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IMPROVING PERFORMANCE: A REVIEW OF
PAY-FOR-PERFORMANCE SYSTEMS IN THE
FEDERAL GOVERNMENT

TUESDAY, JULY 22, 2008

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

The Subcommittee met, pursuant to notice, at 2:06 p.m., in room
342, Dirksen Senate Office Building, Hon. Daniel K. Akaka, Chair-
man of the Subcommittee, presiding.

Present: Senators Akaka and Voinovich.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. This hearing will come to order.

I want to thank all the witnesses for being here. It is good to
shake your hands and to see you again, and especially I am glad
to see Director Linda Springer. As many of you know, Director
Springer announced that she will step down next month. I want to
take this opportunity to thank her for her many years of public
service and wish her the best of luck in the future. Ms. Springer,
it was a pleasure to work with you and you have done a great job
in the time that you have been here. God bless your way.

Today, the Subcommittee will examine pay-for-performance sys-
tems across the Federal Government. We have a full hearing today,
so I will try to keep my opening remarks brief.

Pay-for-performance systems have increased in the Federal Gov-
ernment out of a desire to improve the link between an employee’s
pay and his or her performance. Ideally, the better someone per-
forms, the greater their pay.

Since the Department of Navy demonstration project at China
Lake began in 1980, the Federal Government has tinkered with
pay and performance systems outside of the General Schedule (GS).
The authority to implement pay-for-performance systems have been
given to Federal agencies for employees in the Senior Executive
Service and to the Internal Revenue Service, the Federal Aviation
Administration, the Department of Defense, Transportation Secu-
rity Administration, the Department of Homeland Security, compo-
nents in the intelligence community, the Government Account-
ability Office, and many other agencies.
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When Congress granted Federal agencies statutory authority to
develop pay-for-performance systems, employee and management
groups expressed many concerns with the ability of Federal agen-
cies to design systems that are transparent, fairly evaluate employ-
ees’ performance, provide a fair appeals process, include employees
and their representatives in the design and implementation of
these systems, provide sufficient training to managers and employ-
ees to implement systems, and budget sufficient funds to properly
reward employees for their performance. I share many of these con-
cerns, which unfortunately have become reality.

Federal pay-for-performance systems have often been modified
from those in corporate America to address budgetary constraints.
I continue to hear from employees that their performance rating
and pay awards depend not only on their performance, but rather
on that of other employees who are in competition with too limited
resources to reward performance.

If the Federal Government is serious about new and more rig-
orous pay-for-performance systems, it must invest in those systems
with enough money to provide a real performance incentive. Part
of this investment requires taking the extra time and effort to en-
sure that employees are involved in the development of these sys-
tems and have a clear understanding of how they operate.

According to the last SES human capital survey, nearly 30 per-
cent of respondents do not understand how increases in their sal-
ary and bonuses are determined. The 2007 DHS employee survey
found that 55 percent of TSA employees do not believe their pay
is based on their performance, and 48 percent do not believe their
pay awards depend on how well they perform their jobs. If employ-
ees do not understand their pay system, or think it is unfair, it will
not work.

Moreover, employee buy-in is essential to the government’s effec-
tiveness and efficiency. If employees are not involved and their con-
cerns are not addressed, morale will drop and hinder agency mis-
sion.

A recent report from the DHS Inspector General on TSA’s re-
sponsiveness to address employee concerns acknowledges that low
employee morale at TSA continues to be an issue and can con-
tribute to high attrition rates. The estimates for TSA’s attrition
rate range from 17 to 20 percent. This is too high.1

The GS system is not perfect. However, there are clear rules on
how employees will be paid and under what circumstances pay in-
creases are awarded. I am worried that we are spending hundreds
of millions of dollars to transition away from the GS into new pay-
for-performance systems at the cost of employee morale and agency
mission.

I look forward to hearing from our witnesses on the implementa-
tion of pay-for-performance systems in the Federal Government.

My friend, colleague, and Ranking Member, Senator Voinovich,
will be here shortly. So let’s proceed to the first panel.

On our first panel this afternoon is Linda Springer, Director,
U.S. Office of Personnel Management; Richard Spires, Deputy
Commissioner for Operational Support, Internal Revenue Service;

1The chart from TSA appears in the Appendix on page 177.
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Gale Rossides, Deputy Administrator, Transportation Security Ad-
ministration; Dr. Ronald Sanders, Associate Director of National
Intelligence for Human Capital, Office of the Director of National
Intelligence; Brad Bunn, Program Executive Officer, National Secu-
rity Personnel System, U.S. Department of Defense; and Chris-
topher Mihm, Managing Director of Strategic Issues, Government
Accountability Office.

As you know, our Subcommittee requires that all witnesses tes-
tify under oath. Therefore, I ask all of you to please stand and
raise your right hand.

Do you solemnly swear that the testimony you are about to give
this Subcommittee is the truth, the whole truth, and nothing but
the truth, so help you, God?

Ms. SPRINGER. I do.

Mr. SPIRrES. I do.

Ms. RossIDES. I do.

Mr. SANDERS. I do.

Mr. Bunn. I do.

Mr. MiuwMm. I do.

Senator AKAKA. Thank you very much. Let it be noted for the
record that the witnesses have answered in the affirmative.

Before we begin, I want to remind all of you that although your
oral statement is limited to 5 minutes, your full written statement
will be included in the record.

Director Springer, will you please begin with your statement.

TESTIMONY OF HON. LINDA M. SPRINGER,! DIRECTOR, U.S.
OFFICE OF PERSONNEL MANAGEMENT

Ms. SPRINGER. Thank you, Mr. Chairman. I want to take a mo-
ment to thank you for the wonderful working relationship that you
have led, along with Senator Voinovich, with the Office of Per-
sonnel Management (OPM), and with me personally during these
years. It couldn’t have been a more professional and more effective
relationship. I thank you for your support and your interest in the
workforce and for the work we have done together. So thank you
very much, sir.

I want to talk today specifically about our progress with alter-
native pay systems in the Federal Government. OPM has been very
active in monitoring these programs and in supporting implemen-
tation. In 2007, we issued three major reports on progress and
today I would like to characterize just how we have been evolving
in the Federal Government in this area.

There are three main periods of time that I want to comment on:
The 25-plus years of alternative pilots and programs prior to 2004,
the three major legislative initiatives that occurred after 2004, and
then the current activities. So, that will sort of be the framework
for my comments.

For those older alternative systems that began, as you said, in
1980 with the China Lake project, OPM maintains an archive of
data that we use to evaluate these programs and how they are
doing. In 2005, we issued a report summarizing these 25 years
from 1980 on and reached several conclusions as a result of our

1The prepared statement of Ms. Springer appears in the Appendix on page 49.
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work. Among those were that performance, rather than tenure,
drove pay in those systems. Success of the systems depended on ef-
fective implementation. And that over time, with the proper imple-
mentation, employees did support alternative pay systems. It was
noted that progress in some organizations was slower than others,
as you would expect with new programs, but that overall, there
were clearly positive trends.

Now, beginning in 2004, several legislative initiatives covered
large groups of employees. The Senior Executive Service (SES) has
been covered by a program that was required to make distinctions
based on performance and certified by OPM with Office of Manage-
ment and Budget (OMB) concurrence. In 2004, 76 percent of the
SES members were covered by certified programs. Over the past 3
years, that has grown to 99 percent. Virtually all of these programs
now meeting certification.

OPM recently conducted a survey of SES members, and among
other things, we asked about the system, and we found that 93 per-
cent of the SES believe that their pay should be based on perform-
ance, and 91 percent believe that they should be held accountable
for achieving results. I think that is a testimony to the high per-
formance standards of the Senior Executives.

We work closely with Chief Human Capital Officers to promote
and to communicate the best practices of the SES. There is more
to do and we are continuing to work collaboratively with the Chief
Human Capital Officers to help this program work even better.

The National Security Personnel System (NSPS) has been a focal
point for OPM. We work closely with the Department of Defense
(DOD) on regulations, including the more recent ones that are re-
quired by the 2008 Defense Authorization Act. Our review of
NSPS, as we have said in our published report, indicates that both
employees and supervisors are developing a better understanding
of expected performance and how their jobs link to the organization
and to performance ratings and pay.

The Department of Homeland Security (DHS), the third major
system as a result of legislation, has not progressed to that same
point, although the TSA has initiated its own Performance Ac-
countability and Standards System and the information on that
has been provided separately in the testimony provided to the Sub-
committee.

Currently, OPM has been working with agencies that of their
own initiative believe they are ready under a demonstration pro-
gram authority to test on a very measured basis performance-based
systems for components of their agencies. These are not large
projects. They are very self-contained and measured. They range
from around 100 people up to maybe 2,500. There are currently
five demonstration projects underway and they really are a logical
step after that component of an agency has established the right
performance infrastructure and they believe they are ready to move
to tﬁst and learn from how a performance-based pay system could
work.

As I mentioned in the beginning of my remarks, OPM has issued
a report on the status of all performance-based pay systems from
all of these periods. Our report concluded that pay-for-performance
systems continue to be successful and provide a strong link be-
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tween pay and performance rather than under systems where lon-
gevity is an important factor. It only comes after effort and hard
work, but we believe that these systems are better able to recruit
and retain a high-quality workforce. I am personally convinced that
pay-for-performance systems can be effective for the Federal work-
force when they are done properly.

Mr. Chairman, I thank you again for the opportunity to be here
today and look forward to answering your questions.

Senator AKAKA. Thank you very much, Ms. Springer. Mr. Spires.

TESTIMONY OF RICHARD A. SPIRES,! DEPUTY COMMISSIONER
FOR OPERATIONAL SUPPORT, INTERNAL REVENUE SERVICE

Mr. Spires. Thank you, Chairman Akaka. I am pleased to be
here today to discuss the IRS’s efforts to implement pay-for-per-
formance and respond to any questions from the Subcommittee. It
is an important issue as the Federal Government continues to look
at ways to recruit and retain talented managers.

While I have worked at the IRS in various capacities since 2004,
I have spent more than 20 years in private industry where pay-for-
performance is commonplace, and from the perspective of the com-
panies with which I was associated, has had great success. I recog-
nize that there is not a perfect correlation between government and
private enterprise and what works in one may not in the other.
And in my 4-plus-year tenure at the IRS, I have seen some of the
reasons why. However, the development of a strong pool of talented
employees is such a critical issue for any enterprise that it is im-
portant that innovative programs be attempted.

In many respects, the IRS has been at the forefront of the pay-
for-performance program in the Federal Government. We have
been dealing with it for over 7 years as we have implemented such
a system for our more than 7,000 managers. Though there have
been some bumps along the way, the creation of pay bands and
compensating employees for the quality of their work rather than
their tenure with the agency has helped the IRS respond to the
challenges presented in turning the agency into a modern and more
efficient organization.

My written statement lays out much of the background of how
we got into pay-for-performance and describes in some detail how
we implemented the program and discusses some of the obstacles
we faced. I want to focus my remarks this afternoon on two things.
First, I want to outline the areas in which pay-for-performance has
benefited our agency. Second, I want to offer some of the lessons
we have learned so that other agencies that follow us can benefit
from our experiences and have an easier transition.

Perhaps the greatest benefit of pay-for-performance for the IRS
has been the opportunities afforded us in implementing the dra-
matic overhaul of the agency mandated by the IRS Restructuring
and Reform Act of 1998. Specifically, the implementation of a new
performance management system allowed us to link manager per-
formance to the functional goals of the organization. Managers and
their supervisors jointly develop specific performance commitments
as part of annual performance plans that are designed to further

1The prepared statement of Mr. Spires appears in the Appendix on page 54.
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the goals of the functional unit and the IRS. The pay flexibilities
have enabled IRS to strengthen the linkage between manager per-
formance and the overall IRS goals.

In addition, the overall job satisfaction among our managers,
based on annual employee survey results, has been on an upward
path since 2005.

Despite these benefits, the road has not always been smooth and
without controversy. Let me offer several lessons we have learned,
and frankly are still learning, that may benefit other agencies in
the Federal Government.

First, agencies should move deliberately and cautiously to imple-
ment the program that is right for their organization, recognizing
that any change in the way employees are paid will raise concerns
on their part.

Second, communication is critical. Employees must understand
how the program will work and how they will be affected. There
must also be forums to have their questions answered.

Third, an effective performance evaluation system must be in
place. Employees must understand the basis for their evaluation,
and there should be a review system in place to make sure evalua-
tions are being made on a consistent basis.

Fourth, supervisors and employees must be trained properly on
how to use the system and make sound evaluations.

Fifth, ongoing program evaluation is essential to ensure that the
pay-for-performance system is operating as intended, and agencies
must be willing to modify and revise to meet the changing needs
of their organization.

And finally, evaluations must be made free of any discrimination
based on race, gender, age, or national origin.

I am proud to say that an overall evaluation of the IRS program
by a third-party contractor found that since fiscal year 2004, there
have been no disparate impact on any group of managers. The con-
tractor analyzed the trends of the ratings data grouped by race,
gender, age, and national origin. In each group, ratings trended in
a similar path to the average ratings across all groups.

Thank you again, Mr. Chairman, for the opportunity to be here
and I will be happy to respond to any questions.

Senator AKAKA. Thank you very much, Mr. Spires. Ms. Rossides.

TESTIMONY OF GALE ROSSIDES,! DEPUTY ADMINISTRATOR,
TRANSPORTATION SECURITY AGENCY, U.S. DEPARTMENT
OF HOMELAND SECURITY

Ms. ROsSSIDES. Good afternoon, Chairman Akaka and Ranking
Member Voinovich. I am pleased to be here today to discuss TSA’s
progress on our pay-for-performance system known as PASS. I am
honored to represent the thousands of TSA employees, our Trans-
portation Security Officers, who serve to ensure the safety and se-
curity of two million passengers a day. These women and men are
dedicated security professionals with one of the most difficult jobs
in government. These officers are the most tested in the Federal
workforce.

1The prepared statement of Ms. Rossides appears in the Appendix on page 62.
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Twenty-two thousand of our officers have been with TSA from
the beginning. They have participated in the largest stand-up of a
Federal agency in 50 years. They have stayed with us as we have
responded to the evolving threat by continuously enhancing the se-
curity processes while also helping us build the infrastructure and
the human capital system to properly pay, train, reward, and rec-
ognize their performance. They stayed for the mission.

There are two reasons TSA relies on pay-for-performance. Secu-
rity is the first and foremost. Second, it is to instill a culture of
high performance and accountability in our workforce.

Performance on the job has a special meaning to us. Let me be
very direct. Our job is to stop a terrorist attack. Our officers work
in an environment in which 99.9 percent of the people they see
every day are not a threat, but the threats against our aviation
system remain. TSOs want to get passengers through the security
check point with a high degree of confidence that they have
stopped anyone seeking to do harm. Your safety is their priority.

How does PASS improve security? When you get paid more to do
a better job, you do a better job. PASS is targeted to reward excel-
lent performance. That is an incentive to perform at the highest
levels to which you are capable. PASS rewards the individual per-
formance necessary to achieve TSA’s organizational goals and that
increases security.

TSA’s pay-for-performance system is driven by validated data. Its
performance metrics are standardized, measurable, observable, and
almost completely objective. PASS has been adjusted based on the
feedback from our officers about what the real job is. Our officers
have told us that they want a pay-for-performance system because
they know what is at stake. They want to know that their fellow
officers are equally competent.

But building a pay-for-performance system takes time. It takes
employee engagement. It takes leadership. It takes flexibilities in
the human capital system. It takes continuous improvement. And
it takes constant communication. But for us, it is essential.

In my 30 years of Federal service, 23 of them with the General
Schedule, I have never been more sure of anything. The pay-for-
performance system is the best way in this post-September 11,
2001 environment for TSA to manage and ensure the quality of
persons on the front line. The effectiveness of PASS is proven by
the statistics. More than half of our TSO workforce has been on the
job for 4 years or more. TSA supervisors have a significant stake
in the PASS program, as well. Successful implementation of the
program is a component of their own PASS ratings.

At TSA, pay-for-performance ensures the technical proficiency of
the people on the front line. Our goal is for our officers to be
switched on and always at the ready. Pay-for-performance drives
their higher level of performance because their earning power is di-
rectly tied to their learning power.

The senior leadership of TSA is passionately dedicated to its peo-
ple and to the principles of pay-for-performance. We are committed
to using the flexible human capital system provided under ATSA
to make TSA a model performance-based organization. We are
building a culture in which our workforce is actively engaged. It is
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through listening and working collaboratively with all of our offi-
cers to find solutions that will continue to meet our challenges.

While significant advancements are being made in our tech-
nology and our security processes, each day’s success begins and
ends with our officers. They are TSA’s greatest investment. They
are everyday heroes. In this War on Terror, the individual motiva-
tion of our officers to excel is critical to our success. We rely on the
best to do the best at the security job, and pay-for-performance is
vital to sustaining this top-performing workforce.

I look forward to answering your questions. Thank you.

Senator AKAKA. Thank you very much, Ms. Rossides. Dr. Sand-
ers.

TESTIMONY OF RONALD P. SANDERS,! ASSOCIATE DIRECTOR
OF NATIONAL INTELLIGENCE FOR HUMAN CAPITAL, OFFICE
OF THE DIRECTOR OF NATIONAL INTELLIGENCE

Mr. SANDERS. Good afternoon, Mr. Chairman and Senator Voin-
ovich. Thank you for the invitation to testify at today’s hearing. It
is my pleasure to provide a status report to this Subcommittee on
one of the Intelligence Community’s most important strategic
human capital initiatives, the National Intelligence Civilian Com-
pensation Program.

Our program is modeled after the National Geospatial Intel-
ligence Agency’s innovative performance-based pay system, which
has been operating successfully for a decade. The product of over
2 years of extensive interagency collaboration, the NICCP’s five en-
abling IC directives have now been issued by the Director of Na-
tional Intelligence. However, because of our complex statutory con-
text, they will be implemented via departmental and agency per-
sonnel regulations. For example, DOD will do so with authorities
?sta}li)lished under Title 10 of the Code, CIA under Title 50, and so
orth.

Why are we doing this? Today’s complex national security chal-
lenges underscore the need for an IC workforce that is second to
none. Outmoded civilian personnel policies and practices, especially
those dealing with pay and performance management, are an im-
pediment to excellence. The NICCP will replace them with a 21st
Century pay and performance management program that is far
more performance-based and market sensitive. In so doing, it will
also transcend departmental and agency boundaries to better inte-
grate and unify the Intelligence Community, while rewarding and
reinforcing behaviors that are transformational in their own right,
such things as analytic integrity, collaboration and information
sharing, and critical thinking.

Further, the program will, to the extent permitted by law, assure
a level playing field among our 17 agencies, most of which are in
six cabinet departments. Most of the major IC agencies are not cov-
ered by Title 5. When you add them to those that are, you have
six separate statutory personnel systems in the IC, each with dif-
ferent authorities and flexibilities.

Employee input has played a significant part in our design proc-
ess. According to our surveys, less than a third of our employees

1The prepared statement of Mr. Sanders appears in the Appendix on page 68.
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believe their pay depends on how well they perform. Conversely,
less than a third of our workforce believes that management takes
steps to deal with poor performers. These results suggest that a
majority of the IC’s employees want a stronger link between per-
formance and pay, but they also have concerns.

We heard as much in a series of focus groups we held in each
of our major agencies. In all, several hundred employees and super-
visors were involved. We have tried to address those concerns in
our final design.

With the final IC directives all signed, departments and agencies
have begun communicating these changes to employees through
dozens of town hall meetings and focus groups, websites and sat-
ellite broadcasts, even blogs. These efforts have reached thousands
of employees and will continue throughout our implementation.

Our directives establish rigorous safeguards and oversight mech-
anisms to ensure that our system is credible, transparent, and
above all, merit-based. For example, the directives require that all
employees receive written performance expectations up front, with
final ratings subject to at least two levels of management review,
one of which is at the agency level specifically intended to protect
against unlawful discrimination.

The directives also prohibit ratings quotas and forced distribu-
tions, and to ensure transparency in the performance pay process,
they establish a standard mathematical formula and two additional
levels of management review to ensure consistency and fairness in
pay decisions.

We have also begun delivering a comprehensive training cur-
riculum for managers, HR specialists, and employees that not only
covers the technical aspects of the system, but the soft skills that
are just as critical. Those involved in the performance pay process
get even more instruction, including training to identify and correct
any implicit or unintentional bias against protected classes of em-
ployees in the performance evaluation and performance pay proc-
ess.

Finally, the directives establish an IC human capital board to
oversee the entire effort. Chaired by the Principal Deputy Director
of National Intelligence, the board is comprised of the deputy direc-
tors of each of our intelligence agencies—the senior career offi-
cials—as well as the IC’s Chief of EEO and Diversity.

The system is fully funded in the National and Military Intel-
ligence Programs of record and will be phased in over the next 5
years. It will be implemented agency by agency, with DIA this fall,
with most remaining defense agencies and part of the FBI imple-
menting through the end of 2009. The CIA and the Office of the
Director of National Intelligence will follow about a year after that.
In each case, performance pay decisions will typically follow 12 to
15 months thereafter, so we are approaching this with all delibera-
tion. However, phases will ultimately be event-driven based on the
readiness of each IC agency to proceed, not a calendar date.

To implement this program throughout the IC, we need some ad-
ditional authorities and assistance from the Congress. As it stands
today, our smaller elements, those covered by Title 5, do not have
the statutory authority to implement the system. To remedy this,
the Administration’s 2008 intelligence authorization proposed that
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the DNI be authorized to extend flexibilities that Congress has
given one IC agency to those that may not have it to keep the play-
ing field level. As it did last year, the Senate Select Committee on
Intelligence has included this provision in its Intelligence Author-
ization Act, S. 2996, and we ask for your support.

In conclusion, the NICCP is an essential ingredient of the IC’s
transformation. The first pay-for-performance system that is truly
interdepartmental and interagency in nature, it was conceived
through intensive collaboration and the final result will help the IC
develop a stronger sense of unity and common purpose. That trans-
lates into mission success, the ultimate aim of the Intelligence Re-
form and Terrorism Prevention Act.

Thank you very much. I look forward to your questions.

Senator AKAKA. Thank you very much, Dr. Sanders, for your
statement. Mr. Bunn.

TESTIMONY OF BRADLEY BUNN,! PROGRAM EXECUTIVE OFFI-
CER, NATIONAL SECURITY PERSONNEL SYSTEM, U.S. DE-
PARTMENT OF DEFENSE

Mr. BUNN. Mr. Chairman and Senator Voinovich, thank you for
the opportunity to speak with you today about the National Secu-
rity Personnel System at the Department of Defense.

Successful NSPS implementation remains a critical trans-
formation priority for the Department, and while we are still rel-
atively early in our implementation, it is clear that NSPS is taking
root. As of today, we have over 180,000 employees operating in the
system. I would like to give you an update today on our progress.

We are just over 2 years into the implementation, and like any
major transformation, we have had our share of successes and chal-
lenges. We believe, however, that NSPS is working. The active en-
gagement and participation of our senior leaders, most notably
Deputy Secretary of Defense, Gordon England, speaks volumes to
the importance of our civilian workforce and the role NSPS plays
in the transformation of our Department.

The design of NSPS has been deliberate, well managed, and
transparent, based on guiding principles that include putting mis-
sion first, respecting our employees, valuing talent, performance,
and commitment to public service, and ensuring flexibility and ac-
countability.

