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EXPANDING FLEXIBLE PERSONNEL SYSTEMS
GOVERNMENTWIDE

TUESDAY, JULY 17, 2001

U.S. SENATE,
OVERSIGHT OF GOVERNMENT MANAGEMENT, RESTRUCTURING,
AND THE DISTRICT OF COLUMBIA SUBCOMMITTEE,
OF THE COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:35 p.m., in room
SD-342, Dirksen Senate Office Building, Hon. Richard Durbin,
Chairman of the Subcommittee, presiding.

Present: Senators Durbin and Voinovich.

OPENING STATEMENT OF SENATOR DURBIN

Senator DURBIN. Welcome everyone. I apologize for my tardiness.
The Appropriations Committee is marking up the agriculture bill,
which has some consequence to the State of Illinois, and I wanted
to be there and cast my vote. So I apologize, but I rushed right over
as quickly as I could. Thank you all for being here as the Senate
Subcommittee on Oversight holds a hearing entitled, “Expanding
Flexible Personnel Systems Governmentwide.” I have indicated to
Senator Voinovich on several occasions that his dedication to this
question of human capital challenge facing Federal Government is
one that leads this Subcommittee and will continue to, though
there has been a change in some of the titles around here, but I
am pleased to have this opportunity, at his request, to delve into
another aspect of the issue.

Our focus today will be on some of the various personnel flexibili-
ties and special authorities granted by Congress to specific govern-
ment agencies to facilitate personnel retention, recruitment, pay
and promotion. Senator Voinovich launched a series of Sub-
committee hearings in the 106th Congress to probe the issue of the
Federal Government’s human capital challenges. This hearing
builds on that foundation.

In showcasing three agencies today, the General Accounting Of-
fice, the Internal Revenue Service, and the Department of Defense,
we will examine their experiences in implementing the flexibilities
extended to them through congressional enactments. Last year,
GAO was accorded an array of flexibilities that were added under
the GAO Personnel Flexibility Act of 2000. These include author-
izing senior level positions for scientific, technical or professional
staff; voluntary early retirement offers to individual employees;
separation payments for realignment purposes; and reduction-in-
force flexibilities for downsizing, realignment, or correction of skills
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and balances. These recent authorities build on authority extended
to GAO over 20 years ago to develop its own personnel system.
GAOQO’s system includes broad-banding of its pay grades, pay-for-
performance, and flexible hiring and promotion practices.

With respect to the Internal Revenue Service, under the Restruc-
turing and Reform Act of 1998, Congress included human capital
flexibility provisions covering a wide range of personnel-related
functions. These included eliminating the use of enforcement statis-
tics and employee evaluations; authority to terminate employees
for committing certain acts or omissions in performance of official
duties; providing critical pay to attract senior managers; stream-
lining hiring, travel and relocation procedures; and implementing
a broad-banded pay system.

The Defense Department has also been a beneficiary of congres-
sional authorization to engage in a variety of demonstration
projects to test improvements in managing its civilian workforce.
For example, in 1980, Congress authorized China Lake and other
U.S. Navy facilities, such as science laboratories, to participate in
the first personnel demonstration project under Title VI of the Civil
Service Reform Act of 1978. The lab sought to improve recruitment
and retention of high-quality workers by increasing their control
over classification, pay and other personnel matters.

The project was expanded several times and now covers approxi-
mately 10,000 employees. It was extended indefinitely in 1994, and
in 1995, the Navy was given authority to expand the project
throughout the Naval Air Systems Command. In addition to elic-
iting the insights of key leaders of these three agencies today, we
seek to learn more about the plans of the administration to address
workforce planning concerns. We are anxious to hear the perspec-
tives on personnel flexibility of representatives of employee labor
organizations and interested public administration associations.

I want to particularly explore several questions about the utility
of these tools, how useful has these authorities been; what are the
strengths and drawbacks; has there been particular impediments
to using existing authority; how has the agencies engaged with em-
ployees and employee organizations in implementing these authori-
ties. Is it working? Can it be improved?

A key outcome of our inquiry will be identifying the lessons other
agencies and Congress ought to apply and the cautions they should
be heeding in considering whether to extend any of these authori-
ties more broadly. I want to now yield to the Ranking Minority
Member of the Subcommittee, my good friend and a leader on Cap-
itol Hill on this important issue—Senator Voinovich, your opening
statement.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. Thank you, Mr. Chairman. I am pleased
that the Subcommittee is holding this hearing on “Expanding
Flexible Personnel Systems Governmentwide,” and I would like to
welcome our two panels of witnesses.

Mr. Chairman, today’s hearing is the ninth that our Sub-
committee has held on the Federal Government’s human capital
crisis since July 1999. I would like to thank you publicly for your
partnership in the examination of this issue during my time as
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Chairman of the Subcommittee and for your commitment to con-
tinue examining these problems and seeking solutions during your
chairmanship.

I think we both agree that one of the real crises that we face in
the Federal Government today is the human capital crisis. I con-
sider this a key hearing on the Subcommittee’s human capital
agenda. When examining the Federal Government’s human capital
problems, some are quick to say that entirely new civil service ar-
chitecture is needed to address this system’s many problems. I am
sympathetic to that argument. However, we all know how difficult
that overhaul would be. That is why it is critical to explore two
other options when considering civil service reform.

The first option is that we simply try to use the authorities avail-
able under current law more effectively. I have discussed that ap-
proach with both Mr. Walker and Mr. O’Keefe, and we all agree
that a great deal can be done through better management and the
use of current laws and regulations. I am pleased to note that Kay
James was confirmed by the Senate last Wednesday to be the Di-
rector of the Office of Personnel Management. Earlier this year, I
discussed with her that OPM should do all it can to relax certain
rules and regulations that make some aspects of the Civil Service
System overly bureaucratic. For example, there are certain ele-
ments of the hiring system that should be changed. Lieutenant
General Robert Flowers, Chief of the Army Corps of Engineers, re-
cently indicated to me that since the Corp’s special hiring authority
was rescinded, it takes him 4 months to hire an engineer. This is
unacceptable in a competitive field.

Second, we should identify the special personnel flexibilities pro-
vided to some agencies, such as the Internal Revenue and General
Accounting and the Department of Defense, examine how effec-
tively they have been employed, and determine if those flexibilities
should be extended governmentwide. The purpose of today’s hear-
ing is to explore the second approach. The primary advantage of
that approach is that if it is agreed that a certain flexibility is
proved to be worthwhile, extending it to the entire Executive
Branch is certainly better than designing a whole new system and
can help address the human capital crisis until more comprehen-
sive reforms can be agreed upon and implemented.

The General Accounting Agency, under the leadership of Comp-
troller General David Walker, has tried to make itself an example
of excellence in government. Its personnel system is a great can-
didate for examination today. The Internal Revenue Service has a
relatively newer alternative system, which was authorized in Con-
gress of 1998. The Restructuring and Reform Act directed IRS to
establish a performance management system and provided human
capital flexibility provisions that covered a wide range of personnel-
related functions. Commissioner Rossotti, I look forward to hearing
from you about how you think that system is working.

I am especially pleased also that we have Charlie Abell, Assist-
ant Secretary of Defense for Force Management Policy, because the
DOD has over 3 million active duty military, reserve, and civilian
personnel combined. Managing this enormous workforce is a tre-
mendous challenge. Secretary Abell, I am eager to learn from you
what the Bush Administration is doing or what you intend to do
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to address the human capital crisis that we have at the Defense
Department.

I would also like to mention the fact that my staff and I worked
closely with Mr. Abell last year to insert language in the fiscal year
2001 Department of Defense Authorization Act to reshape its work-
force by offering voluntary separation incentive payments to 1,000
senior employees in this fiscal year. That provision also authorized
another 8,000 slots for the next 2 fiscal years. I am really pleased,
Secretary Abell, that the money to fund that is in the President’s
2002 budget, and hopefully the money will be there in 2003.

I think we are all familiar also with former Defense Secretary
James Schlesinger’s testimony before this Subcommittee several
months ago, where he indicated that, for all intents and purposes,
the Department of Defense, in terms of personnel and the human
capital crisis, is in intensive care. You might be interested that I
recently had a human capital roundtable in Dayton, Ohio at Sin-
clair Community College. Dr. Russo, Executive Director of Aero-
nautical Systems Center at Wright Patterson was there, Colonel
Larry Strauser, Vice Commander, Air Force Research Laboratory,
Wright Patterson, and local college students were in attendance.

I wanted to find out from those students: Are you interested in
going to work for the Federal Government? If you are, why? If you
are not, why not? It was interesting, first of all, that many really
did not know about the opportunities available to them in the Day-
ton area, in the Defense Department. Several of them mentioned
that they felt that the pay was not competitive with the private
sector. The colonel, after one student explained that he was an
electrical engineer, said to him, “We have got a job for you now,
right now, in a work-study program.” I saw a big smile on the
youngster’s face. Then I asked the colonel, “How long is it going to
take for you to have your hiring of this young man approved?” He
looked at me with a straight face and he said, “Five months.” Well,
at that point, you could have heard a pin drop in the room.

I am also pleased today that we have with us Presidents
Harnage and Kelly from the American Federation of Government
Employees and the National Treasury Employees Union. I have
said on numerous occasions we cannot expect to change the Civil
Service System unless we closely involve those who will be affected
most directly. I look forward to your analysis of these new per-
sonnel systems from the unions’ point of view.

Last, but certainly not least, I look forward to hearing the per-
spectives of Ms. Shiplett on behalf of the Human Resources Center
at the National Academy of Public Administration. NAPA has stud-
ied these issues closely for many years and they have a great deal
to offer to this discussion. Again, I thank the witnesses for coming
today and I look forward to your testimony. Thank you, Mr. Chair-
man.

Senator DURBIN. Thank you, Senator Voinovich. I want to wel-
come the first panel: David Walker, Comptroller General of the
U.S. General Accounting Office. Mr. Walker is the Nation’s chief
accountability officer and the head of GAO, a Legislative Branch
agency that assists Congress in insuring the accountability of the
Federal Government. Sean O’Keefe, who is the Deputy Director of
the Office of Management and Budget. In addition to overseeing
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the preparation of the budget, supervision of the administration of
Executive Branch agencies, OMB is at the centerpiece of Federal
agency management oversight. Charles Rossotti is the Commis-
sioner of the Internal Revenue Service. Almost since the time of his
appointment to that post in November 1997, Mr. Rossotti has had
the challenging task of overseeing the restructuring of the IRS.
Charles Abell joins us from the Department of Defense. A retired
Army lieutenant colonel, he is the Assistant Secretary of Defense
for Force Management Policy. In that capacity, he is responsible for
the policies, plans and programs for military and civilian personnel
management, including recruitment, education, career develop-
ment, equal opportunity compensation, recognition, discipline and
a separation of all DOD personnel.

Thank you for coming. We look forward to your testimony. As is
customary in the Subcommittee, we swear in all witnesses. So
would you please rise and raise your right hand? Do you swear the
testimony you are about to give the Subcommittee is the whole
truth, and nothing but the truth?

Mr. WALKER. I do.

Mr. O’KEEFE. I do.

Mr. RossotTr. I do.

Mr. ABELL. I do.

Senator DURBIN. Let the record note that the witnesses answered
in the affirmative, and so they will be allowed to continue. I would
ask that you limit your oral statements to no longer than 5 min-
utes, and remind you that your entire statement will be entered
into and made part of the record.

Mr. Walker, please proceed.

TESTIMONY OF DAVID M. WALKER,! COMPTROLLER GENERAL,
U.S. GENERAL ACCOUNTING OFFICE

Mr. WALKER. Thank you, Mr. Chairman. It is a pleasure to be
here and I will summarize my extensive statement that has been
provided for the record. Mr. Chairman, I have tried to make human
capital a top priority for GAO ever since I was the Comptroller
General of the United States. First, externally, with regard to eval-
uation work that we are doing, as well as to try to provide tools
and methodologies to help agencies help themselves see the way
forward in this critically important area.

Second, we have also tried to make human capital, or our people,
a top priority within GAO, with the objective to try to lead by ex-
ample. The way that we do things is not the only way. It is not
necessarily the best way, but it is a way. We are not perfect and
we never will be. On the other hand, we believe as the leading ac-
countability organization in the United States and possibly the
world, we have a responsibility to lead by example in all critical
management areas, and we are trying to do that.

As you know, Mr. Chairman, GAO recently designated the lack
of strategic human capital in management as a governmentwide
high-risk area. Unfortunately, all too frequently, the Federal Gov-
ernment has viewed its employees as a cost to be cut, rather than
an asset to be valued. We believe very strongly that this must

1The prepared statement of Mr. Walker appears in the Appendix on page 41.
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change in the future, because of the fact that we are now in a
knowledge-based economy. People are the source of all knowledge.
We must be able to attract some of our Mation’s best and brightest
to run what is arguably the largest, the most complex, the most di-
verse and the most important entity on the face of the earth, name-
ly the U.S. Government.

We cannot afford to do otherwise. We believe that there is a
three-phased approach that is ultimately going to have to be fol-
lowed in the area of human capital. First, agencies should do every-
thing they can within the context of current law to attract, retain
and motivate a skilled and knowledgeable workforce. Second, they
should seek, based on a business case analysis, selected additional
flexibilities targeted additional changes. In addition, the Congress
should consider providing additional flexibilities and to a broader
range of Federal agencies, along with appropriate safeguards to
prevent abuse. Third, there is going to be a need for broader, more
comprehensive civil service reform over time.

However, we must learn from what has worked and what has not
worked with regard to the best flexibilities and we must reach out
to try to involve all key stakeholders to build a consensus before
comprehensive civil service reform will be possible. In my opinion,
that is at least 2 years away. Many have shared responsibilities for
addressing the human capital challenge, including all agency
heads, OMB, OPM and a variety of other players.

As you properly pointed out, Mr. Chairman, GAO has certain ad-
ditional flexibilities that have been granted to us in past years. For
example, in 1980, the GAO Personnel Act was passed. It was
passed primarily with two concepts in mind, independence and in-
novation. It was passed in order to provide GAO reasonable inde-
pendence from OPM and other entities, since we have the responsi-
bility to review, evaluate and audit certain entities; therefore, we
wanted to make sure that there would not be a potential conflict
of interest with regard to our activities relating thereto.

Second, it was also passed with the idea to try to use GAO as
a potential experiment for certain new and innovative approaches.
The three major areas dealt with hiring practices, classification,
and compensation practices. In the hiring area, we have stream-
lined hiring authorities, but it is important to note that we still
maintain veterans preference to the extent applicable under cur-
rent law, under Title V, and in addition to that we also conform
with merit principles in all of our practices. We use broad-banding
as a classification system for most mission personnel. In addition
to that, we have a pay-for-performance system for compensating
our mission related employees, the desire being, that to the max-
imum extent possible, we make decisions on who we hire, who we
promote, who we reward and who we discipline based upon skills,
knowledge and performance.

The 2000 act that was passed last fall, with the help of both of
you Senators and others, provided us with four different authori-
ties. First, the authority to create a new senior-level position going
up to the SES level of compensation for certain specialists and
technical professionals. We have implemented that authority and
we have put about four new people into that category and we have
reclassified about four others. We have the authority to use vol-
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untary early retirement authority, as well as buyout authorities, to
realign GAO, rather than to downsize GAO. We have issued the
regulations on voluntary early retirement and we sent out an offer
yesterday, as a matter of fact, for a voluntary early retirement au-
thority for our employees to consider during the next 45-day period.

We have not proposed buyouts, nor do we plan to. We do not be-
lieve they meet the cost-benefit requirement, at least as they are
currently structured. And, we have not promulgated revised reduc-
tion in force regulations, even though we have the authority to do
that, because these are not issues that are presently before us.

Two more quick things, Mr. Chairman—first, I have outlined in
my statement a number of actions that GAO has taken, within the
context of current law, within that 80 percent that can be done
within the context of current law that we hope will be informative
to this Subcommittee as well as other agencies. Second, I have also
outlined in my statement a number of legislative actions that we
believe Congress should consider that would provide agencies rea-
sonable flexibility to attract, retain, and motivate a qualified work-
force, while providing adequate protections to prevent abuse.

Last, let me say, Mr. Chairman, that I believe this is a critically
important area. It is one that is going to require the concerted ef-
forts of a variety of parties, including the Congress, to see our way
forward. We are more than happy to do what we can to help agen-
cies help themselves, as well as to try to provide additional tools
and methodologies and examples of how one can move forward in
this area. Thank you, Mr. Chairman.

Senator DURBIN. Thank you very much. Mr. O’Keefe.

TESTIMONY OF HON. SEAN O’KEEFE,! DEPUTY DIRECTOR,
OFFICE OF MANAGEMENT AND BUDGET

Mr. O’KEEFE. Thank you, Mr. Chairman and Senator Voinovich.
It is a pleasure to be here this afternoon. If you have no objection,
Mr. Chairman, I will submit the statement for the record and sum-
marize if briefly.

Mr. DURBIN. Without objection.

Mr. O’KEEFE. First and foremost, the strategic management of
human capital is one of the President’s five top management prior-
ities. It is a management agenda he has formulated during the
course of the last 6 months, quantified in the blueprint to accom-
pany the President’s budget that was submitted on February 28
and expanded dramatically in the budget submission that was
made in April. We have discussed it and testified about it rather
widely, this being one of the primary functions, all of which are
interrelated, that of the integration of budget and performance cri-
teria, the strategic management of human capital, competitive
sourcing objectives, e-Government initiatives and a range of other
factors that are related in that regard. As a result, what we are
looking at is all these factors working off each other as a piece, an
interrelated effort as part of the President’s management agenda.

Workforce planning becomes one of the primary aspects of what
is required in achieving this approach. So, even the requesting of
the departments and agencies—and they have gone through the

1The prepared statement of Mr. O’Keefe appears in the Appendix on page 83.
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rather laborious task of preparing all the efforts necessary to
achieve, certainly, the first two objectives, which is to look at the
implications on the workforce requirements as integrated within
the budget criteria, based on some set of performance criteria, to
determine exactly and justify exactly what the basis of require-
ments may be for this particular human resource.

As part of the 2003 objectives, what we were also looking to is,
for fiscal year 2003 to be submitted this January, a handful of very
interrelated factors with this five point management agenda that
the President has prepared. First and foremost is—as David Walk-
er just testified to—is to capitalize on the proposition, that we need
to exploit the current flexibilities as they exist today. I will submit
to you as an opening proposition, most of the senior leadership of
most of the departments in the Federal Government are not even
aware of the extent to which those flexibilities exist.

The President’s Management Council was just constituted re-
cently, and as a result, the new deputy cabinet officers, have been
designated largely as chief operating officers across the Federal
agencies and departments. Having convened just a week ago, the
first order of business was to walk through from OPM what the
current flexibilities are and discuss those extensively. We have just
begun that task. Although there is an awful lot that has been ac-
complished and an awful lot discussed throughout the institutional
framework, the leadership of those particular departments and
agencies have just become more and more familiar with what the
extent of the flexibilities are.

Second, the pilot and test authorities exist not only within the
three agencies and departments represented here this afternoon,
but also across a range of other Federal agencies. The assessment
and evaluation necessary to determine the success or relative util-
ity of each of those particular approaches has yet to be taken on
in earnest. As a consequence, that is the effort here over the course
of the next couple of months, to look to prepare all the necessary
analysis that would support offering to you, as part of a larger fis-
cal year 2003 legislative initiative to accompany the fiscal year
2003 budget, a proposal to extend those authorities where appro-
priate and to make them available.

Certainly, equally important is the clarification of a number of
different approaches of management criteria as well as objectives
that have been usefully put together by the General Accounting Of-
fice and summarized in David Walker’s testimony today, as a mat-
ter-of-fact, that is very widely available, making sure each of the
departments and agencies are aware of the extent to which some
of those authorities could be utilized, and then building those into
the performance criteria that we anticipate will become part of the
review for fiscal year 2003, as well as to determine what the per-
formance criteria is and which resources would then become avail-
able as part of the integrated effort there.

Last, as each of these performance measures are introduced, to
start with a fundamental proposition of what is the outcome or ob-
jective, a very familiar theme, certainly, within this Committee,
sponsorship of the Government Performance Results Act, having
determined what those performance criteria would be for selected
programs, it then gives us groundwork and basis for further deter-
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mination of precisely the extent to which we need to expand the
human capital requirements for training, for education retention
programs and a range of other flexibilities across the board in this
area. So, for all of those, as part of the fiscal year 2003, our at-
tempt is to corral-up all those points prior to seeking a wider range
of reform initiatives, which we anticipate would be after the fiscal
year 2003 preparation has been completed, so we can give you a
more comprehensive picture therein. But we are about, from a
management and administration objective, precisely the same ob-
jectives that you enunciated so eloquently in your opening state-
ments. Thank you, Mr. Chairman.
Senator DURBIN. Thank you. Mr. Rossotti.

TESTIMONY OF CHARLES O. ROSSOTTI,! COMMISSIONER,
INTERNAL REVENUE SERVICE

Mr. RossoTTI. Thank you, Mr. Chairman and Senator Voinovich.
Just about 3 years ago, the Congress passed the Restructuring and
Reform Act, which was a really massive mandate for change in the
IRS. One of the keys in delivering on those mandates is to develop
and retain a highly skilled and motivated workforce, and a work-
force that is organized and managed in line with our mission and
our strategic goals as laid out in the act. To this end, we have ben-
efited a great deal from the personnel flexibilities that were incor-
porated into that act.

As T will just briefly summarize in my opening statement, and
describe in more detail in my written statement, they have enabled
us to employ a number of management techniques that have made
a critical difference in recruitment and in reorganizing the work-
force and in performance management. It is important to note, as
the other witnesses have mentioned, that these flexibilities com-
plemented existing authorities that were underway, and it was
really the combination of the existing authorities plus the new
flexibilities that we think has made such a difference in our ability
to move forward on the mandates of RRA.

To mention a couple of areas, the IRS modernization program re-
quires a very high level of senior level leadership that is far beyond
the capacity of any one or two individuals. Much of that talent was
and is available within the IRS, but for certain positions, especially
those requiring expertise in business systems modernization, lead-
ing organizational change, emulating best practices in the private
sector, and communicating more effectively with taxpayers, we
looked outside the government to recruit selectively. RRA gave us
streamlined critical pay authority to hire up to 40 such individuals.
To date, we have used this to hire 32 people, many with very dis-
tinguished careers. They are now filling such positions as chief in-
formation officer, director of business systems modernization, tax-
payer advocate and commissioner of the large and mid-size busi-
ness division and commissioner of the small-business, self-em-
ployed business division.

We have also effectively used the combination of existing authori-
ties and RRA flexibilities to recruit, at the entry-level, talented,
front-line professionals. For over 5 years, budget constraints really

1The prepared statement of Mr. Rossotti appears in the Appendix on page 86.
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kept the IRS out of the recruiting market while we suffered attri-
tion in our critical occupations. Fortunately, due to congressional
funding in fiscal 2001, we were able to get back into the market
and to launch a significant recruiting initiative aimed at filling
hundreds of entry-level key professional positions, such as criminal
special agent, revenue agent, revenue officer, and some new posi-
tions in our new structure, tax specialist and tax resolution rep-
resentative. Many of these positions are going to be filled with peo-
ple with accounting degrees or other kinds of accounting and busi-
ness skills, and there is quite an active market out there for those
kinds of people.

We developed a focused marketing and recruiting strategy, aimed
at both outside employees as well as soliciting current employees
and providing support to current employees for advancement. One
of the special authorities RRA gave us is called category rating
ability for new recruits, which we used to expedite the rating proc-
ess and hiring process, particularly for revenue agents, which is
one of the most difficult occupations to recruit for, yet one of the
most important. I am pleased to say that while it is not fully com-
plete, most of the recruiting for this year has been done and has
been successful. Overall, we have recruited over 2,000 new people
into the IRS in these targeted positions, including about 400 that
came in through the category rating process.

The RRA also mandated a major shift in our reorganization. Our
whole structure has moved from a geographic structure to one that
is based on a customer focus, built around four major taxpayer seg-
ments. This required a comprehensive workforce transition strat-
egy because it was a massive change, not only in Washington and
headquarters, but across the entire country. This change went from
top to bottom across the IRS. I am pleased to say that as of last
October—26 months after the Restructuring Act was passed by
Congress—the old 50-year-old structure was gone and was replaced
with a new, customer-focused structure. As part of this, nearly all
of our mid- to upper-level management positions were abolished,
and new selections were made to fill these newly defined positions.
In this process numerous layers were eliminated, the structure was
flattened and about 25 percent of our total number of mid- to top-
level positions were eliminated. All this was done in 26 months
without any involuntary separations, making active use of existing
authorities, together with early out and buyout authorities that
were provided in RRA.

Last, let me mention the other key element that was called for
in RRA and is a major part of our strategy, which is making sure
that all of our managers and employees are focused on achieving
our organizational priorities and goals. This was mandated in some
special ways because of the special mission of the IRS in terms of
tax compliance. We implemented those mandates through what we
call our balanced measure system, which identifies a set of per-
formance measures for every organizational unit that balances and
quantifies customer satisfaction, business results and employee sat-
isfaction. We then use this performance management system,
which measures unit objectives down to individual performance
through our new executive and managerial performance appraisal
system.
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This appraisal system includes a core set of competencies for
management responsibilities that are tied to our balanced measure
system, with more specific commitments built around our plan for
the upcoming year. Complementing this was pay-banding authority
that was available to us in RRA, which we have used, so far, for
all of our mid- to top-level managers. This allows us to link indi-
vidual performance assessments to the advancement of senior man-
agers in their pay process. They progress from step to step within
the band only if the rating under the performance management
system meets or exceeds certain standards.

In conclusion, many of the human resource initiatives that I de-
scribed are still being implemented and it is too early to make any
definitive assessment of their results. Nevertheless, I have to say
that the results so far have been very promising. We have used
them effectively to do the things that we set out to do. Again, I
stress that I think they were effective because they did complement
our full use of the existing authorities that existed in the law. We
used both of them to achieve our goals and I think together they
have been extremely powerful in letting us get to the point that we
are. Thank you.

Senator DURBIN. Thank you very much. Mr. Abell.

TESTIMONY OF CHARLES S. ABELL,! ASSISTANT SECRETARY
OF DEFENSE FOR FORCE MANAGEMENT POLICY, DEPART-
MENT OF DEFENSE

Mr. ABELL. Mr. Chairman and Senator Voinovich, Congress has
been very generous to the Department of Defense in granting,
through the use of demonstration project authorities, certain civil-
ian personnel systems flexibilities. I have provided the Sub-
committee with written testimony that provides an overview of
these legislative provisions, examines how the Department has
used them and discusses their effects on the workforce.

This legislation has encouraged the Department to conduct civil-
ian personnel demonstration projects in our science and technology
reinvention laboratories and for our civilian acquisition workforce
throughout the Department. We are now conducting eight such
projects under two separate legislative provisions. In addition, two
pilot programs are authorized for science and technology labs and
two test and evaluation centers in each of the military depart-
ments. Congress has also granted the Department flexibilities in
hiring and compensating scientists and engineers in the Defense
Advanced Research Projects Agency, DARPA, the military depart-
ments, the National Imagery and Mapping Agency and the Na-
tional Security Agency.

The hiring and pay innovations of these demonstration programs
and pilot programs are outlined in my written statement. While we
do not have any formal evaluation of the results of these yet, I be-
lieve the flexibilities of the demonstration projects and pilot pro-
grams have had a positive effect on civilian human resource man-
agement within the Department. Although we have evaluations of
the demonstration projects scheduled in fiscal year 2002 and again
in fiscal year 2003, the preliminary indications are that broad-

1The prepared statement of Mr. Abell appears in the Appendix on page 91.
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banding and the other flexibilities we have employed have helped
us manage our human capital. We have been able to recruit and
retain scientists and engineers through the use of categorical hir-
ing, scholastic achievement appointments, modified term appoint-
ments, pay for performance and expanded probationary periods.

We have also used a voluntary emeritus program to permit us to
retain the skills and experience of retired civil servants who want
to volunteer to remain on the job and help us transition the next
generation of leaders. In closing, I would like to thank this Sub-
committee and the Congress for the support given to the Depart-
ment to facilitate our downsizing and transition. We have been
able to avoid over 147,000 layoffs since 1993 by using the voluntary
separation incentive payment program. In addition, using the vol-
untary early retirement authority, we have avoided over 67,000 in-
voluntary separations and demotions. This has gone far to support
the moral of the workforce and the efficiency of the Department.
I look forward to continuing this partnership as we continue our
efforts to reshape the workforce in the Department. Thank you, Mr.
Chairman.

Senator DURBIN. Thank you, Mr. Abell. Last year, I joined with
Senator Voinovich and Senator Akaka in offering an amendment to
the defense authorization bill relative to offering student loan re-
payments as an incentive to attract qualified employees to Federal
service. The amendment was adopted by the Senate, part of the
final conference package signed into law October 30, 2002. OPM
published final regulations and issued them on January 11. The
new administration wanted to review them and they became effec-
tive on April 12, 2001. Currently, OPM is amending these regula-
tions and some of these amendments I think are positive. I like the
way they are headed.

I have been advised that OPM is awaiting approval from OMB
at this moment before they publish the final regulations. Mean-
while, agencies have begun to start making plans to implement the
student loan repayment program—Commerce, State, Veterans Af-
fairs and others, GSA, for example. Part of my concern last year
in putting this language in the DOD authorization bill was the fact
that this was not a new idea. This was an idea that was enacted
into law in 1990 and OPM never issued rules and the agencies
never utilized the authority in the ensuing period of time.

My amendment suggested imposing a specific, but what I
thought was a reasonable deadline for rule-making with final rules
to be issued by June 30 of this year. I would like to ask Mr.
O’Keefe: Are you familiar with this situation and can you tell me
when this will be approved and available for all agencies to use,
this student loan repayment?

Mr. O’KEEFE. No sir, I am not familiar with it, but I will be by
the end of the day and I will be back in touch with you.

Senator DURBIN. Fair enough.

Mr. Abell, one of the things I found interesting was this dual
compensation issue, which must have been a disincentive for mili-
tary retirees to work at the Department of Defense, and last year
Congress repealed it. If I understand it correctly, retired military
officers coming back into civilian service had to forego 50 percent
of their military retirement pay. Has the appeal of working for the
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Department of Defense changed, particularly with those who have
experience and have served our country?

Mr. ABELL. Yes, sir. There was a fairly complex algorithm, but
essentially 50 percent was the forfeiture, and the repeal has al-
lowed not only us, but all Federal agencies, to receive the benefit
of the experience, the leadership and the technical knowledge of
former military, both enlisted and officers, who would like to con-
tinue to serve in a civilian capacity following their military assign-
ment, but thought that the monetary penalty was just too great.
We have examples all the time throughout, where it not only as-
sisted the Department of Defense in hiring experienced leaders and
technical people, but also in areas such as pilot shortage and so
forth, where we were able to put a retired aviator into a staff depo-
sition and put the military aviator back out into the cockpit.

