; S&E Significant Significant OPM has made
Management Deficiency Deficiency efforts toward
Reporting - See FY 2010, improvement,
Processes of the Exhibit Il however,
Office of the Chief deficiencies still
Financial Officer exist.

(CFO)

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

U.S. OFFICE OF PERSONNEL MANAGEMENT
CONSOLIDATED BALANCE SHEETS

As of September 30, 2010 and 2009

(In Millions)
2010 2009
ASSETS

Intragovernmental:

Fund Balance with Treasury [Note 2] $1,831 $1,853

Investments [Note 3] 886,313 850,703

Accounts Receivable [Note 4] 2,21 1,981

Total Intragovernmental 890,415 854,537
Accounts Receivable from the Public, Net [Note 4] 1,456 1,314
General Property and Equipment, Net 33 22
Other [Note 1L] 745 T4
TOTAL ASSETS $892,649 $856,614
LIABILITIES

Intragovernmental [Note 6] $541 $685
Federal Employee Benefits:

Benefits Due and Payable 10,126 9,872

Pension Liability [Note 5A] 1,550,200 1,454,700

Post-retirement Health Benefits Liability [Note 5B] 341,465 339,884

Actuarial Life Insurance Liability [Note 5C] 43,205 38,955

Total Federal Employee Benefits 1944996 1,843,411
Other [Notes 6 and 7] 1,207 1,243
Total Liabilities 1,946,744 1,845,339
NET POSITION

Unexpended Appropriations — Other Funds 97 84
Cumulative Results of Operations — Earmarked Funds

[Note 8] (1,054,603) (989,134)
Cumulative Results of Operations — Other Funds m 325
Total Net Position (1,054,095) (988,725)
TOTAL LIABILITIES AND NET POSITION $892,649 $856,614

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

For the Years Ended September 30, 2010 and 2009

(In Millions)
2010 2009
Gross Costs $39,293 $97,870
Less: Earned Revenue 23,790 24,984
Provide Net Cost 15,503 72,886
CSRS Benefits (Gain)/Loss on Pension, ORB, or OPEB
Assumption Changes [Note 5A] 55,481 -
Net Cost of Operations [Notes 9 and 10] $70,984 $72,886
Gross Costs $40,112 $37,279
Less: Earned Revenue 38,248 36,297
Provide Net Cost 1,864 982
FERS Benefits (Gain)/Loss on Pension, ORB, or OPEB
Assumption Changes [Note 5A] 29,902 -
Net Cost of Operations [Notes 9 and 10] $31,766 $982
Gross Costs $41966 $45,599
Less: Earned Revenue 37,608 31,214
Provide Net Cost 4,358 14,385
Health Benefits (Gain)/Loss on Pension, ORB, or OPEB
Assumption Changes [Note 5B] (1,272) -
Net Cost of Operations [Notes 9 and 10] $3,086 $14,385
Gross Costs $4,399 $4,668
Less: Earned Revenue 4,386 4,338
Provide Net Cost 13 330
Life Insurance (Gin)/Loss on Pension, ORB, or OPEB
Benefits .
Assumption Changes [Note 5C] 2,417 -
Net Cost of Operations [Notes 9 and 10] $2,490 $330
] Gross Costs §1,651 $1,553
Provide
Human Resource Less: Earned Revenue 1,617 1,487
Services Net Cost of Operations [Notes 9 and 10] $34 $66
Gross Costs $127,421 $186,969
Less: Earned Revenue 105,649 98,320
Total Net Cost 21772 88,649
Net Cost (Gain)/Loss on Pension, ORB, or OPEB
of Operations )
Assumption Changes [Notes 5A, 5B, and 5C] 86,588 -
Net Cost of Operations [Notes 9 and 10] $108,360 $88,649

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

For the Years Ended September 30, 2010 and 2009

(In Millions)
2010 2009
Earmarked All Other Consolidated Earmarked All Other Consolidated
Funds Funds Total Funds Funds Total
CUMULATIVE RESULTS OF OPERATIONS
Beginning Balances (8989,134) $§325 (5988,809) (5941,122) $280 (§940,842)
Budgetary Financing Sources:
Appropriations Used 42,862 86 42948 40,579 79 40,658
Other Financing Sources (5) 34 29 (8) 32 24
Total Financing Sources 42,857 120 42977 40,571 m 40,682
Net Cost of Operations 108,326 34 108,360 88,583 66 88,649
Net Change (65,469) 86 (65,383) (48,012) 45 (47,967)
Cumulative Results of Operations —
Ending Balance (§1,054,603) s4n ($1,054,192) (5989,134) $325 (5988,809)
UNEXPENDED APPROPRIATIONS
Beginning Balance - $84 $84 - §75 $§75
Budgetary Financing Sources:
Appropriations Received $43,308 106 43,414 $41,063 95 41158
Appropriations Used (42,862) (86) (42,948) (40,579) (79) (40,658)
Other Budgetary Financing Sources (446) (1) (453) (484) ) 491)
Total Budgetary Financing
Sources - 13 13 - 9 9
Total Unexpended Appropriations —
Ending Balance - 97 97 - 84 84
Net Position ($1,054,603) $508 (§1,054,095) (§989,134) $409 (§988,725)

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

For the Years Ended September 30, 2010 and 2009

(In Millions)
2010 2009
BUDGETARY RESOURCES
Unobligated Balance — Brought Forward, October 1: $49,337 $47,229
Recoveries of Prior-Year Unpaid Obligations 13 134
Budget Authority:

Appropriations:

Received 43,414 41158
Other (446) (483)

Appropriated Trust Fund Receipts 102,662 95,883

Spending Authority from Offsetting Collections:

Collected 45,776 43,327
Change in Receivables from Federal Sources and Unfilled Customer Orders 174 234

Subtotal 46,550 43,561
Temporarily Not Available Pursuant to Public Law (32964) (27,823)
Permanently Not Available (7) ()
Total Budgetary Resources §208,559 $199,648

STATUS OF BUDGETARY RESOURCES
Obligations Incurred: [Note 12]

Direct $154,588 $148,503

Reimbursable 2,320 1,808

Subtotal 156,908 150,31
Unobligated Balance:

Apportioned 667 497
Unobligated Balance Not Available 50,984 48,840
Total Status of Budgetary Resources §208,559 $199,648

CHANGE IN OBLIGATED BALANCE
Obligated Balance, Net
Unpaid Obligations, Brought Forward, October 1 $12,423 $12,170
Less: Uncollected Customer Payments from Federal Sources, Brought Forward, October 1 2924 2,686
Total Unpaid Obligated Balance, Net 9499 9,484
Obligations Incurred, Net 156,908 150,31
Less: Gross Outlays 155,925 149,928
Less: Recoveries of Prior-Year Unpaid Obligations, Actual 13 134
Change in Uncollected Customer Payments from Federal Sources 174 234
Obligated Balance, Net, End of Period
Unpaid Obligations 13,393 12,423
Less: Uncollected Customer Payments from Federal Sources 3,698 2924
Total Unpaid Obligated Balance, Net, End of Period 9,695 9,499
NET OUTLAYS
Net Outlays:

Gross Outlays 155,925 149,928

Less: Offsetting Collections 45,776 43,321

Less: Distributed Offsetting Receipts 40,231 34,288
Net Outlays $69918 $§72,313

The accompanying notes are an integral part of the financial statements.
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U.S. OFFICE OF PERSONNEL MANAGEMENT
NOTES TO FINANCIAL STATEMENTS
September 30, 2010 and 2009

[$ in millions]
Note 1 — Summary of Significant Accounting Policies

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

resources agency. It was created as an independent agency of the Executive Branch of Government on January

1, 1979. Many of the functions of the former Civil Service Commission were transferred to OPM at that time.

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

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

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

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

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

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

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

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

In December 20, 2006, President Bush signed into law the Postal Accountability and Enhancement Act (the
Postal Act), Public Law (P.L.) 109- 435. Title VIII of the Postal Act made significant changes in the laws
dealing with CSRS benefits and the funding of retiree health benefits for employees of the U.S. Postal Service
(USPS). The Postal Act required the USPS to make scheduled payments to the Postal Service Retiree Health
Benefits (PSRHB) Fund. The PSRHB Fund is included in the Health Benefits Program.

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

coverage.

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

financed through an intragovernmental revolving fund.

Salaries and Expenses. Salaries and Expenses provides the budgetary resources used by OPM for
administrative purposes in support of the Agency’s mission and programs. These resources are furnished by
annual, multiple-year, and no-year appropriations. Annual appropriations are made for a specified fiscal year
and are available for new obligations only during that fiscal year. Multiple-year appropriations are available for
a definite period in excess of one fiscal year. No-year appropriations are available for obligation without fiscal

year limitation.

B. BASIS OF ACCOUNTING AND PRESENTATION

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

and control the OPM’s use of budgetary resources.

OPM has presented comparative financial statements for the Consolidated and Consolidating Balance Sheets,

Consolidated and Consolidating Statements of Net Cost, Consolidated and Consolidating Statements of
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Changes in Net Position, and Combined and Combining Statements of Budgetary Resources, in accordance

with OMB financial statement reporting guidelines.

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

legislation that provides resources and legal authority to do so.

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

use of Federal funds.

C. USE OF MANAGEMENT'S ESTIMATES

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

could differ from those estimates.

