AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

[H.A.S.C. No. 111-38]

DEPARTMENT OF DEFENSE NATIONAL

SECURITY PERSONNEL SYSTEM

HEARING
BEFORE THE

READINESS SUBCOMMITTEE

OF THE

COMMITTEE ON ARMED SERVICES
HOUSE OF REPRESENTATIVES

ONE HUNDRED ELEVENTH CONGRESS

FIRST SESSION

HEARING HELD
APRIL 1, 2009

U.S. GOVERNMENT PRINTING OFFICE
53-942 WASHINGTON : 2010

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512-1800; DC area (202) 512-1800
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001




READINESS SUBCOMMITTEE
SOLOMON P. ORTIZ, Texas, Chairman

GENE TAYLOR, Mississippi J. RANDY FORBES, Virginia
NEIL ABERCROMBIE, Hawaii ROB BISHOP, Utah
SILVESTRE REYES, Texas MIKE ROGERS, Alabama

JIM MARSHALL, Georgia TRENT FRANKS, Arizona
MADELEINE Z. BORDALLO, Guam BILL SHUSTER, Pennsylvania
HANK JOHNSON, Georgia K. MICHAEL CONAWAY, Texas
CAROL SHEA-PORTER, New Hampshire DOUG LAMBORN, Colorado
JOE COURTNEY, Connecticut ROB WITTMAN, Virginia
DAVID LOEBSACK, Iowa MARY FALLIN, Oklahoma
GABRIELLE GIFFORDS, Arizona JOHN C. FLEMING, Louisiana
GLENN NYE, Virginia FRANK A. LoBIONDO, New Jersey
LARRY KISSELL, North Carolina MICHAEL TURNER, Ohio

MARTIN HEINRICH, New Mexico
FRANK M. KRATOVIL, Jr., Maryland
BOBBY BRIGHT, Alabama
CATHY GARMAN, Professional Staff Member
JOHN CHAPLA, Professional Staff Member
MEGAN PUTNAM, Staff Assistant

1)



CONTENTS

CHRONOLOGICAL LIST OF HEARINGS

2009
Page
HEARING:
Wednesday, April 1, 2009, Department of Defense National Security Per-
SONNEL SYSEEIN 1.eeiiiiiiiiiieiieie ettt ettt st e e sbe e bt e snbeeeeas 1
APPENDIX:
Wednesday, April 1, 2009 ......ooieoiiiieeiieecee ettt e e ee e ve e e eare e e rae e e saraeeens 33

WEDNESDAY, APRIL 1, 2009

DEPARTMENT OF DEFENSESN1S\TIONAL SECURITY PERSONNEL
YSTEM

STATEMENTS PRESENTED BY MEMBERS OF CONGRESS
Forbes, Hon. J. Randy, a Representative from Virginia, Ranking Member,

Readiness Subcommittee .........ccoccoiiiiiiiiiiiiiiiniiiiccee e 3
Ortiz, Hon. Solomon P., a Representative from Texas, Chairman, Readiness
SUDCOMIMUTEEE  ...evviiiiiieeeiiee ettt et e et e eetee e e tvee e eareeeeasseeenneeas 1
WITNESSES
Bunn, Bradley, Program Executive Officer, National Security Personnel Sys-
tem, Department of Defense .........ccccoociiiiiiiiiiiiiiiiiiic e 4
Crum, John L., Ph.D., Director, Office of Policy and Evaluation, U.S. Merit
Systems Protection Board ........ccccocoiiiiiiiiiniiiiieeee e 9
Farrell, Brenda S., Director, Defense Capabilities and Management, Govern-
ment Accountability Office ......ccocievviiiieiiiiieeieeceeeee e e 7
Perkinson, Darryl, National President, Federal Managers Association ............. 11
APPENDIX
PREPARED STATEMENTS:
American Federation of Government Employees, AFL-CIO ............ccuo..... 117
Brown, Richard N., National President of the National Federation of
Federal EMPIOYEES ...cccccveiviiieiiiiieeeiiee ettt e esiee e e e aeeesaeeesnnvae e 105
Bunn, Bradley .....cccoocciiiieiiieccceeeeee ettt e et e e eaee s 43

Crum, John L. ..o e e e e 77
Farrell, Brenda S. ......ccoooiiiiiieeecceeee et 57
Forbes, Hon. J. RaNdy ......cccccccoiieeiiiiieecceeee et 41
Laborers’ International Union of North America .......cccccceeveveeeeivieeecneeennnnen. 124

Ortiz, Hon. Solomon P. ......ccccooiiiiiiiiiiiiececeeee et 37
Perkinson, DArryl .....cc.cocoiiiieiiiieeiee ettt e e e e e as 92

DOCUMENTS SUBMITTED FOR THE RECORD:
[There were no Documents submitted for the record.]
WITNESS RESPONSES TO QUESTIONS ASKED DURING THE HEARING:
ME. OFTIZ  coeiieiieeeiieeeeee ettt e e e s ae e s st ee s abteesssaeessssaeeessneeennsnens 129

(I1D)



v

QUESTIONS SUBMITTED BY MEMBERS POST HEARING:

M. FOTrDES oottt ettt e e s tte e s e e e e tae e s eatreeeaneees
MY, OTBIZ  coeeeeeiieeceeeeer et e e e e e e e tve e e e stae e eeasaeeessaeeensaaeesnssesennsnens



DEPARTMENT OF DEFENSE NATIONAL SECURITY
PERSONNEL SYSTEM

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
READINESS SUBCOMMITTEE,
Washington, DC, Wednesday, April 1, 2009.

The subcommittee met, pursuant to call, at 2:45 p.m., in room
2118, Rayburn House Office Building, Hon. Solomon P. Ortiz
(chairman of the subcommittee) presiding.

OPENING STATEMENT OF HON. SOLOMON P. ORTIZ, A REP-
RESENTATIVE FROM TEXAS, CHAIRMAN, READINESS SUB-
COMMITTEE

Mr. ORTIZ. This hearing will come to order. We want to welcome
you to today’s Readiness Subcommittee hearing on the Department
of Defense’s (DOD) National Security Personnel System (NSPS). I
want to thank our witnesses for making the time to appear before
us today. Welcome. We are very happy to have you with us.

Two years ago the subcommittee held its first oversight hearing
on the Department’s new personnel system, NSPS. It was clear
from that hearing and formal studies, it has gotten mixed reviews.
The intent of NSPS was to help DOD respond to its 21st century
resources needs. Two years ago I asked the question: Was it the
right fix? That question is still valid today.

I am pleased that the Department has now undertaken a com-
prehensive review of NSPS. This review response is to a letter that
Chairman Skelton and I wrote asking that Secretary Gates dis-
continue converting employees to the new system until the admin-
istration and Congress can properly address the future of NSPS.

Since the Department has only begun its review, I understand
that our DOD witnesses will not be able to give us very many de-
tails. However, I do hope that DOD will share with us the guiding
principle that would be followed in undertaking this view. And all
our witnesses should be able to provide the subcommittee with in-
formation on the challenges and concerns that must be addressed
in any review of NSPS. This includes such issues as hiring, fair-
ness of the performance rationing ratings, payment of salary in-
creases versus bonuses, employee acceptance and managers’ ac-
countability.

We also should take a critical look at the General Schedule (GS)
system and incentives provided under that system. During the
campaign, President Obama indicated that he would consider ei-
ther a repeal of NSPS or its complete overhaul. This subcommittee
will be actively involved in any proposals related to NSPS.
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We also will look carefully at the civilian personnel management
system in general since DOD’s employees are 26 percent of the
Federal workforce. Indeed, staff has been conducting a several
month long analysis of such system.

Today’s hearing will help lay the groundwork for any action that
needs to be taken following the results of the NSPS review and the
President’s direction.

Let me go back for a minute to the time of the enactment of
NSPS in the year 2003. At that time Congress was told that a new
system was necessary to provide the Department with greater flexi-
bility in hiring employees. This would respond to the number one
complaint of Federal managers: that is, the need to fix the complex
and lengthy hiring process.

In fact, the Merit Systems Protection Board, which is rep-
resented by one of our witnesses today, has stated that the Defense
Department could be the model for reforming the government’s hir-
ing process. However, DOD has made no effort to tackle what I
consider to be one of the biggest challenges faced by the Depart-
ment: attracting qualified new people to work for the military serv-
ices and the defense agencies.

Since passage of NSPS, the Department has focused its efforts on
its own unique pay-for-performance system. But should each agen-
cy be allowed to grade its own personnel system, which appeared
to be the trend of the last administration? I wonder if that is good
for the employees and the government as a whole.

Even within the Department there are now three separate per-
sonnel systems—NSPS, GS and wage grade—and I am asking
should this continue? Of course, many employees that I have heard
from, the answer is clear: Stop NSPS and return to the GS system.

Giving incentives for good performance and improving hiring
were key reasons for the creation of NSPS. However, Congress al-
ready has provided numerous flexible authorities to all government
agencies to reward performance in the GS system. These were
never used.

Today we will hear from a variety of witnesses. No hearing on
NSPS is complete without a hearing from DOD. None of the polit-
ical appointees from the Bush administration who pushed for
NSPS are still around. So today we will hear from the individuals
tasked with the challenge of making it work. They are always the
most knowledgeable about NSPS.

We have mandated that the Government Accountability Office
(GAO) conduct a thorough review of NSPS to ensure that adequate
safeguards are in place to ensure fairness. We will hear about the
most recent report and GAO, which has its own unique pay-for-per-
formance system, has found numerous problems with the DOD sys-
tem.

I already have mentioned the Merit Systems Protection Board,
an agency that we rarely hear from. The Board has done numerous
studies on the government’s hiring system. They recognize that hir-
ing is critical to any discussion on civilian personnel management.
And they have put forth numerous recommendations on reforming
the Federal hiring process.

Finally, the Federal Managers Association represents the users
of NSPS. As managers, they have some very strong views on NSPS



3

and what it will take to get it fixed or what we should do if NSPS
is eliminated and we return to the GS system. I look forward to
your testimony.

[The prepared statement of Mr. Ortiz can be found in the Appen-
dix on page 37.]

Mr. ORTIZ. But before starting, I ask unanimous consent to in-
clude the statements for the record for the National Federation of
Federal Employees, the International Federation of Professional
Technical Engineers and the American Federation of Government
Employees.

[The information referred to can be found in the Appendix begin-
ning on page 105; a statement from the International Federation
of Professional Technical Engineers was not available at the time
of printing.]

Mr. ORrT1Z. And I would like to turn to my good friend from Vir-
ginia, Mr. Forbes, for any statement that he would like to make.
Mr. Forbes.

STATEMENT OF HON. J. RANDY FORBES, A REPRESENTATIVE
FROM VIRGINIA, RANKING MEMBER, READINESS SUB-
COMMITTEE

Mr. FoOrBES. Thank you, Mr. Chairman. As you know, this hear-
ing is important because it provides us an opportunity to gather
relevant information and perspectives about the future of the Na-
tional Security Personnel System. I can think of few programs this
subcommittee has dealt with that were more controversial, more
revolutionary, or more challenging to implement than NSPS. So I
agree with the President’s directive to the Department of Defense
to conduct a comprehensive review of NSPS.

The Congress, primarily on initiatives originating in this sub-
committee, made significant changes to NSPS in the 2008 Defense
Authorization Act, and I believe we will again be faced with more
decisions regarding NSPS once the recommendations and findings
of the Department’s review are done and acted upon by the Presi-
dent. Until we know and have had a chance to analyze what the
President proposes, I would caution the subcommittee from taking
action to significantly change NSPS.

Paying employees for the quality of their work is an underlying
principle of most businesses and it should be an underlying prin-
ciple in government. This is one of the underlying principles of
NSPS, and I agree with this principle. The belief that people
should be paid based on what they contribute is why so many are
rightfully upset that American International Group (AIG) execu-
tives took on millions of dollars while their company was driven
into the ground. The soundness of this principle is why the Presi-
dent has challenged our nation to provide extra pay to outstanding
teachers while insisting that we stop making excuses for the bad
ones.

However, based on the reports of GAO and others, the implemen-
tation of a pay-for-performance system has been problematic. As we
get to the questioning of our witnesses today, I would like to fur-
ther explore with them what needs to be changed in NSPS to im-
prove the pay-for-performance system and establish the credibility
of it in the perception of NSPS managers and employees.
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I am also interested in what alternatives the Department has to
implementing the principle that we should reward those who are
outstanding and ensure the few bad apples are removed from the
important work that is nothing less than protecting our national
security.

So, Mr. Chairman, I join you in welcoming our witnesses and I
look forward to their testimony. And I yield back the balance of my
time.

Mr. OrTIZ. Thank you.

[The prepared statement of Mr. Forbes can be found in the Ap-
pendix on page 41.]

Mr. ORTIZ. Today we are very fortunate to have a panel of distin-
guished witnesses who will discuss the Department of Defense Na-
tional Security Personnel System. Mr. Brad Bunn is the Program
Executive Officer, National Security Personnel System, Depart-
ment of Defense; Ms. Brenda Farrell, Director of Defense Capabili-
ties and Management, Government Accountability Office; Mr. John
L. Crum, Ph.D., Director, Office of Policy and Evaluation, United
States Merit Systems Protection Board; and Mr. Darryl Perkinson,
National President, Federal Managers Association.

Without objection, all the written testimony will be included in
the record. And thank you again for giving us this information that
we so much would like to hear about today.

Mr. Bunn, you are welcome. And we look forward to your open-
ing statements.

STATEMENT OF BRADLEY BUNN, PROGRAM EXECUTIVE OFFI-
CER, NATIONAL SECURITY PERSONNEL SYSTEM, DEPART-
MENT OF DEFENSE

Mr. BUNN. Mr. Chairman, Congressman Forbes, distinguished
members of the subcommittee, thank you for the opportunity to
speak with you today about the National Security Personnel Sys-
tem at the Department of Defense. NSPS implementation remains
a critical area of focus for the Department. As of today, we have
over 200,000 employees operating under the system.

Today I would like to update you on our implementation, the
challenges we have encountered and what is being considered in
the upcoming comprehensive review of the program. We are in our
third year of implementation and, like any major change initiative,
we have had our share of both challenges and successes. As we con-
sider how to best move forward with NSPS, I can assure you that
the Department is committed to operating fair, transparent and ef-
fective personnel systems for our civilian workforce.

In November of 2003, Congress authorized DOD to develop a
more flexible civilian personnel management system to improve our
ability to execute our national security mission. In November 2005,
after a comprehensive design process, the Department and the Of-
fice of Personnel Management (OPM) jointly published final NSPS
regulations. In April of 2006, we began our phased implementation
of the system.

Today the total number of NSPS employees is approximately
205,000. Because the system may only be extended to our white
collar workforce, and based on our policy to convert only non-bar-
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gaining unit employees, this represents most of the population that
would come under the system.

Before organizations converted, there was a comprehensive and
extensive initiative to train senior leaders, managers, supervisors
and employees on the core elements of NSPS on soft skills with a
focus on performance management. This training represents one of
the most extensive civilian-focused initiatives ever undertaken by
the Department.

We recently announced that we are delaying further conversions
of organizations into NSPS pending the outcome of the upcoming
review. During this review, organizations and employees already
covered by NSPS will continue to hire, assign, promote, reward,
and carry out other personnel actions necessary to accomplish their
missions.

Before I address the review, let me briefly describe where we are
with implementation and some of the key issues we are facing. The
original statute was enacted in November of 2003, and provided
the Secretary of Defense and the Director of OPM the authority to
establish a flexible and contemporary civilian personnel system to
recognize the unique role that our civilians play in supporting na-
tional defense, while adhering to the fundamental tenets of the
civil service system; namely, the merit principles.

The Department and OPM jointly published those regulations in
November of 2005. In the National Defense Authorization Act
(NDAA) for fiscal year 2008, Congress made significant changes to
the underlying NSPS statute, including repealing most of the labor
relations adverse actions and appeals and a reduction in force pro-
vision. The core features of NSPS that we actually implemented
were left essentially intact, including the pay banding and classi-
fication structure, compensation flexibilities, and the performance
management system.

The Duncan Hunter NDAA for fiscal year 2009 further clarified
language regarding the staffing and employment provisions of
NSPS. And over the last year the Department and OPM revised
the NSPS regulations to conform to these statutory requirements.

This past January, the Department completed its third cycle
under the NSPS pay-for-performance system. Resulting in perform-
ance evaluations

Mr. OrTIZ. I think your mike is gone. Try the other mike to see
if it works.

Mr. BunN. Last fall over 1,600 NSPS pay pool panels convened
to review and finalize performance appraisals and allocate perform-
ance-based salary increases and bonuses. Under NSPS, employees
are evaluated on a five-level rating system with one being unac-
ceptable and five representing role model performance.

For the fiscal year 2008 performance cycle, the average perform-
ance rating was 3.46. The average performance-based salary in-
crease was 3.67 percent with an average cash bonus of 1.94 per-
cent. All NSPS employees rated above unacceptable received an ad-
ditional general base salary increase of 1.74 percent and an aver-
age locality increase of 1 percent.

The average total salary increase for NSPS employees in Janu-
ary of 2009 was 6.41 percent. To ensure fairness in the system, a
number of safeguards were built into the process, including uni-
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form performance evaluation criteria, multiple-level reviews of rec-
ommended ratings, shared distributions and payout determina-
tions, prohibition on the practice of forced distribution of ratings
across the five levels and the employees’ right to challenge their
performance rating through a formal reconsideration process.

NSPS represents a significant change, particularly in the area of
pay and performance management. Recognizing that this kind of
cultural shift takes time, we have been paying close attention to
the perceptions and attitudes of our workforce to assess our imple-
mentation and the design with an eye towards improving the sys-
tem.

Some common themes, both positive and negative, have emerged.
What we know is that NSPS organizations are making meaningful
distinctions in performance and associated rewards. We are also
seeing improvement in communication between employees and su-
pervisors and better alignment between performance plans and or-
ganizational mission and goals.

NSPS employees are generally positive about certain aspects of
the performance management system, including the linkage be-
tween their performance plans and the organization’s mission, the
linkage between pay and bonuses and their performance. NSPS
employees overall are generally more satisfied with their pay and
the management of the organizations than their non-NSPS coun-
terparts, and they are no more likely than non-NSPS employees to
leave DOD for another job. These are results from our status of
forces civilian survey that we have been taking over the past sev-
eral years.

However, other indicators are less positive. Employees and su-
pervisors are struggling with the more stringent performance
measures used in the evaluation process and employees are ques-
tioning whether the ratings are fair. Employees and supervisors,
particularly those who are new in the system, often struggle to de-
fine measurable results-oriented job objectives and have difficulty
in writing narrative assessments.

We have also heard concerns from employees and supervisors
about the increased administrative requirements associated with
the performance management system and the transparency of the
pay pool process, including whether forced distribution is occurring
despite our prohibition on the practice.

Both the Government Accountability Office and OPM in their for-
mal assessments of NSPS highlighted many of these issues and
pointed out that these kinds of reactions and perceptions are typ-
ical of broad change in management initiatives like NSPS. They
noted that when there is a major change to a personnel system,
employee attitudes and perceptions decline initially before employ-
ees fully understand and accept the new system. They also recog-
nize that it generally takes three to five years for a new personnel
system to gain acceptance.

However, the Department has been taking steps to address many
of these concerns, including expanding our pay pool training; offer-
ings to include employees and supervisors; enhancing our online
training tools and automated performance management systems;
revising our policies to require organizations share aggregate pay
pool results with the workforce; requiring defense components to
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conduct a thorough analysis of pay pool results to identify and ex-
amine and remove barriers to similar rating and payout potential
for demographic and other groups in the workforce, apart from dif-
ferences based on individual performance or material job dif-
ferences; and developing guidance for organizations designed to en-
sure that forced distribution of ratings is not occurring in the rat-
ing and payout process.

On March 16 the Department and OPM announced a review of
NSPS to assess whether the program is fair, transparent and effec-
tive. In addition, the Department decided to delay any further con-
versions of organizations to NSPS pending the outcome of this re-
view. I can assure you that Deputy Secretary Lynn recognizes that
there are a variety of viewpoints regarding NSPS, and is com-
mitted to a thorough examination that includes outreach to Con-
gress, other Federal agencies, personnel management experts,
labor organizations, employees and other key stakeholders.

You asked that we discuss what is being considered in the pro-
gram review. We expect that it will include a review of the under-
lying design principles of NSPS, the current policies and regula-
tions and the extent to which the system is achieving its goals. We
expect the review to also focus on key issues of fairness and trans-
parency, not only in the design but also in the implementation. It
is likely that the review will include visits to organizations oper-
ating under NSPS to speak directly to employees, supervisors and
senior leaders who are operating under the system to gain their
perspective.

In addition to examining the various reports and assessments al-
ready conducted, the team will also obtain views on NSPS from
labor unions, managers and professional associations, employee
groups, Members of Congress and their staff, and recognized ex-
perts in personnel management. The goal is to obtain an objective,
thorough assessment of the program resulting in recommendations
to the Deputy Secretary and the Director of OPM on a way forward
for NSPS.

Mr. Chairman, we look forward to continuing to work with this
committee on the way forward for NSPS. And thank you for your
ongoing support for our DOD civilian workforce. I look forward to
your questions.

Mr. OrTIZ. Thank you so much.

[The prepared statement of Mr. Bunn can be found in the Appen-
dix on page 43.]

Mr. OrT1Z. Ms. Farrell.

STATEMENT OF BRENDA S. FARRELL, DIRECTOR, DEFENSE
CAPABILITIES AND MANAGEMENT, GOVERNMENT ACCOUNT-
ABILITY OFFICE

Ms. FARRELL. Thank you, Mr. Chairman. Chairman Ortiz and
members of the subcommittee thank you for the opportunity to be
here today to discuss GAO’s most recent report on the implementa-
tion of DOD’s new human capital system for managing civilian per-
sonnel, the National Security Personnel System.

It is important to note that strategic human capital management
remains on GAQO’s high-risk list that was updated in January 2009.
The area remains high risk because of the continuing need for a
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governmentwide framework to advance human capital reform to
ensure the Federal Government civilian workforce can respond to
the challenges of the 21st century.

NSPS represents a huge undertaking for DOD, given its massive
size and geographically and diverse workforce. Importantly, NSPS
could have far-reaching implications not just for DOD but for civil
service reform across the Federal Government. While GAO sup-
ports human capital reform in the Federal Government, how such
reform is done, when it is done and the basis upon which it is done
can make all the difference in whether such efforts are successful.

Specifically, we have noted that Federal agencies must ensure
that performance management systems contain appropriate inter-
nal safeguards. We have developed an initial list of safeguards
based on our extensive body of work reviewing performance man-
agement practices by leading public sector organizations.

In 2008 Congress directed GAO to evaluate, among other things,
annually for three years, the extent to which DOD implemented in-
ternal safeguards as specified in NSPS law. Today I am here to dis-
cuss the finding and recommendations in the first of these reports.
Specifically, my statement focuses on two areas: one, the extent to
which DOD has implemented safeguards to ensure the fairness, ef-
fectiveness and credibility of the new system; two, how the DOD
civilian workforce perceive NSPS and what actions DOD has taken
to address these perceptions.

First, while DOD has taken steps to implement internal safe-
guards to ensure the new system is fair, effective and credible, we
found the implementation of three of the safeguards could be im-
proved. For example, DOD does not require a third party to ana-
lyze rating results for anomalies prior to finalizing the ratings. And
thus it does not have a process to determine whether the ratings
are nondiscriminatory before they are finalized. Without a
predecisional analysis, employees may lack confidence in the fair-
ness and credibility of NSPS.

To address this finding, GAO recommended that DOD require a
predecisional demographic and other analysis. However, DOD did
not concur, stating that a postdecisional analysis is more useful.
GAO continues to believe that our recommendation has merit.

Second, although DOD employees under NSPS responded posi-
tively regarding some aspects of performance management, DOD
does not have an action plan to address generally negative percep-
tions of employees under NSPS. According to DOD’s surveys of ci-
vilian employees, generally employees under NSPS are positive
about some aspects of performance management, such as receiving
feedback and linking pay to performance.

However, employees who had the most experience under the new
system showed a negative movement in their perceptions. For ex-
ample, the percent of NSPS employees who believe NSPS will have
a positive effect on DOD’s personnel practices declined from an es-
timated 40 percent in 2006 to 23 percent in 2007.

Our ongoing work is reviewing DOD’s latest survey results. Some
negative perceptions also emerged during discussion groups that
GAO held. For example, employees and supervisors were concerned
about the excessive amount of time required to navigate the proc-
ess. While it is reasonable for DOD to allow employees some time
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to accept NSPS, not addressing persistent and negative employee
perceptions could jeopardize employee acceptance and successful
implementation of NSPS.

As a result, GAO recommended that DOD develop and imple-
ment an action plan to address employees’ concerns. DOD partially
concurred with GAO’s recommendation, but has yet to develop an
action plan.

In summary, we recognize that DOD faces many challenges in
implementing the new system. NSPS is a new program and organi-
zational change requires time to gain employees’ acceptance and,
most importantly, trust.

Moving forward as DOD and OPM embark on a study of NSPS,
DOD has a unique opportunity to consider our previous rec-
ommendations as well as all of the safeguards key to ensuring that
performance systems in the government are fair, credible, and ef-
fective.

Mr. Chairman, that concludes my opening remarks. I will be
happy to take questions when you are ready.

Mr. OrTIZ. Thank you.

[The prepared statement of Ms. Farrell can be found in the Ap-
pendix on page 57.]

Mr. OrTIZ. Dr. Crum.

STATEMENT OF JOHN L. CRUM, PH.D., DIRECTOR, OFFICE OF
POLICY AND EVALUATION, U.S. MERIT SYSTEMS PROTEC-
TION BOARD

Dr. CRUM. Good afternoon, Chairman Ortiz, Ranking Member
Forbes, and members of the subcommittee. Thank you for the op-
portunity to testify today regarding the challenges related to re-
cruiting and hiring candidates for Federal civilian jobs.

U.S. Merit Systems Protection Board (MSPB) conducts inde-
pendent studies of Federal civil service systems to determine the
workforce is managed under the merits principles and free from
personnel practices. In doing so we have identified a set of key
challenges the government faces in terms of recruiting and select-
ing the next generation of Federal employees.

The research MSPB has conducted on Federal hiring and the rec-
ommendations we have offered to the President and Congress are
particularly relevant to discussions regarding the National Security
Personnel System. In fact, DOD has cited many of the same chal-
lenges we have seen in other agencies as reasons for needing to es-
tablish new hiring flexibilities.

Our studies have shown that there are several key barriers that
have often prevented qualified applicants from seeking employment
with the Federal Government. These include the length of the proc-
ess, the complexity of the process, the use of ineffective candidate
assessment tools, the absence of an effective marketing strategy,
the lack of human resources and supervisory expertise and training
in these areas, and the fragmented hiring approach used by many
different Federal agencies.

I will briefly discuss these issues in turn. First, with respect to
the length of the hiring process, MSPB research has shown that it
is not uncommon for successful candidates to wait five months or
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more to receive job offers. Of course the longer the process takes,
the more likely attrition is likely to occur.

The second barrier to effective recruiting and selecting a high-
quality workforce is the complexity of the process. Decentralization
in the hiring process has added to the complexity because there is
no standard application for Federal employment.

A third issue of concern regarding the Federal Government’s
ability to hire a high-quality workforce is how Federal employers
assess the relevant qualifications of job applicants. The assessment
tools many agencies use are simply not effective predictors of as-
sessing a job.

Fourth, the Federal Government often fails to market itself effec-
tively. Vacancy announcements are often poorly written, difficult to
understand, and filled with jargon and unnecessary information.
Consequently, many announcements can actually discourage poten-
tial applicants from applying for Federal jobs.

The fifth area of concern is the current expertise of Federal
human resources staffs and selecting officials. Previous Federal
downsizing efforts resulted in the loss of human resource institu-
tional knowledge that has not yet been fully restored. Hiring offi-
cials often do not have the knowledge they need to effectively carry
out their role in the hiring process. This lack of expertise can cre-
ate redundancies and bottlenecks.

Finally, the Federal Government has moved toward a decentral-
ized hiring process and the proliferation of human resource flexi-
bilities and appointing authorities. The benefit of this approach is
that agencies may tell their hiring authorities to better seek their
mission needs. However, it also results in fewer economies of scale
across the government, increased competition among agencies, and
increased confusion among applicants as to why agencies use dif-
ferent hiring procedures. All these factors can affect merit prin-
ciples and the ability of individual agencies to hire high-quality ap-
plicants.

The MSPB offers several recommendations to guide, reform, and
improve the Federal hiring process. We believe these recommenda-
tions would be relevant toward the improvements NSPS is also
seeking in its hiring process.

First, agencies should manage hiring as a critical business proc-
ess, not an administrative function that is relegated solely to the
human resources staff.

Second, agencies should evaluate their own internal hiring prac-
tices to identify barriers to high-quality, timely, and cost-effective
hiring decisions. The MSPB is in the process of performing its own
hiring makeover to identify redundant and unnecessary steps and
to improve our communications with applicants throughout the
process. Many agencies would probably be surprised to see that
many of the barriers they face were self-imposed.

Third, we recommend that agencies, with the assistance of OPM,
employ rigorous assessment strategies that emphasize selection
quality, not just the cost. In addition, we recommend that agencies
implement sound marketing practices and better recruitment strat-
egies, improve their vacancy announcements and communicate
more effectively with applicants. These reforms should encourage
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applicants to await a final decision rather than to abandon the
Federal job search in favor of employment elsewhere.

Also we recommend that agencies prepare the human resources
staffs and selecting officials to carry out the full range of services
necessary to implement an efficient recruitment and hiring system.
When DOD began implementing NSPS, the Department put sig-
nificant resources on training human resources (HR) staffs, man-
agers and employees on the new pay-for-performance processes. If
agencies devoted similar resources to ensuring their HR staffs and
managers are prepared to carry out their hiring duties, this would
greatly reduce bottlenecks in the process.

Agencies should take the majority of these steps without having
to change existing rules and regulations. Implementing these rec-
ommendations should help agencies ensure that they are hiring
qualified employees in a timely manner, from all segments of soci-
ety, after fair and open competition, while treating applicants fairly
and equitably as described by the Merit Systems’ principles.

Again thank you, Mr. Chairman, for the opportunity to appear
this afternoon and I would be happy to respond to questions from
you or other members of the subcommittee.

Mr. OrT1Z. Thank you.

[The prepared statement of Dr. Crum can be found in the Appen-
dix on page 77.]

Mr. OrTIZ. Mr. Perkinson.

STATEMENT OF DARRYL PERKINSON, NATIONAL PRESIDENT,
FEDERAL MANAGERS ASSOCIATION

Mr. PERKINSON. Chairman Ortiz, Ranking Member Forbes, and
members of the subcommittee, my name is Darryl Perkinson, and
I am here today representing the over 200,000 managers and su-
pervisors in the government in my role as the National President
of the Federal Managers Association (FMA). Currently I serve as
the nuclear training manager at the Norfolk Naval Shipyard. I re-
cently completed 29 years of service with the Navy, and the last
23 in management. Please keep in mind that I am here on my own
time and my own volition representing the views of FMA and do
not speak on behalf of the Department of Defense.

Throughout my career I have spent time in three separate pay
systems: wage grade, General Schedule (GS) and now the National
Security Personnel System. Over the past 18 months I have been
involved with NSPS as a rating official and an employee being
raéecg Nearly all of FMA’s DOD members are now operating under
NSPS.

As stakeholders are the ultimate success or failure of this sys-
tem, we appreciate the opportunity to appear before you today. The
face of America’s workforce is changing. A model once attracted for
employing the most talented members of the workforce, the civil
service now seems unreflective of the expectations of today’s job
seekers. The current General Schedule pay system and perform-
ance review methods are antiquated. FMA managers believe a
switch to pay-for-performance is necessary to compete with the pri-
vate sector and also to encourage and reward high performance.
The time for rewarding employees simply for longevity has passed,
and many managers want to be rewarded for the job they do.



12

We are realizing, however, that NSPS is not delivering on its
promises. The implementation of NSPS has caused a fundamental
shift in culture at DOD, a shift for which our members were not
adequately prepared. Going into the system, the biggest concern
among our members was how the funds in the pay pools would be
distributed.

In 2007 Congress determined that all NSPS employees rated
above unsuccessful must receive no less than 60 percent of the
General Schedule raise appropriated by Congress. It is absolutely
critical that an employee rated a three or above receive no less
than the General Schedule pay raise. Issues of fairness and low
morale will certainly surface if valued performers were to receive
pay raises lower than their GS counterparts. Avoiding this situa-
tion is necessary to promote confidence in the system.

We are also finding there is a lack of concrete business rules that
allow for a transparent and fair deployment for pay-for-perform-
ance. We have heard several reports of the pay pool panels being
out of touch with objectives and job functions of the employees they
are rating. If the panel is the ultimate authority on the final eval-
uation and is able to adjust the supervisor’s rating, employees
should have access to their evaluation before the panel engages in
that review.

We have heard reports of great pressure from the panels to lower
ratings, especially in the cases of poorly written self-assessments,
despite claims from DOD leadership that this should not occur. The
pay pool panels heavily rely on one’s written assessment, even
though these evaluations are not required.

The panels are also too focused on the impact they have on the
share value. The sole purpose of the pay pool panel should be to
ensure fairness, transparency and consistency exists in the system.
This is an issue I personally experienced. During the last cycle I
rated seven employees and the sub-pool panel took particular issue
with the rating of one of them, mostly because they did not feel his
self-assessment was up to snuff despite my repeated claims that he
was my “go to” person. In the end the panel won out, and I do not
feel that this employee was properly rewarded.

DOD currently employs workers enrolled in three different pay
systems. This is simply unacceptable. The problem is exasperated
when raises among equally performing employees differ. It is the
recommendation of FMA that DOD establish cohesion within the
Department in order to foster a sense of equality among the work-
force.

Many members of FMA are calling for us to return to the Gen-
eral Schedule system. However, this is not as easy as one might
think. First and foremost, we must ensure employees’ pay is pro-
tected. Employees who excel under NSPS and who were appro-
priately rewarded by increases in salary beyond the GS schedule
scale should not be penalized by losing current pay or eligibility for
future pay raises. Given that the average pay raises under NSPS
have far exceeded the GS raises, many employees are now a GS
level or two above where they were when they entered NSPS,
sometimes without added responsibility.

We must ask ourselves what the options are for these employees,
and I lay out some suggestions in my written testimony. I also dis-
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cuss several performance awards that are available to GS employ-
ees that we feel have been underutilized. We are encouraged the
Department heeded calls to halt further implementation of NSPS
until an independent review of the system could take place. While
the details of this process are unknown, we strongly suggest em-
ployee groups, both managerial and unions, be invited to partici-
pate. The unique experience of these employees allows them to con-
vey what is working, what is not, and what is actually going on at
the ground level.

Any pay system, whether it be NSPS, General Schedule, or some-
thing entirely different must adhere to certain principles. As Con-
gress debates where to go with the pay system at DOD, I include
many suggestions for improvements in my written statement, in-
cluding adherence to merit principles, adequate funding for per-
formance awards and engagement between employees and man-
agers. It is imperative that any system stand by the principles of
objectivity and transparency. We must take a cautious and delib-
erate path as we move forward.

Thank you for this opportunity to appear before you today. And
I am happy to answer any questions you may have.

Mr. ORTIZ. Thank you so much.

[The prepared statement of Mr. Perkinson can be found in the
Appendix on page 92.]

Mr. ORTIZ. You have given us very, very important testimony
today. And I know that the members will have a lot of questions
to ask.

One of the questions that I have, you know, for employees con-
verted from GS to NSPS, did the Department develop a system to
make that decision? If NSPS is repealed, how would DOD recon-
vert back to the GS system? And what are the Department’s other
options? In other words, converting to a hybrid of NSPS and the
GS or any other option? What potential challenges do you foresee?
How long will the process take?

And, briefly, if you all can give us some feedback. And I don’t
want to take too much time because we have a lot of good members
here who would like to ask questions as well.

Mr. BUNN. Thank you, Mr. Chairman. One of the issues that will
likely be taken up by a review panel and the little bit of details
that I can share with you on that is that it is likely going to be
an external review to ensure that there is independence, so that it
is an objective review. But we haven’t determined all the details of
who is going to be doing it, how long it will take. But certainly one
of the things that will be under their purview is to look at the var-
ious options for moving forward. And at this point all the options
are essentially on the table, to include making changes to the exist-
ing system all the way to the more extreme option of reverting
back to the GS.

I can’t say that we have done a lot of work to analyze the impact
of that kind of an option. I can tell you that the fundamental prin-
ciple that we will likely follow is to ensure that we do no harm to
the employees if they do revert back to the General Schedule, simi-
lar to our approach to converting people to NSPS, ensuring that no
pay was lost.
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So those are the kind of things that we would be looking at. We
would certainly be interested in hearing from the Federal Man-
agers Association, other groups on their ideas, if that is an option
that is taken by the Department and OPM.

