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special skills or qualifications, or other 
appropriate factors; 

(2) A targeted local market supple-
ment applies to an employee eligible 
for a standard local market supplement 
only if the targeted local market sup-
plement is a larger amount; and 

(3) Except for physicians and dentists 
(in occupational series 0602 and 0680, re-
spectively) or as otherwise provided 
under § 9901.312(d), an employee’s ad-
justed salary that includes an applica-
ble targeted local market supplement 
may not exceed the rate cap equal to 
the rate for Executive Level IV plus 5 
percent, as provided in § 9901.312(b). 

§ 9901.333 Setting and adjusting local 
market supplements. 

(a) Standard local market supple-
ments are set and adjusted consistent 
with the setting and adjusting of cor-
responding General Schedule locality 
payments under 5 U.S.C. 5304 and 5304a. 

(b) Subject to § 9901.105, the Secretary 
may set and adjust targeted local mar-
ket supplements. In determining the 
amounts of the supplements, the Sec-
retary will consider mission require-
ments, labor market conditions, cost, 
and pay adjustments received by em-
ployees of other Federal agencies, al-
lowances and differentials under 5 
U.S.C. chapter 59, and any other rel-
evant factors. The Secretary may de-
termine the effective date of newly set 
or adjusted targeted local market sup-
plements. Established supplements will 
be reviewed for possible adjustment at 
least annually in conjunction with rate 
range adjustments under § 9901.322. 

§ 9901.334 Eligibility for pay increase 
associated with a supplement ad-
justment. 

(a) When a local market supplement 
is adjusted under § 9901.333, employees 
to whom the supplement applies with 
current ratings of record above ‘‘unac-
ceptable’’ (Level 1), and employees who 
do not have current ratings of record 
for the most recently completed ap-
praisal period, are eligible to receive 
any pay increase resulting from that 
adjustment. 

(b) An employee with a current rat-
ing of record of ‘‘unacceptable’’ will 
not receive a pay increase under this 
section (i.e., the employee’s local mar-

ket supplement percentage will not be 
increased). Once such an employee has 
a new rating of record above ‘‘unac-
ceptable,’’ the employee is entitled to 
the full amount of any applicable local 
market supplement effective on the 
date of the first adjustment in that 
local market supplement occurring on 
or after the effective date of the new 
rating of record as specified in 
§ 9901.411(d), or, if earlier, the effective 
date of an applicable general salary in-
crease as described in § 9901.323(b). 

PERFORMANCE-BASED PAY 

§ 9901.341 General. 

Sections 9901.342 through 9901.345 de-
scribe the performance-based pay that 
is part of the pay system established 
under this subpart. These provisions 
authorize payments to employees based 
on individual performance or contribu-
tion, or team or organizational per-
formance, as a means of fostering a 
high-performance culture that supports 
mission accomplishment. 

§ 9901.342 Performance payouts. 

(a) Overview. (1) The NSPS pay sys-
tem will be a performance-based pay 
system and will result in a distribution 
of available performance pay funds 
based upon individual performance, in-
dividual contribution, team or organi-
zational performance, or a combination 
of those elements. The NSPS pay sys-
tem will use a pay pool concept to 
manage, control, and distribute per-
formance-based pay increases and bo-
nuses. The performance payout is a 
function of the amount of money in the 
performance pay pool and the number 
of shares assigned to individual em-
ployees. 

(2) The rating of record used as the 
basis for a performance payout is the 
one assigned for the most recently 
completed appraisal period. Unless oth-
erwise provided in this section, if an 
employee is not eligible to have a rat-
ing of record for the current rating 
cycle for reasons other than those iden-
tified in paragraphs (i) through (l) of 
this section, such employee will not be 
eligible for a performance payout 
under this part. 
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(b) Performance pay pools. (1) Pay 
pools and pay pool oversight will be es-
tablished and managed in accordance 
with implementing issuances published 
by the Secretary, in such a manner as 
to ensure employees are treated fairly 
and consistently, and in accordance 
with merit system principles. 

(2) Consistent with paragraph (b)(1) 
of this section, pay pool composition 
will be based on organization struc-
ture, classification structure, function 
of work, location, and/or organization 
mission. The decision on pay pool com-
position will be reviewed and approved 
by an official who is at a higher level 
than the official who made the initial 
decision, as determined by a Compo-
nent, unless there is no official at a 
higher level in the organization. 