Senator DURBIN. Mr. Rossotti, when we decided a few years back
to pass the RRA, the IRS Restructuring and Reform Act, we had
Section 1203 in there, which has been characterized as the ten
deadly sins, which, as I understand it, are ten acts which proven
against an employee of the Department of Treasury and the IRS,
would require mandatory termination. I have read through these
ten deadly sins and from my religious perspective, I would say to
Senator Voinovich, eight or nine are mortal sins and one is a pretty
serious venal sin.

I would not argue about any of this in relation to eight or nine
of these. There is one that is pretty open-ended, harassing a tax-
payer. These are taxpayers that I assume are being audited or in-
vestigated for example. There are a lot of complaints from people
who are working at your agency about Section 1203, whether it is
fair. I think, as I said, some of these things are beyond debate, but
when it comes to this whole question of harassment, there is a
news article that made the Chicago papers last year, but it said of
the first 830 complaints of taxpayer harassment filed under that
new law, not one of them was found to be worthy and meritorious.
I think the information given later by the representative of NTEU
suggests that the percentage of those who are actually found to
have violated one of these is very small and yet she raises the
point, and I think a valid one, that it has a very chilling effect on
the personnel in the Department and in terms of their morale.
Could you comment on that?

Mr. RossoTTI. Yes, Mr. Chairman, there were over 70 specific
provisions in the Restructuring Act, many of them pretty complex
to implement. We now have had 3 years of experience with them.
I can tell you, having lived through this, that there have been none
that have been as difficult to work with as Section 1203. The rea-
son is not that the offenses listed for the most part of Section 1203
are not serious offenses, as you noted, and had always been consid-
ered serious offenses. I will come back to a couple of exceptions,
but, for the most part, everyone, including most of our employees,
acknowledges that. Nor has it been the problem that many people
have been terminated unfairly. There was that great fear initially,
but we have taken tremendous care to administer this law, and it
does provide the commissioner the ability to personally mitigate
any termination, which we have taken very seriously.
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I think at this point we have enough experience to be able to
cling to employees, which we have been able to do. We have not
been just terminating people willy-nilly that we should not be. The
way it is viewed by our workforce is that under Section 1203, if
somebody accuses me of, let’s say, harassment of a taxpayer, first,
I am put onto death row and sentenced to the death penalty and
then a year later I might get a reprieve. In fact, I probably will get
a reprieve, but the process of going through that is very difficult
for people and very burdensome and cumbersome.

I will also say, any provision of the tax law is a balance and un-
fortunately, even though it is designed to protect taxpayers, there
will be some fringe element of taxpayers who will attempt to abuse
that provision and take advantage of it. We have that situation too.
We have practitioners out there who make it a practice of simply
filing Section 1203 complaints routinely. They have it on a form
letter and they file it any time one of their clients is audited or
subject to a collection action or something like that.

So, this has been very difficult. Within the last week, we have
submitted to our tax writing committees some proposed modifica-
tions to RRA, including Section 1203. We had a discussion of this
at a hearing earlier this year, the joint hearing where all the six
committees come together. Subsequent to that, we have submitted
specific legislative suggestions or proposals on a number of provi-
sions that we think would help us to administer Section 1203, ad-
minister the whole Restructuring Act, completely in accord with
the intent of Congress, but eliminating some burdensome things,
including some elements of Section 1203. Specifically, what we
have proposed with respect to Section 1203, is that we would keep
these offenses on the books, because exactly as you said, Mr. Chair-
man, we consider them to be serious offenses, and if someone really
and truly is found guilty of some of the things that are in there,
they should be terminated or at least subject to a penalty.

The key change that we propose is to keep the offenses on the
books, but to eliminate the mandatory penalty provision, and sim-
ply allow the IRS the ability to terminate someone, but also the
flexibility to impose other penalties. We have laid out how we
would expect to do this. This is a key change that we have pro-
posed. We have also proposed eliminating one other thing which
has been somewhat unfair. Included in the deadly sins is failure to
file a timely tax return. It turns out that includes someone who
files a refund return. Well, under the tax law, there is no penalty
to a taxpayer who fails to file a return in which they are due a re-
fund, other than they do not get the refund.

So, we have had lower grade employees, typically seasonal em-
ployees, many of them in the service center, that may not file a re-
turn on time even though they are due a refund, and under this
provision they would be subject to mandatory termination. We have
used our authority to mitigate a lot of those offenses, but that is
a rather cumbersome process, to go through the whole thing and
mitigate it. We have laid these proposals on the table now. We
have sent the letters to the tax-writing committees that would con-
sider them. And my view is that there are some others, which I
will not cover here, which I think would help us on other provisions
of RRA
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Senator DURBIN. As I am out of time on this round, I would just
like to ask one question in closing. I had the unhappy experience
20 years ago of having a small business that I owned back in
Springfield, Illinois audited. We did not turn out to have any addi-
tional tax liability, he says for the record. I will tell you that the
people that came out from the IRS were, I thought, reasonable.
They had a tough job, though. They basically said our business had
not paid its taxes, and we believed we had and established that
fact. That is kind of a contentious relationship to start with though.
Most business people are not going to welcome you into their offices
and invite you in for coffee to audit them. And to have this looming
over their heads, how difficult is it to fill the ranks of those who
are involved in these investigations and audits?

Mr. RossorTi. Well, as I said, we have not been filling many
until this year because there was not money, but we have been suc-
cessful in attracting some very qualified people with the help of the
flexibilities. I think the real problem is the work environment, the
motivation. We have very qualified employees who are doing a very
difficult job. They spend all day, every day, out there talking to
taxpayers. They do an excellent job. They do a professional job. If
there is a taxpayer who has a beef, there are now many different
channels that they can follow through RRA to get their side of the
story heard. We feel with the proposed modifications of the RRA
that we have made, we would still be able to protect taxpayer
rights. We would still be able to remove an employee, that rare em-
ployee I must say, who really does violate these rules, but we
would not have this cumbersome process, as it is viewed by the em-
ployees, as first you put me on death row and then you give me
a reprieve a year later.

Senator DURBIN. Thank you. Senator Voinovich.

Senator VOINOVICH. Thank you, Mr. Chairman. Mr. Walker, as
part of the Legislative Branch, GAO arguably has had a greater de-
gree of flexibility in personnel system more than the Executive
Branch agencies; however, I understand that many of the apparent
restrictions that exist within the Executive Branch are the result
of rules and regulations imposed by the Office of Personnel Man-
agement and the simple failure of individual human resource bu-
reaus to use the authorities that they have. What actions do you
believe need to be taken in order to remedy that situation? Or, do
you agree with that?

Mr. WALKER. First, I think one of first things that needs to be
to done is that we need to summarize all the different flexibilities
that are available. It is my understanding that OPM has started
to do that. They have actually put together a publication with the
intended purpose of summarizing all the existing flexibilities. I
have a copy of it. There seems to be a significant gap between what
OPM believes agencies can do within the context of current law
and the understanding of the agencies with regard to what they be-
lieve they have the authority to do.

In addition, many of these flexibilities have strings attached to
them. They have strings attached such that you must go to OPM
for certain types of approvals. I think clearly one of the first things
we need to do is to take a hard look at what flexibilities are avail-
able. To what extent can you provide what I am going to refer to
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as class exemptions? In other words, we are going to delegate
authority for you to be able to do things, as long as you meet condi-
tions A, B, C, and D, and that we might have a mechanism to peri-
odically review and find out whether you are complying with them,
but to minimize the number of occasions that people have to come
back for an individual exemption or individual approval.

I can tell you that having attended at least one of the President’s
Management Council meetings within the last month, there is a
tremendous amount of frustration on behalf of department and
agency executives, and this is one of their top priorities, and I ex-
pect that it will be one of Kay James’ top priorities, now that she
has been confirmed.

Senator VOINOVICH. Would you like to comment on that, Mr.
O’Keefe?

Mr. O’KEEFE. No, I could not concur more. Thank you, Mr. Walk-
er, because that is an affirmation of precisely the focus we have
been after, trying to pull together first an understanding of what
everybody believes to be the existing authorities and corral those
up. So this is the first comprehensive effort that I have seen that
OPM has conducted, and the document Mr. Walker was referring
to was just put together here in recent weeks. So, as a con-
sequence, that is the first step in the equation. Next is to deter-
mine where the difference is between interpretations, and that,
then, as, Senator, we have discussed a few times, forms the basis
of some reform initiatives, I think, that will be informed, as op-
posed to simply calling for variations of what may be existing au-
thorities today.

Senator VOINOVICH. Mr. Rossotti, you dealt with the Office of
Personnel Management and you said that the additional authori-
ties and flexibilities you were given were on top of what was al-
ready there. What has your experience been in terms of utilizing
those flexibilities?

Mr. RossoTTi. We have worked very closely with OPM, because
of the fact that we do have these new flexibilities and some of the
existing ones, and I guess it could be fairly said that we pressed
the envelope against probably all of them, given the massive
change that we have been going through in the IRS. I think that
actually we have also had very good support from our Treasury De-
partment. We have an excellent Human Resource Officer, Mr.
Sanders, who knows the ropes on this stuff very, very well, to-
gether with Treasury, and they have worked with OPM to make it
clear to us what we could do—how we could deal with the existing
authorities and what the new authorities provided.

So, by working that process very aggressively with some knowl-
edgeable people, I think we have gotten the benefit of it. I will say
that for a person like myself who comes from outside the Federal
Government and is certainly not a Federal personnel expert, it is
a bewildering set of rules. For any manager that comes in, unless
you have someone to advise you—when I came into the tax agency,
I was not a tax lawyer and people thought that might be a problem
because I did not know anything about taxes. Little did I know
that my real problem was that I did not know anything about Fed-
eral personnel systems. The tax part of it was relatively not as
hard, and this is not an exaggeration really, because you have
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some very good tax lawyers and very good resources to figure out
what happens, at least in the IRS, on taxes.

I think that the comments that Mr. O’Keefe and Mr. Walker
made about just clarifying what you can do and making it simpler
to understand what you could do would go a long way, especially
if you could find some way to translate it into something that a
non-expert, somebody that is a top manager, but not an expert, can
do, because figuring this stuff out is a big part of the challenge.

Senator VOINOVICH. It would probably be a good idea, Mr.
O’Keefe, if you set up a little group of the customers that deal with
OPM, and the ones that have been around for awhile, have them
come back and recommend to you how to improve OPM’s role as
a service provider to Federal agencies. I think, Mr. Walker, you re-
ferred to flexibility with strings and how the strings can be elimi-
nated to create a quality management project where the folks who
are really using OPM’s services can come back with recommenda-
tions on how to streamline the current system.

Mr. O’KEgEFE. That is precisely what we are after, Senator.
Again, a week ago, with the President’s Management Council,
which was the succeeding meeting to the one that Mr. Walker re-
ferred to a few moments ago, OPM went through an exhaustive
presentation of the material that the Comptroller General just re-
ferred to. But also they have a follow-up requirement to meet every
one of the individual departmental inquiries that have been made,
to work through the workforce planning documents that we have
asked for, that were due to be submitted about 3 weeks ago, to
then decide exactly how those flexibilities have been incorporated
in meeting those objectives.

So we are trying to pick up on precisely the kind of a theme that
you are talking about administratively, to work through each of
those steps and then determine what objectives we have to go after
across the board, as opposed to simply trying to call for reform ini-
tiatives now. So, yes, we are trying to pull those kinds of groups
together at the present time.

Senator VOINOVICH. I think one of the alternatives that could be
looked at also would be the issue of giving the agencies more au-
thority to do the personnel hirings Mr. Walker suggested. Too
often, agencies have been granted such flexibilities only to have
OPM take them back. I know you are doing an assessment now of
the departments and the skills and experience of their employees.
Is an extra effort being made to identify whether or not the depart-
ments have a human capital piece to that process?

I know the agency heads are getting familiar with this, but
whether or not that process bears fruit depends upon what kind of
human capital people you have inside of your shops, and Mr.
Rossotti you have a pretty good one, I understand.

Mr. RossoTTI. Yes, I think so.

Mr. O’KEEFE. Well, you have to wonder how good he is if it is
more complicated than the tax code, the way he has explained it
to him.

Mr. RossoTTI. It helped cut through it, though. [Laughter.]

Mr. O’KEEFE. I know your expert from a previous incarnation.
We will talk later.
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Mr. WALKER. I think a key point here is you not only have to
have very capable human capital professionals, which I think hope-
fully all of us do, but you must have committed leadership from the
very top. Basically, what we are talking about here is cultural
transformation. It is nothing less than that. It is really tough work,
and the fact of the matter is that one of the agencies that has to
engage in a cultural transformation, is OPM. They do a lot of
things that are helpful, but I would say in general they need to be-
come more of a consulting organization rather than a compliance
organization, and they need to focus more on tools rather than on
rules, and they need to focus more on enabling, rather than inhib-
iting agencies. They have a lot of good people and I think they can
do it, but they need to undergo a huge cultural transformation.

Senator VOINOVICH. Mr. Rossotti, you have been doing a lot of re-
cruiting for your agency, and as I talk to people around the coun-
try, they say many agencies recruit at the wrong time. Some do not
even recruit at all. Obviously, you have done a fairly good job in
that area, but you have had to go out and try to find some high-
quality mid-level people. Mr. Abell, you may be doing the same
thing with the Defense Department’s workforce reshaping provi-
sions. How successful have you been with that and what impedi-
ments have you had in terms of bringing people into mid-level posi-
tions from the private sector? How receptive are they to coming to
work for the Federal Government, and what hurdles do you find?

Mr. ROSsSOTTI. Actually, Senator, we really have not brought very
many in at the mid-level, interestingly. We brought some in at the
top level, and then we have people coming in at the entry-level. At
the mid-level, except in very small numbers, we have really not
hired many people. For one thing, we have had somewhat of a sur-
plus, as we flattened the management layers. So at this point, we
have not brought in too many people at the mid-level.

Senator VOINOVICH. How about the senior managers, then?

Mr. RossoTrTI. The senior managers, we have the so-called Crit-
ical 40, or Critical 32, and I have to thank this Subcommittee, be-
cause this Subcommittee was one of the ones who helped us when
we went through RRA to get this. It was a little controversial at
the time, but it has been absolutely critical. As I mentioned, we
brought in 32 people. Many of these are people that have a whole
career behind them in the private sector, or a large portion of a ca-
reer with very distinguished records, and have come in to help us
with this massive transformation.

We have people, for example, the Chief Information Officer and
Director of Modernization, who are critical, running some of these
new operating divisions, which are really the forefront of insti-
tuting the change, as well as other positions, for example, the tech-
nology management and communications and marketing, which
were not strong points at the IRS. So those are people that we have
been able to recruit one at a time, to fill very specific positions, and
they are not going to be here for 10 or 20 years, in most cases. A
few might be. They come in on 4-year term appointments. It can
be renewed once. But they have, in our case, made a tremendous
difference in the time that they are in the agency.

We do not view them as replacing the Senior Executive Service.
Most of the talent that we have is from the traditional Senior Exec-
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utive Service, but what we have done is complemented our internal
Senior Executive Service with people that have a lifetime of experi-
ence in something that is a related field, and I really have to say
that is one of the gratifying things for me and I think that is one
of the critical items that has helped us to get to the point that we
are in now.

Senator VOINOVICH. I just want follow-up. You bring them in at
fairly high salaries; don’t you?

Mr. RossotrTI. This is called the critical pay authority. It gave us
the ability to go up to the Vice President’s salary for total com-
pensation, which is, I think, $183,000 right now, and frankly not
all of them have been brought in at that maximum. Some of them
have been brought in at somewhat less. But, most of the people we
recruited were people who were earning substantially in excess of
that in the private sector and they really were coming into the gov-
ernment for public service.

Senator VOINOVICH. Has there been any resentment among the
Senior Executive Service to the fact that these folks have come in,
they are earning the big bucks, while they remain at the same
level? And we also have to consider the severe pay compression
now with the Senior Executive Service earning essentially the
same salary.

Mr. RossoTTI. I think that when we first proposed this idea, it
was certainly controversial internally, as well as externally. I think
that now that we have this experience where almost all these peo-
ple are working side-by-side with Senior Executive Service people,
they know that they are getting a developmental opportunity,
working with most of these folks. They also know that they are
not—they do not have some of the other things that the Senior Ex-
ecutive Service might—they have no longevity or seniority or any-
thing like that. They are just there for the time that they are there.

So while it has, obviously, in the early stages especially, raised
some of those issues, I would say at this point those are kind of
behind us and we really have got these people working as part of
a team. I do not know whether this would be something that would
work forever, but in the period that we are in at the IRS, where
we have been going through this massive change, where we have
got modernization, we know this works. The Restructuring Act says
you have got to emulate best practices in the private sector, in
technology, in customer service, even in terms of things like audit-
ing, all these things. If you can bring in a few people that have
that personal experience, having lived that, and have them work
directly side-by-side with people that have done it the IRS way,
both of them being good people, you really get, in my opinion, if it
works right, an equation with the so-called cliche of two-plus-two
equals five. I think, in many cases, we have been able to do that.

Senator VOINOVICH. Thank you.

Senator DURBIN. Thank you, Senator. Thanks to your leadership,
we have identified this human capital challenge as one of our
major priorities in the Subcommittee. The GAO has identified as
a high risk across the Federal Government. I do not know that we
are the first to acknowledge it. We are trying to focus our attention
and resources in dealing with it. Back in 1990, former President
Bush signed into law the Federal Employees Pay Comparability
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Act, designed to close gradually the gap between the private sector
and Federal white collar employee compensation.

In the years that led up to that and ever since, the measured gap
between Federal and non-Federal pay has been measured at about
30 percent average, nationwide. I would like to have comments
from you in reference to—first Mr. Walker and the others, as
well—how big a factor is this disparity between pay in the private
and public sector, in terms of recruitment and retention? Second,
and this is probably going to be something I will regret asking, how
big a problem is Congress in dealing with this? Because if we do
not appropriate the funds for pay and do not give adequate in-
creases on an annual basis, it is no wonder that Federal employees
cannot keep up. I might also add the President’s budget starts the
process, so each President since the former President Bush would
have some culpability in this situation. Mr. Walker.

Mr. WALKER. Well, several things. First, pay is an issue. There
is no question about it. But I think we have to keep in mind that
most of the people who come to work for the Federal Government
come to work for reasons other than to maximize their net worth.
They come for reasons because of the nature of the work, the chal-
lenge, the opportunity to make a difference, and the ability to try
to achieve a better balance between work and family. Nonetheless,
we have to have reasonable compensation for these people. I think
at the SES level, compression has gotten to the point that some-
thing has to be done about it. A significant majority of all the SES
members now making the same amount of money.

Senator DURBIN. Senior Executive Service?

Mr. WALKER. Senior Executive Service, exactly. There is a sig-
nificant incremental layer of duties and responsibilities that you
have, and related obligations and pressures that come with that
when you are at the SES level. To the extent that you get a situa-
tion where there is very little economic differential, then that
serves as a disincentive for people to want to move up to that level
or to stay at that level as compared to some of their private-sector
options. I do think we have to be careful, however, with regard to
the use of averages. Averages can be deceiving. I believe that over
time we have to start compensating our people based upon skills,
knowledge and performance. We do not do that to a great extent
today.

Today, most of the Federal pay system is based more on the pas-
sage of time and the rate of inflation, rather than skills, knowledge
and performance. As a result, I think that if you did a critical anal-
ysis of this, you would find that there are some Federal workers
that are significantly underpaid and are very deserving of addi-
tional compensation. There are some levels and some occupations
where, quite frankly, you might find that they are overpaid as com-
pared to their private sector counterparts. I think we have to be
careful when you talk about averages, because averages can be
very deceiving.

Senator DURBIN. What about the culpability of administrations
and Congress in this?

Mr. WALKER. I think the Congress is part of the problem from
the standpoint that
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Senator DURBIN. We will acknowledge that for the record.
[Laughter.]

Mr. WALKER. Obviously, there is more than one member of Con-
gress, so we can spread it around. But the fact of the matter is I
think there are problems with regard to certain linkages that exist,
rightly or wrongly, in compensation. The ripple effect that pay com-
pression has, as well as whether, in certain circumstances, Con-
gress has provided reasonable flexibilities with adequate protec-
tions are important issues. Other important issues include whether
Congress has, in certain circumstances where a business case has
been made, provided resources, for example, to allow agencies to in-
ventory the skills and knowledge of their workers, to go to a new
modern performance appraisal system, to be able to have reason-
able training and professional development for their workers.

We have some things, quite frankly, that I have just come across,
Mr. Chairman, where we are penny wise and pound foolish, where
we are saying you cannot spend money for some minor kinds of
things that not only do not make any sense, but quite frankly pour
salt in the wounds, and I have given several examples in my testi-
mony.

Senator DURBIN. Mr. O’Keefe, let me ask you this, there is an-
other issue that comes up regularly, and that is the whole question
of contracting out. OMB, the agency that you work with, issues di-
rectives to Federal agencies about percentages of work they want
contracted out. I once asked some of my colleagues when I served
in the House, on this issue of privatization and contracting out,
what is the goal here? What are we trying to achieve? Is it higher
quality of service, lower cost to the taxpayers, or just turn out the
lights in some Federal agencies and give them the money—the tax-
payer dollars to private sectors to perform the work?

I think you would concede—at least I would think we all could
concede—that this process of contracting out is not exactly a mo-
rale builder for those who are still in. They have to wonder what
the value of their work is if there is this constant drumbeat to send
it off the farm and let somebody else try and do it. Could you com-
ment on the OMB directives?

Mr. O’KEEFE. Sure. The approach, again, as I mentioned in the
opening statement, is part of the five-element plan of the Presi-
dent’s management agenda, strategic management of human cap-
ital being one, competitive sourcing being one of the others, and
that is where I think the distinction is. There has been a drumbeat
for outsourcing, privatization, a general focus as if that was the an-
swer, the solution to the problem, when instead the empirical evi-
dence would suggest that the active competitive sourcing, in and of
itself, regardless of who wins, which sector, has been the element
that has yielded the greatest efficiencies, in terms of cost savings,
as well as performance.

Senator DURBIN. Is there real competition?

Mr. O’KEEFE. Yes, sir.

Senator DURBIN. Do the public agencies really have an oppor-
tunity to compete with the private-sector alternative?

Mr. O’KEEFE. Based on all the evidence I have seen, the answer
to that is positively yes, and as a matter of fact, testimonial to the
resilience of public institutions and public servants who are liber-
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ated from process rules, to go about the business of competing in
a way they think is most efficient to deliver the outcome, the objec-
tive, the performance standard that is expected. In almost 60 per-
cent of the occasions, the public entity is successful and the private
offer that is made does not work. A lot of the experiences through-
out the Defense Department further demonstrate that it is at least
on the order of a 20 to 30 percent savings each time you go through
that particular effort all by itself.

So, if anything, the focus we have concentrated and the inflection
in the Bush Administration now is very much towards competitive
sourcing, with little regard for the question of exactly how the sec-
tor results may come from that. The other element that is involved
here—I am a little bit reticent to advocate specific objectives. We
will go from this point forward, beyond that, I think, demonstrated
track record of the last few years that has emerged from this gen-
eral policy focus, Dave Walker is currently chairing and heading up
a commission that Congress has required for looking at competitive
practices, to look at a range of different issues, of which I and
Bobby Harnage and others are all members of, to try to come up
with what is the most appropriate means to accomplish this par-
ticular task. But, again, I am very much wed to the propositions
and objectives that are incorporated in the President’s objectives
now, of looking at competitive sourcing alternatives to achieve that
task without particular bias towards what the outcome might be,
as long as there is a performance improvement or a cost savings—
hopefully both—attendant to it.

Senator DURBIN. Let me ask you about another item that is often
pointed to in terms of compensation and benefits for Federal em-
ployees, and that is the Federal Employees Health Benefits Pro-
gram, basically our health insurance plan, which I hasten to add
is the same program that members of Congress are covered by.
Some people think we have something else, but we are under the
same program, and I think it is one of the better ones in the coun-
try. And yet some have said, in comparing it to what is being done
in the private sector, it is not that generous.

I am told that 250,000 Federal employees currently do not enroll
for health insurance, though they have an option to do so, because
it appears, at least for many of them, they cannot afford to pay the
employee share on this. I do not know if any people can comment,
but I am looking at Mr. Walker. What are your thoughts? I know
GAO has looked at this in the past, along with the Congressional
Research Service.

Mr. WALKER. Obviously, everything in the world is relative. It
depends on who you are comparing the program to. If you are com-
paring it to a major employer which has a unionized work force,
which does not have a whole lot of competition, then in that cir-
cumstance you could say that maybe this program is not as com-
petitive as comparing it to a small-business or to an employer that
faces a tremendous amount of competition. I think we have to rec-
ognize that health benefits are very important benefits, but they
are one element of total compensation. You need to look at salary.
You need to look at pensions. You need to look at health. You need
to look at vacation. You need to look at disability. You need to look
at all these various areas, and I think it is important that we start
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doing that more in the Federal Government, because there is a
tendency to look at each piece by itself, rather than looking at the
overall package.

I will say that, quite frankly, the concept that the Federal Gov-
ernment has, which is to offer more choice and to offer employees
more options as to the level of the coverage and the provider of that
coverage, quite frankly, I think, is probably something that is going
to be a trend that you will see the private sector adopting with in-
creasing frequency in the future.

Senator DURBIN. We can only hope so. Open enrollment once a
year is an amazing option that people in the private sector never
get a chance, many of them never get a chance to see. Let me ask
you about the incentives that we use to retain and recruit. The sta-
tistics come back and say they are hardly ever used. We are talking
about one-tenth of one percent of employees who would perhaps get
efforts in the Executive Branch to recruit, retain, and relocate—in-
centives. Mr. Rossotti, how often do you use them in your agency?

Mr. RossoTTI. We have begun to use them more extensively as
part of this new recruiting process for our professional occupations.
This was something that we had the authority to do, especially
where we were doing the so-called category rating. I am getting a
little deeper into these personnel details than maybe I know, but
we were able to, at least with revenue agents, which is a very com-
petitive occupation, use this new technique, and we did set up a
sort of internal set of standards that if we had the highest-rated
person, we would be able to provide certain incentives, such as re-
location and some starting bonuses. We were also able, for people
that were already employed in the workforce, to match their cur-
rent salary by bringing them in at a higher step. We did use these.
I do not have the statistics in my head, but I can get them for you,
for the record, as to how many we used.

This is just recently, within the last few months, that we have
done this, and I think it certainly was helpful. I will say, with re-
gard to the matter of pay, the problem with having these kind of
incentives, of course, is equity. We are bringing in new people, and
I think it has been helpful to us, in terms of getting people into
the professional occupations, but of course you have the majority
of the workforce that is already there, and you run into a little bit
of an equity problem when you start to bring in the new people
with these special authorities.

So I think it is obviously not my place to comment on the overall
pay raise, but I would say within the kind of business that the IRS
is in, where we have a significant number of people in professional
occupations—I am thinking about people that are basically ac-
countants, auditors, people that are dealing with taxpayer rep-
resentatives—they do not stay just for the pay. It is important that
they have some kind of reasonable progression to look forward to,
not just to get them in at the front-end, which we are doing, but
to have them stay in and be motivated and realize that that is suc-
cessful. It takes a couple of years after they get in for them to real-
ly be productive, at least a couple years, and then they are at their
peak period, and we really want to make sure we hang onto them,
not just keep them for the first 2 years.
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Senator DURBIN. Your comments remind me of the parable of the
prodigal Federal employee, but that is something else we have read
about. I literally have 1 minute to go vote, and so if I could ask
the panel to just stand at ease until Senator Voinovich returns, to
see if he has a follow-up question, if he does not, we will bring up
the second panel, and I will be right back.

The Subcommittee stands in recess.

[Recess.]

Senator VOINOVICH [presiding]. I suspect that you exhausted the
Federal Employees Pay Comparability Act. But I suspect it prob-
ably has not been implemented because of the cost and perhaps be-
cause the Clinton Administration felt that the Bureau of Labor
Statistics may not have been the best place to determine the basis
of comparability. We have not really looked at the Federal Govern-
ment’s classification system since 1978. I would like your response
to the point that I think both of our union witnesses are going to
make, and that is if we did something about that, many of the
problems we are faced with, in terms of retaining people and bring-
ing them on board, would disappear. I would like your views on it.
How do you go about determining an objective way of determining
pay comparability?

Mr. O’KEEFE. Mr. Chairman, if I could offer, I am of a mind that
pay compression and comparability certainly are contributors to
the challenges we are facing, in terms of overall personnel recruit-
ment and retention for the right skill mix and for the skill mix you
need at the present time and the present capabilities to do so. Hav-
ing said that, I think by comparison to some of the other factors
that are extant today, that is but one of many different impedi-
ments or issues within this personnel system that exists, because
the larger problem, I think, is captured quite nicely by the Comp-
troller General’s reference to the culture transformation that is
necessary.

Right now, the focus of the system is towards a very career ori-
ented objective. All the incentives, all the motivations, the idea is
to come in at entry-level and stay until you retire, and all the moti-
vations are built on that proposition. So the issues of comparability
and compression and so forth are a growth from that, as opposed
to what has become generationally represented by many of the
folks sitting behind you, is a set of interests that is quite different
from the kind of motivation that was designed and built around the
personnel system that exists today within the Federal career force,
and that is opportunities to move around to lots of circumstances,
mobility, lateral entry, a range of incentives to enjoy different expe-
riences, to try different alternatives, those are sorely lacking within
the system.

The movement between and among departments for entry-level,
junior-to-mid-grade kinds of opportunities is one you really must
aggressively push if you want to have those opportunities availed
to you, and that has little to do with pay compression, little to do
with comparability. It has to do with the erection of a series of im-
pediments that make this particular process so hard to do, unless
you consciously set about it.

Senator VOINOVICH. If you are running General Motors or any
other major corporation, you have people working for you at a sala-
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ried level. And you know very well, that you have to pay a competi-
tive wage if you intend to retain good people. Isn’t there kind of
a floor that you must have in terms of pay? From my experience,
and it goes way back when I overhauled the classification system
when I was mayor of Cleveland—you have to pay your staff a com-
petitive wage. In Cleveland, we found that people from the entry
levels to mid levels were fairly competitive, but the salaries of our
senior staff were not competitive. And then, on the other hand,
after we completed our study, we found that some people were
overpaid. In fact, many people remained in their salaries and posi-
tions for 3 years because they were being overpaid.

The point is that there were people who were way underpaid,
and we had the self-discipline to go through the exercise. Don’t you
think it is about time we got to that in the Federal Government,
and if we do get to it, who would do it?