D. FINANCIAL STATEMENT CLASSIFICATIONS

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

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

Intragovernmental and Other Balances. Throughout these financial statements, intragovernmental assets,
liabilities, revenues and costs have been classified according to the type of entity with which the transactions
are associated. OPM classifies as intragovernmental those transactions with other Federal entities. In
accordance with Federal accounting standards, OPM classifies employee contributions to the Retirement,
Health Benefits and Life Insurance Programs as exchange revenues “from the public.” OPM’s entire gross
cost to provide Retirement, Health and Life Insurance benefits are classified as costs “with the public”
because the recipients of these benefits are Federal employees, retirees, and their survivors and families.

As a consequence, on the accompanying consolidated Statements of Net Cost and in other notes to OPM’s
financial statements, OPM reports there are no intragovernmental gross costs to provide retirement, health

and life insurance benefits.

Exchange vs. Non-exchange Revenue. Exchange or earned revenue is an inflow of resources to a Government
entity that the entity has earned; it arises when each party to a transaction sacrifices value and receives value
in return. All of OPM’s revenues are classified as exchange revenues. Federal reporting standards require that
earnings on investments be classified in the same manner as the “predominant source of revenue that funds
the investments;” OPM, therefore, classifies earnings on investments as earned revenue. Employing agency

and participant contributions to the Retirement, Health Benefits and Life Insurance Programs and the
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scheduled payment contributions to the PSRHB Fund are classified as exchange revenues, since they represent
exchanges of money and services in return for current and future benefits. The consolidated Statements of
Net Cost provide users with the ability to ascertain whether OPM’s exchange revenues are sufficient to cover

the total cost it has incurred to provide Retirement, Health, and Life Insurance benefits.

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

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

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

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

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

funds.

Obligated vs. Unobligated Balance. OPM’s Combined and Combining Statements of Budgetary Resources
present its unobligated and obligated balances as of the end of the fiscal year. The obligated balance reflects
the budgetary resources against which OPM has incurred obligations. The unobligated balance is the portion

of budgetary resources against which OPM has not yet incurred obligations.

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

incurred.

E. NET CoST OF OPERATIONS

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

providing benefits and services on the accompanying Consolidated Statements of Net Cost.

In FY 2010, OPM adopted the Federal Accounting Standards Advisory Board’s (FASAB) Statement of
Federal Financial Accounting Standard (SFFAS) Number (No.) 33: Pensions, Other Retirement Benefits,
and Other Postemployment Benefits: Reporting the Gains and Losses from Changes in Assumptions and Selecting
Discount Rates and Valuation Dates, effective for fiscal years beginning after September 30, 2009.

SFFAS No. 33 requires gains and losses from changes in long-term assumptions used to estimate federal
employee pension, other retirement benefits (ORB), and other postemployment benefits (OPEB) liabilities to
be displayed on the Statement of Net Cost separately from other costs in order to provide more transparent

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

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

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

Revolving Fund Programs

. Provide Human Resources Services
Salaries and Expenses

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

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

F. PRoGrAM FUNDING

Retirement Program. Service-cost represents an estimate of the amount of contributions which, if accumulated
and invested over the careers of participants, will be sufficient to fully fund their future CSRS or FERS
benefits. OPM’s Oftice of Actuaries applied a set of economic assumptions per SFFAS No. 33 to derive

the FY 2010 cost factors for CSRS and FERS. For FY 2010 the service-cost for most or “regular” CSRS
participants is 30.1 percent of basic pay, an increase of 4.3 percent from FY 2009. For FY 2010, the service cost
for most or “regular” FERS participants is 13.8 percent of basic pay, an increase of 1.5 percent from FY 2009.

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

considerations. Therefore the contributions for FY 2010 remains the same as fiscal year 2009, as shown below:

CSRS. Both CSRS participants and their employing agencies, with the exception of USPS, are required
by statute to make contributions to CSRS coverage. Regular CSRS participants and their employers
each contributed 7.0 percent of pay in both fiscal years 2010 and 2009. The combined 14.0 percent of pay
does not cover the service cost of a CSRS benefit. To lessen the shortfall, the Treasury was required by
statute to transfer an amount annually from the General Fund of the United States to the CSRDF [See
Note 1G.[; for FY 2010 and 2009, this amount was $33.2 and $31.4 billion, respectively.

FERS. Both FERS participants and their employing agencies are required by statute to make
contributions for FERS coverage. The FERS participant contribution rate is equal to the CSRS
participant contribution rate less the prevailing Old Age Survivor and Disability Insurance deduction
rate (0.8 percent for most participants for FY 2010 and 2009). The employer contribution rate is equal
to the FERS service—cost, less the participant contribution rate (11.2 percent of pay in FY 2010 and 2009
for most participants). The FERS normal costs for funding increased due to a change in economic
assumptions by the Board of Actuaries. However, due to budgeting considerations, an increase in
contributions for FERS participants was deferred. Therefore, the total contributions by and for FERS
participants (12.0 percent) did not fully cover the FERS service-cost in both FY 2010 and 2009, resulting
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in agencies’ recognizing a FERS-related imputed cost for financial reporting purposes. An increase
in agencies’ FERS contribution rate effective in FY 2011 (11.7 percent of pay) will result in the total

contribution rate equaling the FERS normal cost.

Health Benefits Program. The Program (with the exception of the PSRHB Fund) is funded on a “pay-as-you-
go” basis, with both participants and their employing agencies making contributions on approximately a one-
quarter to three-quarters basis (OPM contributes the “employer” share for Retirement Program annuitants
via an appropriation). The Program continues to provide benefits to active employees (or their survivors) after
they retire (post-Retirement benefits). With the exception of the USPS, agencies are not required to make

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

P.L. 109-435 requires the USPS to make scheduled payment contributions to the PSRHB Fund ranging from
approximately $5.4 to $5.8 billion per year from FY 2007 through FY 2016 according to the legislation. The
payment for FY 2010 was $5.5 billion. The payment for FY 2009 was reduced to $1.4 billion by P.L. 111-68,
signed into law on October 1, 2009, and retroactive to when P.L. 109-435 was originally signed into law on
December 20, 2006.

Life Insurance Program. The Program is funded on a “pay-as-you-go” basis, with both participants and their
employing agencies making contributions to Basic life insurance coverage, generally on a two-thirds to one-
third basis (OPM contributes the “employer” share for Retirement Program annuitants via an appropriation).
The Program is funded using the “level premium” method, where contributions paid by and for participants
remain fixed until age 65, but overcharge during early years of coverage to compensate for higher rates of
expected outflows at later years. A portion of post-retirement life insurance coverage (0.02 percent of the pay
of participating employees in fiscal years 2010 and 2009) is not funded. Employing agencies must recognize

this amount as an imputed cost.

Revolving Fund Programs. OPM’s Revolving Fund Programs provide for a continuing cycle of human resources
services primarily to Federal agencies on a reimbursable basis. Each program is operated at rates established

by OPM to be adequate to recover costs over a reasonable period of time. Receipts derived from operations are,
by law, available in their entirety for use of the fund without further action by Congress. Since the Revolving
Fund’s Programs charge full cost, customer-agencies, do not recognize imputed costs. OPM provides
receiving entities of such services with full cost information through billings based on reimbursable
agreements for services rendered. Examples of OPM Revolving Fund Programs include testing for the

Department of Defense, Go Learn, Investigative Services, and the Center for Leadership Capacity.

Salaries and Expenses. The S&E account and the OIG S&E account finance most of OPM’s operating
expenses and have three funding sources: salaries and expenses appropriation, transfers from the trust fund
accounts, and advances and reimbursements. Funds to administer these programs are transferred from the

trust fund accounts to the respective administrative S&E account as costs are incurred.
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G. FINANCING SOURCES OTHER THAN EARNED REVENUE

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

major financing sources other than earned revenue are:

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

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

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

recognizes appropriations as “used” at the time it incurs these obligations against its appropriated authority.

H. BUDGETARY RESOURCES

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

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

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

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

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

Trust Fund Receipts. The amounts collected by OPM and credited to the CSRDF generate budgetary
resources in the form of trust fund receipts. Trust fund receipts are considered to be immediately appropriated
and available to cover the valid obligations of the Retirement Program as they are incurred. At the end of each
fiscal year, the amount by which OPM’s collections have exceeded its incurred obligations are temporarily
precluded from obligation and added to OPM’s trust fund balance. The amounts collected by OPM in the
PSRHB Fund are precluded from obligation until 2017 when the funds will be available to pay annual
premium costs for the (USPS) post-1971 current annuitants [See Note 11].
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Spending Authority from Offsetting Collections. The amount collected by OPM and credited to the Health
Benefits, Life Insurance and Revolving Fund Programs generates budgetary resources in the form of
“spending authority from offsetting collections” (SAOC). During the fiscal year, the obligations incurred by
OPM for these Programs may not exceed their SAOC or the amounts apportioned by OMB, whichever is less.
At year-end, the balance of SAOC in excess of obligations incurred is brought forward into the subsequent

fiscal year, but is generally unavailable for obligation.

I. FUND BALANCE WITH TREASURY

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

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

needed to cover expenditures.

J. INVESTMENTS

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

amount of other securities.

Health Benefits and Life Insurance Programs’ monies also are invested, some in “market-based” securities that
mirror the terms of marketable Treasury securities; monies that are immediately needed for expenditure are

invested in “overnight” market-based securities. These market-based securities have some market value risk.

Investments are stated at original acquisition cost, net of amortized premium and discount. Premium and

discount are amortized into interest income over the term of the investment, using the interest method.