It will take some time before the Department fully realizes all
the benefits NSPS was designed to produce, but we are already
seeing a powerful return on investment. An unprecedented training
effort focused on performance management, greater and more fre-
quent communication between employees and supervisors. They
are talking about performance, results, and mission alignment.
And better tools to compete for talent and reward exceptional per-
formance. Overall, we are seeing positive movement in individual
and organizational behaviors toward a performance culture. These
returns are cause for optimism.

In April 2006, we began implementing the human resources pro-
visions of NSPS. Over that 2-year period, we have converted ap-
proximately 182,000 employees and will convert another 15,000 to

1The prepared statement of Mr. Bunn appears in the Appendix on page 82.
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20,000 beginning this fall. These transitions were preceded by com-
prehensive and extensive training to senior leaders, managers, su-
pervisors, and employees with a particular focus on performance
management. From the beginning of the program, we have worked
to ensure that our organizations have sufficient time and resources
to accomplish the training, prepare their employees, and imple-
ment when they are ready.

Several factors have contributed to our success to date, including
the extensive consultations the Department and the Office of Per-
sonnel Management carried out with our stakeholders in the de-
sign process, the value and investment placed in monitoring imple-
mentation and making adjustments along the way, and perhaps
the most important factor, the emphasis and resources we have
dedicated to NSPS training, one of the most extensive civilian
human capital training initiatives ever undertaken by the Depart-
ment. As of June 2008, our employees have completed over a half-
million NSPS-related courses.

Late last year, we completed our second full performance cycle
under NSPS, resulting in performance-based salary increases and
bonuses for over 100,000 employees in January. This was the cul-
mination of a rigorous and robust performance evaluation and pay
pool process that assigns ratings based on objective criteria and al-
locates rewards based on those ratings. The pay pool process, which
has a proven track record in our personnel demonstration projects,
is designed to ensure that appraisals and pay decisions are accom-
plished in a consistent, fair, and deliberate manner.

To ensure fairness in the system, we designed safeguards into
the process. In addition to the thorough reviews of performance
evaluations through the pay pool process, employees have the right
to challenge their rating in a formal reconsideration process. Also,
we have been very clear in our regulations, policies, and training
that forced distribution of ratings is prohibited.

One of the key ingredients to effective program management is
program evaluation. The Department has an ongoing evaluation ef-
fort to ensure the system is delivering the results we expect. Al-
though we have not formally reported findings from our internal
assessments, I can share some of what we are hearing and seeing.

NSPS is clearly a significant change for our workforce. It re-
quires more time and energy than previous systems and many of
our employees are not yet completely comfortable with the system.
Performance plans and assessments need improvement, as many
are struggling with translating organizational goals into individual
measurable job objectives. Employees have also expressed concern
over the pay pool process, how it works and whether it produces
fair results, and many are having trouble accepting a more rigorous
evaluation system.

Despite those concerns, it is clear that NSPS employees have a
better understanding of how their jobs relate to the mission and
goals of the organization. They see a stronger link between pay and
performance. And there is increased dialogue between employees
and supervisors about performance.

So far, the results we are seeing are similar to the experience of
our personnel demonstration projects and other alternative per-
sonnel systems. We have said from the beginning that we expect
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it to take 3 to 5 years for employees to fully understand and em-
brace the system. However, we continuously monitor and assess
NSPS and look for ways to address employee concerns by making
adjustments to the system and improving our communications tools
and training.

Is NSPS working? We believe it is. It will take time, however,
to assess how well NSPS is working through thoughtful and thor-
ough analysis and assessment. We also know that transformation
takes time and can’t be achieved overnight. In the meantime, we
continue to gather information, listen to our workforce, and do
what is necessary to ensure the system is credible, effective, and
fair.

Thank you, Senator Voinovich and Mr. Chairman, for your ongo-
ing support for our DOD civilian workforce and for providing this
opportunity to share our experiences about NSPS. I look forward
to your questions.

Senator AKAKA. Thank you very much, Mr. Bunn, for your state-
ment. Mr. Mihm.

TESTIMONY OF J. CHRISTOPHER MIHM,! MANAGING DIREC-
TOR OF STRATEGIC ISSUES, U.S. GOVERNMENT ACCOUNT-
ABILITY OFFICE

Mr. MiuM. Chairman Akaka and Senator Voinovich, it is a great
honor to appear before you again today and I appreciate the oppor-
tunity. My specific role today is to discuss the preliminary results
of our review of selected agencies’ SES policies and procedures for
performance pay.

As you know, successfully implementing the SES performance
management pay authorities the Congress has provided is impor-
tant for any number of reasons. First, leading organizations have
recognized that effective performance management systems create
a line of sight to help ensure that individual and organizational
performance are aligned and thereby are effectively contributing to
the meaningful results and outcomes that citizens value.

Further, effective agency-wide pay-for-performance initiatives
must begin, in our view, at the SES level and then cascade down
throughout the organization. In short, the SES must lead by exam-
ple on performance management and pay reforms. The data that
Director Springer quoted from the survey clearly indicates that the
SES appreciates that it needs to have the leadership role in this.

Finally and especially important this year, effective performance
management systems that link programs and daily operations to
significant results can provide continuity during the upcoming
Presidential transition by maintaining a consistent focus on re-
sults. Clearly, the new team will have a different set of goals and
a different set of performance measures, but what the Administra-
tion with the current efforts of Congress and the agencies now are
delivering is a ready-made vehicle the next Administration can use
in order to implement its policy priorities.

My prepared statement focuses on agencies’ policies and proce-
dures for SES performance management and pay in a number of
important areas, and our forthcoming report will discuss OPM and

1The prepared statement of Mr. Mihm appears in the Appendix on page 94.



13

OMB'’s oversight role and make recommendations to selected agen-
cies, OPM, and OMB in that regard.

My bottom line today is that the agencies are making positive
steps in addressing three important aspects of their performance
pay systems. First, all of the agencies that we reviewed have poli-
cies in place that require Senior Executive performance expecta-
tions to be aligned with organizational results and for organiza-
tional performance to be factored into SES appraisal systems. How-
ever, on the other hand, OPM has found that while many agencies
are doing a good job of this alignment, some performance plans fall
short of identifying the specific measures used to determine wheth-
er or not the results are achieved. In other words, there is align-
ment at the front end. We need better data at the back end to see
whether or not the success is actually taking place.

Second, all of the selected agencies had multiple rating levels in
place for assessing SES performance, and as one would expect, in
general, those SESes with the highest ratings received the largest
bonuses. Several of the agencies, such as the Nuclear Regulatory
Commission, Department of State, Department of Energy, have de-
signed their appraisal systems to help allow for differentiations
when assessing and rewarding executive pay by establishing tier
structures or prescribed performance payout ranges based on the
resulting performance rating. Tier structures identify up front that
certain SES positions have greater complexity, greater responsi-
bility for managing risk, greater responsibility for achieving out-
comes, and therefore should have greater opportunities for higher
bonus and pay awards.

Third, all of the selected agencies have built safeguards into
their SES performance management systems, such as pre-
decisional checks—you have heard a number of those today, of per-
formance appraisal recommendations through higher-level reviews,
as well as publishing information on aggregate results to help en-
hance the credibility, fairness, and transparency of their systems.

However, on the other hand, this is one area where much more
work needs to be done. Sixty-five percent of the respondents to the
OPM survey that Director Springer was mentioning—these are of
SES—said that they were not given summary information of their
agency’s performance ratings, bonuses, and pay adjustments. This
information is important in order to let someone know where they
stand in the organization so that they can identify and take mean-
ingful action in order to improve performance. It is both a trans-
parency and fairness aspect as well as important to improving indi-
vidual and organizational performance.

In summary, through the combined efforts of Congress, members
of the SES, OPM, OMB, and the agencies, much progress on SES
performance management has been made over the last several
years. The key now, in our view, is to maintain and build on that
progress and for the next Administration to use the SES perform-
ance management system to achieve additional results.

Mr. Chairman and Senator Voinovich, this concludes my state-
ment and I would obviously be happy to answer any questions you
may have.

Senator AKAKA. Thank you very much, Mr. Mihm, for your state-
ment.
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Now I would like to ask Senator Voinovich for his statement.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. Thank you very much, Mr. Chairman. I
apologize for being late. We had the new President and the Prime
Minister of Kosovo here and I have been working on those issues
for a long time and I thought it was important that I at least con-
gratulate them and have a chance to visit with them, so I hope you
understand.

I would like to begin by thanking my good friend and partner on
human capital issues, Senator Akaka, for holding this hearing.
This is one of so many hearings that we have had over the last
number of years on human capital. We want to make sure that the
Federal Government has the right people at the right place at the
right time to get the job done, and it i1s an issue that I have been
involved with during my entire time on this Subcommittee because
of my strong belief in the need for the government to invest first
and foremost in its workforce.

The Federal Government has begun an important cultural trans-
formation in how it manages its most important asset, its people.
As we hear the testimony today, I would remind our other col-
leagues that such transformation does take time. Understanding
and accepting the systems being implemented at several agencies
require a change in thinking and an emphasis on continuous im-
provement, and we have again heard that from the witnesses here.

In commenting on management, Harold Geneen, former Chair-
man of International Telephone and Telegraph said, “It is an im-
mutable law in business that words are words, explanations are ex-
planations, promises are promises, but only performance is reality.”

Our next generation workforce no longer seeks to work for an or-
ganization with the idea that they will stay there their entire pro-
fessional career. People are looking to work hard and be recognized
and rewarded, and that is why I have introduced the Federal
Workforce Performance Appraisal and Management Improvement
Act, which would require that Federal employees receive a written
performance appraisal annually. Current law only requires periodic
appraisals for job performance.

The legislation would also require that an individual’s perform-
ance appraisal be aligned with the agency’s strategic goals and be
developed with the employee. The performance appraisal system
would make meaningful distinctions among employee performance
and require agencies to use this information in making personnel
decisions.

I know there are a couple provisions of the bill that cause some
concern because of the fact that it would prevent an employee from
receiving an annual pay adjustment if that employee has not
earned a “successful” performance appraisal. Mr. Chairman, I
would argue that we owe the American taxpayer something to bet-
ter ensure that they are getting value for their hard-earned dollar.

I would remind those who have concerns that before an agency
would even reach the point where an underperforming employee
would not receive a pay increase, the agency would be required
work with the Office of Personnel Management to develop and re-
fine its performance appraisal system. In other words, if they don’t
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have a good appraisal system in place, and again, and we have
heard this from witnesses, pay for performance doesn’t work. Em-
ployees would have then 1 year under the performance appraisal
system to understand how it would be used to make pay decisions.

These decisions would not be arbitrary or capricious. Managers
would be required to receive appropriate training to judge the per-
formance of their subordinates, make expectations clear to employ-
ees, and give constructive feedback. People want to know whether
they are doing good or whether they are doing bad. The last thing
they would like is to be ignored. This would support the Chair-
man’s bill to improve the training provided to the Federal work-
force.

The only way the Federal Government will succeed in accom-
plishing its many missions is to have motivated employees working
towards the strategic goals of their respective agencies. Challenges
facing our Nation, from gas prices and the growing budget deficit
to our crumbling infrastructure, are too significant to rely on an
antiquated pay system which rewards tenure, and I think that is
more important today than ever before.

Everywhere I go today, whether it is in government or the pri-
vate sector, we have a human capital crisis. Everybody is going to
be out there trying to find the best and the brightest people to
come to work for them, and I think that pay-for-performance, if
properly implemented and explained and so on, is a real asset to
our ability to attract the kind of people that we want to work for
the Federal Government. It is going to be a challenge that we are
going to have to continue to work on, but one I think that is very
worthwhile.

Thank you, Mr. Chairman.

Senator AKAKA. Thank you very much, Senator Voinovich. And
now we will have the questions.

Director Springer, according to OPM’s 2007 report on pay-for-per-
formance, the 2007 DHS employee survey, the recent SES em-
ployee survey, and other reports, there are mixed results on the
success of pay-for-performance systems. Employees are not nec-
essarily satisfied with their pay. They do not completely under-
stand the pay system and many do not see meaningful distinctions
in their performance evaluations. Earlier this year, the FDIC sus-
pended its pay-for-performance system based in part on declining
employee support.

Your message at this hearing is that pay-for-performance sys-
tems are a success in Federal agencies based on numerous evalua-
tions that you have had. Our reading is not along those lines. If
employee surveys point to problems within these pay systems,
what other evaluations are you basing the success of the pay-for-
performance systems on?

Ms. SPRINGER. Mr. Chairman, it is important to draw the distinc-
tion between the execution of specific programs and the notion of
performance-based pay. What we find in the surveys, like the SES
survey, is that most of our respondents do believe that performance
should be a factor in determining pay.

In the areas where the implementation has not been at the level
that we would expect, that doesn’t negate the premise that people
do believe that their performance should be recognized. It is more
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a matter of execution and how that has proceeded. It also, in some
cases, is a function of training and just the basic infrastructure
being in place. I believe both you and Senator Voinovich, as well
as the panelists, have acknowledged that is foundational and crit-
ical to the success.

What I would say is that in the systems where the underlying
infrastructure is in place, that you find a better result and better
acceptance, and that is why we are encouraging this more meas-
ured demonstration approach that only proceeds when the agency
has the infrastructure in place. But it doesn’t negate the funda-
mental belief that most people believe that their performance right-
fully should be a factor in determining pay.

Senator AKAKA. Mr. Spires, Ms. Rossides, Mr. Sanders, and Mr.
Bunn, how are your agencies using the employee surveys and feed-
back to address the issues with pay-for-performance systems? Mr.
Spires.

Mr. SPIRES. Yes, Mr. Chairman. We conduct an employee survey
every year and some of those questions go to the heart of how we
evaluate and reward our employees. On the not-so-positive side of
this, our employees and our managers who are under pay-for-per-
formance system tell us that we are still not yet measuring per-
formance as well as we should. To distinguish those that are out-
standing versus those that are just satisfactory or even below.
Likewise, we are also told by our employees and managers that we
are not yet dealing with poor performers as well as we need to.

But again, we think that a pay-for-performance system that we
have implemented and have rolled out to our managers actually
addresses some of these concerns. In fact, we are seeing increases
in our employee satisfaction scores overall and we are seeing in-
creases in these particular questions that have to do with how we
both evaluate and we reward our managers.

Senator AKAKA. Ms. Rossides.

Ms. RosSIDES. Yes, Mr. Chairman. We take a look at both TSA’s
survey results and the DHS survey results and look at all of the
questions and the issues directly impacting the workforce. But the
survey results give us the opportunity to focus on things like the
importance of communicating directly with the employees on our
pay-for-performance system and we have put a number of things
in place this year to make that system transparent to the work-
force.

Every TSO today can actually access their performance record
online. We have direct communications with the TSOs on a quar-
terly basis. So the survey results really targets the leadership’s at-
tention on what our employees are asking for, what kind of infor-
mation, and clarity around those survey results.

We are also corporately, all of the operating components are tak-
ing the DHS survey results and looking at what issues are common
to all of the DHS workforce in terms of our law enforcement and
security occupations. So those surveys are very valuable to us to
help us guide the areas we need to focus on to improve the system.

Senator AKAKA. Dr. Sanders.

Mr. SANDERS. Mr. Chairman, we start with our surveys. We do
an annual survey across all of the agencies in the Intelligence Com-
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munity. And as I mentioned, those survey results suggest that our
employees want this kind of system.

Let me tell you a statistic that may surprise you. About 50 per-
cent of Intelligence Community employees have 5 years or less of
service. And to be quite blunt, they are not going to have the pa-
tience to stay with us for a system that is based on tenure and
time in grade. That is what they tell us in the focus groups.

We have reached thousands of employees in focus groups, 800 in
the Office of the Director of National Intelligence alone, which is
not much bigger than that, and that demographic and their views
suggest that we need to develop and deploy this kind of system if
we really want to win that war for talent that Senator Voinovich
talked about.

Senator AKAKA. Mr. Bunn.

Mr. BUNN. Mr. Chairman, we have been using surveys for many
years to assess the satisfaction of our civilian workforce. About 3
years ago, we started targeting the NSPS population both pre-im-
plementation and post-implementation so that we could zero in on
what the folks under NSPS are thinking about performance man-
agement, about pay and other workforce issues. We have been able
to begin trending how our NSPS employees, what their attitudes
are in comparison to the rest of the workforce. It is a cornerstone
of our program evaluation effort.

That is how we are getting the valid employee feedback on what
is going on with NSPS, in addition to visits to installations, focus
groups with employees, and other normal outreach mechanisms.
But we spend a lot of time focusing our questions specifically for
our NSPS workforce and they have been extremely helpful so far
as we have done our internal assessments, and we will continue to
do that throughout the program. Thank you.

Senator AKAKA. Mr. Bunn, as you know, one of the main con-
cerns raised by Federal employee unions over the recently proposed
NSPS regulations is the definition of the term “rate of pay.” The
employee unions argue that the definition used by DOD and OPM
would limit bargaining over procedures and work arrangements for
determining overtime work, including rotation, seniority, and other
methods for selecting employees fairly. Is it your intention to deny
unions the ability to bargain over these type of issues?

Mr. BUNN. That is not our intention. We have heard the concerns
through our formal public comment period with our recent revised
regulations that were published back in May and through the na-
tional consultation process with the unions, their concerns over
how we have defined the term “rate of pay.”

Rate of pay is a term that is in the Defense Authorization Act
from 2008 and it is specifically referenced as something that is not
negotiable under NSPS. However, the term is not defined in the
law and it is used in many different ways in current law, rule, and
regulation. So what we attempted to do in our proposed regulation
is define it in the context of NSPS.

We fully recognize that Chapter 71 of Title 5 applies with respect
to collective bargaining in NSPS, but that term is one of the limita-
tions in terms of collective bargaining, so we have attempted to
deal with that in the regulation.
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We are taking those concerns to heart. We are looking at that
language that we have used. But we have no intention of denying
the unions what they may bargain under the law under Chapter
71.

Senator AKAKA. OK. Can you elaborate on what exactly DOD is
attempting to limit bargaining over?

Mr. BUNN. I think what the issue is, Mr. Chairman, is how we
use the term, what we call applicability and conditions with respect
to rate of pay. We understand that Congress’s intent was to provide
for collective bargaining for our bargaining unit employees who
would be brought under NSPS with a limitation on bargaining over
pay, which most Federal employees don’t have a right to bargain
over now. But there was a provision in the law that allowed for
bargaining over procedures and arrangements with respect to that,
which is a term of art in the labor relations arena.

What we have attempted to do is build and construct where we
have some uniformity in how that bargaining would be done and
define what is really meant by rate of pay, so, for example, deci-
sions around modifying our pay band structure or adjusting the
pay bands on an annual basis or the funding that goes into per-
formance-based pay pools. There are certain things that we think
are appropriate for bargaining under Chapter 71 rules and under
the now Chapter 99 rules, but there are things that would remain
o}f;f the table. So what we have attempted to do is define those
things.

So for purposes of things like overtime, determining applicability
on who would receive overtime, things that are currently in collec-
tive bargaining agreements, it is not our intent to go in and over-
turn those kinds of things that are currently bargained over in
DOD.

Senator AKAKA. Well, thank you.

Mr. BUNN. Thank you, sir.

Senator AKAKA. Senator Voinovich.

Senator VOINOVICH. Thank you, Mr. Chairman. Before I ask my
questions, I would like to thank Ms. Springer and Mr. Spires for
your service in the Federal Government. I understand that both of
you are going to be leaving. Ms. Springer and I got to know each
other quite well over the years. She served over at the Office of
Management and Budget and they convinced her to come back into
government and I think you have done a really outstanding job
over there. I appreciate your service and wish you good luck in our
next endeavor.

Mr. Spires, I am not that familiar with your record, but thank
you very much. I was impressed with what you had to say about
what you are doing at the IRS.

Director Springer, OPM has an important operational responsi-
bility to work with Federal departments and agencies to ensure re-
forms of performance management systems provide employees a
fair and transparent system with meaningful opportunities to en-
hance communication, improve individual performance, and I
would like to know how OPM has met this responsibility. Perhaps
you could also make reference to a meeting in July that you had
with the Chief Human Capital Officers where they discussed les-
sons learned from your recent survey of the Senior Executive Serv-
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ice. I would like to know what you have tried to do to make sure
that these systems that we are putting in are robust and also
maybe some of the things that you have learned from that meeting
you had on July 14, 2008.

Ms. SPRINGER. Thank you, Senator. Let me also say that it has
been a pleasure to work with you. As I said to Senator Akaka,
there is really no better champion in the Senate than both of you
for the Federal workforce, so thank you.

With respect to our oversight and our work with the agencies,
one of the key things that we use is our Performance Appraisal Ac-
countability Tool (PAAT) and there is a version of that specifically
for the SES. The Chief Human Capital Officers (CHCO) Council,
has worked with us in developing that, and that is one of the prin-
cipal tools we use with each agency. We have OPM aligned with
our different agencies so that there are dedicated people that work
closely with the CHCOs and the performance managers at each
agency.

So, not only do we work with them to assess their infrastructure
and each of the things that the panelists have mentioned here
today in their practice of performance development and monitoring,
goal setting, all of the things, we assess them and give them a
score based on that tool.

The community represented by the CHCO Council, half career,
deputies that are career officials, have helped us develop that tool
and they use it, as well, for their own diagnostic through the year.

We have had, as you have said, several sessions with the Council
and the Subcommittee on Performance to have those agencies that
score well on that tool share their best practices. In our hearing a
year ago, you encouraged us to actually be more proactive in that
area and use that council, and we have been doing that. Those per-
formance-based pay practices are being adopted. They are being
documented. They are being shared and our agencies tell us that
that is helpful.

We are also having a CHCO Council Training Academy. That is
the formal educational arm of the Council, again, dedicated in Au-
gust to the SES survey and the agencies’ practices that we learned
there that got high marks. So the July meeting, the upcoming Au-
gust meeting, all of these as well as the collaborative effort in de-
veloping our assessment tools help OPM to do that work.

Senator VOINOVICH. We have talked in the past about the SES
and how it in certain areas has been very well received, in others,
it has not. Can you give me an example of where you have had an
agency where from the survey their folks weren’t real happy and
how your intervention has made any difference in terms of the next
survey?

Ms. SPRINGER. If I may get back to you on that, I can give you
some specific examples. However, I will tell you that in addition to
getting agencies to reach a level of performance, there also is the
effort of keeping the ones who have achieved it performing at that
high level, as well. We are not focused just on the ones that need
remediation, but also on maintaining the ones that have been doing
a good job. But we will get you that information, Senator.

Senator VOINOVICH. Well, I think that if we are going to make
any progress in this area, even this proposed legislation I am
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thinking about, it has got to start with the Senior Executive Serv-
ice. And if you have people in there who are not happy with the
system or don’t feel that it has been implemented the way it is sup-
posed to, the chances of making any progress with the rest of the
agency, I think is remote. So I think that work is really very impor-
tant, and I would really like to get your best guesstimate about
which agencies are your super performers, and then your candid
opinion about where we need to do some improvement.

Ms. SPRINGER. We will get that.

Senator VOINOVICH. Dr. Sanders, you have described a very com-
prehensive program that you have put together. I have two ques-
tions for you. One is, I just didn’t realize all these agencies, Sen-
ator Akaka——

Mr. SANDERS. That is what keeps me awake at night.