Mr. OrTIZ. Do you feel that there might be room for modifica-
tions?

Mr. BUNN. Well NSPS, Mr. Chairman, was developed to provide
flexibility. And part of that includes evolving over time. So there
has always been an expectation that as we implement the system
and evaluate that implementation and the design of the system,
that there would be changes over time. So the current structure of
the program, including the regulations and the policies, they are
built to change over time and they can certainly do that.

So most of the changes that we could foresee, we would be able
to make those changes under the current regulatory statutory
structure, including changes to the performance management sys-
tem, the rules around pay-for-performance. On the implementation
side, we are always looking for ways to improve how we implement
the system, how we train our workforce, how we communicate to
the workforce to ensure that there is fairness and transparency in
the program.

Mr. ORTIZ. Anybody who would like to add anything to the ques-
tion?

Mr. PERKINSON. Mr. Chairman, I think the key point for us is we
have taken 205,000 people and put them in a system that there is
no doubt that we have seen it work in several areas. It works in
several areas and it hasn’t worked in others. And we have shared—
we will share and we have shared the complications that we have
seen with the system as it presently works and some of the dispari-
ties that do occur in our different agencies and organizations.

I feel that with the fairness to the people that have gone in the
system—and we don’t want to lose the fact that we did reward peo-
ple in this particular system for pay-for-performance—and we
think from our standpoint that was the right direction to go. We
don’t want to lose that ground, but we also want to protect them,
whatever options come out after we do our review.

Mr. ORrTIZ. Ms. Farrell.

Ms. FARRELL. Mr. Chairman, we would probably advise what we
advised when NSPS was first introduced as a concept: Move cau-
tiously. We would recommend giving the study that my colleague
from DOD has mentioned with DOD and OPM time to look at the
aspects.

NSPS, as you know, is very broad. It covers performance man-
agement, classification, compensation. There are so many moving
parts. And first be sure what it is you want to fix before you move
forward to fix it. There are no specific rules that we are aware re-
garding how to convert back, if that were the option determined to
take. But there are demonstration projects that have been con-
ducted, say, at the U.S. Army laboratory where they did write rules
in their regulations about converting back. It basically, though, was
directed at pay.

And as you have already heard from other panel members, there
are roles and responsibilities and things are changing. But there
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are some other rules in these demonstration projects that might be
looked at as a point.

Mr. ORTIZ. I just have one—would you like to add something?
Thank you. I just have one more question and then I will yield to
my good friend from Virginia.

Why has the experience with pay-for-performance in defense lab-
oratories demonstrated your program has been so much more posi-
tive than DOD and NSPS experience? And I ask GAO and DOD.
Maybe they can add something to that.

Mr. PERKINSON. From the FMA perspective, we had some folks
that—one of our chapters in China Lake, they were run under the
demo projects. And I think one of the things that Ms. Farrell
brought up was they moved cautiously as they implemented the
demo projects, whereas when we implemented across agency lines
in the different departments, we had a tendency for things to—the
different ways that business rules could apply didn’t leave a con-
sistent base for the projects to go out. So we had individual pockets
created at the different agencies or the facilities.

So with the demo projects, they were concentrated on what they
did and they moved cautiously. So I think that was the success of
those.

Mr. BUNN. If I could add something, Mr. Chairman. We did use
some of the lessons that we learned from defense laboratories and
other personnel demonstration projects as we have designed NSPS.
One of the things I want to point out is that as we implemented
those, the early years of those implementations did experience
some of the negative perceptions and attitudes that we are seeing
in NSPS. The important difference between NSPS and those demos
is that the nature of the workforce and those laboratories were dif-
ferent. It was a professional workforce. It was homogeneous for the
most part. And the flexibilities were very much designed for that
kind of organization.

NSPS organizations and the way we designed NSPS, it is not the
same kind of implementation. We have rules that are more stand-
ard across NSPS and weren’t as tailored to those workforces. So
there was a—you know, in some ways there were important par-
allels. We are experiencing the same kinds of things in the early
years that they have experienced. And OPM and, I believe, GAO
has pointed to those as well. But there are also important dif-
ferences. And we have attempted to learn the lessons from the
demonstration projects and we have continued to do that.

Mr. ORTIZ. I would just add that performance management is
something that we have talked about. NSPS touches compensation
and hiring and performance management. But true performance
management touches everything throughout the organization. The
goals cascade through the organization and touches how you hire,
how you motivate, how you reward. And NSPS is very broad, much
broader, I agree, than what we have seen at the demonstration
projects. And it takes time. It takes five to seven years, when we
have looked at results-oriented organizations that do use such type
of management.

Mr. ORTIZ. Anybody else? If not, I yield to my good friend from
Virginia, Mr. Forbes.
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Mr. FOrRBES. Thank you, Mr. Chairman. Again I want to thank
our witnesses for your expertise and for sharing it with us today.

I am going to have a number of questions with some degree of
specificity I would like to submit to you in writing, where you can
think about them and just give us answers so we can get informa-
tion. While we have got this brain trust here, I want to do a more
macro question. I think all of us would agree anytime we have a
personnel system, it is never going to start off perfect.

The second thing, it is never going to be implemented perfect.
And I remember the days in law school; I used to envy the law
school professors because all they had to do was stir the pot and
ask questions, but never answered anything. When you get to be
a judge or lawmaker, ultimately we have got to pull that hot stuff
from stirring all around, and we have to answer the questions.

One of the questions we are going to have to answer is this: Do
we continue to tweak the NSPS system? Or at what point do we
ditch it and say we are going to go back to the GS system, or do
we ever get there?

And what I would like to ask you is just your individual perspec-
tives. Do we continue working and trying to tweak this and make
it better? Or do we ditch it and go back to the GS system? Because
both of them have pitfalls. It is not a clear-cut question on either
one of those.

And from your individual perspectives, seeing all you have seen,
know all the questions we can stir up, know that we can say well,
this is a problem here, this is a problem there, what do you think?
Continue to tweak it, modify it, or ditch it and go back to GS?

And if each of you would give us your perspectives on that, I
would appreciate it.

Mr. BUNN. Well, I think that is one of the issues that this review
team is going to look at and wrestle with. My experience is that
these kinds of systems are only successful when we have full com-
mitment on the part of leadership, the line management in organi-
zations, all the way up to the senior leadership. And in the Depart-
ment of Defense that is both a civilian leadership as well as the
military leadership.

This review, this time-out that we are taking, gives the new lead-
ership in the Department of Defense under the new administration
an opportunity to grapple with those fundamental questions and
the underlying design principles of NSPS. And, really, I think what
is going to happen is they are going to struggle with figuring out
what things are implementation issues and what things are funda-
mental design or systemic kinds of issues. And, frankly, where we
are in implementation now, we are just now far enough along in
our implementation to start seeing and discern those things. But
ultimately, trying to get back to your question, it could go either
way.

Mr. FORBES. Brad, let me just—you have immunity here. There
is no liability. We are just trying to get our arms around it. We
really respect all of your opinions.

From what you know now—and I realize there are a million dif-
ferent things, and I know what they are going to try to do—what
are each of your opinions? Is it worth tweaking and making it
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work? Can we get there? Is that the way to go? Or do we need to
ditch it?

Mr. BUNN. I think the—you said immunity, right?

Mr. FORBES. You have got immunity.

Mr. BuUNN. I think there have been examples and demonstrations
of successful systems like NSPS that we can point to and say they
made it work over there. I think we can look at that and see—at
least see a potential future where there is an NSPS and that have
overcome and tackled these major problems.

We have addressed the issues that, Mr. Chairman, you mention
in your opening statement and, Congressman Forbes, you men-
tioned. And that given time, we can overcome those. But the other
side of that is that there are fundamental issues that, Mr. Chair-
man, you raised, one of them being multiple systems across the
Federal Government, agency unique kind of systems. And I think
this will probably open a debate about whether that is the right ap-
proach for the Federal Government.

So I think it is a healthy debate that we need to have. And I
think that we need to have this review so that the new administra-
tion can embrace the program if we are going to move forward with
it, and then at the very least get clarity so that our workforce
knows what it is going to be operating under.

Mr. FORBES. I don’t have a lot of time. Ms. Farrell, Mr. Bunn is
still teaching law school on me. What do you think? If we go back
to GS, are we going to have to make major changes in GS? Where
do we go? What do you think; keep it, tweak it, go back to GS? Do
we have to make major changes?

Ms. FARRELL. My agency would say—and I agree with my agen-
cy—tweak it. We strongly believe in performance management and
the benefits that can be derived. It is not that you can’t get results
from the GS system, but performance management has given DOD
the opportunity to reenergize and refocus their efforts and look at
how they hire and how they develop and how they pay with the
flexibilities. Give them more time to work through this.

Mr. FORBES. Thank you. Dr. Crum.

Dr. CRUM. Yes. I am going to say something slightly different,
which is that the issues that are faced by DOD are also faced by
other Federal agencies so that, in fact, if we wait for DOD to re-
service a proving ground, we would be waiting some time and fail
to capitalize I think on an opportunity to improve the civil service
at the present time; where now we can capitalize on the economy
to bring in people, which maybe we otherwise could not if in fact
we had the right systems in place.

We will ultimately still be facing the same sort of retirement tsu-
nami, for instance, in a few years that was talked about by GAO
and others. Even though that may be delayed because of the econ-
omy, it will come up. We need to solve the same problems from
other agencies, not just DOD.

Mr. FORBES. Mr. Perkinson.

Mr. PERKINSON. Congressman, I have a constituency that prob-
ably whatever answer I give you will be the wrong one.

Mr. FORBES. So would we.

Mr. PERKINSON. I am going to speak from my experience, being
a supervisor and head of an organization that already has—we
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have the three systems. I have to manage those three systems. I
have wage-grade people assigned to me, I have General Schedule
and I have NSPS employees. My personal feeling is that if at the
end of the review we are going to come up and say we will go back
to GS, we ought to go back to GS now, because that only gives me
two systems to have to work with. I truly do think, though, we
need to look across the board agency-wide at all the different as-
pects that are going on.

In the Internal Revenue Service, for instance, with the FMA or-
ganization, they have the pay-for-performance system. Social Secu-
rity is looking at it. So we need to come back with basic principles
that we are looking at, that all the agencies can adhere to, that we
have one pay-for-performance system and some principles laid out
there that we all can use as a standard. I think that is the direc-
tion we need to go so we don’t have multitudes of pay-for-perform-
ance systems that we are trying to operate under.

But if I had my gut feel in what would serve me better at Nor-
folk Naval Shipyard today, I would say go back to GS.

Mr. FOrRBES. Thank you. And thank, all of you, for your answers.
And Mr. Chairman, thank you for your patience.

Mr. OrTIZ. Thank you. Ms. Shea-Porter.

Ms. SHEA-PORTER. Thank you, Mr. Chairman. Well, your last
comment certainly got my attention. And I wanted to ask you to
please elaborate the reason for that, Mr. Perkinson. Why would you
go back?

Mr. PERKINSON. Well, right now, one of the difficulties in being
a good, competent manager is the different types of rules we are
under. Under the wage-grade system, of course, I have got to deal
with different rules and responsibilities, and plus they are getting
a structured raise that is dictated by the wage survey system. And
the General Schedule, the bargaining unit employees that I have,
they are coming under the congressionally approved pay raise. And
then I have the NSPS folks that we are giving raises to. We are
rewarding performance.

So it is a management nightmare to kind of have to explain why
you are not—why certain aspects or certain people are not getting
the same consideration that another group is getting.

For instance, the new question at my activity is, from our Gen-
eral Schedule bargaining unit, when are we going to get paid for
our performance like the NSPS folks? When the survey came out
and the results of the payout, they got 3.9 percent. Okay. So the
average payout for the NSPS folks was 6.4. Legitimate question.
But it is a tough one to manage through when you have got those
different types of attitudes and people that you have to motivate
to get your job done on a daily basis.

Ms. SHEA-PORTER. But if they had the choice—I thought I heard
you say that you would go back to the GS.

Mr. PERKINSON. I said as a manager I would go back to the Gen-
eral Schedule because it would make it easier for me. There are—
and I included in my written testimony—there are different flexi-
bilities with the General Schedule system where we can pay for
performance. Quality step increase, those type of activities, there
are some tools in the General Schedule system where we can re-
ward performance.
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Ms. SHEA-PORTER. I have to say I have a family member who has
lived and been happy under the GS system for a long time.

Mr. Bunn, I have been hearing some complaints—and not from
my family member. I have plenty of complaints but not about this.
I have been hearing complaints from Federal employees that under
the system they don’t feel comfortable talking to a manager about
something they don’t like, or a suggestion, because they fear that
they do not any longer have the protective structure around them
and that later they will be punished for being so frank. And so they
tend to find somebody who has the courage or the good standing
with their boss, so that they won’t have to worry.

What are you doing to make sure that doesn’t happen? I am sure
that happens. But what are you doing to acknowledge it and to
work on that? I mean, that is why we have got the system to begin
with, the original GS, so that it would be fair and equitable and
people could understand. I know there are problems. But at least
we understood if you were here a certain amount of time, you per-
formed at a certain level, you could expect that the job would not
go to the relative who just showed up two days ago.

Mr. BUNN. Well, one of the things we did early on in the system
was a fairly extensive training effort with our supervisors and
managers. They are really the people who have to make this work
because that is where we are putting this discretion. We are put-
ting discretion in the hands of supervisors and managers who now
have more influence over the pay outcomes of their workforce. So
that was a conscious choice the Department made. That is one of
the underlying principles of pay-for-performance. Part of it is the
design of the performance management system and ensuring that
you have a structured evaluation system that measures perform-
ance against objective criteria.

So when we designed the performance management system we
established benchmark criteria against which individual perform-
ance is measured, and then ultimately rewarded under the pay-for-
performance system. Training our supervisors and employees in
understanding how that works and setting results-oriented goals
and objectives aligned with the mission, those are all parts of our
implementation training and continues to be part of NSPS training
going forward.

Ms. SHEA-PORTER. That sounds wonderful. But how do you ex-
tract the part—in every person—which is, I like this one better, or
I didn’t like the work that one did because I thought we should
have used

Mr. BUNN. The issue of favoritism.

Ms. SHEA-PORTER. Or for whatever. There are people who don’t
even recognize it in themselves, and you could train them forever
and they could agree with you about the objectives but not recog-
nize that they are not using those objectives, that their outlook is
colored by starting off with a certain perception.

So how do you account for that? And how do you try to pull that
out of the recipe?

Mr. BUNN. I think what you have to look at, then, is what safe-
guards do we have in the system. And in fact that is what my col-
league from GAO has done most of her work on in looking at
NSPS, and GAO has actually found that we do have safeguards in
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the system. Part of that is multiple layers of review in the perform-
ance management process, so that first-line supervisor is not the
final say in the performance evaluation process; that a higher level
of review looks at the rating, and at that point that could catch
some of those kinds of behaviors if there is a bias, if there is favor-
itism going on.

And then the pay pool process, which is the panel process that
we instituted as part of NSPS, and the performance evaluation
where you have a panel of senior leaders from within the organiza-
tion reviewing the outcomes of the rating process to ensure that
the criteria is applied appropriately, consistently, and fairly across
the organization. So those are the most significant safeguards that
we have.

Ms. SHEA-PORTER. But of course it is the massiveness of the job,
and I know how hard Federal employees work. They really can’t sit
down and find out all the nuts and bolts in a particular work sta-
tion, in a particular issue. It is just not possible. But if that were
working, Ms. Farrell, could you please tell me why the satisfaction
rate is dropping? It would seem to me—did you say about 26 per-
cent now?

Ms. FARRELL. Twenty-three.

Ms. SHEA-PORTER. It would seem to me that over, you know, a
couple of years, as people became a little more accustomed to it,
that the rate would stay the same or maybe even rise a little bit
instead of plummeting.

Ms. FARRELL. It did plummet, and typically with a trans-
formation of this major end scope, you will see a plummet. There
hasn’t been enough time to pass to see if that is going to be a con-
sistent trend. We will be looking at this year’s and next year’s re-
sults as well to see, but typically it will plummet, it will level off,
and hopefully it will go back up.

But if I may go back to your first question regarding the safe-
guards, as Mr. Bunn said, we did look at the internal safeguards,
and training is one. Training and retraining. And we cannot em-
phasize enough that the training has to be continuous. It is not just
up front when you launch the system, but you have to keep doing
it with the supplementals. And we did give kudos to DOD regard-
ing training that was needed by all employees up front and then
specialized training on different aspects of the system, et cetera.

But the predecisional analysis that I referred to that DOD dis-
agrees with, that is an opportunity for a third party that is outside
of the chain of command to be—to conduct an analysis to look for
anomalies that may need further investigation in terms of a par-
ticular individual or certain groups, inconsistencies that warrant
investigations; not to necessarily change the rating to make it look
ideal for a certain type of distribution, but to see if something
needs to be investigated, to make sure that the employee is receiv-
ing a rating that is a comparison of what they did with their objec-
tive and the other performance indicators, and then take steps and
change it if a mistake was made. But that is something that DOD
does not require, and it could help, help, ensure what you are talk-
ing about.

Ms. SHEA-PORTER. I remember a couple of years ago when we
had the hearing and the report on that side of the table was pretty
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sunny, that people were happy, that their money was better, that
they thought it was fair, that they were getting recognized. So it
is interesting to me to see this happen again and see that what my
initial suspicions were seem to be possibly coming true under this
system. So thank you all. I appreciate it.

I yield back.

Mr. ORTIZ. Mr. Rogers.

Mr. RoGERS. Thank you, Mr. Chairman.

Ms. Farrell, I wanted to talk a little bit to follow up on a ques-
tion. Tell me about these ratings. The employees participated in a
rating program where they rated their satisfaction level. Is that
what you were saying had plummeted?

Ms. FARRELL. She was referring to some remarks in my opening
statement about employees’ overall dissatisfaction. Those who had
been under the system the longest when we look at DOD’s em-
ployee survey results, there was dissatisfaction expressed from
2006 to 2007, and it plummeted from about 43 to about 27 percent.

Mr. ROGERS. Just among those in NSPS?

Ms. FARRELL. Yes, those who were in NSPS for the longest. As
you know, NSPS has been phased in. Again, that is why we believe
an action plan is needed to address such concerns, to find out what
is behind that statement that they are dissatisfied that NSPS will
have a positive impact on the personnel practices, and to dig deep-
er and address those concerns.

Mr. ROGERS. Was there a similar review or sampling of the wage
grade in the GS employees to see if they were satisfied with their
pay system?

Ms. FARRELL. There are statistics that surveyed the GS, and
there are statistics that show those who are under—for certain
questions, those who are under NSPS have a more favorable view
than when they were under the GS system. So there are positive
indicators as well.

Mr. ROGERS. But I am trying to compare apples to apples. Cur-
rently a snapshot of the employees in the three systems, does one
stand out as being much less desirable than the other two?

Ms. FARRELL. It is mixed. When we looked at what data is avail-
able, it is a mixed report card right now.

Mr. RoGERS. Okay. Staying with you, you talked about finding
a way to reassure employees that it is fair and equitable. What
kind of ways do you think that you are going to be able to do that?

Ms. FARRELL. One of the safeguards that Congress mandated for
DOD to include in the NSPS system is to involve the employees in
design and implementation. Now, we are past design, but we are
well into implementation. Again, one way to involve the employ-
ees—and I am not saying that DOD does not. They hold town hall
meetings. They have focus groups. They conduct this status of sur-
vey for civilians that is projectable to the entire population on a
regular basis, asking questions about NSPS; but it is take that sur-
vey result and document what the employees’ concerns are, and
take action, hold somebody accountable with coming up with some-
thing to respond to the employees, and that would be pulling the
employees into the implementation part at this point.

Mr. ROGERS. As a part of your review, did you all look at in the
NSPS system employees that had gotten significant bonuses and
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ki{)lii ?of review where the complaints were that they were inequi-
table?

Ms. FARRELL. No, we did not look at individual cases, and the
survey results I don’t believe break down the type of information
that you are trying to get to. It would come up in our focus group
discussions, but nothing that would be projectable.

Mr. ROGERS. Well, Mr. Perkinson talked about his situation with
his employees and how he found it to be unfair from a manager’s
standpoint. And it would be good if you could take the pay raise
situations where there has been expressed concern that it was un-
fair the way it worked out and look at them and see if there is
some way we could remedy that.

But, Mr. Perkinson, do you know of any way we could do that?

Mr. PERKINSON. There is a mechanism in NSPS that allows—it
is called reconsideration, and it is a process that can work by the
employee. But it comes back to a point that was made earlier
about, you know, the employee has got to have the desire and the
knowledge to want to go make that reconsideration. And I think in
some cases what happens is the employee is frustrated and says,
“I will just accept what I get,” rather than make the effort to ask
for reconsideration. I do know of a personal experience where some-
body did ask for reconsideration, and it was accepted, and the proc-
ess worked. So there is a tool in NSPS that does allow for the em-
ployee to make a challenge to a rating if they think it is inappro-
priate.

Mr. ROGERS. My depot employees are very apprehensive about
this NSPS and its equitable nature, which leads me to want to
know how do employees feel about the wage grade and the General
Schedule? I would love to see some apples-to-apples employees sur-
vey among those three groups, because if we follow what Mr. Per-
kinson indicated would make his life simpler and got rid of NSPS,
I would like to know that the people who are in wage grade and
GS and say, that is a good thing, and not say, you made it worse.
So I would just like to see that survey.

Thank you, Mr. Chairman.

Mr. OrT1Z. Ms. Bordallo.

Ms. BORDALLO. Thank you, Mr. Chairman.

I have a question for Mr. Bunn. In fact, I have a series of ques-
tions. First, the issue of implementing this system is of great im-
portance to our civilian workforce, and the halt in further imple-
mentation of this system allows us time to get the process right
arg:l make sure it is fair and equitable for all civilian employees in
DOD.

Now, on Guam—I represent the U.S. territory of Guam. The com-
manders in the Air Force and the Navy are moving toward imple-
menting a joint region concept that was dictated by a 2005 Base
Closure and Realignment (BRAC) decision. I have heard from sev-
eral constituents on Guam about concerns they have regarding how
civilian personnel will be treated for purposes of promotion and eli-
gibility for other civilian jobs within their specific service.

Now, similarly, NSPS allows—the rules allow each individual
military organization or service to determine how much funding is
available for raises and bonuses, which leads to inconsistency
among all DOD organizations.
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What action can be taken to require more consistency in the
budgeting of NSPS among the various organizations to ensure
more fairness in payouts?

The second part of that question: What impact does joint basing
or joint region implementation have on civilian employees who are
part of the NSPS system?

And, third, has DOD factored in the complexities of joint base
implementation into how the NSPS system would be implemented
on Guam and at other installations facing similar joint basing re-
quirements?

Mr. BUNN. I will start with the joint basing issues first. We are
in the process of planning for implementing the joint basing deci-
sions, and in some of those cases, it does involve bringing organiza-
tions from different services together under a single umbrella and
under a single service, which also means, whether it is NSPS or
wage grade or GS, there are some different ways that the services
handle personnel management, and that includes funding for pay
pools, funding for performance awards on the wage grade and GS
side as well. So some of the consistency issues don’t just apply to
the NSPS pay pool funding; they kind of apply across the board.

But one of the things that the review will—and I know I sound
like a broken record, Mr. Chairman, but one of the things that the
review will take up is the issue of managing a workforce under
multiple systems, and what impact and what challenges that pre-
sents, and what we could possibly do to mitigate those challenges,
and also fundamentally whether that is something that we can live
with.

Specifically for the joint basing, we do know that there are
some—which is another word for “reorganization” essentially is
what is going on—there will be some moves of employees off of
some service rolls onto the joint base rolls, and generally once they
move onto the rolls of the new organization, they will be treated—
say, a Navy civilian moves onto the Army rolls, they will be treated
as an Army civilian, and that includes whatever personnel policies
apply to those—to the Army population. So that is generally how
we are approaching it.

Now, there are some issues with respect to bargaining unit em-
ployees who move from an organization into an NSPS organization,
and I know that issue has come up on whether that is going to
cause them to be moved into NSPS, and whether that might
have—have an implication with respect to our delay in further con-
versions. The bottom line on that is that if they are bargaining unit
employees, and they are moving to a new organization, again, re-
gardless of the NSPS/GS issue, there needs to be a determination
that is made by the Federal labor relations authority with respect
to their bargaining unit status and whether they still are a mem-
ber of a bargaining unit. And until that process happens, which
generally takes several months, we wouldn’t change the system
that they are under. So if they are under GS, they wouldn’t change
to NSPS until the bargaining unit issue is clarified.

Ms. BorDALLO. I see.

I would like to get Mr. Perkinson’s suggestions on this.

Mr. PERKINSON. With the joint basing issue, it sounds to me like
if we were consolidating, we were bringing people so there is a con-
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sistency, that is a proper way to look at it. In particular you can
look at our organization and make the rules the same so that there
is the transparency and equitability on how the payments are.
That seems like it would be the right way to go for the employees
and for the managers as well who have to work in that system.

Ms. BOrRDALLO. Thank you.

And I have one more quick question, Mr. Chairman, if I could.

Mr. OrTIZ. Go ahead.

Ms. BORDALLO. All right. Guam is in the midst of a major mili-
tary realignment, and the key component of this realignment is the
transfer of 8,000 marines and 9,000 dependents from Okinawa,
Japan, to Guam, as well as an increase in all the other services:
the Air Force, the Navy, and Army. And in the end we expect a
large increase in civilian DOD personnel.

It is important that any civilian hiring system on Guam be flexi-
ble enough to provide incentives for workers to remain on Guam.
So we are doing our part as a Congress to pass comprehensive pay
locality legislation for the nonforeign Cost of Living Adjustment
(COLA) areas, but we need to be mindful of keeping options open
for certain types of compensation and recruiting and retention in-
centives when implementing an NSPS on Guam.

So to that extent I understand that NSPS tends to put a signifi-
cant amount of employee compensation at risk by moving payroll
dollars into performance-based pay pools. How has DOD ensured
that employee compensation is not artificially affected by budget
constraints and ensure that NSPS-covered employees—that they
have their at-risk compensation sufficiently protected from budget
fluctuations?

Mr. Bunn, I guess you would be able to answer that.

Mr. BUNN. Yes, ma’am.

One of the provisions in the statute, the underlying statute, for
NSPS is to ensure that as employees move into NSPS, that they
are not disadvantaged from the standpoint of overall compensation.
So our policies, the rules that we put in place for how we fund
NSPS pay pools and how we fund civilian compensation under
NSPS, essentially protect those funds. And, in fact, we require our
components to certify every year that the funds that are allocated
for purposes of NSPS compensation pay for performance are no less
than what would have been allocated had those employees at that
population not converted to NSPS.

So we protect that money, and we ensure that the money is
available, and that it is allocated. It is now—under NSPS, it is now
expended under the pay-for-performance process and under those
rules, and that is how the compensation is distributed, but the
money is there.

Ms. BORDALLO. Thank you, Mr. Bunn.

Thank you, Mr. Chairman, for giving me some extra time.

Mr. OrTIZ. Mr. Bishop.

Mr. BisHoP. Allow me, I think, about four questions that are
more general, and to whomever wishes to respond, it is fair game.

The first one just deals across the board. Is there still a con-
sensus by the four of you that incentive bonuses have some kind
of role? Should they be maintained in some form or another, not
necessarily the one you have now, but are incentive bonuses a le-
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gitir‘r)late factor that should be maintained in the compensation sys-
tem?

Mr. PERKINSON. Yes, sir. I think it is a factor that needs to be
kept on the table and utilized as a tool. Incentive bonuses and pay-
ing people for doing above and beyond their normal expected duties
is something that we need to do.

Mr. BISHOP. Is there any disagreement with that, then?

One of the things I thought that was a purpose of NSPS was to
try to reduce the number of pay grades, scales, so that they were
more in line with the regular Federal workforce. Is that still a
plus? Is it still a goal? Should there be more steps in pay grades?
Should it be reduced? Should DOD be significantly different vis-a-
vis the rest of the Federal workforce?

Ms. FARRELL. I believe you are referring to broadbanding.

Mr. BisHOP. Yes.

Ms. FARRELL. And that is a management flexibility that does aid
with hiring. When you are bringing someone into the Federal Gov-
ernment, because you have banding, there is a broader range of
compensation that you can offer them rather than having them
come in, which is traditionally they come in, and it is step one, pe-
riod, that is it. So actually broadbanding can help to make DOD
more competitive to bring people in and reward them that way.

Mr. BisHOP. Is that still a plus that should be a goal regardless
of what you do with this system?

Mr. PERKINSON. I think that broadbanding would be a tool that
we need to utilize in the workforce, though we have got to be care-
ful on how we utilize it, and that we utilize it fairly, you know, be-
cause it is sort of like—we don’t want to run amok like baseball
salaries do for getting the best player. You know, we want to have
some kind of reasonable

Mr. BisHOP. Careful. I like the Yankees, so——

Mr. PERKINSON. I understand.

Mr. BisHOP. Okay. But that still is a concept that it is fair game.

Mr. PERKINSON. Yes.

Mr. BisHOP. I know in depots, and I have one obviously as well,
there is an aging civilian workforce. There is going to come a time
when there is going to be a serious drop in the resources and man-
power that we have.

Does NSPS system, in your view, either help or hinder in that
particular challenge of attracting new people that are going to be
coming into the system? Once again, it is open for people who want
to take it.

Dr. CrUM. I think it gives management more options and to what
they pay new people when they come in, thereby creating greater
flexibility, greater ability to hire someone. That would be the main
thing in terms of sort of attraction and retention of those people.
So I do think it gives that sort of flexibility.

Mr. PERKINSON. I agree with that assessment to a point. And
what I want to bring up as a caution is that some of the feedback
we are getting from some of our agencies is that some of our
brightest younger employees are avoiding NSPS because of the
press it has been getting, okay, because they are looking to stay in
the General Schedule system versus go to an NSPS system, be-
cause right now if you look at the scope of the NSPS system, they
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are mostly managerial, non-bargaining unit-type employees, and
they are saying, why should I go to that system? So I think if we
clear up the image that is out there, and in some cases a false
image, I think it is a good tool to use to bring our younger people
on board.

Mr. BisHOP. I guess what I am hearing from all of you is some
of the goals we still have are valid. The devil is obviously in the
details of how can we structure it in some particular way.

Let me ask one last, hopefully a little bit more specific question,
once again of anyone who is here. Since 2003, when we started this
program, there have been some significant changes with regard to
the appeals rights of employees in dismissal and disciplinary mat-
ters. Are you satisfied that that is a more appropriate—the modi-
fications have been more appropriate in making it satisfactory to
employees in the way they have changed over the years? Are we
in a better—you know what I am trying to ask. Are we in a better
position now than we started in 2003 with regard to dismissals and
discipline appeals? Maybe that wasn’t the right question to ask. I
am sorry. Go ahead.

Mr. BunNN. Well, the original statutory language did provide
flexibility to rewrite how we do employee disciplinary appeals, if
that is what you are referring to, sir. And we wrote regulations to
essentially streamline the appeals process and how employees who
are subject to adverse action, how they interact with the Merit Sys-
tems Protection Board. But in the fiscal year 2008 National De-
fense Authorization Act, that portion of the statute was repealed.
So we haven’t actually implemented any changes to how we do em-
ployee disciplinary appeals. We are operating under government-
wide rules with respect to those kinds of appeals, if that is what
you were referring to, sir.

Mr. BisHOP. Okay. You gave me a better answer than what I
should have phrased as my question in the first place. Thank you.

I realize my time is up. Thank you, Mr. Chairman.

Mr. OrTIZ. Thank you.

Mr. Kissell.

Mr. KisseLL. Thank you, Mr. Chairman.

Thank you, panel, for being here.

Maybe a couple of overview questions.

Was there a model—and, Mr. Bunn, you maybe can answer this.
Was there a model when we set this up? Did somebody have this
system in place where it worked, and we said, hey, we want to do
that; or did we go to the drawing board and kind of put it together
from there?

Mr. BUNN. Back in 2004 and 2005, we conducted a fairly exten-
sive design process, but where we started was looking within our
own experience in the Department of Defense starting with our
demonstration projects that were in place at our Science and Tech-
nology (S&T) laboratories, as well as one of the early demonstra-
tion projects for alternative personnel systems out at China Lake.
And the way we designed the system was we took pieces of those—
we didn’t take any one single system in whole and implement that
as NSPS. We took portions of those, essentially following very simi-
lar design principles with respect to performance and pay and the
importance of rewarding excellent performance and contributions,
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and we structured the system based loosely on our experience of
the demonstration project. So our pay bands are based loosely on
what we did in our demonstration process.

The pay-for-performance system is very similar to the pay-for-
performance systems in our lab demos, but, again, there are some
minor differences, but it is essentially modeled after what we did
with those organizations.

Mr. KisseLL. Has the model that you started out with stayed ba-
sically the same, or has it been added to, added to, added to as we
have gone?

Mr. BUNN. In terms of the performance management and classi-
fication in pay and the pay-for-performance system, the core of it
has been the same since the implementation. We did make changes
to our—the governing regulations to conform to changes that Con-
gress made in the NDAA for 2008, namely the changes in repealing
the labor relations provisions, adverse actions, those kinds of
things, but also changes to the pay system that require us to pro-
vide at least 60 percent of the General Schedule-based pay in-
crease. That is now part of the system. But fundamentally the de-
sign of the pay-for-performance system has been the same through-
out.

Mr. KisseLL. Ms. Farrell, either you or Mr. Bunn, I can’t remem-
ber, mentioned 205,000 employees. Are all of these on NSPS, or is
the total number of civilian employees that we have?

Mr. BUNN. Sir, I mentioned that we have about 205,000 in right
now. There are another 2- or 3,000 that are eligible to come under
the system, meaning they are currently white-collar, GS, non-bar-
gaining unit employees that we could, and those are the conver-
sions that we actually delayed in order to do this review. Once
those—if they come in, that will complete our implementation, and
that represents the former GS non-bargaining workforce in the De-
partment.

Ms. FARRELL. May I answer that? The initial plan was to bring
all DOD employees under, and that is roughly around 700,000. So
the roughly 205-, 207- where DOD will end up is significantly less,
and that is due to collective bargaining and agreements with the
union, populations that at this time have been excluded. So it is
significantly less than the 700,000 original plan.

Mr. KisseLL. It would seem to me that consistency across the
board when you are talking about the broad range where the serv-
ices are performed and the broad number of people that have to
make these judgments, it would seem that consistency would be
one of the most formidable tasks that this system would face. Have
you found in your reviews that in one area of the country it might
be performance showing certain things, and another area showing
certain things, and if you compare it, then maybe it was the per-
ception rather than a difference in actual performance?

Mr. BUNN. One of the things that we are looking at now and that
this review will eventually look at is how much variability there is
within the system depending on what organization you are a part
of. Overall the rules are fairly standard.

The way that we conduct performance management, the perform-
ance management system itself is standard across the board, but
we do give flexibility to organizations to operate differently within
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that common framework, and there can be and there have been dif-
ferences in the outcomes based on organization, the organization
you are a part of.

I am not familiar with differences based on geography, but some
of it is driven by organizational differences in how they have actu-
ally implemented the system, how they have funded pay pools and
those sorts of things. And I think what we are going to be looking
at is how much inconsistency is tolerable.

Mr. KisseLL. And that is what I am thinking. Manager A might
give out certain bonuses, and manager B might say, I am a little
harder, I don’t want to give money out as quick.

And my last question, and please forgive my ignorance here, but
I have heard it said in both ways: Are we talking about pay in
terms of salary, or are we talking about pay in bonuses on top of
set salary scales?

Mr. BUNN. We are talking about both. The NSPS pay-for-per-
formance system, the performance evaluation drives both a per-
formance-based salary increase as well as a bonus on top of that.
So generally the pay for performance—the payouts are a combina-
tion of a salary increase and a bonus, and that is on top of the gen-
eral increases that we also provide based on the annual increase
that Congress appropriates for the civilian workforce.

Mr. KiISSELL. I came from a background in 27 years in production
management. I know the advantages of incentives, but those ad-
vantages have to be clear-cut, easily defined, where everybody can
see what everybody else is doing and what everybody else is get-
ting. I am anxiously awaiting your report, because it seems like
there is a lot of gray zones of decisionmaking by individuals that
become very hard to do and be consistent. So thank you for your
testimony.

Mr. Chairman, I yield back my time.

Mr. OrTIZ. Thank you.

Dr. Crum, I have a question for you. The Federal Government
must compete with the private sector for talented candidates or
employees. Why does the Federal Government hiring process take
longer than hiring processes found in the private sector, and what
can the government do to attract qualified candidates at all levels,
those fresh out of the university or college, those leaving the mili-
tary and seeking a new career, those midlevel-career private-sector
individuals who might want a chance to work for the Federal Gov-
ernment? It seems to me that the Federal Government takes a long
time. Maybe you or anybody else that would like to answer.

Dr. CruM. I would be happy to try.