K. AccouNTS RECEIVABLE, NET

Accounts receivable consist of amounts owed to OPM by Federal entities (“intragovernmental”) and amounts
owed by the public (“from the public”). The balance of accounts receivable from the public is stated net
of an allowance for uncollectible amounts, which is based on past collection experience and an analysis of

outstanding amounts. OPM regards its intragovernmental accounts receivable balance as fully collectible.
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L. OTHER ASSETS

This represents the balance of assets held by the experience-rated carriers participating in the Health Benefits
Program and by the Life Insurance Program carrier, pending disposition on behalf of OPM.

M. GENERAL PROPERTY AND EQUIPMENT

OPM capitalizes major long-lived software and equipment. Software costing over $500,000 is capitalized at
the cost of either purchase or development, and is amortized using a straight-line method over a useful life of
five years. Equipment costing over $25,000 is capitalized at purchase cost and depreciated using the straight-

line method over five years. The cost of minor purchases, repairs and maintenance is expensed as incurred.

N. BENEFITS DUE AND PAYABLE

Benefits due and payable is comprised of two categories of accrued expenses. The first reflects claims filed by
participants of 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 premiums payable to community-rated carriers participating in the

Health Benefits Program that is unpaid in the current reporting period.

O. ACTUARIAL LIABILITIES AND ASSOCIATED EXPENSES

OPM records actuarial liabilities [the Pension Liability, post-Retirement Health Benefits Liability, and the
Actuarial Life Insurance Liability] and associated expenses. These liabilities are measured as of the first day
of the year, with a “roll-forward,” or projection, to the end of the year. The “roll-forward” considers all major
factors that affect the measurement that occurred during the reporting year, including pay raises, cost of living

allowances, and material changes in the number of participants.

P. CUMULATIVE RESULTS OF OPERATIONS

The balance of OPM’s Cumulative Results of Operations is negative because of the recognition of actuarial

liabilities that will be liquidated in future periods.

Q. TAX STATUS

As an agency of the Federal Government, OPM is generally exempt from all income taxes imposed by any

governing body, whether it be a Federal, state, commonwealth, local, or foreign Government.
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Note 2 —Fund Balance with Treasury

Fund Balances. OPM’s FBW'T balances by account type for fiscal years 2010 and 2009 are:

A | Sl | e | o
Program
Trust Fund = = S17
Revolving Fund = = = $569 569
General Funds - $§1,072 $5 95 1172
Trust Revolving Funds = 67 6 = 73
Total $1,139 $664 $1,831
(S in millions)

Trust Fund

Revolving Fund = = = 761 761
General Funds - $994 $5 63 1,062
Trust Revolving Funds - 5 6 - 11
Total $19 $999 St $824 $1,853

Status of Unexpended Balances. OPM’s unexpended balances are comprised of its FBW'T and its investments
(at par, net of original discount). The following table presents the portions of OPM’s unexpended balances
that are obligated, unobligated and precluded from obligation at the end of FYs 2010 and 2009:

e et | gt |
Program
UNEXPENDED BALANCES
FBWT NI $1.139 NIl $664 $1,831
Investments 780,364 58,281 37144 - 875,789
Total, Unexpended Balance $780,381 $59,420 $37,155 $664 $877,620
STATUS OF UNEXPENDED BALANCES
Unobligated:
Available = = - S667 S667
Unavailable - $14,134 $36,747 103 50,984
Obligated not yet Disbursed $6,222 311 408 (106) 9,695
Precluded (See Note 11) 774,159 42115 - - 816,274
Total, Status of Unexpended Balances $780,381 $59,420 $37,155 $664 $877,620
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Sep:;rir:]b;r"ﬁg;‘sz)009 R:tri;ement Bllizlftirt]s Life Insurance Total
gram Program Program
UNEXPENDED BALANCES
FBWT $19 $999 NI $824 $1,853
Investments 754,243 50,404 35,646 - 840,293
Total, Unexpended Balance $754,262 $51,403 $35,657 $824 $842,146
STATUS OF UNEXPENDED BALANCES
Unobligated:
Available = = - $497 $497
Unavailable - $13,126 $35,294 420 48,840
Obligated not yet Disbursed $6,067 3162 363 93) 9,499
Precluded (See Note 11) 748,195 35115 - - 783,310
Total, Status of Unexpended Balances $754,262 $51,403 $35,657 $824 $842,146

Note 3—Investments

All of OPM investments are in securities issued by other Federal entities and are therefore classified as
intragovernmental. See Note 1] for further explanation, including the amortization method. All of OPM’s
investments are in U.S. Treasury and Federal Financing Bank securities held by earmarked funds—the
Retirement, Health Insurance, and Life Insurance Programs. The Federal Government does not set aside

assets to pay future benefits or other expenditures associated with earmarked funds.

The cash receipts collected from the public for earmarked funds are deposited in the U.S. Treasury, which
uses the cash for general Government purposes. Treasury securities are issued to OPM as evidence of its
receipts. Treasury securities are an asset to OPM and a liability to the U.S. Treasury. Because OPM and
the U.S. Treasury are both parts of the Government, these assets and liabilities offset each other from the
standpoint of the Government as a whole. They are eliminated in consolidation for the U.S. Government-

wide financial statements.

Treasury securities provide OPM with authority to draw upon the U.S. Treasury to make future benefit
payments or other expenditures. When OPM requires redemption of these Treasury securities to make
expenditures, the Government finances those expenditures out of accumulated cash balances by raising taxes
or other receipts, borrowing from the public or repaying less debt, or curtailing other expenditures. This is
the same way the Government finances all other expenditures. When a security is redeemed and not carried
to maturity, there is a risk that the fund could receive less value in return for the security it gave up. The
Health Benefit and Life Insurance funds had approximately $97 billion invested as of September 30, 2010.

Approximately $55 billion are market-based and have some market value risk.
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The following tables summarize OPM’s investments by Program (all earmarked funds) at the end of fiscal
years 2010 and 2009.

Amortized Unamortized
Interest Investments,

Bl Bl S, Cost Discount/ . Discount/ | Market Value
Receivable Net

(Premium) (Premium)

($ in millions)

Intragovernmental:

Retirement Program:

(1) Marketable:
FFB Securities $10,239 - $19 $10,358 - $10,239
(2) Non-Marketable: (PAR)
Par-value GAS securities 73499 - 8,730 743,721 - 734991
Certificates of Indebtedness 35,135 - 2 35,137 - 35,135
Total Retirement Program $780,365 = $8,851 $789,216 = $780,365

Health Benefits Program:
Non-Marketable: (Market-based)

Market-Based GAS securities $16,289 ($40) N $16,316 $4 $16,927
Non-Marketable: (PAR)
Par-value GAS securities 36,615 - 377 36,992 - 36,615
Certificates of Indebtedness 5,500 - - 5,500 - 5,500
Total Health Benefits Program $58,404 ($40) $444 $58,808 $4 $59,042

Life Insurance Program
Non-Marketable: (Market-based)

Market-Based GAS securities $37,958 (520) $351 $38,289 $334 $40,709
Total Life Insurance Program $37,958 ($20) $351 $38,289 $334 $40,709
Total Investments $876,727 ($60) $9,646 $886,313 $338 $880,116
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Amortized Unamortized
Interest Investments, .
Discount/

As of September 30, 2009 Cost
Receivable Net

Discount/

($ in millions) (Premium) (Premium)

Intragovernmental:

Retirement Program:

(1) Marketable:
FFB Securities $11,921 = $139 $12,060 =
(2) Non-Marketable: (PAR)
Par-value GAS securities 705,137 - 8,895 714,032 -
Certificates of Indebtedness 37,185 - 23 37,208 -
Total Retirement Program $754,243 = $9,057 $763,300 -

Health Benefits Program:
Non-Marketable: (Market-based)

Market-Based GAS securities $15,389 (823) $72 $15,438 ($4)
Non-Marketable: (PAR)
Par-value GAS securities 33,715 - 367 34,082 -
Certificates of Indebtedness 1,400 - - 1,400 -
Total Health Benefits Program $50,504 ($23) $439 $50,920 ($4)

Life Insurance Program
Non-Marketable: (Market-based)

Market-Based GAS securities $36,019 $86 $378 $36,483 ($41)
Total Life Insurance Program $36,019 $86 $378 $36,483 ($41)
Total Investments $840,766 $63 $9,874 $850,703 (545)
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Note 4 —Accounts Receivable, Net

Intragovernmental. The balances comprising OPM’s intragovernmental accounts receivable as of September
30, 2010 and 2009 are:

September 30, 2010 Retirement Health Benefits | Life Insurance
Other Total
($ in millions) Program Program Proqram

Employer contributions receivable $1,238 $892 $2,157
Other = = = Sna 14
Total $1,238 $892 $114 $2,2M
-----
($in m|II|ons)
Employer contributions receivable $1,087 $781 $1,892
Other = = = $89 89
Total $1,087 $781 $24 $89 $1,981

From the Public. The balances comprising the accounts receivable OPM classifies as “from the public” at
September 30, 2010 and 2009 are presented, in the following table. See Note 1K for the methodology used to

determine the allowance.

September 30, 2010 Retirement Health Benefits | Life Insurance
Other Total
($ in millions) Program Program Program
Participant contributions receivable $193 $840 S177 $1,210
Overpayment of benefits

[net of allowance of $88] 91 - - - 191
Due from carriers

[net of allowance of $8] 39 39
Other = = = $16 16
Total $384 $879 $177 $1,456

September 30, 2009
($ in millions)

Participant contributions receivable $185 $§729 $158 $1,072
Overpayment of benefits B ~ ~

[net of allowance of $79] 192 192
Due from carriers

[net of allowance of $19] 49 49
Other = = = S 1
Total $377 $778 $158 $1 $1,314
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Note 5 —Federal Employee Benefits

A. PENSIONS

OPM’s actuary, in computing the Pension Liability and associated expense, 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 used to compute the Pension

Liability and associated expense.