Senator VOINOVICH. It is unbelievable. What guarantee do we
have that when the next Administration comes in, that all this
work that you have done is going to prove fruitful?

Mr. SANDERS. I don’t know if there is a guarantee. As I believe
you have heard Director McConnell testify, the personnel authori-
ties of the Director of National Intelligence are somewhat ambig-
uous and the directives I have talked about, and maybe there is
some good news here, the directives that I have talked about are
literally agreements, treaties amongst the various departments and
agencies in the IC. So where that legal authority is vague, the fact
is you have cabinet Secretaries and agency heads who have said
that ambiguity notwithstanding, we are going to agree as a matter
of policy to move forward as a community, cutting across all of
those departmental and agency lines. So while those regulations
may not be “imposed,” by the DNI, the fact that they were collabo-
ratively derived may, frankly, make them more resilient in this
transition. At least that is what I hope.

Senator VOINOVICH. Have you identified folks within the agencies
where you are going to have a change in leadership that are com-
mitted to moving forward with this?

Mr. SANDERS. As I indicated, this effort has been largely led by
the agency deputy directors, which are the senior career officials
across the board, and that was done deliberately to ensure that we
do have that continuity. They will be there through the transition
and be prepared to brief the new agency heads.

In that regard, many of our agency heads are uniformed military,
so they do transition independently of Presidential elections. We
have already been able to sustain some of that continuity with the
change in leadership in individual agencies.

Senator VOINOVICH. And you sense an understanding about how
important this is for their ability to retain the folks they have and
to attract other ones and they get that?

Mr. SANDERS. Yes, sir, I believe they do. We literally need a
workforce that knows something about everything. We are at the
cutting edge of this competition, this war for talent with the pri-
vate sector, with other Federal agencies, and I think they under-
stand that in order to keep that keen edge, in order for us to be
competitive in that regard, we need the kinds of flexibilities that
this system will give us. They also need that level playing field so
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that no one IC agency enjoys a competitive advantage over the oth-
ers.

And since I have the floor, let me put one other thing on your
radar screen for this Subcommittee. One of the things that I worry
about is executive pay compression.

Senator VOINOVICH. I was just going to ask you about it.

Mr. SANDERS. This Subcommittee had a hand in fixing that prob-
lem 4 years ago. The passage of time has eroded those great bene-
fits. And one of the things that I worry about is that your very
best-performing executives, who will by definition be the first to
reach that cap, are suddenly now against the ceiling. There are lit-
erally no financial rewards, at least those that go to base pay and
annuity. This is something that I would ask this Subcommittee, the
full Committee, this Administration and the next to take on before
it becomes a crisis.

Senator VOINOVICH. We certainly will take that under advise-
ment. When you are hiring new people, does the fact that you are
implementing this performance system have any impact at all on
their decisionmaking? In other words, we assume that it does, and
I have mentioned that. But of anybody at the table, have you found
that the fact that you do have this system in place has made your
agency more attractive in terms of hiring folks?

Mr. SANDERS. Anecdotally, we get lots of stories from our recruit-
ers, and as you may know, we get 100,000 to 150,000 resumes a
year, the Nation’s very best and brightest, and we have had to
equip our recruiters with an information sheet on our pay-for-per-
formance effort because that is a constant question amongst the
best and brightest.

What are the rules of engagement when it comes to compensa-
tion? Will I be paid based on results or will I be paid based on ten-
ure? And, of course, these are in most cases pretty young, pretty
aggressive, very talented people, scary smart, and they, of course,
want to be paid on the basis of results.

Senator VOINOVICH. Well, I know this, not anecdotally, but prob-
ably during the last maybe 6 or 7 years I have had at least a half-
dozen people tell me they left the Federal service because they just
felt that everyone was treated the same way and there wasn’t any
recognition for people who were performing at a higher level and
cited that they were going someplace else where maybe their hard
work and talent would be more appreciated than working for the
Federal Government. Go ahead.

Senator AKAKA. Thank you very much, Senator Voinovich.

Ms. Rossides, according to a TSA briefing for Subcommittee staff,
TSA uses quotas in its pay-for-performance system. I understand
that unlike other Federal agencies, TSA is not prohibited from
using quotas. However, I am concerned that the use of quotas un-
dermines the pay-for-performance system. No matter how well an
employee performs, he or she may not get a significant pay in-
crease. Given that the use of quotas is prohibited in other agencies,
why is TSA using them?

Ms. RossIDES. Mr. Chairman, we do not use quotas at all in our
pay-for-performance system. In fact, we have what we have de-
scribed to our employees as a rate and rank system. We have a
sum of money that is part of our appropriation and the employees
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are scored at the end of the performance cycle under our pay-for-
performance system based upon their performance during the year
and they receive basically a rating on a scale of 100 points. And
then depending upon the distribution of the performance of those
employees, we give out our bonuses and pay awards based on that.
But we do not have quotas under our system.

Senator AKAKA. At our hearing on the SES in 2006, Director
Springer, you were crystal clear on the fact that quotas are prohib-
ited for the SES pay-for-performance system. However, despite
OPM and other agencies issuing regulations barring the use of
quotas or a forced distribution of performance ratings, I continue
to hear from employees, not just in the SES, that agencies are, in
fact, using quotas. What guidance is OPM providing agencies on
making meaningful distinctions in performance?

Ms. SPRINGER. In our annual guidance, which came out not long
after that hearing, we added a dedicated section to agencies to reit-
erate to them that quotas were prohibited. That we would be in-
cluding in our audit work reviews to make sure, to see if we spot-
ted any instances of it. We also in cases where it came to our atten-
tion that an employee of an agency felt that they were subject to
a quota, we wrote letters back to that agency to deal with it.

We have through the CHCO Council and very specific written
communications of guidance to agencies reiterated very strongly
that this is prohibited. It will be a constant effort for us of vigilance
to make sure that, (A) we respond to what is reported to us, and
(B) to generally, as a matter of course, be on the lookout.

Senator AKAKA. Thank you. Dr. Sanders, you state that IC em-
ployees will be evaluated on behaviors such as personal leadership,
integrity, collaboration, and critical thinking. However, there is a
dark side to promoting uniformity in the intelligence community in
that it may promote a uniformity of analysis. I fear that convention
and safe thinking will be rewarded and risk taking will be discour-
aged as more and more managers are trained to do performance
evaluations with a common perspective. Analysis may miss what is
important in order to conform with group thinking.

Differences of interpretation are important, and many have ar-
gued, as an example, that if the President has listened to the State
Department’s view of Iraq’s weapons of mass destruction analysis,
his decision to go to war would have been different.

What have you built into your performance evaluation process to
ensure that not all analysts think alike and are not pressured into
conforming their independent analysis to political pressure?

Mr. SANDERS. In fact, Senator, the very definitions of the words
you described and the behaviors that we are trying to elicit
amongst IC employees guard against that. For example, the defini-
tion of the performance element, Personal Leadership and Integrity
includes the courage to speak truth to power. So employees have
a set of behavioral definitions that deal with that specifically. Man-
agers and executives, in their performance plans, under the behav-
ioral part of them, are specifically charged with promoting and en-
couraging that courage to speak truth to power.

The same thing with collaboration. We have taken great care to
define collaboration. It is not consensus. It is not group think. It
is sharing information, but it is also conforming to analytic craft
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trade standards, which require alternative analysis. We want the
sharp edges of a debate on any given intelligence topic to be ex-
posed in the IC. So these definitions are deliberately intended and
deliberately defined to do that, to guard against the very dysfunc-
tions that you have described.

Senator AKAKA. Thank you. Ms. Springer, under the IRS pay-for-
performance system, it is possible for a GS employee to get a high-
er rate of pay than their manager. According to a report from the
Treasury Inspector General for Tax Administration on the IRS pay-
for-performance system, this is a disincentive for GS employees to
become managers. Similarly, under the SES pay-for-performance
system, GS—14s and 15s are guaranteed pay raises that SES em-
ployees are not. Dr. Sanders points out the same problem in his
testimony, that high-performing GS-15s are less likely to move
into the SES if pay continues to erode.

Do you see a disincentive for GS—14s and 15s to enter into the
SES because pay is not guaranteed under the SES pay-for-perform-
ance system? And if so, what do you plan to do about that?

Ms. SPRINGER. I think that there are several proposals that have
been offered to deal with the disincentive from a pay standpoint of
moving from the upper General Schedule levels into the SES. One
of those that has been proposed, for example, is an automatic pay
increase when you move up to the SES. That is something that we
would be interested in exploring and working with the Sub-
committee on. And, the SEA, I might add.

The whole challenge, and I don’t think this is so much a perform-
ance-based pay issue as it is generally a pay issue, and the problem
that you have moving from the one system to the other is a real
issue and it is becoming increasingly so. I think that, clearly, we
need to do something. If we don’t, and if in the next Administration
this isn’t taken on, I think we will see more and more people dis-
inclined to move into the SES. And, that is certainly not a desir-
able outcome.

But one that I would suggest off the bat that OPM and others
working with your Subcommittee should do is to look at that pro-
posal of an automatic increase.

Senator AKAKA. Thank you very much, Director Springer.

Mr. Mihm, as the various employee surveys show, there are still
many concerns that employees have with the pay-for-performance
systems. In 6 months, the new Administration will take office.
What are the top three employee concerns that you think should
be addressed before the transition occurs?

Mr. MiaM. Well, before the transition occurs, I think it will be
very difficult because I think the top employee concerns, at least
that we have seen in looking across the various agency surveys,
and frankly GAQO’s, as well—we are not perfect by any means in
this, our own employee concerns show these types of things—are
long-term issues that need to be addressed.

The first, I would say, Mr. Chairman, is the clarity, honesty, and
integrity of the entire performance management system. It is some-
thing there has been a lot of discussion about here this afternoon,
something that you have certainly pointed out, of making sure that
we have a good, validated, robust performance management system
in place that has the confidence of managers and employees that
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we are accurately measuring and fairly measuring what we purport
to measure. So that would be the first issue.

Second is, to make sure that we have adequate training in place,
both for supervisors and managers. One of the things that you
mentioned in your opening statement, sir, was about the costs asso-
ciated with doing pay-for-performance the right way. In fact, kind
of the flip side to that is that if you want to try and kill it, the
way to kill it is try and do it on the cheap because the experience
from the demonstration projects, and our experience in GAO is it
takes an investment. It is an investment that is worth it, but it
takes an investment if you are going to do pay-for-performance. It
takes an investment initially in technology and making sure you
get a robust performance management system, but it takes an in-
vestment in training, and that is an ongoing investment that you
have to make.

And it is not just on how to do a performance appraisal. It is
training on how to manage, how to lead, how to supervise, and
there are huge gaps across the Federal complex in those types of
basic leadership and supervisory skills.

And then the third key area I would say is making sure that we
have the alignment in place, and this is making sure that the orga-
nizational goals cascade all the way down into individual perform-
ance expectations because that is going to be a key part of the tran-
sition. Because of the work of the Congress, the work of the agen-
cies here and other agencies, they really have put in place a system
that the next Administration, the next Congress can use as they
are implementing their program priorities to make sure that they
cascade down throughout the organization. It is by no means per-
fect, as you have been hearing. But it has taken a lot of work to
get to where we are now. That is a tool that the next Administra-
tion, the next Congress can use in order to deliver effective results
for the American people.

So I would say those are three key things we should focus on.

Senator AKAKA. Thank you very much, Mr. Mihm. Senator
Voinovich.

Senator VOINOVICH. One of the things that I would be interested
in knowing more about is training. With NSPS, for example, did
the Department use a train-the-trainer model, or am I mistaken?
Did you bring in other people to do it? I thought you trained the
trainer and then you worked it out within the organization. Did
that interfere with the job of those individuals that were taken off
whatever they were doing to become involved in the training, and
second of all, in terms of your budgets as to the allocation of re-
sources for training?

I go back to my early days here when I did a survey when I first
came to the Congress and I sent a letter out to 12 agencies and
I asked them, how much money do you spend on training, and I
think all of them said that they didn’t know except one, and they
said, we know but we won't tell you. [Laughter.]

Senator VOINOVICH. So I would like you to comment on both of
those things, or anybody who wants to chip in on this question. We
will start with you, Mr. Bunn.

Mr. BUNN. Senator, thank you. We used kind of a hybrid ap-
proach with respect to how we trained our workforce on NSPS. We
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certainly did the core development of the training, the materials,
and delivery through a train-the-trainer approach, and that was for
a couple of reasons. One, we wanted to ensure that we maintained
control over the content and that the training materials themselves
were of high quality and that we had the best control possible over
those. We also wanted to ensure that we had a cadre of perform-
ance management experts that we could tap into as we moved
through the process and institutionalized NSPS and pay-for-per-
formance throughout the Department.

So we made a conscious choice to, in some cases, take people off
of what they were doing and get them those competencies and
skills in performance management, and it wasn’t just their plat-
form training skills but it was actually their performance manage-
ment skills that we are now able to tap into.

We did use some external training vehicles, contractors. We
brought in some retirees from various sources to help with train-
ing, but that was mostly to offset the load. But we certainly used
our own internal resources to do that.

Senator VOINOVICH. What guarantee did you have that the last
spiral received as much training as the first spiral, because Senator
Akaka and I had a chance to visit with that first group of individ-
uals and then in Ohio, I had a chance to visit with some of those
folks. But one of the questions I had was that you started out with
this great program and people understood it. What did you put in
place to guarantee that that training was consistent with what you
had in the beginning?

Mr. BUNN. Well, we certainly applied the resources to it and
maintained the momentum as demonstrated by the resources we
put to the whole program. We have spent millions of dollars imple-
menting NSPS. It is no secret. We have reported on that before.
And the majority of the resources we have spent have been on
training.

What is interesting, Senator, there was a lot of attention paid to
the first adopters, what we call our spiral 1.1s, those first organiza-
tions that came in, and we certainly saw the return on that invest-
ment. There was leadership engagement from all corners of the De-
partment, including the organizations themselves.

I would probably point to the engagement of Deputy Secretary
England and his engagement and leadership in maintaining cog-
nizance over NSPS for the past 3 to 4 years as probably the biggest
factor in ensuring that we had the resources as we went through
implementation.

And what we are seeing so far in our employee surveys is that
the folks who came in in the second and third tranches of NSPS,
actually, the training was a little bit better than the very first set,
mostly—and it makes sense—we learned lessons. We adjusted our
training materials. We adjusted the content based on feedback we
got from those first organizations and actually delivered a better
product. We are also working on ensuring that we have institu-
tionalized that training really from here on out so that we main-
tain and sustain the training as part of our normal human capital
training for any organization that comes under NSPS.
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Senator VOINOVICH. But the thing that really helped out was
that Mr. England made it a very high priority and stayed on top
of it.

Mr. BUNN. Absolutely, and to this day, he has maintained his
awareness and he is very much in charge of NSPS.

Mr. SPIRES. I might just add real quickly that once our system
had been set up, one of the things that we did was brought in an
independent contractor with specialty in this area. This enabled
focus groups and other types of evaluations to go on directly from
the employees so that we could get candid feedback as to what was
working well. But more importantly, what was not working well,
and have adjusted based on feedback.

Senator VOINOVICH. That was your snapshot to look at how
things were going?

Mr. SPIRES. Yes, sir.

Senator VOINOVICH. Ms. Rossides, I travel around the country
and I have a special relationship with your people because I have
a pacemaker, so I get a chance to talk to a lot of them.

Ms. RossIDES. Yes. [Laughter.]

Senator VOINOVICH. And I do my own survey as I go along. And
I must say that in the last couple of years, things have gotten bet-
ter. The issue seems to be two things, that some of the employees
are not aware of the flexibilities that are available to them, par-
ticularly if they have a gripe that they want to have taken care of,
and the others are complaining, some of them, that the system of
evaluation is too objective and that there isn’t enough subjectivity
in the evaluation. So I don’t know whether you would comment on
both those things.

And last but not least, I know that there is going to be an effort
made to eliminate the flexibilities that we gave your agency when
it came into being because we had to stand up, some 50,000 people
overnight. What would be your opinion in the event that these
flexibilities were yanked and we went away from this very aggres-
sive experiment? Fifty-five-thousand people in performance evalua-
tions, it is a big deal.

Ms. ROsSSIDES. Yes, sir, it is, and if I could start with that be-
cause I think the flexibilities that ATSA provided to TSA are enor-
mously critical to our success in building this agency and continu-
ously improving its performance. And specifically, those flexibilities
have allowed us to provide to our front-line officers differences in
pay for hard-to-fill airports, for example. It has allowed us to pay
our part-time TSOs the full-time equivalency under health benefits.
Those flexibilities have allowed us to build this pay-for-perform-
ance system and to continue to improve it.

Our PASS system is only in its third year, and as a lot of my
colleagues here have said, it takes several years to get it right. And
our commitment is to make sure that we continuously improve
upon this and hear from our officers, just like you do.

The system is predominately objective. Roughly 70 percent of the
assessment of the officers is an objective assessment. It is based on
their performance on critical aspects of the job, including their abil-
ity to recognize explosive devices on the X-ray. It is based specifi-
cally on their training that they complete. And honestly, we think
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in the long term, this percentage of objectivity will help to build the
credibility of the system for the officers and for the managers.

Last, I would say that this entire process requires the commit-
ment of the top leadership, and your question to Dr. Sanders about
the importance of continuing this kind of a system, we know we
have several years of continuous improvement in this system. The
leadership of TSA is predominately career people. Our succession
plan for both the transition and the long-term maturity of TSA is
to ensure that we have career people in the jobs, both in our
human capital arena, but across the whole organization. And this
is something that you can’t start and stop in a year. This is some-
thing that takes years to perfect because when you are rolling out
something like this to 55,000 people, it is an enormous transition.
But we believe very strongly it is critical to our mission success.

The kinds of feedback that you are getting, the kinds of experi-
ence that you see as a passenger who requires special attention,
shall we say, because of your pacemaker, is exactly the kind of con-
crete skill that we are building in our officers, and that is exactly
what we are trying to measure through this pay-for-performance
system.

Senator VOINOVICH. Thank you.

Ms. RossIDES. Thank you.

Senator AKAKA. Thank you, Senator Voinovich.

I have a question to Mr. Bunn and Mr. Spires. DOD is required
to make meaningful distinctions in performance and not institute
a quota system or engage in forced distribution. It has come to my
attention that some DOD managers have been told that most em-
ployees should receive a performance rating of three. This looks a
lot like forced distribution.

At the IRS, the Federal Mangers Association issued comments on
regulations to revise the IRS broadbanding system and called for
the elimination of performance rating caps or quotas.

Can both of you tell me what measures you are taking to ensure
that you are making meaningful distinctions in performance and
not arbitrarily lowering scores? Mr. Bunn.

Mr. BUNN. Mr. Chairman, I will start. We have heard that kind
of feedback. I think the results, as demonstrated through this past
performance cycle, say otherwise. We have a five-level system, as
you mentioned. We had over 100,000 people rated. Roughly 57 per-
cent of those folks were rated at level three, 36 percent were rated
at level four, which is “exceeds expectations,” and about 5 percent
were considered role model, and then less than 2 percent were un-
acceptable or what we call “fair” performers. So that distribution,
I think, shows that we are making meaningful distinctions.

We did set the bar high when we developed our performance
evaluation system to ensure that it was rigorous and not that the
expected outcome would be a three, a valued performer, but that
it would take a lot to get above the valued performer level three.
And I think, as I said before, when you look at the overall results,
I think we have made meaningful distinctions, and those perform-
ance ratings also drove performance-based salary increases and bo-
nuses. So the meaningful distinctions extended not only to the rat-
ings, but also into the rewards and salary increase aspect of it.
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So I would argue that we have taken great pains to ensure that
we don’t have forced distribution. Certainly all of our training ma-
terials, all of our regulations and policies prohibit forced distribu-
tion. It could be that there is some miscommunication out there
about what the expectation should be, and we have through our
evaluation process gathered feedback on that—and will take the
steps necessary to make sure that what we are training and what
we are communicating are appropriate. Thank you.

Senator AKAKA. Mr. Spires.

Mr. SPIRES. Mr. Chairman, first, I would like to say that there
are many differences in my having come into the government from
my 20 years in the private sector. But this challenge of how do you
distinguish performance, but then also have the issue of limited
amount of cash at play is a classic problem that not only faces
those of us in the Federal Government, but in the private sector,
as well. The issue of grade inflation comes into play here signifi-
cantly, as well.

Specifically at the IRS, we have some guidelines because we
don’t want to have grade inflation in the sense that you get a lot
of people at the “outstanding” level unless they deserve to be at
that level. We have a system that has some checks and balances.
We issue guidance, and I call it guidance—it is not a quota sys-
tem—but is guidance around what we would expect the distribu-
tion to look like.

However, we have Performance Review Boards at both the orga-
nizational level and at the enterprise level across all of the IRS.
Managers can come in and they can make a case for why individ-
uals, for instance, in their organization should be rated at gen-
erally a higher level than the overall average and make that case.

So it is that balance point. We are trying to strike for balance.
We don’t have a system where essentially you can rate everybody
“outstanding” and that will hold. Again, from a grade inflation per-
spective, is that really the case? It is tough. I mean, this is a tough
problem because you are asking managers to rate their employees
and to be open and honest. But also to give them the right rating.
It is that balance point that we are striking by providing some
guidance. Also having a process through these Performance Review
Boards to ensure that we are doing the right things if people truly
are operating at an outstanding level.

Senator AKAKA. Thank you very much.

Now, I have one final question not related to pay-for-performance
and this is to Mr. Bunn. As you know, last year’s NDAA contained
a provision I authored to help reemployed annuitants at DOD who
were forced to retire due to a reduction in force. I have employees
in Hawaii who continue to ask me when DOD will issue regula-
tionsvon that provision. Can you tell me the status of those regula-
tions?

Mr. BUNN. I can certainly take that question back. That is not
within my portfolio, but I am aware of that issue. I know that the
policy that you are talking about is in the final stages of review
within the Department and it should be out soon, but I will cer-
tainly get back to you with a more specific estimate for when the
policy will be out.

Senator AKAKA. I would appreciate that.
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Mr. BUNN. Yes, sir.

Senator AKAKA. Again, I want to say thank you to this panel for
your responses. It will certainly help us in what we are trying to
do. So thank you very much.

[Pause.]

I want to welcome our second panel, Carol Bonosaro, President,
Senior Executives Association; John Gage, President of American
Federation of Government Employees; Colleen Kelley, National
President, National Treasury Employees Union; Jonathan Breul,
Executive Director, IBM Center for the Business of Government;
and Dr. Charles Fay, Professor, School of Management and Labor
Relations, Rutgers University.

As you know, our Subcommittee requires that all witnesses tes-
tify under oath, so I ask all of you to please rise and raise your
right hand.

Do you solemnly swear that the testimony you are about to give
the Subcommittee is the truth, the whole truth, and nothing but
the truth, so help you, God?

Ms. BoNOSARO. I do.

Mr. GAGE. I do.

Ms. KELLEY. I do.

Mr. BREUL. I do.

Mr. Fay. I do.

Senator AKAKA. Thank you very much. Let the record show that
the witnesses answered in the affirmative, and let me remind you
that although your oral statement is limited to 5 minutes, your full
statement will be included in the record.

It is good to see you again, Ms. Bonosaro. Please proceed with
your statement.