The process takes longer for a variety of reasons. Partially we
are held to different standards. We have a standard of trans-
parency. We have a standard of inclusion, a standard of making
sure that everyone gets due process, if you will, so that we can—
for instance, if we are trying to make a decision on hiring someone,
we are going to consider everyone who might apply for that job.
Compared to the private sector, they might, in fact, identify some-
one early on in the process that they want and cut off the process.
We have to, in fact, not do that, but consider everyone and apply
the standards equally.
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So the process itself may take longer than if we compared it di-
rectly to the private sector; however, it also takes longer for inap-
propriate reasons. We overlay many times other steps in the proc-
ess that are unnecessary. We do not do our selection process nec-
essarily very efficiently. There are many things that we could do
to, in fact, improve the speed at which we process applications.

So part of it is systemic, but part of it also is self-imposed many
times just by the agencies in terms of their own structures, their
own ways of doing business which have evolved over time and have
not really been looked at in ways to try to say, what would be the
best way to do this; rather, it is the way we have learned how to
do it. So part of it is sort of reinventing or looking again at those
processes to see what we can do better.

To the second part of your question, what can we do to attract
people, we do have a lot of, I think, valuable aspects of Federal em-
ployment that we find are very attractive to people. Part of that is
making a difference. People want to contribute to society. We can
advertise that. We can advertise also our benefits, which exceed
those of the private sector in many cases. Also the job security that
we have. In many cases we find that when people understand what
we have to offer, they would like to come to us.

The problem is in reaching those people. That is another thing
we do not necessarily do a very good job of is reaching out to peo-
ple, showing them what we have to offer and how they can both
make a difference and get something out of it. So I think that in
many ways our processes are not attuned to really efficient both re-
cruiting or selection.

Mr. ORTIZ. Anybody else? If not, I just have one more question,
and I will yield to my good friend from Virginia.

The performance management system for NSPS consists of five
grading categories of which the lowest rating is a 1 for unaccept-
able performance, and the highest rating is a 5 for role model per-
formance. The majority of the employees in 2008 and 2009 were
rated a 3 or valued performer. The GAO reported in 2008 that dur-
ing discussion groups with civilian employees under NSPS, a pre-
vailing theme was that it was impossible to receive a rating higher
or lower than a 3.

Is the Department aware of employees’ concerns about the dis-
tinction in performance being made, or that there is a perception
among employees that everyone gets a 3, or a valued performer, no
matter how well or poorly they perform? If so, what should be done
to address these concerns? And we have heard a lot of these among
some of the employees, and maybe you all can address that if you
are hearing the same thing I am hearing.

Mr. BUNN. Mr. Chairman, from the Department’s perspective we
have heard those concerns, and that is one of the reasons we have
been open about publishing results of the performance-rating proc-
ess in the aggregate.

And the statistics that you mentioned, you are correct that the
majority of employees were rated at the level 3. Last year in Janu-
ary of 2008, the number was about 57 percent at the 3 level, and
about 36 or 37 percent at the 4 level, and roughly 5 percent at the
5 level. This year statistics were about the same, about 55 percent



30

at the 3 level, 38 percent at the 4 level, and about 5 percent or a
little less than 5 percent at the 5 level.

And I think that distribution does demonstrate that it is cer-
tainly possible to get above a 3 when we have over 40 percent of
the workforce receiving 4s or 5s. Part of it is an understanding or
getting a better understanding of the performance criteria. The sys-
tem was designed to be a rigorous evaluation system, and the way
that we designed the level 3 and the ratings above was to be—es-
sentially set a high bar of performance. The level 3—and the rea-
son we called it “valued performer” was to make it clear that that
is a good performance rating, and that most of our employees will
operate at that level, and that the higher levels are reserved for ex-
ceptional performance.

We have heard the concern that 3 is all you can get, so why try
to, you know, write anything any higher? But the statistics don’t
bear that out, given that we have got just a little less than half
the workforce getting higher ratings.

Mr. OrTIZ. Do we know—when you look at the percentages that
you just mentioned, 50-some-odd, 45, and 5 percent now, are these
the employees who have been there—who gets the highest rating,
those who have been there for a long time, or those that have been
recently hired, 2 or 3 years? How do we get to those numbers?

Mr. BUNN. I don’t know those statistics off the top of my head,
and we can certainly work with you to provide that. But some of
the things that we look at when we analyze those results, we look
at it across pay band levels. We look at it across various demo-
graphic categories, and there are some differences in what we see.

[The information referred to can be found in the Appendix on
page 129.]

Mr. BUNN. In some cases we are seeing that the folks that are
in the higher pay bands, who also tend to be more senior employ-
ees, are getting higher ratings, and we are also seeing that super-
visors tend to get higher ratings than nonsupervisors. And that is
another area that we are looking hard at as we—and that this re-
view will look at is the perception of the fairness of the system, and
are we ensuring that there is consistent application of the criteria
across.

Mr. ORTIZ. Anybody else?

Ms. Farrell.

Ms. FARRELL. I believe what you are raising gets to the heart of
the three safeguards that we reported on that DOD could take
steps for improvement, and one being transparency of ratings at
the command level so that employees could know where they fit,
not just the aggregate, and DOD has taken steps to make sure that
that happens. Another being the perception that no matter what I
do, I am going to be rated a 3, a valued employee. And DOD par-
tially concurred with our recommendation to clarify the guidance
that employees are rated against how well they did for their objec-
tive, not against each other, and that is a partial concurrent. We
are waiting to see that guidance clarifying it.

There is also the third safeguard regarding predecisional anal-
ysis and the importance to look for anomalies and look for incon-
sistencies, because if a problem is identified that perhaps is blatant
discrimination, then it can be corrected before that rating is final-
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ized. DOD took issue with that, and they rely upon their
postdecisional analysis, of which we are looking forward to looking
at during this second review of NSPS and if that in some way ad-
dresses it. But we still stand behind a predecisional analysis needs
to take place to just investigate if there is an anomaly and take ac-
tion before that rating is finalized.

Mr. ORTIZ. Anybody else?

If not, I yield to my good friend Mr. Forbes.

Mr. FOrBES. Thank you, Mr. Chairman. Our witnesses have been
very patient, and I have a long list, as I mentioned earlier, of some
written questions I would like to submit with your permission.
Rather than hold them here any longer, I will do that in writing.

But I want to just thank you all for your willingness to come out
here and give us the benefit of your knowledge and your expertise,
and thanks for your patience with us.

Mr. Chairman, I yield back.

Mr. OrTIZ. Mr. Bishop, do you have a question? No?

I just have one more, and we have been here for some time, and
I will tell you what. We have four good witnesses with maybe dif-
ferent ideas, but I think that by collectively bringing those ideas,
we can make it better.

A complaint of the GS system is that it rewarded tenure, but not
performance; however, the Federal Employees Pay Comparability
Act provided numerous pay flexibilities for GS employees, and I
have several questions about the act.

Were managers fully trained and knowledgeable about what
flexibilities were available to them in the GS system? And many
of the flexibilities provided under the act are similar to what is of-
fered under NSPS, and why weren’t these flexibilities enough?

And I have a bunch of questions, but maybe we can have some
short answers. Why did the DOD believe it had to create its own
unique personnel system, and what additional changes, if any,
should be made to the GS system? And if you can answer some of
them; if not, maybe you can respond for the record.

Mr. BuUNN. I would be happy to respond for the record. In gen-
eral, though, the basis for pursuing NSPS, the Department felt
that given the changing nature of the national security environ-
ment, it was important to recognize the unique role that civilians
play in supporting national security, and that to move to a culture
of results and performance as well as the flexibility that pay band-
ing and those kinds of things have to offer so that we can be com-
petitive in the market to attract and retain talent, we needed to
break from the GS and break from the previous title five systems.

Mr. OrTIZ. Ms. Farrell.

Ms. FARRELL. I would just say that GAO has reported, even after
NSPS was introduced, that there are a number of human capital
flexibilities available to agencies, and you are exactly right in
terms that managers weren’t aware of them and how to use them.
And I would—NSPS again was a way to reenergize and refocus,
and we would hope that some of these flexibilities now within
NSPS aren’t lost in the shuffle, as we saw with the GS system.

Mr. OrTiZ. We do value the tremendous work that our civilian
employees perform, especially in a time of crisis. We are involved
in two wars and hot spots all over the world, and I think morale
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is a big factor. We want to have, as some of you have stated, trans-
parency and to be fair to them. And I know you all want that, and
I know you care for the employees. And we have different ap-
proaches, but I hope that we could make it better.

We will have some questions by Members who couldn’t be with
us today because tomorrow is the big day, tomorrow we vote for the
budget; so everybody is having little meetings all over the place.

But I really appreciate your testimony today. It was outstanding,
and I want to thank you.

This hearing stands adjourned, and thank you so much for join-
ing today. Thank you.

[Whereupon, at 4:30 p.m., the subcommittee was adjourned.]
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OPENING STATEMENT - CHAIRMAN SOLOMON ORTIZ
READINESS SUBCOMMITTEE HEARING
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NATIONAL SECURITY PERSONNEL SYSTEM

The hearing will come to order.

Welcome to today’s Readiness Subcommittee hearing on the Department of Defense National
Security Personnel System.

I'want to thank our witnesses for making the time to appear before us today.

Two years ago, the subcommittee held its first oversight hearing on the Department’s new
personnel system — NSPS. As was clear from that hearing, and follow-on studies, it has gotten mixed
results.

The intent of NSPS was to help DOD respond to its 21* century human resources needs. Two years
ago, | asked the question: Was it the right fix?
That question is still valid today.

I am pleased that the Department has now undertaken a comprehensive review of NSPS. This
review responds to a letter that Chairman Skelton and I wrote asking that Secretary Gates discontinue
converting employees to the new system until the Administration and Congress can properly address the
future of NSPS.

Since the Department has only begun its review, I understand that our DOD witness will not be able
to give us very many details today.

However, I do hope that DOD will share with us the guiding principles that will be followed in undertaking
this review.

And all our witnesses should be able to provide the subcommittee with information on the
challenges and concerns that must be addressed in any review of NSPS. These include such issues as
hiring, fairness of the performance ratings, payment of salary increases versus bonuses, employee

acceptance and manager accountability.

(37)
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We also should take a critical look at the GS system and the incentives provided under that system.
During the campaign, President Obama indicated that he would consider either a repeal of NSPS or its
complete overhaul. Today’s hearing will help lay the groundwork for any action our committee might
decide to take following the results of the review and the President’s direction.

Let me go back for a minute as to enactment of NSPS in 2003. At that time, Congress was told that
a new system was necessary to provide the department with greater flexibility in hiring employees. This
would respond to the number one complaint of federal managers. That is the need to fix the complex and
lengthy hiring process.

In fact, The Merit Systems Protection Board, which is represented by one of our witnesses today,
has stated that the Defense Department could be the model for reforming the government’s hiring process.
However, DOD has made no effort to tackle what I consider to be one of the biggest challenges facing the
Department: attracting qualified new people to work for the military services and the defense agencies.
Since passage of NSPS, the Department instead has focused its efforts on developing its own unique “pay-
for performance” system.

But should each agency be allowed to create its own personnel system, which appeared to be the
trend in the last Administration? 1 wonder if that is good for the employees and the government as a
whole.

Even within the Department, there are now three separate personnel systems -- NSPS, GS and
Wage Grade. Should this continue?

Of course, for many employees that I have heard from, the answer is clear. Stop NSPS and return
to the GS system.

Giving incentives for good performance and improving hiring were key reasons for the creation of

NSPS.
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However, Congress already had provided numerous flexible authorities to all government agencies
to reward performance in the GS system. These were never used.

Today, we will hear from a variety of witnesses, No hearing on NSPS is complete without a
witness from DOD. None of the political appointees from the Bush Administration who pushed for NSPS
are still around. So today we will hear from the individual tasked with the challenge of making it work;
he also is the most knowledgeable about NSPS.

We have mandated tﬁat the General Accountability Office, conduct-a thorough review of NSPS to
ensure that adequate safeguards are in place to ensure fairness.

We will hear about their most recent report. GAO, which has its own unique pay-for-performance
systemn, has found numerous problems with the DOD system.

1 already have mentioned the Merit Systems Protection Board, an agency that we rarely hear from.
The Board has done numerous studies on the government’s hiring system. They recognize that hiring is
critical to any discussions on civilian personnel management. And they have put forth numerous
recommendations on reforming the federal hiring process.

Finally, the Federal Managers Association represents the users of NSPS. As managers, they have
some very strong views on NSPS — and what it would take to fix it. Or what we should do if NSPS is
eliminated and we return to the GS system.

I look forward to your testimony.

Before starting, I ask unanimous consent to include statements for the record from the National
Federation of Federal Employees, the International Federation of Professional ‘and Technical Engineers
and the American Federation of Government Employees.

Now I would like to turn to my good friend from Virginia, Mr. Forbes, for any opening remarks he

might like to make.
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Today, we have a panel of distinguished witnesses who will discuss the Department of Defense

National Security Personnel System.

Mr. Brad Bunn

Program Executive Officer
National Security Personnel System
Department of Defense

Ms. Brenda Farrell

Director, Defense Capabilities and Management
Government Accountability Office

Mr. John L. Crum, Ph.D.

Director, Office of Policy and Evaluation

U.S. Merit Systems Protection Board

Mr. Darryl Perkinson

National President

Federal Managers Association

Without objection, all the written testimony will be included in the record.
Mr. Bunn, welcome.

Thank you for the information you provided to our staff in a pre-briefing.

Please proceed with your opening remarks.
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Opening Remarks by Ranking Member Randy Forbes

Readiness Hearing
Department of Defense National Security Personnel System
1 April, 2009

Mr. Chairman, this hearing is important because it provides us an
opportunity to gather relevant information and perspectives about the future of
the National Security Personnel System.

I can think of few programs that this subcommitiee has dealt with that
were more controversial, more revolutionary, or more challenging to implement
than NSPS. So | agree with the President’s directive to the Department of
Defense to conduct a comprehensive review of NSPS.

The Congress, primarily on initiatives originating in this subcommittee,
made significant changes to NSPS in the 2008 Defense Authorization Act. And |
believe we will again be faced with more decisions regarding NSPS once the
recommendations and findings of the Department’s review are known and acted
on by the President. Until we know and have had a chance to analyze what the
President proposes, | would caution the subcommittee from taking action to
significantly change NSPS.

Paying employees for the quality of their work is an underlying principle of
most businesses, and it should be an underlying principle in government. This is
one of the underlying principles of NSPS, and | agree with this principle. The
belief that people should be paid based on what they contribute is why so many
are rightfully upset that AIG executives took home millions of dollars while their
company was driven into the ground. The soundness of this principle is why the
President has challenged our Nation to provide exira pay to outstanding
teachers, while insisting that we “stop making excuses for the bad ones.”

However, based on the reports of GAO and others, the implementation of
a pay for performance system has been problematic. As we get to the
questioning of our witnesses today, | would like to further explore with them what
needs to be changed in NSPS to improve the pay for performance system and
establish the credibility of it in the perception of NSPS managers and employees.
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| am also interested in what alternatives the Department has to implementing the
principle that we should reward those who are outstanding and ensure the few
bad apples are removed from the important work that is nothing less than
protecting our national security.

So, Mr. Chairman, | join you in welcoming our witnesses and look forward

to their testimony.



43

STATEMENT OF

MR. BRADLEY BUNN
PROGRAM EXECUTIVE OFFICER
NATIONAL SECURITY PERSONNEL SYSTEM
DEPARTMENT OF DEFENSE

BEFORE THE

COMMITTEE ON ARMED SERVICES
READINESS SUBCOMMITTEE
UNITED STATES HOUSE OF REPRESENTATIVES

ON

NATIONAL SECURITY PERSONNEL SYSTEM:
THE WAY FORWARD

APRIL 1, 2009

FOR OFFICIAL USE ONLY
UNTIL RELEASED BY THE COMMITTEE ON ARMED SERVICES READINESS SUBCOMMITTEE



44

Mr. Chairman, Mr. Forbes, and distinguished members of the Subcommittee: Thank you
for the opportunity to speak with you about the National Security Personnel System (NSPS) at
the Department of Defense (DoD). NSPS implementation remains a critical area of focus for the
Department; as of today we have over 200,000 employees operating under the system. I'd like to
give you an update on implementation, challenges the Department has encountered, and what is
being considered in the upcoming review being undertaken on NSPS.

You called this hearing to discuss NSPS and the way forward and specifically hear from
the Department about its perspectives on NSPS. We are in our third year of implementation, and
like any major transformation initiative, we have had our share of both challenges and successes.
As we consider how to best move forward with NSPS, I can assure you that the Department is
committed to operating fair, transparent, and effective personnel systems for our civilian

workforce.

NSPS Implementation

In November of 2003, Congress authorized DoD to develop a more flexible civilian
personnel management system — to improve our ability to execute our national security mission.
In November 2005, after a comprehensive design process, the Department and the Office of
Personnel Management (OPM) jointly published final NSPS regulations. In April 2006, the
Department began its phased, or spiral, approach to deploying NSPS when approximately 11,000
employees from several DoD organizations were converted to the human resources provisions of
NSPS, including pay banding, performance management, hiring and employment, and workforce
reshaping. Between October 2006 and April 2007, we converted 108,000 employees; and

between October 2007 and May 2008, an additional 70,000 employees. The most recent
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conversions took place between October 2008 and February 2009, when an additional 14,000
civilians were moved under NSPS, bringing the total number of NSPS employees to
approximately 205,000. Our implementation approach has been to convert only white collar
non-bargaining unit employees to NSPS; however, there are currently 322 employees under
NSPS who are represented by 16 bargaining units that organized after conversion to NSPS. The
current NSPS population represents most of the civilian workforce that is eligible for conversion
into NSPS, based on statutory and current policy parameters.

Before organizations converted to NSPS, there was a comprehensive and extensive
initiative to train senior leaders, managers, supervisors, and employees on the core NSPS
elements and on "soft" skills (for supervisors - how to coach and mentor employees, techniques
for conducting effective performance conversations, and how to manage change; for employees -
how to communicate and interact with their supervisor and focus on outcomes and results). This
training was offered in a variety of formats and through diverse channels, from classroom
instruction to online self-paced sessions, and represents one of the most extensive civilian-
focused training initiatives ever undertaken by the Department. From the beginning of NSPS,
we have worked hard to ensure that organizations have sufficient time and resources to prepare
and train their workforce before moving under the system.

The Department recently announced that we are delaying further conversions of
organizations into NSPS pending the outcome of the upcoming comprehensive review of NSPS.
This decision affects approximately 2,000 employees in organizations scheduled to convert this
spring. During the review, organizations and employees already covered by NSPS will continue
to operate under current NSPS policies, regulations, and procedures. They will continue to hire,

assign, promote, reward, and carry out other personnel actions necessary to accomplish their
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missions, Before | address the review of NSPS, let me briefly describe where we are with the

implementation and some of the key issues we are facing.

NSPS Regulatory Structure

The original NSPS statute was enacted in November 2003, and provided the Secretary of
Defense, in regulations prescribed jointly with the Director of OPM, the authority to establish a
flexible and contemporary civilian personnel system called the National Security Personnel
System. NSPS was originally intended to cover most of the approximately 700,000 DoD civilian
employees. Among its features, the original statute provided authority to establish a pay-for-
performance system that recognizes and rewards employees based on performance and
contribution to the mission; a broad pay-banding system to replace the 15 grades of the General
Schedule; a simplified job classification process and flexible processes to assign new or different
work; streamlined hiring processes and the ability to offer more competitive, market-sensitive
compensation; reduction-in-force procedures with greater emphasis on performance as a factor in
retention; expedited disciplinary and employee appeals processes for faster resolution of
workplace issues; and a unique labor-management relations system. The Department and OPM
jointly published final NSPS regulations in November 2003,

In the National Defense Authorization Act (NDAA) for Fiscal Year 2008 (Public Law
110-181), Congress made significant changes to the underlying NSPS statute, including
repealing most of the provisions covering labor relations, adverse actions and appeals, and
reduction in force. The core features of NSPS that were initially implemented were left
essentially intact, including the pay banding and classification structure, compensation

flexibilities, and the performance management system. The Duncan Hunter NDAA for FY2009
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provided clarifying language regarding the NSPS staffing and employment provisions. Over the
last year, the Department and OPM engaged in the rulemaking process to revise the NSPS
regulations to conform to these statutory requirements. Final NSPS regulations for classification,
pay, and performance management were published on September 26, 2008, while the final rule
covering staffing and employment was published on January 16, 2009,

Major changes brought about by NDAA for FY2008 and are reflected in the revised
regulations include:

(a) Organizations under NSPS follow government-wide rules for labor-management
relations, disciplinary and adverse actions, employee appeals of adverse actions, and reduction in
force;

(b) Federal Wage System (blue collar) employees are excluded by statute from coverage
under NSPS;

(c) Al NSPS employees with a performance rating above "unacceptable™ or who do not
have a current performance rating receive at least 60 percent of the annual General Schedule
base pay increase, with the remaining amount (up to 40 percent) allocated to pay pools for the
purpose of increasing rates of pay based on performance; and

(d) All NSPS employees under locality pay with a performance rating above
"unacceptable” or who do not have a current performance rating receive locality pay in the same
manner and extent as General Schedule émployees. The statute also now requires that the
regulations jointly prescribed by the Department and OPM be done so through the major
rulemaking process, which includes public notice and opportunity for comment, as well as
application of the Congressional Review Act. In addition, the statute accords these jointly

prescribed regulations the status of government-wide rules for the purpose of collective
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bargaining under the labor-management relations statute when the rules are uniformly applicable
to all organizational or functional units included in NSPS.

In addition to conforming the regulations to these statutory changes, the Department and
OPM modified the NSPS regulations based on what we learned from two years of operational
experience under the system. Some of the more significant changes include:

(1) more detailed and specific guidance in the area of pay setting and compensation to
address issues we encountered with the movement of employees into NSPS from other pay
systems and vice versa;

(2) provisions for performance payouts when employees are on extended and approved
paid leave;

(3) expansion of the performance rating reconsideration process to include the ability for
employees to challenge the rating of an individual job objective in addition to the overall rating
of record;

(4) a requirement for organizations to share with employees aggregate pay pool results
(including average rating, ratings distribution, share value, and average payout) at the completion
of the performance payout process to promote transparency of the pay pool process.

The staffing and employment subpart of the NSPS regulations was issued jointly by the
Department and OPM to complete the regulatory structure for NSPS. This subpart covers rules
pertaining to methods for recruitment for, and appointment to, NSPS positions and the methods
for assignment, reassignment, detail, transfer, and promotion of employees into and within
NSPS. The rule conforms to changes made in NDAA for FY2008 and the Duncan Hunter
NDAA for FY2009, including the application of government-wide collective bargaining rules

and continued adherence to veterans’ preference requirements. These recently published
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regulations reflect the Department’s need for flexibility to attract, recruit, and retain a high
quality workforce to meet its critical mission worldwide and respond quickly to a dynamic

national security environment.

January 2009 Rating and Pavout Results

This past January, the Department completed its third cycle under the NSPS pay-for-
performance system, resulting in performance evaluations and payouts for close to 170,000
employees. For many, however, this was the first year under the system, since we added
approximately 70,000 employees during fiscal year 2008, NSPS was designed to promote a
performance culture in which performance expectations are aligned to the mission and
organization goals, and the performance and contributions of civilians are better recognized and
rewarded. The NSPS performance management system provides a rigorous and robust method
for appraising and evaluating employee performance based on standard performance
benchmarks, with safeguards in place to ensure employees are treated equitably and fairly. The
pay-for-performance system represents perhaps the most significant change for our workforce,
and is generally the source of most of the concerns regarding NSPS. I'd like to share with you
some highlights of this year’s results.

Last fall, over 1,600 NSPS pay pool panels convened to review and finalize performance
assessments and appraisals, and allocate performance-based salary increases and bonuses. The
pay pool process, which has a proven track record in our personnel demonstration projects, was
designed to ensure that performance ratings and related pay decisions within an organization are
accomplished in a consistent, fair, and rigorous manner. The pay pool process ensures that

managers and supervisors apply consistent standards when rating employees and includes a
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structured way for leaders to discuss individual and team performance within the context of
mission and organizational goals.

Under NSPS, employees are evaluated on a five-level rating system, with “1” being
unacceptable, “3” being a valued performer, and “5” representing role model performance. Of
the approximately 170,000 employees rated last year, 55.4 percent received a Level 3 (Valued
Performer); 38.3 percent received a Level 4 (Exceeds Expectations); and 4.7 percent received a
Level 5 (Role Model). Less than two percent (1.3) of employees received a Level 2 (Fair), and
only .3 percent received a Level 1 (Unacceptable) rating. The system was designed to achieve
meaningful differentiation in levels of performance and the associated rewards based on rigorous
standards. The benchmark for performance at the highest rating level represents a high bar, and
is reserved for employees contributing exceptional results for the organization. Because NSPS is
a pay-for-performance system, these performance ratings drive salary increases and bonuses,
with exceptional performers receiving greater rewards, and unacceptable performers receiving no
increase or bonus. This past year, the average performance-based salary increase was 3.67
percent, with an average cash bonus of 1.94 percent. All NSPS employees rated above
unacceptable received an additional general base salary increase of 1.74 percent and an average
locality increase of 1.0 percent (actual locality increases varied by location and were applied in
the same manner and extent as General Schedule locality pay). The average total salary increase
for NSPS employees in January 2009 was 6.41 percent. (This does not consider other salary
increases NSPS employees may receive at other times, such as promotion increases,
reassignment increases, special performance increases, and special accelerated increases for
developmental employees.)

To ensure fairness in the system, a number of safeguards have been built into the process.
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In addition to uniform performance measurement criteria across NSPS, there are multiple-level
reviews of recommended ratings, share assignments, and péyout distribution determinations.
Not only does the supervisor/rating official offer a recommended rating based on an overall
assessment of the employee's accomplishments, but these recommended ratings receive a higher-
level review prior to the pay pool process. The pay pool panels also review and reconcile
performance ratings to ensure consistency across the organization. Pay pool panel results are
subject to a final review and approval by senior leadership, known as the Performance Review
Authority. Also, NSPS regulations prohibit the practice of “forced distribution,” or the
establishment of a predetermined distribution of ratings across the five levels. Employees also

have the right to challenge their performance rating through a formal reconsideration process.

Key Successes and Challenges

NSPS represents a-significant change, particularly in the area of pay and performance
management. The performance management system was designed to align individual
performance plans to orgaﬂizational goals, and increase the communication between employees
and supervisors about performance. The pay-for-performance system was designed to
compensate and reward our civilian employees based on their performance and contribution. We
knew from our experience with personnel demonstration projects that employees must perceive
the evaluation system as fair and credible in order to gain the necessary buy-in, so we included
various safeguards in the process. Recognizing that this kind of cultural shift takes time, we
have been paying close attention to the perceptions and attitudes of the workforce, to assess our
implementation and design, with an eye towards improving the system. Some common themes,

both positive and negative, have emerged.
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Our performance rating and payout results demonstrate that NSPS organizations are
making meaningful distinctions in performance and the associated rewards. We are also seeing
improvement in communication between employees and supervisors, and better alignment
between performance plans and organizational mission and goals. In the 2008 DoD Status of
Forces Civilian Survey, 70 percent of NSPS employees answered positively that their
performance standards are directly linked to their organization’s mission, compared to 65 percent
of the non-NSPS workforce. When asked if they believe pay raises depend on how well
employees perform their jobs, 42 percent of NSPS employee responded positively, compared to
25 percent of non-NSPS employees. Sixty percent of NSPS employees agreed that performance
drives bonuses and cash awards, compared to 55 percent of the non-NSPS workforce. NSPS
employees, overall, are generally more satisfied with their pay and the management in their
organizations than their non-NSPS counterparts. And, according to the 2008 survey, NSPS
employees are less likely than non-NSPS employees to leave DoD for another job. While these
survey results indicate positive attitudes among NSPS employees regarding some aspects of the
pay and performance management system, there are other indicators that are less positive.
Employees and supervisors are struggling with the more stringent performance measures used in
the evaluation process, and employees are questioning whether the ratings are fair. Some of the
concern is over whether supervisors have the skills necessary to fairly assess performance, while
others question the appropriateness of the pay pool panels being involved in performance ratings.
Employees and supervisors, particularly those who are new in the system, often struggle to
define measurable, results-oriented job objectives, and have difficulty in writing narrative
assessments. We have also heard the concerns from employees and supervisors about the

transparency of the pay pool process, and whether forced distribution is occurring despite our
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prohibition on the practice.

Both the Government Accountability Office and OPM, in their formal assessments of
NSPS, highlighted many of these issues, and pointed out that these kinds of reactions and
perceptions are typical of broad change management initiatives like NSPS. They also recognize
that it generally takes three to five years for new personnel systems to gain acceptance.
However, the Department has taken steps to address many of these concerns. For example, we
expanded our pay pool training offerings to include employees and supervisors who do not
typically participate in pay pool panels but could benefit from a better understanding of how the
process works. We enhanced our online training tools and automated performance management
system to provide more help to employees and supervisors in developing job objectives and
writing assessments. To address the issue of transparency, we revised our policies to require that
organizations share aggregate pay pool results with employees, so they have a better
understanding of how they fared compared to the rest of the workforce. In addition, my office is
in the process of developing guidance for organizations designed to ensure that forced
distribution of ratings is not occurring in the rating and pay pool panel process.

To address additional concerns over fairness and equity in the performance management
process, the Department added a requirement to its NSPS policies that Defense Components
annually conduct a thorough analysis of pay pool results to identify, examine, and remove
barriers to similar rating and payout potential for demographic and other groups in the
workforce, apart from differences based on individual performance or material job differences.

The Department has an on-going evaluation effort to monitor effectiveness and receive
feedback on NSPS, including continuous learning through monitoring and lessons learned

discussions, annual surveys of the DoD civilian workforce (including targeted sampling of NSPS
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employees), field visits and focus groups with NSPS organizations, leadership meetings, and
lessons learned workshops. In addition to internal reviews, the Department continues to work
with OPM and GAO in their assessments of NSPS. OPM's 2007 report affirmed DoD's
implementation preparations, concluding that DoD effectively planned for implementing NSPS
and structured a well-organized and integrated phased implementation approach. "OPM's 2008
report concluded there has been progress in all dimensions assessed (performance expectations
are aligned to mission priorities, the workforce is held accountable to perform, and distinctions
are made in employee performance and associated compensation), but cautioned that workforce
attitudes about the performance system declined after the first year of its operations, noting that
while such declines are normal with this kind of system transformation, DoD should pay
attention to fairness and continue to share lessons learned. GAO also studied workforce attitudes
and performance system safeguards and accountability mechanisms in 2008 (and will continue to
do so through calendar year 2010), as mandated by NDAA for FY2008. GAO's 2008 report
found that many safeguards exist, but workforce opinions suggested areas and room for
improvement. GAO is currently conducting field visits for its 2009 report. Both OPM and GAO
noted that when there is a major change to a personnel system, employee attitudes and
perceptions typically decline initially as it generally takes from three to five years for employees

to fully understand and accept the new system.

Comprehensive Review of NSPS

On March 16, 2009, the Department and OPM announced a review of NSPS to assess
whether the program is fair, transparent, and effective. In addition, the Department decided to

delay any further conversions of organizations to NSPS pending the outcome of this review.

11
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Although we are working out the details of the review with OPM, the review will include a
thorough examination of all NSPS policies, regulations, and practices. With over 200,000
employees in the system, and with new leadership under a new administration, the Department
and OPM determined that it is appropriate and important for senior leadership to review the
program, its underlying policies, and how it operates, before deciding on the future of the
system. Currently DoD and OPM are engaged in discussions with key personnel in the
administration to determine the overall framework, scope, and timeline of the review, including
identifying who will lead it. It is expected to take several months for a review team to gather
necessary information and data, reach out to stakeholders, and develop recommendations for
leadership consideration. I can assure you that Deputy Secretary Lynn recognizes that there are a
variety of viewpoints regarding NSPS, and is committed to a thorough examination that includes
outreach to Congress, other Federal agencies, personnel management experts, labor
organizations, and other stakeholders.

You asked that we discuss what is being considered in the program review. We expect
that it will include a review of the underlying design principles of NSPS, including the guiding
principles and key performance parameters found in the operational requirements document, and
the extent to which the system is achieving its goals. We expect the review to also focus on key
issues of fairness and transparency, not only in the design but also in the implementation.
Another key issue to be examined is the effect of operating under NSPS for the non-bargaining
unit workforce and the General Schedule system for our bargaining unit employees, and the
challenges associated with that approach.

Although there exists a substantial amount of information, data, reports, and documents

on NSPS, it is likely that the review will include visits to organizations operating under NSPS, to
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speak directly to employees, supervisors, and senior leaders under the system, to gain their
perspective and hear their concerns. The team may also obtain views on NSPS from labor
unions, managers’ and professional associations, employee groups, Members of Congress and
their staff; and recognized experts in personnel management.

The goal of the review is to obtain an objective, thorough assessment of the program,
resulting in recommendations to the Deputy Secretary and the Director, OPM, on a way forward

for NSPS.

Conclusion

The Department is committed to an open, ongoing process of communication and
consultation about NSPS with Congress, our emioloyees and their representatives, and key
stakeholders.

Thank you for your ongoing support of our DoD civilian workforce, and for providing

me this opportunity to share our experiences with NSPS. 1 look forward to your questions.

13
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Security Personnel System

What GAO Found

‘While DOD has taken some steps to impl t internal safe ds to ensure
that NSPS is fair, effective, and credible, in late 2008, GAO found that the
impl ation of three ds could be iraproved. First, DOD does not
require a third party to analyze rating results for anomalies prior to finalizi
ratings, and thus it does not have a process to determine whether ratings are
nondiscriminatory before they are finalized. Without 2 predecisional analysis,
employees may lack confidence in the fairness and credibility of NSPS. To
address this finding, GAO recommended that DOD require predecisional
demographic and other analysis; however, DOD did not concur, stating that a
postdecisional analysis is more useful. GAO continues to believe this
recommendation has merit. Second, the process lacks transparency because
DOD does not require corumands to publish final rating distributions, though
doing so is recognized as a best practice by DOD. Without transparency over
rating distributions, employees may not believe they are being rated fairly. To
address this finding, GAO recommended that DOD require publication of
overall final rating results. DOD concurred with this recommendation and in
2008 revised its guidance to require such publication. Third, NSPS guidance
may discourage rating officials from making meaningful distinctions in
employee ratings because it indicated that the majority of employees should
be rated at the “3" level, on a scale of 1 to 5, resulting in a hesitancy to award
ratings in other categories. Unless implerentation of NSPS encourages
meaningful distinctions in employee performance, employees may believe
there is an unspoken forced distribution of ratings, and their confidence in the
system will be undermined. To address this finding, GAO recommended that
DOD encourage pay pools and supervisors to use all categories of ratings as
appropriate. DOD partially concurred with this recoramendation, but has not
yet taken any action to implement it.

Although DOD employees under NSPS responded positively regarding sore
aspects of performance management, DOD does not have an action plan to
address the generally negative employee perceptions of NSPS. According to
DOD’s survey of civilian employees, generally employees under NSPS are
positive about some aspects of performance management, such as connecting
pay to performance. However, employees who had the most experience under
NSPS showed a negative movement in their perceptions. For example, the
percent of NSPS employees who believe that NSPS will have a positive effect
on DOD's personnel practices declined from an estimated 40 percent in 2006
to 23 percent in 2007, Some negative perceptions also emerged during
discussion groups that GAQ held. For example, eraployees and supervisors
were concerned about the excessive amount of time required to navigate the
process. While it is reasonable for DOD to allow employees some time to
accept NSPS, not addressing persistent negative employee perceptions could
Jjeopardize employee acceptance and successful implementation of NSPS. As a
result, GAO recommended that DOD develop and implement an action plan to
address employee concerns about NSPS. DOD partially concurred with GAO's
recommendation, but has not yet developed an action plan.
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Mr. Chairman and Members of the Subcommittee:

Thank you for the opportunity to discuss our most recent report on
actions needed to improve the implementation of the Departinent of
Defense’s (DOD) new human capital system for managing civilian
personnel—the National Security Personnel System (NSPS).! The
implementation of NSPS could have far-reaching implications for civil
service reform across the federal government, because NSPS could serve
as a baseline for governmentwide transformation in human capital. Key
components of NSPS include compensation, classification, and
performance management. As you know, DOD is in the process of
implementing NSPS, which, as of February 2009, had about 205,000
civilian employees under the system. On February 11, 2009, the House
Armed Services Committee and this subcommittee asked DOD to halt
conversions of any additional employees to NSPS until the administration
and Congress could properly address the future of DOD's personnel
management system. Further, DOD and the Office of Personnel
Management announced on March 16, 2009, that they are going to review
NSPS policies, regulations, and practices. According to DOD, the
department has delayed any further transitions of employees into NSPS
until at least October 2009—pending the outcome of its review.