In FY 2010, OPM adopted SFFAS No. 33 which requires disclosure of the components of the expense
associated with Federal employee pension, other retirement benefits (ORB), and other post employment
benefits (OPEB) liabilities in notes to the financial statements in order to provide useful information for
analysis. The information will be comparable across agencies and between post employment and retirement
programs. SFFAS No. 33 also provides a standard for selecting the discount rate assumption for present value
estimates of Federal employee pension, ORB, and OPEB liabilities. In addition, SFFAS No. 33 provides

a standard for selecting the valuation date for estimates of Federal employee pension, ORB, and OPEB

liabilities, which will establish a consistent method for such measurements.

Economic Assumptions. With the implementation of SFFAS No. 33 for FY 2010, there are significant
changes to the economic assumptions used to calculate the Pension Liability and related expense. Economic
assumptions under SFFAS No. 33 are based on 10-year historical averages. The following presents the

significant economic assumptions used to compute the Pension Liability in fiscal years 2010 and 2009:

FY 2010 FY 2009
CSRS FERS CSRS

Interest rate 4.80% 5.10% 6.25% 6.25%
Rate of inflation 2.50% 2.50% 3.50% 3.50%
Rate of increases in salary 3.50% 3.50% 4.25% 4.25%
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Pension Expense. The following tables present Pension Expense by cost component for fiscal years 2010 and
20009:

s il:lerlziﬁ:(?ns) CSRS FERS TOTAL

Service cost $8,155 $21,297 $29,452
Interest cost 67,598 22,095 89,693
Actuarial loss/(gain) (36,460) (3,280) (39,740)
Actuarial loss/(gain) - Assumptions 55,481 29,902 85,383
Pension Expense $94,774 $70,014 $164,788
I N N
($ in millions)
Service cost $8,770 $§19,168 $27938
Interest cost 65,434 20,025 85,459
Actuarial loss/(gain) 23,666 (1914) 21,752
Pension Expense $97,870 $37,279 $135,149

Pension Liability. The following tables present the Pension Liability at September 30:

s iFnYmZi?I:(()’ns) CSRS FERS TOTAL

Pension Liability at October 1,2009 $1,109,000 $345,700 $1,454,700
Plus: Pension Expense
Normal Cost $8,155 $21,297 $29,452
Interest on the Liability Balance 67,598 22,095 89,693
Actuarial (gain)/loss:
From experience: (36,460) (5,692) (42,152)
From plan amendments: = 2,412 2,412
From changes in actuarial assumptions: 55,481 29902 85,383
Prior Service Costs: - - -
Other - - -
Net Loss $19,021 $26,622 $45,643
Total Expense: $94,774 $70,014 $164,788
Less: Costs applied to Pension Liability 63,874 5414 69,288
Pension Liability at September 30, 2010 $1,139,900 $410,300 $1,550,200
I N
($ in millions)

Pension Liability at October 1, 2008 $1,074,000 $313,200 $1,387,200
Plus: Pension Expense 97,870 37,219 135,149
Less: Costs applied to Pension Liability 62,870 4779 67,649

Pension Liability at September 30, 2009 $1,109,000 $345,700 $1,454,700
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Costs Applied to the 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 2010 and 2009:

§ iFnYmZiﬁ:(?ns) CSRS FERS TOTAL

Annuities $63,564 $5,270 $68,834
Refunds of contributions 183 107 290
Administrative and other expenses 121 37 164
Costs applied to the Pension Liability $63,874 $5,414 69,288
I N N N
($ in millions)
Annuities $62,566 $4,628 $67,194
Refunds of contributions 191 103 294
Administrative and other expenses 13 48 161
Costs applied to the Pension Liability $62,870 $4,179 $67,649

B. POST-RETIREMENT HEALTH BENEFITS

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

from the assumptions used to compute the PRHB Liability and associated expense.

Economic Assumptions. With the implementation of SFFAS No. 33 for FY 2010, there are significant changes
to the economic assumptions used to calculate the PRHB liability and related expense. The following
presents the significant economic assumptions used to compute the PRHB Liability as of the September 30

measurement date:

Interest rate 5.10% 6.25%
Increase in per capita cost of covered benefits 7.00% 8.00%

PRHB Expense. The following presents the PRHB Expense by cost component for fiscal years 2010 and 2009:

($ in millions) FY 2010 FY 2009

Service cost $12,710 11,561
Interest cost 21,243 20,061
Actuarial (gain)/loss (17.948) (10,433)
Actuarial (gain)/loss - Assumptions (1,272) -
PRHB Expense $14,733 $21,189
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PRHB Liability. The following table presents the PRHB Liability at the September 30 measurement date:

($ in millions) FY 2010 FY 2009

PRHB Liability at the beginning of the year $339,884 $331,417
Plus: Pension Expense
Normal Cost 12,710 11,561
Interest on the Liability Balance 21,243 20,061
Actuarial (gain)/loss:
From experience: (17,948) (10,433)
From assumption changes: (1,272) -
Prior Service Costs: - -
Other - -
Total Expense: 14,733 21,189
Less: Costs applied to Pension Liability (13,152) (12,722)
PRHB Liability at the end of the year $341,465 $339,884

Costs Applied to PRHB Liability. In accordance with Federal accounting standards, OPM reduces the PRHB
Liability by applying certain Program costs. The following table presents the costs applied to the PRHB
Liability in fiscal years 2010 and 2009:

($ in millions) FY 2010 FY 2009

Current benefits $9,707 $9,373
Premiums 2,561 2,503
Administrative and other expenses 884 846
Total costs applied to the PRHB Liability $13,152 $12,722

Effect of Assumptions. The increase in the per capita cost of covered benefits assumed by OPM’s actuaries (7.0
percent in fiscal year 2010 and 8.0 percent in fiscal year 2009) has a significant effect on the amounts reported

as the PRHB Liability and associated expense. A one percentage point change in the per capita cost of covered

benefits assumption would have the following effects in fiscal years 2010 and 2009:

FY 2010 FY 2009

(S in millions) 8.0% 6.0% 9.0% 1.0%
[One Percent [One Percent [One Percent [One Percent
Increase] Decrease] Increase] Decrease]
Interest cost component $18,460 $14,950 $22,400 $18,031
Service cost component 16,060 9978 14,694 9,063
PRHB Liability $383,500 $305,080 $382,781 $302,865
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C. LIFE INSURANCE

Actuarial Life Insurance Liability. The Actuarial Life Insurance Liability (ALIL) 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 ALIL, OPM’s actuary
uses assumptions that are consistent with those used in applying SFFAS No. 33 and computing the CSRS
Pension Liability in FY 2010 and FY 2009 except in FY 2010 the interest rate is 4.9 percent instead of 4.8
percent. [See Note 5A].

FY 2010 FY 2009

Interest rate 490% 6.25%
Rate of increases in salary 3.50% 4.25%

The following presents the ALIL as of the September 30 measurement date:

Life Insurance Expense. The following presents the Life Insurance Expense by cost component for fiscal years
2010 and 2009:

($ in millions) FY 2010 FY 2009

New Entrant Expense $299 $282
Interest cost 2,428 2,290
Actuarial (gain)/ loss (434) 143
Actuarial (gain)/ loss — Assumptions 2,417 -
Life Insurance Expense $4,770 $2,715

Future Life Insurance Benefits Expense. The Future Life Insurance Benefits Expense for fiscal years 2010 and
2009 1s:

($ in millions) FY 2010 FY 2009

Life Insurance Expense $4,770 §2.,715
Less: Net Costs applied to Life liability 520 517
Future Life Insurance Benefits Expense $4,250 $2,198
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Actuarial Life Insurance Liability. The following table presents the ALIL at the September 30 measurement date:

($ in millions) FY 2010 FY 2009

Actuarial LI Liability at the beginning of the year $38,955
Plus: Expense
New Entrant Expense 299
Interest on the Liability Balance 2,428
Actuarial (gain)/loss:
From experience: (434)
From assumption changes: 2,477

Prior Service Costs: =

Other -
Total LI Expense: 4770
Less: Costs applied to Life Insurance Liability (520)
Actuarial LI Liability at the end of the year $43,205

$36,757

282
2,290

143

2,115
(517)
$38,955

Note 6 —Intragovernmental and Other Liabilities

The following liabilities are classified as “Intragovernmental’

and 2009:

September 30, 2010
($ in millions)

> on the Balance Sheet as of September 30, 2010

Retirement

Health Benefits

Life Insurance
Revolving Fund
Salaries and Expenses
Eliminations

Total Intragovernmental Liabilities

September 30, 2009
($ in millions)

Retirement

Health Benefits

Life Insurance
Revolving Fund
Salaries and Expenses
Eliminations

Total Intragovernmental Liabilities

Accounts Payable Other Total

$79 - $79

276 = 276

1 - 1

6 $276 282

2 2 4

(98) (©)) (101)

$266 $275 $541

$61
270
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The following liabilities, all current and “with the public,” are classified as “other” on the Balance Sheet as of

September 30, 2010 and 2009:

Withheld from
benefits

September 30, 2010

($ in millions)