Mr. WALKER. One of the things I mentioned, Senator, when you
were voting is that I think, over time, we have to move to a system
that is focused more on skills, knowledge and performance, and
that ties back into classification to a certain extent, because I think
what you have right now is you have a circumstance where you
have some people who are significantly underpaid, you have some
people that are reasonably paid, given some things the government
has to offer that the private sector does not, and you have some
people that are overpaid, as you found out in your red-lining posi-
tions.

I think, at least based on my experience, I was a global partner
with Arthur Andersen. I headed our human capital services prac-
tices worldwide. Typically, when you are looking at these issues,
you want to do it with the people that are on the front line, actu-
ally engaging in the competition on a day-in and day-out basis. In
other words, you need to have OMB and OPM play some coordi-
nating role and try to ensure a reasonable degree of consistency so
everybody is not doing their own thing.

On the other hand, the people that have to be at the forefront
are the people who are in the war for talent, the people who are
on the front line, trying to attract, retain and motivate a quality
workforce. So I think part of it has to be is we need to have their
involvement more in this process, with OMB and OPM maybe pro-
viding a facilitation and a coordination role, rather than saying it
has all got to come down from above and one size fits all, I think,
which has been one of our problems in the past. We have tended
to look at things that way, and the world is just not that way.

Senator VOINOVICH. But I am still getting at what does the new
Secretary of Transportation do, for example, in terms of looking at
the people that are there, and how does he determine

Mr. WALKER. I will tell you some things that we have done and
they can think of it as a guideline. First, we did our strategic plan.
We looked at what we are trying to accomplish, how we measure
success. We realigned the organization based upon that strategic
plan, eliminated a layer of hierarchy. We did not fire the people.
We just eliminated a layer of hierarchy, reduced the number of
silos, had more people focused cross-organizationally and exter-
nally. We then ended up looking at our performance measurement
and reward systems, to be able to link those to that strategic plan.
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We inventoried the skills and knowledge of the people within the
organization. We compared that against what we think we need.
That told us where we were long, where we were short, and where
we had gaps. We analyzed where we were having increasing dif-
ficulty in attracting people and retaining people. We try to under-
stand the reasons for that through polling existing employees, prior
employees, and potential recruits. We took all that information and
figured out what we thought we needed to do in order to try to ad-
dress those problems.

Senator VOINOVICH. In other words, you created a new classifica-
tion system for the General Accounting Office.

Mr. WALKER. We already have a new classification system. But
I think these are things you can do and you should do whether you
have a new classification system or not, although I will tell you
that I think over time you may find that the concept of broad-band-
ing and pay-for-performance, which we have, is something that
may well have broader application throughout government. But
you have to make sure that you have the support systems to make
them work. You have to have a good performance appraisal system.
You have to know what skills and knowledge you are looking for.
You have to have a good recruiting and college relations program.
You have to have a good training and development program. As
Mr. O’Keefe said before, these things are linked. They have to be
linked with each other.

Senator VOINOVICH. But the fact is you re-did your classification
system. You had the flexibility. But a lot of these other agencies
do not have such flexibility. How much flexibility do you have, Mr.
Abell, in your operation, for instance, to change it around? Aren’t
you locked in with certain classifications? I know you are locked
into classifications, because I have a nurse in the Hart Building,
who just got her master’s degree in nursing and she is a GS-11.
She wants to get a job that is a GS—13. She cannot get a job that
is a GS-13 because she has never been a GS-12.

Mr. ABELL. We have not been blessed with that level of flexibility
yet.

Senator VOINOVICH. Don’t you think we need to look at the clas-
sification system?

Mr. ABELL. I think the points you make are valid, Senator, and
I agree with Mr. O’Keefe, as well, that we have some flexibilities
we have not used. This is not among them, as it turns out, but
there are many factors that have to be included, and I will tell you
that many of the things that we have discussed here today, the De-
partment has explored and continues to explore. I am struck by the
parallels between the challenges of managing the military force
and the challenges in managing the civilian force, and the impact
and the ability to move between the two, and the impact of the
generational effect, as Mr. O’Keefe has laid out, the impact of pay
gaps, if there are any, and how that affects, and my view is the
pay gap is not as important as the behavior that results from that
pay gap.

So we have to watch all those things, and again back to the fact
that people serve in government, both the military and civilian
side, for reasons other than compensatory.
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Mr. WALKER. Sir, I think you are going to need to look at the
classification system, yes. [Laughter.]

Senator VOINOVICH. OK. Charlie, I am sorry you did not get
many of the questions today, but I would be interested in any fur-
ther information that you have. I would like to sit down with you
to talk about the flexibilities that other parts of the Defense De-
partment have had, for example, the China Lake demonstration
project and how that is working out.

Senator Durbin is not back yet. Do you want to give me a couple
minutes? Have you had a chance yet to really look at those flexi-
bilities, to compare them and see whether or not they are work-
ing—be candid with me if you have not.

Mr. ABELL. No, I will, Senator. From the time between our dis-
cussions in April and today, I have tried to spin up rather quickly
on the flexibilities that were provided by the Congress and what
we have done to implement them, and I will tell you that I am fair-
ly proud, and I got an “’Atta boy” from my friends on Armed Serv-
ices for moving forward on several provisions of legislative author-
ity that were given to us in 2000 and 2001 defense bills, because
when I got to the Department and said, “Where are we on this,”
we where essentially nowhere.

So my experience is learning about them and trying to get them
implemented in a way that makes sense, and as some of the other
witnesses pointed out, when you implement these flexibilities you
also have to do a fair amount of training at the manager levels, su-
pervisors. They have to learn how to deal with these flexibilities.
It requires sort of new skill sets for them. They have to exercise
judgment. They have to exercise a certain amount of courage in
some cases, in pay banding and pay performance and so forth. So
we are, on those flexibilities, at the neophyte level. On the China
Lake, the permanent authorities, I think those are ingrained in
those laboratories and reinvention labs and S&T centers that func-
tion under those authorities. It has become a way of life and I
think they are better for it.

Senator VOINOVICH. They are working?

Mr. ABELL. Yes, sir.

Senator VOINOVICH. Remember I talked to you about the daisy
chain process. I would be interested to see if that has been
changed, because that is one of the things that our people are still
complaining about.

Mr. ABELL. Yes, sir. We are working on it.

Senator VOINOVICH. Good. I have a lot of other questions, but our
second panel has been very patient. I really appreciate the fact that
you have been here today and again I want to publicly acknowledge
the fact that Senator Durbin has been wonderful in terms of going
forward with this agenda. He is on board and supportive, and I
want to say I am grateful to him and I look forward to continuing
to work with you on this big challenge we have. Thank you. We
will stand in recess until Senator Durbin gets here.

[Recess.]

Senator DURBIN [presiding]. I would like to introduce our second
panel of witnesses: Bobby Harnage is the President of the Amer-
ican Federation of Government Employees, of the AFL-CIO,
600,000 Federal and D.C. Government employees, the largest union
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for government employees, some 1,100 locals here in the United
States and Chicago and overseas. Thanks for being here; Susan
Shaw is the Deputy Director for Legislation with the National
Treasury Employees Union, and she will be delivering the testi-
mony of Colleen Kelly, NTEU’s President, whom I understand had
a last-minute scheduling conflict. NTEU represents more than
155,000 Federal employees across the government, including those
who work for the Internal Revenue Service. Myra Howze Shiplett
joins us from the National Academy of Public Administration. Di-
rector of the Center for Human Resources Management, she has 30
years of experience in public service, including managing the State
Department’s Civil Service Personnel Program. Thank you for com-
ing. It is customary now to swear you in. If you would please rise
and raise your right hand. Do you swear the testimony you are
about to give to the Subcommittee is the truth, the whole truth,
and nothing but the truth?

Mr. HARNAGE. I do.

Ms. SHAW. I do.

Ms. SHIPLETT. I do.

Senator DURBIN. Thank you. Let the record reflect that they an-
swered in the affirmative, and I will ask you to limit your oral
statements to 5 minutes. We will put your entire written statement
in the record. I have read several of them and am prepared to ask
a few questions, and Mr. Harnage why don’t you proceed first?

TESTIMONY OF BOBBY L. HARNAGE, SR.,! NATIONAL PRESI-
DENT, AMERICAN FEDERATION OF GOVERNMENT EMPLOY-
EES, AFL-CIO (AFGE)

Mr. HARNAGE. Thank you, Mr. Chairman, and I want to thank
you for the opportunity to testify today on the issue of flexibility
in the Federal personnel system. The government is in the midst
of a serious personnel crisis that is self-inflicted and as a result of
more than a decade of downsizing, contracting out and failure to
match either private or public sector standards for pay and bene-
fits. In addition, political leaders have criticized and demeaned
Federal employees, cynically feeding public misperceptions of gov-
ernment and the people who work for it.

Congress and the last three administrations have failed to invest
in improvements in the government’s infrastructure, training of its
workforce, or invest in more modern tools and equipment. This re-
fusal to make the necessary capital investment has been penny
wise and pound foolish, with predictable results. This crisis is not
only self-inflicted, it was planned. A good example of this planned
crisis is while some agencies are now attempting to hire and train
the next generation of Federal employees, their efforts are thwart-
ed by the administration’s orders to put an additional 425,000 jobs
on the chopping block as they begin to comply with OMB’s directive
to convert or compete 10 percent of the FAIR Act list each year.

Another example is the arbitrary number of management posi-
tions targeted by the administration to be eliminated. We continue
to downsize rather than to rightsize the government. Management
by competition or quotas is a disservice to the taxpayers. It drives

1The prepared statement of Mr. Harnage appears in the Appendix on page 110.
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costs up, not down. There is no proverbial silver bullet answer to
the personnel crisis, but certainly it is not rational to publicly ma-
lign Federal employees or rational to undermine their morale,
standard of living, or valuation by refusing to pay competitive sala-
ries. It is not rational to withdraw or withhold training or deprive
them of resources and equipment necessary to high-quality per-
formance.

None of these personnel practices is consistent with the human
capital approach to personnel management. I have been asked
whether expanding the use of flexibilities in Federal personnel sys-
tems will be a useful way to address the human capital crisis. In
short, management flexibilities alone will not solve this problem. In
fact, exercise of some of the flexibilities which have been proposed
are more likely to worsen the problem. AFGE’s opposition to unilat-
eral increases in management’s authority on flexibility is not a de-
fense of inflexibility or a challenge to the rights and responsibilities
of management. In principle, we believe that any expansion of Fed-
eral management authority or flexibility must be counterbalanced
with an expansion of the rights of Federal employees to bargain
collectively over the terms of change.

Pay and benefits and a process for determining their level are
written into Federal statute. Because of the statutory framework,
Federal employees can inform their elected representatives on their
views on the adequacy and fairness of these statutory items. We
can lobby Congress for advantageous changes. We can lobby Con-
gress to defend against harmful changes. If statutory protections
are eliminated in order to make Federal compensation flexibility so
change can be implemented unilaterally by management, the ab-
sence of collective bargaining rights would deprive Federal employ-
1(?les (éf any democratic process through which to make our voice

eard.

An expansion in collective bargaining rights would be a nec-
essary component of any expansion in management rights. One ex-
ample is DOD’s effort to replace the current pay-setting process
with a management-design process called Contribution-based Com-
pensation and Appraisal System, CCAS, which is a version of pay-
banding. DOD excluded any meaningful role for the union and
grants enormous discretion to management. Managers are able to
make unilateral decisions regarding the pay of individual employ-
ees. Pay matters that under Title V are covered by government-
wide laws and regulations which ensure at least some measure of
consistency and fairness are, in DOD’s CCAS system, controlled by
local managers who are able to operate with extremely broad au-
thority.

The system was designed for and by management. Pay decisions
are made by a management panel, and bargaining unit employees
have no right to challenge them. AFGE suggests four broad policy
changes which could help resolve the Federal Government’s human
capital crisis in a way that would help taxpayers and Federal em-
ployees. First, provide Federal employees with compensation that
is comparable and competitive with that paid by large public and
private-sector employers. Congress and the administration should
fully implement the Federal Employees Pay Comparability Act of
1990 and also increase the government’s contribution to the Fed-
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eral Employee’s Health Benefit Program from an average of 72 per-
cent of premium to 80 percent.

Second, the administration should eliminate arbitrary FTE ceil-
ings and hire according to agency mission needs. The fact that Fed-
eral employee agencies are prohibited from hiring above these ceil-
ings is a critical component of the human capital crisis. In view of
many reports of the government losing out on desirable job can-
didates who are instead hired by employers able to make on-the-
spot offers, many people are focusing on the question of how to
speed up the hiring process. AFGE supports any attempt to speed
up the hiring process, as long as merit principles and veteran pref-
erences and internal candidates’ rights are preserved.

Third, the government should end the practice of contracting out
all new Federal work and privatizing work presently being per-
formed by dedicated public employees.

Mr. Chairman, I have submitted my statement, my full state-
ment, and I appreciate your consideration of that, and that con-
cludes my oral testimony. I would be glad to answer any questions.

Senator DURBIN. Thanks, Mr. Harnage, and I have read your
statement. I appreciate that much.

Susan Shaw, if you would proceed.

TESTIMONY OF SUSAN L. SHAW,! DEPUTY DIRECTOR OF
LEGISLATION, NATIONAL TREASURY EMPLOYEES UNION

Ms. SHAW. Thank you, Mr. Chairman. My name is Susan Shaw.
I am the Deputy Director of Legislation for NTEU. President
Kelley very much regrets that she is unable to be here today.
NTEU believes that for too long, too little attention and too few re-
sources have been spent on the Federal Government and its em-
ployees, which is why we face the crisis we do today. According to
the Bureau of Labor Statistics, in some parts of the country, the
gap between private and public sector pay is as high as 30 percent.

The Federal Employees Pay Comparability Act has never been
fully implemented, even in this time of record budget surpluses.
For most prospective employees, the most critical element in decid-
ing whether or not to accept a job is salary. The administration’s
response has been to propose only a 3.6 percent pay raise next
year. Although the House and Senate Budget Committees adopted
bipartisan language as part of the fiscal year 2002 budget resolu-
tion, making clear that Federal employees should receive identical
pay raises to their military counterparts next year, at least 4.6 per-
cent, the administration continues to press for only a 3.6 percent
raise. This is not reflective of an administration that takes the
human capital crisis seriously.

NTEU believes that a decision to fully implement FEPCA would
do more to address recruitment and retention in the Federal Gov-
ernment than all of the other incentive programs the government
has, combined. Acquiring and retaining employees with the best
skills is a particular challenge for the Federal Government. Agen-
cies are so often hamstrung by inadequate funding levels and
forced to shuffle resources between competing priorities, that they

1The prepared statement of Ms. Colleen M. Kelley, National President, National Treasury
Employees Union, submitted by Ms. Shaw appears in the Appendix on page 128.
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are never able to adequately fund the range of programs they need
to become an employer of choice. This is a situation agencies face
for fiscal year 2002.

Discretionary funding levels in the budget resolution are not ade-
quate to meet current needs, never mind the challenges of 2002.
Federal agencies currently have a wealth of flexibilities available
to them. There are programs for retention allowances, bonuses,
performance awards, student loan repayment incentives, even bi-
lingual awards. However, according to OPM, less than one-quarter
of one percent of the Federal workforce received any form of re-
cruitment, retention or relocation incentive in fiscal year 1998.
Why? Because agencies are not being given the resources to fund
the very programs that might help them solve their human capital
crisis.

Adequate and stable agency funding, coupled with appropriate
pay, benefits and incentives, are the keys to ensuring that the Fed-
eral Government is able to attract, hire and keep the best employ-
ees. There is a Federal pay law on the books, but it is not funded.
There are flexibilities and demonstration project authority and a
virtual laundry list of programs available to Federal agencies, but
they, too, are not funded. The problem is not a lack of options, it
is a lack of resources.

Mr. Chairman, I also want to take this opportunity to thank you
for your leadership in introducing S. 1152. More dollars are doled
out to contractors each year than are spent on the Federal work-
force, yet there is little or no oversight of these contracts once they
are awarded. No one knows if any real cost savings have been
achieved or services have been improved. What we do know, how-
ever, is that contracting out quotas, such as the 5 percent and 10
percent quotas for 2002 and 2003 that OMB recently issued send
an1 uramistakable message to Federal employees that they are not
valued.

We cannot continue to arbitrarily award contracts to private
companies while simultaneously letting our Federal employees
walk out the door. S. 1152 will bring a measure of accountability
to this process. With regard to personnel flexibilities in the IRS Re-
structuring and Reform Act, one of the major disincentives, as this
Subcommittee heard today, is Section 1203. The mandatory firing
provision has had a chilling effect on collections and morale. No
other employee in the Executive, Judicial or Legislative branch, not
to mention any other taxpayer, must be fired for filing a tax return
1 day late.

We are working closely with the IRS to try to make these pen-
alties less than mandatory termination and look forward to work-
ing with the Subcommittee on this matter. As you also know, the
IRS is preparing to implement a pay band for its senior managers,
allowing greater flexibility when setting salaries. However, it, too,
will require additional resources to work. Pay-for-performance has
also been suggested as a step towards improving the Federal work-
place. NTEU is not opposed to pay-for-performance or pay-banding.
However, we believe that they must be accomplished in the context
of collective bargaining.

Current performance evaluations are widely viewed by our mem-
bers as subjective, susceptible to favoritism, and in some cases dis-
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criminatory. By collectively bargaining the design and implementa-
tion of a new system, we believe employees will have faith in the
process. Here again, though, additional resources are going to be
required to make such a system work. Finally, I want to note that
Mr. Walker commented that the FEHB program is perhaps not as
competitive if you compare it to programs offered by major union-
ized employers. That is precisely what we believe the Federal Gov-
ernment is, and I think that we need to do a better job with the
FEHB program as well.
Senator DURBIN. Thank you, Ms. Shaw. Ms. Shiplett.

TESTIMONY OF MYRA HOWZE SHIPLETT,! DIRECTOR, CENTER
FOR HUMAN RESOURCES MANAGEMENT, NATIONAL ACAD-
EMY OF PUBLIC ADMINISTRATION

Ms. SHIPLETT. Thank you. Thank you, Mr. Chairman and Sen-
ator Voinovich. The National Academy of Public Administration ap-
preciates the opportunity to share its views with you, and we cer-
tainly applaud the efforts of the Subcommittee to look at additional
flexibilities. There are, as you know, approximately 100 Federal
agencies that carry out a wide variety of missions and responsibil-
ities, and yet despite this diversity, they are all required to live
under the same personnel system that was developed on 19th-cen-
tury principles, and essentially has the notion that one size fits all.

In this area of dramatic change, this very standardized approach
is detrimental to the government’s ability to recruit and retain an
effective workforce. Work is changing rapidly. Organizations need
to be able to change rapidly, also, and that requires additional sys-
tem flexibility. There are three concepts which have been tested for
a number of years in several different agencies that we suggest for
the Subcommittee’s consideration. The first of those is broad-band-
ing. This technique was approved in 1980 for use in the Navy’s
China Lake and San Diego weapons laboratories. It involves group-
ing Federal pay grades into several pay bands and permitting
greater flexibility in setting pay and making promotion decisions
and reassignments within the broader pay ban.

The Office of Personnel Management has monitored this dem-
onstration project very closely for the last 20 years, and reports
consistently that the laboratories are able to recruit and retain
quality employees at higher rates than a traditional system allows.

Since cost is always an issue in these matters, it is useful to note
that the overall salary costs for the China Lake demonstration
project have increased only 3 percent over what would be in the
traditional system, over this 20-year period. We suggest that broad-
banding be made available to those agencies who see a value in its
use, not that it be mandated for government-wide applications. The
second flexibility we would suggest for your consideration is per-
formance-based reduction-in-force procedures.

Earlier this year, the academy was asked to review the reduc-
tion-in-force system at China Lake. We were particularly interested
in their approach to structuring the RIF competitive levels, since
the paramount criterion in determining retention credit in their
system was performance, rather than tenure. The installations con-

1The prepared statement of Ms. Shiplett appears in the Appendix on page 137.
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ducted two reductions in force simultaneously, one for their em-
ployees in the demonstration system and one where the employees
were in the traditional system. The RIFs conducted were conducted
at the same time, by the same management team, in the same fa-
cilities, using the same management controls, and both of the sys-
tems used a five-level performance rating system.

In the traditional system, of those terminated, 65 percent had
been rated either outstanding or highly successful for their per-
formance. In the demonstration system, only 14 percent of those
rated outstanding or highly satisfactory were, in fact, terminated.
If our goal is to recruit and to retain highly-qualified employees in
the Federal service, broad-banding and performance-based reduc-
tion-in-force systems lend themselves strongly, we believe, to your
consideration.

The third flexibility we would suggest is that of quality cat-
egories to replace the rule of three. The academy and the Merit
Systems Protection Board have recommended that the rule of three
be eliminated. In 1990, Congress authorized a demonstration
project for the Department of Agriculture’s Forest Service and the
Agricultural Research Service. Rather than requiring job applicants
to be listed by absolute score and selections made from the top
three, which is a process that we have seen in our research is time-
consuming, litigious, and creating a false sense of precision, these
agencies were permitted to place candidates in one of several qual-
ity categories—for example, highly-qualified, qualified, or unquali-
fied.

Selecting officials could then make their selections from the top
group or from the second group, if there were not sufficient num-
bers in the top-rated group. Veterans placed in one of the cat-
egories are put at the top of that category and are the first se-
lected. This project was so successful in the Department of Agri-
culture that in 1995, Congress approved this approach for the en-
tire Department. The National Academy of Public Administration
believes that these three flexibilities have been extensively tested
and have proven to be successful. They should be made available
as alternatives under the overall structure of Title V for all Federal
agencies. Enacting these flexibilities would in no way alter funda-
mental merit principles.

Thank you, Mr. Chairman and Senator Voinovich. We appreciate
the opportunity.

Senator DURBIN. Thank you for your testimony. Mr. Harnage
and Ms. Shaw, if a labor organization is going to succeed, it has
to represent the wishes of its members, and when we talk about
issues of retention, when your members suggest to you what they
would like to see in their work arrangement with the Federal Gov-
ernment, what is their highest priority? Mr. Harnage.

Mr. HARNAGE. Right now, I think their highest priority—it is
hard to distinguish between compensation and the job security, but
I think right now the job security—they see this issue of driving
privatization regardless of cost, jeopardizing them even having a
job, regardless of what the pay is. So I would say that is their high-
est priority.

Senator DURBIN. Ms. Shaw.
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Ms. SHAW. I would agree with Mr. Harnage and just add for the
employees we represent at IRS, Section 1203 and fixing that sec-
tion of the law is right up at the top, too.

Senator DURBIN. So you heard the testimony earlier from Mr.
Walker and others—Mr. O’Keefe, I think it was—relative to
outsourcing, contracting out, and privatizing. The suggestion was
that it was truly a competition between the public agency and the
private sector. The competition led to more productivity. In 60 per-
cent of the cases, I believe he testified—still stayed with the gov-
ernment and did not end up being outsourced. Could you tell me
your experience and the experience of your employees on this
outsourcing approach and what their reaction has been?

Mr. HARNAGE. Well, first we need to understand that the com-
petition is for Federal jobs and the competition that he is talking
about is only 2 percent of all the privatization that takes place in
the Federal Government. There is an indication that there is a pro-
jected 20-percent savings with the competition, and that is one of
the reasons this union has not faulted competition. We embrace
competition, fair competition, but the problem is the competition is
one-sided.

New work for Federal Government is—Federal employees are not
allowed to compete for that, even though it could be done in-house
more economically, more efficiently, more effectively, no consider-
ation. It is automatically privatized.

Senator DURBIN. Excuse me. Can you give me an example of
that? Can you think of one where so-called new work was not—the
Federal agency did not have the chance to compete for it?

Mr. HARNAGE. I cannot think of an example right now. It is not
a matter of not having a chance. They are not allowed. It is just
not done. The same way with once it is privatized, there are only
very rare occasions where it is looked at bringing it back in-house,
even though it is more economical, more effective. The only exam-
ples that are available of bringing it back in-house is where the
contractor defaulted and there was not anybody to replace them,
rather than competing it to make sure there was that savings.

The part that bothers me the most about what seems to be driv-
ing what we are doing is—my position is—it is referred to as the
most efficient organization, the MEO, and that is our everyday job.
We ought to be at the MEO right now, but we are allowing

Senator DURBIN. Could you say what MEO is, for the record?

Mr. HARNAGE. Most efficient organization.

Senator DURBIN. Thank you.

Mr. HARNAGE. We are allowing that inefficiency to continue until
we put everybody’s jobs in jeopardy by saying we are going to com-
pete it. We ought to be holding these people accountable for having
the MEO every day, not just for competition purposes. But that fig-
ure that was given to you today has gone from 10 percent to 60
percent. We have gotten better at it. That figure of 20 percent is
going to go down, simply because we are getting more efficient,
more effective every day. So that 20 percent is not going to hold
true forever, and that has to be taken into consideration.

But the biggest problem that we have is that most of these are
projections and nobody is looking behind to see if they were actu-
ally realized, and that is the reason we strongly support the act,
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and Mr. Chairman, I appreciate not only you are a co-sponsor of
it, but also your support for it.

Senator DURBIN. May I ask Ms. Shaw, if I can, on this Section
1203, when I read the 10 deadly sins that results in termination
for employees from their union, who work for the IRS, as I said to
Senator Voinovich, some of these are outrageous. No one would
want to defend them if you could prove that a person had done
them. The two that struck me as arbitrary—one you have already
mentioned, and that was failure to file an income tax return in a
timely fashion. I believe there is some additional language there,
as well. The second was so open-ended, this harassment question.
I would imagine, as Mr. Rossotti testified, it almost becomes an
automatic motion filed by the attorney for someone being audited.

When you look at it, are those the two that stand out as being
particularly onerous from the employees’ point of view?

Ms. SHAW. Yes. In general, I would say yes. The problem with
the harassment statute, as you have already pointed out, is that
it is so broad. There have been 1,300 charges filed to date; seven
of them have been found to have merit. But the year it takes to
get from, as I think the commissioner said, OK, now you are on
death row, and eventually you had been reprieved, you can imagine
not a lot gets done. Certainly you are not going to want to take on
any case that you are going to have to put yourself in a position
of having even more problems of this nature.

Of the 10 deadly sins, there are others that—they are not black
and white. There are gray areas in there, and that is why one of
the provisions we have worked with the IRS on—and I believe the
commissioner referred to the language they submitted to the Fi-
nance and Ways and Means Committee—would allow the IRS more
discretion, in general. It would not have to be mandatory termi-
nation. They would have an opportunity to look into the situation
first, which seems reasonable to us.

Senator DURBIN. Ms. Shiplett, one of the observations from Ms.
Shaw about the banding approach, which I think creates more
flexibility for compensation, is the funding question. If the funds
are not there to finance this banding approach, then it really does
not offer too much. What has been your observation in terms of the
actual funding of that type of program?

Ms. SHIPLETT. She is absolutely correct. It is important to have
sufficient funding, so that reasonable decisions can be made.

Senator DURBIN. And, in the instance that you cited in your tes-
timony, I take it that the funding was there?

Ms. SHIPLETT. Right.

Senator DURBIN. Fine. Senator Voinovich.

Senator VOINOVICH. You heard the comments of the other wit-
nesses, in terms of the Federal Employees Pay Comparability Act.
From looking at your testimony, you believe that pay comparability
is fundamental to any kind of a new system in terms of attracting
and keeping people. The issue here is that this law, which was en-
acted in 1990 has not been implemented, and as they mentioned,
it is probably because of the fact that previous administrations de-
termined that they did not have the money to implement it. And
then there was some question about whether or not the Bureau of
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Labor Statistics was the correct place to determine how severe the
pay gap was with the private sector.

If we were going to go forward with this law and create this kind
of an underpinning for the whole Federal pay system, what would
be your advice in terms of how you would go about getting data
that people could agree to, assuming Congress would come up with
the money that is necessary to implement it?

Mr. HARNAGE. Senator, the problem is not that we cannot agree.
The problem is that we make no effort to agree. NTEU and AFGE
in 1997 asked the past administration to sit down and let’s talk
about fixing FEPCA. If you have a problem with it, let’s look for
the fix. But we did not see a problem with it, except the implemen-
tation side of it. But we have not had those meetings yet. Each
year, we talked about the next year’s pay increase.

Senator VOINOVICH. Who are you meeting with?

Mr. HARNAGE. We were meeting with OPM, OMB, and a rep-
resentative of the White House in these discussions, trying to—we
cannot agree on the gap. We say it is 30. You say it is less. Let’s
sit down and figure out what it is. You think it is 12? Fine, you
win. Pay me. So I think nobody wanted to talk about it, simply be-
cause they did not want that last result. Once they reached an
agreement, then they have no defense but to pay it. Where we have
these enormous surpluses, there is little justification for there to be
any gaps in the Federal pay.

I recognize, as I believe Comptroller Walker said, that there are
people that are overpaid and there are a lot of people underpaid,
but that is fewer than it was simply because we have continued not
to close that gap, and that is part of what locality pay was for, was
to help reduce that to where nobody was overpaid and nobody was
underpaid, but the locality pay has been extremely limited, and
there was a question asked earlier about was Congress respon-
sible—yes, to some degree, but I do not totally blame it all on
them, either, because the administration set the mark by submit-
ting their numbers, and thank you very much, every year you have
exceeded that.

So we managed that the gap not get any bigger in the last 4
years, but we have not done anything about closing it.

Senator VOINOVICH. What were your suggestions on how to re-
solve this difference?

Mr. HARNAGE. We never got that far. We offered to sit down and
do that, but we never had those meetings. The meetings that we
had each year was simply to talk about what the next year’s pay
would be, not about FEPCA.

Senator VOINOVICH. We have heard some testimony that people
do not come to work for the Federal Government because they
want to get rich, but because they want to contribute. I always felt
people come to work for the Federal Government because it is a
way to support their family and make a contribution to society. But
there is a certain base salary that needs to be paid to individuals
so that they can support themselves, and when you pay them less
than that, I think you basically tell them that you do not think
very much of the job you are asking them to do.

I would really appreciate it if you would send me a one-pager on
the negotiations that you have had, and see if we can start talking
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once again about how to deal with this problem. I want to clear up
one thing, Mr. Harnage, in your testimony. You said, “AFGE be-
lieves that the idea is based upon a zero sum model of Federal pay,
taking away from one person or group in order to fund an increase
for another is bound to exacerbate the human capital crisis, not im-
prove it. In this category, AFGE would place ideas such as contin-
gent pay, payment of one-time bonuses, incentive pay, and merit
pay.”

I interpret that to mean that you are not opposed to these things,
but that they should be available only after you pay a sufficient
base. Maybe you want to clarify that for me.