Prior to the enactment of the NSPS legislation, we raised a number of
critical issues, in a series of testimonies in 2003, about the proposed
regulations for NSPS.? Since then, we have provided congressional
committees with information and analyses on DOD’s process to design its
new personnel management syster, the extent to which DOD’s process
reflects key practices for successful transformation, the need for internal
controls and transparency of funding, and the most significant challenges

'GAQ, Human Capital: DOD Needs to Fmprove Implementation of and Address Employee
Concerns about Its National Security Personnel System, GAO-08-773 (Washington, D.C.:
Sept. 10, 2008).

*GAQ, Defense Transformation: Preliminary Observations on DOD’s Proposed Civilion
Personnel Reforms, GAO-03-717T (Washington, D.C.: Apr. 29, 2003); Defense
Transformation: DOD’s Proposed Civilian Personnel Systems and Governmentwide
Human Capital Reform, GAO-03-741T (Washington, D.C.: May 1, 2008); and Human
Capital: Building on DOD's Reform Efforts to Foster Gover ide Imyp 1
GAQ-03-851T (Washingior, D.C.: June 4, 2003).
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facing DOD in implementing NSPS.* While GAO supports human capital
reform in the federal government, how such reform is done, when it is
done, and the basis upon which it is done can make all the difference in
whether such efforts are successful. Specifically, we have noted in
testimonies and reports that DOD and other federal agencies must ensure
that performance management systems contain appropriate internal
safeguards. Implementing internal safeguards is a way to ensure that pay-
for-performance systeras in the government are fair, effective, and
credible. We developed an initial list of safeguards based on our extensive
bedy of work looking at the performance management practices used by
leading public sector organizations both in the United States and in other
countries, as well as on our experiences in implerenting a modern
performance manageraent system for staff at GAO.* Additionally, the
National Defense Authorization Act for Fiscal Year 2008 required us to
determine the extent to which DOD had effectively incorporated certain
specific accountability mechanisms and internal safeguards (both of
which I refer to as safeguards) in NSPS and to assess employee attitudes
toward NSPS.° The safeguards we used in our review included the
following:

+ involve employees, their representatives, and other stakeholders in the
design of the system, to include employees directly involved in
validating any related implementation of the system;

« assure that the agency's performance manageraent system links
employee objectives to the agency’s strategic plan, related goals, and
desired outcomes;

°GAQ, Human Copital: DOD Needs Better Internal Controls ond Visibility over Costs for
Implementing Its National Security Personmel System, GAO-07-851 (Washington, D.C.:
July 16, 2007); and Human Cogital: Observations on Final Regulations for DOD's
Nutional Security Personnel System, GAG-06-227T (Washington, D.C.: Nov. 17, 2006).

*GAQ, Post-Hearing Questions for the Record Related to the Department of Defense’s
National Security Personnel System (NSPS), GAC-06-582R (Washington, D.C.: Mar. 24,
2006); and Posthearing Questions Related to Strategic Human Capital Management,
GAG-03-T79R (Washington, D.C.: May 22, 2003).

"Pub. L. No. 110-181, § 1106(c) (2008). Specifically, section 1106(c)(1)(B) directs GAQ to
conduct reviews in calendar years 2008-2010 to evaluate the extent to which the
Department of Defense has effectively implemented accountability mechanisws, including
those established in 5 U.8.C. section 8902(b)(7) and other internal safeguards. The
accountability mechanisms specified in 5 U.S.C. section 8902(bX(7) include those that GAQ
previously identified as internal ds key to impk jon of
performance management systems.
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« implement a pay-for-performance evaluation system to better link
individual pay to organizational performance, and provide an equitable
method for appraising and compensating employees;

« provide adequate training and retraining for supervisors, managers, and
employees in the implernentation and operation of the performance
management system;

« institute a process for ensuring ongoing performance feedback and
dialogue between supervisors, managers, and employees throughout
the appraisal period, and setting timetables for review;

» assure that certain predecisional internal safeguards exist to help
achieve consistency, equity, nondiscrimination, and nonpoliticization
of the performance management process (e.g., independent
reasonableness reviews by a third party or reviews of performance
rating decisions, pay determinations, and promotions before they are
finalized to ensure that they are merit-based, as well as pay panels who
consider the results of the performance appraisal process and other
information in connection with final pay decisions);

+ assure that there are reasonable transparency and appropriate
accountability mechanisms in connection with the resuits of the
performance management process, including periodic reports on
internal assessments and employee survey resuits relating to
performance management and individual pay decisions while
protecting individual confidentiality;

» assure that the agency’s performance management system results in
meaningful distinctions in individual employee performance; and

» provide a means for ensuring that adequate agency resources are
allocated for the design, implementation, and administration of the
performance management system.

My statement focuses on the performance management aspect of NSPS-—
specifically (1) the extent to which DOD has implemented internal
safeguards to ensure the faimess, effectiveness, and credibility of NSPS;
and (2) how DOD civilian personnel perceive NSPS and what actions DOD
has taken to address these perceptions. |t is based on the work we
conducted for our September 2008 report® that was conducted in response
to a mandate in the National Defense Authorization Act for Fiscal Year
2008. This mandate also directed us to continue examining DOD efforts in
these areas for the next 2 years. We currently have ongoing work
reviewing the implementation of NSPS for the second year, and we will

SGAO, Human Capital: DOD Needs to Improve Implementation of and Address Employee
Concerns about Its National Security Personnel System. GAQ-08-773 (Washington, D.C.:
Sept. 10, 2008).
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also perform another review next year. To determine the extent to which
DOD had implemented safeguards to ensure the fairness, effectiveness,
and credibility of NSPS, we identified, as mentioned before, safeguards
specified in the National Defense Authorization Act for Fiscal Year 2008,
as well as other key internal safeguards that GAO had previously
identified, and analyzed regulations and other guidance provided by
officials in DOD and the four components’ headquariers—the Army, Navy,
Air Force, and Fourth Estate.” We also reviewed documents, such as pay
pool business rules and regulations, that we obtained during 12 site
visits—3 for each component—to military installations. Further, we
interviewed appropriate agency officials at various levels within DOD and
conducted interviews with officials of various management levels at each
site we visited. The sites were selected because they contained a large
number or concentrated group of civilian employees that had been placed
under NSPS and were geographically distributed throughout the United
States. In addition, to determine how DOD civilian employees perceive
NSPS, we analyzed the results of DOD’s May 2006, November 2006, and
May 2007 Status of Forces Survey of civilian employees—-the most recent
surveys available at the time of our review.? These surveys gauge initial
employee attitudes toward NSPS, and we began to identify changes in
attitudes in our analysis. We also conducted small group discussions with
employees and supervisors at each of the 12 sites we visited. While the
information from our discussion groups is not generalizable to the entire
population of DOD civilians, it provides valuable insight into civilians’
perceptions about the implementation of NSPS, We conducted our work in
accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions
based on our audit objectives.

"Phe Department of the Navy's NSPS policies encompass Marine Corps civilians. The
Fourth Estate includes all organizational entities in DOD that are not in the military

d or the comb ds, for le, the Office of the Secretary of
Defense, the Joint Staff, the Office of the DOD Inspector General, the defense agencies, and
DOD field activities.

®The estimated percentages from the Status of Forces Survey of civilian employees are
based on a 95 percent confidence interval and margin of error within +/-2 percent as
reported in DOD's Defense Manpower Data Center’s Status of Forces Survey of civilian
employees. For further details about the survey, see GAO-08-773.
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DOD Has Taken Steps
to Implement Internal
Safeguards to Ensure
Fairness of NSPS;
However,
Implementation of
Three Safeguards
Could Be Improved

While DOD has taken some steps to implement internal safeguards to
ensure that the NSPS performance management system is fair, effective,
and credible, we found in late 2008 that the implementation of three of
these safeguards could be improved. Specifically, we reported that DOD
had taken some steps to (1) involve employees in the system's design and
implementation; (2) link employee objectives and the agency’s strategic
goals and mission; (3) train and retrain employees in the system’s
operation; (4) provide ongoing performance feedback between
supervisors and employees; (5) better link individual pay to performance
in an equitable manner; (6) allocate agency resources for the system’s
design, implementation, and administration; (7) include predecisional
internal safeguards to determine whether rating results are consistent,
equitable, and nondiscriminatory; (8) provide reasonable transparency of
the system and its operation; and (9) impart meaningful distinctions in
individual employee performance. For example, all 12 sites we visited
trained employees on NSPS, and the DOD-wide tool used to compose self-
assessments links employees’ objectives to the commands’ or agencies’
strategic goals and mission. We believe continued monitoring of all of
these safeguards is needed to ensure that DOIY's actions are effective as
implementation proceeds and more employees become covered by NSPS.
We also determined that DOD could immediately improve its
implementation of three safeguards: predecisional internal safeguards,
reasonable transparency, and meaningful distinctions in employee
performance, The following paragraphs discuss our findings related to
these safeguards and the resulting recommendations we made.

Predecisional internal safeguard: DOD lacks a process to determine
whether NSPS rating results are nondiscriminatory before they are
finalized because it does not require a third party to analyze the
predecisional rating resuits for anomalies. According to officials from the
NSPS central policy office, the Program Executive Office, DOD does not
require a predecisional analysis because of concerns that emaployees might
perceive that pay pool panels adjusted their results even if assessments
did not warrant changes. Program Executive Office officials also stated
that DOD’s analysis of final results by demographics is sufficient to ensure
faimess and nondiscrimination. However, the purpose of analyzing
predecisional rating resuits is to identify any potential egregious decisions
or investigate any potential problerus, such as blatant discrimination, in a
transparent manner before finalizing the ratings. The purpose is not to
change the results to portray an “ideal” distribution, or to alter the
outcome of the performance management process. In short, this type of
analysis is not intended to change the rating results unless a mistake was
identified. Instead, identifying an anomaly in the data prior to finalizing the
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rating decisions would enable management to investigate the situation and
determine whether the results accurately reflect the employees’
performance or whether an outside factor is affecting the results: Until
DOD conducts a predecisional analysis of the rating results to identify
possible trends or anomalies, employees may lack confidence in the
fairness and credibility of the system, We, therefore, recommended that
DOD require a third party to perform predecisional demographic and other
analysis as appropriate for pay pools decisions. DOD did not concur with
this recommendation, noting; among other things, that postdecisional
analysis of results is more useful to identify barriers and corrective
actions. We continue to believe that our recommendation has merit and
that identifying an anomaly in the ratings prior to finalizing them would
allow management to investigate the situation and determine whether any
non-merit-based factors contributed to the anomaly.

Reasonable transparency: DOD’s impl ation of NSPS does not
provide adequate transparency over its rating results to employees
because it does not require commands or pay pools to publish their
respective rating and share distributions to employees. While DOD
suggests that distributing aggregate data to employees is an effective
means for providing transparency, and NSPS program officials at all four
components told us that publishing overall results is considered a best
practice, 3 of the 12 sites we visited decided not to publish the overall final
rating and share distribution results. Without transparency over rating and
share distributions, employees may believe they are not being rated fairly,
which ultimately can undermine their confidence in the system. To
address this finding, we recommended that DOD require overall final
rating results to be published. In corumenting on a draft of this report,
DOD concurred with this recommendation and, in 2008, revised its NSPS
regulations and guidance to require commands to publish the final overall
rating results.

Meaningful distinctions in employee performance: NSPS performance
management guidance may discourage rating officials from making
meaningful distinctions in employee performance because this guidance
emphasized that most emaployees should be evaluated as a2 “3” {or “valued
performer”) on a scale of 1 to 5. According to NSPS implementing
issuance, rating results should be based on how well employees complete
their job objectives using the performance indicators. Although DOD and
most of the installations we visited emphasized that there was not a forced
distribution of ratings, some pay pool panel members acknowledged that
there was a hesitancy to award employee ratings in categories other than
“8". Unless NSPS is implemented in a manner that encourages meaningful
distinctions in employee ratings in accordance with employees’
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performance, employees may believe they are not rated fairly and that
there is an unspoken forced distribution of ratings, and their confidence in
the system may be undermined. As a result, we recommended that DOD
encourage pay pools and supervisors to use all categories of ratings as
appropriate. In commenting on a draft of this report, DOD partially
concurred with our recommendation to encourage pay pools and
supervisors to use all categories of ratings as appropriate, but to date it
has not taken any action to implement this recommendation.

DOD Civilian
Employees View
Some Aspects of
NSPS Positively, but
DOD Does Not Have a
Plan to Address the
Generally Negative
Employee
Perceptions of the
System

Although DOD civilian employees under NSPS responded positively
regarding some aspects of the NSPS performance management syster,
DOD does not have an action plan to address the generally negative
employee perceptions of NSPS identified in both the department’s Status
of Forces Survey of civilian employees and discussion groups we held at
12 select installations. According to our analysis of DOD's survey from .
May 2007, NSPS employees expressed slightly more positive attitudes than
their DOD colleagues who remain under the General Schedule system
about some goals of performance management, such as connecting pay to
performance and recejving feedback regularly. For example, an estimated
43 percent of NSPS employees compared to an estimated 25 percent of all
other DOD employees said that pay raises depend on how well employees
perform their jobs. However, responses from NSPS employees with the
most experience under NSPS showed a downward moverent in their
attitude toward other elements of the system. For example, the estimated
percentage of employees who agreed that their performance appraisal was
a fair reflection of their performance declined from 67 percent in May 2006
to 52 percent in May 2007. In addition, the estimated percent of NSPS
employees who believe that NSPS will have a positive effect on DOD's
personnel practices dropped from 40 percent in May 2006 to 23 percent in
May 2007. Qur ongoing work on NSPS will review DOD’s 2008 survey
results.

Qur discussion group meetings gave rise to views consistent with DOD's
survey results. While some civilian employees and supervisors under NSPS
seemed optimistic about the intent of the system, most of the DOD
employees and supervisors we spoke with expressed a consistent set of
wide-ranging concerns. Specifically, employees noted: (1) NSPS's negative
effect on employee motivation and morale, (2) the excessive amount of
time and effort required to navigate the performance management process,
(8) the potential influence that employees' and supervisors' writing skills
have on panels’ assessments of employee ratings, (4) the lack of
transparency and understanding of the pay pool panel process, and (5) the
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rapid pace at which the system was implemented, which often resulted in
employees feeling unprepared and unable to find answers to their
questions. These negative attitudes are not surprising given that
organizational transformations often entail fundamental and radical
change that require an adjustment period to gain employee acceptance
and trust.

To address employee attitudes and acceptance, the Office of Personnel
Management issued guidance that recommends—and we believe itis a
best practice—that agencies use employee survey results to provide
feedback to employees and develop and iraplement an action plan that
guides their efforts to address the results of employee assessments.
However, according to Program Executive Office officials, DOD has not
developed a specific action plan to address critical issues identified by
employee perceptions, because they want employees to have more time
under the system before making changes. Without such a plan, DOD is
unable to make changes that address employee perceptions that could
result in greater employee acceptance and, ultimately, the successful
implementation of the performance management system.

We therefore recommended, in our September 2008 report,® that DOD
develop and implement a specific action plan to address employee
perceptions of NSPS ascertained from DOD’s surveys and employee focus
groups. The plan should include actions to mitigate employee concerns
about, for example, the potential influence that eraployees’ and
supervisors’ writing skills have on the panels’ assessment of employee
ratings or other issues consistently identified by employees or supervisors.
DOD partially concurred with our recommendation, noting that it will
address areas of weakness identified in its comprehensive, in-progress
evaluation of NSPS and that it is institutionalizing a continuous
iraprovement strategy. To date, however, DOD has not developed an
action plan,

Concluding
Observations

DOD's implementation of a more performance- and results-based
personnel system has positioned the agency at the forefront of a
significant transition facing the federal government. We recognize that
DOD faces many challenges in implementing NSPS, as any organization
would in implementing a large-scale organizational change. NSPS is a new

*GAO-08-773.
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program, and organizational change requires time for employees to accept.
However, without a third party to analyze the predecisional results of the
ratings, DOD cannot be certain that the NSPS performance management
system is achieving consistency, equity, and nondiscrimination in the
determination and assignment of employee ratings before those ratings are
finalized. Sirnilarly, unless DOD encourages pay pools to make meaningful
distinctions in eraployee performance, as warranted by employees’
performance as compared to the standards, employees may continue {o
feel devalued, which may result in deterioration of morale and motivation.
Finally, until DOD develops an action plan and takes specific steps to
mitigate negative employee perceptions of NSPS, DOD civilian employees
will likely continue to question the fairness of their ratings and lack
confidence in the system. The degree of ultimate success of NSPS is
largely dependent upon the extent to which DOD incorporates these
internal safeguards and addresses employee perceptions. Moving forward,
as DOD and the Office of Personnel Management embark on a study of
NSPS and review how NSPS operates and its underlying policies, DOD has
a unique opportunity to consider our previous recorumendations, as well
as all of the infernal safeguards key to ensuring that pay-for-performance
systems in the government are fair, effective, and credible.

Mr. Chairman, this concludes my prepared statement. I would be happy to
respond to any questions that you or members of the subcommittee may
have at this time.
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Enclosure

Septemives 2008

HUMAN CAPITAL
DOD Needs to Improve Implementation of and
Add I C about Its Nationat

Security Personnel System

What GAC Found

While DOD has taken some steps to implement internal safeguards to ensure
that NSPS is fair, effective, and credible, the implementation of some
safeguards could be improved. Specifically, DOD has taken steps to (1}
involve employees in the systers’s design and implementation, (2) link
employee objectives and agency goals, (3) train employees on the system's
operation, (4) require ongoing performance feedback between supervisors
and employess, (6) better link individunl pay to performance, (6) allocate
agency resources for the system, (7) include predecisional safeguards to
determine if rating results are fair and nondiscriminatory, (8) provide
reasonable fransparency, and (9) provide meaningful distinctions in employee
GAO bel tinued itoring of all of these is
needed to ensure that DOD's actions are effective as more employees become
covered by NSPS. GAQ also determined that DOD could immediately improve
its implementation of three safeguards. First, DOD does not require a third
party to analyze rating results for anomalies prior to finalizing employee
ratings, and therefore it is unable to determine whether ratings ave fair snd
nondiscriminatory before they are finalized. Second, the process lacks
transparency because DOD does not require comimands to publish final rating
distributions, though doing so is recognized as a best practice by DOD and
GAO. Third, NSPS guidance may discourage rating officials from making
meaningful distinctions in employee ratings because it indicated that the
majority of employees shotld be rated at the “3" level, onascaleof 1 to 5,
resulting in a hesitancy to award ratings in other categories. Without steps to
improve of these employee
systera will ultiraately be undermined.

Although DOD employees under NSPS are positive regarding some aspects of
performance management, DOD does not have an action plan to address the
generally negative employee perceptions of NSPS. According to DOD's survey
of civilian employees, employees under NSPS are positive about some aspects
of suchas ing pay to

However, ho had the most under NSPS showed a.
negative movement in their perceptions. For exampie, the percent of NSPS

nds empioyees who believe that NSPS will have a positive effect on DOD's
e personnel practices dectined from 40 percent in 2008 to 23 percent in 2007.

D0 Negative perceptions alsa emerged during diseussion groups that GAD held.
For example, and were about the excessive
armount of time required to navigate the process. Although the Office of
Personnel issued guidance that agencies use

employee survey results to provide feedback to employees and implement an
action pian to guide their efforts to address employee assessments, DOD has
not developed an action plan to address employee perceptions, While itis
reasonable for DOD to allow employees some time to accept NSPS because
organizational changes often require time to adjust, it is prudent to address
persistent negative employee perceptions. Without such a plan, DOD is unable
o make changes that could result in greater employee acceptance of NSPS.

United States
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HUMAN CAPITAL

DOD Needs Better Internal Controls and
Visibility over Costs for Implementing lts
National Security Personnel System

What GAO Found

DOD's November 2005 estimate that it will cost $158 million to implement
NSPS does not include the full cost that the department expects to incur asa.
result of implementing the new system. Federal financial accounting
standards state that reliable information on the costs of federal prograns
and activities is crucial for effective management of government operations
and recommend that full costs of programs and their outputs be provided to
assist Congress and executives in making informed decisions on program
resources and to ensure that programs get expected and efficient results.
The full cost includes both those costs i ¥ i o carry out
the program, or direct costs, and those costs that are conunon to multiple
programs but cannot be specifically identified with any particular program,
or indirect costs. While the standards emphasize that full cost information is
essential for managing federal programs, their activities, and outputs, the
standards also provide that items may be oritted from cost information if
that omission would not change or influence the judgment of 2 reasonable
person relying on the cost information. Based on GAO's review of
documentation provided by DOD and discussions with department officials,
GAO found that DOD's estimate includes some direct costs, such as the
start-up and operation of the NSPS PEO and the development and delivery of
new NSPS training courses, but it does not include other direct costs such as
the full salary costs of all civilian and military personnel who directly
support NSPS activiti ide. Before ing its estimate,
DOD had not fully defined all the direct and indirect costs neaded to manage
the program. Without a better estimate, decision rakers——within DOD and
Congress-—will nat have complete information about whether adequate
resources are being provided for implementing NSPS.

The total amount of funds DOD has expended or obligated to design and
implerment NSPS during fiscal years 2005 through 2006 cannot be determined
because DOD has not. i an oversight ism to ensure that
these costs are fully captured. In May 2005, the NSPS Senior Executive
established guidance for tracking and reparting NSPS implementation costs
that requires the components to develop mechanisms to capture these costs
and to report quarterly their costs to the NSPS PEQ. However, this guidance
does not define the direct and indirect costs DOD requires that the
components capture. DOD’s pervasive financiel management deficiencies
‘have been the basis for GAG's designation of this as a high-risk area since
1885, GAO's review of reports from the found that
their official accounting systems do 1ot capture the total funds expended or
obligated to design and implement NSPS. Without an effective oversight
mechanism to ensure that the official accounting systems capture all
appropriate costs, DOD and Congress do not have visibility over the actual
cost to design and implement NSPS.
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HUMAN CAPITAL

Observations on Final Regulations for
DOD's National Security Personnel!
System

What GAO Found
GAO believes that DOD's final NSPS regulations contain many of the basnc
that are with proven

capital management. For ustance, t.he ﬁnal regulations provxde for (1) a
flexivle, v,
cotmpensation system—such as pay ba.nds ‘and pay for performance;
(2) giving gnxwr priority to employee performanre in m renenuon decisions
in
& of employee the i
process, such as having itis icif in ing the

- implementing issuances. However, mmre actions will determine whether
such labor relations efforts will be meaningful and credible.

Despite these positive aspects of the regulations, GAQ has several areas of
concern. First, DOD has considerable work ahead to define the important
details for implementing its system—such as how employee performance
expectations will be aligned with the department’s overall misston and goals
and other measures of performance, and how DOD would promote
consistency and provide general oversight of the performance management
system to ensure it is admigistered in a fair, credible, transparent manner.
‘These and other critically important details must be defined in conjunction

with Second, the i merely allow, rather
than reque, the use of core compet»enmes that can help to provide
and clearly ™S what is expected of

them. Third, although the regulations do provide for continuing
collaboration with empioyee representatives, they do not identify 1 process
for the of individual inthe
implementation of NSPS.

DOD must ensure that it has
the necessa.ry institutional infrastructure in place to rake effective use of its
(3) a chief fficer or similar position is
mﬂﬂ to effectively provide sustained and committed leadership to the
lt business effort, including NSPS, and (4)
DOD should develop procedures and methods to injtiate implementation
efforts relating to NSPS.

Going forward, GAC beheves that (1) DOD would benefit from developing &
@)

While GAO strongly supports human capital reform in the federal

government, how it is done, when it is done, and the basis on which it is

done can make all the difference in whether such efforts are successful.

DOD’s regulations are especially critical and need to be implemented

properly because of their potential implications for related

reform. In this regard, in our view, classification, compensation, critical
s hiring, and workforce restructuring reforms should be pursued on a

e Ik above., governmentwide basis before and separate from any broad-based labor-

nwm 25K B
;‘” Wz{“mwsgm Datek . 8 management or due process reforms.
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management ystein, (2) analyzes
the extent o which DOD's process
reflects key practices for
successtul

July 2005

HUMAN CAPITAL

DOD's National Security Personnel
System Faces Implementation Challenges

What GAO Found

DOD's current process to design its new personnel management syster.
eonsists of four stages: (1) development of design options, (2) assessment of
design options, (3) issuance of proposed regulations, and (4) a statutory
public comment penod ameet and conier period with eruployee
ion period. DOD's initial

design process was unrea.hsnc and inappropriate. However, after a strategic
reassessment, DOD adjusted its approach to reflect a more cautious and

P involved more

DOD's NSPS design process genemlly reflects four of six selected key
practices for First, DOD and
OPM have develaped & process to dwgn the riew personnel systern that is
by top in both d Second, from the outset,
a set of guiding principles and key performance parameters have guided the
NSPS design process. Third, DOD has a dedicated team in place to design
and impiement NSPS and manage the mmafomauon process. Fourth, DOD

hes i a timeline, albeit ambi goals. The
design process, however, is lacking in two other pracncw First, DOD
and a written strategy docuraent,

but the strategy is not comprehensive. It does not identify all key internal
stakeholders and their concerns, and does not tailor key messages to
specifie groups. Failure t consider & wide vatiety of
people and cultural issues can lead to unsuccessful transformations.
Second, while the process has invoived employees through town halt
meetings and other mechanisms, it has not included employee
representatives on the working groups that drafted the design options. It
should be noted that 10 federal labor unions have filed suit alleging that DOD
faited to abnde by me stazuwry requirements to include employee

of DOD's new labor
authorized 25 part of NSPS Asuccasfu] n—ansfomxuon must provide for
to gain their

input into and undemmdmg ofthe chamges that il oceur.

DOD will face muluple lmplementahon challenges. For exsmple, in addition
to th and

and providing wequahe resources 0 xmplemwt the sysbem‘ DOD faces the
challenges of ensuring an effective, ongoing two-way communication
strategy and evaluating the new syster, In recent testimony, GAO stated
that DOD 's communication strategy mast include the active and visible
involvement of anumber of key players, mdudmg the Secretary of Defense,
for Moregver, DOD must enstxe
sustained and i after th is fully &

and the NSPS Senior Executive and the Program Executive Office iransition
out of existence. To provide sustained leadership attention to a range of
business transformation initiatives, like NSPS, GAO recently recommended
the creation of a chief management official at DOD.
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RESULTS-ORIENTED CULTURES

Creating a Clear Linkage between
Individual Performance and
Organizational Success

What GAQ Found

Publc sector organizations both in the United States and abroad have
implemented a selected, generally consxs!ent set of key practices for

fective create a clear linkage~—
“line of sight™—betw individual and i suecess,
These key practices include the following.

1. Align v ‘with
goals. Anexplicit alignment helps individuals see the connection between
their daily activities and organizational goals.

2, Connect 3 to ing goals. Placing
an emphasi ion, i ion, and BCrOsS
i ies helps ility for resuits.

3. Provide and use 0 t:mck

manage during the yesf xdennﬁ' perfomance gaps, and pinpoint
improvement opportunities.

4. Require follow-up actions to address organizational priorities. By
requiring and tmcimngonow up acﬂoxs on perfmmance gaps, organizations
of holding i for making

PTOgress on meu priorities.

§. Use competencies to provide 2 fuller assessment of performance.
Competencies define the skills and supporting behaviors that individuals
need to effectively contribute to organizational results.

6. Link pay to and tzati Pay,
incentive, and reward systems that ink employee knowledge, skills, and
contributions to organizationsl results are based on valid, reliable, and

with
7. Make in
performance management sysuems xtrxve 0 pmv\de candxd and constxuctwe
feedback and the necessary obj and
reward top d deal with poor
8. Involve and to gain of
performance maxmgemem systems. Barly and dxrect mvolvemem helps
increase D of the

system and belief in ms faxmes

9. annln continuity during transitions. Because cuitural
take time, systems reinforce
for change and other i goals.

United
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Testimony of John Crum
Director, Office of Policy and Evaluation
U.S. Merit Systems Protection Board
Before the House Armed Services Readiness Subcommittee

April 1, 2009

Thank you for the opportunity to testify today regarding the challenges in the Federal
hiring process for civilian employees. In addition to its adjudicatory mission, the U.S.
Merit Systems Protection Board (MSPB) is charged by statute to conduct studies of the
Federal civil service and other merit systems in the Executive branch to determine if the
workforce is managed in accordance with the merit system principles and free from
prohibited personnel practices. MSPB’s Office of Policy and Evaluation conducts
independent, nonpartisan, objective research to support the merit system values,
enhance human resources {HR) management and ensure the public interest in a viable
merit-based civil service. MSPB studies and reports are based on established scientific
methods, which provides us with a unique perspective on the trends and issues that

affect Federal human resources management.

Background
The Federal government’s employees are its most vital asset. While the slowing

economy may have delayed an expected retirement wave, retirement of large numbers
of experienced Federal employees is inevitable. In addition, the Federal government is
experiencing an increased need to hire high-§ua1ity employees quickly to meet new
mission requirements established under the American Recovery and Reinvestment Act
of 2009. Hiring policies and practices play key roles in ensuring that the government
maintains a high-quality workforce capable of meeting these needs and the expectations
of the American public, particularly in these challenging economic times. Because the
Federal Government must be answerable to the American public, it is particularly
important that its hiring decisions be based on merit and support the public’s interests.

Private businesses do not have the same responsibility to the public.
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MSPB’s research shows that the government has generally been successful in hiring
talented employees with the skills necessary to carry out agency missions. The current
economic situation may also provide the Federal government with an edge in the
competition for talent because the government is currently hiring and can offer job
candidates fairly stable and secure working conditions and benefits. The Federal
government is therefore in a position to appeal to candidates who may not have

considered working for the government in the past.

However, as the economy recovers, there are valid concerns as to the Federal
government’s ability to continue to attract and hire top talent, particularly those who
have the variety of knowledge and skills sets needed by a particular agency. For
example, some studies have shown that fewer new members of the Nation’s workforce
are prepared to take on jobs requiring highly technical skills such as jobs in science and
engineering. As the demand for these skills increases and the supply of candidates with
these skills decreases, competition will be intense. Effective recruitment and
assessment, and hiring practices will be critical in building the Federal government’s

future workforce.

In November 2003, Congress granted the Department of Defense (DoD) the authority to
establish a new civilian HR system. While the pay for performance aspect of this new
system has received the vast majority of attention, the legislation also allowed DoD to
redefine much of its hiring process to better meet its mission needs. DoD has cited
many of the same challenges we see in other agencies as reasons for needing to
establish new hiring flexibilities. Therefore, the research MSPB has conducted on
Federal hiring and the recommendations we have offered to the President and Congress
is particularly relevant to discussions regarding the National Security Personnel System

(NSPS).

MSPB’s research has identified a set of key challenges the Federal government faces in

terms of recruiting and selectingb the next generation of Federal employees. These
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challenges are as applicable to alternative personnel systems, such as NSPS, as they are
to the traditional Title 5 hiring process. These challenges include the length and
complexity of the hiring process, the government’s ability to market its jobs to attract
high-quality applicants, the ability of government assessment tools to distinguish the
most qualified candidates, the capacity of human resources staffs and supervisors to
adequately carry out Federal hiring programs, and the fragmentation of Federal hiring
reform that has resulted in short-term strategies rather than long-term solutions to

hiring problems. I will discuss each of these issues in more depth,

Lengthy Process
One of the most commonly cited complaints about the Federal hiring process from both

applicants and managers is that it takes too long. Using data from the U.S. Office of
Personnel Management (OPM), the U.S. Government Accountability Office (GAO)
reported in 2003 that it takes an average of 102 business days to complete all of the
steps in the cempeﬁtive hiring process (from making the request to fill the position to
making the appointment).! Our research has shown that it is not uncommon for a
candidate to wait 5 to 6 months or even more from the time he or she submits an
application to the time he or she receives an employment offer. The longer the process
takes, the more applicant attrition is likely to occur as candidates accept positions with

other employers that use faster hiring processes.

We have seen some progress in this area. In recent surveys of entry-level and upper
level new hires, MSPB found that approximately 41 percent of the respondents were
hired in 2 months or lesé.‘2 This is a good practice considering that our surveys have

historically shown that new hires consider 2 months or less to be a reasonable amount

' U.S. Government Accountability Office, Human Capital: Opportunities to Improve
Executive Agencies’ Hiring Processes, GAO-03-450 (May 2003).

2 Entry-level new hires are GS-5, 7 and 9 employees and upper level new hires are GS-12, 13, 14
and 15 employees, all appointed to full-time, non-seasonal, permanent positions in Executive
Branch professional and administrative occupations.
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of time for a hiring decision. However, approximately 28 percent of the respondents
indicated that it took 5 months or more. Five months is too long to expect high-quality
candidates to wait for a hiring decision. This is especially true for candidates who do
not understand why the process takes so long. Anecdotal evidence indicates that
applicants often submit applications for Federal jobs and do not hear anything from the
agency to which they applied. This lack of communication creates frustration and many
applicants may simply accept a position with an employer who shows interest in them
and can make an offer more quickly. While the government is meeting the expectations

of many of its new hires, there is still a long way to go.’

The hiring process used by individual agencies can be a barrier to timely hiring
outcomes. The Partnership for Public Service worked with several Federal agencies to
conduct “Extreme Hiring Makeovers” and improve their hiring processes. It came as a
surprise to many of the participating agencies that their own internal processes caused
unnecessary redundancies and delays. For example, one agency conducted process
mapping exercises and found that there were 114 steps in its hiring process. These 114
steps included 45 hand-offs between managers, administrative staff, and HR personnel.
In addition, at least 2 steps in the process required the approval of 10 or more officials.
Most of these steps were self-imposed by the agency; not by external regulations, and in

the final analysis, were unnecessary.*

Within the past few years, OPM has also been working with agencies to improve the
timeliness of the process. For example, OPM has implemented new hiring flexibilities,
such as category rating and developed new hiring authorities granted by Congress,

including the Federal Career Intern Program, which should help improve timeliness.

3 From MSPB, dtiracting the Next Generation: A4 Look at Federal Entry-Level New
Hires (2008); In Search of Highly Skilled Workers: A Study on the Hiring of Upper
Level Employees From Outside the Federal Government (2008); Competing for Federal
Jobs: Job Search Experiences of New Hires (2000).

4 Partnership for Public Service, Extreme Hiring Makeover: 4 Makeover that Matters,
presentation by Katie Malague, 2005.
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OPM has also instituted an End-to-End Hiring Roadmap designed to assist agencies in
streamlining their hiring activities. The Roadmap provides step-by-step guidelines that
will help agencies achieve the goal of completing a hiring action in 34 calendar days,
from the time the announcement is closed until a job offer is made. The Roadmap
further sets a goal to complete the entire process, from identifying the need to fill a
position to entry on duty, in 80 calendar days. OPM is working with agencies to
achieve these ambitious goals. OPM has also been working with agencies to educate
them about the hiring flexibilities currently available and has recently held sessions
with agencies that have direct responsibility for carrying out portions of the American
Recovery and Reinvestment Act of 2009. Finally, OPM continuously works with the
Chief Human Capitol Officers (CHCO) Council to identify additional hiring reforms
and flexibilities that will expedite the process while protecting merit principles. We

believe these are all valuable steps in trying to improve the process.

Process Complexity

The complexity of the process is another barrier to effectively recruiting and selecting a
high-quality workforce. The Federal government has an extensive array of individual
hiring authorities that can require different recruitment, application and assessment
processes. In fact, the traditional competitive examining process is now being used for
less than one-third of all new hires. The MSPB surveyed agency selecting officials in
2006 and found that these officials do not fully understand the various hiring authorities
available to them. If Federal supervisors do not understand these authorities, we cannot

reasonably expect applicants to know about or understand them.

Decentralization of the hiring process is a second factor that has added to its
complexity. Agencies now administer hiring programs themselves. While
decentralization enables agencies to tailor their recruitment and hiring strategies to
better meet their mission requirements, it makes the overall process more complicated.
There is no standard application and novuniform assessment tool. Applicants generally
must send different applications and other required forms to each agency to which they

apply. Respondents to our survey of upper level new hires indicated that the.
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burdensome application process discouraged many of them from applying for other
Federal jobs. They did not want to re-write descriptions of knowledge, skills, and
abilities; re-write or re-format their resumes; respond to lengthy questionnaires; and, in
general, spend an inordinate amount of time applying for Federal jobs.

Surprisingly, automation has in some ways increased the burden on applicants. Many
agencies have developed individual automated application systems that do not
communicate with the systems used in other agencies. Therefore, an applicant who is
searching for a “government job” may have to build a separate electronic resume and

profile for each individual agency to which he or she applies.

To help address this concern, OPM has implemented the USAJOBS.gov recruitment
website. USAJOB provides applicants with a single location where they can create a
Federal resume, search Federal job listings, submit the resume to an employing agency
electronically, or post their resume so that Federal employers can find them if their
skills match the employer’s needs. The USAJOBS website has many advantages. It is
updated in real time and is available to anyone who can access the Internet. Moreover,
the electronic Federal resume can sometimes be used to apply online for multiple

Federal jobs.