TESTIMONY OF CAROL BONOSARO,! PRESIDENT, SENIOR
EXECUTIVES ASSOCIATION

Ms. BONOSARO. Mr. Chairman, the Senior Executives Association
appreciates the opportunity to share our experiences and views re-
lated to the current SES pay-for-performance system.

Since the creation of the SES in 1978, with its performance
awards and Presidential Rank Awards, its members have been sub-
ject to a rigorous pay-for-performance system. That system was
changed, as you know, in 2003 and has been in effect now for three
cycles. A system that was meant to be transparent, flexible, and to
reward performance has instead become a disincentive for many of
the best employees who might otherwise desire to join the SES.

Senior Executives take on more duties, work longer hours, and
have fewer rights than GS-15 managers, yet they receive no local-
ity pay, no compensatory time, and no guaranteed annual pay
raises, unlike General Schedule employees. With a large number of
Senior Executives eligible to retire, it is critical that issues with
the current pay system be corrected so that we will retain a highly
qualified pool of applicants to fill their positions.

A comprehensive survey of the SES that SEA undertook in 2006,
continued feedback from our members, and a survey recently com-
pleted by OPM shows several areas of concern with the system, in-

1The prepared statement of Ms. Bonosaro appears in the Appendix on page 119.
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cluding pay overlap between GS-15s and the SES, perceived
quotas, and lack of transparency in both the rating and pay adjust-
ment processes.

One of the most disturbing findings of the SEA’s survey was the
opinion of 47 percent of the respondents that GS—-14s and 15s are
losing interest in applying to the SES. The OPM survey reported
that only half of Senior Executives believe that the current system
is helpful in recruiting qualified applicants to the SES. Anecdotal
evidence we continue to receive indicates that the narrowing gap
between SES pay and GS pay, coupled with the inconsistency of
the SES system, result in a less attractive Senior Executive Serv-
ice.

Another issue highlighted by the SEA’s survey was the percep-
tion that agency quotas, not actual performance, drive decisions
about performance levels and salary adjustments. Downward pres-
sure on rating levels exists within many agencies and we continue
to receive reports from executives whose ratings were reduced
without explanation.

The certification process itself is a cumbersome one that some
smaller agencies do not even attempt. It must be done every 1 or
2 years, and often the decision to certify does not come until well
into the performance cycle.

We are also concerned with the consistency by which the SES
pay system is being implemented. The OPM survey found that
communication of the results of the system to executives—ratings,
pay adjustments, performance awards—varied greatly from agency
to agency. However, the greatest inconsistency has arisen from the
total discretion that agencies have with regard to pay, and it is not
unusual to find a disconnect between ratings and pay adjustments.

As one Senior Executive told us, he received no pay increase for
several years despite receiving “fully successful” ratings for his per-
formance at the Department of Energy. Largely because of this, he
voluntarily resigned his position in the SES to move back to the
“EJ” excepted service, where he then received the same 4.49 per-
cent pay increase given to GS employees this year in the Wash-
ington region.

Our written testimony provides several other examples of this in-
consistent and, on its face, arbitrary treatment.

In the 3 years of experience under the new system, one of the
most striking results is the low salary adjustments. In 2007, the
most recent year for which data is available, or at least was avail-
able prior to today, those SES rated “fully successful” the year be-
fore received an annual average salary increase of only 2 percent,
substantially below the increase, 2.64 percent, received by GS em-
ployees in the Washington, DC area.

Given these issues with the pay system, it is no wonder that
some who might otherwise aspire to the SES now perceive that the
risks far outweigh the rewards.

SEA’s recommendations for legislative fixes to the pay system in-
clude ensuring at least a minimum annual increase for those rated
“fully successful” or better and including performance awards and
retention allowances in the high-three retirement calculation. I
think this would no doubt go a long way towards dealing with the
pay compression Director Sanders referred to and even that Dr.
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Springer admitted in her testimony, or in her response to your
question, that pay compression is a problem.

We also recommend a longer certification period, guaranteed
funding of at least minimum SES salary adjustments, a minimum
increase in pay for new Senior Executives, rules for pay tiers if an
agency has them, feedback to Senior Executives, and greater trans-
parency in the Administration of these systems.

It is SEA’s hope that with the adoption of our recommendations,
the SES pay system will be one that adequately and fairly com-
pensates those who perform the most challenging and important
jobs in the career civil service and which will continue to attract
quality candidates in the future. Thank you.

Senator AKAKA. Thank you very much, Ms. Bonosaro. Mr. Gage.

TESTIMONY OF JOHN GAGE,! PRESIDENT, AMERICAN
FEDERATION OF GOVERNMENT EMPLOYEES

Mr. GAGE. Thank you, Mr. Chairman, for the opportunity to tes-
tify today. I will focus my remarks on the National Security Per-
sonnel System and TSA’s past system. And thank you, too, Mr.
Chairman, for your leadership in the 2008 National Defense Au-
thorization Act, which in addition to excluding blue collar workers
from NSPS, the law fully restored collective bargaining rights.

But AFGE remains profoundly concerned about the NSPS pay
system. There are many issues, including new illegal restrictions
on bargaining rights, the disconnection between pay and perform-
ance, despite what employees have been told, the requirement that
performance ratings be pushed into a forced distribution or bell
curve, the suppression of wages by permitting bonuses to be paid
instead of base salary increases, and the virtual elimination of
merit promotion.

On May 22, DOD proposed revised NSPS regulations which cyni-
cally and purposely attempt to evade Congress’s mandate for collec-
tive bargaining. DOD intends to implement these regulations in
October, preventing the next Administration from reviewing the
pay system and making adjustments before it goes into effect. This
double-cross is unfortunate, but predictable. We strongly urge the
{longress to block the implementation of the May 22 proposed regu-
ations.

Section 9902(e)(9) of the 2008 NDAA clearly says any rate of pay
established or adjusted in accordance with the requirements of this
section shall be non-negotiable but shall be subject to procedures
and appropriate arrangements of Paragraphs 2 and 3 of Section
7106(b), the labor statute. And yet in its proposed regulations,
DOD has broadened its definition of rate of pay to include the
phrase, “and the conditions defining applicability of each rate.” The
proposed regulation goes on to list conditions defining applicability
of each rate for a dozen pages, clearly intending to eliminate any
bargaining of the very procedures and arrangements Congress
mandated that DOD negotiate.

It is an act of cynicism and defiance on DOD’s part to think it
can define itself out of its statutory obligation. We urge the Senate
to clarify in the Fiscal Year 2009 Defense Authorization Act that

1The prepared statement of Mr. Gage appears in the Appendix on page 134.
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rate of pay does not include conditions defining applicability of
each rate.

The 2008 NDAA also ensures that an NSPS employee will be
guaranteed 60 percent of the GS nationwide pay adjustment and
100 percent of the GS locality adjustment every year, provided that
the employee is rated above “unacceptable.” As you know, DOD
was prepared to give only 50 percent of the pay adjustment to em-
ployees in 2008 and none of its annual adjustment in 2009. The
new law ensures that the full amount of the nationwide pay adjust-
ment go for base pay increases.

But to ensure the viability of the DOD pay system, DOD must
be required to adjust its pay bands by the full amount of the na-
tionwide pay adjustment, just as grades in the GS system are ad-
justed annually. In DOD’s proposed regulations, the Secretary can
adjust different pay bands by different amounts and the minimum
and maximum rates of each pay band by different amounts.

Mr. Chairman, we have heard from so many managers and em-
ployees about the implementation of this new pay system. They
complain that it is unpredictable, unfair, and opaque. Supervisors
have been ordered to withhold information from their employees
about their ratings. The pay pools are required to force perform-
ance ratings into a bell curve, and the decision about how and by
how much to compensate an employee for performance is com-
pletely arbitrary.

When supervisors substitute bonuses for salary increases, work-
ers lose not only in base salary, but also in their defined benefit
pensions and in contributions to the Thrift Savings Plan. The re-
sult, Mr. Chairman, is the suppression of wages and benefits for ci-
vilian DOD employees.

Under NSPS, promotions are rare. Employees might be given ad-
ditional duties by their supervisor with a subjective pay raise or
bonus in what NSPS calls reassignments, but there will be no clear
pathway to that advancement, nor is there a requirement that the
reassignment be open to competitive or even that other employees
know about the opportunity. The Merit Promotion System will be
all but dead. Bias and favoritism are inevitable.

On Transportation Security Officers, Mr. Chairman, TSOs con-
tinue to be drastically underpaid, around $30,000 annually. TSOs
are subject to the pay system known as PASS. While it is virtually
impossible to obtain data or even basic information about how the
system is supposed to work, to make matters worse, TSA contin-
ually changes the playing field. Employees believe that PASS is
based on favoritism, not performance. Last December, TSA dis-
closed that TSOs would receive a smaller pay raise in 2008 than
in 2007, even if they received the same or better performance rat-
ing as the previous year.

On March 25 of this year, TSA Administrator Hawley sent a
memo to all TSOs making changes to PASS, agreeing that it had
become too complicated and that TSOs are being trained and tested
on different standards and these standards do not reflect how T'SOs
do their job. Yet in May, TSA implemented the infamous image
test, and in a stroke of astounding contradiction continued to hold
flawed previous test results against TSOs.
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To make matters worse, TSOs still have limited access to image
test training. The new training software is not available at all air-
ports and in some cases does not work. Trainers are given wrong
information about identifying threat objects during the test, which
led directly to TSO test failure.

TSOs with excellent work histories and commendations have
been told they may lose their jobs. But instead of correcting the
test and properly training TSOs, the agency has come up with an-
other policy that continues to hold previous test failures against
TSOs but allows management to retain and retrain whoever they
want, making the new and improved image testing even more un-
fair than it was.

TSA consistently ranks at the bottom of all surveys of employee
morale in the Federal Government. This workforce is too important
to be treated so callously. These workers need a rational pay sys-
tem before the attrition rate climbs higher. AFGE urges the Sub-
committee to end the PASS system and place TSOs under the Gen-
eral Schedule that applies to other Federal workers, including their
colleagues throughout DHS.

That concludes my statement, Mr. Chairman.

Senator AKAKA. Thank you very much, Mr. Gage. Ms. Kelley.

TESTIMONY OF COLLEEN M. KELLEY,! NATIONAL PRESIDENT,
NATIONAL TREASURY EMPLOYEES UNION

Ms. KELLEY. Thank you very much, Chairman Akaka, Ranking
Member Voinovich, for the invitation to discuss pay-for-perform-
ance systems in the Federal Government.

The President’s fiscal year 2009 budget submission reaffirmed
his commitment to replace the current GS pay system with a more
subjective pay banding system. OPM’s December 2007 report touts
the Administration’s alternative so-called pay-for-performance sys-
tems now in many Federal agencies as successful experiments.

NTEU does not agree with the notion that the GS system needs
to be replaced, and I believe the evidence is now clear that current
pay-for-performance systems have not been successful. To the
contrary, alternative pay systems have produced a litany of failed
experiments, widespread employee dissatisfaction, inequitable dis-
tribution of resources, abuse in ratings systems, and rampant em-
ployee confusion leading to low morale. I don’t know of one pay-for-
performance system that currently gets good reviews from employ-
ees who are working under it.

The goals of recruiting and retaining high-quality employees and
better accomplishing the agency mission are simply not being met
by these pay systems. NTEU believes that for a pay system to be
credible and effective, it must either be set in statute, like the GS
system, so everyone understands the rules and consequences, or
there must be collective bargaining so employees can have a role
in the pay system and can have remedies for unfairness.

The Transportation Security Administration has neither collec-
tive bargaining nor a statutory pay system. It is a prime example
of the failure of a current pay-for-performance system. Under the
TSA PASS system, employees are constantly tested, but if they fail,

1The prepared statement of Ms. Kelley appears in the Appendix on page 149.
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they are not told what they did wrong. The training is minimal. A
majority of Transportation Security Officers do not even know what
is expected of them to get a pay raise. Only 21 percent of TSA em-
ployees believe that promotions are based on merit. Fewer than one
in four believe that their pay raise is determined by their perform-
ance.

The PASS system has resulted in the highest attrition rate in the
Federal Government, and now TSA has awarded a $1.2 billion con-
tract to Lockheed Martin to perform its human resource activities,
including pay. NTEU believes this taxpayer money could be better
spent by putting TSOs under the existing GS pay system and in-
creasing staffing and reducing airport congestion, rather than in-
creasing contractor profits. TSOs must also be afforded collective
bargaining rights like their coworkers throughout the Federal Gov-
ernment.

At the IRS, where we heard earlier that managers are under a
pay banding system, the Federal Managers Association has spoken
out against the system’s forced pay quotas and they said that pay
was not necessarily dependent upon performance ratings. In addi-
tion, the Treasury Inspector General for Tax Administration found
a number of deficiencies in the IRS managers’ pay-for-performance
system. A July 2007 TIGTA report states, “The IRS risks reducing
its ability to provide quality service to taxpayers because the IRS
pay-for-performance system potentially hinders the IRS’s ability to
recruit, retain, and motivate highly skilled leaders.” If these alter-
native pay systems are jeopardizing the achievement of an agency’s
core mission, in this case to provide quality service to taxpayers,
how can we justify continuing or even expanding their use?

Even at agencies where pay is negotiated through collective bar-
gaining, NTEU has seen problems. In September 2007, NTEU won
an important legal battle when an arbitrator ruled that the Secu-
rity and Exchange Commission system was found to discriminate
against African-American employees and employees that were 40
years of age and older. The SEC has since agreed to freeze its
flawed merit pay system and is working with NTEU.

Similar problems existed at the FDIC, where we collectively bar-
gain over pay. Only 12 percent of employees surveyed found that
the pay system rewarded performance there at the FDIC. To Chair-
man Bair’s credit, that program was also suspended and NTEU is
also working with that agency on a revision.

The GS system, though much maligned, has rules, standards,
and evaluations which must be written. Employees receive within-
grade raises and career ladder promotions based on performance
criteria. Locality adjustments make it market sensitive. Flexibili-
ties, like awards, quality step increases, telework, student loan re-
payment, and others, are authorized and should be used more ex-
tensively to attract and keep talented employees in government.

In conclusion, NTEU supports a moratorium on new pay-for-per-
formance systems and a review of those that are in place to see
whether they are successful in accomplishing their goals. Those
that are failing should be canceled. NTEU also strongly believes
that collective bargaining over pay must be provided to employees
under alternative pay systems to provide employees with a check
on abuse.
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Thank you again for the opportunity to testify and I would wel-
come any questions you have.
Senator AKAKA. Thank you very much, Ms. Kelley. Mr. Breul.

TESTIMONY OF JONATHAN D. BREUL,! EXECUTIVE DIRECTOR,
IBM CENTER FOR THE BUSINESS OF GOVERNMENT, AND
PARTNER, IBM’S GLOBAL BUSINESS SERVICES

Mr. BReEUL. Thank you, Chairman Akaka and Senator Voinovich,
for the opportunity to discuss performance pay systems in the Fed-
eral Government.

The question of how to compensate civil servants remains what
I would call a thorny issue. Public sector positions no longer nec-
essarily offer a job for life, and Federal departments and agencies
are increasingly in competition with the private sector to recruit
and retain top performers. One solution widely used in some parts
of the private sector is to replace or complement the traditional
civil service system of automatic salary increases based on length
of service with financial reward for good performance, or perform-
ance-based pay.

In order to gain a better understanding of the challenges and
issues related to performance-related pay, the IBM Center has
sponsored and published three recent research reports by public
management experts. The first report, “Designing and Imple-
menting Performance-Oriented Pay Band Systems,” is by Jim
Thompson at the University of Chicago. According to Professor
Thompson, pay banding is not a new concept to the public sector.
The essential concept is that for purposes of salary determination,
positions are placed within broad bands instead of narrow grades.
And according to Mr. Thompson, the preponderance of data shows
that these systems have achieved high levels of employee accept-
ance. However, the degrees of success seem to vary depending on
how well those systems have been designed and implemented.

Mr. Thompson’s report goes on to describe nine different per-
formance-oriented pay band systems that have been in operation in
the government, in some cases for more than two decades. He
makes the case that successful designs are those that, one, achieve
a balance between efficiency, equity, and employee acceptance; two,
acknowledge the soft as well as the hard design features; and
three, fit the organizational context.

A second IBM report is “Managing for Better Performance: En-
hancing Federal Performance Management Practices,” by Howard
Risher and Charles Fay, who is sitting to my left. The authors of
this report recognize that performance management is recognized
worldwide as a critical factor in helping individuals and organiza-
tions achieve their goals. When done correctly, performance man-
agement becomes a powerful and effective tool to drive individual
and organizational performance. When done poorly, it can create
an atmosphere of distrust between managers and employees, ulti-
mately limiting performance and the organization’s ability to
achieve its full potential.

Fay and Risher argue that the responsibility for effective man-
agement of employee performance rests squarely on the shoulders

1The prepared statement of Mr. Breul appears in the Appendix on page 161.
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of executives and front-line managers. They emphasize the man-
agement of employee needs are a core responsibility of every man-
ager. In this view, it is critical that managers understand and ef-
fectively practice the fundamentals of performance management,
including planning, monitoring, developing, appraising, and re-
warding employee performance.

The third report is “Pay for Performance: A Guide for Federal
Managers,” by Howard Risher. Risher insists that research over
the years confirms that organizations benefit when they recognize
and reward employee and group performance. He explains that for
the new system to succeed, managers need to be comfortable with
their new role in overseeing such systems. This makes it essential
for them to play a role in planning and implementing the new sys-
tems.

Risher argues that pay-for-performance, including the reward
system, must be an integral part of an organization’s overall strat-
egy to create a performance culture. Further, he contends that Fed-
eral agencies will have to overcome barriers of cynicism and dis-
trust among Federal employees, and there will be what he calls
bumps and detours along the way, so agencies must expect to ad-
just their plans with experience.

He concludes that, in the end, the new policy can be expected to
contribute to improved agency performance. Importantly, however,
Risher warns that the transition will not be easy. “This may prove
to be the most difficult change any organization has ever at-
tempted,” but in the end, he believes it will better serve the needs
of the Federal Government than the current General Schedule sal-
ary system.

In conclusion, the question of how to compensate public employ-
ees remains a thorny one. Performance pay is an appealing idea,
but research indicates that implementation, as well as improving
government performance, remains complex and deceptively dif-
ficult, both technically and politically.

Thank you, Chairman Akaka and Senator Voinovich, for holding
this important hearing and for remaining engaged on the impor-
tant issue of improving management and performance of govern-
ment.

Senator AKAKA. Thank you very much, Mr. Breul. Dr. Fay.

TESTIMONY OF CHARLES H. FAY,! PROFESSOR, SCHOOL OF
MANAGEMENT AND LABOR RELATIONS, RUTGERS UNIVER-
SITY

Mr. FAY. Chairman Akaka and Senator Voinovich, thank you for
giving me the opportunity to testify on compensation and pay-for-
performance again. Given my background, it should be obvious I
have a bias favoring strong performance management systems and
pay-for-performance in general. When well designed and well im-
plemented, these systems can and do increase employee under-
standing of what is required of them and increase both their per-
formance and organizational outcomes. Flawed programs can and
do decrease productivity and employee job satisfaction.

1The prepared statement of Mr. Fay appears in the Appendix on page 165.
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I think it is appropriate for the government to institute pay-for-
performance systems. It is clear that agencies have done their
homework in studying the large literature on private sector per-
formance management and pay-for-performance systems. That
said, I see many of the same problems in the various systems im-
plemented by government agencies that plague similar systems in
the private sector.

First of all, these programs seem too ambitious. They are trying
to do too much, too fast, for too many.

Second, the culture that makes “meets standards” performance a
failure, and it is in most of these systems, needs to be changed.
When “meets standards” is a failure, you are going to end up with
an excellence entitlement mentality and no system will be able to
differentiate high performers from standard performers.

Third, managers need to be held accountable in terms of pay and
their own performance for performance management and pay-for-
performance. Many managers think they are far too busy to do
pay-for-performance, to do performance management, and if man-
agers don’t have time to manage, it is questionable what they
should be doing.

The programs and particularly the DOD programs confuse mar-
ket adjustments and performance bonuses. Employees expect to be
kept whole against market, and it is clear from union and em-
ployee complaints that they know the difference between market
adjustments and performance bonuses. Hence, all the arguments
about comparison with GS, which is getting the FEPCA adjust-
ments, as compared to what is happening in the pay-for-perform-
ance systems. The market adjustment issue is particularly impor-
tant to government workers because they generally make less than
equivalent private sector workers, especially from about GS-8 or
GS-9 upwards.

For a variety of reasons, government employees are much more
heavily unionized than private sector employees. You can’t simply
import private sector programs into government and expect them
to work well. Unions in general are opposed to performance man-
agement and pay-for-performance systems because employees and
employee representatives lose partial control of terms and condi-
tions, and you have heard that again today. I hear both that em-
ployee representatives have been active in the design and Adminis-
tration of these systems and that they have been precluded from
participating in that. In a unionized organization, they should be
very heavily involved in designing and implementing the systems.

Having bonus pools, as the Department of Defense system does,
where ratings and bonuses are calibrated, is one of the better de-
signed approaches in these systems. However, calculating the
bonus pool solely as a function of the salaries of the members of
the pool is inappropriate. It rests on the assumption that the ag-
gregate performance of employees making up each pool is equal
across pools and that the employees of each pool are equally stra-
tegic to the agency or the department. Neither of these assump-
tions is likely to be accurate.

Calibration committees should not be negotiating ratings or
awards. When bonuses appear to employees to be a function of the
negotiating skill of their manager, or when there is a drive for
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some specific distribution of ratings, the whole system loses any
value in motivating those employees.

At the same time, there should be an effort to standardize re-
ward share numbers across pools. A “meets standards” employee
should receive the same number of shares regardless of the pool to
which he or she is assigned. Similarly, the range of share measures
that each performance level can be assigned is problematic. When
a “meets standards” can be assigned any one of four or five dif-
ferent sets of performance shares, it is clear that there is lots of
room for bias and arbitrariness in the system.

Performance management systems and pay-for-performance sys-
tems for employees who work as parts of groups or teams need to
have team citizenship taken into account as part of their perform-
ance. Otherwise, they will be motivated to maximum individual
performance even at the expense of suboptimizing group perform-
ance. Performance ought to be rated and rewarded at the level at
which it occurs, and particularly in the kind of service jobs at the
government, it rarely occurs at the individual level.

It is not clear what evaluation systems have been built into the
various pay-for-performance systems. The previous panel discussed
some of that, but I will make one point about that in a minute.

The 2007 Annual Employee Survey results of the Department of
Treasury, for example, notes that only 27 percent of employees be-
lieve pay raises are determined on how well employees perform
their job. Only 32 percent of employees state they typically receive
formal or informal feedback from their supervisor. Those are signs
of a broken system or one that never worked in the first place.

Furthermore, I think that just looking at employee reactions to
systems is really the wrong measure and I was surprised that none
of the people on the previous panel spoke to the real issue that pri-
vate sector organizations always look for as a measure of goodness
of the pay-for-performance system, and that is the performance of
the organization gets better. If you are tying individual criteria and
performance criteria, to organizations’ success, then the measure of
success of the system is whether the organization increases its suc-
cess.

Thank you. I will be happy to answer any questions.

Senator AKAKA. Thank you very much, Dr. Fay.