(3) Where determined appropriate, 
management may establish one or 
more subsets of a pay pool population 
(i.e., sub pay pools) for the purpose of 
reconciling ratings of record, share as-
signments, and payout determinations. 
Sub pay pools share in the common 
fund of the overall pay pool and oper-
ate within the requirements and guide-
lines established for the pay pool to 
which they belong. 

(4) The Secretary may determine a 
percentage of pay to be included in pay 
pools and paid out, in accordance with 
accompanying implementing issuances, 
as— 

(i) A performance-based pay increase; 
(ii) A performance-based bonus; or 
(iii) A combination of a performance- 

based pay increase and a performance- 
based bonus. 

(5) The decision to apply a funding 
floor or ceiling to a pay pool, including 
the amount of such floor or ceiling, 
will be reviewed and approved by an of-
ficial who is at a higher level than the 
official who made the initial decision, 
as determined by a Component, unless 
there is no official at a higher level in 
the organization. 

(c) Pay Pool Panel. (1) Consistent with 
this section, the Pay Pool Panel— 

(i) Reviews rating of record, share as-
signment, and payout distribution rec-
ommendations; 

(ii) Makes adjustments, which in the 
Panel’s view would result in equity and 
consistency across the pay pool; and 

(iii) Elevates any disagreement be-
tween the Pay Pool Panel and the em-
ployee’s supervisory chain to the Pay 
Pool Manager as applicable, for resolu-
tion. 

(2) The Pay Pool Panel members may 
not participate in payout deliberations 
or decisions that directly impact their 
own ratings of record or pay. 

(d) Pay Pool Manager. The Pay Pool 
Manager— 

(1) Provides oversight of the Pay 
Pool Panel; 

(2) Consistent with this section, is 
the final approving authority for per-
formance ratings; and 

(3) May not participate in payout de-
liberations or decisions that directly 
impact his or her own rating of record 
or pay. 

(e) Performance Review Authority 
(PRA). Consistent with this section, 
the PRA— 

(1) Oversees the operation of pay 
pools established under NSPS; 

(2) Ensures procedural and funding 
consistency among pay pools under 
NSPS; and 

(3) May not participate in payout de-
liberations or decisions that directly 
impact his or her own rating of record 
or pay. 

(f) Performance shares. (1) Perform-
ance shares will be used to determine 
performance pay increases and/or bo-
nuses. The range of shares which may 
be assigned for each rating level is as 
follows: 

PERFORMANCE SHARE RANGES TABLE 

Rating of record Share range available for as-
signment 

Level 5 ................................... 5 or 6 shares. 
Level 4 ................................... 3 or 4 shares. 
Level 3 ................................... 1 or 2 shares. 
Level 2 ................................... No shares. 
Level 1 ................................... No shares. 

(2) The only factors that may be used 
in determining share assignment are 
complexity of the work, level of re-
sponsibility, compensation (e.g., recent 
salary increases, current salary in rela-
tion to control points or pay band max-
imum, current salary in relation to 
labor market), overall contribution to 
the mission of the organization, orga-
nizational success, and raw perform-
ance scores. Pay Pool Managers and/or 
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Pay Pool Panels will review share as-
signment recommendations to ensure 
that factors are applied consistently 
across the pay pool and in accordance 
with the merit system principles. 

(g) Performance payout. (1) A perform-
ance share is expressed as a percentage 
of an employee’s rate of base salary 
and is a common value throughout the 
pay pool. The percent value of a per-
formance share is calculated by divid-
ing the pay pool fund (expressed in dol-
lars) by the summation of the products 
of multiplying each employee’s base 
salary times the number of shares 
earned by the employee. 

[Share Value(%) = Pay Pool Fund($)/ 
S(base salary of each pay pool mem-
ber × shares assigned each pay pool 
member)] 

(2) An employee’s performance pay-
out is calculated by multiplying the 
employee’s base salary as of the end of 
the pay pool’s appraisal period times 
the number of shares earned by the em-
ployee times the share value. 

[Employee Performance Payout = Base 
Salary × Shares × Share Value] 

(3) A performance payout may be an 
increase in base salary, a bonus, or a 
combination of the two. An increase in 
base salary may not cause the employ-
ee’s rate of base salary to exceed the 
maximum rate or applicable control 
point of the employee’s band rate 
range. The decision to pay a bonus, in-
cluding the amount of such bonus, will 
be reviewed and approved by an official 
who is at a higher level than the offi-
cial who made the initial decision, as 
determined by a Component, unless 
there is no official at a higher level in 
the organization. 