Applicants have voiced some complaints about the site, though many of the problems
actually fall under the purview of the agency advertising the job rather than OPM. For
instance, agency application requirements can be too labor intensive (e.g., long
narrative explanations of experience or lengthy occupational questionnaires) or the
application procedures may not be ekplained clearly. This may keep all but the most
determined applicants from applying. As a result, the government may be losing
applicants who do not understand the process or who are not willing to put in an

inordinate amount of time into the process.

USAJOBS does have some drawbacks. Not all Federal job vacancies are listed on this
site. Agencies are only required to post competiﬁve‘ service positions. Additionally, as

noted above, applicants’ resumes stored on USAJOBS cannot be used for all Federal



83

vacancies because some agencies use different online systems for application
submission. Finally, fhe application tracking feature does not work well when an
agency does not make a hiring decision expeditiously. The feature can actually
frustrate applicants because their status does not change, reinforcing the impression that

their application fell into a “black hole.”

We cannot estimate precisely how many applicants drop out of the Federal job search
due to a lack of understanding of the process, burdensome requirements, or other
barriers. However, when applicants lose interest in, or are deterred from, applying for
jobs, Federal agencies can lose much of the return on investment for their recruitment

efforts.

Recruitment and Marketing

In addition to the problems of length and complexity, the Federal government often
fails to do a good job of marketing itself as an employer of choice. The typical Federal
vacancy announcement is a good example of this problem. MSPB’s 2003 report on
vacancy announcements brought attention to the fact that Federal vacancy
announcements are often poorly-written, difficult to understand, and filled with jargon
and unnecessary information. Moreover, announcements often make little or no effort
to market the job and the agency to potential candidates. Consequently, many
announcements can actually discourage potential applicants from applying for Federal

jobs.?

OPM has attempted to help agencies improve vacancy anpouncements. First, OPM
worked with agencies to develop a job announcement template that is more streamlined,
user-friendly, and better organized. However, agencies still need to improve the actual
content of the announcements to make them appealing to applicants. Second, OPM
worked with agencies to develop standard job announcements for a set of occupations

that cut across agencies.

* MSPB, Help Wanted: A Review of Federal Vacancy Announcements (2003).
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Ultimately, recruitment strategies affect who learns of job opportunities and therefore
who applies. Our research has found that new hires rely heavily on word of mouth from
friends and relatives and the Internet for information on Federal job openings. These
recruitment strategies are largely dependent on the applicant’s access to information
about the Federal government. This means that agencies may very well be missing out
on high-quality candidates who do not know where to look to learn about the

employment opportunities with the Federal government.

A number of Federal agencies have demonstrated that it is possible for the Federal
government to effectively compete for talent. Our 2004 report, Managing Federal
Recruitment: Issues, Insights, and lllustrations, cited a number of interesting practices
that improved agencies’ ability to recruit qualified candidates. Successful agencies
make recruitment an organizational priority, allocate the necessary resources for it, and
employ proactive and creative approaches in their recruitment strategies. While they
attempt to achieve efficiencies in their recruitment efforts, these agencies emphasize

quality recruitment strategies that target the needed applicant pool.

Similarly, the MSPB has streamlined and improved its hiring practices. Under this
initiative, we are revising our vaéancy announcements, implementing category rating,
and using a multiple hurdle assessment approach that eliminates lengthy knowledge,
skills and abilities narratives. Insteéd, we now use more predictive assessment tools
such as structured interviews and work sample assessments to inform our selection
decisions. We are also in the process of conducting our own “Hiring Makeover” to
identify redundant and unnecessary steps and improve our communication with

applicants throughout the process.

Improving Assessment
Another issue of concern regarding the Federal government’s ability to hire a high-

quality workforce is how applicants are assessed. Assessment is the phase in the hiring

process during which agencies make the determination as to whether an applicant is
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qualified for the job and, if so, the extent to which she/he possesses the knowledge,
skills, and abilities required to do the job. The purpose is to identify the best-qualified

candidates.

MSPB’s research has found that Federal agencies do not always use the most predictive
asseésment tools. Focusing on economy rather than effectiveness, agencies often use
assessment tools that are easier and less expensive to develop and implement.
Specifically, the government has gravitated toward the use of assessments that score
applicants on the basis of training and experience (T&E). These assessments tend to
measure an applicant’s exposure to specific training or experience rather than
evaluating how well that training or experience prepared the applicant for the specific
job responsibilities. While such T&E assessments are relatively fast and cheap to
develop, they are not good predictors of job performance and are, therefore; less likely

to result in quality selections.

In addition, these assessments often add time to the process and draw excessively on
agency resources. For example, agencies frequently ask applicants to provide multiple,
lengthy written narratives describing general knowledge, skills, and abilities (KSAs),
such as “ability to communicate in writing” or “knowledge of Federal budgeting.” This
requirement necessitates a great amount of applicants’ time to write the narratives, as
well as the investment of considerable agency resources to evaluate these lengthy
applications. However, because of the generality of the information requested and the
lack of structure in how applicants present their narratives, much of the information

may be only marginally useful in identifying the best applicant.

The MSPB has encouraged agencies to explore better assessment methods. For
instance, in MSPB’s 2003 report on structured interviews, we pointed out that a
structured interview has a much higher predictive ability and provides greater

consistency in the content and conduct of a job interview than unstructured interviews.®

® MSPB, The Federal Selection Interview: Unrealized Potential (2003).
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Reference checks are also a fairly simple and cost effective strategy that can increase
the fairness and objectivity of the hiring process.” Ultimately, the probationary period
is one of the most effective assessment tools available because supervisors can observe
employees on the job before deciding whether or not to retain them. MSPB’s report on
agency use of the probationary period indicates that Federal managers rarely use the
probationary period to separate employees not fit for the job.3 Finally, using several
predictive assessment tools consecutively-—also known as the multiple hurdle
approach——can further improve the overall ability of the assessments to predict how

well the applicant will perform on the job.

In addition to improving assessments, agencies need to change how they prioritize the
use of their assessment resources. On average, fewer resources should be spent on the
first hurdle of the selection process—the step that evaluates whether a candidate is
among the best qualified. Instead, resources should be focused on the successive
hurdles that determine who is the best selection. This makes sense not only from an
organizational perspective, but also from the perspective of applicants. Agencies
should make it relatively easy for a person to apply for a job, determine who is likely to
be among the most qualified, and then use the best possible selection tool to determine
who is actually the best applicant for a given job. Doing this will not only make better

use of agency resources but will better serve the needs of potential applicants.

The fact that the government tends to rely on less predictive assessment tools does not
mean agencies are not hiring good people. As previously mentioned, MSPB research
reinforces the view that the government is hiring talented employees with the skills
necessary to carty out the agency’s mission. However, as competition for high-quality
talent gets more heated, good assessment practices will become even more important in

ensuring the Federal government continues to hire high-quality candidates.

" MSPB, Reference Checking in Federal Hiring: Making The Call (2005).

§ MSPB, The Probationary Period: A Critical Assessment Opportunity (2005).
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Lack of Human Resources and Managerial Expertise

For hiring programs to be effective, those who administer them need a high level of
expertise and competence. In the 1990’s, the Federal government significantly
downsized the Federal workforce. After reducing the number of Federal HR
professionals by 20 percent, agencies lost many of their senior specialists and their
institutional knowledge of effective recruitment and hiring practices.” In many cases,
this expertise has not yet been fully restored. In some cases, agencies’ human resources
staffs have been faced with re-learning how to best attract and select a high-quality

workforce.

In addition, the demands on supervisors are increasing. The National Academy of
Public Administration pointed out in a 2003 study that supervisors have more decisions
to make, less time to spend making them, and fewer resources to support them.” Asa
result, supervisors often do not have time to participate in the hiring process.
Furthermore, some supervisors have reported that they lack the necessary knowledge
about hiring rules and procedures and are therefore reluctant to become involved in
these activities. However, supervisors have also indicated that they are generally more
satisfied with the results of the hiring process when they are involved than when they
are not. The absence of supervisory participation can result in a poor fit between the
new hire and the skills needed to accomplish the essential elements of the job.
Therefore, the Federal government needs to do a better job of training and supporting
supervisors in their managerial responsibilities so that they can actively contribute to

the process.

? U.S. Office of Personnel Management, Federal Human Resources Employment
Trends: An Occupation in Transition: A Comprehensive Study of the Federal Human
Resources Community, MSE-9-5, (September 1999). 7

!® National Academy of Public Administration, First-Line Supervisors in the Federal
Service: Their Selection, Development, and Management, (February 2003).
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Fragmentation
The Federal government has experienced a trend toward more flexibility in the hiring

process. Unfortunately, this trend has not resulted from a systematic governmentwide
evaluation of problems and potential solutions. Rather, the government—whether it be
OPM or individual agencies—has identified specific problems and attempted to mitigate
these challenges through such means as decentralization, delegation, deregulation, and

the proliferation of HR flexibilities and appointing authorities.

To eliminate perceived barriers, reduce the time to hire, and lower costs, some agencies
have attempted to opt out of the traditional hiring process when possible. This “opting
out” appears to indicate fundamental problems with the system, yet no systematic
reform has been implemented. Instead, agencies are increasingly turning to a collection
of new appointing authorities and flexibilities that are replacing the standard,

governmentwide hiring system.

The benefit of this approach is that agencies are able to tailor their recruitment and
hiring strategies to better meet their mission requireménts. However, the approach also
has disadvantages. Government loses the ability to achieve economies of scale in terms
of hiring tools and systematic approaches. Competition increases among agencies and
provides advantages to those with more fesources and leadership support.
Fragmentation also creates confusion among applicants who do not understand why

some agencies employ traditional application and hiring methods and others do not.

Recommendations

If government is to reform the hiring system, it needs to take on reform that focuses on
what is important. This means systematically reengineering the process to ensure that
the best candidates are hired in a timely and cost-effective manner. Reform should:
(1) provide agencies the flexibilities they need to effectively manage their hiring
systems, (2) ensure employees and applicants receive the protections promised by the

merit system principles, and (3) give the public a high-quality government workforce
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working toward its interests. To begin this process, the MSPB has offered the _
following recommendations to guide reform and improve the Federal hiring process.
We believe these recommendations would be relevant to the improvements DoD is also

seeking in its hiring process.

First, agencies should manage hiring as a critical business process, not an
administrative function. Recruitment and selection is about making a continuous, long-
term investment in attracting a high-quality workforce capable of accomplishing the
organization’s mission. It should not continue to be viewed therefore solely as an HR
function. This means integrating discussions of hiring needs, methods, and outcomes

into the business planning process.

Second, agencies should evéluate their own internal hiring processes, procedures, and
policieé to identify barriers to quality, timely, and cost-effective hiring decisions.
Often, agencies put processes in place that extend the time it takes to make decisions
without even realizing they have done so. Many. agencies will probably be surprised to

see that many of the barriers they face are self-imposed.

Third, we recommend that agencies, with the assistance of OPM, employ rigorous
assessment strategies that emphasize selection quality, not just cost and speed. In
particular, agencies should develop and use assessment instruments that have a
relatively good ability to predict future performance. Using several assessment tools in
succession can make the assessment process even more effective in managing the
candidate pool and narrowing the field of qualified candidates. In addition, OPM can
work with agencies to develop assessment tools that can be used for occupations that
cut across agencies. This would increase the government’s return on investment for

these assessments.

Fourth, we also recommend that agencies improve efforts to manage the applicant pool
while making the process manageable for applicants. This means better recruitment

strategies, improved vacancy announcements, more communication with applicants, and
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a timely, understandable application and assessment process that encourages applicants
to await a final decision rather than abandon the Federal job search in favor of

employment elsewhere.

Fifth, we believe it is crucial that agencies properly prepare HR staff and selecting
officials to carry out the full range of services necessary to implement an efficient
recruitment and hiring system. When DoD began implementing NSPS, the department
devoted significant resources to training HR staff, managers, and employees on the new
pay-for-performance processes. If agencies devoted similar resources to ensuring HR
staff and managers are prepared to carry out their hiring duties, this would likely
significantly reduce bottlenecks in the process. In particular, hiring officials need more
information about their role in hiring, the importance of using good assessment tools,
the assessment tools available to them, and how to use the probationary period to

alleviate selection mistakes.

Finally, OPM should work with agencies to develop a governmentwide framework for
Federal hiring reform. This framework should provide agencies with the flexibilities
necessary to address agency needs while also preserving selection quality and employee
and applicant protections. The framework could streamline and consolidate appointing
authorities to simplify hiring procedures and make the process more transparent and
understandable for HR staff, seiecting officials, and applicants. OPM has started
discussions with the Chief Human Capital Officers Council on Governmentwide reform

and is looking at potential changes.

Agencies can take most of these steps without any changes to existing rules and
regulations. Implementing these recommendations should help ensure that agencies are
hiring qualified employees in a timely manner from all segments of society after fair
and open competition while treating applicants fairly and equitably, as prescribed by

the merit system principles.
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Conclusion

The current economic environment actually offers the government a valuable
opportunity. Because the government can offer the job security and stable benefits that
many applicants are currently seeking, there is an opportunity to effectively compete
with employers that agencies may not have been able to compete with just a few years
ago. Furthermore, Federal retention data indicates that if agencies can keep an
employee on board for 2-3 years, they will likely stay with the government for their
carcer. But the government needs to ensure it can attract the best and get them in the
door quickly. The current hiring process limits the government’s ability to accomplish

these goals.

The hiring process currently takes too long, is too complex for many applicants to
understand, does not market Federal jobs well, and does not make the best use of
available resources. The recommendations that MSPB has put forth, as well as many of
the initiatives that OPM and agencies such as DoD have begun implementing, should

help alleviate some of these problems.
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Chairman Ortiz, Ranking Member Forbes and Members of the House Armed Services
Subcommittee on Readiness:

My name is Darryl Perkinson and I am here today representing the over 200,000
managers, supervisors and executives in the federal government in my role as National President
of the Federal Managers Association (FMA). Please allow me to take a moment and thank you
for this opportunity to present our views before your Subcommittee. As federal managers, we are
committed to carrying out the mission of our agencies in the most efficient and cost effective
manner while providing necessary services to millions of Americans.

Currently 1 serve as the Nuclear Training Manager for the Production Training
Department at the Norfolk Naval Shipyard (NNSY) located in Portsmouth, Virginia. 1 have
completed 29 years of federal service in the Department of Navy, the last 23 of which were in
management. I began my tenure as an Electrical Apprentice and moved up to my present
managerial position in the training department. During my career, | have spent time in three
separate pay systems — first as a Wage Grade employee, then a General Schedule (GS) employee
and now a National Security Personnel System (NSPS) employee. Over the past eighteen
months, 1 have been involved with NSPS as a rating official and an employee being rated.
During my career with FMA, 1 have held many positions, including Chapter officer, Zone
President, National Vice President and 1 am presently serving my second term as National
President. Please keep in mind that I am here on my own time and of my own volition
representing the views of FMA and do not speak on behalf of the Department of Navy.

Established in 1913, the Federal Managers Association is the largest and oldest
association of managers and supervisors in the federal government. FMA was originally
organized to represent the interests of civil service managers and supervisors in the Department
of Defense (DOD) and has since branched out to include some 35 different federal departments
and agencies, including managers and supervisors at DOD under the National Security Personnel
System. We are a nonprofit, professional, membership-based organization dedicated to
advocating excellence in public service and committed to ensuring an efficient and effective
federal government. As stakeholders in the ultimate success or failure of NSPS, we appreciate
the opportunity to appear before you today.

The face of America’s workforce is changing. A model once attractive for employing the
most talented members of the workforce, the federal civil service now seems unreflective of the
expectations of new job seekers by today’s standards. The current General Schedule pay system
and performance review methods are antiquated, We at FMA support any changes that guarantee
increased flexibilities, accountability and performance results. However, we are increasingly
realizing that NSPS is not delivering on its promises.

The Department of Defense is the largest employer of federal civilian employees, with
nearly 700,000 of the 1.8 million member workforce under its purview. Currently, about 205,000
DOD employees are serving under NSPS, most of whom are managers and supervisors. This
hearing marks the seventh time FMA has appeared before Congress to discuss the ongoing
implementation of NSPS since the regulations were first proposed.
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BACKGROUND

Over the past few years, the Department of Defense has embarked on an historic
implementation of a new personnel system positioned to change the face of the federal
workforce. Much has happened to bring us to this point. With the passage of the National
Defense Authorization Act of 2004 (P.L. 108-136), DOD was granted the authority to embark
upon civil service reform within the agency. Included in the legislation was the authorization for
major changes to the pay, hiring and staffing, labor relations, collective bargaining, adverse
actions, appeals process, reductions-in-force, and performance review systems governed by Title
5 of the U.S. Code. Justification was based on the critical and urgent need to create a flexible and
dynamic human resources system that would allow Pentagon employees to respond quickly to
any threats to our national security and prevent any military actions that would harm America.
While this justification has come under fire, we agree that the needs of national security and
protecting America’s infrastructure, citizens and interests around the globe require our undivided
attention.

Under NSPS, an employee’s pay raise, promotion, demotion or dismissal is far more
uninhibited than is currently established in the General Schedule. We support the premise of
holding federal employees accountable for performing their jobs effectively and efficiently and
rewarding them accordingly. More specifically, the removal of a pass/fail performance rating
system that does not allow for meaningful distinction of productivity is a step in the right
direction.

The final regulations governing NSPS were released in October 2005 and went into effect
30 days after. Initially, 65,000 new employees were set to enter the system in January 2006. At
the time, FMA cautioned against such an ambitious roll out to ensure adequate time for training
was allotted. As such, civilian employees were first converted to NSPS in April 2006 under
Spiral 1.1. Over the last three years, implementation plans have slowed considerably, epitomized
by Congress’ mandate to exclude Wage Grade employees and the Pentagon’s decision not to
enroll collective bargaining unit employees.

The mission-critical nature and sheer size of the Pentagon made the success of the
development and implementation of the new personnel system vital. Initially, we at FMA were
optimistic NSPS would help bring together the mission and goals of the Department with the on-
the-ground functions of the homeland security workforce. Three years into the process, we have
yet to see widespread success of the system.

MY PERSONAL EXPERIENCE WITH NSPS

As a current employee at the Norfolk Naval Shipyard, I have been rated and have rated
others under NSPS for one complete pay cycle. At my location, we experienced a mock pay run
and completed a performance period in January 2009. 1 appreciate the opportunity to provide
you with a synopsis of my experience as a person rated and as a rating official.

In the role of being rated, 1 experienced the gamut of what can happen to an individual
employee. I had what I would call a “hands off” rating official. While we followed the step-by-
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step process laid out in the online rating system, I never had any of the active discussions
suggested in the training. One reason for this was that the rating official to whom I was assigned
was preparing for retirement and subsequently retired prior to the end of the timeframe for the
conversations that were required. While I took the time to write a detailed self-assessment, 1
truly feel that it was never reviewed by my rating official. In his assessment, 1 received few
comments on the issues which 1 reflected upon in my assessment except for confirmation that he
agreed with them; however, no added positives or negatives were written. Prior to my rating
official’s departure, I had no conversation nor was one even initiated concerning my progress or
rating. The duty of revealing my rating was handed off to my rating official’s replacement and
in our conversation about my rating, he began by informing me of my rights to ask for
reconsideration. This indicated to me that it was likely 1 was going to disagree with my rating,
and I did. 1 pursued reconsideration successfully and after my appeal to the Pay Pool Manager, 1
received an increase in my share distribution and award amounts. The reconsideration process
worked well and seemed to be fair.

Ideally, my experience would be one that never occurs for an employee. Even in the
event of a departing rating official, there should be a face-to-face explanation of your
performance by said rating official. It is important for the conversations to occur and be
understood by both parties for the process to be fair.

As a rating official, [ felt the conversations with my employees went smoothly and were
useful to them as well as to me. In reality, all managers should be interacting with their
employees such that these conversations become the norm in an effort to understand what their
employees do and if they need help. Overall, the experience with my employees was rewarding
except for the rules that do not allow the rating official to divulge his/her rating until it has
passed through the pay pool panel process. The awkwardness of this portion of NSPS instills a
level of distrust despite the relationship you may have with your employees.

NSPS PROGRAM DEFICIENCIES AND RECOMMENDATIONS

We at the Federal Managers Association have been closely monitoring the
implementation of NSPS and have received significant feedback from our members as they
transition. If one thing is certain, it is that no single view of the system exists. However, several
themes have emerged throughout this process.

Overall, FMA managers and supervisors believe a switch to pay-for-performance is
necessary not only to compete with the private sector for talent, but also to encourage and reward
high performance. The time for rewarding employees simply for longevity has passed. Many of
the hard-working federal managers entering NSPS want to be rewarded for the job they do.
However, the system is not without its flaws.

The implementation of NSPS has caused a fundamental shift in the culture at DOD; a
shift for which many of our members were not adequately prepared. This has marked the biggest
change to a federal agency personnel system in over a generation. We have heard strong calls
from our members to return to the General Schedule pay system. As discussions continue on
Capitol Hill and in the Administration regarding the future of the system, we at FMA believe
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certain changes need to be made while NSPS serves as DOD’s pay system, and we appreciate the
opportunity to discuss them with you today. It has been our experience that DOD leadership is
out of touch with what is being carried out on the ground. Below is a list of problems and
recommendations we believe DOD should address to ensure a fair and transparent system.

Going into the new system, the biggest cause for concern among our members was how
the funds in the pay pools would be distributed. In 2007, Congress determined that all DOD
employees rated above “unsuccessful” must receive no less than sixty percent of the General
Schedule raise appropriated by Congress, with the remaining forty percent going into the pay
pools, and one hundred percent of the locality pay adjustment.

It is absolutely critical that any employee rated a 3 (valued performer) or above should, ar
a minimum, receive the congressionally approved pay raise. Issues of fairness and low morale
would certainly surface if a valued performer were to receive less than the GS raise. Employees
who are considered valued performers but receive less than they would have under the General
Schedule have no confidence in the system.

During the last three ratings cycles, we have seen the average pay raise under NSPS
greatly exceed the GS raise over those three years. We are encouraged that the system is
accurately rewarding high performers. However, there is no guarantee the pay pools will have
the funds to distribute more than the 60 percent requirement. Should budgets be cut by Congress
or the Administration, this trend could easily be reversed. If the pool of money is lacking, the
performance of some deserving federal employees may go unrecognized, causing the system to
fail in meeting its objectives, in addition to creating dissention among employees.

With a sixty percent pay increase guaranteed, it is feared any other pay employees
receive (assuming performance standards are met or exceeded) will come in the form of a bonus
which does not count towards basic pay for retirement purposes. This not only affects
employees’ salaries from this point forward, but also their high three and Thrift Savings Plan
contributions. In such a situation, higher performing employees are better off under the old GS
system.

The so-called bell curve distribution of raises is also of grave concern. If the system
worked as intended, a bell curve should happen naturally without being forced. Managers and
supervisors have reported extreme pressure from higher-ups to maintain a specified distribution
of funds or performance ratings within each pay pool, despite claims from DOD leaders that this
should not be occurring. There is severe danger of ratings being deflated or inflated to
accommodate a small section of the population. Employees must receive the ratings their
performance dictates and they should not be harmed by a capricious ceiling. For any personnel
system to be fair and effective, evaluative ratings and performance awards must be based on
merit, not quotas and arbitrary caps. Forced distribution does nothing but contradict a pay-for-
performance system.

Vast differences in how the pay pools are awarded are also bothersome. Due to the nature
of the pay pools, an employee rated a 4 in one pay pool could receive a very different raise than
a 4 in a different pool at the same facility. This creates animosity towards fellow employees and
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agency leadership. 1t is our belief that raises correlating to ratings should be the same throughout
the Departments (Navy, Air Force, Army and Marine Corps), if not DOD-wide.

Aside from issues involving pay, we are also finding there is a lack of concrete business
rules that allow for a transparent and fair deployment of pay-for-performance. As concerns about
pay have been placed on the back burner, the focus of our members now centers on transparency
and fairness. The process, as explained to our membership, creates a difficult environment for
the rating officials on several levels. Additionally, we have received many valid concerns from
those writing self assessments.

We have heard several reports of the Pay Pool Panels and Sub-Pay Pool Panels being out
of touch with the objectives and job functions of the employees whom they are rating. |
personally experienced this as well. If the Panel is the ultimate authority on the final evaluation
attributed to each employee and is able to adjust a supervisor’s prescribed rating, employees
should have access to their evaluation before the Panel engages in the review cycle. The rating
official’s ranking should be revealed to the employee and any adjustments made post-rating
should be explained and justified by the Panel making the adjustment.

As they are aware of the amount of money in the pool, the Panels have a direct stake in
the final ratings of the employees. For example, let’s say nearly everyone in the pool received a
4, with a few 2s and 3s. The Panel is acutely aware that those in the pool will receive a lower
share value since there are so many 4s. As such, we have heard reports of great pressure from the
Panels to lower ratings, especially in the cases of poorly written self-assessments, again, despite
claims from DOD leadership that this should not or does not occur. The Panels are too focused
on the impact they have on the share value. The sole purpose of the Pay Pool Panel should be to
ensure fairness, transparency and consistency exist in the system.

Additionally, business rules require a supervisor to provide a feedback session before
completing the NSPS appraisal, but we are hearing this usually does not take place. This is a key
part of the NSPS process that is often not given the importance it deserves. Job objectives should
be discussed with employees to ensure they line up with mission objectives, supervisors’
objectives and where good work can be identified and how improvements can be made. We find
it alarming these conversations are not taking place.

Many employees continue to feel uncomfortable in the assessment of their own work as
required under NSPS. Inadequate training in this area has contributed to employees’ lack of
confidence in the delivery of their own rating, as they are not sure how to properly convey the
value of the work they perform each day. For many employees, this is their first experience
providing such information, and a self-evaluation that fails to reveal their full worth to the
agency may have a significant negative effect on their paychecks. It has been our experience that
the Pay Pool Panels heavily rely on one’s written assessment, despite the fact that these
assessments are not required. Additionally, most employees are reporting that they were never
told the self assessment portion of the review was optional. More attention must be paid to
properly train employees how to write self assessments in order to ensure employees get the
rating their efforts merit.
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If NSPS is to garner greater support from the employees engaged in its execution each
day, more attention must be paid to the processes and enhanced coordination on which
comprehensive implementation depends. A thorough examination of the ratings cycle and the
prevalence of muitiple pay systems within DOD and individual departments is necessary to
allow employees to work with the system instead of against it.

An overwhelming number of employees have indicated that the cumbersome nature of
the rating cycles is causing acute frustration among employees. 1t is not uncommon for the rating
cycles to take upwards of six months and fifty percent of a manager’s time. While workloads
continue to increase as baby boomers flee the government for retirement, it is critical that we
streamline the process. This will benefit both managers and the employees under their
supervision whose salaries hinge on their evaluation.

Managers and supervisors have become increasingly aware of the negative impact NSPS
has on agency recruitment, Many critical positions need to be filled in DOD, yet highly qualified
personnel are not applying because the positions fall in their current pay bands. Employees are
not considering jobs in the corresponding NSPS pay bands because accepting such positions
would be considered a reassignment, not a promotion, translating into a five percent maximum
salary increase. Qualified employees may be unwilling to take on the added responsibility
associated with mission critical positions if they are not adequately compensated. Additionally,
we have heard reports that contradict the original intent of NSPS to ease the hiring process from
the outside. Many of our members have been told by their facility’s leadership they must hire
from within the Department.

DOD currently employs workers enrolled in the NSPS, GS, and Wage Grade pay
systems. It is simply unacceptable that a single agency utilizes multiple pay systems that are
often at odds with each other within individual departments. This problem is exacerbated when
raises among equally performing employees differ. It is the view and recommendation of FMA
that DOD establish cohesion within departments in order to foster a greater sense of equality
among the workforce. Employees should not be at a disadvantage simply because they are
enrolled in a different pay system than their counterparts whom they work alongside.

THE GENERAL SCHEDULE PAY SYSTEM

In talking with FMA members over the last several years, I can tell you that some of
them would be thrilled to simply return to the old GS system. However, 1 believe we all realize
that this is not as easy as one might think. In addition to the significant cost involved, Congress
should consider the following issues if we are to return to the GS system.

First and foremost, we must ensure employees’ pay is protected. Employees who
excelled under NSPS and were appropriately rewarded by increases in salary beyond the GS
scale for their prior grades should not be penalized by losing pay or by not being eligible for
future pay increases because of the current GS rules on pay retention. Given that the average pay
raise under NSPS has far exceeded the GS raises, many employees are now a GS level, or in
some instances two, above where they were when they entered NSPS, sometimes without added
responsibility. We must ask ourselves what the options are for these employees. One suggestion
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is to move them into the GS level where their current pay would place them. However, this
might put them above the level of responsibility for which they are prepared. We also believe
that such a scenario would make DOD top heavy with GS-14s and 15s.

A second suggestion, one that has been floated among groups not represented here today,
would be to place the NSPS employees at the same GS level] they were at when they converted
and freeze pay until the GS schedule “catches up” with them. In such a situation, these
employees would be above average performance-wise and should not have their pay negatively
impacted because they were forced to endure a system they did not ask to be a part of.

A third suggestion is that these employees be put into a special rate category in which
they would retain their current salary upon conversion and subsequently be eligible to receive
the full congressionally approved pay raise and any future performance recognition rewards to
which they would be entitled. However, this scenario would continue the three system pay
structure DOD currently has in place; one that is proving difficult to manage in such a large,
complex agency.

The current regulations would not allow these employees to be made whole, which would
have a serious negative impact on morale. Most of the employees under NSPS are the key people
in the organizations - managers and senior staff - and NSPS has proved a great incentive for
high-performing individuals, at least in the area of pay.

We must also ensure that managers and supervisors are accurately rewarded for their
managerial duties. With increased responsibility should come increased pay. We are moving into
a time when bargaining unit employees are much less likely to become managers, mostly
because the slight pay increase is not worth the large increase in duties.

Several provisions are currently in place under the GS system that allow managers and
supervisors to award employees’ performance. 1 would like to discuss some of them, but I must
point out that usage of these tools has been sparse throughout federal government and across
agencies.

The large disparity in the average pay raises between GS employees and NSPS
employees does not take into account Within Grade Increases (WGI), which can be up to three
percent of an employee’s salary, Sustained Superior Performance (SSP) Awards, which can be
up to five percent, and Quality Step Increases (QSI). Managers can also distribute small cash
bonuses, usually between $25 and $250, for marked accomplishments. Some agencies also
employ a Special Act or Service Award. This is a cash award given to recognize a meritorious
personal effort, act, service, scientific or other achievement accomplished within or outside
assigned job responsibilities and can be up to $25,000. These are all monetary tools managers
and supervisors have within the GS system to award performance.

There are also non-monetary awards available. Employees can be granted a Time Off
Award which can be up to 80 hours of time off during a leave year without a charge to leave or
loss of pay as an award for achievements or performance contributing to an agency’s mission.
Other non-monetary awards include medals, certificates, plaques, trophies, and other tangible
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incentives that have an award or honor connotation. These can be especially helpful if the
employee receiving the award believes agency leadership is aware of his/her contributions.

As you can see, under the current system, there are rewards available to high performing
employees that distinguish their performance. However, the resources available to managers and
supervisors to reward those employees are limited, which renders them ineffective. The budget
process for awards is normally based on a percentage of the aggregate base payroll (usually
around 1.5 percent); therefore the total dollars available are insufficient. Additionaily, while 1
wish it was not the case, the process for awarding employees is extremely cumbersome and
therefore many managers do not spend the time to accurately identify performance and reward it
appropriately. 1 believe many managers are also unaware that these incentives even exist.

It has been our experience that federal agencies have broad statutory authority to design
and implement a variety of incentive programs to meet their specific needs, which causes wide
variations among agencies. | have heard from managers in different agencies who use different
methods of performance awards. In order for these awards to be used effectively, managers must
have support from top agency leadership.

WHERE DO WE GO FROM HERE?

We have heard many calls from our members to return to the GS system. We have also
heard from several managers and supervisors within NSPS who have enjoyed finally being
rewarded for the job they do and enjoy the flexibility NSPS offers them. The GS system, while
steadfast and reliable, is not a sustainable tool for recruitment.

Any pay system, whether it be NSPS, GS or something entirely different, must adhere to
certain basic principles. Additionally, a shift in the culture of any organization cannot come
without an interactive training process that brings together the managers responsible for
implementing the personnel system and the employees they supervise. If implemented properly,
NSPS had great potential to retain and recruit a highly talented workforce. As Congress and the
Administration debate where to go with the pay system at DOD, we suggest the following be
included in any system:

o maintenance of current benefits for active duty and retired employees;

* 1o loss of pay or position for any current employee;

* merit principles preventing prohibited personnel practices as well as an adherence to
current whistleblower protections and honoring and promoting veterans’ preference;

s an appeals process for disciplined or terminated employees;

e adequate funding of “performance funds” for managers to appropriately reward
employees based on performance;

» development of a performance rating system that reflects the mission of the agency, the
overall goals of the agency, and the individual goals of the employee, while removing as
much bias from the review process as possible;
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e a transparent process that holds both the employee being reviewed and the manager
making the decision accountable for performance as well as pay linked to that
performance; and,

¢ a well-conceived, ongoing and mandatory training program that includes skills training
and is funded properly and reviewed by an independent body (we recommend the
Government Accountability Office as an auditor) which clearly lays out the expectations
and guidelines for both managers and employees regarding the performance appraisal
process.

We are encouraged that the Department heeded calls from this Committee to halt any
more implementation of NSPS until an independent review of the system takes place. While the
details of who will be part of this process are unknown, we would strongly suggest employee
groups, both managerial and unions, be invited to participate. The unique experience of these
employees allows them to convey what is working, what is not, and what is actually going on at
the ground level, which is often not what the regulations dictate.

Change for change’s sake is only going to compound the ongoing personnel challenges at
DOD. It is imperative that any system stand by the principles of transportability, objectivity and
transparency. We must take a cautious and deliberate path as we move forward. Thank you for

the opportunity to appear before you today and I am happy to answer any questions you may
have.
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DISCLOSURE FORM FOR WITNESSES
CONCERNING FEDERAL CONTRACT AND GRANT INFORMATION

INSTRUCTION TO WITNESSES: Rule 11, clause 2(g)(4), of the Rules of the U.S.
House of Representatives for the 110™ Congress requires nongovernmental witnesses
appearing before House committees to include in their written statements a curriculum
vitae and a disclosure of the amount and source of any federal contracts or grants
(including subcontracts and subgrants) received during the current and two previous
fiscal years either by the witness or by an entity represented by the witness. This form is
intended to assist witnesses appearing before the House Armed Services Committee in
complying with the House rule.

Witness name:__Darryl Perkinson

Capacity in which appearing: (check one)
___Individual
_ X _Representative

If appearing in a representative capacity, name of the company, association or other

entity being represented: The Federal Managers Association
FISCAL YEAR 2007
federal grant(s) / federal agency dollar value subject(s) of contract or
contracts grant
n/a
FISCAL YEAR 2006
federal grant(s}/ federal agency dollar value subject(s) of contract or
contracts grant
n/a
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FISCAL YEAR 2005

Federal grant(s) / federal agency
contracts

dollar value

subject(s) of contract or
grant

n/a

Federal Contract Information: If you or the entity you represent before the Committee
on Armed Services has contracts (including subcontracts) with the federal government,

please provide the following information:

Number of contracts (including subcontracts) with the federal government:

Current fiscal year (2007): n/a ;
Fiscal year 2006: n/a
Fiscal year 2005: n/a

Federal agencies with which federal contracts are held:

Current fiscal year (2007):___ n/a

Fiscal year 2006: n/a

Fiscal year 2005: n/a

List of subjects of federal contract(s) (for example, ship construction, aircraft parts
manufacturing, software design, force structure consultant, architecture & engineering

services, etc.):

Current fiscal year (2007): n/a
Fiscal year 2006: n/a
Fiscal year 2005: n/a

Aggregate dollar value of federal contracts held:

Current fiscal year (2007): n/a
Fiscal year 2006: n/a
Fiscal year 2003: n/a
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Federal Grant Information: If you or the entity you represent before the Committee on
Armed Services has grants (including subgrants) with the federal government, please
provide the following information:

Number of grants (including subgrants) with the federal government:
Current fiscal year (2007): ;

Fiscal year 2006: ;
Fiscal year 2005: .