My first question is to all of the witnesses. As we discussed on
the first panel, I continue to hear from employees about the use of
quotas or forced distribution of ratings. Can each of you discuss
your thoughts on the use of quotas and how you would recommend
agencies avoid actual or perceived quotas. Ms. Bonosaro.

Ms. BoNosarRO. Well, it has been an interesting phenomenon to
watch. I think certainly in the first year or two, our strong sus-
picion is that many agencies felt that the way to achieve certifi-
cation with the Office of Personnel Management and OMB of their
systems was to show a substantially lower number of outstanding
ratings, to push the ratings down. I think there was just no doubt
that—let us simply say there was an informal message that was
operating within the agencies.

My guess is that is less true now. However, we still have exam-
ples of executives who find that their ratings have been reduced
without explanation. Whether that arises because that political su-
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perior is unwilling to actually address substantial issues with the
executive’s performance or whether there is a hang-over, if you
will, about the need to suppress higher ratings, it is very difficult
to tell because very few of the people involved, the individual ex-
ecutives, want anyone to move forward and make a case out of
them. They value their jobs and they recognize that doing that is
not going to be to their ultimate advantage.

I think, too, that there has been finally one unfortunate example
that we faced where Navy had literally a PowerPoint presentation
with a graph, a normal distribution curve, which they were using
with regard to the SES system, and when we brought it to OPM’s
attention, their ultimate conclusion was that it was not a quota, it
was a notional system, and I frankly don’t quite understand what
that meant, but rather that it was some generalized idea of per-
haps how ratings should look.

With regard to a remedy, the OPM regulations prohibit the use
of quotas. I think that one remedy is certainly for OPM to be will-
ing to quickly jump on every instance we can bring to their atten-
tion where we can convince an executive to permit us to do that,
and another is to put that prohibition in statute, to make clear that
we take it seriously. We don’t have any particular recommendation
for what the penalty should be if the statute is violated, but I think
it would send a message that we are serious about this.

And then finally, I think the message that Director Springer
talked about has to be reinforced every year and pushed down
through the agencies, that there is a clear interest in evaluating
and rating every executive fairly and not with regard to some pre-
supposed outcome.

Senator AKAKA. Thank you. Mr. Gage.

Mr. GAGE. Senator, just look at the time line, what DOD does in
rating an employee. In October, the supervisor gives the employee
a performance plan. The following September, the supervisor has
to rate the employee on that performance plan, but he is forbidden
to talk to the employee about that rating or to give him that rating.
Then in October, he has to sit down and do a new performance
plan, even though he doesn’t know what is going to happen with
his original rating, nor does the employee.

The rating in November, or what the supervisor submitted, that
rating goes to the pay pool. They do whatever they want, which is
a forced distribution and apply these ratings to a curve. Then in
January, the supervisor is finally told what the rating is for the
employee and how much money the employee will get or not get.

If this is transparent—employees are not fools, Senator. They un-
derstand that the supervisor’s rating, which should be the employ-
ee’s performance matched to that performance plan, has nothing to
do with the real rating he is going to get or the money he is going
to receive.

So I suggest that the Subcommittee just look at DOD’s own time
line and see if it is believable, that there is not a bell curve or a
forced distribution going on. Employees already know there is.

Senator AKAKA. Ms. Kelley.

Ms. KELLEY. Whether agencies acknowledge there is a quota sys-
tem or not, there is, and it happens for two reasons. One, because
they have this notional idea of how the workforce is performing
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and should be distributed, which really just makes a farce of the
system. If you announce that only 25 percent of employees or some
fill-in-the-blank percentage can be “outstanding” or excel or a role
model or whatever the new term of the year is, the fact is, what
you are saying to the other 75 percent of the employees is no mat-
ter how well you do, even if you are doing exactly the same thing
as those top 20 or 25 percent, there are too many of you to be rated
that way. So it makes the whole system a farce, and from there,
the conversation has nowhere to go but down and it has zero credi-
bility for employees.

But one of the other reasons that I believe it happens is because
of limited resources in the Federal Government. When the agencies
are given their budgets, they then decide how they are going to di-
vide that up, and it is a system that requires that if one employee
is going to get more, that another employee will get less based on
however the agency decides to distribute their funds.

So there is a very real issue within the Federal Government
when it comes to appropriations, but then if the agencies are not
making wise decisions, it leads to very serious problems like we
saw in the FDIC and in the SEC. In both of those cases, the agency
announced—they announced as part of their program a forced dis-
tribution system, that only 25 percent of the employees in the
FDIC, they said, could be rated at the highest level, and it had
nothing to do with their annual evaluation or whatever their rating
was. It was their rating plus some invisible criteria that managers
would come up with. They actually gave it a name. They called it
a Corporate Contribution Factor. You will find a definition of it no-
where in English, anyway, that employees can hang their hat on.
And the system, as a result, had zero credibility, again, with em-
ployees.

Now, as I said, the good news is the FDIC and the SEC are now
sitting down with NTEU to fix that system. But whether they
admit it or not, there is a forced distribution system and a quota
system. They can come up with all the names with it that they
want and they can say that it is a suggestion, that it is not written
in stone, but it is implemented as if it is written in stone, in our
experience.

Senator AKAKA. Mr. Breul.

Mr. BREUL. Mr. Chairman, I don’t think there is any real room
for a quota. What I would do is reframe the question a little dif-
ferently and ask how many employees receive an honest perform-
ance appraisal that tells them where they really stand. It was my
experience in government for many years that too often, very few
receive a real honest appraisal of where they stand, and I think
this is equally unacceptable.

Managers can’t call themselves managers unless they regularly
tell their people what they are doing well and how they need to im-
prove. So the whole notion of an honest, transparent appraisal sys-
tem, I think is an essential element here.

Senator AKAKA. Thank you. Dr. Fay.

Mr. FAY. Yes, Senator Akaka. You know, faculty deal with the
same problem all the time in grading. Everybody wants to make
an A. It doesn’t happen that way. What does happen is if you de-
velop a measure of learning or performance that accurately de-
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scribes or accurately taps what people are supposed to have done,
then if you rate against standards, you will get whatever distribu-
tion you get. I think it would be great if every employee in the gov-
ernment got an “outstanding” and deserved it. I think it is pretty
bad if they all get it and they don’t deserve it, but I think it is
equally bad if 57 percent of them get a “meets standards” just for
some financial purpose.

As a couple of people have said, employees are not stupid. They
figure this stuff out and nothing loses credibility for a system faster
than having any kind of artificial constraint on where people come
out.

Private sector organizations face the same problem and what
they do is a senior manager will go into a junior manager and say,
“I noticed you gave everybody in your unit an ‘outstanding.’ If they
are all outstanding, how come your department is a failure?” That
is, performance rating has to roll up the organization just as the
goals of the organization roll down, and if a department is per-
forming in an outstanding fashion against whatever criteria the or-
ganization has set for that unit, then maybe everybody in the de-
partment does deserve an “outstanding.” If the department is fail-
ing, maybe everybody deserves a “non-acceptable.”

Selzqnator AKAKA. Thank you very much, Dr. Fay. Senator Voin-
ovich.

Senator VOINOVICH. I am certainly glad that I am here today to
hear this testimony. I am going to get the transcript of what Mr.
Gage and Ms. Kelley had to say today and I am going to get it over
to the Departments and get to the bottom of this, because if what
you are saying is true, it is shocking. It is not what we intended
to do. So I just want you to know that we are definitely going to
follow up on what we have heard today, or I have heard today.

How much do you think of some of what is going on is the result
of agencies not having the budget that they ought to have and they
are trying to figure out how they can cut back, and as a result of
that, the systems get shortchanged?

Mr. GAGE. I think that is at the bottom of this whole system. I
have talked with some of our base commanders, who are very good
people and have run very fair bases, and they said, “with this new
pay-for-performance, my money is very tight. Of course, I am going
to tap into that and I am not going to use it for employees. I am
almost forced to do it.”

So I think this is just an elaborate scheme, Senator, to reduce
overall Federal pay. And if you go through the mechanics of it like
we have had to do just to try to understand it, it is just fraught
with bias and prejudice and it is a system that it is going to be
very hard to get out—it is just not going to be named abuse.

So I had better ideas of this. I think Colleen did, too. We really
tried to work with some of these agencies. DOD refused to work
with any of the unions. But I am really concerned that this is the
end of the good part of the civil service as we know it.

Ms. KELLEY. I think definitely the resources is the starting point
of the problem, but they are given X resources and then the ques-
tion is how you spend it, and whether you are going to build a sys-
tem that has any credibility to employees or not. That is not what
has been done. In fact, as I listened to Dr. Fay, I will give you an-
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other example of what we see happen often that is, managers re-
ceive bonuses and awards and not one employee in their group is
recognized with an award or any kind of recognition. So how could
that manager be so successful if every one of their employees were
just OK and did nothing to be recognized?

I mean, there are a lot of flaws in the system that, for me, are
about implementation. So even if you start with the fact there is
not enough money, which there is not, and the agencies need to be
funded to be able to recognize the top performers, that money
should be provided. But whatever the pool of money is, then the
credibility with which it is distributed is about implementation.

So it is really a two-part question for me. It is, yes, the resources
are needed, but then the agencies should be accountable for the im-
plementation of how they spend that money and how they recog-
nize and reward employees. And today, I have yet to see a system
that I could point to that I would say NTEU would support, and
I would like to see that. I have looked at every one of these systems
that OPM and that the Administration point to as successes and
employees will tell you every one of them is an abysmal failure.

Senator VOINOVICH. Ms. Bonosaro, would you like to comment,
and then I have another question for you.

Ms. BoNOSARO. I think that certainly has been somewhat of a
problem in regard to the SES system, and obviously all of the pay
adjustments in the Senior Executive Service are now totally discre-
tionary with the agencies so that even budget issues aside, an
agency could determine not to grant any pay adjustments. But cer-
tainly we have seen some examples over the years where budget
has entered into it. I think right now, there has been a decision at
the NLRB, for example, to give no performance awards because of
budgetary problems.

I think, too, that sometimes what we have thought is that per-
haps the reason that performance awards have been more forth-
coming than more substantial pay adjustments in the SES is be-
cause you don’t then build that into salary. It is a one-time pay-
ment. So that is one of the reasons why one of the legislative provi-
sions we are recommending is to guarantee that some budget be
devoted to the system.

Senator VOINOVICH. We have had 2 or 3 years of pay for perform-
ance in SES and we still have some agencies that are doing great
and others are not doing so great. Would you like to comment
about, first of all, where the agencies aren’t doing a good job, at
least from the surveys that come back, if OPM has really done an
adequate job of getting in there and working with them to find out
what is wrong and why it is not working in terms of what they are
doing versus another agency where the folks understand the sys-
tem and seem to be satisfied with it.

Ms. BonosARrRO. Well, I think just taking one of the areas where
the differences between agencies, where it is most obvious was with
regard to transparency and communicating results and information
about the system, and there were tremendous differences between
the agencies, which was really difficult to understand because it is
not rocket science to share these results with executives.

I think there, OPM Director Springer really did make a very
strong effort as part of the certification process to make clear to
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agencies that communication was critical. So it really is difficult to
understand what is going on there.

I honestly don’t have a good enough sense of exactly what they
are doing beyond the work in the CHCO Council with regard to
some of the agencies.

One of the problems, I think, that makes it difficult to fully un-
derstand some of the disconnects is that all of the data we see, for
example, with regard to pay adjustments, are averages. So when
we see, for example, that Senior Executives rated “fully successful”
receive an average 2 percent pay increase, we don’t know how
many receive no pay increase or how many receive a 1 percent pay
increase or a 5 percent pay increase. So some of the data really
masks some of the differences.

But there are very clear differences and I think one of the really
striking things were some of the poor results at OMB, which is
charged with acting with regard to agency certifications in the sys-
tem. So it is, frankly, a bit baffling.

Senator VOINOVICH. I am very frustrated because we still have
some poor performers out there, and apparently even with OPM in-
volved. Is it your impression that is not being done, that there is
not enough concern at OMB to try to make sure that the system
is successful, or do you think they are just hiding behind the budg-
et, too?

Ms. BONOSARO. I honestly don’t know. I wish we had a good an-
swer for you. I think a lot of this—we have to go back to the begin-
ning and the fact that this legislation was adopted with no hear-
ings. There is no legislative history. So in essence, OPM developed
regulations that took almost a year to do. Agencies didn’t get
geared up quickly enough, and then they were scrambling. I think
the learning curve has been pretty steep and there wasn’t enough,
at least early enough on, not sharing between the agencies that
knew what they were doing or trying to do it well and enough clear
guidance from OPM. But then you had two agencies both involved
in looking at these systems. So I think, frankly, it didn’t get off to
a very good launch and now you are trying to clean it up, frankly.

Senator VOINOVICH. Is the CHCO Council doing any good? 1
mean, it has been in place for 5 years and we have elevated human
capital to a higher level, supposedly, in the Federal Government
where people are paying more attention to the people that work in
the agencies. Is it—or you don’t see any difference?

Ms. BONOSARO. Those of us at this table are invited to the CHCO
Council meetings once a year, so it is a little difficult to comment
on what they are doing the rest of the time.

One of the things, though, that we do believe is that if we still
had the office in OPM that oversaw—that was kind of a focal point
for the Executive Corps, that we would have a much clearer under-
standing of what they were doing and there would be some clearer
direction. Now, OPM, Linda Springer may well disagree with that,
but there are several parts of OPM that have been involved in this
process and I think one clear focal point, having this under their
wing, certainly would have been helpful. And also a good deal more
sharing among the agencies that were doing well. It is just my im-
pression that did not get started early enough and well enough.
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Senator VOINOVICH. Well, I will just finish up with this, that I
think the communication is extremely important and there ought
to be a vehicle there at OMB for that to go on. I know way back
when we got started, I think President Clinton had where you had
a chance to meet with the Administration. Wasn’t there something
set up in the President’s office where the unions had a chance to
come in and talk to some folks and have a chance to have your
voice heard at a high level?

Mr. GAGE. Yes.

Senator VOINOVICH. One of the things that Senator Akaka and
I might do is just to maybe look at some of these things, and who-
ever the next President is, make some recommendations on how we
think we can improve the situation to get this flow of information.
I can’t believe, you say you can’t even get over and talk to the peo-
ple at the Defense Department. That is just incredible. Thanks.

Senator AKAKA. Thank you, Senator Voinovich.

Mr. Gage, you heard Mr. Bunn’s response to my question over
DOD’s intention with the definition of rate of pay. What are your
thoughts on his answer?

Mr. GAGE. Well, they have taken “rate of pay,” which is pretty
simple, three words, and wrote about 12 pages of regulations that
it would go into every aspect of pay, even procedures put in for fair-
ness to employees over time, differentials in pay, night differen-
tials. It would be all subject to management discretion, non-nego-
tiable, can’t talk about it.

Don’t take my word, Senator. It is right there in the regulations.
We have had a number of experts around and met with all our peo-
ple and I feel it is really—it is shameful, what they did, especially
after Congress very directly told them that this stuff was nego-
tiable and restored our bargaining rights, and for them to come
about regulations and then try to submit it at the end of this Con-
gress, and you know this 60-day rule, if you all don’t do anything,
it is in effect, and it is just—well, I think it is dirty pool. It is cer-
tainly not the way to have a discussion or a collaboration on some-
thing as important as this.

Senator AKAKA. Dr. Fay, you testified for pay-for-performance to
work in the Federal Government, there has to be a legitimate ap-
peals system in place for employees who feel they have been treat-
ed arbitrarily or in a biased fashion. What in your opinion com-
prises an adequate appeals system? Do you believe the systems in
place at Federal agencies, particularly ones we have discussed
today, have adequate appeals systems?

Mr. FAY. I can’t speak to all of those agencies, but let me give
you an example from IBM, which is a non-unionized company, gen-
erally speaking. They have a system where if an employee feels
that he or she has been mistreated, arbitrarily treated by the orga-
nization, that they go first to the HR unit. If the HR unit cannot
resolve it to the employee’s satisfaction, it then goes into a system
where someone from a different part of the organization comes in
and hears it, hears the problem and makes a decision.

When it first started, there were a significant number of those
where managers got fired, got pay reduced, had a variety of bad
things happen to them. As time has gone on, managers understand
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that you can’t treat people arbitrarily or unfairly and so a far
smaller percentage do, in fact, turn out in favor of the employee.

But they still run—and another thing they do that I think is
pretty remarkable, very few private companies do this, they put the
person who made the complaint into a pool with other people who
have made complaints. They select another pool who are equivalent
in terms of their performance, in terms of their education, a variety
of things. So they have parallel pools. And then they track the
pools and make sure that people who filed a complaint don’t end
up out in limbo or laid off or anything at any greater rate than
members of the other pool.

That is, they go beyond just hearing and correcting when they
see things are bad. They do two things I think are important. One
is that managers who do behave in an arbitrary, capricious fashion
feel it. They learn not to do that very quickly if they stay. And then
second, they follow up to make sure that the employee does not suf-
fer from having made a complaint, whether it is a supported com-
plaint or not a supported complaint. You know the problems that
whistleblowers in government agencies have and this was IBM’s
attempt, and a very successful one, to prevent people who filed this
particular kind of complaint from being retaliated against.

Senator AKAKA. Well, let me ask my final question to Mr. Gage
and Colleen Kelley. I am very concerned about the low morale re-
ported at TSA and the disturbing picture painted by the responses
to the 2007 DHS employee survey. Based on feedback that you all
received from employees, what are the biggest concerns employees
have with the TSA Performance and Accountability Standards Sys-
tem (PASS)? Mr. Gage.

Mr. GAGE. I interview TSA employees probably once a month
and, for instance, they are supposed to do this one test with a con-
tractor and it basically is they have to pat down, I believe it is a
Lockheed contractor person and they don’t get any feedback from
the person they are patting down. But if they do something wrong
in that pat down, they see that they are rated badly for that very
important standard and they don’t know why. Their supervisor
doesn’t know why. He wasn’t there. He didn’t do it.

So there are so many of these things, while they say they are ob-
jective standards, they are not objective as far as the employee is
concerned. He doesn’t even know what he did wrong. And I hear
that again and again and again. The same thing with the image
test, which is completely unfair. Yet they say, well, you flunked the
test, but why did I flunk it? How did I flunk it? What did I do
wrong? I think I am a good TSO Officer.

So I think that is one of the big things, but the other thing is
the inflexibility of their leave policies and working conditions.
Those are really the two big complaints that I get.

Ms. KELLEY. And I would add that the third one is the issue of
pay and pay raises. There is no TSO who knows what it is they
have to do to get a better pay raise next year, and they would tell
you that pay raises are distributed based on favoritism and cro-
nyism, not based on skills; not based on performance of the job.
And they would say that in the same way it is true for promotions,
whether it is to a lead TSO position or to a manager position.

Senator AKAKA. Senator Voinovich.
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Senator VOINOVICH. As I say, I do my own personal survey and
the last couple of years, I am getting better responses from people,
but I will say that some of them think that their evaluation is too
subjective. I am aware of the fact that somebody else is doing it,
and what you are basically saying is that once it is done, employees
don’t get any feedback about where it was that they failed and they
are left in the dark about their performance.

Mr. GAGE. And by a contractor.

Senator VOINOVICH. Yes. I wasn’t aware of the details of the con-
tract.

Ms. KELLEY. Well, the $1.2 billion contract I mentioned is a new
Lockheed Martin contract, and that is for them to develop and de-
liver a human resources system and delivery of their pay system.
So that is an additional $1.2 billion, with a B, contract, in addition
to the one that Mr. Breul mentioned where they actually come in
and conduct the testing of the TSOs.

Senator VOINOVICH. How long ago was that contract signed?

Ms. KELLEY. I believe within the last 6 to 8 weeks. It is very re-
cent.

Senator VOINOVICH. I will check into it.

Mr. Gage, you testified that DOD refused to work with the
unions. Do you have any examples of when you have been over
there and tried to get some input with them, and who do you con-
tact there?

Mr. GAGE. Well, I have known Mary Lacey for a long time. I used
to—when she was down at Indian Head. It was pretty clear during
the last session of Congress where we were at loggerheads cer-
tainly on the collective bargaining aspects of NSPS, and we tried
some negotiation—one meeting. But it was very obvious that there
just wasn’t discussion. There just wasn’t an attitude of, well, what
are your concerns and how can we work to answer some of your
concerns.

It was basically very—and through the whole collaboration proc-
ess, it was an our way or the highway type of approach and there
was no collaboration. There was no discussion. And I thought that
was kind of odd because Ms. Lacey and I had done a lot of business
in the past. But on this—this was a much different thing. I think
DOD as an organization had their mind made up and they were
going to do it their way and there was no looking back and no turn-
ing around.

Senator VOINOVICH. I think one of the things that I understood
was is that in terms of the implementation of the system, the peo-
ple that are going into the system now are really not the unionized
employees.

Mr. GAGE. Oh, yes. Well, they haven’t been. But under these new
regulations—see, we have wage grade exempted. They are out of
NSPS totally. Why, you might ask? That is a good question. But
the GS, the GS people now are the ones that are—the GS bar-
gaining unit, non-management types, they are the ones that will be
going into NSPS in these coming spirals under these new regula-
tions that they put in. So we are completely concerned about that
and——
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Senator VOINOVICH. My understanding is that they still have to
go down some more spirals before they touch those people in the
Defense Department that are members of your union

Mr. GAGE. They are talking about this fall, or the fall next year.

Senator VOINOVICH. Next year.

Mr. GAGE. Yes.

Senator VOINOVICH. And that part of the reason why that they
may not have had the level of discussion you would like is because
they haven’t gotten to your people yet. That is what I have heard.
When we have had Mary Lacey in, she seems to be very committed
to the system.

Thank you.

Senator AKAKA. Well, I want to thank this panel. The perform-
ance of Federal agencies, as we know, depends on the ability of its
workforce to trust the system that governs employee pay and per-
formance. From improving transparency and communication to
ending quotas or the perception thereof, there remain many prob-
lems with pay-for-performance systems at Federal agencies. We
must address these issues in order to maintain the integrity and
the trust of our civil service and ensure that the Federal Govern-
ment is an employer of choice.

Again, I want to thank all of the witnesses for being here today.
I look forward to continuing to work with you and with Senator
Voinovich to address these issues.

The hearing record will remain open for 1 week for additional
statements and questions from Members.

This hearing is adjourned.

[Whereupon, at 4:56 p.m., the Subcommittee was adjourned.]
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Mr. Chairman and Members of the Subcommittee:

[ appreciate the opportunity to appear before you to discuss the progress to date in the
implementation of pay-for-performance for members of the Senior Executive Service,
National Security Personnel System and others in Government. I want to thank you
Chairman Akaka and Senator Voinovich, for the continuing support you and the other
Members of the Subcommittee have demonstrated for effective performance
management. Since my last appearance before you on this topic, the Office of Personnel
Management (OPM) has continued its work with agencies to implement effective
performance-based pay systems. We continue to evaluate these systems and have
published three major reports in 2007 on system implementation progress. In May 2007,
OPM issued two comprehensive reports assessing the implementation and progress of the
Department of Defense National Security Personnel System and the Department of
Homeland Security Alternative Personnel System. In December 2007, a status report on
all performance-based pay systems was published. These reports can be found at
hitp://www.opm.gov/aps/reports/index.asp.

Today I would like to characterize the evolution of pay-for-performance in the Federal
Government in three major phases — the 25 plus years of alternative personnel systems
prior to 2004, the 3 major legislative performance-based pay initiatives occurring after
2004, and current activities.