(4) The factors management may con-
sider in determining the amount to be 
paid out as a bonus versus an increase 
in the rate of base salary are limited to 
the following: 

(i) Current base salary in relation to 
appropriate rate range; 

(ii) Current base salary, level of re-
sponsibility and complexity of work 
performed in comparison with others in 
similar work assignments; 

(iii) Performance-based compensa-
tion received during the rating cycle 

associated with promotions, reassign-
ments, or awards; 

(iv) Salary levels of occupations in 
comparable labor markets; 

(v) Attrition and retention rates of 
critical shortage skill personnel; 

(vi) Expectation of continued per-
formance at that level; 

(vii) Overall contribution to the mis-
sion of the organization; and 

(viii) Composition of the pay pool 
fund. 

(5) When an employee’s base salary is 
not increased because the employee’s 
base salary has reached the maximum 
of the pay band or an applicable con-
trol point, any remaining performance 
payout will be paid as a bonus in lieu of 
the increase to base salary. 

(6) The effective date of an increase 
in base salary made under this section 
will be the first day of the first pay pe-
riod beginning on or after January 1 of 
each year. 

(7) Unless otherwise specified in this 
section, employees who are no longer 
covered by NSPS on the effective date 
of the payout, or who moved out of 
NSPS on a permanent move after the 
end of their rating cycle but before the 
effective date of the payout, are not en-
titled to a performance-based payout. 

(8) For employees receiving a re-
tained rate above the applicable pay 
band maximum, the entire perform-
ance payout must be in the form of a 
bonus payment. Any performance pay-
out in the form of a bonus for a re-
tained rate employee will be computed 
based on the maximum rate of the as-
signed pay band. 

(9)(i) NSPS employees shall be evalu-
ated and assigned a rating of record by 
the appropriate official associated with 
the pay pool of record on the last day 
(normally September 30) of the ap-
praisal period when the employee— 

(A) Changes jobs within NSPS after 
the last day of the appraisal period and 
before the effective date of the payout; 

(B) Is eligible for a rating of record; 
and 

(C) Moves to a position that falls 
under the authority of a different 
NSPS pay pool. 

(ii) For an employee covered by para-
graph (g)(9)(i) of this section, the pay-
out will be calculated and paid based 
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on the pay pool funding and share valu-
ation of the gaining pay pool except 
when the employee transfers to an 
NSPS position that does not have a 
fully constituted pay pool in which 
case the payout is based on the share 
valuation of the losing pay pool. In all 
cases, the gaining pay pool will deter-
mine the share assignment and payout 
distribution between salary increase 
and bonus. 

(10) To the extent permitted by law, 
NSPS organizations will share the re-
sults of the performance management 
process with NSPS employees. At a 
minimum, these pay pool results will 
include the following: Average rating, 
ratings distribution, share value (or av-
erage share value), and average payout 
(expressed as a percentage). Organiza-
tions will ensure that the sharing of 
these or any other pay pool results will 
be presented in a manner that does not 
violate the Privacy Act. 

(h) Proration of performance payouts. 
The Secretary will issue implementing 
issuances regarding prorating of per-
formance payouts for employees who, 
during the appraisal period, are— 

(1) Hired, transferred, reassigned, or 
promoted into NSPS; 

(2) In a leave-without-pay status (ex-
cept as provided in paragraphs (i) and 
(j) of this section); or 

(3) In other circumstances where pro-
rating is considered appropriate. 

(i) Adjustments for employees returning 
after performing honorable service in the 
uniformed services—(1) General. The rate 
of base salary for an employee who is 
absent from an NSPS position to per-
form service in the uniformed services 
(in accordance with 38 U.S.C. 4301 et 
seq. and 5 CFR 353.102) and who has the 
right to be reemployed or restored to 
duty by law, Executive order, or regu-
lation under which accrual of service 
for seniority-related benefits is pro-
tected (e.g., 38 U.S.C. 4316) will be set 
in accordance with this paragraph (i) 
and supplementary instructions in ap-
plicable implementing issuances. 

(2) Periods for which employee is eligi-
ble for a rating of record. When an em-
ployee is eligible for an NSPS rating of 
record for an appraisal period, the em-
ployee will be credited with base salary 
rate increases as provided under 
§ 9901.323 and under this section based 

on the employee’s NSPS rating of 
record for that appraisal period. These 
rate adjustments are effective on the 
normal date for each adjustment (in 
accordance with §§ 9901.323 and 
9901.342(g)(6)); however, if an employee 
is separated as opposed to in a leave 
status at the time of the adjustments, 
no adjustment will be processed until 
the employee is reemployed through 
the exercise of a reemployment right. 
An employee covered by this paragraph 
(i)(2) is eligible for a performance-based 
pay pool bonus if otherwise eligible by 
share assignment and payout distribu-
tion. 