Mr. HARNAGE. That is correct. There need to be two things. One
is that it ought to be additional money. In the past, some of the
reasons the agencies did not implement or use the flexibilities that
they had was because they had to use current money. In other
words, if I give four employees a retention bonus, I have got to do
away with one of them, because it is coming out of salary money.
So there was a disincentive to use those flexibilities, because it was
an additional money. It needs to be a pool of money that is addi-
tional money than what it takes to close the gap.

The second ingredient is the employees themselves are to have
a voice in that process. They should not be left out, and that was
our problem with DOD. We met in 1998 with DOD for about 6
months on five working groups, trying to work out a lot of the per-
sonnel flexibilities that we are talking about today. But where that
ran into a roadblock was once DOD realized that we were talking
about we will give you flexibilities, but there have got to be checks
and balances down at the work site, that the employees have an
opportunity or their representatives have an opportunity for input
into that. That is when they threw up their hands and said, “We
don’t want any part of that.” So now they are piecemealing all
those things we discussed in those 6 months a little bit at a time
each year, which is a lot less productive than what it would have
been if we went ahead and reached an agreement.

Senator VOINOVICH. I would like to change the subject to a de-
gree to the issue of privatizing. I just wonder, has NAPA had a
chance to look at that issue? I know Paul Light has some written
work about the government’s shadow workforce. You have not
looked at that?

Ms. SHIPLETT. No.

Senator VOINOVICH. The impression that I get is that, when new
work comes along, rather than give the union an opportunity to
compete for it, agencies just farm it out automatically, without any
consideration?

Ms. SHAW. It is my understanding that, yes, under the current
rules, there is an opportunity to do just that. Under the adminis-
tration’s new directive, they have issued a 5 percent directive for
2002, that agencies contract out 5 percent of their workforce, 10
percent in 2003. Aside from the obvious concerns we have about
that, the agencies do not necessarily have the people in place to
handle these competitions. So if they are going to be forced to meet
an arbitrary number of jobs to contract out, we are concerned that
they are going to be forced into a situation of not even doing a com-
petition, simply because they will not have the manpower to do it.
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Senator VOINOVICH. They are talking about farming out 5 per-
cent of the current workforce; correct?

Ms. SHAW. Yes.

Senator VOINOVICH. That 5 percent would compete with the pri-
vate sector, and then the agency would decide whether they are
going to outsource the work or not?

Ms. SHAW. The way it is stated is that they will be competed, 5
percent of the jobs will be competed. But for some agencies that do
not have contracting staff, as many of them do not, as evidenced
by the lack of oversight over current contracts, what is going to
happen to those agencies when they bump up against the October
1 deadline that they have got to have these jobs contracted out?
Are they simply going to contract them out?

Senator VOINOVICH. One of the things that I would be interested
in—and it may be in the Light study on the shadow workforce—
is whether you have any statistics on the amount of privatization
that has already occurred. It has been my impression from doing
some reading that it has been enormous, and that by downsizing
the actual number of Federal employees it looks as if the Federal
Government is smaller. But if you look at the number of outside
contractors that have been hired, in effect, the actual size has not
changed very much, except that people are no longer working for
the Federal Government. They are working for the private sector.

I am not even sure that they really understand. But it has been
enormous, I think, and the issue is that, if you farm out that work,
do you have the people inside the departments to make sure that
you are not getting ripped off?

Ms. SHAW. That is exactly our concern, and I would be happy to
send you some material.

Mr. HARNAGE. Senator, it is enormous, and that is one of the
items in the TRAC Act. Nobody really knows how much it is, but
we know it is somewhere about four times of what the civilian
workforce is. Nobody knows exactly what it costs, and although we
talk about these savings that are supposed to take place, nobody
can really prove they took place because nobody is looking back to
ensure that this did, in fact, happen. That is one of our main prob-
lems, but also these quotas are driving a lot of it.

Make sure you get what is being said by NTEU. The instructions
by OMB are to convert or compete 5 percent, and she is saying that
the agencies do not have the time, the money, the expertise. So
come October 1, they are going to simply convert them—that is
without competition—in order to get the job done. The other thing
is these manpower ceilings, the FTEs, controls, although everybody
says they do not manage by FTEs, in private, they will admit they
do, in a lot of cases the agencies do not have the manpower to do
the job any more and they have no option but to privatize it, re-
gardless of cost, and that is not to the benefit of the taxpayers.

So one of the things we are saying is part of the human capital
crisis is brought about by these quotas that are arbitrarily plucked
out of the air and implemented for the sole purpose of driving the
privatization, not saving the taxpayer money.

Senator DURBIN. Senator Voinovich, I might just follow-up from
information that was printed in the Washington Post on June 8, in
an article written by Ellen Nakashima. She said that the Bush Ad-



39

ministration has ordered more than 40,000 Federal workers to
compete for their jobs with the private sector, a first step toward
the President’s goal of making about 425,000 government jobs eligi-
ble for private contracting. The current civilian Federal workforce
is approximately 1.8 million. So that would suggest about 25 per-
cent, if my calculations are correct, not quite 25 percent would be
outsourced, of the current Federal workforce.

The best estimate that they can provide in this article related to
your question comes from the Brookings study by Mr. Light in
1999, where he estimated 5.6 million contract employees working
for the Federal Government in various capacities, which is a little
more than three times the size of the civilian workforce of the Fed-
eral Government. It strikes me as difficult to attract people to the
Federal workforce when you are telling them that over the next
few years, one out of four jobs will disappear into the private sec-
tor. That does not give you one of the elements that you raised, Mr.
Harnage, the job security issue, any attention at all.

I think what I am going to do, and I do not know if Senator
Voinovich wants to join me, is to ask the GAO to give us a study
on this shadow workforce. I would like to know if we can get a
more updated number on the total involved in it, and I would like
to have a profile of several things: What are they paid? What kind
of benefits do they receive? Then, if there is any way to measure
their performance, my impression was that some of my colleagues,
at least in the House, were just hidebound to privatize and out-
source, regardless of cost, regardless of performance. Their idea
was to reduce the size of the Federal workforce, the civilian Fed-
eral workforce, at any cost.

When I suggested amendments, arguing that we had to save
money in the process, they rejected them. They said that is not the
point; we are not here to save money; we are here to turn out some
lights in some Federal buildings. I hope that is not what is still
driving the outsourcing fervor, and we are going to ask the GAO
to help us prepare some information for that.

I do not have any further questions. Senator Voinovich, do you?

Senator VOINOVICH. No, but I would be more than happy to join
you on that request. I would like to find out more about the size
of the shadow workforce. I would like to know in what capacity
they serve and what kind of a job they are doing, because obviously
the budgets are not going down.

Senator DURBIN. No, they are not.

Senator VOINOVICH. I think that, from my experience, it hurts
the esprit de corps of the workforce for this kind of thing to hap-
pen, and I have been personally involved in reversing that process.
At the State level, if something new came along, the unions were
able to compete for it. Then there were some areas, quite frankly,
that we found we were not doing as well as we should. I went to
the unions and said, “Look, here is the deal, security people and
some others, you could be doing better,” then we genuinely put it
out for competition, and there was a real, honest-to-goodness, objec-
tive evaluation. Sometimes the unions won and sometimes they
lost. But it was not arbitrary or automatic. And so I think that a
GAO report would be a great way of getting a real sense of this
at the Federal level.
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Senator DURBIN. I would like to invite the three panelists, if they
would like, to suggest to us questions that the GAO might look into
in reference to this workforce. If, in the next few days, you can con-
tact the staff of the Subcommittee and give us some ideas that you
think are legitimate inquiries that we can include in this request
to the GAO, that would be helpful. I thank you for your testimony.

Senator VOINOVICH. Could I just ask one last question?

Senator DURBIN. Of course.

Senator VOINOVICH. Ms. Shiplett, you are really strong about
your three recommendation, and Mr. Harnage, you heard NAPA’s
recommendations. What is your reaction?

Mr. HARNAGE. My reaction is to be very cautious about it. I
would be glad to get with them and talk about what their experi-
ences are and compare it with ours, and see if we can come up with
a consensus.

Senator VOINOVICH. We are interested in looking at some of
these innovations, in terms of short-term and long-term legislation
and so forth. You seem to be really sold on this, and I would like
to know a bit more. I think you said that broad-banding ought not
to be federalized, but that agencies should be given the opportunity
to ask for that flexibility; is that what you are saying?

Ms. SHIPLETT. Right, but we would say that for all three of the
flexibilities. It is our belief that Federal agencies’ missions and
strategic objectives and needs are sufficiently different that we
ought not to be mandating any of these in saying every Federal
agency must use them, but saying instead that Federal agencies
ought to have them as an option if they believe their particular set
of circumstances requires it.

If T could add just one more thing, and I believe it echoes some
of the comments that were made, not only in this panel, but in the
earlier panel; whatever changes are made, one of the things that
is really essentially is to make an investment in seeing that the
managers and the supervisors have the skills to exercise these au-
thorities appropriately, and that employees are knowledgeable
enough that they understand what the changes are, and have the
o?p(értunity to learn about them well before they are actually ap-
plied.

Senator VOINOVICH. Thank you. Mr. Chairman, I have no other
questions.

Senator DURBIN. Let me just ask you this for the record, Ms.
Shiplett. I was just speaking to Ms. Upton on my staff. You are
congressionally chartered?

Ms. SHIPLETT. Yes, sir.

Senator DURBIN. But you are not congressionally funded?

Ms. SHIPLETT. That is also correct. We are funded through the
contracts that we have with Federal agencies or our various consor-
tiums.

Senator DURBIN. I am going to invite all of the panel that are
interested to give us some ideas about this investigation by the
GAO, and I thank you all for your testimony. We may have some
other follow-up questions, but I appreciate your patience and thank
you for being here today.

With that, this hearing stands adjourned.

[Whereupon, at 5 p.m., the Subcommittee was adjourned.]
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Human Capital: Taking Steps To Meet Current And Emerging
Human Capital Challenges

Mr. Chairman and Members of the Subcommittee:

1 appreciate this opportunity to discuss with you and the members of the
subcommittee our approaches to managing our most important asset—our
people, or human capital. Human capital issues have been a top priority at
GAOQ during my tenure as Coraptroller General. We have undertakena
wide array of initiatives in this area and are investing considerable time,
energy, and financial resources to make them work. Our reason for doing
so lies in a fundamental decision we have made as the new century begins,
to focus not just on living for today, but on positioning GAQ for the future
and investing more in our people. Our goal is to enhance the value of our
human capital and thereby enhance the value of GAO to the Congress, the
country, and the American people.

Simply stated, the aim of these efforts is to enhance our performance and
assure our accountability by attracting, retaining, and motivating a top-
quality workforce, The more skilled and capable our workforce, the more
capable our organization will be to perform its mission. Our mission is to
support the Congress in meeting its constitutional responsibilities and to
help improve the performance and accountability of the federal
government for the benefit of the American people. Today, GAO conducts
a wide range of financial and performance audits, program evaluations,
management reviews, investigations, and legal services spanning a broad
range of government programs and functions, GAO’s work covers
everything from the challenges of an aging population and the demands of
the information age to emerging national security threats and the
complexities of globalization. We are committed to federal management
reform—to helping government agencies become organizations that are
more results oriented and accountable to the public. We are also
committed to leading by example in all major management areas.

No management issue facing federal ageneies could be more critical to
their ability to serve the Arnerican people than their approach to
attracting, retaining, and 1otivating their erployees. High-performing
organizations in the private and public sectors have long understood the
relationship between effective “people management” and organizational
success, However, the federal government, which has often acted as if
federal employees were costs to be cut rather than assets to be valued, has
only recently received its wake-up call. As our January 2001 Performance
and Accountability Series reports made clear, serious federal human
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capital shortfalls are now eroding the ability of many federal agencies—
and threatening the ability of others—to economically, efficienily, and
effectively perform their missions.' The problem lies not with federal
employees themselves, but with the lack of effective leadership and
management, along with the lack of a strategic approach 1o marshaling,
managing, and maintaining the human capital needed for government to
discharge its responsibilities and deliver on its promises. To highlight the
urgency of this governmentwide challenge, in January 2001 we added
strategic human capital management to our list of federal programs and
operations identified as high risk.?

Ever since we added strategic human czpital management to that list, we
have been asked what would need to happen for it to be removed. Clearly,
we will need to see measurable and sustainable improvements in the
economy, efficiency, and effectiveness with which the government as a
whole and the individual agencies manage their workforces to achieve
their rissions and goals. T believe that hearings such as this one
demonstrate that the momentum for these improvements is building, but
the process will undoubtedly take time.

At GAOQ, we believe a three-stage approach is appropriate to addressing
the federal government’s human capital challenges. First, agencies must
take all administrative steps available to them under current laws and
regulations to manage their people for results. Much of what agencies
need to accamplish by way of focussing on human capital rnanagement is
already available to them. They will, however, need the sustained
coramitment from top management and the support from both the Office
of Management and Budget {OMB) and the Office of Personnel
Management (OPM) to do so. Second, the Administration and the
Congress should pursue selected legislative opportunities to put new tools
and flexibilities in place that will heip agencies attract, motivate, and
retain employees——both overall and, especially, in connection with critical
occupations. Third, all interested parties should work together to
determine the nature and extent of more comprehensive human capital (or

b

! Performance and A ility Seri Mugor M t Chal and Program
Risks: A Governmentwide Perspective {GAO-01-841, Jan, 2001). In addition, see the
ing 21 reports, k GAC-01-242 through GAO-01-262) on spscific

agencies,

* High-Risk Series: An Update (GAO-01-253, Jan. 2001). In addition, see Human Capital:
Meeting the Govern ide High-Risk Chall {GAO-0L-357T, Feb. 1, 20013,
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civil service) reforms that should be enacted over time. These reforms
should include placing greater emphasis on skills, knowledge, and
performance in connection with federal employment and compensation
decisions, rather than the passage of time and rate of inflation, as is often
the case today.

Today, I will discuss some of the administrative steps GAQ has taken
under its existing authorities to better manage its people. We have
identified and made use of a variety of tools and flexibilities, some of
which were made available to us through the GAO Personnel Act of 1980
and our 2000 legislation, but most of which are available across a broad
spectrum of federal agencies. 1 will also discuss our specific mission needs
and human capital challenges and how these helped us identify and make
a sound business case for additional flexibilities. We feel it is critical to
remain alert to further opportunities to improve the federal government’s
competitiveness in the market for talent, and as a result, ] will raise for
discussion some additional flexibilities that would require legislation for
the Congress to consider.

We belleve that every agency should begin assessing its own human
capital sitnation and pursue adoption of prevailing best practices. To this
end, we developed our human capital self-assessment checklist for agency
leaders, and have studied the private sector for selected human capital
principles and practices that may have applicability in the federal
government.’® Since maximizing performance and assuring accountability
are at the heart of our mission at GAQ, we believe it is our responsibility to
lead by exarmaple, especially in the human capital area. By managing GAO’s
workforce strategically, by focusing on results, and by taking
opportunities such as the one you are providing today to tell our story, we
hope to demonstrate to other federal agencies that if they put their minds
to it, they can improve their performance by improving the way they treat
and manage their people. However, don't get me wrong. We aren’t perfect
at GAQ and we never will be. In addition, this is a work-in-progress for us
as it is for others. Finally, I would add that GAO’s approaches are not the
only way for agencies to proceed, but they can help others to see their way
forward to addressing their individual human capital issues.

® See Human Capital: A Self-Assessment Checklist for Agency Leaders (GAO/OCG-00-14G,
September 2000) and Human Capitel: Key Principles Prom Nine Private Sector
Organizations (GAO/GGD-00-28, January 2000).
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Addressing the government's human capital challenges is a responsibility
shared by many parties, including the President, department and agency
leaders, OMB, OPM, the Congress, and even the press (see attachment I).
Agency leaders must comimit their organizations to valuing and investing
in their employees and focussing their employees’ efforis on achieving
stated agency missions and goals, The essential ingredients for progress in
this area are leadership, vision, conunitment, persistence, communication,
and accountability.

Our ongoing experiences managing huraan capital at GAO have yielded a
number of guiding principles or “lessons learned” that will frame my
remarks this afternoon:

Strategic planning, core values, and organizational alignment, An
agency that wishes to design policies and prograras to maximize the value
of its human capital must have clear expeciations for itself, strong core
values, and an accurate understanding of its evolving circumstances.
Sound strategic planning and proper organizational alignment provide the
essential context for making sensible, fact-based choices about designing,
implementing, and evaluating human capital approaches.

Tailoring human capital approaches. Agencies’ varied missions, core
values, and circumstances reguire custom-tailored approaches to
managing people. Agencies must remain constantly alert to emerging
mission demands and human capital challenges, and make full use of the
management tools and flexibilities available to meet them. If an agency
determines that its available tools, flexibilities, and resources do not allow
it to pursue needed human capital initiatives, then it must support any
proposal for new flexibilities with a sound business case.

Employee involvement. Regardless of the approach an agency takes to
“people management,” the involvement of employees both directly and
through thelr employee organizations will be crucial to success. Agency
leaders need to clearly and consistently tell their people at all levels their
agency’s mission, core valnes, goals and objectives, and sirategies.
Moreover, leaders need to empower employees and work constructively
with employee organizations. As in many cases, in the human capital
arena, how you do something is as important as what you do.

The human capital management tools and flexibilities available to other
agencies will differ from ours, and these agencies may need to develop
approaches to fit their own situations. However, the need to recognize
employees as vital assets for organizational success, and to develop
approaches for managing human capital that best support mission
accomplishment, should be a consistent focus across the federal
goverrunent. In this regard and at the subcommitiee’s reguest, I will also
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briefly discuss recent hurman capital management experiences at two
other federal entities: the Department of Defense and the Internal Revenue

Service.

Before moving on to my three main points, I would like to provide some
background on the changing nature of GAQ’s workforce, its current
human capital challenges, and some of the specific tools and flexibilities
that we have used in addressing this area.

Background: Changes

In GAO’s Mission And

Workforce Led To The
GAO Personnel Act Of
1980

Today’s GAO is far different from the organization that opened its doors in
1921. For the first 3 decades of GAO’s existence, its workforce consisted
primarily of accounting clerks, whose job was to audit agency vouchers
for the legality, propriety, and accuracy of expenditures. In the 1950s,
when GAO’s statutory role shifted to comprehensive auditing of
government agencies, the agency began to hire accountants. Later, GAO’s
role expanded further, to include program reviews, policy analysis,
investigations, and legal adjudications. As a result, today GAO is a
multidisciplinary professional services organization, whose staff reflects
the diversity of knowledge and competencies needed to deliver a wide
array of products and services to support the Congress. Our mission
staff—at least 54 percent of whom are Masters or Ph.D. graduates—hold
degrees in a variety of academic disciplines, such as accounting, law,
engineering, public and business administration, economics, and the social
and physical sciences. | am extremely proud of the talent, dedication, and
service to our nation that GAO employees—both mission staff and mission
support staff alike—exhibit every day. They make GAQ the world-class
accountability institution that it is, and I think it is fair to say that while
they account for about 80 percent of our costs, they constitute 100 percent
of our real assets.

It must be said, however, that the 1990s were a difficult period for
ensuring that GAO’s workforce would remain appropriately sized, shaped,
and skilled to meet its mission demands. Severe downsizing of the
workforce (see figure 1), including a suspension of most hiring from 1992
through 1997, and constrained investments in such areas as training,
performance incentives and rewards, and enabling technology, left GAO
with a range of human capital challenges that we have begun to address.
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Figure 1: GAO Staff Levels

Kumber of Full-time equivalent staff
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For example, we face significant stractural issues: Qur workforce is
relatively sparse at the entry levels and reiatively large at certain higher
levels (see figure 2).

Figure 2: GAC’s Human Capital Profile
FY 1989 FY 2001 Est.!
iy 5.204 3118

Missien 552
(FY 1985+ 74.4%%) 3.5%
Y 199777,
FY 2001 - 7

13.7% Band Il

Band If
14.6%° Band I

4.5%  Other*

Mission |30k
oo [Fasen |

“FY 2001 data are as of June 30, 2001.

*Eight of 108 mission SES/Senior Level staff in FY 2001 are Senior Level. in Gotober 2000, GAC
was granted authority to appoint scientific, technical or professional staff to senior level positions with
the same benefits and attributes as members of SES.
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*With the agditional new hires expected onboard by the end of FY 2001, the number of Band I'sas a
percentage of all statf is expected o increase o about 17 parcent.

“Attorneys and ctiminal investigatars

*FY 1988 includes 20 SES, or .38 percent of all staff; FY 1997 includes 15 SES, or .46 percent of ail
staff; and FY 2001 includes 12 SES, or .38 percent of afl staff.

Note: Total SES and Senior Levet staff in mission and mission support represent 2.8 percent, 3.6
percent, and 3.8 percent of all employees in FY 1988, FY 1997, and FY 2001, respectively.

We face certain skills imbalances that include a pressing need for—among
other things—accountants, information technelogy professionals,
statisticians, economists, and health care analysts. Further, we face a
range of succession planning challenges. Specifically, by fiscal year 2004,
55 percent of our senior executives, 48 percent of our management-level
analysts, and 34 percent of our analyst and related staff will be eligible for
retirernent. Moreover, at a time when a significant percerntage of our
workforee is nearing retirement age, marketplace, demographic,
economic, and technological changes indicate that competition for skilled
employees will be greater in the future, making the challenge of attracting
and retaining talent even more complex.

These human capital challenges will not be sclved overnight. But
fortunately, from a structural standpoint, GAQ has an advantage that other
agencies might envy. Unlike executive branch agencies, where turnover of
chief executives and other top managers is commonplace, GAQ’s chief
executive officer—the Comptroller General—is appointed for a 15-year
term. This lengthy tenure ensures that governmentwide and internal
management challenges such as those involving human capital can receive
the sustained and consistent attention from the top that they demand. A
good example of how this has worked at GAO is my immediate
predecessor, Comptroller General Charles A. Bowsher, who helped lead
the federal government’s growing emphasis on financial management
issues, and whose attention to improving financial management both at
GAQ and governmentwide was unwavering throughout his 15-year tenure.

The GAO Personnel Act of
1980

At GAO, we have certain human capital tools and flexdbilities available to
us that are broader than those available to most other federal agencies.
The main difference has been that we have been able to operate our
personnel system with a degree of independence that most agencies in the
executive branch do not have. For example, we are excepted from certain
provisions of Title 5, which governs the competitive service, and we are
not subject to oversight by OPM. The roots of these differences are 2
decades old. Until 1980, our personnel system was indistinguishable from
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those of executive branch agencies—that is, GAO was subject to the same
laws, regulations, and policies as they were. But with the growth of GAO'’s
role in congressional oversight of federal agencies and programs, concerns
grew about the potential for conflict of interest. Could GAO conduct
independent and objective reviews of executive branch agencies such as
OPM when these agencies had the authority to review GAO’s internal
personnel activities? As a result of these concerns, GAO worked with the
Congress to pass the GAO Personnel Act of 1980, the principal goal of
which was to avoid potential conflicts by making GAO’s personnel system
more independent of the executive branch.

Along with this independence, the act gave GAO greater flexibility in
hiring and managing its workforce. Among other things, it granted the
Comptroller General authority to

appoint, promote, and assign employees without regard to Title 5
requirements in these areas;

set employees’ pay without regard to the federal government’s General
Schedule (GS) classification standards and requirements; and,
establish a merit pay system for appropriate officers and employees.

Clearly, by excepting our agency from many competitive service
requirements, the GAO Personnel Act of 1980 allowed us to pursue some
significant innovations in managing our people. However, [ must
emphasize that in important ways, our human capital policies and
programs are very much in the mainstream of the larger federal
community since, despite the GAO Personnel Act of 1980, we continue to
support certain important national goals. For example, we are
philosophically committed and legally subject to federal merit principles.
Our employees continue to be protected from prohibited personnel
practices; while they do not have access to the more widely applied
federal employee administrative redress system, our 1980 legislation
created an independent entity, the Personnel Appeals Board, to hear our
employees’ complaints. Also, we apply veterans’ preference consistent
with the manner in which it is applied in the executive branch for
appointments and all appropriate reductions-in-force. Our pay system
must be consistent with the statutory principle of equal pay for
substantially equal work; we make pay distinctions on the basis of an
individual’s responsibilities and performance. We are covered by Title VII
of the Civil Rights Act, which forbids employment discrimination. We
emphasize opportunity and inclusiveness, and have zero tolerance for
discrimination of any kind. We take disciplinary action when it “will
promote the efficiency of the service”—which for us includes such things
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as GAO’s ability to do its work and accomplish its mission. Further, while
we currently do not have any bargaining units at GAO, our employees are
free to join employee organizations, including unions. In addition, we
engage in a range of ongoing communication and coordination efforts to
empower our employees while tapping their ideas.

Innovations Under the
GAO Personnel Act of 1980

The most prominent change in human capital management that GAO
implemented as a result of the GAO Personnel Act of 1980 was a
broadbanded pay-for-performance system. I will discuss this below at
some length. However, it should be remembered that our authority to
introduce broadbanding was only a subset of a body of new authorities
that allowed GAO to develop important initiatives in other areas as well.
For example:

Recruiting and hiring. The independent appointment and examination
authority in the 1980 act allowed us to establish more flexible recruiting
and hiring processes. Although many of the recruiting and hiring programs
we initiated during the 1980s had to be abandoned during the near-freeze
in GAO hiring from 1992 to 1997, today we make significant use of the
recruiting and hiring flexibilities that the 1980 legislation provided. For
example, our student intern program includes a feature that we—unlike
most federal agencies—were able to adapt from federal student
cooperative education programs: noncompetitive conversion to permanent
status. This provision allows us to offer permanent positions to GAO
interns with at least 10 weeks of successful work experience, without the
requirement for a job announcement and competition. We are making
extensive use of this flexibility as an important element of our aggressive
recruiting efforts.

Compensation. Besides allowing us to introduce the broadbanded pay-for-
performance system discussed below, our 1980 legislation helped us take
additional steps to improve our ability to compete for the multidisciplinary
skills we would need to address our increasingly corplex and
congressionally driven responsibilities. In addition to adopting OPM’s
governmentwide special pay rates established to address certain
significant recruitment and retention problems, we developed GAO-
specific special pay rates to recruit and retain employees in critical
occupations, such as accountants, auditors, and economists. Further, we
established policies to permit paying certain job applicants salaries above
the minimum rate of the grade or band level at which they were hired. As
other agencies may do, we also now offer recruitment bonuses and
retention allowances to help attract or keep employees with specialized
skills.
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Promotions. Using the authority contained In our 1980 legislation, i 1983
we instituted an annual merit promotion system for our analysts (known
at the time as evaluators) and related occupations. This promotion system
is still in place. Each year, GAO’s senior management determines the
number of promotion opportunities available. Within each home unit, 2
panel of at least three managers assesses interested staff for promotion
oppartunities. For each applicant, the panel reviews 3 years of
performance appraisals and employee’s contributions, and an employee
stafernent of qualifications. Candidates within each home unit are ranked
against one another for positions at the next level, based on their
knowledge, skills, and abilities. Those designated as “best qualified” are
automatically considered for opporfunities within the unit. The head of the
unit is the selecting official. Employees who are interested in generalist
positions outside their home units can apply for them. GAO's mission
support staff are not included in the annual promotion system. Instead, we
currently operate a conventional competitive promotion process for
mission support positions.

Broadbanding and Pay-for-
Jerformance

In 1989, GAO converted its analyst and analyst-related staff, as well as its
atiorneys, to a broadbanded pay-for-performance (PFP) system. This
system was impleraented following years of study that involved task forces
of managers and staff at all levels. The system remains in place today.
While it has undergone few changes since its initial impleraentation, we
are currently engaging in a comprehensive review and reassessment of our
broadbanded PFP system to identify opportunities for irnprovement.

The primary goal of PFP is to enable GAO to base employee compensation
primarily on knowledge and performance of individual employees.
Broadbanding provides certain managers additional flexibility to assign
and use employees in a manner that is more suitable to multitasking and
full utilization of available staff. Given our unique role in serving the
Corgress, GAQ needed a system with more flexibility—similar to what
exists in private sector knowledge-based professional services
organizations.

Under GAO's broadbanded system, analyst and analyst related staff in

Grades 7 through 15 in the General Schedule (GS) system, were placed in
3 bands. Staff were converted into bands, as shown in table 1.
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Tabile 1: GAO's Br ded Pay-f 4 System
General Scheduje GAQO Broadbanding
GS-7, GS-8, GS-11 Band ID (Developmerilal level)
G812 Band IF (Full pedormance)
G8-13, GS-14 Band 1
GS-15 Band {l|

Note: Senior Executive Service (SES) members were not included in this system.

The pay ranges for each band closely approximate the G&-equivalents. For
example, Band Il ranges from about GS-13, step 1 to GS-14, step 10.

‘When staff were converted from the GS system to broadbanding, there
needed to be a means to move them through the salary ranges in their
bands. Under the GS system, movement through the salary range for each
GS grade is largely based on the passage of time. For example, assurning
satisfactory performance, staff are given within-grade step increases
(WGIs) after a 1, 2, or 3 year waiting period, depending on how long they
have been in grade. The within-grade increase is a fixed amount—-3.3
percent of the step I salary for the employee’s GS level—and is virtually
automatic.

In contrast, GAO wanted a system in which pay increases depend upon the
performance and contributions of the individual, rather than the passage
of time. Therefore, we chose to adopt a PFP system concurrent with the
implementation of the broadbanded classification systerm. Under PFF,
staff members are evaluated each year by a panel of managers from their
units who are familiar with the work of the individuals being assessed and
the unit as a whole. The panels consider each employee's performance
appraisal, prepared by the supervisor, and an employee-prepared
“contributions statement,” in which the employee describes histher
contributions during the year. Finally, the panel discusses the relative
performance and contributions of each employee being assessed. Based
on the paperwork review and the panel discussion, the panel places each
individual into a pay category, ranging from acceptable to commendable,
meritorious, and exceptional. It is important to note that this is a relative
system under which staff are assessed against each other, rather than
against standards.

Under our PFP system, a staff member’s pay category determines the
percentage of his/her salary increase, The lowest salary for the employee’s
band level (“band base salary™) is used to calculate the actual amount of
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the raise. As required by current law, our employees receive cost of living
and locality pay adjustments. Employees in the “acceptable” category
receive no incremental raise, while employees in the commendable,
meritorious, and exceptional categories receive percentage raises linked
to their category, band level, and where they stand in the salary range for
their pay bands.