Federal agencies with which federal grants are held:

Current fiscal year (2007): ;
Fiscal year 2006: N
Fiscal year 2005:

List of subjects of federal grants(s) (for example, materials research, sociological study,
software design, etc.):

Current fiscal year (2007): 3
Fiscal year 2006: ;
Fiscal year 2005:

Aggregate dollar value of federal grants held:

Current fiscal year (2007): ;
Fiscal year 2006: :
Fiscal year 2005
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On behalf of the National Federation of Federal Employees (NFFE) and the 100,000 federal
employees our union represents throughout the United States and abroad, including 45,000
civilian employees at the Department of Defense (DoD), I thank you for the opportunity to

submit this statement on the National Security Personnel System (NSPS).
Summary of NFFE’s Position on NSPS

NSPS is a failed plan that has been fundamentally flawed since its inception. NSPS was
never intended to be a modern, good government personnel system. It was intended to
eliminate federal employee unions and suppress pay for the majority of DoD workers. Even
after much of DoD’s authority to create a new personnel system was revoked in the FY08
Defense Authorization Bill, DoD has continued to spend billions of dollars implementing this
ill-conceived plan. Pay and promotion systems under NSPS are unfair, and it has severely
diminished morale within the department. It is apparent that DoD is throwing good money
after bad trying to implement a system that should never have been put forward in the first
plyace. NFFE strongly supports full repeal of NSPS for all DoD workers in the Fiscal Year
2010 Defense Authorization Bill.

Background on NSPS

In 2003, under the guise of national security, Congress granted the DoD the authority to
establish a new human resources system and to modify certain labor relations provisions

under NSPS.

When then-Defense Secretary Donald Rumsfeld appeared before Congress, he stressed the
need for flexibilities in order to defend our nation against the new threats of terrorism. Yet,
when draft regulations were finally issued on February 14, 2005, the agency put forward a
plan that scarcely resembled the one brought to Congress. From the very beginning, Congress

was misled about what reforms DoD had in mind for Defense workers.
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The law required DoD officials to engage in meaningful discussions with the unions
concerning the development of NSPS. Moreover, Congress mandated that NSPS be created
jointly with employee representatives through a “meet and confer” process before any

changes to existing personnel and labor relations policies could be implemented.

The unions representing the federal civilian workforce made a good-faith effort to address the
needs of DoD and revise the personnel system that was in place. However, rather than trying
to collaborate with the unions, the agency chose to ignore virtually all of the proposals offered

by employee representatives.

DoD insisted that the authority granted to them by Congress allowed them to use national
security as a pretense to do whatever the agency wanted. The agency defied the intent of
Congress by failing to consider the views of Defense workers. By failing to meahingfully
engage employees, DoD built considerable distrust among Department employees and their

representatives. That distrust throughout the agency remains very strong today.

When DoD published the final regulations on NSPS in November 1, 2005, despite nearly
58,000 comments from the public and federal workers and a 30-day meet and confer period
with the unions, DoD made practically no changes from the originally proposed regulations.
The legitimate ideas and concerns of the workers and their unions were completely
disregarded. This greatly undermined the credibility of the new personnel system, and it
eliminated any reasonable expectation that Defense workers would accept NSPS as a good

government reform.

Having no meaningful way to help shape the new personnel system through collaborative
effort with DoD, Defense workers and their unions turned to the courts and to Congress.
After a drawn-out legal battle that lasted over two years, Congress stepped in and eliminated

many of the authorities DoD had been granted in 2003.

The Fiscal Year 2008 Defense Authorization Bill, signed in January of 2008, included

language to restore collective bargaining rights and employee appeal rights for Defense
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workers under NSPS. It also exempted blue collar workers from NSPS entirely. The
language did leave in place DoD’s authority to create a pay for performance system. Despite
having the authority to implement NSPS on bargaining unit Defense workers, the agency has

not moved forward with implementation.

At present date, DoD has moved more than 205,000 non-bargaining unit employees under
NSPS. The agency has halted all future conversions to NSPS until the DoD and the Office of

Personnel Management (OPM) can conduct a joint review of the program.

We applaud Committee Chairman Ike Skelton and Subcommittee Chairman Solomon P. Ortiz
for requesting that DoD halt conversions to NSPS until a review can be completed. We

applaud DoD for taking the time to review the personnel system.
NFFE’s Analysis of NSPS

Despite NSPS not having been implemented on bargaining unit Defense workers, we still
have more than enough information to conclude that NSPS is a disaster that grows larger

every day.

At the present date, we can demonstrate the following:
o NSPS will not truly reward high performance with pay incentives as advertised
e NSPS is not a fair, credible, and transparént personnel system
o NSPS will depress pay for rank-and-file Defense workers
e NSPS is not well-liked among those already under the personnel system
*  Multiple personnel systems within the same agency is wasteful and inefficient
¢ Getting NSPS right, if that is possible, will cost billions of dollars to accomplish

e NSPS becomes harder to unravel with every passing day

Given what we already know about NSPS, the best possible course of action at this point is

full repeal.
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NSPS is Not “Pay For Performance”

NSPS has consistently been advertised as a way to link Defense workers’ pay with their
performance. Unfortunately, NSPS is not designed to reward individual employees for good

performance. In fact, there are numerous obstacles in place to keep this from happening.

A pay for performance system should compensate employees based on how they are rated,
primarily from their immediate supervisor. However, under NSPS the ratings of supervisors
can, and often are, overturned. The final decision on ratings and payouts is made by the “pay
pool panel,” which includes managers that may know very little about an employee’s
performance. An employee’s pay becomes more a function of how much influence his
manager has with the pay pool, and not his actual performance. This decision making is even

further removed in bigger pay pools that have “sub-pay pools” and even “sub-sub-pay pools.”

The pay pool panel makes decisions on payouts that are often entirely out of an employee’s
control, like whether their position is deemed critical by the local installation, where an
employee’s office is located, or how well a manager links an employee’s objectives with
agency goals. The consideration of these factors tells employees that their performance, at

least in terms of how they will be rated, is not entirely within their control.

Pay pools consider recruitment and retention at a facility in determining payouts. While these
factors may be relevant to agency staffing, they have nothing to do with the performance of
agency employees. It seems inappropriate for high performing employees at installations not
experiencing recruitment problems to have a lower ceiling for merit-based payouts simply
because of local labor market conditions. This is a departure from the principle of pay for
performance. The local labor market is entirely out of an employee’s control and has nothing
to do with his/her performance. This practice has the potential to have a disparate impact on
rural communities, where unemployment tends to be the highest. We are very concerned that
these factors could be used to justify smaller payouts for Defense workers in these rural

communities.
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There is serious concern that the pay-for-performance system under NSPS will be undermined
by a forced distribution of employee ratings. NSPS guidance has already been disseminated
to rating officials that indicated a majority of employees shoﬁld be rated at the “three” level.
Agency managers have also indicated that they feel pressure to maintain a specified
distribution of funds despite agency claims that a forced ratings curve is not in effect. A

forced distribution of ratings and payouts greatly undermines the NSPS pay system.

The agency is also using “;:ontrol points” to keep employees from moving up through their
pay band. A control point is an artificial point on a pay band where management determines
an employee at a certain position cannot exceed. Workers will have the illusion of the
potential for higher pay, but the control point will keep them from attaining it. This is the
epitome of “chasing a carrot.” This idea insults the intelligence Defense workers and will

prove to be a tremendous drain on employee morale.
NSPS is Not Fair, Credible or Transparent

1t is widely accepted that for NSPS to be successful, it must be fair, credible and transparent
to Department employees. But NSPS currently fails to meet any of these standards.

NSPS allows for “reassignments,” which allow managers to give employees new positions,
more money, and advancement opportunity without using a competitive process or even
giving notice to other employees about the opportunities. Reassignments would open the
door for discrimination and favoritism throughout the agency. This feature is extremely
unfair to Department employees who deserve the right to compete for positions when they are

qualified to perform them.

There is concern that NSPS has been discriminatory to some segments of the Defense
workforce. Data that was released in August of 2008 suggested NSPS discriminated against
people of color. While this data was just a snapshot and did not indicate a trend, the data
itself is very concerning. Defense workers’ unions have been concerned that NSPS would not

be administered fairly, and this evidence, to some degree, confirmed our suspicion. One
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encounters a Pandora’s Box of problems when highly subjective elements are added to the
pay system. The agency tried to make light of the numbers, but it is very important to keep a
close eye on this huge potential problem. Discriminatory practices that are left unchecked

will damage the credibility of the entire system.

While pay is supposed to be based on one’s performance, this is greatly undermined by the
fact that supervisors are not allowed to disclose their recommendations for a given employee
to the pay pool. Instead, managers are forced to conceal their recommendations for several
months until the pay pool has made its final payout decisions, often overriding the managers’
recommendations. Managers are then instructed to go back and edit the recommendations
they made, so that they reflect the pay pool’s decision. Only at that point is the information
disclosed to employees. It would be difficult to design a pay system less transparent than that.
Department employees justifiably have little faith in this system, and morale is suffering as a

result.
NSPS Will Not Fairly Compensate Rank and File Defense Workers

In January of 2009, DoD released figures on performance-based payouts for employees
working under NSPS. The total average salary increase for NSPS employees was 6.41
percent, plus a one-time bonus of 1.94 percent. Together, the average increase was 8.35
percent. That dwarfed the 3.9 percent average increase that employees under the GS system
received. Even workers in the Washington area, who received the highest locality pay
adjustment of all this year, only received a 4.78 percent increase, far less than the nation-wide

average for NSPS employees.

What is most concerning about these figures is that the majority of Defense workers who
received the high increases this year are managers, because they are the ones who have
already moved under NSPS. The vast majority of rank-and-file employees remain
unconverted. These payout numbers essentially say that, when given the chance, managers

are going to give themselves the lion’s share of incentive payout money.
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If DoD had a surplus of incentive pay to reward high performers, they should have used the
existing merit pay authorities under the GS system, like bonuses and other incentives, to
reward high performing rank-and-file employees as well. But the agency didn’t choose to do
that. Instead, managers gave themselves huge increases by federal government standards, and

they rewarded the rank-and-file workers with nothing extra.

What is disturbing to think about is what would have happened with respect to pay increases
this year if bargaining unit Defense workers were already under NSPS. If the majority of
DoD employees were not in the GS system, where their annual pay adjustments were
protected from pay pool decisions, there is a good chance that hefty pay increases for agency
managers would have been funded with dollars that rank-and-file workers brought into the
pay pool. After all, with no new source of money for Department employees, if managers are
going to get paid more, the money has to come from somewhere. The only possible source is
from the discretionary portion of rank-and-file Defense workers’ pay. If managers chose not
to give rank-and-file Defense workers any extra performance pay when there was plenty of
money to go around, there is no reason to think they would be any more generous with those
same employees when there is not as much incentive money to distribute. NSPS will be used

to reward managers more generously at the expense of rank-and-file Defense workers.

Mangers in DoD have given themselves raises so big in their limited time under NSPS, that
many managers are now being paid at a level that corresponds to a grade or even two grades
above their job description. Workers who would be GS 13s in the GS pay system are

frequently earning the pay at the rate of GS 14s, and some are earning as much as GS 15s.

The disparity in how Defense workers have been paid under NSPS is outrageous. If the
managers are getting these huge annual increases, there is not going to be much left for
everyone else. We believe the rank-and-file Defense workers will see their pay stagnated

considerably under NSPS, and we cannot let that happen.
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NSPS is Not Well-Liked by Those Currently Under the System

A report on NSPS was issued by OPM in December of 2008. This report was publicly touted
by the previous administration as demonstrating the success of NSPS. However, the increases
in support for NSPS that were cited in the report failed to account for the fact that support was

falling among employees who had been in the prograin the longest, those in Spiral 1.1.

For example, the survey indicated that that the percentage of employees under NSPS who
believe their appraisals are a fair réﬂection of their performance had fallen just one percent in
the last year, but that included a large percentage of DoD workers who were new to NSPS.
When spiral 1.1 workers were looked at in isolation, the percentage who thought their

appraisal was a fair reflection of performance had fallen by 12 percent.

Similarly, the percentage of Spiral 1.1 survey respondents who indicated that their current
performance management system motivates them to perform well fell 5 percent from the

previous year.

The bottom line is that despite the best efforts of the agency to poriray an optimistic future for
NSPS, the Department’s own surveys demonsirate that those who spend more time under
NSPS tend to lose confidence in the system and are less motivated by it. Translation: NSPS is

not working.
Three Personnel Systems at DoD is Wasteful and Problematic

DoD currently has three pay systems under which Department employees are enrolled —
NSPS, GS and Wage Grade pay systerns. Having multiple pay systems like this is wasteful of
Department resources because managers are forced to operate within multiple systems at

once. This causes a duplication of efforts that costs tax-payers untold sums in lost efficiency.

Having multiple systems is also unfair to Defense workers because two employees who

perform the same job can be treated very differently under the two systems. NSPS and the
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GS system are often at odds with each other. Having employees under the two systems
simultaneously creates logistical problems that are difficult to resolve. The problem is
particularly bad for morale when there are sizable disparities in pay for workers under the

different pay systems.
NSPS Will Cost Billions of Dollars to Fully Implement

The true cost of NSPS has never been disclosed publicly. After discussing openly the
exorbitant cost associated with adopting a new personnel system at the Department of
Homeland Security (DHS), roughly $10,000 per FTE by some estimates, the previous

administration learned that the true cost of NSPS was best left undisclosed.

In November of 2005, at the request of Congress for é cost estimate, DoD threw out a
ridiculously low estimate of the NSPS tab - $158 million. A Government Accountability
Office (GAOQ) report released in July of 2007 found that DoD’s estimate was completely
unsubstantiated, as the unions had contended. Not included in DoD’s estimate were many of
the direct costs associated with implementing the personnel system, such as the full salary
costs of all the civilian and military that directly support NSPS activities department wide.
The estimate also excluded indirect costs of implementing NSPS, such as general
administrative services, general research and technical support, rent, and other operating
expenses. The report also concluded that improper tracking of NSPS costs up until that point

would make it impossible to ever determine the true cost of NSPS.

For the Department, that was determined to conceal the true cost of the program, this was
mission accomplished. Given the vacuum of data required to determine a true cost of the
program, one can only estimate how much the American people have been forced to spend on
this ill-conceived reform. However, any realistic estimate would run well into the billions of

dollars.

10
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It should be noted that DoD is, in the best of scenarios, several years away from implementing
NSPS fully. In our estimation, NSPS will cost the American people billions of dollars more if

the personnel system is not repealed.
Fixing the NSPS Error Grows More Difficult With Each Passing Day

If Congress is going to decide to scrap NSPS, it is best to make that decision immediately.
With each passing day, the problem of transferring workers back into the GS pay system from
NSPS becomes more difficult. With each passing day, our country is throwing good money
after bad trying to implement a personnel system that should never have been adopted in the

first place.

As previously noted, workers under NSPS have enjoyed extremely generous pay increases,
and are now making substantially more money than they would be under the GS pay system.
Because of this, converting employees back into the GS is going to be a challenge, but a very
manageable one. In fact, there is already detailed guidance on the method by which NSPS
workers could be converted to GS. However, if these workers are left under NSPS for
another year or two before being converted back to the GS system, it could become infinitely

more difficult and costly to make the change.

Conclusion

Even though collective bargaining and employee appeals have been restored under NSPS for
bargaining unit workers, the personnel system is still being used as a way to eliminate
Defense emi)loyees’ voice in the workplace. The agency has done everything in their power
to craft NSPS language that will free them of the responsibility of dealing with employee
unions. Without question, NSPS will be used by agency managers to reward friends and
punish enemies, and with greater authorities under NSPS, they will have more leverage than
ever to do so. In many ways, NSPS is a throw-back to the “spoils system” which was wisely
abandoned long ago. We see no good reason to turn back the clock and relive those forgotten

lessons.

11
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NSPS is failed personnel system that is on its last breath. The plan does none of the things
that it originally set out to do, like link pay with actual performance or reduce hiring times.
Because of the early decisions that were made to keep employees and their employee
representatives out of the planning on NSPS, the system has very little cfedibiiity with
Department employees. Despite the best efforts of the agency to gain approval for the new
pay system, including giving enormous raises to those already under NSPS, the personnel
system is still suffering from declining confidence among participants. In addition, pay and
promotion systems under NSPS are unfair, and it has severely diminished morale within the

department.

Clearly, NSPS will not work in its current form, so the question becomes whether to scrap

NSPS altogether or to find a way to édjust it to make it work.

There are four main reasons why the former option makes the most sense for NSPS. First,
Department employees already have considerable mistrust about NSPS. They have already
concluded that NSPS is a bad personnel reform and they don’t want it. Any window dressing
you put on it is not going to change the minds of employees that have already had six years to
form their unfavorable opinion of the controversial personnel plan. Second, given two wars
and a wave of federal retirees, this is a crucial time for DoD to have a stable personnél system
it can rely on. DoD has been in a semi-permanent state of transition for several years, and
employees at all levels of the agency will welcome the end of this tumultuous period. Third,
every day we delay the repeal of NSPS, we dig our hole deeper, making the adjustment back
to the GS system more expensive and complicated. Fourth and finally, our country simply
does not have the money right now to spend billions of dollars more on a personnel system

that will likely never be fully implemented and will never work as advertised.

We should cut our losses on this debacle once and for all. NFFE strongly supports the full
repeal of NSPS for all DoD workers in the Fiscal Year 2010 Defense Authorization Bill.

12
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On behalf of the more than 250,000 civilian employees of the Department of
Defense represented by the American Federation of Government Employees,
AFL-CIO (AFGE), | thank you for the opportunity to submit testimony on the
National Security Personnel System (NSPS). From the outset, NSPS generated
anxiety and mistrust among the Defense Department’s civilian employees. The
events of September 11, 2001 called for putting additional resources and staff,
improved training and inter-agency communication, and a heightened sense of
morale and purpose into defending our national security. Instead, DoD and OPM
used the moment as an opportunity to strip away most collective bargaining
rights from civilian employees, severely limit their civil service protections and
due process rights, and create a personnel system that was opaque, unfair,
confusing and highly controversial. To date, neither OPM nor DoD has been
able adequately to explain how NSPS has anything to do with national security or
how it might make the American people safer.

When the proposed NSPS regulations were published in the Federal Register on
February 14, 2005, over 58,000 DoD employees, their unions and other
interested parties sent in responses during the public comment period. DoD
admitted that over 90% of the comments were negative. After the
Congressionally- mandated “meet and confer” process with AFGE and other
unions in the United Defense Workers Coalition (UDWC), DoD published final
regulations on September 1, 2005 that made no substantive changes to the
widely criticized and unpopular proposed regulations. DoD retained what it
called a “collective bargaining” system, but which met no recognized definition of
collective bargaining. It allowed the employer to abrogate contracts unilaterally
and decide over what it could refuse to negotiate. It placed authority to resolve
labor-management disputes in an internal board, controlled by the Department.

The final 2005 regulations stripped civilian employees of many of their workplace
rights and due process procedures. The regulations also set out a reduction- in-
force (RIF) process, which eroded the rights federal employees have under
government-wide RIF policies, and would have allowed DoD to narrowly target
employees for layoff. The regulations established, but gave few details of, the
pay, performance management and classification systems that would make up
NSPS. However, rather than an investment in a high performance cuiture, NSPS
is a cost-containment system that depends on taking money from some good
employees in order to pay others more DoD also decided against trying to make
NSPS a transparent system that employees understand and trust; instead, NSPS
puts bureaucratic layers and behind-closed doors decision-making between an
employee’s performance and final pay. In the short time NSPS has actually been
implemented, it has already resulted in discriminatory pay and advancement
decisions.

In response to widespread complaints and concerns, Congress passed the

National Defense Authorization Act of 2008 (NDAA 2008), which made significant
changes to NSPS. The Secretary of Defense’s ability to put all of the annual

{00261210.DOC}
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increase given to other federal employees into the performance pay pools for
NSPS employees was limited — no less than 60% of this nationwide increase had
to be applied to all employees rated higher than “unacceptable.” The rights and
protections of the government-wide adverse actions and appeals processes were
restored to Department of Defense NSPS civilian employees. And NSPS
employees would no longer be under a separate RIF process, but would be back
under the process that covers all other federal agencies.

The NDAA 2008 also restored the collective bargaining rights and obligations of
5 U.S.C. Chapter 71, with a few restrictions. DoD has attempted to stretch those
restrictions beyond Congress’ intent that full collective bargaining take place. For
example, the NDAA 2008 allowed for provisions that met certain criteria to be
considered “government-wide” rules for the purpose of limiting collective
bargaining. We believe this was intended to be used sparingly, but DoD has
tried to make as many details as possible subject to this provision. When NSPS
was first being developed, OPM counseled DoD against putting too much detail
in its Federal Register Notice because any future changes would then require
dealing with the unions and the public. Instead, OPM advised that the details be
put into internal “issuances.” In its proposed regulations of February 14, 2005,
DoD released “issuances” capable of overriding existing labor contracts and
barring future bargaining. When Congress restored Chapter 71 collective
bargaining rights in the NDAA 2008, DoD could no longer unilaterally declare that
something is not negotiable by simply issuing an issuance. In response, the
Department did an about-face and put as many details as possible into its 2008
regulations in an attempt to limit bargaining under the government-wide rule
provisions.

in the NDAA 2008, Congress also declared that “rates of pay” would be non-
negotiable, but would be subject to bargaining obligations over the procedures to
be used and appropriate arrangements for any employees who might be
adversely affected by such pay decisions. DoD's response was to put into its
regulations a definition of “rate of pay” that went far beyond Congressional intent
and included just about everything that even remotely touches on the amount of
pay an employee receives. Time after time, DoD has demonstrated its
unwillingness to accept its obligation to negotiate in good faith over NSPS
provisions.

The NDAA 2008 required DoD to set up a personnel system that was fair,
credible and transparent. Instead, NSPS’ pay and performance systems are
opaque, mysterious, confusing and prone to inequities. The problems go well
beyond pay-for-performance matters. NSPS allows managers to give employees
more money, hew jobs, and advancement opportunities without promotions, and
without using competitive processes or even giving other employees notice of the
opportunities. These are called “reassignments” in NSPS, but they can include a
pay raise, unlike most reassignments in most organizations. Managers can
move employees ahead in the pay band and give a pay increase, not because of
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their performance ratings, but because of a change in duties or a new position.
Because many of these opportunities do not need to be advertised to other
eligible employees or filled through competition, there are far tooc many chances
for discrimination and favoritism to occur, whether intentional or not.

The pay-for- performance system in NSPS is also highly problematic. At the
beginning of the rating period, supervisors give their employees performance
plans that include job objectives and so-called “contributing factors,” which can
raise or lower the rating on their associated job objective by one point. At the
end of the rating period, usually in October, supervisors will submit their
recommended ratings, number of shares, and distribution between cash bonus or
pay increase to the pay pool panel for each of their subordinate employees.
Because each acceptable or better rating has a range of performance pay pool
shares that can be given, employees in the same job, and pay pool can get
different performance payout amounts for the same performance rating.
Employees in different pay pools can get widely varying payouts for the same
rating because the pay pools can be funded differently.

At the time the supervisor submits the recommendation to the pay pool, he or
she is forbidden to tell the employee the recommendation, i.e., what the
supervisor actually felt about the performance during the year. Instead, the pay
pool panel, made up of managers who may or may not know much about the
employee’s performance or job, will decide the ratings and payouts for the
subordinates of the several supervisors within their pay pool. But it doesn't
necessarily end there. Many NSPS employees are in what are called “sub-pay
pools.” Several of these sub-pay pools are part of an over-arching main pay
pool. Each sub-pay pool panel goes through its deliberations to decide whether
to change or accept the recommended ratings of supervisors in the sub-pay pool
and how many shares to give each employee, and whether to give it in the form
of a pay raise, a cash bonus, or a combination of the two. The determinations of
the sub-pay pool panels are not decisions, however, but are further
recommendations that go to the main pay pool panel. The main pay pool panel
is made up of managers who are now several layers removed from the
employees they are rating and rewarding. They may know little or nothing about
the individual employees and the work they do.

The pay pool panel, whether of a sub-pay pool or the main pay pool, can make
decisions about the rating and payout based on a number of factors, some
outside the employee’s control. We have heard from managers currently under
NSPS, who say that employees who do not work in or near the Pentagon or
directly for a major command, are not considered to be doing anything important
enough to the mission to warrant a level 5 rating, no matter how good their
performance may be. We have heard about a secretary in a pay pool with
engineers in a facility whose mission is engineering. That secretary could be
absolutely outstanding but not get a high payout because the job is not as
directly connected to the mission as the engineers’ jobs are. Employees have
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told us that they got lower ratings and payouts because the pay pool panel did
not think their supervisors wrote good job objectives that clearly connected their
work with the mission of the agency.

Pay pool panels also consider the labor market, recruitment and retention issues,
and artificial barriers in the pay bands, called “control points” in determining
performance payouts — all factors which are outside the employee’s control and
separate from the employee’s job performance. An employee could be in a pay
band that goes from $35,000 to $80,000. That employee, however, could be in a
job that the agency considers to be worth no more than $60,000 so a “control
point” barrier is placed at the $60,000 point in the band. The grades in the
General Schedule (GS) system work well to create pay ranges that fit the market
value of the job. An employee in a broad NSPS pay band, however, can work
very hard and exceed all job expectations, but never be allowed to get above the
$60,000 point despite the illusion of having greater opportunities for
advancement because their band goes to $80,000. Instead of feeling a direct
connection between their performance and their ultimate performance payout,
employees tell us how bewildering the whole process is.

From the time supervisors submit their recommended ratings and payouts to the
pay pool panel, a good three months go by until the payout decisions are made.
Supervisors are allowed to tell their employees their ratings and payouts only
shortly before they receive their checks in January. The whole pay pool process
takes place behind closed doors and the various participants are required to sign
“non-disclosure” agreements. Components instruct their supervisors to go into
the performance management system, whether electronic or paper, and change
the recommendations they made and any write-ups they did supporting those
recommendations, so that they conform to the final decisions of the pay pool
panel. At least one agency goes so far as to tell supervisors that no matter what
their original recommendations were, what the pay pool panel decided is now
how they rated their subordinates.

Although DoD has not published data in any regular manner, on August 10,
2008, the Federal Times published an article describing the results of its request
for data concerning the NSPS performance payouts. What reporter Stephen
Losey found was that, “White employees received higher average performance
ratings, salary increases and bonuses in January than employees of other races
and ethnicities.” In addition, the Federal Times’ analysis showed that employees
who worked for the Defense agencies, including the Office of the Secretary of
Defense, received higher ratings and payouts overall than did their civilian
counterparts in the three military service branches. In the article, the Department
stated that it did not know the reason for the inequalities in ratings and
compensation, but said that the fact that different organizations within the
Department can fund their pay pools differently could account for part of it. It is
no wonder that employees do not trust NSPS and do not believe it is fair, credible
or transparent.
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In the February 2009 issue of “Issues of Merit,” published by the Merit Systems
Protection Board (MSPB), Dr. John Crum, director of the MSPB Office of Policy
and Evaluation wrote about pay for performance. Dr. Crum, who is one of the
witnesses at this hearing, remarked on the problems that DoD and DHS have
had trying to implement their systems. He noted that the GS system was
designed as a pay for performance system, but that managers rarely use its
performance-based features.! Dr. Crum suggests that before agencies create
new systems, they should first start "using the options that are currently available
to them in an appropriate and transparent manner." Among other things, this can
allow supervisors to be "able to demonstrate to employees that they can be
trusted to make fair decisions that affect their subordinates' pay..."

DoD has said that it does not intend to convert any bargaining unit employees
into NSPS. At this point that is a statement of intent — nothing prevents DoD
from changing its mind in the future. But it is not enough to refrain from
converting current bargaining unit employees to NSPS. DoD can start hiring
most new employees info positions it deems to be NSPS. Employees who are
now covered by NSPS can organize and join the approximately 300 AFGE
bargaining unit members who became part of the union after they converted to
NSPS. Having part of the workforce under NSPS is troubling for many reasons.
For one thing, DoD can divert discretionary funds that normally would be
available for awards or other economic benefits to GS employees and use them
to increase the pay pools for NSPS employees.

DoD recently said that it is delaying converting any employees, whether
bargaining unit or not, into NSPS. We are getting troubling reports, however,
about employees converted to NSPS after that announcement. Primarily, these
are conversions that are being made as the result of BRAC transfers and
realignments, but we also suspect that there are other instances. We want to
know how many employees have come under NSPS since DoD said that it would
not convert any more positions. We would like to know how many of these have

! The General Schedule’s flexibilities include: special pay rates for certain
occupations, critical pay authority, recruitment and retention flexibilities that aflow
hiring above the minimum step of any grade, paying recruitment of relocation
bonuses, paying retention bonuses of up to 100% of basic pay, paying travel and
transportation expenses for new job candidates and new hires, allowing new
hires up to two weeks advance pay as a recruitment incentive, allowing time off
incentive awards, paying cash awards for performance, allowing “quality step
increases” as reward for excellent performance, allowing student loan
repayment, paying supervisory differentials to GS supervisors whose salaries
were less than certain subordinates covered by non-GS pay systems, waiver of
dual compensation restrictions, changes to Law Enforcement pay, special
occupational pay systems, pay flexibilities available to Title 5 health care
positions, and more.
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been new hires and how many have been current employees brought under
NSPS.

If left in place, we believe that NSPS would grow considerably. DoD can start
making most newly hired employees NSPS and can use BRACs and
reorganizations as an excuse to convert employees to NSPS. NSPS is an
expensive, complicated system that harms employee morale, obscures rather
than illuminates the connection between employees’ performance and their pay,
and results in discriminatory practices. Congress should repeal the authorities
associated with NSPS and direct DoD to immediately convert all civilian DoD
employees now under NSPS to the General Schedule
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STATEMENT OF THE LABORERS’ INTERNATIONAL UNION OF NORTH AMERICA
To the Readiness Subcommittee, House Armed Services Committee Hearing on the National
Security Personnel System

April 1, 2009

The Laborers’ International Union of North America (LTUNA) applauds Congress for making
several important changes to NSPS in the FY 08 National Defense Authorization Act. These
included: restoring collective bargaining rights for workers in the National Security Personnel
System (NSPS), and exempting Wage Grade workers from the NSPS. The first change
benefitted the DoD workers represented by LIUNA by reinstating the critical right to negotiate
their working conditions. The second change exempted most National Guard civilian
technicians represented by LIUNA from the flawed NSPS system. These legislative changes
greatly benefit the workers represented by LIUNA.

However, despite the positive actions taken by Congress in the FY 08 NDAA, more needs to be
done. LIUNA asks that Congress repeal the remaining NSPS provisions in their entirety and
revert all DoD civilian employees back to the General Schedule or other systems under which
they were classified prior to NSPS’s inception. We believe that this will restore labor-
management balance and will encourage a more positive and productive labor-management
relations structure.

There are several reasons for our request. First, it is unclear whether NSPS is actually effective.
Second, NSPS has been a major contributing factor to decreased morale among DoD civilian
employees. Third, managers are spending a great deal of time complying with NSPS
requirements rather than actually managing staff; this is a waste of valuable DoD resources.
Finally, NSPS was construed as an anti-employee, anti-union system from its inception. It is
time to undo that system and restore a more balanced management approach at DoD.

Even if NSPS is repealed completely, LIUNA asks that Congress prevent, or at Jeast oversee,
DoD’s application of some of its most flawed concepts to other DoD civilian bargaining unit
employees. For example, the National Guard Bureau (NGB) seems to be taking advantage of the
increased scope of unilateral action provided for in NSPS to substantially change its procedure of
allowing individual collective bargaining to establish performance systems to a nation-wide 5-
tier system.

NGB originally tried to unlawfully borrow NSPS concepts like measuring the vague concept
“job objectives.” After LIUNA and other unions objected to this provision, NGB has exchanged
those concepts for more measurable ones. However, NGB is still attempting to require a 5-tier
system to evaluate technicians’ job performance.

This change is flawed for several reasons. First, it appears to be contrary to the DoD Personnel
Manual, which requires that DoD delegate these responsibilities to the “lowest level practical.”
In contrast, the proposed TPR 430 takes authority away from state Adjutant Generals regarding
performance evaluations and gives it to NGB. Second, proposed TPR 430 would require all
dual-status technicians to be evaluated under a 5-tier system. However, many technicians
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represented by LIUNA are currently evaluated by performance systems with fewer than 5 tiers.
This change will require bargaining over the impact and implementation of the new system. The
change will also likely initially lead to confusion over how to convert the current ratings levels to
the new 5-tier system. Dual-status technicians rely on these ratings to retain their positions in
case of a reduction in force. Thus, it is essential that NGB/DoD seriously consider these
ramifications of the proposed TPR 430 before they implement it. LIUNA asks that NGB hold
off implementing TPR 430 until these issues are resolved.

In short, it is time to repeal NSPS and return our DoD civilian workers to their former systems
(GS or otherwise). Congress must ensure that DoD/NGB do not rely too heavily on the flawed
NSPS system to impose new performance standards on workers exempt from NSPS.

For more information, please contact: Danielle LeClair, LIUNA Federal Sector Coordinator, at:

202-639-4145 or dleclair@liuna.org.
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RESPONSE TO QUESTIONS SUBMITTED BY MR. ORTIZ

Mr. BUNN. We have that information.

For the current rating period, 4.7% of the NSPS employees received the highest
rating, level 5.

The following table shows a breakdown of the Level 5 ratings by years of service.

Years of Service 0-3 >3-10 >10-20 >20-30 >30

Level 5 Rating 14.2% 29.5% 20.9% 26.8% 8.6%

The following table shows a breakdown of all five rating levels by years of service.

Years of Service 0-3 >3-10 >10-20 >20-30 >30
Level 1 0.1% 0.3% 0.3% 0.3% 0.3%
Level 2 0.9% 1.0% 1.4% 1.3% 1.5%
Level 3 60.0% | 52.3% 54.7% 55.2% 56.2%
Level 4 34.8% | 41.1% 38.9% 38.8% 37.3%
Level 5 4.2% 5.4% 4.6% 4.4% 4.7%

This table shows the distribution of ratings by years of service.

Years of Service Level 1 | Level 2 Level 3 Level 4 Level 5
0-3 0.1% 0.9% 60.0% 34.8% 4.2%
>3-10 0.3% 1.0% 52.3% 41.1% 5.4%
>10-20 0.3% 1.4% 54.7% 38.9% 4.6%
>20-30 0.3% 1.3% 55.2% 38.8% 4.4%
>30 0.3% 1.5% 56.2% 37.3% 4.7%

[See page 31.]
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QUESTIONS SUBMITTED BY MR. ORTIZ

Mr. ORTIZ. The number one complaint of managers in the federal government is
the hiring process. NSPS was designed not only to transform DOD’s performance
management system for employees, but to also provide the department with greater
flexibility in hiring employees. How has the department used the hiring authorities
under NSPS and what, if any, impact has it had on the department’s operations?
What are the major challenges that the Department has encountered?

Mr. BUNN. The Department does not collect statistics to be able to respond defini-
tively to your questions about the use of the staffing flexibilities, but we do know
that some, such as the competitive examining authority, the authority to tempo-
rarily promote non-competitively up to 180 days, and the authorities associated with
non-permanent appointments, are being used. Others have not been fully utilized,
as the Department has placed greater emphasis up to now on the rigorous perform-
ance management process under the National Security Personnel System (NSPS).
Notwithstanding, we do know that the broad NSPS pay band architecture provides
greater flexibility to offer more competitive salaries based on national and local mar-
ket conditions. Anecdotally, in discussions with senior leaders in NSPS organiza-
tions, we learned that NSPS has given them the ability to be more competitive in
setting and adjusting salaries based on labor market forces, performance, and
changes in duties. For example, the NSPS regulations instruct that management
can set starting pay based on the availability of candidates and labor market rates;
specialized skills, knowledge, and/or education possessed by the candidate in rela-
tion to the requirements of the position; critical mission or business requirements;
salaries of other employees in the organization performing similar work; and the
current salary of the candidate. In contrast, pay setting under the General Schedule
(GS) system 1s generally more rigid and restrictive. For example, under the GS sys-
tem, starting salaries are generally restricted to the first step of the grade of the
position the candidate is recruited for, which may not be in line with actual market
conditions.

What empirical data we have comes from the 2008 Status of Forces Survey of De-
partment of Defense (DoD) civilian employees. Participants were asked to respond
to the following:

e My work unit is able to recruit people with the right skills.
Agree: 47 percent NSPS employees 44 percent non-NSPS

e How likely is it you will leave at the next available opportunity to take another
job in the Federal government outside DoD?
Likely: 34 percent NSPS employees 36 percent non-NSPS

e Pay raises depend on how well employees perform their job.
Agree: 42 percent NSPS employee 25 percent non-NSPS

e Considering everything, how satisfied are you with your pay?
Satisfied: 65 percent NSPS 62 percent non-NSPS

Through the on-going evaluation processes we have in place, we will gather infor-
mation about NSPS hiring authorities to evaluate the extent of their use and wheth-
er they are having the intended impact on the Department’s operations. Our great-
est challenge is in training and educating the NSPS workforce concerning the NSPS
flexibilities—what we can do, how we can do it, and why/when we should do it.

Mr. OrtiZ. The average salary increase was about 5.9 percent in 2008 and the
total average salary plus bonus payout was about 7.6 percent. What concerns, if
any, does the department have about the sustainability of compensation under
NSPS?