Accrued Carrier Accrued
Liabilities
Other Than Benefits

Administrative

Contingencies

expenses

Retirement Program §720 =
Health Benefits Program = $336
Life Insurance Program - 17
Revolving Fund Program - -
Salaries and Expenses = =
Total Other Liabilities $720 $353

- - §720

- - 336

- - 17
$93 - 93
40 1 4
$133 $1,207

September 30, 2009
($ in millions)

Retirement Program 5668

Health Benefits Program = $383
Life Insurance Program = 15
Revolving Fund Program = =
Salaries and Expenses = =
Total Other Liabilities $668 $398
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Note 7— Contingencies

Heath Benefits Program. In prior years, OPM was a party to litigation in which certain Health Benefits
Program carriers were secking relief for alleged underpayment of premiums. As a result of one adverse court
decision, the Department of Justice, which represented OPM in the litigation, settled most of the remaining
cases (one other case was tried and lost). Judgments/settlements in those cases were paid from the Treasury
Judgment Fund (TJF). However, because any underpayments that may have occurred resulted from
inaccuracies in the amount of contributions by or on behalf of employee-participants that were remitted to
OPM by the employing agencies (which remittances came from the respective agencies’ appropriations), OPM
has neither the legal responsibility nor the legal authority to reimburse the TJF. Nonetheless, the Department
of the Treasury continues to assert that OPM is liable to reimburse the TJF for the amount of the judgments/
settlements and as such, OPM has accrued $260 million as of September 30, 2010 and September 30, 2009 in

Intragovernmental Liabilities due to Treasury.

Other Litigation. OPM is often involved in other legal and administrative proceedings that arise in the
ordinary course of business. OPM has recorded a liability of $1 million in Salaries and Expenses at both
September 30, 2010 and 2009 for the estimated amount of losses it will probably incur from this litigation.
In addition, OPM has determined, at September 30, 2010, it is reasonably possible that losses ranging from
an additional $12.9 million to $319.2 million will result. For Salaries and Expenses the total of all reasonably
possible losses ranges from $6.6 million to $7 million, for Revolving the total of all reasonably possible

losses ranges from $6.3 million to $12.2 million, and for the Life Insurance Fund the total of reasonably
possible losses ranges from $.030 million to $300 million. Based upon the opinion of its General Counsel,
OPM management believes the combined outcome of all such proceedings, either pending or known to be

threatened, will have no material adverse effect on OPM’s financial position or results of operations.

Note 8 —Earmarked Funds

Funds Purpose. The funds related to the operation of the Retirement Program, the Health Benefits Program
(which includes the PSRHB Fund), and the Life Insurance Program, are “earmarked funds,” as defined by
SFFAS No. 27— “Identifying and Reporting Earmarked Funds.” The standard defines earmarked funds
as being financed by statutorily dedicated revenues, often supplemented by other financing sources, which
remain available over time. The statutory authority for OPM’s earmarked funds associated with Federal
employees’ benefit programs can be found in Title 5, United States Code; Chapters 83 and 84 provide a
complete description of the Civil Service Retirement and Disability Fund’s provisions; Chapter 89 provides
a complete description of the Employees Health Benefits Fund and the Retired Employees Health Benefits
Fund provisions; and Chapter 87 provides a complete description of the Employees Group Life Insurance
Fund provisions. In addition, Sections 802 and 803 of P.L.. 109- 435, the Postal Act, amended certain
provisions of Chapters 83 and 89 of Title 5 dealing with the Retirement Program and the Health Benefits

Program, respectively.
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A condensed version of the Earmarked Funds Balance Sheet as of September 30, 2010 and September 30,
2009 follows:

September 30, 2010 Retirement Health Benefits Life Insurance
($ in millions) Program Program Program

ASSETS

Fund Balance with Treasury S17 $1139 NI $1,167

Investments 789,216 58,808 38,289 886,313

Accounts Receivable 1,622 1,771 204 3,597

Other Assets - 98 647 745
Total Assets $790,855 $61,816 $39,151 $891,822
LIABILITIES and NET POSITION

Intragovernmental $§79 $276 S $356

Benefits Due and Payable 5,424 3935 167 10,126

Pension Liability 1,550,200 = = 1,550,200

Post-Retirement Health Benefits Liability - 341,465 - 341,465

Actuarial Life Insurance Liability = = 43,205 43,205

Other Liabilities 720 336 7 1,073
Total Liabilities $1,556,423 $346,012 $43,990 $1,946,425
Cumulative Results of Operations (765,568) (284,196) (4,839) (1,054,603)
Total Liabilities and Net Position $790,855 $61,816 $39,151 $891,822

September 30, 2009 Retirement Health Benefits Life Insurance
L Total
($ in millions) Program Program Program

ASSETS
Fund Balance with Treasury $19 $999 NI $1,029
Investments 763,300 50,920 36,483 850,703
Accounts Receivable 1464 1,559 182 3,205
Other Assets = 95 644 739
Total Assets $764,783 $53,573 $37,320 $855,676
LIABILITIES and NET POSITION
Intragovernmental Sél $270 S $332
Benefits Due and Payable 5,343 3,787 142 9,872
Pension Liability 1,454,700 = = 1,454,700
Post-Retirement Health Benefits Liability = 339,884 = 339,884
Actuarial Life Insurance Liability = = 38,955 38,955
Other Liabilities 668 384 15 1,067
Total Liabilities $1,460,772 $344,325 $39,713 $1,844,810
Cumulative Results of Operations (695,989) (290,752) (2,393) (989,134)
Total Liabilities and Net Position $764,783 $53,573 $37,320 $855,676
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Sources of Revenue or Other Financing Sources. The following describes the sources of revenue and financing
sources for OPM’s earmarked funds. Earmarked funds’ revenues represent both inflows of resources to the
Government (contributions by participants) as well as intragovernmental flows (contributions by employing
agencies). Both CSRS participants and their employing agencies are required by statute to make contributions
to CSRS coverage. Since the combined 14.0 percent of pay does not cover the service cost of a CSRS benefit, to
lessen the shortfall, the Treasury is required by statute to transfer an amount annually from the General Fund
of the United States to the CSRDF. Both FERS participants and their employing agencies are required by

statute to make contributions for FERS coverage.

The Health Benefits Program (with the exception of the PSRHB Fund) is funded on a “pay-as-you-go”
basis, with both participants and their employing agencies making contributions on approximately a one-
quarter to three-quarters basis (OPM contributes the “employer” share for Retirement Program annuitants
via an appropriation). P.L.. 109-435 requires the USPS to make scheduled payment contributions to the new
PSRHB Fund ranging from approximately $5.4 to $5.8 billion per year from fiscal year 2007 through fiscal
year 2016 in accordance with the legislation. Thereafter, the USPS will make annual payments of the sum of
the normal cost payment. The payment for FY 2010 was $5.5 billion. The payment for FY 2009 was reduced
to $1.4 billion by P.L. 111-68, signed into law on October 1, 2009, and retroactive to when P.L. 109-435 was
originally signed into law on December 20, 2006.

The Life Insurance Program is funded on a “pay-as-you-go” basis, with both participants and their employing
agencies making contributions to Basic life insurance coverage, generally on a two-thirds to one-third basis.

(OPM contributes the “employer” share for Retirement Program annuitants via an appropriation.)

A condensed version of the Earmarked Funds’ Statement of Net Cost for FY 2010 and FY 2009 follows:

FY 2010 Retirement Health Benefits Life Insurance
. Total
($ in millions) Program Program Program
Gross Program Costs $79,405 $41966 $4,399 $§125,770

Less Earned Revenues 62,038 37,608 4,386 104,032
Actuarial (gain)/loss on Pension, ORB or

OPEB Assumptions Changes R (1.272) el ot

Net Cost of Operations $102,750 $3,086 $2,490 $108,326
($ in millions)

Gross Program Costs $§135,149 $45,599 $4,668 $185,416

Less Earned Revenues 61,281 31,214 4,338 96,833

Net Cost of Operations $73,868 $14,385 $330 $88,583
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A condensed version of the Earmarked Funds’ Statement of Changes in Net Position for FY 2010 and

FY 2009 follows:

FY 2010 Retirement Health Benefits Life Insurance
. Total
($ in millions) Program Program Program

Net Position Beginning of Period
Budgetary Financing Sources
Net Cost of Operations

Change in Net Position

Net Position End of Period

(5695,989) (§290,752) (§2,393) (§989,134)
33171 9,642 44 42,857
102,750 3,086 2,490 108,326
(69.579) 6,556 (2,446) (65,469)
($765,568) ($284,196) ($4,839) ($1,054,603)

FY 2009 Retirement Health Benefits Life Insurance
. Total
($ in millions) Program Program Program

Net Position Beginning of Period
Budgetary Financing Sources
Net Cost of Operations

Change in Net Position

Net Position End of Period

(§653,535) (§285,480) (82,107 (5941,122)
31414 9113 44 40,5M
$73,868 14,385 330 88,583
(§42,454) (5.272) (286) (48,012)
($695,989) ($290,752) ($2,393) ($989,134)

Note 9 —Intragovernmental Gross Costs and Earned Revenue

The following table presents the portion of OPM’s gross costs and earned revenue that was classified as

intragovernmental and “with the public” in fiscal years 2010 and 2009:

Provide CSRS Benefits
Provide FERS Benefits
Provide Health Benefits

Provide Life Insurance Benefits
Provide Human Resources Services
Total

Provide CSRS Benefits

Provide FERS Benefits

Provide Health Benefits

Provide Life Insurance Benefits
Provide Human Resources Services
Total

GROSS COSTS

EARNED REVENUE

gov;;‘;’"féntal With the Public '”trn?gr‘]’t":lm' With the Public

- $39,293 $39,293

= 40,12 40,12

- 41,966 41,966

- 4,399 4,399
$198 1,453 1,651
$198 $127,223 $127,421
- $97,870 $97,870

- 37,219 37,219

6 45,593 45,599

- 4,668 4,668
$162 1,391 1,553
$168 $186,801 $186,969
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$21,555 $2,235 $23,790
36,812 1,436 38,248
25908 11,700 37,608
1,736 2,650 4,386
1,613 4 1,617
$87,624 $18,025 $105,649
$22,563 $2,421 $24,984
34974 1,323 36,297
20,574 10,640 31.214
1,815 2,523 4,338
1,484 3 1,487
$81,410 $16,910 $98,320

ort



SEcTION 2 —FY 2010 FINANCIAL INFORMATION

Note 10 —Net Cost by Strategic Goals
In February 2010, OPM introduced its new Strategic Plan for 2010-2015. This strategic plan introduces four

broad Strategic Goals that define OPM’s direction for the next six years, and are summarized in the following

(@]
=
jab)
=
-

Strategic Goal 1 Hire the Best - The Federal hiring process
Strategic Goal 2 Respect the Workforce - Employee retention through training & work-life initiatives

Strategic Goal 3 Expect the Best - Provide the necessary tools and resources for employees to perform at the highest level

Honor Service - Acknowledge Federal employee's service through well-designed compensation & retirement

Strategic Goal 4 e

Provide Provide Life BRI
Strategic Goals 2010 Provide CSRS | Provide FERS Human
R . . Health Insurance Total
($ in millions) Benefits Benefits . . Resource
Benefits Benefits .
Services
Total program cost = = = = $854 $854
Goal 1 Less earned revenue = = = = 854 $854

Net program cost = = = = = =

Total program cost $8,045 $5,943 $3,562 $584 N $18,151

Goal 2 Less earned revenue 2,019 3,247 3,300 372 14 $8,952
Net program cost $6,026 $2,696 $262 $212 $3 $9,199

Total program cost $14.918 $1,021 $6,606 $1,082 $766 $34,393

Goal 3 Less earned revenue 3,745 6,021 6,120 690 738 $17,314
Net program cost S1,173 $5,000 $486 $392 $28 $17,079

Total program cost $71,811 $53,050 $31,798 $5,210 S14 $161,883

Goal 4 Less earned revenue 18,026 28,980 29,460 3,324 n $79,801
Net program cost $53,785 $24,070 $2,338 $1.886 $3 $82,082

Total program cost $94,774 $70,014 $41,966 $6,876 $1,651 $215,281

Total Less earned revenue 23,790 38,248 38,880 4,386 1,617 106,921
Net program cost $70,984 $31,766 $3,086 $2,490 $34 $108,360

NOTE: The Total program cost includes any loss on pension, ORB, or OPEB assumption changes (Notes 5A, 5B, and 5C). The Total earned
revenue includes any gain on pension, ORB, or OPEB assumption changes (Notes 5A, 5B, and 5C). As discussed, OPM adopted SFFAS No. 33
in FY 2010.
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The following chart summarizes OPM’s Strategic Objectives for fiscal years 2007-2011 under its former
Strategic Plan:

NIGICOMO ALY S The Federal civilian workforce will be focused on achieving agency goals

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

Strategic Objective B
NIGICOOEMATESI Federal agencies will be employers of choice

NIGICOO AT Federal agencies will be recognized as leaders in having exemplary human resources practices
NIGICHEWMATNIN The Office of Personnel Management will be a model of performance for other Federal agencies

The Office of Personnel Management will be a leader in the human resources professional community and will

Strategic Objective F have positive name recognition outside the Federal Government

The Office of Personnel Management will have constructive and productive relationships with external
stakeholders

Strategic Objective G
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The following table presents a cross-walk of OPM’s net cost by responsibility-segment to its net cost by

strategic objective for fiscal year 2009. Total costs for this table were allocated based on the distribution of

budgetary resources.

Strategic Objectives Provide CSRS | Provide FERS Provide Provide Life T-Irl?;i::
2009 . . Health Insurance
($ in millions) Benefits Benefits Benefits Benefits Resoyrce
Services
Total program cost = = = = 15 $15
Objective A: Less earned revenue = = = = 1 1
Net program cost = = = = $4 $4
Total program cost $81,775 $§31,148 $38,100 $3,900 $83 $155,006
Objective B: Less earned revenue 20,875 30,328 26,081 3,625 81 80,990
Net program cost $60,900 $820 $12,019 $275 Y $74,016
Total program cost = = = = $364 $364
Objective C: Less earned revenue - - - - 360 360
Net program cost = = = = $4 $4
Total program cost = = = - $895 $895
Objective D: Less earned revenue - - - - 891 891
Net program cost = = = = $4 $4
Total program cost $16,095 $6,131 $7.499 S768 $180 $30,673
Objective E: Less earned revenue 4109 5969 5133 713 133 16,057
Net program cost $11986 $162 $2,366 $55 $47 $14,616
Total program cost = = = = $10 $10
Objective F: Less earned revenue = = = = §7 $7
Net program cost = = = - 33 $3
Total program cost = = = = $6 $6
Objective G: Less earned revenue = = = = 4 4
Net program cost = = = = $2 $2
Total program cost $97,870 $37,279 $45,599 $4,668 $1,553 $186,969
Total Less earned revenue 24,984 36,297 31,214 4,338 1,487 98,320
Net program cost $72,886 $982 $14,385 $330 $66 $88,649
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Note 11 —Availability of Unobligated Balances

Retirement Program. Historically, OPM’s trust fund receipts have exceeded the amount needed to cover the
Retirement Program’s obligations. The excess of trust fund receipts over incurred obligations is classified as
being temporarily precluded from obligation. These receipts, however, remain assets of the CSRDF and will

become immediately available, if circumstances dictate, to meet obligations to be incurred in the future.

The following table presents the unobligated balance of the CSRDF that is included in the Retirement
Program that is temporarily precluded from obligation as of September 30, 2010 and 2009:

Sinmilons) L A
Temporarily precluded from obligation at the beginning of the year $748,195 $§723,194
Plus: Trust fund receipts during the year 95,662 93,061
Plus: Appropriations Received 33,176 31,422
Less: Obligations incurred during the year 102,874 99,482
Excess of trust fund receipts over obligations incurred during the year 25,964 25,001
Temporarily Precluded from Obligation at the End of the Year $774,159 $748,195

Health Benefits and Life Insurance Programs. OPM administers the Health Benefits and Life Insurance
Programs through three trust revolving funds. A trust revolving fund is a single account that is authorized

to be credited with receipts and incur obligations and expenditures in support of a continuing cycle of
business-type operations in accordance with the provisions of statute. The unobligated balance in OPM’s trust
revolving funds is available for obligation and expenditure, upon apportionment by OMB, without further

action by Congress.

During fiscal years 2010 and 2009, receipts to the PSRHB Fund included USPS scheduled payment

contributions of $5.5 billion and $1.4 billion, respectively, per legislation, as amended.

Also, FY 2010 and FY 2009 receipts included interest income. The following table presents the unobligated
balance of the PSRHB Fund included in the Health Benefits Program that is temporarily precluded from
obligation as of September 30, 2010 and 2009:

Sl 2010 2009
($ in millions)

Temporarily precluded from obligation at the beginning of the year $35,115 $32,293

Plus: Special Fund receipts during the year 7,000 2,822
Excess of Special Fund receipts over obligations incurred during the year 7,000 2,822
Temporarily Precluded from Obligation at the End of the Year $42,115 $35,115

Revolving Fund Programs. OPM’s Revolving Fund Programs are administered through an intragovernmental
revolving fund. An intragovernmental revolving fund is designed to carry-out a cycle of business-type

operations with other Federal agencies or separately funded components of the same agency. The unobligated
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balance in OPM’s intragovernmental revolving fund is available for obligation and expenditure, upon

apportionment by OMB, without further action by Congress.

Salaries and Expenses. OPM funds its administrative costs through annual, multiple-year, and “no-year”
appropriations. For its annual appropriations, the unobligated balance expires at the end of the applicable
fiscal year. For OPM’s multiple-year appropriations, the unobligated balance remains available for obligation
and expenditure for a specified period in excess of a fiscal year. For its no-year appropriations, the unobligated
balance is carried forward and is available for obligation and expenditure indefinitely until the objectives for

which it was intended have been accomplished.

Note 12 —Apportionment Categories of Incurred Obligations

An apportionment is a distribution by OMB of amounts available for obligation. OMB apportions the
Revolving Fund and Salaries and Expense account on a quarterly basis [Category A]. Most other accounts
under OPM’s control are apportioned annually [Category B], with the exception being the transfer-in from

the U.S. Treasury General Fund to the Retirement Fund, which is not subject to apportionment [NSA].