(3) Periods for which employee is not el-
igible for a rating of record. If an em-
ployee does not have an NSPS rating of 
record for the appraisal period serving 
as a basis for increases to base salary 
under this section, rate adjustments 
will be made based on the average base 
salary increase (expressed as a percent-
age) granted to other employees in the 
same pay pool who received the same 
rating as the employee’s last NSPS 
rating of record or the average base 
salary increase (expressed as a percent-
age) granted to employees who re-
ceived the modal rating for the pay 
pool, whichever is most advantageous 
to the employee. The employee will 
also be credited with base salary rate 
increases under § 9901.323 consistent 
with the provisions of that section. 
These rate adjustments are effective on 
the normal date for each adjustment in 
accordance with §§ 9901.323 and 
9901.342(g)(6); however, if an employee 
is separated as opposed to in a leave 
status at the time of the adjustments, 
no adjustment will be processed until 
the employee is reemployed through 
the exercise of a reemployment right. 
The employee is not eligible for bonus 
payments for periods covered by this 
paragraph (i)(3), except as otherwise re-
quired by law. 

(4) Insufficient statistical information. 
In cases where insufficient statistical 
information exists to determine the 
modal rating, the Secretary may estab-
lish alternative procedures for deter-
mining a base salary increase under 
this section. 
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(5) Proration prohibited. Proration of 
base salary rate adjustments is prohib-
ited in the case of employees covered 
by this paragraph (i). 

(j) Adjustments for employees returning 
to duty after being in workers’ compensa-
tion status—(1) General. The rate of base 
salary for an employee who is absent 
from an NSPS position while receiving 
injury compensation under 5 U.S.C. 
chapter 81, subchapter I (in a leave- 
without-pay status or as a separated 
employee), and who has rights under 5 
U.S.C. 8151 will be set in accordance 
with this paragraph (j) and applicable 
implementing issuances. 

(2) Periods for which employee is eligi-
ble for a rating of record. When an em-
ployee is eligible for an NSPS rating of 
record for an appraisal period, the em-
ployee will be credited with base salary 
rate increases as provided under 
§ 9901.323 and under this section based 
on the employee’s NSPS rating of 
record for that appraisal period. These 
rate adjustments are effective on the 
normal date for each adjustment in ac-
cordance with §§ 9901.323 and 
9901.342(g)(6); however, if an employee 
is separated at the time of the adjust-
ments, no adjustment will be processed 
until the employee is reemployed. An 
employee covered by this paragraph 
(j)(2) is also eligible for a performance- 
based pay pool bonus if otherwise eligi-
ble by share assignment and payout 
distribution. 

(3) Periods for which employee is not el-
igible for a rating of record. If an em-
ployee does not have an NSPS rating of 
record for the appraisal period serving 
as a basis for increases to base salary 
under this section, rate adjustments 
will be made based on the average base 
salary increase (expressed as a percent-
age) granted to other employees in the 
same pay pool who received the same 
rating as the employee’s last NSPS 
rating of record or the average base 
salary increase (expressed as a percent-
age) granted to employees who re-
ceived the modal rating for the pay 
pool, whichever is most advantageous 
to the employee. The employee will 
also be credited with base salary rate 
increases under § 9901.323 consistent 
with the provisions of that section. 
These rate adjustments are effective on 
the normal date for each adjustment in 

accordance with §§ 9901.323 and 
9901.342(g)(6); however, if an employee 
is separated as opposed to in a leave 
status at the time of the adjustments, 
no adjustment will be processed until 
the employee is reemployed. The em-
ployee is not eligible for bonus pay-
ments for periods covered by this para-
graph (j)(3). 

(4) Insufficient statistical information. 
In cases where insufficient statistical 
information exists to determine the 
modal rating, the Secretary may estab-
lish alternative procedures for deter-
mining a base salary increase under 
this section. 

(5) Proration prohibited. Proration of 
base salary adjustments is prohibited 
in the case of employees covered by 
this paragraph (j). 