(49)
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Alternative Personnel Systems Prior to 2004

OPM, under chapter 47 of title 5, U.S. Code, is permitted to establish and evaluate
personnel management demonstration projects to test whether specific changes in
Governmentwide human resources management policies and practices would result in
improved Federal personnel management. Congress has also, in certain instances,
established agency-specific alternative personnel systems under independent statutory
authority. These include pay-for-performance systems at the Internal Revenue Service,
the Government Accountability Office, the Intelligence Community, and others.

Since the implementation of the first demonstration project in 1980, OPM has maintained
an archive of evaluation data on strategic compensation and effective performance
management. In 2005, we issued a report summarizing the 25 years of successful
experience with all existing alternative pay systems. The report also provided a look at
how performance management systems throughout Government have been upgraded and
judged against stringent standards. The conclusions were significant: agencies were
discarding the General Schedule in favor of more practical classification and market
sensitive pay; performance — not tenure — drives pay; success depended on effective
implementation; over time, covered employees supported alternative pay systems; and,
agencies funded their systems out of existing budgets. It was noted that “progress in
some organizations has been slower, as would be expected with experiments.
Nonetheless, the evidence presents clearly positive trends.”

Major Legislative Performance-Based Pay Initiatives

Senior Executive Service

Members of the Senior Executive Service (SES) have been covered by a pay-for-
performance system since 2004, when Congress provided for their appraisal systems to
be certified as making meaningful distinctions in performance. OPM, with concurrence
by OMB, makes these certification decisions. Agencies must have certified appraisal
systems in order to pay their senior executives above the rate for Executive level III (now
$158,500), up to the rate for level IT ($172,200). Certification is also required for
agencies to be able to apply a higher aggregate pay limitation, equal to the Vice
President’s salary.

Between 2004 and 2007, coverage of SES members under certified appraisal systems
rose from 76 percent of all SES members to 99 percent. By the end 0f 2007, 46 SES
appraisal systems met the criteria for certification.

As implementation of certified appraisal systems has broadened, measurable goals tightly
linked to mission requirements are much more prevalent and agencies are assessing
performance of organizational units, communicating that performance to rating officials,
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and ensuring their rating distribution reflects the unit’s performance. Earlier this year
OPM conducted a survey of career SES members which revealed that 61 percent of SES
members are satisfied with their pay. Additionally, 93 percent of the SES believe their
pay should be based on performance and 91 percent responded that they shoutd be held
accountable for achieving results. Today we are releasing the annual Senior Executive
Service Pay for Performance report for fiscal year 2007 which shows that agencies are
distributing higher performance awards and pay adjustments to their top performers.

While these achievements are a testament to the hard work of agency personnel, more
can be done to improve the process. OPM continues to work closely with the Chief
Human Capital Officers Council and the agencies to ensure progress is achieved.

As you know, the Chief Human Capitat Officers Council has been an important partner in
our efforts to implement pay-for-performance. The Council’s Subcommittee on
Performance Management worked with OPM on the development of the SES
Performance Appraisal Assessment Tool (SES-PAAT). Agencies use the PAAT to audit
their own SES appraisal systems and performance plans against certification criteria to
ensure their systems have sufficient rigor. A CHCO Council Training Academy was held
to solicit agency feedback on the tool. Additionally, the Subcommittee held a session on
pay-for performance best practices where agency leaders shared information with others.
Finally, just last week, at its July 14 meeting, CHCO Subcommittee members discussed
lessons learned from the interviews OPM conducted with agencies regarding the survey
of the SES. In addition, we plan to showcase lessons learned from those agencies that
scored well on the SES survey during our August CHCO Council Training Academy
Session. The Council and OPM are continuing to collaborate on identifying and sharing
best practices and supporting the continued success of the program.

National Security Personnel System (NSPS)

OPM and the Department of Defense (DoD) have been partners in developing and
revising the National Security Personnel System since Congress authorized its creation as
an alternative personnel system when it enacted the National Defense Authorization Act
for fiscal year 2004. Since then approximately 180,000 civilian employees have
converted to this system. Under NSPS, jobs are placed in broad pay bands based on the
nature of the work being performed and required competencies. Pay increases are based
on performance. In addition to strengthening the link between pay and performance, this
system gives DoD more flexibility in assigning employees new or different work, and the
ability to promote broader skill development and advancement opportunities within pay
bands.

NSPS has strengthened communication between employees and managers reinforcing
accountability at all levels. We also have seen widespread agreement among employees
and supervisors that they now have a better understanding of expected performance and
how their jobs align with the mission of their organization and a strong link between
employee performance ratings and pay. Annual raises and bonuses under NSPS are
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based on performance, and higher pay increases are provided to the highest performers.
Under NSPS, the quality of performance plans and assessments is improving.
Continuous program evaluation provides a mechanism for routine feedback and system
enhancements in areas such as protocols.

Regulations governing NSPS are being updated jointly by OPM and DoD to conform to
statutory changes made in the National Defense Authorization Act for fiscal year 2008
and to make necessary adjustments based on lessons learned. These changes include
excluding blue-collar employees from coverage under NSPS and requiring all employees
with a performance rating above “unacceptable” to receive at least 60 percent of the
annual Governmentwide General Schedule pay increase, as well as changes related to
matters other than pay and performance management. Proposed regulations were
published in the Federal Register on May 22, 2008. We are currently reviewing
comments and we expect to publish final regulations this fall.

Department of Homeland Security (DHS)

In May 2007, OPM published a report on the status of the DHS alternative pay system.
While DHS has not implemented a pay-for-performance program for its employees at
DHS Headquarters, the Transportation Security Administration (TSA), a component of
DHS, has initiated the Performance Accountability and Standards System (PASS)
program for its Transportation Security Officers (TSO) and many other TSA employees.
This pay-for-performance initiative provides at a minimum a Comparability Equivalent
Increase (CEI) equal to the cost-of-living increase mandated by Congress in the
Consolidated Appropriations Act of 2008 to be paid to all DHS employees. Additional
PASS benefits above and beyond the CEI are based upon individual performance. A
summary of the pay for performance payout has been provided in the testimony
submitted to the Subcommittee today by TSA.

Current Activities

Demonstration Projects

There has been continued interest in performance-based pay systems. Four new
demonstration projects have been proposed within the last year. OPM has given final
approval for a demonstration project at the National Nuclear Security Administration at
the Department of Energy, and preliminary approval to the Veterans Health
Administration at the Department of Veterans Affairs, the Office of Federal Student Aid
at the Department of Education, and the Food Safety and Inspection Service at the U.S.
Department of Agriculture. At this time there are a total of five demonstration projects
underway, including the DoD Acquisition Demonstration Project. The Department of
Commerce demonstration project was converted to a permanent alternative personnel
system in March of this year.
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Latest Findings

As ] mentioned in the beginning of my remarks, OPM issued a report last year on the
status of all performance-based pay systems. At that time, nearly 300,000 Federal
employees were working under performance-based pay systems. Since then,
approximately 50,000 additional employees have been brought under the Department of
Defense’s NSPS.

Our report concluded that pay-for-performance systems continue to be successful, based
on numerous evaluations and a demonstrably stronger link between pay and performance
than under systems where pay is based on longevity. Successful implementation of
performance-based pay has come only after substantial effort, but has resulted in
transformed performance cultures that are much more results-oriented than previously. It
should come as no surprise that these pay-for-performance systems are better able to
recruit and retain a high-quality workforce.

I remain firmly convinced that pay-for-performance is critical for attracting a 21
Century workforce. Results demonstrate that given time and proper implementation,
performance-based pay systems can be effective for the Federal workforce.

Mr. Chairman, thank you again for the opportunity to be here today. I'd be happy to
answer any questions you or other Members may have.
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Good afternoon Chairman Akaka, Ranking Member Voinovich, and Members of the
Subcommittee. My name is Richard Spires and 1 am the Deputy Commissioner for
Operations Support of the Internal Revenue Service. I am pleased to be here today to
discuss IRS’ efforts to implement pay for performance and respond to questions from the
Subcommittee.

The IRS is not new to the pay for performance issue. We have over seven years of
experience working on this matter, and we have tried to move deliberately to implement
such a system for our more than 7,000 managers. Though there have been some bumps
along the way, the creation of paybands and compensating employees for the quality of
their work rather than their longevity with the agency has helped the IRS respond to the
challenges presented in turning the agency into a modern and more efficient, 21 century
organization.

The Senate recently confirmed Doug Shulman as the 47" Commissioner of the IRS.
Commissioner Shulman has made it clear that one of his priorities as Commissioner is to
reach our human capital goals. He understands the IRS probably has more interaction
with individual Americans than any other Federal government agency. As such, he
knows how important it is that we all do our jobs well because how we do our jobs
probably shapes how Americans view their government.

By supporting and motivating employees through exceptional human capital programs,
we can recruit and retain a highly skilled and high performing workforce. And if we can
do that, the IRS will have what it needs to be an employer of choice and achieve our
mission.

The Commissioner knows that our pay for performance program is an important
component of a strong human capital program.
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Today, I would like to offer you some background on why IRS introduced pay for
performance, discuss a report issued by the Treasury Inspector General for Tax
Administration (TIGTA) and how we responded to their recommendations, stress the
importance of performing evaluations in a fair, non-discriminatory manner, and finally
offer some observations on what our seven years of experience has taught us about
implementing pay for performance.

Background

In 1998, Congress passed the IRS Restructuring and Reorganization Act (RRA). As the
name of the law indicates, RRA totally transformed the IRS and changed dramatically the
way we did business.

For example, prior to enactment of RRA, IRS was organized geographically with
leadership organizations and decision-making by managers dispersed across the country.
After enactment, however, we reorganized along functional lines to support the different
taxpayer segments — Wage and Investment, Small Business/Self-Employed, Large and
Mid-Sized Businesses, and Tax Exempt/Government Entities — with much of the senior
leadership based at the IRS headquarters located in Washington, DC.

Recognizing the dramatic shift that this and other changes included in RRA required and
the potential impact on the tens of thousands of employees that might be affected,
Congress included personnel flexibility provisions that authorized the Secretary of the
Treasury to establish one or more paybanding systems covering all or any portion of the
IRS workforce under the General Schedule (GS) pay system, subject to criteria to be
issued by the Office of Personnel Management (OPM). Accordingly, OPM prescribed
criteria for IRS payband system that followed the principles included in RRA in
December 2000.

In providing this flexibility, Congress recognized that the IRS needed the ability to recruit
and retain high-quality leadership to transform the Service into what Congress envisioned
when it enacted RRA. Accordingly, IRS would have the flexibility to design its salary
and incentive structures to support mission accomplishment, base pay decisions on
performance rather than length of service, and implement a new Performance
Management System that was aligned to organizational performance.

Program Implementation

We implemented the first payband in March 2001. It was directed to Senior Managers
(SM) and it consolidated Grades 14 and 15 in the GS into a single 10-step payband. This
payband had salaries ranging from the equivalent of a GS-14 Step 1 through a GS-15
Step 10. Under the new system, Senjor Managers continued to receive their basic pay,
including locality pay, similar to that provided to GS employees. The entitlement to step
increases that were previously available under the GS system was removed. Employees
were eligible every two years for a performance based increase, and progressed to the
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next step within the payband if their performance ratings met or exceeded certain
performance standards.

A similar payband structure was implemented in November 2001 for the new IRS
campus functions, including Accounts Management, Submission Processing, and
Compliance. This payband for Department Managers (DM) incorporated salary grades
GS-11 through GS-13 into a single 16-step payband.

From two critical perspectives, implementation of the flexibilities was critical in
successfully carrying out the mandates of RRA.

First, implementation of the new Performance Management System allowed us to link
manager performance to the functional goals of the organization. Managers and their
supervisors would develop specific goals and objectives designed to further the goals of
the functional unit and the 1RS. The manager could then be evaluated at the end of the
year based on his or her success in meeting the agreed to goals.

Second, implementation of the paybands helped us realign Senior Management positions
as the organization shifted from a decentralized, geographic based hierarchy to an
organization where leadership was based on functional needs. It also helped realign
Department Managers in our campus functions.

Former IRS Commissioner Everson decided to continue expansion of pay for
performance in line with the President’s Management Agenda. In September 2005, the
IRS implemented a Frontline Manager (FM) payband using the same criteria as for the
Senior Manager and Department Managers — the Office of Personnel Management
criteria from 2000. Beginning in 2002, the IRS had an independent contractor conduct
multiple evaluations of the SM and DM paybands. The results of these evaluations and
feedback from Executives and SM and DM employees afforded the IRS the opportunity
to incorporate modifications to the design of the FM payband.

Unlike the SM and DM paybands, the FM payband consisted of 11 single-grade bands
(GS 5 through 15) with open-rate ranges of pay (no steps) that are the same as the GS
Pay System for the correlating grade. Also unlike the original paybands, Frontline
Managers are eligible for a performance based increases to their salary each year. The
performance based increase replaces the GS Pay System within-grade step increases,
quality step increases, and annual across-the-board pay adjustments.

Effective March 2006, the SM and DM paybands were modified to incorporate a stepless
design (range of rates) and an annual review, just like the FM payband. However, SM
and DM paybands remained multi-grade paybands. For example, the SM payband has a
minimum rate of GS-14 Step 1 and a maximum rate of GS-15 Step 10. Only the 10 step:
within this range that were established when the program was originally designed were
eliminated. Similarly, the DM payband ranged from GS-11 Step | to GS-13 Step 10 and
the 16 steps were removed. All managers continue to receive the GS locality pay for
where they work.
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TIGTA Report and IRS Response

In July 2007 the Treasury Inspector General for Tax Administration (TIGTA) published a
report entitled The Internal Revenue Pay-for-Performance System May Not Support
Initiatives to Recruit, Retain, and Motivate Future Leaders (Ref. Number 2007-10-106).

The overall objective of this review was to determine whether the IRS pay for
performance system effectively links compensation to individual performance. The
report analyzed the implementation of the IRS pay for performance program, more
specifically the implementation of the FM payband, and made four specific
recommendations for program improvement.

The first recommendation concerned the fact that the payband system for Frontline
Managers essentially retained the GS pay system and only removed the incremental steps
within each grade. The single grade band structure was implemented to meet the diverse
needs of the IRS workforce and mission, while recognizing the wide variety of
occupations and grades that were difficult to group into common levels of work. And
while the creation of broad occupational paybands has some obvious benefits, this
allowed the focus to shift to performance based pay, and preserve the current
classification framework until other occupations can be banded.

The second recommendation related to the fact that the IRS Commissioner retains the
authority to determine the level of pay increases for managers, and TIGTA recommended
that the IRS Commissioner guarantee a salary increase to those mangers who are rated as
having “Met” performance expectation. Specifically, the fear was that the Commissioner
could determine not to provide an increase to managers who were classified as having
“Met” performance expectations. This would mean such a manager could end up with
less of an increase than a comparably situated employee under the GS system. This in
turn could possibly act as a disincentive for individuals to move into management slots.

However, since the inception of the IRS paybands in 2001, thosc managers with a “Met”
performance rating have received a performance based increase that was the same as the
increase provided to all GS employees. We continued that practice this year when we
announced on May 21 that the GS increase would be the minimum increase for Met
ratings and above.

The third recommendation was that the IRS should consider alternative sources of
funding for the performance based salary pools and ensure amounts dedicated for
increases are sufficient to both reward top performers and compensate other managers
equitably, based on their performance.

Finally, TIGTA recommended the Chief Human Capital Officer should offer employees
an opportunity to express concerns and questions about the new pay system directly to
Human Capital Office experts. TIGTA further recommended that that there be an effort
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to communicate more openly and timely with employees before implementing any new
changes to the employee’s compensation and benefits.

The IRS takes seriously the TIGTA recommendations. We have already implemented
one of the recommendations by improving communications with affected managers. Late
last year, we completed a strategic communication framework. As part of this we
partnered with management associations such as the Federal Managers Association
(FMA) and the Professional Managers Association (PMA) as well as our internal
stakeholders on communications relating to performance based increases and other
aspects of pay for performance. Through this partnership, specific communications were
developed to address questions surrounding performance based increases and shared with
all managers. In 2006 managers expressed frustration and discontent that they were not
informed until October that a “Met” rating would receive an increase equivalent to the
GS. Consequently, in 2007 managers were informed in June that managers with a “Met”
performance rating would receive a performance based increase equivalent to the GS.
And, as I mentioned earlier, we made the similar announcement for 2008 in May.

In addition, we conducted a survey in February 2008 to determine how best to
communicate with managers. We wanted to know how managers liked to receive their
communications so we could tailor our program to meet those needs.

We also continue to conduct outreach sessions and focus groups to obtain stakeholder
(employees, executives, and representatives from FMA and PMA) input on the IRS
Paybanding System.

We have also updated our Payband Resource Center for Managers as information
becomes available, and posted the performance based increased values, an updated salary
calculator, and other frequently asked questions.

We also agreed with two of the recommendations. In fact, prior to the TIGTA audit we
had already initiated a third-party evaluation of the IRS Pay for Performance System in
its entirety, including an assessment of the Frontline Manager payband and a review of
the performance-based salary pools. Since the IRS just implemented the FM payband in
2005, and redesigned the SM and DM in 2006, the IRS has just completed its second
performance based increase and now can begin to evaluate trends. That evaluation is
being conducted in three phases over a five year period, and will determine whether, and
how strongly, our current pay-for-performance system supports our human capital
organizational goals to recruit, retain, and motivate future leaders. We are also
considering the TIGTA recommendation for modifying the IRS FM pay system.

The one recommendation that we did not agree with was the one that would
inappropriately reduce the authority of the IRS Commissioner and guarantee a salary
increase to those managers that were rated as having “Met” expectations. As I indicated
earlier, the Commissioner has always approved a standard increase for those that are
rated as having “Met” expectations.
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I should point out that OPM issued proposed changes to the IRS broad banding criteria in
April 2007. The proposed revised criteria did not guarantee or provide for a minimum
base pay increase for employees rated “Fully Successful” (i.e., a rating of “Met” under
the IRS performance appraisal system). The Professional Managers Association, Federal
Managers Association, and the National Treasury Employees Union commented that
employees rated “Fuily Successful” or “Met” should be guaranteed an increase at least
equal to the base pay increase in the band rate ranges. OPM is considering these
comments, along with Treasury’s and IRS>s views concerning a minimum base pay
increase for “Fully Successful” employees, as it develops the final regulations. Itis
possible that OPM could decide to revise the criteria to guarantee a minimum increase for
“Fully Successful” employees.

Performing Evaluations Fairly

IRS has approximately 7,200 permanent managers. Of this total, approximately 5,300 are
permanent Frontline Managers; 1,500 are permanent Senior Managers; and 350 are
permanent Department Managers. During filing season, the IRS may have an additional
1,000+ temporary managers.

To maintain credibility in the performance management evaluation process, it is
important that performance evaluations be done in a fair, non-discriminatory manner.
IRS is committed to that.

The performance evaluation process really begins a year in advance when managers meet
with their supervisors to discuss their goals for the year and how they plan to meet those
goals. They meet again mid-way through the year to discuss progress toward those goals.
Finally at the end of the year, the supervisor meets again with the manager and rates him
or her based on one of five levels of performance: Outstanding, Exceeded, Met,
Minimally Satisfactory or Not Met.

In an effort to further monitor the performance evaluation process and to ensure
objectivity and consistency, the initial evaluation of a supervisor will be reviewed by a
Performance Review Board (PRB). It is the policy of the IRS that annually each
division/function will review the summary evaluation ratings of their managers on a
corporate basis. Each PRB ensures that ratings consistently reflect similar performance
across work unit lines, and validates that the ratings support individual and organizational
performance.

Within the IRS, performance based increases as well as bonus parameters are consistent
across all functional units. That means that a manager within our Wage and Investment
Division who is rated as “Outstanding” will receive the same performance increase as a
manager in our Small Business division with an identical rating. Managers across all
functional units with the same rating will receive the same performance based increase.
Each functional unit has discretion to determine the specific performance bonus amount;
however, the overall performance bonus parameters are applied across functional units.
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Accordingly, the performance based increase for Outstanding will always be greater than
for someone who was rated as “Exceeded,” which in turn will be higher than someone
rated as “Met.” Someone who was rated “Not Met” would not receive any performance
based increase.

A similar system exists for bonuses. A manager receiving an “Outstanding” summary
evaluation will receive a bonus. Someone rated as “Exceeded” may receive a bonus and
someone who is rated as “Met” would only receive a bonus under extraordinary
circumstances.

It is also important that evaluations be made free of any discrimination based on race,
gender or national origin. We asked the third party contractor that is conducting the
overall evaluation of the entire program to look at this issue and offer its assessment. The
contractor has concluded its evaluation and found that since Fiscal Year 2004, there has
been no disparate impact on any group of employees in the Senior Manager (SM),
Department Manager (DM), or Frontline Manager (FM) paybands. The contractor
analyzed the trends of the ratings data grouped by gender, age (Over 40 and Under 40)
and ethnicity. In each group, ratings trended in a similar path to the average ratings
across all groups.

Lessons Learned

As the interest in pay for performance escalates across the Federal government, the IRS
finds itself in the unique position of having information to share. We have certainly
gained experience along the way, made adjustments to our system, and are still learning
as we go. We will continually reassess all aspects of our pay for performance system and
refine it to support the mission and goals of the IRS.

Based on our seven years of experience with our own program, we can offer some
suggestions that might prove useful to agencies that might pursue paybanding or pay for
performance in the future.

Specifically, we have found first-hand that a successful pay-for-performance system must
incorporate the following key elements:

e Agencies should move deliberately and cautiously to implement the program that
is “right” for its organization. There is no “cookie cutter” program that an agency
can adapt as its own;

» Communication is critical. Managers must understand how the program will
work and how they will be affected. There also must be forums to have their
concerns and questions answered;

» An effective performance evaluation system must be in place. Managers must
understand the basis for their evaluation and there should be a review system in
place to make sure evaluations are being made on a consistent basis;
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» Supervisors/managers must be trained properly on how to use the system and
make sound evaluations; and

e On-going program evaluation is essential to ensure that the pay for performance
system is operating as intended. Agencies must be willing to modify and revise
their systems to meet the changing needs of their organizations.

Summary

We have found that a properly implemented pay for performance plan can have obvious
positive benefits for any agency. Perhaps most important of these is the fact that
employees are rewarded for the quality of their work and not the tenure in their job. But
perhaps equally important is the fact that such a system necessitates that managers at all
levels are forced to interact in such a way that they discuss the agency’s goals and how
their individual performance relates to those goals.

As I indicated at the beginning, we tried to move deliberately in implementing pay for
performance, but we still faced numerous bumps in the road. However, the benefits far
outweigh the problems. It has helped us make the organizational transition required by
RRA and link compensation to performance.

Thank you again, Mr. Chairman for the opportunity to be here and I am happy to respond
to any questions.
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Good afternoon, Chairman Akaka, Ranking Member Voinovich, and distinguished
members of the Subcommittee. I am pleased to be here today to discuss the progress the
Transportation Security Administration (TSA) is making on the development and
implementation of its pay for performance system.