Mr. BUNN. Congress has provided in the National Security Personnel System
(NSPS) statute that, to the maximum extent practicable, the aggregate amount allo-
cated for compensation of Department of Defense civilian employees under NSPS
will not be less than if employees had not been converted to NSPS. NSPS redirects
compensation dollars from forms of General Schedule (GS) system compensation
that no longer exist under NSPS (i.e., within-grade increases, quality step increases,
and promotions to higher grades) as well as a percentage of the annual general sal-
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ary increase to the NSPS-unique forms of performance-based and market-sensitive
pay. In general, NSPS annual pay increases consist of:

- Performance-based payouts in the form of base salary increases, bonuses, or a
combination of both;

- A NSPS general salary increase for employees receiving a rating of record of 2
or higher; and

- An increase to local market supplements equal to the increases to GS locality
pay rates as described above.

Because the NSPS compensation architecture is so different from that of the GS
system, making direct comparisons between average pay increases is misleading, as
it is not an “apples to apples” comparison. However, the Department continues to
monitor the overall cost of compensation under NSPS and ensure annual certifi-
cation in support of section 9902(e)(4) of title 5, United States Code. Further, now
that the Department has several years of operating under NSPS, a more com-
prehensive review of NSPS funding is planned to ensure that percentages used to
determine performance payout funding reflect valid and accurate assumptions.

Mr. OrT1Z. The GAO, in its 2008 report, highlighted a number of negative percep-
tions that employees had with NSPS. Interestingly, the negative feelings towards
NSPS increased, rather than decreased, the longer an employee was in the system.
According to GAO, without a plan to address employees’ negative perceptions of
NSPS, DOD could miss opportunities to make changes that could lead to greater
employee acceptance and, ultimately, successful implementation of NSPS’s perform-
ance management system. Why, for a system that has been in place for over three
years, have you not developed and implemented an action plan to guide your efforts
to address the results of employee surveys? What is the Department doing to im-
prove employee acceptance of NSPS?

Mr. BunN. Employee attitudes and perceptions regarding the National Security
Personnel System (NSPS) are best described as “mixed.” The Office of Personnel
Management (OPM) recently reported that NSPS employees are generally positive
about certain important aspects of NSPS, including how their work and performance
objectives relate to the mission; that they are held accountable for results; and that
pay increases and rewards are based on performance. We have seen a decline in at-
titudes in certain areas (as cited by Government Accountability Office (GAO) in its
2008 report), including whether employees believe their rating is a fair reflection of
their performance; satisfaction with management; and their perception that NSPS
will have a positive effect on personnel practices in the Department of Defense
(DoD). More recent survey data indicate that attitudes among employees with the
most experience in NSPS are becoming more positive, an encouraging and not unex-
pected sign.

Both GAO and OPM noted in their 2008 reports that a decline in workforce atti-
tudes is typical of major change initiatives, and it generally takes three to five years
for employees to fully understand and accept new personnel systems. More recently,
GAO testified that it can take 5-7 years for acceptance of a new personnel system.
We continue to learn from employee and management feedback in many forms,
share lessons, and make operational improvements in NSPS, which should con-
tribute to greater acceptance of the system.

Since the initial Spiral 1.1 implementation, the Department has been actively in-
volved in supporting and advising Components in developing comprehensive pro-
grams to assist NSPS employees in adapting to the new system. Components are
responsible for implementing robust communications and training programs to ad-
dress employee skepticism and concerns that the majority of employees face when
faced with a major personnel system change. We encourage Components to contin-
ually assess employee attitudes and leverage information and data obtained through
NSPS reviews and studies to ensure communications and training programs are
properly aligned to meet employee needs. In turn, the Program Executive Office
(PEO) NSPS continues to support these efforts thru sponsorship of broad-based pro-
grams, products, and initiatives. Examples include:

The NSPS Website—the primary source for NSPS information. The website is
routinely updated to reflect most recent events and activities. The site also includes
a recurring feature “And the Answer Is” that poses a question and answer of par-
ticular interest.

NSPS Fact Sheets—Short, concise 1-2 page memos that address key topics of in-
terest or areas where additional focus or grounding is needed. The most recent fact
sheet addressed the issue of forced distribution. All NSPS fact sheets are available
on the NSPS website for downloading.
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NSPS Communications Plans—Specific communications plans are provided to the
Department’s leadership for their use in informing the workforce about key events
and activities. The plans are developed to coincide with significant NSPS events
such as the publication of the final regulations and the upcoming comprehensive re-
view of NSPS. Plans include talking points and frequently asked questions to ensure
employees are kept informed.

NSPS Leadership Workshops—Designed for NSPS pay pool managers and panel
members, workshops are held at least annually to provide the opportunity to share
lessons learned, learn and reflect upon the organizational challenges and success
stories that are a part of NSPS implementation.

NSPS Human Resources Practitioner Sensing Sessions—Eleven sessions with
DoD Component activities were held in January and February 2009 to obtain feed-
back on existing learning products and support, identify knowledge gaps or needs
for additional products or support, and explore options for the next generation prod-
uct line. These sessions confirmed the need for timely, up-to-date information and
additional materials geared toward application. As a result of these sessions, the
PEO is revising and updating learning products with an emphasis on use of the web
for making information easy to access.

Notwithstanding these efforts, we know from experience with the Department’s
demonstration projects and from what GAO and OPM have observed about other
alternative personnel systems that it will take several years for employees to accept
NSPS, and the need for focused and deliberate programs to build the trust and con-
fidence level of NSPS employees will continue.

Mr. ORTIZ. One of the safeguards in the National Defense Authorization Act for
2008 required DOD’s performance management system to ensure that meaningful
distinctions were made in employee performance and, therefore, compensation. In
GAO’s September 2008 report, it found that there was informal guidance that most
employees should be rated as a “3,” and as a result GAO recommended that the de-
partment clarify its guidance to ensure meaningful distinctions are made and that
employees will be less likely to perceive that everyone would receive a “3” no matter
what their performance was. What steps has the department taken to clarify its
guidance about ratings and making distinctions in employee performance?

Mr. BUNN. The Department is aware that a perception of forced distribution in
the rating process exists. However, the National Security Personnel System (NSPS)
regulations specifically state that forced distribution is strictly prohibited. The
NSPS performance management system is designed to make distinctions among em-
ployees based on a rigorous evaluation of individual performance against standard
criteria. These criteria, by design, challenge employees, set a higher bar for higher
performance ratings, and reserve the highest rating levels for those who deliver ex-
ceptional results.

An analysis of the January 2009 rating distribution across the entire Department
demonstrates success in making meaningful distinctions in performance and in link-
ing individual pay to performance. While approximately 55 percent of NSPS employ-
ees received a level 3 performance rating in January 2009, 43 percent of NSPS em-
ployees received either a level 4 or level 5 performance rating. This is consistent
with rating distributions for January 2007 and 2008. The range of rating distribu-
tions illustrates that meaningful distinctions in performance are being made. Addi-
icioniﬂ distinctions are made through the assignment of shares within each rating
evel.

Based on concerns and perceptions expressed by employees, rating officials, and
other stakeholders, we felt it was important that all those who participate in the
performance management process fully understand the concept of forced distribu-
tion, why it is prohibited under NSPS, and how to avoid it. For this reason, guid-
ance was distributed to the Department of Defense Components and is available on
the NSPS website to remind rating officials, higher level reviewers, pay pool panel
members, pay pool managers, and performance review authorities that employee
performance under NSPS is measured against rigorous and strict application of
standard performance indicators and that forced distribution in the rating process
is prohibited.

Mr. Orrtiz. Military supervisors have complained about the amount of time they
must spend with their NSPS employees and the civilian NSPS employees complain
that their military supervisors do not understand the system and do not spend the
appropriate amount of time to do the ratings, which negatively impacts on their per-
formance ratings. Are these valid concerns? Should NSPS continue, what can be
done to address these complaints?

Mr. BUNN. We recognize that the design of the National Security Personnel
(NSPS) and the safeguards built into the system result in increased time demands,
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especially during the start-up years. However, the Department of Defense’s (DoD)
experience with personnel demonstration projects indicates that the amount of time
required for the same tasks levels off and even decreases as the organization gains
experience with the performance management and pay pool processes. Additionally,
as experience and efficiency increase, organizations tend to parlay the process of re-
viewing individual performance into an examination and driver of overall organiza-
tional performance, thus increasing the return on their investment of time.

We also acknowledge that additional challenges are presented when military su-
pervisors are faced with frequent rotational assignments. However, military super-
visors have the same performance management responsibilities for their civilian em-
ployees as do civilian supervisors. The regulations clearly identify supervisory re-
sponsibilities and both civilian and military supervisors must meet their responsibil-
ities for managing employee performance under NSPS. The NSPS regulations speci-
fy that supervisors and managers will be held accountable for effectively managing
the performance of employees under their supervision and that the performance as-
sessments of supervisors should reflect the quality of their efforts in managing the
performance of the NSPS employees under their supervision. The Department is
committed to training managers and supervisors, including military members, on
how to establish and communicate performance expectations, assess employee per-
formance, and appropriately translate that assessment into pay adjustments. Man-
datory NSPS training is required of both civilian and military supervisors and man-
agers prior to their performing the necessary NSPS performance management func-
tions.

We anticipate that the issue of increased administrative demands resulting from
this more robust performance management process will be a topic of consideration
during the DoD comprehensive review of NSPS.

Mr. OrTIZ. What infrastructure does DOD have in place to provide a comprehen-
sive pig)ture of costs, expenses, and other financial information related to NSPS ac-
tivities?

Mr. BUNN. The Department put in place the infrastructure to capture the Na-
tional Security Personnel System (NSPS) implementation costs. In 2005, the Pro-
gram Executive Office, NSPS established a DoD-wide Financial Integrated Product
Team (IPT) to establish requirements for the Components to track and report quar-
terly on implementation costs. Five key areas were identified: (1) Design and Imple-
mentation; (2) Training Development, Support, and Execution; (3) Human Resource
(HR) Automated Systems; (4) Program Evaluation; and (5) Program Office Oper-
ations. The key areas were defined, and Components began submitting costs in fis-
cal year 2005.

The Financial IPT reconvened in July 2007 to recommend revisions based on a
Government Accountability Office report issued that same month. The Department
continues to collect implementation costs based on these revisions. The Department
does not have an infrastructure set up to collect financial information related to
other NSPS costs and does not track, other than salary and benefits, other HR sys-
tem (General Schedule, Federal Wage System, Personnel Demonstration Projects at
Defense Laboratories) costs.

Mr. ORTIZ. In response to a letter from Chairman Skelton and Readiness Sub-
committee Chairman Ortiz urging the Department to discontinue converting em-
ployees to NSPS until the Administration and Congress can properly address the
future of the Department’s personnel system, Secretary Gates stated that DOD has
begun a comprehensive review of NSPS and stopped the conversion of GS employees
to NSPS. However, new hires and positions that are being reclassified still will be
brought under NSPS. The intent of the congressional letter was to halt all move-
ment into NSPS until such time as the Administration and Congress could conduct
a review. Continuing to place new hires and reclassified positions into NSPS ap-
pears to subvert the intent of Congress. As the Department continues to augment
its workforce, more individuals will be hired into NSPS, potentially making it a tre-
mendous challenge to transition these employees (and ones in reclassified positions)
to a GS system or whatever new system will replace NSPS. Why is the Department
continuing to use NSPS for new hires and reclassified positions even when congres-
sional intent and earlier statements by the President have strongly indicated that
no further action should take place with regard to NSPS until a review has been
undertaken? Why shouldn’t Congress view the actions being taken by DOD with re-
gard to new hires and reclassified positions as being a presumption by DOD that
it has already decided to continue NSPS (with or without the results of the review)?
If the results of the review point to a return to the GS schedule or some other sys-
tem, how will DOD handle the transition for the potentially thousands of new hires
it may be bringing on in the coming months?
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Mr. BUNN. In his March 16, 2009 letter to Chairman Skelton and Chairman Ortiz,
Deputy Secretary Lynn stated that the Department is committed to operating fair,
transparent, and effective personnel systems. This commitment has not changed.

In response to their request for the Department to delay conversions to the Na-
tional Security Personnel System (NSPS), the Deputy Secretary advised Chairmen
Skelton and Ortiz that further conversions of organizations will be delayed pending
the outcome of a comprehensive review of NSPS. He noted that this delay of conver-
sions affects roughly 2,000 employees in organizations scheduled to convert to NSPS
this spring. However, during the review, those organizations currently under NSPS
will continue to operate under NSPS policies and processes. This means processing
of normal personnel actions will continue for individual employees moving into ex-
isting, reclassified and new NSPS positions in organizations and functional units
now under NSPS.

Although existing NSPS organizations continue to follow NSPS policies, the De-
partment of Defense (DoD) has not made any decision regarding the future of NSPS.
The review will determine the future of NSPS. It would be premature and disrup-
tive for the Department to stop using NSPS policies in NSPS organizations before
the review is completed.

Filling jobs and reclassification of positions are essential tools in helping ensure
an organization is successful in meeting mission requirements. If NSPS jobs cannot
be filled or properly classified while the review is pending, this may impact the or-
ganization’s—and the Department’s ability to meet mission requirements.

As noted, DoD is committed to operating fair, transparent, and effective personnel
systems. DoD and Office of Personnel Management leadership intend to fully assess
NSPS before making any decisions regarding its future. The review will include a
comprehensive and thorough examination of all NSPS policies, regulations, and
practices, and will result in findings and recommendations aimed at assisting the
leadership under the new administration to determine the future of the program.
Finally, it is also important to emphasize that the Department is not bringing in
any bargaining unit employees to NSPS.

The Department is reviewing options, including existing conversion out proce-
dures, should the review result in NSPS employees being moved to a different pay
system, such as the General Schedule. A transition process has not yet been deter-
mined while the review of NSPS is pending. However, the Department’s goal of any
process, should one become necessary, is to ensure that no harm comes to our em-
ployees as a result of being removed from NSPS.

Mr. ORTIZ. GAO noted that NSPS was implemented too quickly. What steps could
have been taken to roll out NSPS in a more orderly and fair fashion?

Ms. FARRELL. It was a pleasure to appear before your subcommittee on April 1,
2009, to discuss the Department of Defense’s (DOD) implementation of its new
human capital system for managing civilian personnel—the National Security Per-
sonnel System (NSPS).1

As we have previously reported, we support the need to expand broad banding ap-
proaches and pay-for-performance-based systems in the federal government.2 How-
ever, moving too quickly or prematurely to implement such programs, whether at
DOD or elsewhere, can significantly raise the risk of doing it incorrectly. Hasty im-
plementation could also set back the legitimate need to move to a more
performance- and results-based system for the federal government as a whole. Thus,
while it is imperative that we take steps to better link employee pay to performance
across the federal government, how it is done, when it is done, and the basis on
which it is done can make all the difference in whether or not such efforts are suc-
cessful. In our view, one key need is to modernize performance management sys-
tems in executive agencies so that they are capable of adequately supporting more
performance-based pay and other personnel decisions.

While our previous work does not prescribe a process and time frames for rolling
out systems such as NSPS, we have stressed that agencies should have an institu-
tional infrastructure in place that would include, at a minimum, (1) a human capital
planning process that integrates the agency’s human capital policies, strategies, and
programs with its program goals and mission and desired outcomes; (2) the capabili-
ties to effectively develop and implement a new human capital system; and (3) the
existence of a modern, effective, and credible performance management system that
includes adequate safeguards, including reasonable transparency and appropriate

1GAO, Human Capital: Improved Implementation of Safeguards and an Action Plan to Ad-
dress Employee Concerns Could Increase Employee Acceptance of the National Security Personnel
System, GAO-09-464T (Washington, D.C.: April 1, 2009).

2GAO, Defense Transformation: DOD’s Proposed Civilian Personnel System and Government-
wide Human Capital Reform, GAO-03-741T (Washington, D.C.: May 1, 2003).
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accountability mechanisms, to ensure the fair, effective, and nondiscriminatory im-
plementation of a new system. Prior to NSPS implementation, we cautioned that,
while the DOD leadership had the intent and the ability to implement the needed
infrastructure, it did not have the necessary infrastructure in place across the de-
partment.

Further, our work has continued to stress the importance of incorporating inter-
nal safeguards into the design and implementation of large-scale pay-for-perform-
ance programs. In 2008, we evaluated DOD’s efforts to implement nine safeguards
and accountability mechanisms.? We found that, while DOD had taken some steps
to implement internal safeguards to ensure that NSPS is fair, effective, and cred-
ible, the implementation of some safeguards could be improved. First, DOD does not
require a third party to analyze rating results for anomalies prior to finalizing em-
ployee ratings, and therefore it is unable to ensure that ratings are fair and non-
discriminatory before they are finalized. Second, the process has lacked trans-
parency until recently because DOD did not require commands to publish final rat-
ing distributions, though doing so was recognized as a best practice by NSPS pro-
gram officials at all four components. In 2008, the department revised its NSPS reg-
ulations and guidance to require commands to publish the final overall rating re-
sults. Third, NSPS guidance may discourage rating officials from making meaning-
ful distinctions in employee ratings because it indicated that the majority of employ-
ees should be rated at the “3” level, on a scale of 1 to 5, resulting in a hesitancy
to award ratings in other categories. We continue to believe that improved imple-
mentation of these safeguards will help bolster employee confidence in the system
and ensure that the system is fair, effective, and credible.

Mr. OrTiZ. If NSPS continues, what steps should now be taken to move forward?

Ms. FARRELL. We have previously reported that converting to NSPS was a signifi-
cant transition for the department.# We have further reported that it will take time
for employees to accept the system, based on the studies conducted by the Office
of Personnel Management (OPM) on the federal government demonstration projects
for performance management. First, and foremost, DOD needs to assess and address
employee engagement in the system. DOD has collected survey data and conducted
focus groups of employees under NSPS, but it is missing a key piece—an action
plan. Our 2008 report recommended that DOD develop and implement a specific ac-
tion plan to address employee perceptions of NSPS ascertained from feedback ave-
nues such as, but not limited to, DOD’s survey and DOD’s and GAQO’s employee
focus groups. At a minimum, this plan should include actions to mitigate employee
concerns about the potential influence that employees’ and supervisors’ writing
skills have on the panels’ assessment of employee ratings and the lack of trans-
parency and understanding of the pay pool panel process. Such a plan would dem-
onstrate to employees that the department is listening to their concerns and making
plans to address, as appropriate, the concerns that are identified. In short, DOD
needs to tell the employees that they are going to take action on their concerns. In
addition, the recently announced study by DOD and OPM is an opportunity to as-
sess the status of the system. While the review intends to include a thorough exam-
ination of all NSPS policies, regulations, and practices, we would like to see DOD
leverage this opportunity to assess for itself how the department is implementing
internal safeguards. Specifically, we are interested in an update of how the safe-
guards have been incorporated into their policies and how the safeguards are work-
ing.

Mr. ORrTIZ. The Deputy Secretary of Defense, in cooperation with the Office of Per-
sonnel Management recently announced that the department would halt conversions
of DOD civilian employees to NSPS, pending the outcome of a review by DOD and
OPM. The proposed review will assess whether or not NSPS is meeting its objec-
tives of being a fair, transparent, and effective personnel system. Finalizing the de-
tails of such a review’s overall framework, scope, timeline, and leadership will take
time.

As DOD and OPM leadership hold discussions to determine the overall frame-
work, scope, and timeline of the review, what guidance or suggestions would you
give to DOD and OPM to include in the methodology of this study?

Ms. FARRELL. As we have previously reported, the extent to which DOD incor-
porates internal safeguards into the design and implementation of NSPS and how
it addresses employee perceptions of NSPS are key to the success of the system.5

3GAO, Human Capital: DOD Needs to Improve Implementation of and Address Employee Con-
cerns about Its National Security Personnel System, GAO-08-773 (Washington, D.C.: Sept. 10,
2008).

4GAO-08-773.

5GAO-08-773.
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Moving forward, as DOD and OPM embark on a study of NSPS and review how
NSPS operates and its underlying policies, DOD has a unique opportunity to con-
sider our previous recommendations, as well as all of the other internal safeguards
key to ensuring that performance management systems in the government are fair,
effective, and credible. In addition to a review of internal safeguards, this study pro-
vides DOD the opportunity to look at employee engagement in the process and de-
velop an action plan to address employee concerns about NSPS. As we approached
our work, we used a methodology that systematically took into account employee
input from all levels. We used a combination of survey analysis, interviews, and em-
ployee discussion groups to obtain information on employee perceptions. In general,
the combination of employee surveys with interviews or discussion groups is helpful
because it yields useful information at the population level, as well as the individual
employee experience level.

Mr. ORTIZ. One concern expressed by employees who have converted from GS to
NSPS is that there is no real career progression. Under the GS system, an employee
steadily moves up through the various grades and can actually monitor actual ca-
reer progression. There appears to be no such similar movement in NSPS; an em-
ployee, while receiving pay increases and bonuses, may remain in the same pay
band for his/her entire career.

If this is a valid concern, how can it be addressed, if NSPS continues?

Ms. FARRELL. First, DOD needs to collect more information on what the issues
are surrounding this employee perception on career progression, including the un-
derlying causes and the extent of this concern, so that the department can deter-
mine if it is indeed a valid concern. For example, is there an issue with lack of ca-
reer progression or are employees perceiving that there is an issue as a result of
lack of communication or education on the new system? In our 2008 report, we rec-
ommended that the department develop and implement a specific action plan to ad-
dress employee perceptions of NSPS ascertained from feedback avenues such as, but
not limited to, DOD’s survey and DOD’s and GAO’s employee focus groups. We be-
lieve that this is another example of how the department could use such an action
plan to guide its approach for addressing employee concerns. Specifically, the plan
may incorporate various communication and education strategies to help employees
understand how the shift from pay grades to pay bands still affords them opportuni-
ties for professional development, as well as movement through the pay band. While
we acknowledge that change takes time to gain employee acceptance and that the
implementation of NSPS is a large-scale organizational transformation, employee
concerns, such as these, must be heard and addressed accordingly in order to ensure
greater employee acceptance and, ultimately, successful implementation of the
NSPS performance management system.

Mr. OrTiZ. Has MSPB evaluated DoD’s National Security Personnel System?

Dr. CRUM. No. However, as part of Merit Systems Protection Board’s (MSPB) 2005
Government-wide Merit Principles Survey, we did collect baseline data from employ-
ees in DoD’s major components regarding their satisfaction with workforce manage-
ment issues in the Department. This took place just as employees were beginning
to be converted into NSPS. The data was collected to create a baseline for future
comparisons that we plan to conduct once the system has been in place a sufficient
amount of time to measure its true impact on agency results.

Mr. OrTiz. What should be MSPB’s role in overseeing and evaluating new per-
sonnel flexibilities granted to agencies, such as those under NSPS?

Dr. CRuM. The MSPB’s role is critical in examining these new personnel systems.
To carry out its statutory responsibility to protect the public interest through a
merit-based civil service, the MSPB conducts government-wide research and studies.
These studies gather the views and experiences of Federal employees, managers,
and other stakeholders, such as agency officials, academicians, and union officials,
to accurately gauge the “health” of the civil service and other Federal merit systems.

The MSPB is also responsible for reviewing the effects of OPM’s policies, rules,
and regulations on the merit principles. We provide an independent, bipartisan eval-
uation of merit systems and human resources management issues on a much broad-
er scale. We also provide OPM with constructive commentary regarding the effects
of its policies and activities on the civil service. Generally, MSPB Board members
are appointed to fixed 7-year staggered terms and their tenure is not renewable.
Thus the MSPB is uniquely positioned to conduct independent assessments of merit
systems and render independent views about issues that affect the whole civil serv-
ice.

While the MSPB rarely performs studies evaluating the performance of a single
agency, MSPB can play a valuable role in conducting independent, bipartisan re-
views of the merit systems. The MSPB’s government-wide research and studies offer
a means to compare the performance of different personnel systems, track the
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progress of these individual systems, identify needed improvements, and share best
practices government-wide. With regard to the specific flexibilities given to DoD, the
MSPB has gathered baseline information that will help interpret the effects of the
system on the efficiency and effectiveness of NSPS’s operations over time.

Mr. ORTIZ. Agencies are increasingly turning to newly established appointing au-
thorities and flexibilities to speed the hiring process. Do these new procedures result
in faster hiring decisions?

Dr. CRUM. There are a number of flexibilities available to agencies that have
streamlined hiring processes, such as Direct Hire and the Federal Career Intern
Program. These processes can differ from competitive service hiring in one or more
of the following respects:

Recruitment—how agencies may publicize positions and accept applications;
Eligibility—who the agency may consider for appointment;
Assessment—how agencies evaluate applicant qualifications;

Consideration and selection—how agencies must sort or rank applicants, and
how agencies may select among applicants;

Applicability of public policy requirements such as veteran’s preference and ca-
reer transition assistance programs for displaced Federal employees; and

e How the probationary or trial period is implemented.

We have found through our research that using these flexibilities does not guar-
antee that the hiring process will be faster. For instance, our study of Federal entry-
level new hires found that 39 percent of the excepted service new hires (including
Federal Career Interns) and 34 percent of competitive service new hires reported
being offered a job within 2 months or less after applying; this is not a large dif-
ference. Furthermore, 27 percent of excepted service new hires indicated that it took
over 6 months to be hired, while 17 percent of competitive new hires reported the
same.

Our research has found that excepted service hiring processes often mirror those
of competitive service hiring. In fact, some excepted service hiring could be viewed
as more thorough and competitive because they use recruitment, application, and
assessment processes that reach a wider segment of society and do a better job of
predicting success on the job. Often, these organizations do not use these flexibilities
solely to make the process faster, but also to make use of provisions associated with
these flexibilities such as the longer training and probationary periods offered by
some of these authorities.

Mr. OrTIZ. Agencies do a poor job of communicating with applicants. Applicants
may apply for a job and never hear from the agency again. What can agencies do
to improve their timely feedback to all applicants of their status in the process?

Dr. CRuUM. The MSPB has long recognized that communication with applicants
has been a problem in the Federal hiring system. Our studies on Federal hiring
practices have continuously shown that lack of communication has been an issue
raised by applicants. New hires indicate that they often do not receive timely feed-
back (or any feedback) and that the service provided by the human resources (HR)
office is often below their expectations.

We have noted that agencies need to treat applicants like customers and build re-
lationships with them. This relationship is important not only to influence that one
applicant’s impression of the Government, but also because that one applicant will
then have positive things to say about the experience to others. We have found that
word-of-mouth is a key way many Federal new hires have learned of an employment
opportunity with the Government. In addition, negative impressions of the Federal
hiring process can generate negative word-of-mouth among potential applicants that
could dissuade high-quality candidates from applying.

There are several actions agencies can take to improve their communication with
applicants. To start, the agency should have an understandable hiring process that
is clearly explained in the job announcement. The instructions should include a
timetable letting applicants know what steps are in the process, who takes these
steps, and how long each step is likely to take. This will help to manage applicants’
expectations. As I mentioned in my testimony, the job announcement is an area that
needs improvement. Currently, announcements are often unclear and contain jargon
that non-Federal employees just do not understand. Also, the agency should have
a point of contact listed in the job announcement for applicants who have questions.
Often, they do not, and applicants therefore do not know how to get their questions
answered.

Agencies should, at a minimum, notify applicants that their applications were re-
ceived. This type of notification should be a standard part of most automated appli-
cation systems. However, communication should not stop there. Because the Federal
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hiring process is typically longer than that of the private sector—especially for jobs
requiring security clearances—agencies should communicate both electronically and
personally with applicants throughout the process. Applicants should be periodically
notified of the status of their application, when they should expect the next step to
occur, or to even explain why the process may be taking longer than expected. If
applicants are kept well-informed, they will be more likely to stay with the process
than if their application falls into a presumed “black hole.”

Finally, agencies need to look at their hiring process to ensure that it is as timely
as possible and does not contain unnecessary steps and bottlenecks. Because of their
missions, some agencies may be able to keep applicants engaged in the process for
a long period of time. However, a large segment of applicants, especially those with
highly sought after skills, will not wait months for a job offer, regardless of commu-
nication efforts. Ultimately, having an efficient, effective process is important. As a
result of evaluating the hiring process, many agencies may be surprised to see that
many of the obstacles to timely hiring are self-imposed. Fortunately, this means
they have the power to improve the process and minimize these delays.

Mr. OrTiZ. What role should the Office of Personnel Management play in the hir-
ing process? Should it reclaim its original role as the main hiring authority for the
federal government?

Dr. CrRUM. In 1996, the Office of Personnel Management (OPM) delegated most
competitive examining authorities to agencies. As a result, each agency is permitted
to establish delegated examining units to carry out its hiring process. Prior to dele-
gated examining, agencies had many complaints about the hiring process, including
that it was too long, it did not address their individual mission needs, and they were
not getting the best applicants.

This decentralized management approach has both advantages and disadvan-
tages. On the one hand, agency delegated examining units will generally be more
knowledgeable of the agency’s mission and the skill requirements necessary to carry
out that mission than a third party hiring organization would be. This knowledge
gives them a better understanding of how to attract members of the targeted appli-
cant pool and makes it easier to tailor recruitment and hiring strategies to better
meet the agency’s mission.

On the other hand, decentralization often results in the Government losing the
ability to achieve economies of scale in terms of hiring tools and systematic ap-
proaches. Competition can increase among agencies and provide advantages to those
with more resources and leadership support. Agencies often use different application
and hiring procedures, and this creates confusion and burden among applicants who
simply want a government job. All of these factors can affect the merit principles
and the ability of individual agencies to hire high-quality applicants.

Hiring reform is needed in the Federal Government, but going back to a central-
ized system is not the most likely answer. OPM is no longer resourced to implement
a centralized hiring system again, and agencies’ needs are too diverse to recommend
employing a single hiring authority. OPM’s role should be to provide leadership to
agencies regarding how to hire within the parameters set by the merit system prin-
ciples and in identifying areas where agencies need to come together to achieve
economies of scale.

OPM has already made progress in this regard. It works regularly with the Chief
Human Capital Officers Council to identify human capital problems and pilot poten-
tial solutions. It has worked with agencies to improve USAJOBS and the way agen-
cies market their jobs on the Web site. It established first the 45-day hiring model
and most recently the End-to-End hiring process to streamline hiring and cut out
unnecessary steps.

There are still, however, areas that need work. The Government currently does
not have a standard application or application process. This can create excessive
burden for an applicant who wishes to apply for multiple positions. Additionally,
many agencies do not have the means to develop and use the best tools to assess
applicant qualifications. We have recommended that OPM receive appropriated
funding for centralized development and validation of assessment tools, particularly
for government-wide and “at-risk” occupations. We have also recommended that
OPM lead the hiring reform process by working with agencies to develop a govern-
ment-wide framework for Federal hiring reform that provides agencies the flexibility
necessary to address mission needs while also preserving selection quality and em-
ployee and applicant protections.

Mr. ORrTIZ. Federal managers complain that the pay pool panel, which can over-
turn ratings recommended by managers, usurps the role of managers. If the major-
ity of employees are going to be rated a “3” in the end, many managers wonder why
they should spend the time in doing performance assessments.
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If the majority of employees are rated a “3”, and managers eventually give up try-
ing to fairly assess their employees since the pay pool panel will overturn their rec-
ommendations, how does this ultimately differ from the complaints of the simple
pass/fail performance rating systems under the GS system?

Mr. PERKINSON. Thank you for the opportunity to address this important ques-
tion, Mr. Chairman. The reality in the field is that the ratings have resulted in a
bell curve distribution with most employees receiving “3” ratings. The underlying
cause of this is the role of the pay pool panel. In my oral testimony, I sought to
provide a brief synopsis of how the pay pool panels were stepping out of their in-
tended role by readjusting supervisors’ ratings. This is directly tied to the resulting
share value. The ratings distributed play a significant role in the share value, which
concerns many of our members. The final payout results in large part on how a fa-
cility maximizes its share value. Our members take issue when those rated 3s at
one location receive a significantly different payout than the 3s in another location.
The ultimate difference between the GS and NSPS systems is that GS employees,
in most cases, receive automatic pay increases, and in a properly run NSPS location,
individuals have the ability to be rewarded for higher performance as the NSPS sys-
tem personalizes the employee’s evaluation through its process.

Under the system, most employees will likely receive 3s, due to both human na-
ture and the pay pool influence. However, exceptional employees are rewarded bet-
ter under NSPS than under the GS. Conversely, under-performing employees are
not rewarded under NSPS, but still receive a pay raise under GS, negating any in-
centive to perform better. The biggest difference is that NSPS forces managers to
make meaningful distinctions in performance.

Mr. OrTIZ. Pay for performance is highly touted within the private sector. Yet,
with human nature, it can be ripe for abuse. For example, there could be instances
where a poor performer, because he or she happens to get along well with managers,
is promoted. A high-performing individual who happens to have had a disagreement
with management could be stymied in promotion or performance pay opportunities.
And there are many other variations on these examples. The GS schedule, based
on performance and tenure, is aimed at ensuring fair treatment and pay for federal
employees.

What internal safeguards should be implemented to ensure reasonable trans-
parency and appropriate accountability in connection with the results of the per-
formance management process?

Mr. PERKINSON. If NSPS is going to continue to serve as the Pentagon’s personnel
system, a couple of safeguards come to mind to improve transparency and account-
ability. The first is the ability of the rating official to share his/her rating with the
employee prior to going to the pay pool panel for review. Presently, we encourage
the supervisor and employee to openly set objectives and execute an interim review,
followed by a written assessment. Despite this constant contact between the em-
ployee and manager, the rating official still cannot tell the employee his/her result.
If the rating gets changed at the pay pool level there should be some form of com-
munication to explain the changes—aka, transparency. If a rating or payout gets
lowered, there should be safeguards in the system to explain what happened to
cause the change.

The second safeguard we suggest is that the pay pool panel limit its role to ensur-
ing the rating official has stayed within the framework of the process and conducted
the review as written. The Panels are too focused on the impact they have on the
share value. The sole purpose of the Pay Pool Panel should be to ensure fairness,
transparency and consistency exist in the system by overseeing managers, not
changing ratings.

An additional safeguard to address the employee who faces issues of disagreement
or personality clashes is utilization of the reconsideration or appeal process. This op-
tion is under-utilized, despite what some claim. When I hear complaints about rat-
ings and pay raises from FMA members, I always ask if they requested reconsider-
ation. Most say no. These cases are isolated and it is extremely difficult to put rules
in place to address all potential problems. We believe this will become easier over
time, as more cases are heard.

No system is going to operate perfectly one hundred percent of the time, in the
public or private sector. It is our job as managers and your job as legislators to en-
sure the system is as fair and transparent as possible.

Mr. ORTIZ. In a 2008 testimony before the Senate Homeland Security and Govern-
ment Affairs Committee, FMA raised concerns about the “so-called bell curve dis-
tribution of ratings.” Specifically, managers and supervisors reported extreme pres-
sure from higher-ups to maintain a specified distribution of funds or performance
ratings within each pay pool. Managers were also told that there would not be
enough money in the pool if all employees were rated 4s or 5s. Higher ratings mean
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less money per share in the pool, while lower ratings mean bigger shares for the
performing employees. There is severe danger of ratings being deflated or inflated
to accommodate a small section of the population.

What can be done to ensure that meaningful distinctions in employee performance
are being made?

Mr. PERKINSON. This issue directly deals with the topic of share value and the
ability of each facility to devise business rules that impact that value. There is a
distinct lack of concrete business rules, and even when rules are in place, they tend
to differ among facilities. Part of the problem with share value centers on whether
there has been any suggested or implied rules that could impact the ratings. If there
is an abundance of high ratings the share value is deflated; a greater number of
lower ratings inflate the share value. The result could be that a “3” in one location
receives a higher payout than the same rated employee at another location. When
examined across an agency like DOD, this simply does not make sense and provides
the foundation for forced distribution and quotas.

We need to make adjusts to NSPS so there will be a quick review of the results
by the pay pool panel to ensure share values are consistent. One way of accom-
plishing this is to release a standard set of business rules that apply DOD-wide. We
should also ensure that senior officials do not impact ratings by implying their de-
sires or results during the assessment period.

Mr. OrTIZ. The performance management system for NSPS consists of five rating
categories, of which the lowest rating is a “1” (unacceptable performance) and the
highest rating is a “5” (role model performance). The majority of employees in 2008
and 2009 were rated a “3,” or valued performer. The GAO reported in 2008 that
during its discussion groups with civilian employees under NSPS, a prevalent theme
was that it was impossible to receive a rating higher or lower than a “3.”

What should be done to address these employee concerns?

Mr. PERKINSON. Leadership must come from the top if issues such as these are
to be prevented. We are hearing reports of managers experiencing what you de-
scribe, which DOD NSPS officials contend should not be occurring. More needs to
be done on the part of national leadership to ensure this does not happen and en-
force penalties when it does.

The baseline evaluation of a valued performer requires that the individual meets
the criteria established for their job consistently throughout the year. For a rating
to be above 3, additional expectations must be met to elevate the person to those
levels. Again, part of the issue is that the system appears to be applied in a variety
of ways that could be considered very subjective and inconsistent. Some facilities
validated increases based on the written self-assessment, which led to complaints
that the process was judged on writing ability. In the view of the employee, there
is no clear cut way to know whether you are attaining higher levels of performance
outside of the conversations with the rating official.