(k) Adjustments for employees in special 
circumstances—(1) General. The Sec-
retary will adjust the rate of base sal-
ary in accordance with the provisions 
in this paragraph for an NSPS em-
ployee who is in an NSPS covered posi-
tion on the effective date of the payout 
and who is unable to meet the min-
imum performance period during the 
given appraisal period as a result of— 

(i) Performing activities on ‘‘official 
time’’ (as defined in 5 U.S.C. 7131); 

(ii) Serving on a long-term training 
assignment; or, 

(iii) Approved paid leave. 
(2) Base salary increases. If an em-

ployee does not have an NSPS rating of 
record for the appraisal period serving 
as a basis for increases to base salary 
under this section, such adjustments 
will be based on the average base sal-
ary increase (expressed as a percent-
age) granted to other employees in the 
same pay pool who received the same 
rating as the employee’s last NSPS 
rating of record or the average base 
salary increase (expressed as a percent-
age) granted to employees who re-
ceived the modal rating for the pay 
pool, whichever is most advantageous 
to the employee. 

(3) Insufficient statistical information. 
In cases where insufficient statistical 
information exists to determine the 
modal rating, the Secretary may estab-
lish alternative procedures for deter-
mining a base salary increase under 
this section. 
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(l) Adjustments for employees returning 
from temporary assignments outside of 
NSPS for which no NSPS performance 
plan was assigned—(1) General. The Sec-
retary will set the rate of base salary 
prospectively for an employee who re-
turns from a temporary assignment 
(including a supervisory probationary 
assignment) outside of NSPS for which 
no NSPS performance plan was as-
signed in accordance with this para-
graph (l). 

(2) Periods for which employee is eligi-
ble for a rating of record. When an em-
ployee is eligible for an NSPS rating of 
record for an appraisal period, the em-
ployee will be credited with base salary 
increases as provided under § 9901.323 
and this section based on the employ-
ee’s NSPS rating of record for that ap-
praisal period. When an employee re-
turns to an NSPS position, these ad-
justments will be processed in deter-
mining the employee’s prospective base 
salary rate. An employee covered by 
this paragraph (l)(2) is also eligible for 
a performance-based pay pool bonus if 
otherwise eligible by share assignment 
and payout distribution. 

(3) Periods for which employee is not el-
igible for a rating of record. If an em-
ployee does not have an NSPS rating of 
record for the appraisal period serving 
as a basis for increases to base salary 
under this section, the employee will 
be credited with base salary rate ad-
justments based on the average base 
salary increase (expressed as a percent-
age) granted to other employees in the 
same pay pool who received the same 
rating as the employee’s last NSPS 
rating of record or the average base 
salary increase (expressed as a percent-
age) granted to employees who re-
ceived the modal rating for the pay 
pool, whichever is most advantageous 
to the employee. The employee will 
also be credited with base salary rate 
increases under § 9901.323 consistent 
with the provisions of that section. The 
base salary rate adjustments under 
this paragraph (l)(3) will be used solely 
in determining the prospective NSPS 
base salary rate upon return to the 
NSPS position. The employee is not el-
igible for bonus payments for periods 
covered by this paragraph (l)(3). 

(4) Insufficient statistical information. 
In cases where insufficient statistical 

information exists to determine the 
modal rating, the Secretary may estab-
lish alternative procedures for deter-
mining a base salary increase under 
this section. 

§ 9901.343 Pay reduction based on un-
acceptable performance and/or con-
duct. 

An employee’s rate of base salary 
may be reduced based on a determina-
tion of unacceptable performance, con-
duct, or both after applying applicable 
adverse action procedures. Such a re-
duction will be at least 5 percent of 
base salary and may not exceed 10 per-
cent of base salary. However, a reduc-
tion in base salary may be less than 5 
percent to prevent the employee’s base 
salary from falling below the minimum 
rate of the employee’s pay band and 
may be more than 10 percent if a larger 
reduction is needed to place the em-
ployee at the maximum rate of the 
lower band. (See also §§ 9901.353(f) and 
9901.355(b)(4).) An employee’s rate of 
base salary may not be reduced more 
than once in a 12-month period based 
on unacceptable performance, conduct, 
or both. 

§ 9901.344 Other performance pay-
ments. 

(a) The decision to grant other per-
formance payouts, including the 
amount of such payouts, will be re-
viewed and approved by an official of 
the employee’s Component who is at a 
higher level than the official who made 
the initial decision, as determined by 
the Component, unless there is no offi-
cial at a higher level in the organiza-
tion. In accordance with implementing 
issuances, authorized officials may 
make other performance payments to— 

(1) Reward extraordinary individual 
performance, as described in paragraph 
(b) of this section; 

(2) Recognize organizational or team 
achievement, as described in paragraph 
(c) of this section; and 

(3) Provide for other special cir-
cumstances. 

(b)(1) Extraordinary Performance 
Recognition (EPR) is an increase to 
base salary, a bonus, or a combination 
of these intended to reward employees 
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