As you know, Congress created TSA as a performance-based organization. We believe
aligning pay and performance to create a highly motivated workforce enhances our
nation’s security. A motivated workforce is alert, on-the-go, ready to act. It is precisely
the kind of workforce we need to win a war against an enemy seeking to harm us by
exploiting our nation’s transportation system. Pay for performance rewards technical
proficiencies and workplace behaviors in ways that simply cannot be duplicated by the
General Schedule as applied to other federal employees. And at TSA, it rcewards
employees for successfully securing our transportation network.

Not only does pay-for-performance benefit the American public, but it benefits each and
every TSA employee working shoulder-to-shoulder with one another. Our collective
strength is based upon the motivation of each individual. To prevent another terrorist
attack utilizing our transportation network, every TSA employee on the front line wants
the person working next to him or her to have the same dedication and sense of mission
that they possess. Pay-for-performance also advantages TSA as an organization. It has
strengthened accountability by our supervisors, whose own performance is evaluated by
how effectively they administer the program.

TSA’s pay-for-performance system is a vibrant one. We have made continual efforts to
improve the program, as evidenced most recently by a series of changes adopted at the
beginning of 2008.
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Development and Implementation of a Pay-for-Performance System

The Aviation and Transportation Security Act (ATSA), P.L. 107-71, required that an
individual employed as a security screener may not continue to be employed in that
capacity unless his or her evaluation demonstrates that the individual (A) continues to
meet all qualifications and standards required to perform a screening function; (B) has a
satisfactory record of performance and attention to duty based on the standards and
requirements in the security program; and (C) demonstrates the current knowledge and
skills necessary to courteously, vigilantly and effectively perform screening functions.

This congressional mandate resulted in the creation of TSA’s pay-for-performance
system. Developmental efforts included interviews with senior management, focus
groups and large group meetings with Transportation Security Officers, teleconferences,
written surveys, and reviews of internal and external best practices. Information-sharing
meetings were held with senior leadership and the managers and staff of the major
organizational elements within TSA. A nationwide performance management system
“Best Practices Survey” was sent to Federal Security Directors and two nationwide
performance management system surveys were distributed. This extensive data
collection effort was undertaken so that the people whose performance would be
measured had a role to play in developing the system.

TSA examined and analyzed a variety of performance management documents in use at
airports across the country, including: procedural memoranda for testing, evaluating,
remediating, rewarding or disciplining performance; performance management
handbooks; performance agreement templates and forms; job aids; observation
checklists; and training calendars. The program was validated further through a survey
conducted among the same airport staff who participated in area focus groups in June
2005 and a single follow-up focus group at TSA Headquarters. As part of the survey, the
screening workforce also voted on the name of the system. On April 1, 2006, the
Performance Accountability and Standards System, or “PASS”, went into effect.

PASS underscores our focus on individual and organizational performance rather than on
employee tenure - the higher the level of performance, the higher the level of financial
reward. Under PASS, TSA has established specific performance levels and set pay in
connection with those performance levels. PASS currently applies to our Transportation
Security Officers (TSOs), Lead TSOs, Supervisory TSOs, some Master and Expert TSOs,
and our Security Managers. These individuals constituted a workforce of 38,558 in the
2007 PASS performance cycle and comprise the front line of our national security
mission by operating security checkpoints at our nation’s airports and screening over two
million individuals daily.

PASS is driven by validated data. Its performance metrics are standardized, measurable
and observable. A premium is placed on continuous education, training and
communication. PASS components include management proficiency, technical
proficiency, readiness for duty, training and development, collateral duties, supervisory
accountability, and competencies such as customer service, decisiveness, oral
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communications, conflict management and teambuilding. These components reinforce
organizational values and promote professionalism and strong leadership. As [
previously indicated, our supervisors have a significant commitment to PASS and are
evaluated on how effectively they administer the program. Successful implementation of
PASS is a component of their PASS rating.

Continual Improvement to Address Employee Concerns

TSA was not satisfied to simply roll out the PASS system. Since its inception, PASS has
been monitored on a continual basis and suggestions are actively solicited from the
workforce. These suggestions — many of which came from the National Advisory
Council (NAC) that will be discussed later - have resulted in a number of changes.

In 2008, TSA will issue revised Standard Operating Procedures (SOPs) and will roll out
significant new training as part of our ongoing Checkpoint Evolution initiative. We want
our employees focused on doing their jobs instead of being overburdened with
administrative requirements. SOP tests and three assessments have been removed for
some job categories, thereby sharply reducing PASS administrative requirements. We
reduced the number of core functions associated with all positions and we introduced a
quick “One-Click” interface to PASS Online that greatly reduces the amount of time
spent online entering employee performance information.

Additional changes include elimination of named categories (such as “Role Model of
Excellence™) and replacing complex business rules with numeric scores. At the end of the
performance period, payout levels will be distributed based simply on the points, out of a
total of 100, an employee earns during the performance period.

PASS is a vibrant system and we will continue to study ways to improve pay for
performance for our workforce.

The Role of the National Advisory Council

TSA is dedicated to listening to and addressing the concerns of its employees. An
ongoing dialogue on employee-related issues is critical to maintaining an effective
workforce and ensuring a successful pay-for-performance system. One of the most
effective venues for maintaining a constructive dialogue has been through the National
Advisory Council.

The NAC is composed of TSA employees from around the country selected by their
peers to two-year terms to interact regularly with TSA leadership and program offices on
employee-related issues. Its role as a forum for candidly discussing PASS and other
employee-related issues has been invaluable. Both TSA Administrator Kip Hawley and I
have participated in every single quarterly meeting and most monthly conference calls
with the NAC. [ have found the open and honest dialogue with my fellow workers one of
the most rewarding aspects of my job. It is an effective way of obtaining unfiltered
feedback from the frontline workers, engaging in in-depth conversations with one another
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about the challenges facing our agency, and for finding constructive solutions in an
inclusive and expeditious manner. Not only does the NAC assist me and all of TSA’s
leadership in identifying improvements to PASS, it also enables TSA to respond to our
TSOs regarding their overall compensation and benefits program.

A clever and patient terrorist can find ways to exploit our technology and our standard
operating procedures. However, that terrorist is far less likely to exploit the capabilities
of a motivated and well-trained workforce which remains fully engaged in performing
their jobs. By maintaining an ongoing dialogue with our workforce through the NAC and
other forums, we are building and retaining a motivated workforce. By listening to our
employees and by acting upon their concerns, we are continually improving PASS. And,
in the fight against terrorism, the preservation and improvement of our workforce focuses
on the resource most likely to ensure our protection.

Effectiveness of Pay-for-Performance

The effectiveness of our pay-for-performance system is borne out by the statistics. Over
50% of our TSO workforce has been on the job for four years or more. The average
tenure of our TSO workforce is 3.5 years. TSOs who stay with us more than six months
are likely to remain with us for the long term.

In Fiscal Year (FY) 2007, the TSO voluntary attrition rate was 17.4%. For full-time
Officers, the voluntary attrition rate was 11.6%, which includes transfers to DHS
components and other Federal agencies and voluntary retirements. When you eliminate
that “positive attrition,” the full-time TSO voluntary attrition rate was 8.43%. The FY 07
attrition rate for part-time TSOs was 37.4% (35% when you eliminate the same “positive
attrition”). It is typical in any work environment that part-time attrition is much higher
than that of full-time workers. TSA has increased the number of part-time hires to
provide the flexibility needed to efficiently address airline scheduling. When viewed
separately, full-time and part-time voluntary attrition have declined steadily since 2004.

Pay-for-Performance Payout

The most effective way to describe the payouts that TSA has paid to its workforce under
PASS is illustrated in the chart below. As these figures show, over 60% of the PASS-
covered workforce received a payout in 2008 based upon their work performance in 2007
that fell into the two highest performance levels. Performance in 2007 improved
significantly over the previous year, suggesting that the motivation associated with pay-
for-performance drives an employee to excel. And it is that striving for excellence that
aids securing our homeland.

The amount of PASS benefits paid out in FY 2008 has increased over the previous year’s
amount. The 2008 payout (based upon 2007 performance) totaled $76,776,511.00,
without benefits, as opposed to a total 2007 payout (based upon 2006 performance) of
$67,947,085.00. The figure below illustrates the 2008 payout for the 2007 performance
period under each of the five ratings.
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2008 Payout for 2007 Performance Period

Number Rated FY08 Payout
Rating Concept in FY07 (FY07 performance)
Role Model of Very 15.38%  JCEI* + 3.5% increase + $2,000 bonus
Excellence substantial
increase
Exceeds Fairly 45.96%  JCEI* + 2% increase + $1,000 bonus
Standards substantial
increase

Achieves Plus § Small increase 26.68%  {CEI* + 1% increase + $1000 bonus

Achieves Small bonus 11.57%  JCEI* + $500 bonus
Standards

Does Not Meet] No increase <1% CEI* only
Standards 1

* Comparability Equivalent Increase for Jan. 2008 was 3.5%.

TSA Workforce Incentives

In addition to providing pay-for-performance, TSA is continually looking for other ways
to create workforce incentives. A few examples include government contributions at the
full-time rate for health benefits for part-time TSOs, new career opportunities, and the
creation of split shifts.

Part-time TSOs are a critical component of TSA’s flexible security approach. These
same employees generally pay a higher percentage of total costs of health insurance than
full-time federal employees. These higher health benefit costs become an impediment to
retaining part-time employees. Consequently, to provide more affordable health care
coverage and retain part-time TSOs, TSA worked with the Office of Personnel
Management to permit part-time TSOs who elect Federal Employee Health Benefits
coverage to pay the same Jower cost for health benefits as full-time TSOs. In some cases,
this workforce incentive has saved part-time TSOs up ta 65 percent of the cost of health
care.

Career opportunities for TSOs were expanded by creating a new full-performance level
position and through the implementation of the Behavior Detection program, which
utilizes behavior observation and analysis techniques to identify potentially high risk
individuals based on deviations from security baselines. TSOs have opportunities to
advance if they apply and are selected for these positions.

To more effectively utilize TSO resources and meet scheduling demands at airports, TSA
increased the use of split shifts. Split shifts are comprised of two shifts (generally one in
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the a.m. and one in the p.m.) with a break of at least two hours between the shifts. The
use of split shifts provided TSOs with additional opportunities for fuil-time employment
by working shifts that are otherwise staffed with two part-time TSOs. In addition, at
some airports, TSOs who are assigned to work split shifts are able to work 10-hour shifts
four days per week, which is especially helpful in reducing the cost of commuting to
work.

Pay-For-Performance.: The Optimal Performance System

The morale of our workforce is positive. It is reflected not only by the statistics but by
the enthusiasm with which I am greeted by TSOs at NAC meetings and at airports around
the country.

It is not coincidence or luck that provides safe skies, roads and rails. It is the creation and
preservation of a layered system of security. While significant advances have been made
in our technology and security processes, each day’s success begins and ends with our
people. The motivation of those employees is a critical ingredient to our success. |
believe pay-for-performance plays a significant role in motivating and sustaining an
exceptionally talented and well-performing workforce.

In the post-9/11 environment, pay-for-performance provides our employees with the best
system to ensure accountability in a fair and objective manner while promoting security
in the transportation domain. The pay-for-performance system enables TSA to succeed
in its mission of ensuring accountability, enhancing professionalism, and promoting
security.

TSA is committed to maintaining a fair and objective system for measuring performance
and assuring that its workforce remains accountable to the public to provide security of
the highest standard. Thank you again for the opportunity to bring you up to date on our
progress with this important system.
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[ Introduction

Goed afternoon Mr, Chairman, Senator Voinovich, and distinguished Members of the
Subcommittee: Thank you for the invitation to testify at today’s hcariﬂg, Itis my pleasure to
provide a status report to this Subcommittee on one of the Intelligence Community’s (1C7s) most
impartant strategic human capitai illitiath’(:é: the National Intelligence Civilian Compensation
Program (NICCPY: In this‘regard, I will describe the business and‘mission “case” for the
NICCP; some of the principles. we established fo. guide its design, deve!opmcm, implementation
and evaluation and how we ha»;e addressed them in the several Intelligence Community
Dizectives (IC Directives) that establish the Sy'steﬁ -and our phased implementation schedule:
As requested, will also:pay particular aitention to how we will prepare managers to administer
the NICUP  as weﬂ as 1o how we will deal with the potential for bias and guotas in their
evaluation of employee performance. Inaddressing these points, Fwould note that we recently
provided this Subcomumitiee with a copy of a comprehensive report on the NICCP (along with
its-enabling 1C Directives) that-was requested last yearby the Housg and Senate Intelligence
Committees. |

By way of background, the NICCP is modeled after the National Geospatial-

[
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Intelligence - Agency’s (NGA’s) innovative perforiance-based pay system, which has been
operating successfully for a decade. - The product of over two years of extensive inter-agency
callaboration, 1hc‘NICCP’s five enabling 1€ Directives commit the DN and the heads of the
various departments and ageneies that have the authority to sct the pay o‘f their1C emplovees
to-a common set of pay and performance managentent policies and préc{ices; howeyver,
‘hecauge of our complex statutory context (described below), they will be implemented via
departmental and agcncy personnel regulations. Forexample; in ‘DOD, the NICCP’s
Directives will be implemented. as part.of the Department’s Defense Civilian Intelligence

Personnel: Systenr. established by the Congress in'] 996-under title 10, USC.

II. The Case for Action

Today’s cofr‘)p!ex national security challenges underscore the nee‘d for an IC workforce
Iha.t is second to none. Outmoded civitian personnel policiesand practices: especially those
dealing with pay and performance management, are-an impediment to excellence. The NICCP
is ‘our response. It will establishi'a 217 cenitury pay:and perforimance managémem framework for
!hekU.S} Intelligence Comimmity. one that 1s:far more p‘erfbrmzmce-based and market sensitive
than'the General Scheddle. Tt will also transcend departmental and agency boundaries to better
integrate-and unify the IC. That is the essence-of our “case for action.”

‘First, and most impoertantly, the NICCP 1s designed to-transforny the IC. That is the
mandate given the DNI and this effort rhay be one of its most powerful Tevers. As 1 will discuss
in a moment, the NICCP serves as a unifving force, helping to bind the Conmunity together.
That is transformatiﬁnal in a general sense: Howéver, n myview, its p()[ﬁi;ltiai impact is'even

greater at the.individual and organizational level. In this regard, the NICCP includes a set of 1C-

[95)
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wide performance management principles and policies that. among other things, require that IC
employees be évaluated on such transformational behaviors as personal leadership-and integrity,
collaboration, and critical thinking! Eikewise, their managers will be assessed on how well they
promote and-enable these behaviors: 'i,’hesé “performance elements™ are at the heart of
intelligence reform, and when they are linked to performance and pay, they:will help foster a
new, more intégrated and-collaborative IC culture.

Second; tthIC CPwilli to fhc extent permitied by law; assure-a “level playing field”
among.the 17 agencies that comprisethe IC. The impémmcc of this cannot be overstated.
Unlike the rest of the Federaleivil service. most of the major Ic agencies fall-outside the
coverage of title § of [hé US Code (USC). as'well as the rules and regulations of the Office of
Personnel Management (QPM): I‘ or example, personnel authorities for the Central Intelligence
Agency (C1A) and thé Oftice of the Dirccior of National: Intelligenice (ODNI) are codified in title
30 of the Code, whereas Depemméni‘ of Defense-intelligence agencies have thelr own-personnel
authorities under title 10. "I addition, the Congress has authorized both the Department of
Homeland Security and the Federal Buréau of Investigation to waive certain key title 5
provisions (forexample, those dealing with pay and job classification). When vou include
those IC eleménts that remain under fitle 5; there are no fewer than six separate personnel
systems covering IC employees:

in fact; after much éoliahoraﬁ(m, wehave ;rknzmaged to- createan overarching
Compcns;ition framework that cuts across the lines of 17 ageﬁcies (15 of them in.six cabinet
departinents) thit comprise the 1C and binds thém[ogerher under a.common set of pay-and
performance mémagemen’t policies. That is what ‘may make the NICCP unique... to my

Knowledge, it is the first performance-based pay system in the Federal governmerit with an inter-
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departmental and inter-agency scope; and it may serve as amodel for the Congress and OPM as
you contemplate government-wide payreforms;

Finally, the NICCP will énablethe IC to better reward excéllence énd expertise. a critical
consideration when youhﬁve setabout o build a workforee that must literally:know somcthing
about evervihing.”. We alsobelieve this will-improve our ability to recruit-and rétain the best
talent.

While l will bepleasedto answerany questions th‘é Subcommittee Members niay have
regarding the details of the N]C‘CP’S “arehitecture™ and-enabling Directives, I would likeito
focus the remainder of :.ﬁy statement on three topics that T believe are of interest to
Subcommittee:Members:: (1) how we solicited employee input and feedback in dcsigniﬁg the
NICCP, and the nature of that input; (2) our plaris for ensuring that supervisors and masagers are
fully breparcd‘ for.their responsibilities under the NICEP; and (3) the vaﬁ()us safeguards and
oversight rﬁechanisms we have established to ensure the NICCP is implemented and

administered in a way thatis merit-based, eredible, and transparent,

111, Employee Engagemerit
in dc;signing the NICCR: we paid particularattention to those guiding:principles
identified by OPM and the Government Accountability Office as being esscntial to the ksuccess
of 4 pay-for-performance systent. Indeed, we went so far as to memorialize them in one of cur
1C Dircctive‘sl Perhaps:the most important of those principles ccmcefm: eniployee involvement
and engagement, and we have made this one of our top priorities.
Our anpual IC Employee Climate Survey served as 6uf starting point. . While our most

recent survey results from 2007.are encouraging = our employees continue ta rank the 1C among
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the top Federal employers - there are still areas forimprovement, and anumber of them will be
addressed by the NICCP: For example, fess than one-third of our employees believe their pay
raises depend on how well they perform on the job, and less than halt see a linkage betweeni
performance-and promotion: conversély, less than athird of out workforce believes that
management takes steps:to deal with poor performers. These restlts are consistent with our
2‘005 and 2006 surveys, and they suggest that the vast majority.of the 1C's emplovees want a
stronger linkage betweén performance and pay. promotion, and reténtion decisidn&

To supplement our surveys — and directly engage our employées in the design of the
NICCP -~ we also commissioned a series. of employee focus groups in each of the major IC
agencies,‘beginning in early 2006: In all, sgveral hundred emplnyécg and supervisors were asked
for their views on ﬁ‘erf(s~rma:1¢e~baseci pay;-and we took it upon ourselves to ensure that'we
addressed each and every one of them in the final NICCP design. For.exariple:

s Many employees were worried that in “breaking away™ from the General Schedule -
systen, JC bayrdlis would be short-changed. so one of our IC Directives specifically
commiits the 1C to submit civilian pay budget requests to the Office of Management and
Budget (OMB) and the Congress that ate no less than'the amount that would have been
budgeted had the TC reméined under the General Schedule:.

. Empioyeés ware also worried that their salaries would not-keep pace with the cost of
living if across-the-hoard GGS pay incréases were to-be put:*at risk™ in the performance-
based pay process, so.another of our IC Directives states that all IC employees who
teceive a‘performance rating of “Successful™ or higher will receive the full GS increase,
phis anyapp!icz{bic Totality adjustment.: However, employees rated “Unacceptable™ will

not recerve either of those increases, nor will they be eligible for performance pay,
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«.. Someenmplovees were concerned that pay-for-pecformance would force employees.to

compete against ong another-and discourage cu‘]mbo‘rmiun and teamwork, so one of our

~IC Direclives specifically requires every IC employee, manager, and éxecutivc 1o be
evaluated on how well they collaborate with their peers'and co-workers. Other
en;ifloyecs were, concerned that they would feel compelled to simply tell their leaders
what they wanted 1o hear'in order to get'a high rating, so that same Directive requires that
cmployees be evaluated on their personal integrity and their willingness:to “speak truth to
power;” That Dil"t:CﬁV@ also requires that mandgersand cxsuilives be evaluated.on
whether they encourage their employeés to do so.

s Finally, most employees expresscd misgivings aboul the ability of their supervisors and
managers 1o effectively administer a performance-based pay system, so we adopted-a
mathernatical formula developed by the NGAas a basis for calculating an employee’s
performance pay ingrease. The formula is based on stich objective factors as the
embioyee“s performance rating and current salary, the ratings distribution in the
“performancé pay.“pool,” and the funds alfocated to that pool. Note that this formula
produces a prefiminary payout.. that amount can be changed by higher-level k
maﬁagemcnt, butonly with full justification, full disclostire, and aéproval byan c‘ven

higher tevel of management.

Most of the IC Direttiveés containing these provisions were si gied by the DNLin Aprit
and‘May 2008, and our departiments and agencies have now begun the process-of
communicating with their employees through a variety of means to inform them of the changes

that are underway. Ouragencies have already held dozens and dozens of town hall meetings
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and foeus groups and conducied world-wide Web and satellite broadeasts; they have also used
intranet-Web sites and even-blogs'to get:the word out, - These efforts have'reachéd thousands of

employees and will continue throughout implementation.

_IV.Safeguards and Qversight

If the NICCP is to accomplish its goals, our employees must regard it as fair, credible,
transparent,‘and above all, merit-based. Further, we must make certain that nothing we doimdes
its rules unlawfully impacts minarities, women, and members of other legally protected classes
in the 1C:- These words hair'c been codified as NICCP guiding prinéiples inv our 1C Directives,
and thosc‘Dircctives establish rigorous 1C and agency-level planning, oversight, and
accountability méchanisms 16 ensute that we stay trie tothem.

For exaniple, our Dircé’tiv;és require that all employees receive written performance
expéctations at theistart of the performance evaluation period, ahd ﬁndergo a mid-year rev%ew to
receive feedback on their performance. Further, all end-of-year performance appraisals will be
subjectto atleast two Jevelsof manﬁgemani review and approval before they are finalized,
in‘ciuding an agency-level review spéciﬁcally intended to protect against any unlawful
discrimination and ensure agency-wide coﬁsislency In this regard. the Directives prohibit any
sort of ratings quota or forced distribution:. Employees dissatisfied. with their final rating may
Tequest reconsidération from a management otficial above and/or outside their rating chain, and
of course, our empio‘yees always have the right to file a grievance, appeal, or complaint
rcgarding‘their rating, in accordalicc with their agency’s r“cgulatiuns.

Once ratings are ﬁnaﬁzed, Lh<. separate performance pay process beging, “We bifurcated

these processes deliberately, to alleviate employee concerns that ratings would be changed after
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the fact, onice pay deliberations began. Instead, an eraployee’s {inal rating is taken as a “given”
inthe mathematical formula we have adepted for calculating an employee’s preliminary
performance pay increase. “However, the amount initially provided by the formula can'be
¢hanged by-a higher !efel of management. but iny in-aceerdance with published criteria,
appm’vai‘b‘y an cven hiéhcr Icv;ci of managemient, and full documentation and explanation to the
employce.” ln'this regard, performance pay increases are subject 1o two-additional levels of
managenient review - first. by a pay peol panel (typically }cd‘by athird-level manager or
executive) and‘then ‘by-agency-level officials. again to ensute conSifstency and-protect against
urilawtul discrimination. ‘

Finally, to oversee the entire NICC i"C‘ka)n, from design and inital deployment to
administration and evaluation, the NI has established an 1C Human Capital Board:- Chaired by
the Principal Deputy Director of National Intelligence, the Board is comprised of the Deputy
Directoss or equivalents of the major IC agencies and elements, as well as the Principal Deputy
Under Secretary of !.)cfe;xse for Intelligence; membership also includes the 1Cs Chief Human
Capital and Chicf Financial Officers, as well as the ODNI Chief'of Equal Employment
Oppertunity and Diversity.