One of the concerns we have encountered with the PFP system is that
employees who are at the top of the pay scale for their pay band—that is,
those who have reached their salary cap—are not eligible for PFP
increases that would put their pay above the cap. This can lead to
situations that are not in keeping with the spirit of the PFP system. For
example, it is common in GAO for employees who are in the commendable
or meritorious categories to receive PFP salary increases while their co-
workers in the same or higher categories receive no PFP salary increase,
simply because they are already at the salary cap for their band level. At
GAO, where many mission staff have been in their band for a long time,
many are no longer eligible for PFP salary increases, and therefore cannot,
be expected to respond to the incentives for which the program was
designed. Currently, about 42 percent of our Band III, 12 percent of our
Band II, and 26 percent of our Band I analyst and analyst-related staff are
at their salary cap.

One solution we are considering to surmount the salary cap problem for
employees in the PFP system is to create a more robust performance
bonus program. Our PFP system was designed to include performance
bonuses, but with the budgetary constraints GAQO experienced in the
1990s, performance bonuses for banded staff were discontinued.

Advantages and disadvantages. While currently undergoing review and
refinement, our broadbanding and PFP systems certainly have had more
pros than cons. The salary cap problems notwithstanding, our best
performing staff are clearly being rewarded more than before for their
performance and contributions. We are able to vary rewards annually
rather than granting an “automatic” step increase based on the passage of
time. In addition, managers have much greater flexibility to make staffing
decisions based on both institutional needs and individual desires.
However, in order for broadbanding and PFP to meet current and
emerging needs, an organization like ours needs to use its PFP schere in
some combination with a modern, transparent, competency-based
performance appraisal system to determine employee pay, promotion, and
reward decisions. Further, our broadbanding and PFP system need to be
used in conjunction with other mechanisms to let us clearly differentiate
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among employees’ varying skills, roles, and levels of responsibility within
the bands. Finally, although broadbanding allows for greater flexibility in
making staffing assignments, managers should have access to additional
tools such as the results of the automated employee knowledge and skills
inventory that we recently performed, and should also follow a modern
and transparent organizational staffing model.

There are, however, some negatives associated with a PFP system. The
annual process is labor intensive and produces stress, both on the
managers making the pay decisions and the staff who await them. Staff
naturally do not always agree with panel decisions— creating some
tensions as well. The panel evaluation process takes a full day or two, and
is viewed by some managers as too-time consuming and burdensome.
Further, the PFP system has been somewhat more expensive than the
General Schedule system. Nonetheless, we believe it is cost beneficial.

Strategic Planning,
“ore Values, And
“Organizational
Alignment Set The
Direction For
Managing GAO’s
Human Capital

In early calendar year 2000, GAO issued its first strategic plan for the 21st
century. This document is the blueprint for how GAO will support the
Congress in addressing an increasing range of complex issues and
challenges. It describes our mission, and acknowledges our core values. It
recognizes a range of global and domestic trends that are affecting society
on every level, and is built on a comprehensive and focused structure of
long-term goals and objectives to support the Congress in its legislative,
oversight, and investigative roles. We worked closely with legislative and
committee leadership, individual members, congressional staff, a range of
outside parties, and our own employees in developing our strategic plan.
Thus, it not only incorporates congressional views of what constitute
important and emerging issues, but establishes a framework for
addressing the Congress’ constitutional responsibilities in the context of
current and emerging challenges in the coming years. (See attachment IL.)

Three words sum up the ways in which we serve the Congress and the
American people: oversight, insight, and foresight.

Oversight: reexamining existing federal roles, missions, programs, and
processes.
Insight: providing sound policy analysis and crosscutting perspectives and

identifying best practices.
Foresight: identifying future policy and operational challenges before they

reach crisis proportions.
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Our strategic plan also describes our role and mission in the federal
government; the core values of accourntability, integrity, and reliability that
guide our work; the trends, conditions, and external factors underlying the
plan; and our gpals, objectives, and strategies for serving the Congress. We
intend to update the strategic plan every 2 years for each Congress, and
have an update of the original plan under way. In addition, we will develop
annual performance plans—our fiscal year 2001 plan was our first—as
well as annual Accountability Reports to the Congress, which we began
with fiscal yvear 1999. We have combined our annual performance plans
and accountability reports into a single document to provide our clients
and other readers a more consolidated and user-friendly format.

From a haman capital standpoint, our strategic plan and core values are
our touchstones for designing, implementing, and evaluating our
approaches to managing our people. These two vital elements will also be
the foundation for our revised institutional and individual performance
measurement systems.

We believe that any agency that wishes to design policies and programs to
maximize the value of its hwmnan capital must have clear expectations for
itself, strong core values, and an accurate understanding of its evolving
circumstances. The rigorous self-assessment, outreach to our clients, and
broader scan of our external and internal environments that have gone
into our strategic planning process provide these kinds of insights.
Because we have identified the kind of organization we want to be and
where we want to go, we can make informed judgments about our human
capital needs and reascned decisions regarding the choice of human
capital strategies.

We are moving toward a balanced scorecard approach to evaluating our
performance as an organization. We take into account (1) feedback from
our clients, (2) the views of our employees at ali levels of the organization,
and (3) our results. For the latter, we depend on a variety of key
performance indicators. Some of these are quantitative, such as the direct
financial benefits produced as a resulf of our work in such areas reducing
unnecessary spending or enhancing asset revenues. Most of our others are
qualitative, such as the numerous improvements in goverrment operations
and services resulting from our recommendations, including better
oversight of nursing homes, more stringent safety standards for high-speed
passenger rail service, and enhanced computer security in connection with
defense information systems. We also track intermediate indicators, such
as the number of times we have testified before the Congress or the
percentage of GAO recomumendations that agencies have implemented,

Page 14 GAO-01.965T



56

that while not directly indicative of results, nevertheless help us monitor
our productivity and ensure accountability for our day-to-day
performance.

Not long ago, we developed a tool to help federal agencies integrate their
human capital management with their strategic and prograrmanatic
planning* Our human capital self-assessment framework, published in
draft form in September 1999 and finalized in September 2000, allows
agency leaders 1o perform a quick assessment of their agencies’ human
capital approaches to see if they conform with widely accepted human
capital management practices and align with their agencies’ “shared
vision"—that is, their mission, vision for the future, core values, goals and
objectives, and strategies. The framework lays out five areas for
assessment: strategic planning, organizational alignment, leadership,
talent, and performance culture. We have used this assessment framework
during the past 2 years 10 scan our own human capital efforts and ensure
their linkage to our strategic plan.

Jrganizational
Realignment at GAO

In the fall of 2000, we realigned our mission related functions to better
support the Congress and prepare ourselves, with current and expected
resource levels, to meet the future challenges outlined in our strategic
plan. We reorganized both our headquarters and field mission operations.
These changes included eliminating a layver of managerial hierarchy,
reducing the number of organizational units (from 35 to 13 at headquarters
and from 16 to 11 in the field), increasing internal and external
coordination activities between GAQO units and the Congress and other
accountability organizations, clarifying the roles and responsibiiities of
managernent, increasing the nurmber of employees who perform rather
than manage or review work, and enhancing the critical mass and
flexibility of our fleld resources. (See attachment II1.)

As an additional element of our realignment, we are currently reorganizing
GAQ's ruission support functions. As part of this effort, and to more
effectively integrate our human capital management with our strategic and
program planning, we are reorganizing our human capital office to
position resources where they can best support our mission. To help
ensure the success of this effort, this year we established and filled the

‘Human Capital: A Self-Assessment Checklist for Agency Leaders (GAQ/OCG-00-14G,
September 2000).
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position of Human Capital Officer as a part of our senior management
team.

Further, this year we absorbed the functions of our previous civil rights
office into our new Office of Opportunity and Inclusiveness. The new
office, whose managing director reports directly to me, will play an
important role in achieving our strategic goal of being a model employer.
The office will take a proactive, rather than reactive, approach to fostering
a GAO environment that ensures that applicants for employment and all
members of its diverse workforce are treated fairly, their differences are
respected, and that reinforces our policy of having zero tolerance for
discrimination of any type.

As with strategic planning, organizational alignment is erucial if an agency
is to maximize its performance and assure its accountability. The choices
that go into aligning an organization to support its strategic and
programmatic goals have enormous implications for further decisions
about human capital management, such as what kinds of leaders the
agency should have and how it will best ensure leadership continuity, how
skill needs will be identified and filled, and what strategies the agency will
use to steer the organizational culture to maximize its results. As our
ongoing experiences have demonstrated, sound strategic planning and
proper organizational alignment provide the essential context for making
sensible, fact-based choices about designing, implementing, and evaluating
human capital approaches.

GAQO Tailors Its
Human Capital
Approaches To Its
Mission And
Emerging
Circumstances

Our choices about human capital management have all been made to
support our strategic plan, core values, and recent organizational
realignment. These efforts also reflect the fact that we have made strategic
human capital management a top-priority management issue at GAO, one
that we know will require our sustained attention and commitment over an
extended period of time.

Other agencies have different missions to pursue and alternative sets of
management tools and flexibilities available to them. However, we believe
that the vast majority of actions that federal agencies need to take in order
to maximize the value of their human capital can be taken as
administrative actions under current law. There is no single approach to
strategic human capital management that would work in every federal
entity. Clearly, agencies must custom-tailor their human capital efforts to
focus on their specific strategic and programmatic goals and core values.
But most of the steps that we have taken to strengthen human capital at
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GAO since I became Comptroller General in November 1998 can be taken
by agencies across the federal government. The following is a description
of some of the initiatives and targeted investments we have made, all of
which link back to our strategic plan, core values, and organizational
realignment.

First, it should be noted that as we assessed GAQ'’s human capital
chailenges at the start of the new century, we recognized that some of the
steps needed to meet these challenges would require additional statutory
authorities. I will discuss the new tools and flexibilities that the Congress
provided GAO in calendar year 2000. The point worth making now is that
our strategic, results-oriented, fact-based approach to human capital
management is what allowed us to make a sound business case for these
new tools and flexibilities. I believe there is a lesson here for other
agencies. Namely, in the absence of comprehensive legislative human
capital reform, agencies must first do everything they can administratively
to address their human capital issues, and seek new legislative flexibilities
only when necessary and based on a sound business case.

Human Capital Profile/Needs Assessment. Sound data are critical to
making fact-based human capital management decisions. Working with
GAO’s senior managers, our Human Capital Officer reviewed the data that
in aggregate constitute our human capital profile, covering such indicators
as the distribution of employees by band level, the ratio of managers to
employees, projected retirement and attrition rates, and the diversity of
our workforce. This information, coupled with our knowledge of the kinds
and numbers of resources needed to achieve our strategic and program
goals, has helped us assess our human capital needs and create revitalized
strategies for filling them—particularly in the area of recruiting and hiring.
Our senior leaders regularly review management analyses of these data to
track trends and guide GAO’s human capital decisionmaking.

Employee Survey. It is important to the health of any high-performing
organization that its senior leaders hear the concerns and suggestions of
employees at all levels. Later this calendar year, we intend to conduct a
new, confidential and automated employee feedback survey. This will be a
follow-up to our initial 1999 survey where 87 percent of our employees
participated and 80 percent of respondents provided at lease one narrative
response. The survey highlighted our strengths and those areas in which
we need to improve. We have used the survey results as a tool in our
human capital improvement efforts and we will continue to do so.
Skills/Knowledge Inventory. An important tool for determining how well
our human capital can be expected to meet our mission requirements is
our knowledge and skills inventory. In the summer of 2000, we
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administered an automated knowledge and skills survey that was
completed by all GAO managers and staff. Developed jointly by a GAO
team and an outside contractor, the inventory provided an automated
database medium for determining where we are long or short on the
knowledge, skills, and experience needed to accomplish our strategic and
program plans. Additionally, the knowledge and skills inventory is one of
several management tools that will help us to effectively implement the
“early out” programs that we will be using to better align our workforce
with our organizational needs and improve our engagement staffing
model.

Employee Preference Survey. We believe that, to the extent possible, our
emmployees should be given the opportunity to work in the areas that
interest and energize them most. Last fall, we instituted an automated and
confidential employee preference survey. About 11 percent of our mission
staff expressed interest in changing assignments within GAO. Our Chief
Operating and Chief Mission Support Officers, in partnership with our
other senior managers, are using this information to help make
redeployment decisions. As GAO's program challenges and human capital
needs change, this initiative provides the agency with a flexible tool for
identifying employee preferences and better aligning our human capital
with ongoing and emerging organizational needs. We anticipate
administering additional preference surveys to refresh our database every
2 years.

Executive Development/Succession Planning. After a hiatus in the 1990s,
we have reinstated our Executive Candidate Development Program,
through which candidates selected through a rigorous competitive process
are prepared for assignments at the SES level. During their time in the
program, candidates pursue varied developmental assignments and
graduate-level academic training at institutions such as the John F.
Kennedy School of Government at Harvard University. We also make a
point of giving our executive candidates exposure to the workings of
GAO’s executive team, since many of these candidates may someday join
it.

Because candidates are drawn primarily from GAO's own Band IIT
(Assistant Director) ranks, it is important for us to ensure continuity as
they leave to take their new assignments. This is where our recent
employee preference survey gives us an additional tool; the survey results
can help us fill the gaps in knowledge and experience that may be created
as our mid-level managers move into senior executive positions.

Recruiting and College Relations. After a 6-year hiatus, GAO began hiring
entry-level professional staff again in 1998. This year, we will bring on
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board more than 300 new hires (224 entry-level analysts and 135 interns)
that will join GAO at our headquarters and in our field offices. Recruiting
the best talent from the broad array of disciplines we need to meet our
mission is one of our highest priorities. Although the job market for these
professionals has made recruiting and hiring highly competitive, we feel
we have a competitive advantage in some important areas. Foremost is our
mission. Simply stated, we offer the opportunity to make a difference. In
fact, when we surveyed our new hires to ask why they joined GAOQ, the top
three reasons given were (1) the opportunity to make a difference, (2) the
nature of GAQ's work, and (3) GAQ's people. We are taking every
opportunity to market the GAO brand name on campuses across the
country. Further, to increase our competitiveness on campus, we recently
began recruiting and making job offers during the fall semester to new
employees who will actually come on board the following spring and
summer—an action that allows us to better compete with the private
sector for students who are anticipating spring graduations, Moreover, we
are building and maintaining an active and extensive campus presence of
both senior-level GAO executives and recent graduates. We have a new
recruiting video and acconmpanying recruiting materials. With the
importance of a diverse and inclusive workplace in mind, we have made
special efforts—myself included—to visit and build ongoing relationships
with historically black and Hispanic colleges and universities, and other
universities with large minority populations. Additionally, we are awaiting
OPM's revisions of its regulations regarding the repayment of student
loans in order to develop our own student loan repayment program, for
which we hope 1o receive sufficient funding to allow us to better compete
with the private sector for highly qualified recruits.

Additionally, we are fortunate to have the participation of our Educators
Advisory Panel (EAP), whose members include some 20 leading deans and
professors from key public and private academic institutions and
representatives of related professional organizations. EAP gives us advice
on making GAQO a model for the federal government, including strategies,
best practices, operations, and emerging human capital issues and trends
related to recruitment, hiring, development, and retention of a diverse,
talented, dedicated, and results-oriented workforce. In particular, EAP
members can be valuable resources in our recruiting efforts, working with
our campus coordinators to increase the effectiveness of our presence on
campuses.

Further, the student intern program we began in the 1980s has resumed in

full swing. The student intern program allows our hiring officials a chance
to closely observe these students to see how they perforin in the GAD

Page 19 GAO-01.965T



61

environment. Our managers work hard to encourage the most promising
interns to apply for entry-level positions upon completion of their
academic careers, and today many of our recent interns are returning to
GAO as permanent hires. As I mentioned earlier, our independent
appointment and examination authority has allowed us to offer permanent
positions to successful interns with at least 10 weeks of work experience,
without the requirement of a job announcement and competition. We have
found that the intern program contributes to our recruiting efforts in
another way as well. Those interns returning to campus after an
interesting and challenging GAO assignment make excellent “goodwill
ambassadors” for the agency, and their on-campus relationships often lead
to additional interns and other recruits for GAO.

Professional Development and Mentoring Programs for Entry-Level
Staff. GAO's new employees constitute a crucial human capital
investment. Recognizing this, we developed a comprehensive professional
development program for newly hired Band 1D staff. The program includes
a combination of formal and on-the-job training, individual development
plans, rotational assignments, periodic consultations with senior GAO
managers, and periodic formal assessments and clearly defined and
consistently applied criteria for Band IF certification and program
completion. We also make every effort to provide rich and challenging
experiences to our newly hired staff, who typically join new or ongoing
engagements and become active team members as soon as they come
onboard.

We have instituted a mentoring program for our newly hired staff. GAO’s
senior managers are directly involved in and responsible for the mentoring
program for staff in their units. Further, mentoring training is offered to
managers to help make the program work. In addition to a mentor, a “peer
buddy” is arranged for each newly hired Band I to help make the transition
to GAO easier and more rewarding.

Employee-Friendly Workplace. To further enhance our productivity and
our competitiveness as an employer, we have taken many steps to help our
employees balance their personal and professional lives. One example is
our extensive alternative work-scheduling program, or flexitime.
Employees may complete their biweekly work requirement in less than 10
working days, vary their times of arrival and departure, and vary the
number of hours worked each day. All GAO employees, including
members of the SES, may participate in the program. Further, some 112
career GAO employees spanning a wide range of grades and occupations
participate in our part-time employment program. Moreover, in 1993 we
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implemented a permanent flexiplace program (now commonly called
telecommuting or telework), under which our employees may arrange to
work at approved locations away from the regular office. Flexiplace may
be used to help attract and retain employees in critical occupations such
as those in the information technology area. However, I must emphasize
that, as advantageous as telecommuting may be under some
circumstances, it is not appropriate for every employee or every job. As we
do, agencies need to consider whether telecommuting is in the best
interests of both the employee and the agency.

About 995 GAO employees who take public transportation or authorized
vanpools to work, both at headquarters and our field offices, currently
have access to a pre-tax benefit plan to help cover the costs. Along with
other agencies, we are authorized to pay direct benefits through vouchers
to encourage employees’ use of public transportation. However, funding
constraints have forced us to choose among the benefits we can provide,
and thus far we have had to forego this one. We have included a request in
our fiscal year 2002 budget request for the funds to enable us to offer the
direct public transportation benefits.

A cost-free benefit we offer our employees is business-casual dress, which
we phased in over a year-long period and has been a great success.
Another low-cost benefit we provide our mission staff is business cards,
which prominently feature GAO’s core values of accountability, integrity,
and reliability and include a professional title chosen by each staff
member—from among a list of approved titles—to convey his or her
unique role or area of expertise in GAO.

We are particularly proud of two of the facilities we offer our headquarters
employees. “Tiny Findings,” GAO's on-site childcare center, was one of the
first such facilities in the federal government when it opened in 1990. A
year earlier, the GAO Wellness and Fitness Center was opened after we
renovated space and purchased the original equipment for the facility.
Currently, some 807 employees are members of the GAO Wellness and
Fitness Center. These and other efforts to create an employee-friendly
workplace were recognized in 1998, when we received the OPM Director’s
Award for Outstanding Work and Family Programs.

Competency-Based Performance Appraisal System. Early in my tenure, it
was apparent that GAO’s performance appraisal systerm—first
implemented in the mid-1980s—no longer met our organizational needs.
We needed a performance appraisal system that would create a clearer
linkage between employee performance and GAO’s strategic plan and core
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values. Further, it would need to meet three objectives: (1) give staff
candid and constructive feedback designed to help them maximize their
potential and contributions to the agency, (2) provide management with
the information needed to recognize and reward top performers, and (3)
provide the information and documentation needed to deal with poor
performers. Working with an outside contractor, we are developing a new
competency-based performance appraisal system, which will be
implemented for GAO analysts beginning October 1, 2001. It includes from
9 to 12 competencies that our employees have validated as the keys to
meaningful performance at GAO. The important thing to note is that when
we surveyed GAO ermployees in the course of development, they
overwhelmingly validated these competencies as important. In short, this
is their system. (See figure 3.)

Figure 3: GAO’s Competency-Based Model

Achieving Results
Maintaining Client and Customer Focus
Developing People
Thinking Critically
Improving Professional Competence
Collaborating with Others
Presenting Information Orally
Presenting Information in Writing
Facilitating and Implementing Change
Representing GAO
Investing Resources

Leading Others
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The new competency-based performance appraisal system should help us
across a range of human capital considerations. It is keyed to results and
creates a clear linkage between employee performance and GAO’s
strategic and programmatic goals. It will help us achieve important
cultural changes, such as a needed shift from a hierarchical, process-
oriented, “siloed” and internally focussed culture toward a flatter, more
partnerial, results-oriented, matrix management-oriented, integrated and
externally focussed culture. It will promote open and constructive
dialogue between employees and supervisors, and discussions that
encourage and reward multidimensional team building. It will help us
achieve a better balance between people and products. Further, it will
promote honest and constructive feedback to individuals and managers on
performance expectations and results.

To support this new competency-based performance appraisal approach,
we intend to reexamine our incentives system, through which we hope to
provide meaningful, performance-based rewards to both individuals and
teams who make important contributions to GAO’s mission.

Training Programs. Qur competency-based performance
appraisal/management system will also be closely linked to our training
and professional development efforts. We recently reinvigorated our
agencywide training efforts through our Center for Performance and
Learning (P&L). P&L is instituting, among other things, an extensive
curriculum update. P&L’s goal is to move to a needs-based, demand-driven
learning system that blends both e-learning and facilitated classroom
training and that is informed by data from the performance management
process and employees’ individual development plans. In the next 6 to 12
months, P&L will focus on three priority areas: (1) implementing our new
competency-based performance management system for analysts and
analyst-related staff, (2) supporting 6 of the 12 competencies that
represent the most significant changes in GAQ’s historical culture (e.g.,
developing people, collaborating with others, facilitating and
implementing change, leading others, improving professional competence,
and investing resources) and, (3) enhancing selected client and external
relations efforts.

Ancther recent step we have taken is to make training for new hires more
effective. We have developed a streamlined training program on GAO
work processes and resources for newly hired staff, reducing nearly 2
weeks of classroom training to a 4-day interactive case study with other
new staff, preceded by 12 hours of online training.
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Retention and Reward Programs. As I mentioned earlier, we offer
recruitment bonuses and retention allowances, similar to those offered by
executive branch agencies, to attract and retain employees with
specialized skills. We also make every effort to recognize in both tangible
and intangible ways employees who make special contributions to the
organization. These awards range from individual and team cash spot
awards, time off, and training opportunities, to yearly unitwide awards, to
agencywide recognition of sustained contributions to GAO—Meritorious
Service Awards and Distinguished Service Awards—presented at an
annual agencywide Honor Awards ceremony in Washington, D.C.
Employee Suggestion Program. An important tool for us to tap into the
ideas and ingenuity of our staff has been our employee suggestion
program. Since the inception of the employee suggestion program in
October 1999, we have received approximately 1,300 suggestions. A
number of these suggestions have been adopted and many are still under
consideration. Using GAO's Intranet, employees can e-mail their
suggestions to my office, after which they are reviewed and analyzed by
the appropriate program staff. We encourage employees to focus on ways
to improve the quality of GAQO’s products and services and on ways to
improve the economy, efficiency, and effectiveness of our job and
administrative processes. Employees whose suggestions are adopted
receive some tangible reward for their time and effort, but the biggest
payoff in a program such as this is not the award, but rather the
satisfaction of seeing an idea put to use in a way that improves GAO.

GAO's New Human Capital
Authorities Will Help It
Address Current and
Emerging Challenges

What makes all the initiatives I have just discussed important is that we
are getting results. The performance of our organization, as reflected in
our first two Accountability Reports to the Congress, is the best indicator
of our effectiveness in maximizing the value of our people. We have found
that many of the management tools and flexibilities we needed to pursue
these modern human capital management approaches are already
available to us, and we are committed to using them, subject to the overall
limit in our financial resources. But clearly, we have also found that we
have to stay alert—to think strategically and proactively—in order to
identify additional authorities that may be needed to prepare our
organization for the challenges of the new century. For example, as [
discussed earlier, our organization faces significant human capital
challenges in such areas as its size, shape, skills imbalances, and
succession planning challenges. The past decade’s dramatic downsizing
(approximately 40 percent from 1992 through 1997) and the accompanying
inability to hire the new talent we needed combined with the
demographics of an increasingly retirement-eligible workforce threaten
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our ability to perform our mission in the years ahead. We found that our
preexisting personnel authorities would not let us address these
challenges effectively. Therefore, using the comprehensive workforce data
we gathered and analyzed to make a coherent business case, we worked
with the Congress last year to obtain several narrowly tailored flexibilities
to help us reshape our workforce and establish senior-level technical
positions in certain critical areas.

The legislation, passed in October 2000, gave us additional tools to realign
GAO’s workforce in light of overall budgetary constraints and mission
needs; to correct skills imbalances; and to reduce high-grade, managerial,
or supervisory positions without reducing the overall number of GAO
employees. To address any or all of these three situations, we now have
authority to offer voluntary early retirement (VER) to up to 10 percent of
our employees each fiscal year until December 31, 2003. We also have the
authority to offer voluntary separation incentive (VSI) payments to up to 5
percent of our employees during each fiscal year until December 31, 2003.
Further, in the case of a reduction-in-force (RIF), we have the authority to
place a much greater emphasis in our decisionmaking on our employees’
knowledge, skills, and performance, while retaining veterans’ preference
and length of service as factors to consider in connection with applicable
RIFs.

Since the legislation was enacted, we have established agency regulations
for implementing the VER prograrni. We are in the process of analyzing
workforce data in preparation for offering voluntary early retirements
later this summer and into fiscal year 2002. The development of
regulations to cover VSIs and RIFs is still in progress. We have no plans to
offer VSIs, nor do we intend to pursue any involuntary layoffs during this
or the next fiscal year.

Another provision of the legislation was the authority to establish Senior
Level positions to meet critical scientific, technical, or professional needs
and to extend to those positions the rights and benefits of SES employees.
This authority will help us address positions in such highly competitive
areas as economics and information technology.

We believe that three of the authorities provided in our 2000 legislation
may have broader applicability for other agencies and are worth
congressional consideration at this time. The first two—voluntary early
retirement and voluntary separation incentives-—could give agencies
additional flexibilities with which to realign their workforces; correct
skills imbalances; and reduce high-grade, managerial, or supervisory
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positions without reducing their overall number of employees. The third
authority—to establish Senior Level positions—could help agencies
become more competitive in the job market, particularly in critical
scientific, technical, or professional areas.

Further legislative reforms
should be explored

The Administration and the Congress should consider other legislative
actions that would help federal employers address their human capital
challenges. As demographics change, as the marketplace continues to
evolve, we will continue to think strategically and proactively to identify
areas in which new innovations would make good business sense. In this
regard, we believe it is worth exploring selective legislative proposals to
enhance the federal government’s ability to attract, retain, and motivate
skilled employees, particularly in connection with critical occupations, on
a governmentwide basis. The following represent areas in which
opportunities exist to better equip federal employers to meet their human
capital needs:

Critical occupations. Although agencies generally have more hiring and
pay flexibilities today than in the past, further innovations might be
explored to help federal agencies recruit, retain, and reward employees in
such critical fields as information technology, where there is severe
competition for talent with other sectors.

Recruiting funds. In order to help attract and retain employees,
consideration should be given to authorizing agencies to use appropriated
funds for selective recruiting, recognition, and team building activities.
Professional development. To encourage federal employees in their
professional development efforts, consideration should be given to
authorizing agencies to use appropriated funds to pay for selected
professional certifications, licensing, and professional association costs.
Pay compression relief. Executive compensation is a serious challenge for
federal agencies, which to an increasing extent must compete with other
governmental organizations, and with not-for-profit and private sector
organizations, to attract and retain executive talent. In this regard, the
existing cap on SES pay has increased pay compression between the
maximum and lower SES pay levels, resulting in an increasing number of
federal executives at different levels of responsibility receiving identical
salaries. Further, pay compression can create situations in which the
difference between executive and nonexecutive pay is so small that the
financial incentive for managers to apply for positions of greater
responsibility may disappear. Congress needs to address this increasing
pay compression problem. It could do so, perhaps, by delinking federal
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executive compensation frora congressional pay, or by raising the cap on
executive performance bonuses.

Cafeteria benefits. Federal employees could be provided with flexible
benefits like many private sector workers under Section 125 of the Internal
Revenue Service Code. This would give federal employees the ability to
pay for such things as childcare or eldercare with pre-tax rather than after-
tax dollars.

Freguent flyer miles. Employees who travel on government business
should be allowed to keep their “frequent flyer” miles—a small benefit but
one that private sector employers commonly provide their people as part
of a mosaic of competitive employee benefits. Let’s face it, flying is not fun
anymare. Allowing federal workers {o keep these miles, as employees
elsewhere can, is a small price to pay. In addition, federal agencies could
still use gainsharing programs to reward employees and save the
government travel costs. .
Phased retirement. It may be prudent to address some of the succession
planning issues associated with the rise in retirement eligibilities by
pursuing phased retirement approaches, whereby federal employees with
needed skills could change from full-time to pari-time employment and
receive g portion of their federal pension while still earning pension
credits,

Fellowships. Congress should explore greater flexibilities to allow federal
agencies to enhance their skills mix by leveraging the expertise of private
and not-for-profit secior employees through innovative fellowship
programsg, particularly in critical occupations, Through such fellowships,
private and not-for-profit professionals could gain federal experience
without fully disassociating themselves from their positions, while federal
agencies could gain from the knowledge and expertise that these
professionals would bring during their participation in the program.
Obviously, appropriate steps would have to be taken to address any
potential conflicts.

Employee
Involvement Is
Critical To Successtul
Human Capital
Management

Successful human capital approaches require the involvement of
employees at all levels of the organization. Agency leaders need to
communicate clearly and consistently {o their people at all levels their
agency’s mission, core values, goals and objectives, and strategies, They
need to empower employees and work in a constructive manner with
employee organizations. Moreover, leaders need to provide plentiful
opportunities for employees throughout the organization to give feedback
and make their suggestions. In the human capital arena, how you do
something is as important as what you do.
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T hold “CG chats” over our closed-circuit television network for both our
headquarters and field staff, at least quarterly and as events dictate, to
address particularly current and emerging issues affecting our employees,
such as our organizational realignment or voluntary early-out program. In
addition, members of our Executive Committee and I give numerous
presentations, hold employee forums, and visit field offices to exchange
views on a regular basis. Many of my CG chats have featured Q&As from
members of our Employee Advisory Council, with the opportunity for staff
around GAO to e-mail their questions for on-air answers. In addition, each
week our Office of Public Affairs produces our comprehensive newsletter,
Management News, which is made available online to all our employees.