The following chart details the direct and reimbursable obligations that have been incurred against each

apportionment category during fiscal years 2010 and 2009:

EY 2010 Brogram/Fund Category Direct Reimbursable Total
($ in millions)

Retirement Program $69,698 $69,698
Retirement Program NSA 33,176 = 33,176
Subtotal $102,874 $102,874
Health Benefits Program B 48,750 = 48,750
Life Insurance Program B 2,671 = 2,671
Revolving Fund Program A - $2,254 2,254
Salaries and Expenses A 293 66 359
Total $154,588 $2,320 $156,908
Retirement Program $68,060 $68,060
Retirement Program NSA 31,422 = 31,422
Subtotal $99,482 $99,482
Health Benefits Program B 46,217 = 46,217
Life Insurance Program B 2,531 = 2,531
Revolving Fund Program A - $1,733 1,733
Salaries and Expenses A 273 75 348
Total $148,503 $1,808 $150,311
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Note 13— Comparison of Combined Statements of Budgetary Resources
to the President’s Budget

OPM reports information about budgetary resources in the Combined Statements of Budgetary Resources
and for presentation in the “President’s Budget.” The President’s Budget for FY 2012, which will contain
budgetary resources information for fiscal year 2010 actuals, will be published in February 2011 and will be
available on the OMB website at hzzp://www.cwhitehouse.gov/omb/. The President’s Budget for fiscal year 2011,

which contains budgetary resource information for fiscal year 2009 actuals, was released on February 1, 2010.

There are no material differences between the Statement of Budgetary Resources and the SF-133 Report
on Budgetary Execution for FY 2010 and FY 2009. Additionally, there are no material differences between
the actual amounts for fiscal year 2009 published in the President’s Budget and those reported in the
accompanying FY 2009 Combined Statement of Budgetary Resources.

Note 14— Undelivered Orders at the End of the Period
The amounts of budgetary resources obligated for undelivered orders at the end of FY 2010 and FY 2009 are

as follows:
Undelilver(.ed. s Revolving Fund Programs Salaries & Expenses Total
(S in millions)
FY 2010 $955 $87 §1.042
FY 2009 $479 $12 $551
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Note 15— Consolidating Reconciliation of Net Cost of Operations

to Budget

SFFAS No. 7 requires a reconciliation of proprietary and budgetary information in a way that helps users

relate the two. The FY 2010 reconciliation and comparative FY 2009 reconciliation are as follows:

FY 2010 Retirement
($ in millions) Program

RESOURCES USED TO FINANCE ACTIVITIES
Budgetary Resources Obligated:
Obligations Incurred

Less: Spending Authority from
Offsetting Collections and Recoveries

Less: Appropriated Trust Fund Receipts

Obligations Net of Offsetting Collections
and Recoveries

Less: Offsetting Receipts
Net Obligations
Other Resources

Total Resources Used to Finance
Activities

$102,874
95,662
7212

33,231
($26,019)

(526,019)

Health
Benefits
Program

$48,750
40,116
7,000
1,634

7,000
$(5,366)

$(5,366)

Life
Insurance
Program

$2,671

4,080

(1,409)

($1,409)

(51,409)

RESOURCES USED TO FINANCE ITEMS NOT PART OF NET COST OF OPERATIONS

Transfer-In from General Fund

Other

Total Resources Used to Finance
Items Not Part of the Net Cost
of Operations

Total Resources Used to Finance
the Net Cost of Operations

$33,176
55

33,231

$7,212

$6,972

6,972

$1,606

(§331)

(331)

($1,740)

Revolving
Fund
Programs

$2,254

2,091

163

163

21

$184

17

Salaries and Total
Expenses 2010

$359 $156,908
276 46,563
- 102,662

83 7,683

- 40,231
$83  ($32,548)
13 34

$96  ($32,514)

- $33,176
(526) 6,503

(26) 39,679

$70 $7,165

COMPONENTS OF NET COST OF OPERATIONS THAT WILL NOT REQUIRE OR GENERATE RESOURCES IN THE CURRENT PERIOD

Components Requiring or Generating
Resources in Future Periods:

Increase in Actuarial Liabilities
Exchange Revenue Not in the Budget

Total Components of Net Cost of Operations
that Will Require or Generate Resources
in Future Periods

Components Not Requiring or Generating
Resources

Other

Total Components of Net Cost of
Operations that Will Not Require
or Generate Resources

Total Components of Net Cost of
Operations that Will Not Require
or Generate Resources in the
Current Period

NET COST OF OPERATIONS

$95,500
41

95,541

$95,538

$102,750

$1,581
(110)

$1,480

$3,086

$4,230

$2,490
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. Health Life Revolving .
fY 29(_)9 Retirement Benefits Insurance Fund Salaries and Total
($ in millions) Program Expenses 2009
Program Program Programs

RESOURCES USED TO FINANCE ACTIVITIES

Budgetary Resources Obligated:

Obligations Incurred $99,482 $46,217 $2,531 $1,733 $348 $150,311

Less: Spending Authority from
Offsetting Collections and Recoveries

Less: Appropriated Trust Fund Receipts 93,061 2,822 = = = 95,883
Obligations Net of Offsetting Collections

- 37,370 4,290 1,765 270 43,695

and Recoveries 6,421 6,025 (1,759) (32) 78 10,733
Less: Offsetting Receipts 31,466 2,822 = = = 34,288
Net Obligations ($25,045) $3,203 ($1,759) (32) $78  ($23,555)
Other Resources - - - 21 1 32
Total Resources Used to Finance Activities ~ ($25,045) $3,203 ($1,759) ($1) $89  ($23,523)
RESOURCES USED TO FINANCE ITEMS NOT PART OF NET COST OF OPERATIONS
Transfer-In from General Fund $31,422 = = = - $31,422
Other 44 $2,821 ($91) $51 NI 2,842
Total Resources Used to Finance
Items Not Part of the Net Cost 31,466 2,821 (91) 51 17 34,264
of Operations
Total Resources Used to Finance $6,421 $6,024 ($1,850) $40 $106 $10,741

the Net Cost of Operations
COMPONENTS OF NET COST OF OPERATIONS THAT WILL NOT REQUIRE OR GENERATE RESOURCES IN THE CURRENT PERIOD

Components Requiring or Generating
Resources in Future Periods:

Increase in Actuarial Liabilities $67,500 $8,467 $2,198 = = $§78,165
Exchange Revenue Not in the Budget (48) (84) (18) () - (151)
Total Components of Net Cost of Operations
that Will Require or Generate Resources 67,452 8,383 2,180 (1 - 78,014
in Future Periods
Components Not Requiring or Generating
Resources
Other (5) (22) - (65) (S14) (106)
Total Components of Net Cost of
Operations that Will Not Require (5) (22) - (65) (14) (106)
or Generate Resources
Total Components of Net Cost of
Operations that Will Not Require
or Generate Resources in the 567,447 $8,361 $2,180 ($66) ($14) $77,908
Current Period
NET COST OF OPERATIONS $73,868 $14,385 $330 ($26) $92 $88,649

8o

OPM Fiscal Year 2010 Agency Financial Report



SEcTION 2 —FY 2010 FINANCIAL INFORMATION

Note 16 —Health Benefits/Life Insurance Program Concentrations
During fiscal years 2010 and 2009, over half of the Health Benefits Program’s benefits were administered by

the Blue Cross and Blue Shield Association, a fee-for-service carrier that provides experience-rated benefits.

For the Life Insurance Program, virtually all of the benefits were administered by the Metropolitan Life

Insurance Company.
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Consolidating Financial Statements

U.S. OFFICE OF PERSONNEL MANAGEMENT
CONSOLIDATING BALANCE SHEET

As of September 30, 2010

(In Millions)
Health Life Revolving  Salaries
Retirement  Benefits  Insurance Fund and
Program  Program  Program  Programs  Expenses Eliminations 2010
ASSETS
Intragovernmental:

Fund Balance with Treasury [Note 2] S17 $1139 M| $569 $95 - $1,831

Investments [Note 3] 789,216 58,808 38,289 - - - 886,313

Accounts Receivable [Note 4] 1,238 892 27 18 97 ($101) 2,211

Total Intragovernmental 790,41 60,839 38,327 687 192 (101) 890,415
Accounts Receivable from the Public, Net [Note 4] 384 879 177 13 3 - 1,456
General Property and Equipment, Net - - - 29 4 - 33
Other [Note 1L] - 98 647 - - - 745
TOTAL ASSETS $§790,855 $61,816 $39,151 §729 $199 (S101)  $892,649

LIABILITIES
Intragovernmental [Note 6] $79 $276 $1 $282 $4 (S101) $541
Federal Employee Benefits:

Benefits Due and Payable 5,424 3935 167 - - - 10,126

Pension Liability [Note 5A] 1,550,200 - - - - - 1550,200

Post-retirement Health Benefits Liability - 341465 - - - - 341,465

[Note 5B]

Actuarial Life Insurance Liability [Note 5C] - - 43,205 - - - 43,205

Total Federal Employee Benefits 1,555,624 345,400 43972 - - - 194499%
Other [Notes 6 and 7] 720 336 7 93 41 - 1,207
Total Liabilities 1,556,423 346,012 43990 375 45 (101)  1946,744

NET POSITION
Unexpended Appropriations — Other Funds - - - 3 94 - 97
Cumulative Results of Operations —

Earmarked Funds [Note 8] (765,568)  (284,196) (4,839) - - — (1,054,603)
Cumulative Results of Operations — Other Funds - - - 351 60 - 411
Total Net Position (765,568)  (284,196) (4.839) 354 154 — (1,054,095)
TOTAL LIABILITIES AND NET POSITION $790,855 361,816 $39,151 $§729 $199 (§101)  $892,649

The accompanying notes are an integral part of the financial statements.
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U.S. OFFICE OF PERSONNEL MANAGEMENT
CONSOLIDATING BALANCE SHEET