Increasing transparency by informing the employee of their initial rating and pro-
viding explanations of adjustments made by the pay pool panel could alleviate many
concerns. Again it comes back to the establishment and consistent application of
core elements throughout the process in all activities.

QUESTIONS SUBMITTED BY MR. FORBES

Mr. FORBES. Why does the pay pool have the authority to change an employee’s
rating given by the employee’s supervisor who is the one with the first-hand knowl-
edge of the employee’s performance?

Mr. BUNN. The National Security Personnel System (NSPS) pay pool panels en-
sure that all supervisors within a pay pool are applying rating criteria in the same
manner for each employee across the pay pool. Without the authority to change a
recommended rating given by the employee’s supervisor, the pay pool panel would
be unable to mitigate differences in application of the criteria. This would result in
“high” and “low” raters and ultimately inequity in payouts.

The NSPS pay pool process is an integral and integrated part of the performance
management cycle and ensures that performance decisions are made in a careful,
deliberative environment that uses a consistent approach to decisions regarding per-
formance ratings and shares that drive employee performance payouts. Pay pool
panels are comprised of senior leaders and management officials, normally in posi-
tions of line authority, who possess knowledge of the organization’s mission and the
employees included in the pay pool membership.

The performance rating process begins with the employee’s opportunity to provide
a self-assessment. The rating official then provides a recommended rating that is
reviewed by a higher level reviewer. The recommended rating includes the rating
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official’s recommendation as to ratings, share assignments, and distribution of per-
formance payout. The recommended ratings are reviewed by higher level reviewers
and by the pay pool panel to ensure consistency and fairness across the pay pool.
Larger pay pools may also have recommended ratings reviewed by sub-pay pool pan-
els. Ratings are reviewed by higher level reviewers and pay pool panels against per-
formance indicators and benchmark standards. The performance indicators and
benchmark standards are published in the Department of Defense (DoD) imple-
menting issuance, DoD Manual 1400.25, Subchapter 1940, and are included in per-
formance management training given to employees and supervisors. In instances
where the panel does not agree with the rating official’s recommendation, the rating
official is given an opportunity to present additional information to the panel that
the rating official believes clarifies or justifies his or her recommendation(s). The
pay pool manager is given final authority to approve ratings of records as a means
of reinforcing equity across and within pay pools and as a necessary safeguard when
applying standard benchmark criteria for all employees. All decisions of the pay pool
manager are accomplished in accordance with merit system principles. Ultimately,
the employee’s rating is based on his or her performance against standard bench-
mark criteria.

Mr. FORBES. The Pay Pool managers most often know nothing about the employ-
ee’s actual performance. Since Pay Pools are funded based on a percentage of the
total base salaries of employees in the pay pool, doesn’t that put some employees
at a disadvantage?

Mr. BUNN. The National Security Personnel System (NSPS) has many safeguards
built into the system specifically designed to ensure fairness and equity as well as
to mitigate any consequences, which may arise as a result of unfamilarity of the
pay pool panel or manager with the work of an individual employee. Among the
safeguards is the opportunity for the employee to provide a written self-assessment
and the mandatory requirement for the rating official to provide a written assess-
ment explaining how an employee met a particular job objective. In addition, the
rating official provides a recommended rating of record based on application of
standard performance measurement criteria. To ensure that the measurement tools
are interpreted consistently across the organization and in a manner free from fa-
voritism, cronyism, or other inappropriate consideration, multiple-level reviews of
recommended ratings, share assignments, and payout distribution determinations
are embedded in the performance management process. These include review by a
higher level official and the pay pool panel. In instances where the pay pool panel
finds that the rating official’s recommendation does not reflect the same interpreta-
tion of the performance measurement criteria as applied by other rating officials
and that the common interpretation would result in a different rating, share assign-
ment, or payout distribution, the rating official is given an opportunity to present
additional information to the panel that the rating official believes clarifies or justi-
fies his or her recommendation(s). In this way, the pay pool panel is able to ascer-
tain whether an adjustment proposed to ensure consistent application of perform-
ance criteria throughout the pay pool is justified or if the adjustment is based on
a misunderstanding of the record. This process is designed to ensure equity in appli-
cation of performance criteria across a pay pool as well as to incorporate the knowl-
edge of rating officials who often have the closest view of the employee’s perform-
ance.

Pay pool managers add to the process an umbrella view of the organization and
familiarity of the organization’s mission and/or the functional specialty of the em-
ployees. This knowledge, paired with the interaction with the rating official, enables
the pay pool manager and pay pool panel, who are typically senior line managers
in the organization, to effectively accomplish their role of managing the pay pool,
resolving discrepancies, ensuring consistency and equity within the pay pool, and
approving the employee’s rating of record, share assignment, and payout distribu-
tion based on recommendations from the rating official.

Mr. ForBES. How fair is a Request for Reconsideration Process of a Performance
Rating that does not allow an employee to challenge a performance payout, number
of performance shares assigned, value of performance shares, or distribution of pay-
out between increase to base salary and bonus?

Mr. BuNN. The National Security Personnel System (NSPS) was designed to en-
sure fairness and equity in evaluating and rewarding performance. Appropriately,
in the event that an employee requests a reconsideration of their overall rating of
record or of an individual job objective rating, only performance-related criteria are
considered in making decisions on reconsideration requests. From its inception,
NSPS was designed to emphasize both performance pay as well as compensating
employees based on market factors. Factors considered in the determination of as-
signment of shares and payout distributions include a combination of factors other
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than performance, such as labor market conditions and compensation/pay progres-
sion management. Pay decisions based on these factors are not usually subject to
review. However, any reconsideration request that results in a change to an indi-
vidual job objective rating or the rating of record may result in a change in share
assignment. For example, if an employee’s overall rating of record is raised to the
next level, the corresponding (and higher) share range must be used resulting in a
higher performance payout for the employee. The pay pool manager will recalculate
the employee’s performance payout amount and distribution, and salary adjust-
ments will be based on the share range appropriate for the adjusted rating of
re(l:ord(.1 The payouts of other employees in the pay pool are not affected or recal-
culated.

Mr. FORBES. How many employees under NSPS actually took part in writing their
Job Objectives?

Mr. BUNN. The Department does not have statistics to verify the number of em-
ployees who participated in the development of their job objectives. However, the
National Security Personnel System (NSPS) is designed to ensure that performance
expectations (job objectives) support and align with the organization’s mission and
goals, and has implemented safeguards to ensure against the imposition of impos-
sible performance expectations. Such safeguards include requiring supervisors to in-
volve employees, where feasible, in the development of their job objectives to ensure
a clear understanding of performance expectations, subjecting job objectives to high-
er level review to ensure consistency and fairness within and across the organiza-
tion, and communicating job objectives to employees in writing prior to holding them
accountable for performance of the objectives. Participation of employees in develop-
ment of job objectives is not mandatory as it is recognized that in cases where a
large number of employees perform the same type of work, the use of standard job
objectives may diminish the involvement of employees in the development of job ob-
jectives and situations such as newness of an employee to a position may not enable
meaningful participation by the employee.

To facilitate the development of job objectives by both employees and supervisors,
NSPS provides classroom instruction, web-based training, and a 2-hour workshop to
assist employees in preparing well-written job objectives and assessments. Our
learning materials feature exercises and activities to gain insight into how to de-
velop effective job objectives that align with the organization’s goals. Employees
gain practice writing objectives and understanding the importance of tracking and
monitoring their performance throughout the performance cycle. The performance
management system’s emphasis on communication also encourages an employee’s
active involvement and input throughout all phases of the performance management
cycle. Through writing their job objectives, monitoring their performance, and pro-
viding their self-assessment, employees are encouraged to share their insights and
perspectives about what they do and how it supports the mission.

Mr. ForBES. Why are the ratings of the employees; specifically names, not made
public if the idea of NSPS is to motivate all employees to be model employees?

Mr. BUNN. The Privacy Act governs the dissemination of certain employee per-
sonal information. Government-wide regulations at title 5, Code of Federal Regula-
tions (CFR) implement the Privacy Act as it relates to employees’ performance infor-
mation in the Official Personnel Folders. Performance ratings are not made avail-
able to the public, which would include an employee’s coworkers in accordance with
5CFR293.311(a)(6).

The National Security Personnel System (NSPS) employees are given information
that allows them to understand how they are rated. Performance criteria are made
public and are shared with employees. The standards by which employees’ job per-
formance is assessed (the performance indicators and the benchmark standards) are
published in Department of Defense (DoD) Manual 1400.25, Subchapter 1940 (DoD
1400.25M, SC 1940). The performance indicators are established at level 3 and level
5 performance by pay schedule and pay band. In addition, the benchmark standards
for evaluating the contributing factors that relate to how the job is performed are
also listed in DoD 1400.25M, SC1940. Employees are trained on how to use the per-
formance indicators and benchmark standards in completing their self-assessments.

While individual employee ratings are not and cannot be provided to other em-
ployees, aggregate pay pool results are required to be communicated to employees.
This enables employees to compare their results with the overall results within their
workforce. At a minimum, employees are informed of the average rating, ratings
distribution, share value (or average share value), and average payout expressed as
a percentage of base salary at the completion of the performance payout process.

Providing information and training concerning the use of the performance indica-
tors and benchmark standards, and the overall pay pool results should provide any
needed additional motivation employees need to perform at their highest level.
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Mr. FOrRBES. Why are NSPS employees not given the full amount of the Cost of
Living Allowance (COLA) or Government-wide Pay Increase (GPI)?

Mr. BUNN. While it is commonly believed that the General Schedule (GS) GPI is
a COLA, the GS GPI actually reflects the cost of labor rather than a cost of living
adjustment. The Federal Employees Pay Comparability Act of 1990 provided two
types of annual salary adjustments: an across-the-board increase to the entire GS
based on the Employment Cost Index (ECI); and, a locality pay increase to the en-
tire GS, in a particular locality area, based on the salaries of non-Federal employees
working in that area. The ECI portion is based on an annual comparison of ECI
changes as measured by the Bureau of Labor Statistics (BLS). However the BLS
comparison measures the “cost of labor or wages” as opposed to the “cost of living.”
Ultimately, the purpose of the GS increase is to ensure competitiveness with the
private sector, versus offsetting increases in the cost of living.

The National Security Personnel System (NSPS) regulations require the max-
imum rate of the pay band to be raised by 100 percent of the NSPS general salary
increase. There is no requirement to raise the minimum of the band. However, the
regulations also provide that if the adjustment of the minimum rate of the pay band
causes the base salary of an employee with a rating of record above unacceptable
to fall below the minimum rate, the employee’s salary will be set at the pay band
minimum rate. Consistent with title 5, United States Code (U.S.C.), Section
9902(e)(7), the regulations require that NSPS employees who have a current rating
above unacceptable will receive a base salary increase of no less than 60 percent
of the general salary increase and a local market supplement increase equal to GS
locality-based payments under title 5, U.S.C., Sections 5304 and 5304a. Section
9902(e)(7) of title 5 and the regulations also require that the remaining portion of
the GS salary increase will be included in pay pool funding for the purpose of in-
creasing rates of pay based on employee performance and contributions during the
rating cycle. Under the current regulations, employees with a final rating of Valued
Performer (Level 3) or higher for the current appraisal period are also eligible to re-
ceive a performance-based payout for that cycle.

NSPS is a pay-for-performance system, and progression through the pay band is
based on duties, responsibilities, and performance; whereas, progression through the
grades under the GS is based primarily on longevity. Notwithstanding, there are
links between compensation under NSPS and the GS. By law, the overall amount
allocated for compensation of civilian employees in NSPS can be no less than if the
employees had remained covered by the GS, and that amount is available only for
such compensation.

Mr. FORBES. The purpose of a COLA and/or GPI is to keep up with inflation, not
a reward for superior performance. If NSPS is truly a “Pay for Performance” system,
why did DOD and Navy implement a top pay range in the pay band which cannot
be exceeded? Once you reach that top range, no matter how good of an employee
or how hard you work, you only get 60% every year.

Mr. BUNN. As explained in the answer to the previous question, the annual gov-
ernment-wide General Schedule (GS) Government-wide Pay Increase (GPI) rep-
resents a cost of labor calculation, not a cost of living adjustment. The maximum
of all the National Security Personnel System (NSPS) pay ranges are increased by
100 percent of the General Schedule Base Salary Increase (GSI) to ensure employ-
ees are eligible to receive the full NSPS general salary increase based on perform-
ance. While employees must receive at least 60 percent of the GSI as an across-the-
board pay increase if they have above unacceptable performance, the balance must
be paid out as a base salary increase based on employee performance. This enables
the Department of Defense to pay the most competitive salaries to its highest per-
forming employees.

While pay-for-performance is an integral part of NSPS, it is not the only factor
in the compensation system. NSPS is also a system that is sensitive to market fac-
tors in determining an appropriate pay level for positions. The GS establishes some-
what narrow pay ranges (grade levels) according to the type and complexity of the
work being performed. NSPS has several pay schedules and pay bands within these
schedules. Some of the pay bands are pretty broad. Not every type of job in certain
pay schedules should have salary progression to the top of the band. Control points
allow for managers to set pay in accordance with the value of the work performed.
Employees will continue to receive appropriate compensation based on their indi-
vidual performance, if not in base salary increases then in performance bonuses or
a combination of both.

Mr. FORBES. The purpose of NSPS was to allow employees that exceeded work ex-
pectations to have greater earning potential, but now the government has put caps
within each pay band. Why does the DOD not show the breakdown of the payouts
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by race, sex, age, disability, and then by grade level? Isn’t NSPS supposed to be a
transparent system?

Mr. BUNN. Control points may be established within a pay band to manage com-
pensation by considering and balancing a variety of factors, in addition to perform-
ance, in the determination of rates of pay and salary progression through a pay
band. Factors include mission requirements, labor market conditions, and bench-
marks against duties, responsibilities, competencies, qualifications, and perform-
ance. Control points represent one tool that can be used to manage employees’ pro-
gression through the bands and help ensure that only the highest performers move
to the upper range of a pay band. Control points also allow management to account
for variances in position responsibilities within a pay band. This allows the Depart-
ment to set pay more consistently with the labor market and to be more effective
in attracting and retaining top performers.

Control points also provide management with the latitude needed to positively im-
pact a variety of pay decisions, such as starting rates, rate ranges, and the mix of
performance payouts between bonus and salary increase. Control points manage pay
progression to reflect duties and responsibilities, labor markets, and/or performance.
The Department of Defense (DoD) requires that control points be applied consist-
ently to similar positions in the same pay band and career group within a pay pool.
Unlike the General Schedule (GS) employee who reaches the step 10 of his or her
GS grade, a National Security Personnel System (NSPS) employee who reaches a
control point is guaranteed a share of the pay pool and any amount in excess of the
control point (or the top of the pay band, if applicable) is paid as a bonus provided
the employee has a level 3 or higher rating of record.

Overall performance payout results are published on the NSPS website after com-
pletion of the pay pool process. However, the data available at the DoD level do not
provide the granularity to make meaningful distinctions or provide the capability to
draw conclusions from these high level data. DoD Components are required to con-
duct an annual analysis of the NSPS performance rating and payout results for
their subordinate activities to identify, examine, and remove barriers to similar rat-
ing and payout potential for demographic and other groups in the workforce, apart
from differences based on individual performance or material job difference.

In addition, to promote transparency of the pay pool process, DoD Components
are required to share with NSPS employees at the completion of the performance
payout process the average rating, ratings distribution, share value (or average
share value), and average payout expressed as a percentage of base salary.

Mr. ForBES. Why didn’t DOD concur with the GAO recommendation regarding
the third party reviews of pre-decisional pay pool recommendations?

Mr. BUNN. The National Security Personnel System (NSPS) pay pool process pro-
vides essential safeguards to ensure that the system adheres to merit principles,
and that ratings and management of the system are fair, equitable, and based on
employee performance. Individual ratings recommended by a supervisor are re-
viewed by a higher level official and by at least one panel of management officials
from across the organization to ensure consistency and fairness across the pay pool.
Rating officials, reviewers, and panel members apply standard, NSPS-wide perform-
ance indicators and benchmarks when they consider employees’ performance assess-
ments. Employees are encouraged to provide written self-assessments about their
performance accomplishments, which help ensure panels have a complete picture;
3nd an employee who disagrees with his or her rating has several avenues of re-

ress.

While we have no objection to demographic and other analyses for pay pools, we
do not believe integrating such analyses as part of the pre-decisional pay pool delib-
eration process is warranted; and, in fact, they may have detrimental effects on the
credibility of the system.

We agree that such analyses can be used to ensure that the process is fair and
equitable, and to identify and address possible barriers that may affect some groups,
but believe it should be done after the process is complete. Such analysis must not
be used to manipulate results to achieve some type of parity among various groups.
Post-decisional analysis of results is useful to identify barriers and corrective ac-
tions. If the information gleaned from demographic analysis demonstrates that the
results were not fair or equitable, for whatever reason, this information could legiti-
mately be employed to examine the process used to achieve those results, with a
view to identifying barriers to equal employment opportunity, if any, and elimi-
nating them in order to achieve a more fair and equitable outcome. And, if an anal-
ysis of pay pool results uncovers illegal discrimination, management always has the
ability and obligation to take corrective action.

Heads of the Department of Defense Components are accountable for the manner
in which officials in their organizations carry out policy, procedures, and guidance.
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The Department requires in its NSPS implementing issuances that Component
Heads carry out an annual analysis of the NSPS performance rating and payout re-
sults for subordinate elements; and issue guidance to lower echelons and otherwise
act to identify, examine, and remove barriers to similar rating and payout potential
for demographic and other groups in the workforce, apart from differences based on
individual performance or material job differences.

Mr. FOrRBES. COLA’s and Housing Allowances could be lumped into a pay pool and
the top performers could get the higher raises. It would eliminate the automatic
time-in-grade raises, just like for civil service. Why hasn’t the DOD done a DOD-
wide survey of all employees under NSPS to see what the people in the system
think of it? They would probably find that the majority of the employees are not
in favor and that it has only put more of a burden on those in supervisory positions.

Mr. BUNN. By statute, the National Security Personnel System (NSPS) cannot
modify Cost of Living Allowances and housing allowances, or lump them into a pay
pool for any purpose.

The Department surveys its civilian population in general on employment matters
every year by means of the Status of Forces Survey of the Department of Defense
(DoD) Civilian Employees (SOFS-C). The SOFS-C is administered not only to our
NSPS population but also to the rest of the civilian workforce. Views from the NSPS
workforce are mixed. The first year after converting, employees’ surveyed opinions
on some aspects of NSPS are lower than their baseline opinions from their previous
system; for example, whether they understand what it takes to be rated at the dif-
ferent levels and whether the performance management system improves organiza-
tional performance. At the same time, the NSPS workforce reports a more positive
view that management deals with poor performers and that pay raises depend on
how well employees perform their jobs. NSPS supervisors have become more posi-
tive that they can influence employees’ pay. While employees’ opinions that their
ratings fairly reflected their performance compared to their pre-NSPS baselines, the
majority still hold a positive view; and after a second rating cycle, the first spiral
group opinions rose somewhat from the first year. Supervisors are somewhat ambiv-
alent: in the 2008 survey, many were neutral about whether pay-for-performance at
their organization was a fair reflection of their employees’ performance, but of the
rest, there were many more positive views than negative.

The decline and the ambivalence are common with most new systems, as the Of-
fice of Personnel Management has observed and the Government Accountability Of-
fice has acknowledged. NSPS is a fundamental change from their previous experi-
ence with those systems and with the predictable General Schedule step progression
pay system and guaranteed annual increases regardless of performance. We are
mindful that half of the NSPS workforce converted from pass-fail performance sys-
tems, and most of the rest came from multi-level rating systems where most people
got the top rating. We therefore augment surveys with field visits and interviews
with employee, supervisor, and management groups to find out what is working ade-
quately and what is of concern and may require further action. Many do express
concern about the time the NSPS performance system takes, especially for super-
visors with large non-supervisory workloads of their own. We have improved auto-
mated tools to reduce their administrative burden, and they are no longer building
performance plans from scratch but may copy and paste an applicable objective from
the performance plan of one rating period to another.

We expect this issue, along with many others, to be included in the scope of the
comprehensive program review.

Mr. ForBES. What evidence exists that can show NSPS has had a marked im-
provement in development of the employee/supervisor relationship through the
coaching/feedback that is supposed to be such a big part of NSPS? This should be
a question if a survey is conducted; Do you believe your communication with your
supervisor has improved under NSPS?

Mr. BUNN. The Department surveys the workforce to monitor relationships be-
tween employees and their supervisors, among other matters; but we do not expect
quick, marked improvements. The National Security Personnel System (NSPS) is
still in an early stage: the great majority of the workforce has either one or two
years under the system. NSPS is fundamentally different from the prior systems.
Change from familiar, predictable systems to performance-based pay progression in
a less hierarchical pay band structure is daunting. The fact that NSPS uses a senior
management pay pool panel process to ensure there is a level playing field across
the organization in ratings and payouts alters the traditional rating relationship be-
tween an employee and his/her immediate supervisor. The Office of Personnel Man-
agement advises that it takes 3-5 years for people’s attitudes to recover from early
declines and meet or exceed the baseline level. Representatives from the Govern-
ment Accountability Office have testified it takes 5-7 years for such changes.
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Our surveys indicate that the employee/supervisor relationship has held up dur-
ing the first two years after NSPS implementation. Employees’ trust and confidence
in their supervisors have held level, as has their feeling that their supervisors do
a good job. Looking at a basic supervisory responsibility—communicating what it
takes to be rated at different levels—we found that employees’ agreement that they
understood this had declined somewhat from their pre-NSPS baseline, but the ma-
jority, 57 percent, of Spiral 1 were positive. Interestingly, the relationship between
an employee and his/her supervisor—forged by many things apart from formalities
of the personnel system—seems to go hand-in-hand with employees’ opinion of
whether their appraisal is fair. Of the 67 percent of Spiral 1 employees who agreed
in the 2008 survey that they had trust and confidence in their supervisors, 71 per-
cent agreed that their performance appraisal was a fair reflection of their perform-
ance, compared with 25 percent agreement for the 16 percent of employees who did
not have trust and confidence in their supervisors.

Asked if discussions with their supervisor or team leader were worthwhile, NSPS
employees gave similar positive views in the 2008 survey to those not in NSPS—
despite a slight decrease from pre-NSPS baselines. Further, somewhat more NSPS
employees than non-NSPS ones report they receive occasional or regular perform-
ance feedback; and those in NSPS for one or two years had similarly positive views
about the usefulness of the counseling as those not in NSPS.

Mr. FORBES. Does a pay pool have the authority to change the stated goals for
a particular rating at the end of the year so fewer people exceed the Level 3 rating?

Mr. BuNN. No. Performance expectations must be communicated in writing to an
employee before the employee is held accountable for those objectives (title 5, Code
of Federal Regulations, section 9901.406(b)), and employee performance is measured
against standard criteria that are published. Job objectives for the National Security
Personnel System employees may not be changed after the end of a rating cycle to
limit the number of employees with ratings above level three. While supervisors
may change employees’ job objectives during a rating cycle to reflect changes in du-
ties, mission, and/or priorities, they cannot hold the employee accountable for the
revised performance expectation/job objective until it has been communicated to the
employee in writing. This requirement safeguards against an employee being held
accountable retroactively for any job objective for any reason.

Mr. FORBES. Where are the Merit System Principles in NSPS?

Mr. BUNN. The National Security Personnel System (NSPS) statute at title 5,
United States Code, section 9902(b)(3) addresses the merit system principles and
prohibited personnel practices. In addition, the statute provides at §9902(b)(7)(A)
that the performance management system must incorporate adherence to merit sys-
tem principles. The enabling regulations at title 5, Code of Federal Regulations
(CFR), section 9901.101(b) state that the merit system principles are among the
guiding principles for establishing the requirements for the implementation of the
NSPS human resources system. The regulations also state at 5 CFR §9901.342(b)
and (f)(2) that oversight of pay pools must be established in such as way as to en-
sure employees are treated fairly and consistently and in accordance with merit sys-
tem principles. At 5CFR §9901.412(g), the regulations state that “[clonsistent with
the merit system principles and this part, the Pay Pool Manager is the approving
authority for Pay Pool Panel recommendations concerning ratings of record, share
assignments and payout distributions.” The merit system principles, while not ex-
plicitly listed, are embedded in all aspects in the NSPS human resources system.
The supplementary information for the regulations published on September 26, 2008
(73 Federal Register (FR) 56344) makes numerous references to the merit system
principles. For example, the adherence to merit system principles support the fair-
ness of the pay pool process (73 FR 56350), that the system is evaluated to deter-
mine whether it complies with merit system principles (73 FR 56359), and that the
classification system supports the merit system principles (73 FR 56359).

The merit system principles are an integral part of NSPS training and commu-
nication. In virtually all NSPS briefings and training sessions, participants are ad-
vised that NSPS does not change or alter merit system principles. In all perform-
ance management training, the participants are reminded that performance evalua-
tion must conform to the merit system principles, and participants are given a
handout that lists the merit system principles.

Mr. ForBES. How much has NSPS cost the taxpayers since its implementation?

Mr. BUNN. To date, the National Security Personnel System (NSPS) implementa-
tion costs across the Department are approximately $230 million. This includes ex-
penditures for the following:
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Design and Implementation (efforts including those conducted by Compo-
nent and local activities related to the planning, tailoring, and adapting of
NSPS Implementing Issuances)

e Regulation, implementing issuances, conforming policy, and technical reference
material development

e Continuing collaboration with unions

e Working group activities for implementation planning, scheduling, and moni-
toring

e Communications materials

e Lessons learned meetings, conferences, and reports

Training Development, Support, and Execution
e Courseware design and development; and component and local adaptations
e Course materials production
e Course delivery
Human Resource (HR) Automated Systems
e Requirements definition of NSPS-driven modifications to Component HR sys-
tems
e Design, development, coding, and testing of modifications
e Local system modifications

Program Evaluation (development of metrics, data collection, survey tools,
analysis, and reporting to assess the effectiveness of NSPS regulations and
implementation)

e Survey design and administration

e Data analysis and reporting

Program Office Operations (efforts conducted by Program Executive Office
(PEO), Component program offices, and locally established NSPS activities)
e Rent and supplies, equipment, networks, and telecommunications (applies to
PEO NSPS only)
e Personnel appointed to coordinate NSPS implementation at local level

Detailed employees will be included in Component reporting under this category.

Mr. FOorBES. What specifically is there in NSPS that was not available under the
GS system as far as bonuses, raises, performance awards, etc.?

Mr. BUNN. The National Security Personnel System (NSPS) is designed to pro-
mote a performance culture in which performance and contributions are more fully
recognized and rewarded based on performance, innovation, and results. NSPS
makes distinctions among employees based on a rigorous evaluation of individual
performance against standard criteria to ensure that the highest rating levels, and
associated performance payouts, are reserved for those who deliver exceptional re-
sults. This performance management system differs from the General Schedule (GS)
process of longevity-based pay increases that are linked primarily to the passage of
time. NSPS better links individual pay to performance using performance rather
than time-on-the-job to determine pay increases. It also provides employees with
greater opportunities for career growth and mobility within the Department.

The NSPS pay and classification system provides a flexible pay-banding construct
that helps attract skilled and talented workers, and retain and appropriately reward
current employees. This pay-banding structure replaced the artificial limitations cre-
ated by the GS pay and classification systems. Using broad pay bands, the Depart-
ment 1s able to move employees more freely across a range of work opportunities
without being bound by narrowly described work definitions. Unlike the GS system,
NSPS employees may receive reassignment base salary increases of up to 5 percent.
When NSPS employees are promoted to a higher-level pay band, the flexibility ex-
ists to set pay at a level that provides at least a 6 percent pay increase and a more
significant base salary increase of up to 12 percent or more if management deter-
mines that a greater increase is appropriate. For example, a 10 percent increase
may be justified when an employee is promoted from an entry or developmental
band to a full performance band and the greater increase is necessary to pay the
employee a rate that is competitive in the labor market, given the employee’s re-
sponsibilities, competencies, and anticipated performance. Under the GS system,
management must follow standard pay setting procedures, which provide no flexi-
bility or discretion when setting pay.

There is considerably more room for pay progression within an NSPS band than
within a GS grade. NSPS employees may move more easily within their assigned
band, or other comparable bands. Additionally, unlike the GS employee who reaches
step 10 of his or her GS grade, an employee with a level 3 or higher rating of record
is guaranteed a share of the pay pool, and any amount of the performance-based
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payout in excess of a control point within the band or the top of the pay band is
paid out as a bonus.

The NSPS pay structure is more responsive to market conditions than the GS.
The Department is able to adjust rate ranges and local market supplements based
on variations relating to specific occupations, rather than using a one-size-fits-all
approach. Labor market conditions also are considered when making pay-setting de-
cisions.

Mr. FOrBES. Based on the GAO testimony, one safeguard GAO believes needs to
be implemented to increase employee confidence in the pay for performance system
is for DOD to have a third party analyze the pay-pool recommendations for “anoma-
lies” before any final decision 1s made to determine whether an employee’s rating
accurately reflects the employee’s performance and whether any non-merit based
factors contributed to the “anomaly.”

1. Explain how you see this third party analysis working.

Ms. FARRELL. Given that each agency has its own set of unique challenges and
its own approach for handling those challenges, we believe that the department is
in the best position to determine how to appropriately design and implement a
predecisional analysis for NSPS. That said, we believe that the third-party analysis
should be conducted by an independent reviewing office, such as a human capital
office, that is able to conduct the analysis outside of the chain of command. Taking
the analysis outside of the chain of command helps to ensure that the process re-
mains as independent as possible. Seeing that DOD currently has over 200,000 civil-
ian employees under NSPS, the department could consider phasing in the third-
party analysis by starting with a representative sample of employees. A phased im-
plementation approach recognizes that different components of agencies will often
have different levels of readiness and different capabilities to implement new au-
thorities. Moreover, a phased approach allows for learning so that appropriate ad-
justments and midcourse corrections can be made before new policies and proce-
dures are fully implemented organizationwide.

Mr. FORBES. 2. In your view, who would the third party be, a DOD entity or a
non-DOD entity?

Ms. FARRELL. As noted in our response to question 1, we would expect the third
party to be a DOD entity that is removed from the chain of command—that is, the
human capital office or an office of opportunity and inclusiveness.

Mr. FORBES. 3. What criteria does GAO see as constituting an anomaly?

Ms. FARRELL. Generally, an anomaly would be characterized as a set of ratings
for which there is a statistically significant difference in comparison to the larger
group. For example, if the data indicated that there was a statistically significant
difference between the ratings of a particular subset of the larger workforce com-
pared to the larger group at that same level, this could constitute an anomaly. The
presence of an anomaly is not alone proof that there is a problem. Rather, identi-
fying an anomaly in the data prior to finalizing the rating decisions would enable
management to investigate the situation and determine whether the results are jus-
tified and merit-based.

Mr. FORBES. 4. In investigating “blatant discrimination” or “egregious decisions”
would the employee be contacted and interviewed?

Ms. FARRELL. The predecisional reviews are to help achieve consistency in the
performance management process and provide reasonable assurance that the per-
formance decisions are merit-based and fair. Due to the nature of the investigation,
the employee would not be contacted during an investigation. However, information
provided by employees, such as the self-assessment, can be considered during the
review process, as could information provided by responsible managers regarding
underlying reasons for any anomalies.

Mr. FORBES. 5. Would a single third party be evaluating all 1,600 pay pools across
DOD to get a DOD wide view of anomalies, or would 1,600 third-party reviews be
conducted at each pay pool without regard for a comprehensive DOD look?

Ms. FARRELL. As noted in our response to question 1, each agency has its own
set of unique challenges and its own approach for handling those challenges. As a
result, we feel that the department is in the best position to determine how to ap-
propriately design and implement a predecisional analysis for NSPS. One approach,
as noted in our response to question 1, would be for DOD to phase in the third party
analysis by starting with a representative sample of employees. Such an approach
recognizes that different levels of readiness and different capabilities exist among
agency components and allows for learning so that appropriate adjustments and
midcourse corrections can be made before full implementation.

Mr. FORBES. 6. What effect would the third-party analyses have on the timeliness
of the pay-pool process?
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Ms. FARRELL. It would likely add time to the existing process. However, we be-
lieve that it is important that DOD take steps to ensure that its employees’ ratings
are perceived as fair reflections of their performance. Taking additional time to com-
plete a predecisional analysis is one safeguard that DOD can implement to raise
employee confidence in the fairness and credibility of the system.

Mr. FORBES. 7. Would the pay pool decisions on all the other employees in the
pay pool be held up until the “anomaly” was resolved?

Ms. FARRELL. Given that the predecisional review is intended to take place prior
to the ratings being finalized but before they are certified and released to employ-
ees, all other ratings would not be released until the predecisional review was com-
pleted and appropriate responses (which could include inaction) were determined for
any anomalies identified.

Mr. ForBES. 8. How would GAO see the anomaly being corrected—a directive to
the rater to change the rating, or some disciplinary action against the rater, or some
other form of corrective action?

Ms. FARRELL. Where managers provide information that explains the merit-based
factors and reasons for the anomalies, the managers would not change the ratings.
On the other hand, managers could determine that some vital information was not
considered that would provide a basis for changing the rating. In all cases, it is the
unit manager, not the third party conducting the predecisional review, that would
determine whether a change would be warranted. Further, the review is not in-
tended to change the results to portray an “ideal” distribution, or to alter the out-
come of the performance management process. The purpose of the predecisional re-
view is to identify if anomalies exist and, if found, inform managers of the need for
further review to provide reasonable assurance that the basis for each rating is fair,
credible, and merit-based.

Mr. FORrBES. 9. Does GAO see any appeal rights for the manager or employee in-
volved in the “anomaly”?

Ms. FARRELL. Although the third-party reviewer identifies the anomalies, it is the
responsible manager that examines the basis underlying the ratings and is held ac-
countable for ensuring the ratings are merit based. While it is unlikely, should a
manager be disciplined, he or she might have appeal rights, depending on the na-
ture of the discipline imposed.

Any employee has a right to appeal his or her final rating. However, these appeal
rights do not apply to the predecisional review process since it is intended to take
place prior to the ratings being finalized but before they are certified and released
to employees.

Mr. ForBES. Would you comment on the GAO recommendation about having a
third party pre-decisional review of pay-pool ratings?

Mr. PERKINSON. Thank you for the opportunity to address your questions, Con-
gressman Forbes. The addition of this process could alleviate some transparency
concerns raised about NSPS, but it could just as likely further cloud the system.
We must ask ourselves what happens if the decision of the third party is different
from that of the pay pool panel. Is this third party the final say? If so, how involved
is it in the process? We have said that one of the problems with the pay pool panel
is that it is out of touch with the actual job functions of the employees it is review-
ing. The third party should be held to the same standards.

Mr. FORBES. Do support the recommendation? Why or Why not?

Mr. PERKINSON. If the pay pool panels were to act in a manner consistent with
the authorities laid out in their directive—primarily concerning itself with ensuring
the system is applied fairly and transparently—a third party review would be un-
necessary. However, if the panels continue to overstep their bounds, adjusting the
ratings employees receive from their rating officials, then I believe a third-party re-
view is justified.

Mr. FORBES. In your testimony you indicated that, as a manager, if you had a
choice, you would prefer going back to the General Schedule System. The answer
seemed to be couched in the context of the difficulties managers have in dealing
with three personnel systems: NSPS, GS and Wage Grade. Is your desire to go back
to the GS system a statement that the GS system is superior to the NSPS system,
or is your preference for the GS system an expression that as a manager you prefer
to work with fewer personnel systems?

Mr. PERKINSON. That was a very difficult question for me to answer. I remind you
that in your question you asked what I would do today. In reality there are things
I like about NSPS and things I like about GS.

The NSPS process allows you to improve performance and pinpoint areas of im-
provement for your personnel in specific areas. It also allows us to award perform-
ance in a way that is unavailable under the GS system. Under the General Sched-
ule, there are also tools to deal with extraordinary performance and poor perform-
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ance. The QSI (Quality Step Increase) is a valuable tool to reward performance, but
budgets limit the extent we can distribute them. An unsatisfactory evaluation pre-
vents a GS employee from getting an automatic step increase in pay. However,
these options are rarely utilized.

My particular answer to you was in response to the difficulties with managing
three separate systems in one department. As personnel work side-by-side, it is dif-
ficult to explain why the NSPS folks averaged one pay increase, the GS received
something different and the Wage Grade averaged another amount. Along with that,
each system is governed by a different set of rules regarding workplace practices,
such as overtime, and this is complicated for a manager and confusing for employ-
ees. They want to know why they are treated differently than their peers.

Congress and the Administration should work with managerial and employee
groups to establish one system that can uphold the principles of objectivity, fairness
and transparency.

O
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