We have made sure to follow an approach to “change management” that is
transparent and highly participatory. Recently, we have taken additional,
far-reaching steps to formalize the involvement of our employees and have
used technology to make it easier for them to participate in the process.
One of our key steps has been the creation of our Employee Advisory
Council (EAC). Comprising employees who represent a cross-section of
the agency, the EAC meets quarterly with me and members of our senior
executive team. The EAC’s participation is an important source of front-
end input, and feedback on, our human capital and other management,
initiatives. Specifically, EAC members convey the views and concerns of
the groups they represent, while remaining sensitive to the collective best
interests of all GAO employees; propose solutions to concerns raised by
employees; provide input to and comment on GAO policies, procedures,
plans, and practices; and communicate agency issues and concerns to
employees.

Creating transparency is a key element of our employee involverment
efforts. We typically get extensive front-end input, issue straw proposals,
and make extensive use of surveys and focus groups to obtain feedback.
For example, before we finalize any major human capital proposal or
other significant agency policy, we notify all of our employees via e-mail
that a new GAO order or policy is out for comment. We post these
materials on our Intranet in a format that allows owr employees to
comment online. After due consideration of the comments, many of which
may lead to changes in the original proposal, we inform the staff of the
results of the process. Recent materials that have been provided for
comment in this fashion include our strategic plan; our congressional
protocols; the procedures for our Professional Development Program;
proposals for new titles for mission positions; and all of our GAO orders,
including those on the reasonable use of computers and other equipment,
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our employee parking program, adverse actions, Voluntary Early
Retirement offers, and Senior Level positions.

Use Of Management
Tools And Flexibilities
AtDOD And IRS

We have noted in the past that there is no single recipe for successful
human capital management® At GAO, we are making significant progress
by using the management tools and flexibilities available to us and
tailoring our human capital approaches to support our mission and other
evolving needs. However, the tools and flexibilities available to other
agencies will differ from ours, and so will the specific human capital
approaches these agencies may develop to fit their own situations. The
important point to remermber is that the principles of modern strategic
human capital management, drawn from high-performing organizations in
the public, not-for-profit, and private sectors alike, are widely known and
widely applicable. Every agency needs to recognize that its people are vital
assets for organizational success and, to develop approaches for managing
human capital that best support the agency’s mission, vision, core values,
goals and objectives, and business strategies.

While I have focused so far on GAO's experience, I would like to remark
briefly on those of twe other federal entities, the Department of Defense
(DOD) and the Internal Revenue Service (IRS).

Department of Defense

‘The human capital issues facing the Departraent of Defense are not
fundamentally different from those facing other federal agencies today. In
the wake of extensive downsizing over the last decade, DOD is
experiencing significant workforce imbalances in terms of shape, skills,
and retirement eligibility, with the likelihood of a significant loss of
experienced personnel to retirement over the next few years and a
resulting decline in the abilily to accoraplish agency missions. Yet, until
recently, there has been very little action taken to address these problams,
especially on the civilian (or non-uniformed) side of DOD.

The last few decades have seen a dramatic decrease in the size of the DOD
worldorce. However, while it has come down considerably in size, it is still
by far the largest employer in the government. Because it is the largest
employer of federal employees in the competitive civil service, how DOD

° Human Capital: A Self-Assessment, Checklist for Agency Leaders (GAO/OCG-00-14G,
September 2000).
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approaches human capital management sends important signals about
trends and expectations for federal employment across government.

Last yesr, the Defense Science Board task force® identified several key
issues now evident across the total defense force, Within the civilian
workforce, it cited an insufficient number of properly trained candidates
in the pipeline, an aging workforce with little turnover, and limited
professional development opportunities.

DOD's Human Capital Challenges. Many of the human capital problems
that DOD is dealing with today are the result of its approach to downsizing
in the early 1990s. While DOD had tools available to manage its civilian
dowrsizing and mitigate the adverse effects of force reductions, its
approach to civilian force reductions was not really oriented toward
shaping the makeup of the workforce for the future. In contrast, DOD did
amuch better job managing active-duty military force reductions because
it followed a poliey of trying to achieve and maintain a degree of balance
between its accessions and losses in erder to shape its forces with regard
to rank, specialties, and years of service.”

The consequences of the lack of attention to force shaping can be seen in
the current age distribution of the DOD civilian workforce in comparison
to the distribution at the start of the drawdown. Specifically:

As of Septerber 1999, only 6.4 percent of DOD's civilian workforce was
under the age of 31, compared to about 17 percent in 1989,

Since 1989, there has been a 69 percent drop in the number of civilians
with less than 5 years of service, but only a 4 percent drop in the number
of civilians with 1130 years of service.

‘The net effect is a workforce that is not balanced by cohort group or
experience and that puts at risk the orderly transfer of institutional
knowledge. Although we cannot say what the ideal balance of employees
should be, the continuing increase in the number of retirement-age
employees could make it difficult for DOD to infuse its workforce with

* Final Report of the Defense Science Board Task Fm m Human Resources Strategy
{Office of the Under Secretary of Defense for Acquisi and Logisti
February 28, 2000).

¥ Human Capital: Strategic Approach Should Guide DOD Civilian Workforce
Management (RAO/T-GGD/NSIAD.00-120, March 9, 2060).
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new and creative ideas and develop the skilled civilian workers, managers,
and leaders it will need to meet future mission requirements. These
problems are even more severe in certain areas such as acquisition and
depot maintenance, where the proportional reduction in the size of the
workforce has been 47 percent and 59 percent, respectively, compared to
2 37 percent decrease in the DOD total civilian workforce. In addition, in
both of these areas, more than half of the current workforce will be
eligible to retire within the next 5 years.

Perhaps one of the more serious cases is the example that Senator
Voinovich cited in his recent Report to the President.’ That case involved
Wright-Patterson Air Force Base in Dayton, Ohio, headquarters of the Air
Force Material Command, which employs over 10,000 civilian federal
workers, It is an excellent example of the age and skills imbalance
currently affecting the defense workforce. Demographically, 60 percent of
Wright-Patterson’s civilian employees will be eligible for either early or
regular retirement by 2006. Over and above the problem of continuity and
succession, the Wright-Patterson exarple also demonstrates a growing
imbalance in DOD's engineering workforce as the need for new skills
ermerges in areas such as space operations, lasers, optics, advanced
materials, and directed energy fields.

The extended period of downsizing in these and other segments of its
workforce has put DOD on the verge of a retirement-driven talent drain.
DOD is facing potential shortages of experienced personnel in a variety of
areas, including active duty flight-rated personnei and other skill areas in
addition to the acquisitions and depot maintenance areas already
mentioned. Retired military personnel are one potential source of
experienced personnel. For example, in Iate 1999, the Air Force’s Air
Education and Training Command announced plans to fill 30 flight-rated
staff positions with civilian employees. This initiative was aimed at freeing
up active duty pilots to return to flying positions. Since, as we have
pointed out in the past, a civilian employee costs less than a comparably-
graded military person,’ finding a viable source of experienced civilians to

& Report to the Presldent The C‘nszs in Human. Capital, veport prepared by Senator
George V. i on Ovezsxght of Government Managerment,

Restructuring, and the District of ¢ bia, C 2 Gov 1 Affairs, United
States Senate, Deceriber 2000.

® DOD Force Mix Issues: Greater Reliance on Civilians in Support Boles Could Provide
Significant Benefits (GAO/NSIAD-85-5, October 19, 1084),
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replace active duty personnel in support roles could also yield significant
budgetary savings for DOD.

Military retirees have considerable knowledge, skills, abilities, and
experience that they can bring to some of these highly specialized defense
Jjobs. They could be a great source of employees that would offset the
expected loss of personnel to retirement while minimizing the loss of
personnel in whom a substantial investment has been made and who still
have valuable contributions to make. However, until recently, many
military retirees who took federal civilian jobs incurred significant
econondc penalties. A recent change in law, however, may improve the
Department’s ability to fill specialized positions with highly skilled,
experienced military retirees. The National Defense Authorization Act for
Fiscal Year 2000 repealed the dual-compensation limit that required retired
military officers and some enlisted retirees to forego 50 percent of their
military retired pay in excess of about $10,450 if they went to work for the
federal government. A pay cap also placed a limitation on the combined
military retiree pay and civilian employee salary an individual could
receive. The recent repeal of these limitations should make civilian jobs in
DOD more appealing to retired military personnel, allowing the
Department to continue to benefit from the experience and knowledge of
retirees after they leave active duty.

A byproduct of the downsizing of the DOD workforce has been a shift in
composition away from clerical and blue-collar oceupations with an
increasing percentage of professional, technical, and administrative
occupations. One of the implications of this trend is the need for
additional programs for training and development. In 1897, in response to
rec dations from the Cc ission on Roles and Missions of the
Armed Forces, DOD created its Defense Leadership and Management
Prograrn (DLAMP). This is a succession-planning program aimed at
preparing civilian enployees for key leadership positions throughout the
Department. Since its inception, nearly 1,500 DOD civilians have
participated in the program, and the first graduates completed the
program in late fall 2000.

The Search for Personnel Management Flexibilities, As we have
previously reported, not all barriers to more effective strategic human
capital management in the federal government stem from law or
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regulation.” Some arise out of long-standing perceptions about the
limitations placed on agency officials’ managerial prerogatives or basic
philosophies about how people shonld be managed. Over the last couple
of decades, DOD has considered a number of approaches to gaining
additional flexibility with which to manage its civilian workforce. This has
ranged from considering propasing its own persormel system
(independent from government-wide personnel rules) to the development
of various personnel demonstration projects involving particular units or
segments of the workforce.

Defense, like other federal agencies, is authorized by the 1978 Civil Service
Reform Act (5 U.S.C. 4703) to conduct personnel demonstration projects
with the approval of OPM. Over the years, Defense organizations have
sought and received permission to engage in a variety of projects aimed at
demonstrating the potential to improve the management of civil service
employees. Most of these demonstration projects have experimented with
changing various civil service policies or procedures, such as
broadbanding grade levels and implementing various pay-for-performance
or contributions-based compensation systems. For example, a recent
demonstration project approved by OPM is intended to enhance the
quality, professionalism, and management of the Department’s civiian
acquisition workforce.” This demonstration project is designed to provide
an encouraging environment that promotes the growth of all employees
and improves the local acquisition managers’ ability and authority to
manage the workforce effectively. It involves streamlined hiring processes,
broadbanding, simplified job classification, a contribution-based
compensation and appraisal system, revised reduction-in-foree
procedures, expanded iraining opportunities, and sabbaticals.

The Need For Strategic Workforce Planning. Seeking additional
flexibilities and developing demonstration projects, however, is likely to
do little to solve DOD's long-term human capital problems unless it first
engages in a concerted strategic workforce planning effort. As the Defense
Science Board task force reported in February 2000:

¥ Trangforming the Civil Service: Building the We of the Pu Results of @
GAO-Sponsored Symposiuvm (GAG/GGD-96-35, December 20, 1995).

! For details on this demonstration project, see Federal Regisler, Vol.64, No. 5, pp.1426-
1432, .

Page 33 GAO-01-965T



75

“Today there is no overarching framework within which the future DOD
workforce is being planned aside from the planning conducted within the
military services and ad hoc forums in the Office of the Secretary of
Defense. An overarching strategic vision is needed that identifies the kind
of capabilities, and the changes in human resources planning and
programs that will be required. (p. viii)” *

This brings us to the crucial foundation that DOD needs to put in place if it
is to solve its long-term human capital challenges—strategic workforce
planning. The Department needs to:

determine its current and future workforce needs,

assess how its current and anticipated future workforce compares to these
needs, and

develop effective strategies to fill the gaps.

Some work has recently begun in this area. The RAND Corporation
recently issued the results of a study conducted for DOD.” This report was
aimed at understanding the effect of Joint Vision 2010" on the defense
workforce. The researchers focused on three key questions to facilitate
workforce planning for the year 2010:

What changes in military missions, organizations, and technology are
anticipated by 2010?

To what extent will changes in military missions, organizations, and
technology affect defense work context and activities?

How will changes in work affect the desired characteristics of workers?

Efforts such as this need to be continued and expanded beyond the first
decade of the new century if DOD is to develop the workforce it will need
to fulfill our strategic national defense requirements.

* Final Report of the Defense Science Board Task Force on Human Resources Strategy
(Office of the Under Secretary of Defense for Acquisition, Technology, and Logistics,
February 28, 2000).

" Levy, D.G., Thie, .1, Robbert, A.A., Naftel, S., Cannon, C., Ehrenberg, R., and Gershwin,
M. Characterizing the Puture Defense Workforce (RAND, MR-1304-0SD, 2001).

" A document published in 1996 by Chairman of the Joint Chiefs, General Shalikashvili,
outlining his vision for joint warfighting in the early 21st century.
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Internal Revenue Service

IRS is revamping its hurman capital policies to help achieve its
congressionally mandated transformation to an agency that better
balances service to the taxpayers with enforcement of the tax laws. The
nassive modernization required by the IRS Restructuring and Reform Act
(the Reform Act} is virtually unprecedented for IRS and will require many
years to iraplement.

Strategic planning: Before using the full range of personnel flexibilities
available to it under current law and as made available by the Reform Act,
IRS first needed to develop an agencywide strategic plan that established a
framework for meeting its revised responsibilities. High-performing
organizations develop strategic plans that shape the human capital policies
and practices needed to align all employees toward achieving
organizational goals and objectives. Such a plan was particularly
important for IRS because, given the breadth of changes the Congress
expected it to make, the agency needed to thoroughly reconsider its
strategic direction. Further, at the same time that IRS was developing a
strategic plan pursuant to the Reform Act, it was also reorganizing into
four customer-focused operating divisions and aligning the division’s
efforts with its new suategic plan. Not surprisingly, developing a new
strategic approach and reorganizing in concert with it were time-
consuming tasks.

As part of its annual strategic planning and budgeting process, IRS revised
its strategic plans at the sgencywide, division, and field office levels in
October 2000. We found the plan to be well developed at the IRS-wide
level, reflecting the balance the Congress sought between taxpayer service
and tax compliance. However, the plans, developed by divisions and field
offices needed to be more specific, measurable and outcome oriented 1o
provide a road map for each employee’s daily activities. IRS is improving
its strategic planning process and is ewrrently deploying operational
balanced measures to the field office level.

Concurrent with developing its strategic plan, IRS began changing its
employee evaluation systers to better reflect the agency's strategic goals
and objectives. Such change was needed because, as we reported in
Gctober 1999, front-line employee evaluations were more heavily focused
on revenne production and efficiency than on customer service. IRS first
revised the evaluation system for 5 because these changes could
be made without negotiating with the National Treasury Employees Union
(NTEU), which represents front-line employees. Effective February 2000,
the new evaluation system for managers includes critical job elements that
reflect IRS’ strategic goals of balancing its customer service and
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compliance responsibilities while promoting enployee satisfaction.
Managers are also required to develop specific commitments about the
actions they will take to contribute to IRS’ goals and objectives. IRS is
currently revising the evaluation system for the remainder of the
workforce so that their critical job elements also reflect IRS' strategic
goals. IRS is discussing these proposed changes with NTEU and hopes to
have this system in place by fiscal year 2002. We are currently assessing
how effective these new employee evaluation systems are in cascading
strategic goals and ohjectives down to managers and front-line employees.

Failoring human capital opproaches. IRS has used personnel fiexibilities
authorized hy the Reform Act and flexibilities within existing personnel
systems to better tailor its human capital policies and practices to its
needs. For example, the Reform Act authorized IRS to establish up to 40
critical pay positions to attract senior managers with special knowledge
and skills that IRS would otherwise have been unable to attract. As of
early July 2001, IRS had about 24 positions filled under its new critical pay
authority. IRS also created a broadbanded personnel classification and pay
system to increase its flexibility in rewarding and utilizing managers. In
March 2001, IRS collapsed over 1,500 GS-14s and GS-13s into a single pay
band.

In addition to the personnel flexibilities provided under the Reform Act,
IRS used its existing personnel authority to foster employee behavior that
supports its new strategic goals. For example, IRS has provided training to
its employees on the new definition of customer service and how
customer service should be integrated into their daily activities, In
addition, IRS has put Into place personnel practices that the Congress
iailored to IRS’ circumstances when it passed the Restructuring Act. These
include, for instance, a prohibition on using tax enforcement statistics in
employee evaluations and termination procedures for employees engaging
in specific types of misconduct.

Employee involvement. To get employee buy-in, IRS has continued to
involve NTEU in developing and irplementing organizational changes. For
example, IRS and NTEU have partnered through efforts such as formally
structured partnering councils, business process improvement teams, and
cross unit committees. NTELJ has also been involved since the beginning
in IRS reorganization. For example, over 500 front-line employees worked
on reorganization teams. NTEU's President said that because the union
has been involved in the reorganization since the beginning, NTEU has
been willing to expedite union negotiations on certain mission critical
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items. For example, NTEU has expedited the development of new career
paths and position descriptions for IRS employees.

IRS has also involved NTEU and employees in developing the new front-
line employee evaluation system. However, IRS has been less successful in
obtaining employee buy-in to these changes. IRS has had difficulty in
obtaining NTEU agreement to the iraplementation of the employees’ new
critical job elements.

Summary

An agency’s people are its most valuable organizational asset in managing
for resulfs. After years of inattentiveness to human capital as a critical
management issue, and now that strategic human capital management has
earned GAO's governmentwide high-risk designation, the federal
government must take steps to meaningfully address its many human
capital challenges. In this regard, the federal government must take a more
strategic approach to human capital management. This area must be
Iinked to each entity’s strategic plan, core values, and organizational
realignment.

Fundamental human capital legislative reform will eventually becore a
reality. However, agencies must first take the steps available to them
under current laws and regulations to better manage their people. Second,
agencies and The Congress alike should explore several legislative
opportunities to help attract, motivate, and retain employees, both overall
and especially in connection with eritical occupations. Finally, all
interested parties should work together fo determine the nature and
exlent of more comprehensive human capital (or civil service) reforms
that should be enacted over time. These reforms should include placing
greater emphasis on skills, knowledge, and performance in connection
with federal employment and compensation decisions.

T believe that if the government is to maximize its performance and assure
accountability, then a fundamental shift is needed in the performance
management paradigm. Decisions regarding hiring, compensation,
promotion, and disciplinary actions must be driven more by employee
skills, knowledge, and performance, and less by the passage of time and
the rate of inflation, as they are today. The message we will send by
moving away from tenure-based decisionimaking and toward decisions
based on skills, knowledge, and performance, is simple: results count.
Federal employees and managers alike will get the message, but so will
prospective federal employees and members of the general public. They
will understand that the federal government is holding its people o the
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highest standards of accountability, and that understanding will make the
federal government a more prestigious, respected, and attractive
employer.

For further information regarding this testimony, please contact Victor S.

Contact and Rezendes, Managing Director, Strategic Issues, on (202) 512-6806 or at

ACkIlOWIngl’HthS rezendesv@gao.gov. For information specific to the DOD-related portion
of this testimony, please contact Henry L. Hinton, Jr., Managing Director,
Defense Capabilities and Management, on (202) 512-4300 or at
hintonh@gao.gov. For further information specific to the IRS-related
portion of this testimony, please contact Michael Brostek, Director, Tax
Administration and Justice, on (202) 512-9110 or at brostekm@gao.gov.
Individuals making key contributions to this testimony included Stephen
Altman, William Beusse, Ralph Block, Margaret Braley, Benjamin
Crawford, Charlie Daniel, Gilbert Fitzhugh, John Pendleton, Joseph
Santiago, and Jonda Van Pelt.
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Attachment I: Addressing the Human Capital
Challenge: Shared Responsibilities
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Attachment II

SErVING THE CONGRESS
GAQ’s STRATEGIC PLAN FRAMEWORK

Mission
GAC exists v suppart the Congress in mesting fts Constirutional
respentibilities and 1 irelp improve the pesformance and accountability of
the federal government for the bencfit of the American people.

GOALS
Paovipl TIMELY, QUALITY SERVICE 1D THE SUPRORT THE MAXIVIZE THE
CoNGRESS AND TME FEDERAL GOVERKMENT TRANITION VALUE OF GAQ
. e v -
o e

ror Annress CURREN'Y 10 RESPOND TO 1 4 Moke 6y BEING A
AND EMERGING CHANGING Restry Monn,
TureATS AND AC ORGANIZATION
AND TH FroiRAL FOR THE
CHALLENGES GOVERNMENT Fengras,
OF GLoBAL GOVERNMENT

INTERDEPRNDENCE,

Giobalization Qua
Gavarnmant Performat

Eeath cacs nests ond
finanging
Retirement inzome secury

s reiatiees
Strategic and anal
planning

Human capiat

iftuse sectsdy Mogas
Mitary capaniities ang
adness Government Ansnging and
‘accountabif
Bovernmantwioe
maragemen ceorms

Advensement af U S. Interests
Globalmanket fosces

Efective sysien of justics
Communty invesiment
Naturabrosuroes use and
‘ermonmental prelocton
Physical infastruztuze

ricy. o
‘elfechveness impivBITR
{afederst agendes

Core VaLu
Accountabifity integrity

Page 40 GAO-01-965T



82

Attachement 111
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STATEMENT OF THE HONORABLE SEAN O’KEEFE
DEPUTY DIRECTOR
OFFICE OF MANAGEMENT AND BUDGET
BEFORE THE
UNITED STATES SENATE
SUBCOMMITTEE ON OVERSIGHT OF GOVERNMENT MANAGEMENT,
RESTRUCTURING AND THE DISTRICT OF COLUMBIA

JULY 17,2001

Mr. Chairman and Members of the Committee:

Thank you for the opportunity to appear before the Committee to discuss the
Administration’s views on expanding flexible personnel systems government-wide. We
welcome your interest and the continued opportunity to work with you to strengthen the quality
of the Federal workforce so it can effectively serve the American people, both now and in the
future.

I am pleased that the Senate confirmed Kay Cole James last week. We are anxious to
work with her and the U.S. Office of Personnel Management (OPM) to jointly develop a plan
for the strategic management of human capital.

The President’s Management and Performance Plan

Strategic management of human capital is one of the key elements of the President’s
Management and Performance Plan. The Administration’s effort to strengthen the quality of the
workforce is being undertaken as part of a coordinated and coherent plan of Government
reform to improve Federal management and deliver results that matter to the American people.
The other government-wide elements of that plan include budget and performance integration,
competitive sourcing, improving financial performance, and expanding e-government. These
five initiatives not only work together, but also are mutually reinforcing. The combination of all
of these initiatives pursued concurrently is far greater than the mere sum of the parts. Eachis
dependent on the others to assure maximum advantage.

Strategic Management of Human Capital

The President has proposed to make the Government more citizen-centered. This
means ensuring that there is as little distance as possible between the citizens and decision-
makers by flatting the Federal hierarchy, reducing the numbers of layers in Government, and
using workforce planning to help agencies redistribute higher-level positions to front-line,
service-delivery positions that provide value for citizens.
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To accomplish this important goal, the Administration has asked each department and
agency to prepare a five-year restructuring plan, based upon a workforce analysis, as part of
the FY 2003 budget request and annual performance plan. This restructuring plan will outline
how the agency will restructure its organizations and its workforce to get the job done as
effectively and efficiently as possible. Agencies will reshape their organizations to meet a
standard of excelience in attaining the outcomes important to the Nation.

Near-term strategy

Agencies must make better use of the flexiblities currently in place to acquire and
develop (through recruitment, teaming, and reward strategies) excellent talent and leadership.
Just last week, in the course of the first meeting of the President’s Management Council, OPM
discussed the flexiblities currently available to departiments and agencies under current law.
Most of the deputies, who function as the agencies’ chief operating officers, were unfamiliar
with these flexiblities, as well as the tools and resources available to them. Given that, there are
now plans to disseminate best practices to allow agencies to take advantage of strategies
available under current law.

There also are many human resources flexiblities that have been successfully tested
through existing demonstration authorities. These flexiblities include broadbanding, pay for
performance systems and simplified hiring processes. OPM is convening a workgroup to
assess the successes and failures achieved under the demonstration projects and other
exemptions from Title 5 to determine how well existing human resources strategies support
agency mission, goals and other organizational needs.

Only when departments and agencies better understand and fully exercise the flexiblities
currently available to them can we determine what works. Then it will become opportune to
determine which demonstration projects should be considered for availability government-wide
and what statutory changes are needed to enhance management flexibility, permit more
performance-criented compensation, correct skills imbalances, and provide other tools to
recruit, retain, and reward a high-quality workforce.

The remaining challenge

The nature of the challenge we are facing is a civil service system that perpetrates a 20%
century hierarchical and process-driven culture. Federal personnel policies and compensation
tend to take a “one-size-fits-all” approach. Excellence goes unrewarded, while pay raises tend
to be diluted across the entire Federal workforce. Federal pay systems do not reflect current
labor market realities, and rewards are not strategically targeted to attract and retain a high
performing Federal workforce. For example, under current law, the entire General Schedule

2
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that covers almost every kind of white-collar occupation must be adjusted by a single
percentage in each of the 32 localities in the contiguous 48 States. Furthermore, procedures
for removing unproductive employees are too cumbersome, often taking months to complete.

High performance must become a way of life that defines the culture of the Federal
service. The civil service system should demand and deliver sustained excellence and high
levels of performance. It must use clear and carefully aligned performance incentives for its
individual employees, for its teams, and for its leadership which are tied clearly to reaching their
agency’s mission objectives. The civil service system must comprise talented people who are
attracted and retained by emphasizing the rewards of public service. Accountability for results
must be clear and meaningful, with positive rewards of success and real consequences for
failure.

Conclusion

I look forward to working with the Committee and Congress to reach our shared goal
of building, sustaining and effectively deploying the skilled, knowledgeable, diverse, and high-
performing workforce needed to meet the current and emerging needs of the Government and
its citizens.
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TESTIMONY OF
COMMISSIONER OF INTERNAL REVENUE
CHARLES O. ROSSOTTI

BEFORE THE

SENATE GOVERNMENTAL AFFAIRS
SUBCOMMITTEE ON OVERSIGHT OF GOYERNMENT MANAGEMENT,
RESTRUCTURING AND THE DISTRICT OF COLUMBIA
HEARING ON EXPANDING FLEXIBLE
PERSONNEL SYSTEMS GOVERNMENT-WIDE
JULY 17, 2001

INTRODUCTION

Mr. Chairman, three years ago next week, the Internal Revenue Service
Restructuring and Reform Act of 1998 was enacted. One of the keys and strategies to
delivering on RRA 98’s mandates is to develop and retain a highly skilled and motivated
workforce. Our employees are our single most important asset.

In devising our human resources management strategy, we greatly benefited from
RRA 98’s personnel flexibilities. They enabled the IRS to employ a number of important
personnel management techniques that made and will continue to make a critical
difference in recruitment, reshaping the workforce and performance management.

It is important to note that these flexibilities made an enormous difference
because they complement the many other initiatives and innovations already underway.
Much of what we are doing required no special authorization. But having the flexibilities
added some essential tools and greatly enhances our ability to achieve RRA 98’s broader
goals and our critical mission.

BACKGROUND

The flexibilities can be divided into three broad groups. The first consists of
authorities available to other agencies but for which special approvals are generally
required. Under RRA 98, the IRS was authorized to implement these changes either
directly, or with Treasury Department approval, without having to get outside clearance.
In this category are the “critical pay” authority, the authority to offer recruitment and
retention bonuses up to 25 percent of an employee’s base pay, and the authority to offer
“buy-outs” to employees.

A second group of RRA 98 flexibilities include human resources practices tested
in other agencies, but which are not generally available. The most important innovations
in this category are paybanding and category rating. A third category includes the
streamlined personnel demonstration project authority that exempts the IRS from many
of the constraints that generally accompany personnel demonstration projects.
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APPLICATION AND EXPERIENCE TO DATE

Our human resources management strategy is directed at meeting four major
challenges; developing a new leadership cadre, renewing the work force, transitioning
employees to a new organizational structure, and consistently inducing high levels of
individual performance. 1 will discuss each of these challenges separately.

Developing a New Leadership Cadre

The modernization program currently underway at the IRS is exceptionally large
and complex. Its successful completion will require a very high level of leadership at all
levels. Much of that talent is available from within the agency. For certain positions,
however, particularly those that require a high level of expertise in systems
modernization, leading large-scale organizational change, or improving our ability to
communicate effectively with our stakeholders, we have looked outside the federal
government.

RRA °98 gives us a unique flexibility in this regard, authorizing the IRS to hire up
to 40 individuals, each at an annual rate of pay not to exceed that of the Vice President.
The IRS’ “streamlined critical pay” authority s subject only to Treasury approval, with
appointees serving on limited-term performance contracts (some with additional financial
incentives) of up to four years in duration.

To date, we have hired 32 individuals under this authority (24 are currently on-
board) to fill such key positions as our Chief Information Officer, the Director of
Business System Modernization, the Taxpayer Advocate, and the Commissioners of the
Large and Mid-Size Business and Small Business/Self Employed Divisions.

Each of these individuals is top-notch, and it is clear that we would not have been
able to attract leaders of such caliber to the IRS (and to public service generally) without
this authority. However, it is just as clear that they must also be complemented by a
career senior executive corps of comparable excellence. The IRS is fortunate in this
regard. We have such a corps of career executives, and using a combination of existing
authorities, including performance bonuses and relocation and retention allowances, and
RRA °98 flexibilities (in this case, our streamlined demonstration project authority), we
will be able to create and sustain an excellent leadership team.

Renewing the Workforce

We were also able to effectively employ a combination of existing authorities and
RRA ’98 personnel flexibilities to recruit the most talented front-line professionals. In
recent years, budget constraints prevented the IRS from replenishing critical losses
among its most mission-critical occupations. For example, the IRS suffered a net loss of
over 2,500 Revenue Agents over the last five years, with potentially adverse
consequences to the fairness of our tax administration system. However, thanks to
congressional funding for FY 2001, the IRS was able to launch a major recruiting
initiative targeted at filling hundreds of entry-level CI Special Agent, Revenue Agent and
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Revenue Officer positions, as well as hundreds of positions in our newly-established Tax
Specialist occupations (including Tax Resolution Representatives and Tax Compliance
Officers).

Competition is keen for the accounting graduates who comprise the candidate
pool for these positions. In our case, we typically go head-to-head with the big
accounting and consulting firms for top graduates. To maximize our chances of attracting
qualified recruits, we developed a focused marketing strategy. Through focus groups
with IRS employees, students and professors, we identified those elements that could
serve as the basis for an advertising campaign. Both print and Internet media have been
employed to convey to prospective employees the opportunities available at the IRS for
challenging work and personal growth. After a 10-year hiatus, we renewed our
recruitment presence on college campuses. Twenty full-time recruiters now attend job
fairs and make recruiting visits.

Through the category rating authority provided in RRA 98, the IRS was able to
greatly expedite the hiring process. Under the new approach, candidates are assigned to
one of three categortes: “superior,” “exceptional,” or “qualified,” based on a review of
qualifications and an interview. The testing process is completed expeditiously and
offers can be made quickly to top-ranked candidates. The new process is faster, places
fewer burdens on the applicant, and allows more discretion on the part of the selecting
official.