As of September 30, 2009

(In Millions)
Health Life Revolving  Salaries
Retirement ~ Benefits  Insurance Fund and
Program  Program  Program  Programs Expenses Eliminations 2009
ASSETS
Intragovernmental:

Fund Balance with Treasury [Note 2] $19 $999 NI $761 $63 - $1,853

Investments [Note 3] 763,300 50,920 36,483 - - - 850,703

Accounts Receivable [Note 4] 1,087 781 24 92 72 (§75) 1,981

Total Intragovernmental 764,406 52,700 36,518 853 135 (75) 854,537
Accounts Receivable from the Public, Net [Note 4] 317 778 158 1 - - 1,314
General Property and Equipment, Net - - - 22 - - 22
Other [Note 1L] - 95 644 2 - - ™
TOTAL ASSETS $764,783 $§53,573 $37,320 5878 $135 (§75)  $856,614

LIABILITIES
Intragovernmental [Note 6] N9 $270 1 $424 $4 (§75) $685
Federal Employee Benefits:

Benefits Due and Payable 5,343 3,187 742 - - - 9,872

Pension Liability [Note 5A] 1,454,700 - - - - — 1454700

Post-retirement Health Benefits Liability

[Note 5B] - 339884 - - - - 339,884

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

Total Federal Employee Benefits 1,460,043 343,671 39,697 - - - 1,843,41

Other [Notes 6 and 71 668 384 15 141 35 - 1,243

Total Liabilities 1460,772 344,325 39,713 565 39 (75) 1,845,339

NET POSITION

Unexpended Appropriations — Other Funds - - - 3 81 - 84
Cumulative Results of Operations —

Earmarked Funds [Note 8] (695,989)  (290,752) (2,393) - - - (989,134)
Cumulative Results of Operations — Other Funds - - - 310 15 - 325
Total Net Position (695.989)  (290,752) (2,393) 313 9 - (988,725)
TOTAL LIABILITIES AND NET POSITION $§764,783 $53,573 $37,320 5878 $135 (§75)  $856,614

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

For the Year Ended September 30, 2010
(In Millions)

Retirement Program Health Life Revolving  Salaries

Benefits  Insurance Fund and

(SRS FERS Total Program  Program  Programs  Expenses Eliminations 2010

GROSS COSTS
Intragovernmental - - - - - $282 $238 (§322) $198
With the Public:
Pension Expense [Note 5A]  $39,293  $40,112  $79,405 - - - - - 79,405
Post-retirement Health
Benefits [Note 5B] - - - $16,005 - - - - 16,005
Future Life Insurance
Benefits [Note 5C] - - - - $1773 - - - 1,773
Current Benefits and
Premiums - - - 24,924 2,609 - - - 27,533
Other - - - 1,037 17 1,374 79 - 2,507
Total Gross Costs with
the Public 39293 40,112 79,405 41966 4,399 1,374 79 - 127,223
Total Gross Costs
[Notes 9 and 10] 39293 4012 79,405 41966 4399 1,656 317 (322) 127,421
EARNED REVENUE
Intragovernmental:
Employer Contributions 1826 20118 21944 24,075 501 - - - 46,520
Earnings on Investments 19729 16,694 36,423 1,833 1,235 - - - 39,491
Other - - - - - 1,673 262 (322) 1,613
Total Intragovernmental
Earned Revenue 21555 36,812 58,367 25,908 1,736 1,673 262 (322) 87,624
With the Public:
Participant Contributions 2,235 1,436 3,671 11,691 2,647 - - - 18,009
Other - - - 9 3 3 1 - 16
Total Earned Revenue
with the Public 2,235 1,436 3,671 11,700 2,650 3 1 - 18,025
Total Earned Revenue
[Notes 9 and 10] 23,790 38,248 62,038 37,608 4,386 1,676 263 (322) 105,649
Net Cost §15,503  $1.864  $17,367 $4,358 S13 ($20) $54 - §21,172
(Gain)/Loss on Pension, ORB,
or OPEB
Assumption Changes
[Notes 5A, 5B, and 5C] 55,481 29902 85,383 (1,272) 2,477 - - - 86,588
Net Cost of Operations
[Notes 9 and 10] §70,984  $31,766 $102,750 $3,086 $2,490 ($20) $54 = $108,360

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

For the Year Ended September 30, 2009
(In Millions)

Retirement Program

Health Life Revolving  Salaries
Benefits  Insurance Fund and
CSRS FERS Total Program  Program  Programs  Expenses Eliminations 2009
GROSS COSTS
Intragovernmental - - - $6 - $234 S241 (§313) $168
With the Public:
Pension Expense [Note 5A]  $97,870 $37,279 $135,149 - - - - - 135,149
Post-retirement Health
Benefits [Note 5B] - - - 21189 - - - - 21189
Future Life Insurance
Benefits [Note 5C] - - - - $2,198 - - - 2,198
Current Benefits and
Premiums - - - 23,436 2,440 - - - 25,876
Other - - - 968 30 1,286 105 - 2,389
Total Gross Costs with
the Public 97,870 37,279 135,149 45,593 4,668 1,286 105 - 186,801
Total Gross Costs
[Notes 9 and 10] 97,870 37,279 135,149 45,599 4,668 1,520 346 (313) 186,969
EARNED REVENUE
Intragovernmental:
Employer Contributions 1976 18,499 20,475 18,707 490 - - - 39,672
Earnings on Investments 20587 16,475 37,062 1,867 1,325 - - - 40,254
Other - - - - - 1,544 253 (313) 1,484
Total Intragovernmental
Earned Revenue 22,563 34974 51537 20,574 1,815 1,544 253 (313) 81,410
With the Public:
Participant Contributions 2,421 1,323 3,744 10,632 2,520 - - - 16,896
Other - - - 8 3 2 1 - 14
Total Earned Revenue with
the Public 2,421 1323 3744 10,640 2,523 2 1 - 16,910
Total Earned Revenue
[Notes 9 and 10] 24984 36,297 61,281 31,214 4338 1,546 254 (313) 98,320
Net Cost of Operations
[Notes 9 and 10] $72,886 §982 $73,868 $14,385 $330 ($26) §92 - $88,649

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

For the Year Ended September 30, 2010

(In Millions)
Health Life Total Revolving  Salaries Total
Retirement  Benefits  Insurance  Earmarked Fund and All Other
Program  Program  Program Funds Programs  Expenses Funds 2010

CUMULATIVE RESULTS OF OPERATIONS
Beginning Balance (8695,989) (5290,752)  ($2,393)  ($989,134) $310 $15 $325  ($988,809)
Budgetary Financing Sources:

Appropriations Used 33,176 9,642 44 42,862 - 86 86 42948
Other Financing Sources (5) - - (5) 21 13 34 29

Total Financing Sources 331N 9,642 44 42,857 21 99 120 42917

Net Cost of Operations 102,750 3,086 2,490 108,326 (20) 54 34 108,360
Net Change (69,579) 6,556 (2,446) (65,469) 4 45 86 (65,383)
Cumulative Results of Operations —

Ending Balance (§765,568)  (5284,196)  ($4,839) (§1,054,603) $351 $60 S411 ($1,054,192)
UNEXPENDED APPROPRIATIONS
Beginning Balance - - - - $3 381 $84 $84
Budgetary Financing Sources:

Appropriations Received $33,176 $10,084 $48 $43,308 - 106 106 43,414

Appropriations Used (33,176) (9,642) (44) (42,862) - (86) (86) (42,948)

Other Budgetary Financing Sources - (442) (4) (446) - (1) (1) (453)

Total Budgetary Financing Sources - - - - - 13 13 13

Total Unexpended Appropriations — - - - - $3 $94 $97 $97

Ending Balance
NET POSITION (§765,568)  (5284,196)  ($4,839) ($1,054,603) $354 $154 $508 ($1,054,095)

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

For the Year Ended September 30, 2009

(In Millions)
Health Life Total Revolving  Salaries Total
Retirement  Benefits  Insurance Earmarked Fund and All Other
Program  Program  Program Funds Programs  Expenses Funds 2009

CUMULATIVE RESULTS OF OPERATIONS
Beginning Balance (§653,535)  ($285,480) ($2,107)  (§941122) $263 S17 §280 ($940,842)
Budgetary Financing Sources:

Appropriations Used 31,422 9113 44 40,579 - 79 79 40,658
Other Financing Sources 8 - - (8) 21 n 32 24

Total Financing Sources 31,414 9113 44 40,517 21 90 m 40,682

Net Cost of Operations 73,868 14,385 330 88,583 (26) 92 66 88,649
Net Change (42,454) (5,272) (286) (48,012) a7 ) 45 (47967)
Cumulative Results of Operations —

Ending Balance (5695989) (5290,752)  ($2,393) (§989,134) $310 $15 $325 ($988,809)
UNEXPENDED APPROPRIATIONS
Beginning Balance - - - - $3 §72 §75 §75
Budgetary Financing Sources:

Appropriations Received $31,422 $9,595 $46 $41,063 - 95 95 41158

Appropriations Used (31,422) (9113 (44)  (40,579) - (79) (T19)  (40,658)

Other Budgetary Financing Sources - (482) 2) (484) - (7) (7) (491)

Total Budgetary Financing Sources - - - - - 9 9 9

Total Unexpended Appropriations —

Ending Balance - - - - $3 $81 $84 $84
NET POSITION (§695989) (5290,752)  ($2,393) (§989,134) $313 $96 $409 (5988,725)

The accompanying notes are an integral part of the financial statements.
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