Consistent with the human capital philosophy, we also targeted current employees
for advancement within the agency. Several hundred employees are among those
selected for the positions of Revenue Officer and Revenue Agent and for the new Tax
Specialist, Tax Resolution Representative, and Tax Compliance Officer positions.

The new recruitment and selection processes worked well with over 700 high-
quality new employees hired this year into these targeted positions. The results are in
part attributable to the category rating authority provided in RRA 98, but also to many
accompanying innovations.

Transitioning Employees to the New Organization

The shift from a decades-old geographic structure to one based on major taxpayer
segments required a comprehensive workforce transition strategy. Two key objectives
were to match employee skills with the requirements of new positions, and to ensure
productive employment for all workers.

Positions in the new structure were identified for all but approximately 4,000
employees. An aggressive workforce management effort incorporating the use of buy-
out authority, relocation bonuses and early retirement flexibilities provided by the Office
of Personnel Management was employed to reduce this to fewer than 500 transition
employees. [ want to stress two things; first, there have been no involuntary separations,
and transition employees seeking to upgrade their skills were provided training assistance

o)
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through a Human Resources Investment Fund created in partnership with the National
Treasury Employees Union. Second, the remaining transition employees are being
assigned meaningful work appropriate to their series and grade.

The transition strategy worked because we were able to couple existing
authorities with the important new ones provided in RRA 98. For example, Congress
made buy-out authority available to other agencies primarily for downsizing purposes.
Our purpose was not to downsize, but to reshape the workforce in accordance with the
new structure and concept of operations. It was important to have the authority to buy
out employees in positions where staffing levels were being reduced, and to use those
positions elsewhere in the organization where needed. At the same time, the buy-out
authority was only one piece of a strategy that included many other elements

Rewarding High Levels of Individual Performance

A fourth challenge we confronted was to create systems that keep employees
focused on organizational priorities. The new Balanced Measurement System identifies a
set of measures for each organizational unit that balances customer satisfaction, employee
satisfaction and business results. The Performance Management System links unit
objectives to individual performance. There is a direct link between the elements of each
manager’s performance agreement and the agency’s and unit’s performance goals.

In this regard, we developed a new executive and managerial performance
appraisal system that includes a core set of competency-based management
responsibilities that are tied directly to our balanced measures. These responsibilities are
tied to an individualized annual “performance contract” that commits our executives and
managers to achieving their part of our overall program plan. This insures a “line of
sight” between the IRS’ strategic goals and performance measures, and the commitments
and contributions of individual managers. This appraisal system for our executives and
managers began in FY 2000. We are also establishing these linkages to our front-line
employees as well. Working closely with our union, we will completely revise the
performance standards for every IRS employee, specifically aligning those standards with
our balanced measures system; these go into effect in FY 2002.

I would also note that these efforts did not require any special flexibility or
authority, just organizational commitment. And given time and the right level of
management attention, they will insure that high performance is visible and valued.
However, the real leverage comes when we complement these initiatives with one of the
key personnel flexibilities provided by RRA *98: paybanding.

As you may know, we already established a Senior Manager payband that covers
former GS-14 and 15 mid- and top-level managers, eliminating an entire management
layer in the process. Under that payband, base salary adjustments, except for
government-wide annual comparability increases, and bonuses will be specifically linked
to an individual manager’s performance appraisal rating, with salary reviews conducted
every two years. Tenure and longevity no longer play a role in these pay determinations.
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Indeed, as an individual’s salary increases, even higher performance ratings are required
for further pay raises. We will extend this paybanding concept to our Service Center
management structure later this year (again, eliminating a layer of management in the
process), with additional paybands in the works for our front-line managers and Criminal
Investigation Division Special Agents.

The paybanding authority made available in RRA 98 enabled us to link the results
of the individual performance assessments to senior managers’ pay. The senior manager
payband consolidates two salary grades. Managers progress from step to step within the
band only if their rating under the Performance Management System meets or exceeds
certain standards. Further, the standard for moving up a step increases the higher a
manager is within the band. Increasing the performance “bar” in this way will ensure that
only outstanding managers advance to the top of the pay band.

To date, the paybanding authority was invoked only for management employees.
As a first step toward pay banding for bargaining unit employees, the critical job
elements for all front-line employees must be rewritten to reflect the strategic goals set
forth in the new Balanced Measurement System.

CONCLUSIONS AND RECOMMENDATIONS

Many of the human resources management initiatives that I described are stilt
being implemented. It is too early, therefore, to make any definitive assessment of their
effectiveness. Nevertheless, the results so far are promising. We were aggressive in
identifying human resources practices and ideas that worked in other successful
organizations and tailored those to our organization. In some areas, such as the transition
strategy, our approach clearly worked, because we eliminated a 50-year old structure of
districts, service centers, regions and a large national operational office within 26 months
of RRA 98’s passage. This occurred with no disruption of service and with effective
placement or separation of nearly all employees whose positions were eliminated. And
again, the remaining transition employees have meaningful work assignments.

The key point with regard to the flexibilities is that they were effective because
they complement other elements of our human resources strategy. Category rating
authority, in the absence of an aggressive recruitment initiative would not have brought
needed results. Paybanding without an effective performance management system is
unlikely to induce higher levels of performance.

Most of the authority needed to execute the human resources strategy existed
prior to RRA 98. Many of the elements of our program represent practices already in use
at other agencies or in the private sector for which no special authorization was required.
However, the part of program that relies on the flexibilities made a critical difference in
overall performance. Without the flexibilities, we are competitive within the
government; with the flexibilities, we are also competitive with the private sector. Thank
you.
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Expanding Flexible Personnel Systems Government-Wide
July 17, 2001

Mr. Chairman and members of the subcommittee, I am pleased to be here
today to provide testimony about civilian personnel systems flexibilities granted by
Congress to the Department of Defense (DoD) in recent years. I will provide an
overview of those legislative provisions, examine how DoD has used them, and

finally discuss their impact to date on the workforce.
LEGISLATION TO GIVE DoD PERSONNEL SYSTEMS FLEXIBILITIES

Demonstration Project Authority

Congress gave the Department legislation that encouraged DoD to conduct
civilian personnel demonstration projects in DoD’s science and technology

reinvention laboratories (S&T reinvention labs) and for the civilian acquisition
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workforce DoD-wide. Initially authorized by the Civil Service Reform Act of

1978, personnel demonstration projects allow Federal agencies fo waive parts of

title 5, United States Code, to test innovative human resources policiés. DoDis

now conducting such projects under two separate legislative provisions:

o For the S&T reinvention labs, section 342 of the National Defense
Authorization Act (NDAA) for FY95, as amended; and

e For the civilian acqﬁisition wérkforce, section 4308 of the NDAA for FY96, as

amended.

Section 342 of the NDAA for FY95, as Amended. Section 342 of the
NDAA for FY95 permitted DoD to establish and operate demonstrations in the

S&T reinvention labs. Section 342 has been amended twice, as follows.

» Section 1109 of the NDAA for FY00 exempted employees of a laboratory
covered by an S&T reinvention lab demonstration from any statutory or
regulatory constraints in terms of supervisory ratios or maximum numbers of

employees in any specific employment category.

* Section 1114 of the NDAA for FYO1 shifted approval authority for S&T
reinvention lab demonstrations to DoD from the Office of Personnel

Management (OPM) which retains oversight authority pursuant to 5 U.S.C.
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1103(a)(5) and 1104(b)(2). Additionally, the Conference Report to accompany
the NDAA for FYO1 “urges” DoD “to provide the laboratory directors with

direct hiring authority, as authorized by this section.”

Section 4308 of the NDAA for FY96, as Amended. Section 4308 permitted
DoD, with the approval of OPM, to conduct a demonstration within the
Department’s civilian aéquisition workforce. Section 845 of the NDAA for FY98
expanded this demonstration authority to allow participation by supporting
personnel assigned to work directly with the acquisition workforce in teams

composed mostly of acquisition workforce members.

Pilot Program for S&T Labs and Test and Evaluation Centers

Two recent laws authorized pilot programs for two S&T labs and two test and

evaluation centers for each Military Department.

Section 246 of the NDAA for FY99. Section 246 allows to DoD explore
coopﬁ?ative relationships with academia and the private sector to perform research
and development functions. It included authority to waive DoD policies,
procedures, and regulations, not required by law, in order to achieve program

objectives.
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Section 245 of the NDAA for FY00. An additional pilot under section 245
allows DoD to explore ways to improve operational efficiency. The purpose was
to enable participating organizations to attract a workforce with the appropriate
mix of skills and experience, and to compete effectively in hiring the finest
scientific talent. This section specifies that the covered pilot program “is in
addition to, but may be carried out in conjunction with,” the program authorized by

section 246, This provision contains the same waiver authority as section 246,

Hiring and Pay Program for Scientists and Engineers

Section 1101 of the NDAA for FY99. This provision allowed the Defense
Advanced Research Projects Agency (DARPA) to appoint up to 20 scientists and
engineers from outside the civil service and the uniformed services and set their
basic pay up to level IV of the Executive Schedule (EX-IV) without regard to any
provisions of title 5, United States Code. Appointments may initially be made for
up to 4 years, with an optional 2-year extension. Thus, the maximum length of a
given appointment is 6 years. Those appointed may receive additional payments in
a 12-month period of up to $25,000, 25 percent of basic pay, or EX-I, whichever
amount is least. DARPA calls this program the Experimental Personnel -

Management Program for Technical Personnel.
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Section 1113 of the NDAA for FY01. The current National Defense

Authorization Act modified the DARPA authority in order to—

o Extend the program for 2 years (through October 16, 2005);

s Expand to 40 the number of positions DARPA may fill under this authority;

» Extend similar authé’rity to the Military Departments for use in designated labs
(up to 40 scientists and engineers per Department) and to the National Imagery
and Mapping Agency and the National Security Agency (up to a total of 10
such positions); and

* Clarify that employees may earn up to the maximum rate for EX-IV plus
locality pay.

We are in the process of delegating authority to fill the new positions to the DoD

Components involved.
DoD’s USE OF RECENT LEGISLATIVE PROVISIONS
Demonstrations

The S&T reinvention lab demonstrations are similar in nature to the

Department of the Navy’s successful China Lake demonstration. (The China Lake
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demonstration began in 1980; Congress made it a permanent, alternative personnel

system in 1994.)

Implementation and Operations. The current Acquisition and S&T
reinvention lab demonstrations are key to DoD's effort to recruit, develop, and
retain technology leaders and support a high-quality Acquisition workforce for the
21 Century. DoD initiated eight demonstrations between March 1997 and
February 1999 (seven S&T reinvention lab demonstrations and the Acquisition

demonstration).

DoD has already begun to use the authority granted by section 1114 of the
NDAA for FYO1 by publishing the proposed plan for a new demonstration in the
June 19 issue of the Federal Register. A total of three new S&T reinvention lab
demonstrations are slated to begin during FY02, and the Acquisition
demonstration will expand its coverage, as well. Approximately 29,000 employees
are now covered by demonstrations, with an estimated 10,000 more projected for

coverage in FY02.

The staff of the Office of the Secretary of Defense is actively involved in
designing and conducting demonstrations. The Military Departments handle their

day-to-day operations.
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Results evaluation by a party outside DoD is an integral part of these
demonstrations. Under contract with the Director, Defense Research and
Engineering, OPM’s Personnel Resources and Development Center will issue an
evaluation report on S&T reinvention lab demonstrations during FY02. For the
Acquisition demonstration, Cubic Applications, Inc., will submit a report during

FY03.

Flexibilities of Current Demonstrations. The hiring and pay innovations of
these demonstrations include broadbanding; performance-based pay; simplified,
accelerated hiring; scholastic achievement appointments; modified term

appointments; extended probationary periods; and a voluntary emeritus program.

Broadbanding. Broadbanding increases organizational flexibility while
reducing paperwork for classification actions and promotions.. Fifteen General
Schedule grades were grouped to form three, four, or five broadbands in a given
career path, depending on the occupations involved. Additionally, the Army and
Navy projects feature an “above GS-15" broadband covering the pay level fromr
the top of GS-15to SES Level 4. Up to 40 positions DoD-wide may be
established at this broadband level, which was designed for senior scientific and
technical managers who have both high-level technical and supervisory duty.

requirements.
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Performance-Based Pay. The projects test various performance-based pay

systems. All projects link within-band, basic pay increases and bonuses to
performax;ce assessments that translate into specific payouts from a pay pool.
Typically, high performers can advance within their broadbands faster than those
with lower ratings, while those rated unsatisfactory receive no payout from the pay

pools.

Pay pools are funded based on the pay increments previously used, under the
traditional personnel system, for within-grade increases, career ladder promotions,
quality salary increases, performance awards, and, in three projects, the annual

General Schedule pay increase.
Locality pay has not been incorporated into any project pay pool; itisnota
component of the pay for performance provisions. Thus, all project employees

continue to receive locality pay as they did under the General Schedule system.

Simplified, Accelerated Hiring. Most demonstrations waive the “rule of

three,” observe veterans' preference, and assess candidates by means of hiring
categories——basically qualified (70 points), highly qualified (80), or superior (90).
This eliminates the need to rank candidates from one to “n,” a time-consuming

process that adds little value.
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Scholastic Achievement Appointments. This feature lets management appoint

candidates with degrees to positions with positive education requirements. With
up-front planning and coordination with the servicing human resources office,

- management can make a jOb' offer within 5 days of the announcement using this
appointment authority and an open-continuous vacancy announcement. Generally,
for positions at a pay level lower than GS-7, step 10, candidates must have a 3.5 or
better grade point average on a 4.0 scale in the field of study the occupation
requires; meet minimurn qualifications of the OPM qualifications standards; and
meet any selective factors stated in the x;racancy announcemént. Appointments may
also be made at th; equivalént of GS-9 through GS-12 based on graduate
education and ekperience. For these appointments, candidates mﬁst have a grade
point average of at least 3.5 on a 4.0 scale for graduate courses in the field of study
required for the occupation. Veterans’ preference eligibles meeting these criteria

are considered ahead of other applicants.

Modified Term Appointments. Under demonstration authority, modified term
appointments may be used when there is no permanent need for ﬁle eﬁapioyee’s
services (e.g., when an activity is under review for reduction or closure, or wotk is
of a project nature}. Management may make modified term appointments for a

period longer than 1 year, but not to exceed 5 years (with an option for 1 additional
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year at local discretion). Employees hired under the modified term appointment
authority are eligible for conversion to career-conditional appointments if they

meet the following criteria:

* They must have been selected under competitive procedures, with the vacancy
announcement specifying that the person selected may later be eligible for
conversion;

* They must have 2 years of continuous service in the term position;

e They must be selected under merit promotion procedures for the permanent
position; and

« In the Army projects, they must have a current performance rating at a

specified level.

Extended Probationary Period. The projects typically extend the probationary

period beyond 1 year for professional series employees and those who, under the
traditional system, were in two-grade-interval series. For instance, in most S&T
reinvention lab demonstrations, scientists and engineers serve 2 or 3 years of

probation.

Voluntary Emeritus Program. Most demonstrations permit managers offer

retired or separated individuals voluntary assignments in their organizations and let
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them accept the gratuitous services of those individuals. Voluntary emeritus
éssignments are not considered employment by the Federal Government, except
for purposes of work-related injury compensation, tort claims procedures,
individual records, and conflicts of interest. Buy-outs or severahce pay based on
prior separation are not affected. This program may not be used to replace civilian

employees who occupy positions required to perform the mission.

Section 245 (and section 246) Pilot Program

On June 21, 2001, a memo implementing section 245 of the NDAA for FY00
was jointly signed by the Under Secretary of Defense for Acquisition, Logistics,
and Technology; the Under Secretary of Defense for Personnel and Readiness; and
the Acting Director, Operational Test and Evaluation Agency.

The purpose of the memo was to remove, to the extent permitted by law, any
existing DoD and Component impediments to the exercise of expedited hiring
authority by the directors of the laboratories and test and evaluation centers
participating in the pilot. Expedited hiring authority is the authority of the
laboratories and test and evaluation centers, consistent with applicable law, to
make tentative job offers (subject to security clearance, drug testing, and similar
requirements) in real time or near real time directly to individuals with high quality

scientific and engineering talent, using traditional and innovative recruiting
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methods (such as job fairs and internet searches). The memo asked the Military
Departments to identify and waive any of their policies, procedures, practices, and
regulations not specifically required by law that restrict or otherwise impede

expedited hiring within the pilot program.

The scope of the pilot program was extended to all science and technology
labs and test and evaluation centers designated to participate in the pilot program
under section 246 of the NDAA for FY99. (Section 245 specified that its pilot
program “may be carried out in conjunction with” the program authorized by

section 246.)

Hiring and Pay Program for Scientists and Engineers

The implementation of the provisions of section 1101, NDAA for FY99 fully
support the hiring and retention goals of DARPA, a small, highly specialized, and
talented group of approximately 120 program managers, rﬁjlita.ry and civilian.
DARPA is the central advanced scientific and technical research and development
organization within the DoD. It manages and directs high-risk, high-return
researéh and development projects to avoid techﬁological surprise from militﬁry
adversaries and bpromotes scientiﬁc and technological innovation in support of

National Security. The DARPA Experimental Personnel Management Program
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for Technical Personnel is critical to this mission, particularly for recruiting and

hiring program managers from private industry.

The scientific and engineering personnel hired uqder the program represent an
array of skilled and talented experts. The program enables DARPA to maintain a
desirable level of diversity among program managers by recruiting from non-
traditional industry sources. All appointees hold advanced degrees. All held
senior positions in the private sector in companies of various sizes in differing
industrial segments (for example, in the biology, technology, information
technology, engineering, consulting, and research industrial segments). All
appointees Weré senior scientists, managers, or directors holding positions up to
the president of the company before coming to DARPA. The 'companies
represented range from small businesses to larger, traditional, defense-based
companies. The ability to recruit and hire this caliber of employee has driven need

reform.
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IMPACT OF DoD’s RECENT FLEXIBILITIES AND PATH FORWARD
Demonstrations

Overall, I believe the’ﬂexibilities of S&T reinvention lab demonstrations and
the Acqhisition demonstration have had a positive effect on civilian human
resources mariagement in DoD. Broadbanding, the most dramatic innovation,
coupled with performance-based pay progression has the potential to support a

culture of improved performance in the DoD workforce.

External evaluation reports are due in FY02 for S&T reinvention lab
demonstrations and in FY03 for the Acquisition demonstration. The expected
. results will certainly clarify the full benefits of broadbanding and other

innovations.

Pilot Program for S&T Labs and Test and Evaluation Centers

The waivers DoD granted under this program will remain in effect for one

year. The benefits of these waivers are to reduce fill time by reducing upfront
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activity, to eliminate higher level approval of specific waivers, and to identify and
remove unnecessary personnel regulations not required by law or Government-

wide regulations.

Hiring and Pay Program for Scientists and Engineers

Based on the Depaftment’s ekperience to date, tﬁe DARPA Expérimenta}
Personnel Management Program fqr Technical Personnel, established under
section 1101 of the NDAA for FY99, has been very successful. This authority is
essential to DARPA’s ability to recruit and hiré highly qualifie;d science and
engineering personnel who would otherwise be unavailable to DoD. It allows
DARPA to continue to maintain the leading edge ‘x-iith highly skilled personnel
while contributing to the technological transformation of the Military Services and

National Security.

The program has been in operation at DARPA for over two years. From
October 1998 through October 2000, a total of 18 employment offers,
approximately 30 percent of all offers to scientists and engineers at DARPA were
made under the provisions of this program. Three offers were declined. One
declined because the salary cap would not meet the candidate’s requirements.

Another declined in order to accept what the candidate considered a more
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challenging offer from industry. The final declination was based on family issues

related to the timing of the required relocation to the Agency.

The candidates’ private sector compensation ranged from a low of $85,000 to
more than $240,000. The base salaries that DARPA was able to offer under the
program ranged from $82,500 to $125,900. DARPA also provided acceptance

bonuses of between $3,000 and $25,000.

The average time to complete the hiring process under the program, from
acceptance to report-for-duty date, averaged 34 days. This contrasts sharply with
the 3.5 to 10 month time-span DARPA had experienced during the 2 to 3 years

prior to implementing the program.

The scientific and engineering personnel hired undér the program represent an
array of skilled and talented experts. The program enables DARPA to maintain a
desirable level of diversity among program managers by recruiting from non-
traditional industry sources. All appointees hold advanced degrees. All held
senior positions in the private sector in companies of various sizes in differing

industrial segments.

It is essential that DARPA reward these employees in an appropriate manner.
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All ten employees hired during the first year of program who were eligible to
receive an annual performance rating were rated “outstanding” and received

monetary bonuses ranging from $5,000 to $25,000.

Section 1113 of the NDAA for FY01 expanded the provisions of this program
to the Military Services, NIMA, and NSA. Iam confident that the results of this
expansion will likewisé yield great improvements in DoD’s ability to recruit

cutting-edge scientific and technical experts.

There are other legislative provisions provided by Congress that improved our
ability to effectively manage our workforce. For example; Section 1121 of the
FY01 NDDA provided DoD more flexibility in paying for degrees. Previous law,
covering all federal empioyees, limited degrees to those in hard to recruit or retain
positions. The new law allows DoD civilians to obtain degrees at our expense, if
the degree is part of a systematic program of professional development. The
Department is now issuing final policy to implement this legislation. In addition,
section 922 of the FY01 NDAA authorized up to $15M for Information Assurance
scholarships for both current students and DoD personnel. The Department is
launching a pilot one-year program to fund some two dozen scholarships starting

with the Fall 2001 semester.
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Before concluding my remarks and on a related matter, I must express my
appreciation for the exceptional support provided by Congress to our downsizing
effort during the last decade. Congress has provided the Dg:pari:mcht with several
tools that were critical to our downsizing and trapsition. Likewise, I am
particularly grateful for the extension of our most important transition tools
through Fiscal Year 2003. Sy far the most effective of these has been the
Voluntary Separation Incentive Payment, or buyout, which has enabled us to avoid
more than 147,000 layoffs, since 1993. Its companion piece; the Voluntary Early
Retirement Authority, which allows retirement under reduced age and service
requirements, has allowed us to avoid almost 67,000 involuntary separations and
demotions since 1993. Beginning in Fiscal Year 2001, largely due to the work of
Senator George V. Voinovich, the Department used the new workforce shaping
buyout authority to overcome one of it biggest chaﬂenges—réshaping the
workforce to correct skill imbalances. Hopefully, this authority will be reaffirmed
by the 107® Congress for fiscal years 2002 and 2003, and the Department will
continue use of the new shaping buyout in combination with early retirements to
meet this challenge and to accomplish our traditional civilian employment

reduction targets.
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CONCLUSION

This testimony has been designed to provide a DoD perspective on the
personnel systems flexibilities recently provided to the Department by Congress.
This concludes my remarks. Thank you again for this opportunity to present our
experiences and express our views. I will be pleased to answer any questions ybu

may have.
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Mr. Chairman and Subcommittee Members: My name is Bobby L. Harnage Sr.,
and | am the National President of the American Federation of Government
Employees, AFL-CIO (AFGE). On behalf of the more than 600,000 federal and
District of Columbia employees our union represents, | thank you for the
opportunity to testify before this Commitiee on the controversial issue ¢f flexible

personnel systems in the federal government.

Introduction

As the members of the committee no doubt are aware, the federal government is
in the midst of a serious personnel crisis. This self-inflicted crisis is the result of
more than a decade of downsizing, privatization, contracting out, and failure to
match either private or public sector standards for pay and benefits. In addition,
political leaders have criticized, ridiculed, and demeaned federal employees and
the work they do, cynically feeding public misperceptions of government and the

people who make it work.

The statistics are grim. More than half of the career federal workforce will be
eligible for retirement within the next five years, and while some agencies are
attempting, with difficulty, to hire and train the next generation of federal
employees, their efforts are mocked by the administration’s orders to put an
additional 425,000 federal jobs on the chopping block as they begin to comply
with OMB'’s directive to “convert or compete” 10 percent of FAIR Act lists each

year.

In the meantime, others are asking what can be done to attract a new generation
of federal employees and retain the many who are being wooed by generous
offers in the private sector. In AFGE’s view, there is no proverbial “silver bullet”
answer to the government's personnel crisis. The Comptrolier General of the
United States, Mr. David Walker, has used the term "human capital crisis” to

describe the situation. He argues that modern management and economic
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theory has encouraged us to consider employees not as costs to be minimized,
but assets whose value is to be cultivated in order that they produce the highest
possible return. In the same way that it would not be rational to malign publicly
the quality or desirability of a purchased asset like a stock or piece of real estate,
it is not rational to vilify federal employees, it is not rational to undermine their
morale, standard of living, or valuation by refusing to pay competitive salaries; it
is not rational to withhold training, deprive them of resources and equipment
necessary to high quality performance — none of these personnel practices is

consistent with a “human capital” approach to personnel management.

Some might object to the term human capital in the sense that it treafs humans
as commodities to be bought and sold. But the value of the approach is that it
makes an economic argument against poor treatment of employees. And thatis
why | believe it is a useful way to look at the federal government’s personnel

crisis.

Expanded Flexibility Without Collective Bargaining Rights: The Case of DoD'’s

Contribution-Based Compensation and Appraisal System

I have been asked to address the question of whether expanding the use of
“flexibilities” in federal personnel systems will be a useful way to address the
human capital crisis. In short, | can answer that management flexibilities alone
will not solve the problems that comprise this crisis. In fact, exercise of some of
the flexibilities which have been proposed are more likely to exacerbate current

and future problems than to solve them.

AFGE's opposition to unilateral increases in management's authority or
“flexibility” is not a defense of inflexibility, rigidity or a challenge to the rights or
responsibilities of management. In principle, AFGE believes that any expansion
of federal management authority or flexibility must be counterbalanced with an

expansion in the rights of federal employees to negotiate or bargain collectively
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over the terms of change. Most unionized federal employees are currently
prohibited from bargaining over pay and benefits. These compensation items,
and the processes for determining their level and value, are written into federal

statute.

With federal pay and benefits written in statue, federal employees are able,
through the democratic process, to inform their elected political representatives
of their views on the adequacy and fairness of these statutory terms. We can
lobby the Congress for advantageous change; we can lobby to defend against
harmful change. If statutory protections are eliminated in order to make aspects
of federal compensation “flexible” in the sense of being susceptible to change
implemented unilaterally by management, the absence of collective bargaining
rights would deprive federal workers of any democratic process through which to
make our voices heard. An expansion in collective bargaining rights, then, would

be a necessary component of any expansion in management rights.

Indeed, it is difficult to understand why management would want to impose terms
on federal employees that they would not accept if given the opportunity to resist.
For example, the unilateral exercise of management flexibility could take the form
of implementing a new pay setting system. If employees consider it unfair,
inadequate, or disadvantageous, its chance of achieving desired management

resufts would be questionable at best.

One illustrative example is the Department of Defense’s (DoD) effort to replace
the current pay setting process for federal white collar pay with a management-
designed process called “Contribution-Based Compensation and Appraisal
System” (CCAS) which is a version of pay-banding. DoD designed this system
to exclude a meaningful role for the union and grant enormous discretion to
management. in CCAS, managers are able to make unilateral decisions
regarding the pay of individual employees. Pay matters that under Title 5 are

covered by government-wide laws and regulations which ensure at least some
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measure of consistency and fairness are, in the DoD’s CCAS-system, controlled

by local managers who are able to operate with extremely broad authority.

The system was designed by and for management. Pay decisions under CCAS
are made by a management panel, and bargaining unit employees have no right
to challenge their determinations through grievance or arbitration. The traditional
General Schedule within-grade increases do not exist in CCAS. Instead, the
funding meant for such pay adjustments is used to create a pool of money for

management to distribute at will.

One of the main ideas behind this “flexible” pay-setting system was to foster
teamwork and improve performance. However, with its overemphasis on the
contribution “scores” of individuals, and its “best to worst” ranking of employee
performance, the CCAS crudely pits one employee against another for a finite
amount of money. One co-worker's loss is another’s gain — and an “each man

for himself” environment is created.

AFGE’s Approach to Solving the Human Capital Crisis

AFGE believes that there are four broad policy changes which together would
resolve the federal government’s human capital crisis in a way that would be
advantageous to both taxpayers and federal agencies. Please note that they do
not preclude expansions in flexibilities for management or expansions in

collective bargaining rights for unionized federal employees.

1. Provide federal employees with compensation that is comparable to and
competitive with that paid by other large private and public sector employers.
2. Eliminate arbitrary Full Time Equivalent (FTE) ceilings and hire according to

agency mission needs.
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3. End the practice of contracting out all new federal work and privatizing work
that has been performed efficiently and competently by skilled and dedicated
public employees.

4. Restore the good reputation of public service by praising the quality and
challenging nature of federal employees’ work; the patriotism, dedication,
importance of their mission; and the value of the public sector in protecting

and promoting the public interest and our society’s general prosperity.
1. Federal Employee Compensation

No one engaged in the discussion over how to solve the federal government’s
human capital crisis disputes the fact that the pay and bebneﬁts package provided
by the federal government needs improvement. Indeed, AFGE believes that the
single most important step that Congress and the Administration could take to
solve its problems with recruitment and retention would be to implement the
Federal Employees Pay Comparability Act of 1990 (FEPCA). Signed into law by
the first President Bush, FEPCA was designed to close gradually the gap
between private sector pay and that of federal white collar employees. In the
years leading up to the enactment of FEPCA and in every year since, the
measured gap between federal and non-federal pay has measured 30 percent on
average nationwide. Although there are large variations in the size of the pay
gap from region to region, FEPCA set forth an affordable and fair method for
bringing federal salaries in fine with both national trends in private sector pay,

and the disparate trends of local labor markets.

The pay-setting mechanism embodied in FEPCA represents a balance between
the twin goals of treating all employees fairly and following the dictates of the
market. It provides for an annual across-the-board salary adjustment equal to
the Bureau of Labor Statistics’ (BLS) Employment Cost Index (ECI), a measure
of changes in private sector wages and salaries, minus one half of one percent.

In addition, FEPCA was supposed to have closed the measured gap between
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federal and non-federal pay in 33 localities in increments over a nine-year period
so that by 2003, federal pay would be, in the aggregate and on average, 90
percent of non-federal pay. But the Congress and two consecutive
Administrations have chosen to ignore FEPCA.

While federal employees have experienced modest improvements in pay during
the FEPCA period, they have made virtually no progress toward the goal of
private sector comparability in pay levels. Under these circumstances, it is litle
wonder that the federal government has experienced difficulties in recruitment

and retention of skilled federal employees.

Numerous ideas for addressing the federal government’s inferior pay scales have
emerged in the course of debate over the human capital crisis. They are all
offered in good faith, and should be considered earnest efforts to address what
has always been a difficult political issue. AFGE believes that ideas based upon
a zero-sum model of federal pay ~ taking away from one person or group in order
1o fund an increase for another — are bound to exacerbate the crisis, not improve
it. Into this category AFGE would place ideas such as contingent pay, payment
of one-time bonuses, incentive pay, and merit pay.

AFGE agrees that the provision of financial rewards for extraordinary
performance or to encourage certain types of employee behaviors, such as
relocation, retention, or initial recruitment can be a useful to federal agencies in
numearous circumstances. But these types of contingent pay schemes must exist
as supplements to the basic federal pay-setting system. In addition, they must
be funded separately and on a supplemental basis, apart from the regular pay
system designed to bring federal salaries in general up to private sector
comparabiiity.

Funding is at the heart of this debate over how to use pay to resolve the

government's human capital crisis. The proponents of contingent pay believe



117

that it is possible to reallocate existing federal salary funding in ways that will
lessen or eliminate the crisis. On the contrary, such a "beggar thy neighbor’
policy not only will fail to solve the crisis, it will exacerbate it. Using pay as a
punishment for some and a reward for others is not a recipe for success in an
organization as large and complex as the federal government. This is especially
true if the starting point for implementation of such a system finds the entire
group underpaid relative to their counterparts in the private sector and resenting
that fact daity.

Contingent pay as a solution to the human capital crisis is often presented in the
context of the more innocuous-sounding term “management flexibility.” The
argument of those in favor of the “management flexibility as the key to solving the
human capital crisis” appears to be that the most pressing comparability gap
between the federal government and the private sector is that federal managers
lack the flexibility that managers in the non-union private sector énjoy -a

managerial-comparability gap.

The proponents of enhanced management flexibility regarding federal pay
suggest pay banding and incentive pay that would not affect base pay as
examples of the kind of reforms which could help solve the government's
recruitment and retention problems. In fact, there is nothing in current law or
regulation that prohibits implementation of either of these changes, except the
requirement that they not be implemented unilaterally in cases where affected
employees have an exclusive representative. The only real obstacle to

implementation of these types of schemes is funding.

Federal managers shouid be using the broad flexibility granted them under
FEPCA that evidence shows they use only rarely. Under FEPCA, managers
have authority retention allowances of up to 25% of base pay. Another provision

of the law gives managers the authority to offer one-time bonuses of up to 25%
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of basic pay to recruit employees and/or relocate employees to less desirable

locations.

[n spite of the existence of such pay incentive flexibility under FEPCA, the Office
of Personnel Management (OPM) reported in December, 1999 that the special
pay incentives have only been received by less than 1% of federal employees.
Further, when these incentives are implemented, they have been most often paid

at a rate of 10% of basic pay, or less.

Although management has the flexibility to decide this issue under FEPCA,
AFGE believes that special pay incentives should be provided to groups of
employees, not to specific individuals. The first problem with individual-specific
incentives is favoritism. Favoritism and the suspicion of corruption have
bedeviled the majority of performance-based award systems that focus
exclusively on individual contributions. Especially in the context of a workforce
that considers itself underpaid generally, the temptation of managers to
overestimate the contributions of favored employees and underestimate the

contributions of others may be overwhelming.

A second problem with individual-specific incentives is that productivity
improvements are rarely, if ever, the result of one individual's efforts.
Government work is more often collaborative than solitary, and rewards need to
be shared among an entire group. Sometimes the contributions of an entire work
group are obvious; sometimes the fact that positive results were the product of a
group effort is less easily perceived. Granting an award to only one or a few
individuals from a group violates the standard of equal pay for equal work and

weakens morale by overlooking the many in order to reward the lucky few.

In this context, it is important to note that the federal government’s pay problems
are not confined to specific occupational categories. While recruitment and

retention in information technology fields has received the most attention
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recently, the inadequacy of federal pay is felt across virtually all occupations,
from blue coliar skilled trades to the highest managerial ranks. Again, although
FEPCA’s special rate authority allows the government to respond to market
forces affecting particular occupations, inadequate funding of federal pay

generally hampers even these mechanisms for addressing pay problems.

As previously stated, AFGE understands that the motivation behind proposals for
alternative federal pay systems is to facilitate improved recruitment and retention
of highly skilled federal employees. That goal cannot be met without adequate
funding of FEPCA. FEPCA’s special pay incentives, either in the form of one-
time bonuses or merit-based improvements in base pay, are properly viewed in
the law as supplements to the existing pay and benefits package. We continue
to believe that a full funding of the entire range of pay adjustments — including
those based upon labor market data and those based upon productivity data, is

the first step toward solving the human capital crisis.

Wages and salaries are not the only aspect of federal compensation that is
inferior to private sector standards. While periodic studies by the General
Accounting Office and the Congressional Research Service confirm that the
value of federal employee retirement benefits is roughly comparable to that
offered by large private and public employers, the health insurance benefit under
the Federal Employees Health Benefits Program (FEHBP) remains substantially
inferior. While premiums in the FEHBP have risen by an average of 36 percent
over the last four years (although premiums for Blue Cross/Blue Shield Standard
Option, which enrolls more than 50 percent of all program participants, have
risen 42% in the past four years), the measure of inferiority of FEHBP compared

1o the programs of other employers has worsened.

The government’s financing of FEHBP is based upon a complex formula which
results in its paying an average of 72% of premiums, with a 75% maximum and

no minimum. In recent years, the formula has vielded a contribution as low as
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55% of the premiums of some plans. Large employers in both the public and
private sector pay anywhere from 80% to 100% of premiums for their employees.
Anacther telling measure of the inadequacy of the government’s financing of
employee health insurance benefits is the fact that as many as 250,000 federal
employees who are eligible to participate in FEHBP decline to do so in spite of
the fact that they do not have coverage from another source. The last time a
serious study was undertaken was in 1989, when the Congressional Research
Service found that large private employers spent on average $1,100 more per
employee per year than the federal government spent on health insurance. As
the foregoing implies, that dollar figure reflects both that the government pays too
small a portion of FEHBP premiums and that it fails to cover a substantial portion
of its workforce. The fact that 250,000 of the federal government’s own
workforce are without health insurance because of inability to afford the
employee share of premiums suggests that FEHBP’s shortcomings are an

important part of the story of the government's human capital crisis.

2. The Persistence of Arbitrary Personnel Ceilings

The fact that federal agencies are prohibited from hiring above Full Time
Equivalent (FTE) ceilings, as dictated and enforced by the Office of Management
and Budget (OMB) is a crucial component of the federal government’s human
capital crisis. It is difficult to say whether the imposition of FTE ceilings which are
entirely unrelated to agency workloads or missions is a cause of the human
capital crisis, or whether the FTE ceilings themselves are the human capital
crisis. Nevertheless, lifting the FTE ceilings would go a long way toward making

the crisis disappear.

The current situation forces agencies to contract out federal government work
that could be performed more efficiently in-house, under the direct supervision of
agency management. When an agency reaches its FTE limit, however, it is

forced to contract out work it is obligated to provide, regardless of the financial

10
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cost. Taxpayer dollars are not the only thing that is wasted in FTE-ceiling-driven
contracting out. In agencies throughout the government, but most particularly the
Department of Defense, whole functions are privatized (such as electronic
communication) which create grave vulnerabilities in terms of national security,

and the ability to monitor contract compliance.

Further, as agencies acquiesce to the existence of the FTE ceilings, they
capitulate by contracting out the work that would otherwise become the ,
responsibility of federal employees entering the most productive years of their
careers. This is the story AFGE members tell again and again: Young
graduates enter the federal service, gain skill and experience at federal agencies,
and when they reach a “journeyman” level of professional competence, the
positions for which the agency has prepared them are no longer available in
house — they have been contracted out. The former federal employee then goes
to work for the contractor, taking his taxpayer-funded expertise with him. His
new employer, a private contractor, then “sells” this expertise back to the
government at a much higher price than it would have cost if the work and the
position had remained in-house. The taxpayer pays a salary to the employee
that the federal agency could have paid (sometimes higher, sometimes lower)
but also pays the contractor a fee for “providing” this experienced worker, as well

as a profit to the owner of the firm.

The difficulty federal agencies experience in hiring is often raised in the context
of civil service reforms which could alleviate the government’'s human capital
crisis. In many cases, the focus is upon the question of how to speed up the
hiring process in view of reports of the government’s losing out on the hiring of
desirable job candidates who accept offers from employers able to make on-the-
spot hiring decisions. AFGE supports any attempt to accelerate the speed of
hiring decisions, as long as merit principles, veterans’ preference, and internal

candidates’ rights are preserved.

11
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We believe that the focus on the speed of hiring decisions is misplaced. The
existence of FTE ceilings is the most significant bar to hiring, regardiess of
whether agencies’ decisions on particular candidates are slow or fast. Potential
federal employees know that these ceilings can be lowered at any time, and are
thus refuctant to risk embarking on a federal career for fear that their position

may be eliminated at any time.

The FTE ceilings serve no useful management purpose; their use is entirely
political in the most crass sense of that term. No private business or organization
would pluck an arbitrary number from the air and adhere rigidly to it, workforce
planning, mission, and cost be damned. Yet that is precisely what the federal
government has done, and with the predictable “human capital crisis” as its
result. As Paul Light of the Brookings Institution remarked recently in his
testimony to GAQ’s Commercial Activities Panel, the “headcount” straightjacket

serves only “to disguise the true size of government,” not restrain its growth.

3. OQutsourcing and Privatization Only Worsen the Human Capital Crisis

The facts that comprise the federal government's human capital crisis are in part
a result of the political decision to contract out work which federal employees
have traditionally performed. While the government has always contracted with
private firms for some services, the past decade has seen a shift in orientation as
contractors have organized to demand that the government turn over an
increasing portion of its work to the for-profit sector, arguing that the government

should not compete with the private sector.
Private firms have taken over a tremendous number of government services and

obligations over the past decade, with federal agencies signing contracts for such

traditional government services as the Navy-Marine Corps internal

12
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communications system, HCFA’s 800-number Medicare Information Hot Line,

and even contract oversight itself in the Department of Defense.

The issues described above — inadequate federal pay and benefits combined
with arbitrary FTE ceilings — have put the federal government in a weak
bargaining position vis a vis private contractors. While the Department of
Defense downsizing has meant a decline in agency workload, other agency
missions have either remained stable or, in cases such as the Social Security
Administration and the former HCFA, expanded as the portion of elderly in the
population has grown. Yet the number of workers on direct federal payrolls
declined by more than 300,000 by Presidential edict.

The government has thus been in a vulnerable position which contractors have
exploited. Agencies must carry out their missions, but they cannot hire according
to workload. They have no choice but to pay what the contractors demand, even
if the work can be done more cheaply and more effectively by federal employees,
and even if the work should be done by federal employees, for reasons of

national security, public interest, or public safety.

In this context, private contractors are eager to profit from the human capital
crisis by taking over federal government work. They are not bound by FTE
ceilings; they are not bound by the inadequate pay set forth under the General
Schedule or the Federal Wage System (FWS). Although their contracts are paid
from the same source — tax revenue — as federal agencies, unlike agencies hiring
federal employees, the contractors are able to pay competitive salaries and
benefits when they choose to do so. They are also able to pay very low wages

and no benefits when the market permits.
AFGE has proposed a legislative solution to some of the problems associated

with contracting out, $.1152, The Truthfulness, Responsibility, and Accountability
in Contracting Act or TRAC Act, and | would like to thank the Chairman, for his

13
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leadership and sponsorship. In addition, | would like to invite the Senators on the
Committee to sponsor the legislation as well. TRAC would require public-private
competitions prior to contracting out of new federal work, and at the time of
contract renewals. It would prohibit contracting out in cases where the only cost

advantage of the private firm is the payment of inferior wages and benefits.

Does the government face a human capital crisis in its “shadow” private
contractor workforce? If not, why not? Accessing the data to answer these
questions would take us a long way toward understanding the solution to the
government's human capital problems with its “on the books” workforce.
Passage of TRAC would allow the government to gather and analyze data on the
contractor workforce, including its size, cost, productivity, salaries, benefits, age,

experience, and skill.

The passage of TRAC would not preclude the use of further privatization or
contracting out as a means of evading the true causes of the government’s
human capital crisis. TRAC would merely force the government to begin making
contracting decisions on the basis of objective cost criteria, and provide the
public with a more accurate picture of the size and cost of the government

waorkforce.

5. Restoring the Status of Career Federal Service

Federal employees bear the brunt of sarcastic criticism from politicians of both
political parties. They are abused, ridiculed, and accused of being underworked
and overpaid. They are routinely vilified as the enemies of freedom, democracy
and American values. Their work is described as shoddy, their abilities
constantly questioned. It is no wonder that federal agencies encounter

reluctance on the part of job seekers to accept employment with the government.

14
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The constant disparagement of our government and of government employees
may be expedient for politicians, but it is a disservice to our nation. Public
service has for generations been considered an honorable and respected career,
and there is no reason that its status cannot be restored. Federal employees are
rightly proud of the work they do protecting our borders, the safety of our food
supply, our medications, our transportation systems, the air we breathe, and the
water we drink. Federal employees make sure our nation’s veterans receive the
benefits and health care they have earned, and maintain our military readiness.
They make sure survivors and seniors receive their Social Security checks and
that college students receive their loans. They help low-income Americans
obtain housing, health care, and job training. Federal employees protect the
stability of the banking system, the stock market, and America’s role in
international markets. They engage in medical, scientific, and technological
research that lay the groundwork for economic growth and the improvement in

living standards for all Americans.

And yet in spite of these important roles, and in spite of the fact that this work is
performed in a highly effective and efficient way by loyal, dedicated, and skilled

federal workforce, federal employees often get no respect.

There is much evidence that the generation of workers now entering the labor
market places a high value on the opportunity to make a positive social
contribution. Polling data indicate that this generation is community- and family-
oriented, and wants careers that allow them a sustainable balance between
career and family. In order to appeal to this group, the bureaucrat bashing must
come to an end. It is important to get the true message out — that federal service
is a worthy career. Public service and the desire to do worthwhile work are a

natural fit.

While the inadequacy of federal salaries and health insurance benefits are the

most pressing compensation issues, the federal government should do all it can

15
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to supplement the existing salary and benefit package with additional benefits to
attract newcomers. The benefits most likely to achieve these goals include
payment of student loans, alternative work schedules, telecommuting
opportunities, child care and transportation subsidies, and paid time off to meet
family needs.

The government’s recruitment efforts must convey a positive message about the
value of public service. Potential employees must be given realistic assurance
that a career in the federal government will provide opportunity for growth and
advancement, both professionally and financially. Employers may try to delude
themselves that workers want temporary employment; AFGE contends that
workers want economic security, and the knowledge that their employer will
continue to value them as they develop their skills. In this context, | urge the
Committee to reject proposals to address the human capital crisis with a program
of hiring temporary or contingent employees. This approach is not much more

effective than contracting out, and merely prolongs the crisis.

Conclusion

AFGE is ready to work together on any and all serious initiatives designed to
rebuild the federal service. We have struggled to maintain the quality and
integrity of federal agencies in spite of decades of inadequate budgets and
confused and conflicting managerial initiatives. As one generation of federat
employees prepares for its retirement, a new generation of federal employees
must be hired, trained, and provided with career opportunities that measure up to

alternatives in both the private and pubtic sectors.

We understand that those who offer up management flexibility are responding to
the human capital crisis under the assumption that no additional funding wilt be
made available to resolve it. Enhanced flexibilities can play a constructive role

even under such constraints, but they must include enhancements in collective
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bargaining rights for unionized federal employees in order not to make today’s

enormous problems even worse.

Adequate pay, adequate staffing, a reasonable expectation of job security, and
public respect -- these are the four components which are necessary conditions
for the federal government to recruit and retain the workforce it needs for the 21
century. This concludes my statement, and | will be happy to answer any

questions Members of the Committee may have.
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Chairman Durbin, Ranking Member Voinovich, Members of the
Subcommittee, my name is Colleen Kelley and I am the National
President of the Natiénal Treasury Employees Union {NTEU}. NTEU
represents more than 150,000 federal employees across 25 agencies

and departments of the federal government.

Thank you for the invitation to appear today to discuss the
flexibilities available to the federal government and examine
whether or not these flexibilities may hold the answer to the
government’s increasingly severe recruitment and retention
difficulties. As the President of the Nation’s largest
independent federal employee union, I very much share your
interest in solving the human capital crisis the federal

government faces.

The General Accounting Office’s (GAQ) action in placing
Human Capital Management on its High Risk List underscored NTEU’s
own long-held views. For too long, too little attention and too
few resources have been spent on the federal government and its

employees. There's little question why we face the crisis we do

today.

According to the Bureau of Labor Statistics, in some parts
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of the country, the gap between private and public sector pay is
as much as 30%. The Federal Employees Pay Comparability Act,
which was designed to close this gap between private and public
sector pay, has been on the books for 10 years now. It has never
been fully implemented; even in this time of record budget
surpluses, it has not been implemented. Yet, for most
prospective employeeé, the most critical element in deciding

whether or not to accept a job is salary.

Unfortunately, the Administration’s response to this crisis
has been to propose only a 3.6% federal employee pay raise next
yvear. Although the House and Senate Budget Committees adopted
bipartisan language as part of the FY 2002 Budget Resolution
making clear that federal employees should receive identical pay
raises to their military counterparts next year, at least 4.6%,
the Administration continues to press for only a 3.6% raise for
federal employees while suggesting that the military pay raise
should be as high as 5%. This is not reflective of an

Administration that takes the human capital crisis seriously.

Frankly, Mr. Chairman, a decision to fully implement FEPCA
and provide federal employees with compensation that mirrors that
received by their private sector counterparts would do more to
address recruitment and retention in the federal government than
all of the federal government’s other incentive programs

combined.
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Acquiring and retaining employees with the best skills is a
challenge for all employers. It isvparticularly so for the
federal government. Federal agencies are so often hamstrung by
restrictive funding levels and forced to shuffle resources
between competing priorities and from one account to another,
that they are never able to adeguately fund the range of programs
they need to become an employer of choice. This 1s precisely the
situation agencies face once again for Fiscal Year 2002.
Discretionary funding levels provided in the Budget Resolution
are inadequate to meet current needs; never mind the challenges

of 2002.

As the Committee knows, federal agencies currently have a
wealth of flexibilities available to them. There are programs on
the books that permit agencies to offer retention allowances of
up to 25% of salary, bonuses of up to 25% of basic pay,
performance awards, student loan repayment awards, incentive

awards and even bilingual awards.

In December of 1999, the Office of Personnel Management
reported that overall, only 0.14% of all Executive Branch
employees received recruitment, retention or relocation
incentives (3Rs) in Fiscal Year 1998. Recruitment bonuses were
given 0.3% of the time. Relocation bonuses were given to 1.0
percent of employees and 0.09% of employees received retention

allowances. Less than 1/4 of 1% of the federal workforce



132

received any form of recruitment, retention or relocation

incentive in Fiscal Year 1998.

When asked what the most common impediments were to greater
use of these types of incentives, agencies cited budgetary
constraints. (See: The Three R’s - Lessons Learned From
Recruitment, Retention, and Relocation Incentives) —Agencies
simply are not being given the resources necessary to fund the
very programs and incentives that might actually help them solve
the human capital crisis. It makes little sense to offer this
range of incentives to agencies, encourage them to use them to
solve their human capital crises, yet provide them with no money

or resources to accomplish the goal.

Adequate and stable agency funding coupled with appropriate
pay, benefits and incentives are the keys to insuring that the
federal government is able to attract, hire and keep the best
employees. There is a federal pay law on the boocks, but it is
not funded. There are flexibilities and demonstration project
authority and a virtual laundry list of programs available to
federal agencies to deal with the recruitment and retention
problems they face, but they, too, are not funded. The problem,
Mr. Chairman, is not a lack of options, it is a lack of
resources. What is needed is a willingness on the part of the
Administration and Congress to provide the resources necessary to

get the job done. Until a decision is made to provide federal
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agencies with funding levels that reflect their missions and
their needs, the federal government’'s recruitment and retention

problems will remain in crisis.

As critical as I believe stable and sufficient funding
levels are to solving the human capital crisis, there are other
steps we should also be taking to address these serious resource

management problems.

Mr. Chairman, I want to take this opportunity to thank you
for your leadership in introducing S.1152, legislation designed
to bring fairness to the federal government’s contracting out
decisions. More dollars are doled out to contractors each year
than are spent on the federal workforce, yet there is little or
no oversight cf these contracts once they are awarded. No one
can be sure if any real cost savings has been achieved, or even
if government services for taxpayers have been improved. What we
do know, however, is that directives to meet contracting out
guotas, such as those recen:tly issued by OMB, send an
unmistakable message to federal employees that they are not

valued.

The Administration’s misguided directive calls on agencies
to put up for competition, or directly convert to the private
sector without any competition, at least 5% of the jobs on their

FAIR Act inventories during FY 2002. For FY 2003, the directive
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continues, 10% of agency jobs should be arbitrarily opened to the
private sector. These arbitrary quotas are being pronounced with
no evaluation of the potential impact on the agency’s delivery of
services or migsion, and clearly with no concern as to the impact
these directives are likely to have on the federal government's

already severe recruitment and retention crisis.

We cannot continue to allow agencies to arbitrarily award
contracts to private companies while simultanecusly letting
valuable resources - our federal employees - slip away. That is
what 8.1152 is designed to prevent. It will bring a measure of
accountability to the federal government’s contracting practices.
Too, I believe, its enactment will provide another tool to help

us better address the government-wide human capital crisis.

With regard to personnel flexibilities in the IRS
Restructuring and Reform Act of 1998 (RRA 98), a major
disincentive for the employees we represent at the IRS is Section
1263 of RRA.98. Section 1203 lists ten infractions for which IRS
employees face mandatory termination. The infractions range from
extremely serious - harassment of a taxpayer - to failure to file
an income tax return on time. The broad scope and vague nature
of the "10 Deadly Sins' has created nothing but anxiety and

confusion in the workplace.

IRS employees have always faced discipline, up to and



135

including dismissal, for these same violations. However,
adoption of the mandatory firing p;ovision by Congress has had a
chilling effect on collections as well as morale at the IRS. No
other government employee in the executive, judicial or
legislative branch - and in fact, no other taxpayer - must be
fired solely on the basis of filing their tax return one day
late. The law applies even when the late filing employee is due

a tax refund.

Of the approximately 1,300 charges that have been filed
against IRS employees for harassment, or retaliation against a
taxpayer since the law was enacted, only 7 of the charges have
been substantiated by the Inspector General for Tax
Administration. Making a minor change in the law allowing
penalties less than mandatory termination in these situations
seems to be not only a reasonable step, but a positive step
toward addressing a serious disincentive to federal employment.

NTEU seeks this Committee’s help in this endeavor.

Lastly, I want to comment on proposals that have been made
to institute "pay for performance®" or "pay banding" in an effort
to address the human capital crisis. The IRS is preparing to
implement a payband for its senior managers. It will allow
greater flexibility when setting salaries, however, it, too will
require adequate resources to work. Without funding, it will be

just another effort to address the crisis that exists only on
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paper.

Pay for performance has also been suggested as a step toward
improving the federal workplace. NTEU is not opposed to pay for
performance, however, we strongly believe that pay for
performance, as well as pay banding, must be accomplished in the
context of collectivévbargaining. Current performance
evaluations are widely viewed as subjective, susceptible to
favoritism and in some cases discriminatory. Only by allowing
for collective bargaining in the design and implementation of a
performance management system will employees have faith in, and

respect for, the system.

Here again, however, without additional resources to make
such a system work, the only way some employees would receive
raises is if others did not. 1If all the employees in the pay for
performance setting performed admirably, would the system provide
for all of them to receive the appropriate raise? This, too,
will require adequate resources and the potential exists to make
the crisis worse if a pay for performance proposal were not

properly funded.

Thank you again, Mr. Chairman for this opportunity to appear
before your Subcommittee. I look forward to working with you on

these and other issues and am pleased to answer any questions.
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Good afternoon, Mr. Chairman and members of the Committee. The National Academy of
Public Administration appreciates this opportunity to provide information to the Subcommittee
regarding the extension of flexible personnel systems governmentwide.

The Academy applauds the Subcommittee’s interest in providing additional flexibility to federal
agencies. Approximately 100 independent agencies carry out unique missions within the United
Stated government structure. Their functions and responsibilities require them to interact in
various ways with private and public institutions and businesses operating in a wide array of
fields of endeavor. In spite of this diversity they are required to operate within the same
personnel system built upon 19 century principles of centralized policy development, selection
from precisely numbered lists of job candidates, uniform pay scales, and a “one-size-fits-all”
philosophy. In today’s competitive environment for talent such a system is 2 detriment to the
recruitment and retention of an effective workforce. ]
Additional flexibility is needed to accommodate the rapidly changing nature of work and the
corresponding adjustments needed within organizations. The Academy believes that the current
civil service system needs to be reformed to allow it to operate in this modemn environment.
Such reform will take time to effectively structure and to legislate. In the meantime, certain
flexibilities that are currently unavailable to most agencies have been tested for years and have
proven to be usefill tools in improving agency effectiveness. In the 1978 civil service reform
Congress established a process for structuring “demonstration projects” to permit agencies to
test new approaches to personnel management. The concept was to extend successful approaches
'governmentwide. The Academy believes that the extension of successful approaches makes
good sense and is in keeping with Congressional intention in the last civil service reform.

With that in mind, three concepts particularly recommend themselves for consideration. All
three have been tested for at least 10 years and one for over 20 years. The first in “length of
service” is broadbanding. The technique was approved in 1980 for use at the Navy’s China Lake
and San Diego weapons laboratories. It involves grouping federal pay grades into several pay
bands and permitting greater flexibility in setting pay, promotion, and reassignment within the
broader pay band. The approach has been extensively monitored and evaluated by the U.S.
Office of Personnel Management, which has reported in numerous studies over the last two
decades that the laboratories have been able to recruit and retain quality employees at higher
rates than the traditional system. Overall salary costs have increased by only 3 percent over that
20-year period. Congress has extended the authority to nine additional agencies since then
including GAO, CIA, FAA, FDIC, and TRS to name a few. We are not suggesting broadbanding
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should be the new single system governmentwide, rather agencies that would like to use this
flexibility should be permitted to do so. E

Earlier this year the Academy was asked to review the Reduction-in-Force (RIF) system at China
Lake -- at both its Mojave Desert and Point Mugu locations. - We were particularly interested in
their approach to structuring their RIF competitive levels since the paramount criteria in
determining retention credit in their system is performance rather than career tenure as in the
regular federal system. The installations had conducted 2 RIFs simultaneously — one for
employees in the Demo system and one for those in the traditional system. The RIFs were -
conducted at the same time, by the same management, in the same facilities, using the same
management controls. The results were illuminating. -Both systems used five performance
levels ranging from Unsatisfactory to Outstanding. In the traditional system, of those terminated
or downgraded, 65 percent were in the top 2 performance levels — Qutstanding and Highly
Successful. In the Demo system, only 14 percent of those similarly impacted were Outstanding A
or Highly Successful. If our goal is to recruit high quality employees into the federal service and
retain them, broadbanding and the RIF.approach described previously strongly lend themselves
for your consideration.

The third approach has been used by the Agriculture Department for over 10 years. Itis an
alternative to the “rule-of-three™ which has been recommended for elimination many times,
including by both the National Academy of Public Administration and the Merit Systems
Protection Board (MSPB). A demonstration project was structured for the Forest Service and the
Agriculture Research Service in 1990 and authorized by Congress. - Rather than requiring job
applicants to be listed in absolute score order and selections made from the top three (a process
that is time consuming, litigious, and creates a false appearance of valid precision), they were
permitted to place candidates into one of several quality categories (e.g. highly qualified,
qualified, unqualified). Selecting officials could select anyone from the top group and then from
the next group if there were insufficient candidates. Veterans were placed at the top of each
category and were selected first. The demonstration project was so successful that Congress
approved it for permanent use for Agricutture in 1995. Since then several agencies have been
authorized to use the approach.

The National Academy of Public Administration believes that these three approaches have been
extensively tested and have proven to be effective. They should be made available as alternative
personnel systems, under the overall structure of Title 5, to all federal agencies. The U.S. Office
of Personnel Management (OPM) can provide guidance on their appropriate use for those’
agencies wishing to adopt them as they did during the initial crafiing of the demonstration
projects. Enacting these changes would not alter fundamental merit principles, leaving an
established tenet of the current system completely intact.

Thank you Mr. Chairman for the opportunity to testify.

Attachment
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National Academy of Public Administration’s Related Publications and Studies
Publications

Modernizing Federal Classification: An Opportunity for Excellence (1991)
A report suggesting objectives and criteria for a new federal classification system, offers a model for such
a system, and outlines steps and issues for design and implementation. )

Effective Downsizing: -A Compendium of Lessons Learned for Government Organizations (1995)
. A pragtical resource to help organizations formulate action plans for downsizing, showcasing best
practices for managing workforce reduction.

Strategies and Alternatives for Transforming Human Resources Management (1995)
A reference for developing a mission driven value added approach to managing people.

Modernizing Federal Classification: Operational Broad Banding System Alternatives (1995)
A report on broad banding models designed to improve work and organizational management,
classification and pay administration. ) -

Innovations & Flexibilities: Overcoming HR System Barriers (1997)
A reference to help identify barriers to the implementation of innovation and system flexibilities.

Entry Level Hiring and Development for the 21 Century: Professional and Administrative
Positions (1999) This resource outlines a comprehensive set of changes to entry-level hiring methods to
improve the quality of candidates, increase candidate knowledge of agency programs, uphold merit
principles, improve process timeliness, reduce complexity and burden, and contribute to the government's
goal of having a diverse workforce.

Studies

Naval Research Lab (1999): Analyzes Naval Research Lab (NRL) position management program in the
context of NRL’s future implementation of a revised personnel system.

"Federal Aviation Administration(1999): Review of the effectiveness of FAA new human resources
management system reform, including design and implementation, and gives specific recommendations
as to how the reform objectives can be better achieved.

Peace Corps (1999): Recruitment and Retention of IT Employees: Identifies approaches and
techniques most relevant to helping the agency compete in today’s rapidly changing IT labor market.

Department of the Navy (2000): Civilian Workforce 2020: Strategies for Modernizing Human
Resources Management in the Department of the Navy: Examines both external and internal trends in
employment and makes recommendations on strategies to shape the future force to meet mission goals.

Department of the Navy Naval Air Warfare Center Weapons Division (2001): Review of
Demonstration Project Reduction in Force Procedures implemented in November 1999.



		Superintendent of Documents
	2010-08-18T02:12:00-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