; Among other thitgs, the Board‘is charged witﬁ assessiﬁg the “readiness™ of Each‘agelncy
at each major NICCP implementatiort milestone, using a comprehensive assessment tool
{developed by the Office of fhe Under Secretary of Defense for Intelligence and adapted for I1C-
wide use) to examine and evaluateran agéncy‘s progress against detailed implementation
statidards = for example, completion of pre-implementation stpervisory and managerial training.
In addition; the Board will review the overall resuls of cach NICCP performance appraisal and

performance pay cyele to-¢nsure IC-wide consistency and transparency.

9
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V. Training: the Key to Success

1.ast, the Subcommittée asked that we describe the training we intend to provide as part
of NICCP implementation, as well as on an ongoing basis therealier. In close collaboration with
our départrients'and agencies, especially DoD, we have developed and have begunrdelivering a
compréhensive training curri¢ulum for senior executives, managers and supervisors, hiunan
resource (HR) specialists, and employecs that covers notonly the technical aspectsiof the
NICCP and its various departmental and agency implementing instructions (that is, the
mechanics of the-systern), but also'the “soft” skills that are just as-eritical ~ such things as setting
clear performance expectations; monitoring performance and giving constructive feedback, and
making {and explaining) performance distinctions amiong employees. - 1 have included a chart in
my written statement that surﬁmarizcs all of the hours and days-of training asspciatcd with the
impl‘ememation and administration of the NICCP, especially for supervisors and managers, and
‘I( is already being delivered.in the Defense Initelligénce Ageney(DIA) and the other DoD
compenents that willimplement the NICCTP later this year.

Of particular note is the extensive training we will.provide to those' management officials
who will be invelved in the actual'performince pay-setting process; they bave a special
responsibility, and we intend to invest héavily in their training to ensure that ‘they are able to
meet it, For example, managers who setve on pay pool panels — that'is, those officials that have
the authority to approve or adjust-an empfbyee’s preliminary. performance payouf ~ will receive
nolessthan 2 and as many as3 dayﬁ c»tfinchnsive u'ai‘ning that-aniong other things, will equip
them to.identify and correct any implicit ot uniﬁtenﬁonal‘bias against women or minorities in the

performance evaluation and pay-setting process., The bottom line: we know low critical
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training is to our success, and we will not-shortchange it inany way.

Y1 Event-Driven Impiementation

'l'hé ICwill phase in the NICCP overthe course of the next five vears, It will be.
imp}cmcmcd agency by agency, heginming with DIA this fall. with Tmost remaining Dcfens¢
agencies and:the FBL implementing:12-15 months later, through the end of 2009, The CIA and
the Oftice of the DN will follow about a vear-after that (in late 20~i(}); with ﬁur srhaﬂer
elements converting in FY 2011 and 2012, Congress permitting. The costs associated with
implementation (training. HR inﬁﬁrﬁmﬁcm systems reconfiguration, ete.) and conversion (that is,
salary increases to compensate converting employees for the amount they’ ve carned towards
their nextincrease in.compensation are fully funded in the National and Military Intelligence
Prdgrams atrecord:

This timetable notwithstanding; implementation will ultima‘teiy he event-driven, based
on the “readiness™ of each IC agericy, rather than on an arbitrary calendar date. ‘For example,
the NICCP Directivesrequire the 1C Hynian Capital Board to regularly review each agency’s
progress againstits implementation plam, as well as against the standards established by our
madinch assessment tool; in addition, the Directives-identify three'major pre-implementation
milestones and require an IC agency head 1o eertify (subject to review by the Human Capital
Board} that the agency has completed all of the actions specificd at each milestone — for
exémple, th;zt the'ageney has trained-all of its supervisors, or that ithas-successfully conducted a
“mock™ performance pay excreise ~ before proceeding to the next implementation stage. Thus,
‘wa are p‘roccéding ﬁarcfui!y.; Nu‘ 1C agency will implement the NICEP before it has been

certitied as ready to do so,



79

However, we'will nieed some additional assistanee from the Congress in order to fully
realize the promise of the NICCP. As it stands today, all of our largest agencies - that is, those
that cxﬁploy the vast majority of IC employees — already have sutficient statutory authority
(albeit derived from a xfariéty of different statutes) to fu?i_v implerﬁcm the NICCP’s polices;
indeed. most are riot bound by title 3 ol'the US Code and OPM rules. That is not the case with
our'smaller elements; they are'so bound. and as a result, will not be able 1o take advantage.of the
NICCP. They simply. de-not have the Tegal authority to.do so,

This i§ problematic: while these other agencies - itithe Departm‘ents of Justice, I-Zﬁergy,
Treasury, and State - are full-fledged members of the 1C, funded by the NIPand critical to the
National Intelligence Stmmgyf they will be placed at a competitive disadvantage relative to their
1€ peers when it comes to coinpensating their emplovees, They will also be unabile to share
other pﬁrsonnel flexibilities (such s deployment inccllti\fes,‘tbrcign language incentive pay, and
various student scholarships) that-have been authorized for.one or-more but not all IC agen‘cies"
overthe years. In other words, withoutadditional authority, they will no longer be on a “level
playing field” with their sister agencies.

To:remedy this, the Administration:s FY 2008 Tntelligence A uthorization request
propesed that ‘the TINI be authorized o take personnel flexibilities that Congress had z‘xlréady
granted to ong 1C ageney andiextend them to one that did nothave those flexibilities. In the
case of an 1€ agency covered by title 5 LSC, that extension would rcqilim OPM and
depanmenml eoncugrence, as wellas congressional notification. The-Senate included ‘Lhal
provision in its final FY 2008 Adthorization, but the provision was not accepted in conference.
The Administraﬁun~rcqucsted this'proposal again this _\’éz\r. as partof the FY 2009 Tntelligence

Authorization request. and the Senate Select Commitiee on Intelligence has-again included it in

12
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its Intelligence Awthorization Act, 8. 2996. We urge the Subcommittee’s-support.

We also need congressional assisiancc in another eritical area’ executive pay
compression., Thigdsa pro‘bfcm quite farmiliar to this Subcommitice, one that was temporarily
fixed four years ago-with majdr reforms ta the Senior Executive Scrﬁce (SES). Atthat time, the
Congress raised the SES pay cap to Executive Level [T on an agcncy—ﬁy*agemy basis ~ and only
i OPM and OMB “certified” that an agency meant certain rigorous standérds. Those changes
were welcoine, but their benefits have been eroded by the passage of time.

Here is the pmblcxﬁ; cach vear, the locality-adjusted General Schedule mereases at a
greater rate:than the Executive Schedule, and since Tocality-adjusted rates for GS8-15 employees
are capped by that Execuitive Schedule (at-Level 1V), the “real” salary potential for G8-13
employees continues to shrink.. This is especially problematie in a performance-based-pay
system, becatise it redices the base:pay petential available to an ageney's highest non-executive
perforimers. It isjust as problematic for executives. Those who perform at the highest level
should ekpect to be rewarded with-basce pay increases that exceed the annual Executive Schedule
adjustment, but if'they are —and if they continué to perform af that high level year in‘and year
out - our best and brightestexecutives qﬁickly reach the eap. Once there, their base pay
increases are limited to'the armueﬁ Executive Schedule adjusiment. . .no.matter how well they
perform: And high~perl’0rﬁ1ihg 08-15sare less likely to aspire 1o the SES if the relative
finaneial rewards continue o' erade. -

Simply put. pay comptession undermines pay-for-perforniance; and it will eventually
squeeze our best senior managers and executives out of Federal sérvice. The Administration
(this one as well as the next) and-the Congress must begin 1o address this issue now, before it

becomies a crisis.
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VIL Conclusion

The NICCP, with its foundatioh of ¢ommon pay and performanee management policies,
is an essential ingredient in the ICs transformation. 1t will help us develop and sustain a
stronger sense of LLnitj and:common purpose across the IC, and that translates into mission
success + the ultimate aim of the Intelligence Reform and Terrarism Prevention Act. ‘

Inithat regard, we in the 1C are proud of the NICCP, not so much because ofiits substance
{although we believe that the design will prove to be successtul) but rather because of the
unpre;edented ‘process we followed in developing and now implementing the system.- As-l have
noted, we believe the NICCP is the Tirst pay-for-performance systen that is truly. inter-
departmental and intér-agency i nature, kconccivcd throughi intensive collaboration and carefully
balaneing the need for both-uniformity and fexibility. And we did ‘il in one ot'; the Federal
government’s most dehmnding nmission-environments, working through a'complex web of Jaws
and a legacy of agency autonomy and independence, If we can do it under these most
challeniging conditipns, so 100 can the rest of the Federal government.

Thank vou very much:* I Took forward to answering any questions the Sﬁbcomnﬁtle& )

may have:
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the Navy Meritorious Civilian Service Award.
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Mr. Chairman, Senator Voinovich, 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). Successful NSPS implementation remains a
critical transformational priority for the Department, and while we are still relatively early in our
implementation, it is clear that NSPS is taking root; as of today we have over 180,000 employees
operating under NSPS. I’d like to give you an update on our progress.

You called this hearing to discuss pay-for-performance systems in the Federal
government and specifically hear from me about the process DoD followed to develop,
implement, and evaluate NSPS. We are just over two years into implementation, and like any
major transformation, we have had our share of successes and challenges. 1 can confidently state
that NSPS is working. The active engagement and participation of our senior leaders, most
notably, Deputy Secretary of Defense Gordon England, speaks volumes to the commitment the
Department has to the importance NSPS plays in transforming our Department.

The design of NSPS has been deliberate, well managed, and transparent, based on
guiding principles that include putting mission first, respecting our employees, valuing talent,
performance, and commitment to public service, and ensuring flexibility, responsibility, and
accountability. We have moved carefully and deliberately to design and implement a system that
achieves the Department’s goal for a flexible human resources system that is credible, mission-
driven, and results-oriented.

It is early in our journey, and it will take some time before the Department fully realizes
all the benefits NSPS was designed to produce, but we are already seeing a powerful return on
investment: an unprecedented training effort focused on performance management directed at

employees and supervisors; greater and more frequent communication between employees and
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supervisors — people are talking about performance, results, and mission alignment; and
increased flexibility in competing for talent and rewarding exceptional performance. We are
seeing positive movement in behaviors towards a performance culture. These returns are cause
for optimism.

The purpose of NSPS is the same today as it was in 2003 when Congress gave the
Department the authority to develop a more flexible civilian personnel management system - to
improve our ability to execute our national security mission. As Secretary England has noted on
several occasion, NSPS itself is not the goal, rather it is a tool to achieve the goal of providing an
environment where people can excel. NSPS improves the way the Department hires,
compensates, and rewards its civilian employees, while preserving employee protections and
benefits, veterans’ preference, and the enduring values of the civil service. NSPS provides a
performance management system that better aligns individual performance with DoD’s mission
and strategic goals, as well as a rigorous evaluation system that makes meaningful distinctions in
performance and rewards.

Implementation of NSPS

In November 2005, the Department and the U.S. Office of Personnel Management
(OPM) jointly published final NSPS regulations, and in April 2006, the Department began
implementing the human resources provisions of NSPS. Approximately 11,000 employees from
numerous DoD organizations were converted to NSPS as part of our phased approach to
implementation. Between October 2006 and April 2007, we converted an additional 103,000
employees. The most recent conversions took place between October 2007 and May 2008, when
an additional 68,000 civilians were moved under NSPS, bringing the total number of NSPS

employees to approximately 182,000. These transitions were preceded by comprehensive and
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extensive training to senior leaders, managers, supervisors, and employees, with a particular
focus on the performance management aspect of NSPS. From the beginning of this program, we
have worked to ensure that our organizations have sufficient time and resources to accomplish
the training, prepare their employees, and implement when they are ready.

The next major phase in our transition is the conversion of approximately 20,000
employees beginning in the fall of 2008. By the end of this calendar year, the total number of
employees who have transitioned to NSPS will exceed 200,000 — more employees than any
Cabinet-level agency except the Department of Veterans Affairs.

Key Success Factors

There are several key factors that have played a role in our progress to date. The first
factor was the extensive consultations the Department and OPM carried out with our
stakeholders including employees, managers, supervisors, employee representatives, members of
Congress, and a number of public interest groups. During the design phase, the Department held
hundreds of town hall meetings, focus groups, and other outreach efforts to hear from multiple
stakeholders. We reviewed thousands of written comments during the initial rulemaking
process. While it was impossible to accept every suggestion and recommendation, each one was
thoughtfully considered, and the Department changed and adapted the system to respond to this
important input.

The second factor is the value and investment placed in monitoring implementation and
making adjustments along the way. My predecessor and I have hosted several leadership
conferences to collect and share lessons learned, review progress, and determine necessary
changes. Feedback from leaders on the “front line” of implementation has been very useful in

identifying areas that need attention, including improvements to automation, communications,
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and training.

The third factor is the feedback we solicit and receive from our employees. As a resuit of
employee feedback, we have made several adjustments. For instance, employees and
supervisors expressed the need for additional training and tools on writing effective job
objectives and performance assessments. As a result, we expanded our training and launched a
new tool on our website to assist employees with these critical activities. Supervisors expressed
a need for additional guidance on compensation management and pay setting — in response, we
issued comprehensive guidance. We are also working on enhancing the competencies and skills
of our human resources professionals, so they are better equipped to consult and support
organizations under NSPS. Broad communication and transparency is a hallmark of our
implementation process as demonstrated by our public website. From April 2006 through June
2008, the site has received over 107 million visits.

The fourth and final success factor is the Department’s robust training program. It is one
of the most extensive civilian-focused training initiatives ever undertaken by the Department.
From conversion through the appraisal cycle, we have provided our employees multiple training
opportunities on core NSPS elements, with a special focus on the performance management
system. Training is offered in a variety of formats and through diverse channels, from classroom
instruction to online self-paced sessions. As of June 2008, our employees have completed over a
half million NSPS-refated courses. In addition to training on NSPS mechanics, employees and
supervisors are trained in “soft skills.” Supervisory training focuses on how to build, coach, and
mentor employees and teams; techniques for conducting effective performance conversations;
and how to manage change. Employee training focuses on how to communicate and interact

with their supervisor and focus on outcomes and results. Our goal is to make sure participants
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understand NSPS and their roles in making it successful.
Pay Pool Process

NSPS has gone through two performance cycles and completed its second performance-
based payout in January of this year. NSPS is designed to promote a performance culture in
which the performance and contributions of civilians are fully 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.

Last November, 974 pay pool paneis met to review appraisals, assign ratings, and allocate
performance-based salary increases and bonuses. The pay pool process, which has a proven
track record in our personnel demonstration projects, is designed to ensure that appraisals and
pay decisions 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 structured way for leaders to discuss individual and team performance within the
context of mission and organization 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 more than 100,000 employees rated last year, 57 percent received a Level 3 (Valued
Performer); 36 percent received a Level 4 (Exceeds Expectations); and five percent received a
Level 5 (Role Mode). Less than 2 percent of employees received a Level 2 (Fair), and only .2
percent received a Level 1 (unacceptable) rating. These ratings resulted from deliberate and
rigorous reviews of rating official and employee narrative assessments of performance in

comparison with standard DoD-wide performance indicators. Because NSPS is a pay for
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performance system, these performance ratings drove salary increases and bonuses, with
exceptional performers receiving greater rewards, and unacceptable performers receiving no
increase or bonus. The average performance-based salary increase was 3.4 percent, with an
average cash bonus of 1.7 percent. These ratings and payouts reflect a rigorous evaluation of
performance based on standard criteria, and demonstrate meaningful differentiation in levels of
performance and the associated rewards.

To ensure fairess in the system, we built safeguards into the process. In addition to the
thorough reviews of performance evaluations through the pay pool process, which includes a
final review and approval by senior leadership (known as a Performance Review Authority, or
PRA), employees have the right to challenge their rating through a formal reconsideration
process. Most importantly, forced distribution of ratings (i.e., setting pre-established limits,
targets, or goals for the percentage or number of ratings that may be assigned at any or at each
level) is strictly prohibited.

Impact of NDAA FY08

As with any system implementation, we anticipate and expect NSPS to evolve and
change over time. As a result of statutory changes included in the National Defense
Authorization Act for Fiscal Year 2008, certain aspects of NSPS have changed. These changes
include:

* bringing NSPS under government-wide rules for labor-management relations, adverse
actions, disciplinary appeals, and reduction in force;

¢ excluding Federal Wage System (blue collar) employees from NSPS coverage;

* requiring that NSPS employees with a performance rating above “unacceptable” receive

at least 60 percent of the annual government-wide General Schedule pay increasc as a base
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salary increase (with the remaining portion allocated to pay pools for performance-based
increases); and

o requiring that NSPS employees with a performance rating above “unacceptable” receive
local market supplement adjustments in the same manner as General Schedule locality pay
increases.

On May 22, 2008, DoD and OPM jointly published proposed regulations for public
comment in the Federal Register to conform to the provisions of the NDAA FY08 and to make
modifications as a result of operational lessons learned over the past two years. We have
received over 500 comments on the proposed regulations and are reviewing them to determine
what changes will be made in the final regulations. Concurrent with the Federal Register
process, we engaged in national consultation with the ten unions holding DoD national
consultation rights. We anticipate publication of the final regulation later this year.

Program Evaluation

One of the key ingredients to effective program management is program evaluation, and
this applies to NSPS. The Department has an ongoing evaluation effort — a mechanism to
monitor effectiveness — to ensure the system is delivering the results we expect. The Department
has a comprehensive approach to assessing NSPS that includes: continuous learning and
adjustment through monitoring and lessons learned discussions; in-depth, comprehensive
analysis and assessment of empirical data; and adaptation of best practices from OPM and the
Government Accountability Office (GAO) for assessing alternative personnel systems.

We are looking at data and information from a variety of sources, including annuai
performance and payout results; annual surveys of the DoD civilian workforce (including

targeted sampling of NSPS employees); field visits and focus groups with NSPS organizations;
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leadership meetings and lessons learned workshops; samples of NSPS performance plans;
analysis of personnel transactional data; feedback from human capital accountability reviews;
and special studies of high-interest topics. Results and findings from these assessment efforts
will be used to inform NSPS design and policy reviews.

In addition to internal reviews, the Department continues to work with OPM in its
assessments of NSPS. Last year, preparedness and the implementation process was reviewed.
This year, OPM will look at our progress since the first year. Further, GAO has a current
engagement on performance management system safeguards and accountability mechanisms.
We will carefully consider findings and recommendations from these efforts as we move
forward.

The Department has also gained considerable insights from the evaluations of the other
DoD personnel demonstration projects, including those in place at the Defense Laboratories. All
of these are important features of our spiral implementation methodology which allows us to
make adjustments to the system as we move forward.

Although we have not formally reported findings from our internal assessments, I can
share some of what we are hearing and seeing. NSPS is a significant change, particularly in the
area of performance management, for employees and supervisors. It requires more time and
energy than previous systems, and many of our employees are not yet completely comfortable
with the system. Performance plans and assessments need improvement, as many are struggling
with translating organizational goals into individual, results-oriented, and measurable job
objectives. Employees have expressed concern over the pay pool process, and whether it

produces fair results. It is clear, however, that employees have a better understanding of how
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their jobs relate to the mission and goals of the organization, and there is increased
communication between employees and supervisors about performance.

Some employees are struggling with the idea of receiving a Level 3 (Valued Performer)
rating in a five-level system, particularly those who converted from systems where almost all
employees received the highest rating. Some supervisors have reported difficulty in fully
understanding how the pay pool panel process works, including gaining a common
understanding of the various rating levels. That said, many supervisors report that they are glad
to have a system that allows them to recognize and reward top performers.

We have heard from Pay Pool Managers who reported using their experiences and
feedback from the workforce to modify local business rules and practices, alter pay pool
structure, and change pay pool panel membership. Organizations have reported the importance
and value of conducting “mock” pay pools halfway through the year so they can work through
problems before the actual process.

So far, the results we are seeing are very similar to the experience of other personnel
demonstration projects and alternative personnel systems, including those within the Department.
We have said from the beginning that we expect it to take three to five years for employees to
fully understand and embrace the system. However, we continue to monitor and assess NSPS,
and look for ways to address employee concerns by making adjustments to the system and
improving our communications, tools, and training.

1s NSPS working? We believe it is. We also know that transformation takes time — it
cannot be achieved overnight. We are taking the time to do it right — Secretary England has
repeatedly stated that NSPS is event-driven, and we continue to approach our design and

implementation with this in mind. It will take time to assess how well NSPS is working ~ it will

10
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take several performance cycles for us to effectively evaluate how well the performance
management and pay pool processes are working and where adjustments are needed for long-
term sustainment. In the meantime, we continue to gather information and prepare to accomplish
the comprehensive evaluation needed to ensure the system is credible, effective, and fair.

The Department is committed to an open, ongoing process of communication and
consultation about NSPS with Congress, our employees 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. I look forward to your questions.
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HUMAN CAPITAL

Selected Agencies Have Impiemented Key Features
of Their Senior Executive Performance-Based Pay
Systems, but Refinements Are Needed

What GAOQ Found

Overall, the selected agencies are making positive steps toward three key
areas related to OPM and OMB's certification criteria, with some
opportunities for refinements in these areas.

Factoring organizational performance inte senior executive
performance appraisal decisions: All of the selected agencies have policies
in place that require senior executives’ performance expectations to be
aligned with organizational results and organizational performance to be
factored intoc appraisal decisions. Improvernents in communicating
organizational performance to reviewing officials could be made.

Making meaningful distinctions in senior executive performance: While
all of the selected agencies have multiple rating levels in place for assessing
senior executive performance, senior executives were concentrated at the top
two rating levels in the fiscal year 2007 appraisal cycle, as shown below.

Percentage of Senfor Executives by Rating Level at the Selected Agencies
Percentage
80

Rating level 5 {highest performanca rating)
[ Rating tevet 4
Rating fovel 3
Rating fevel 2

B Raing level 1 fowest performance rating)
Source: GAQ analysis of agency deta,
Note: DOE uses a four-eve! appraisal system,

Building safegnards inte senier executive performance appraisal and
pay systems: The selected agencies varied in how they implemented
predecisional checks of appraisal recommendations through higher-level
reviews and Performance Review Boards as well as transparency in the
aggregate results with opportunities to improve communication of aggregate
appraisal resuits to all senior executives.

United States Government Accountability Office
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Mr. Chairman, Senator Voinovich, and Members of the Subcommittee:

I ama pleased to be here today to discuss our preliminary results
concerning selected agencies’ policies and procedures for the
performance-based pay systems for career members of the Senior
Executive Service (SES). As you know, in recent years, Congress and the
administration modernized the performance appraisal and pay systems for
senior executives by requiring a clearer link between individual
performance and pay. Specifically, agencies are allowed to raise SES base
pay and total compensation caps if their performance appraisal systems
are certified by the Office of Personnel Management (OPM) with
concurrence by the Office of Management and Budget (OMB) as, among
other things, linking performance for senior executives to the
organization’s goals and making meaningful distinctions based on relative
performance.

In our past work on performance management and pay issues, we have
reported that performance-based pay cannot be simply overlaid on most
organizations' existing performance management systems.’ Rather, as a
precondition to effective pay reform, individual expectations must be
clearly aligned with organizational results, communication on individual
contributions to annual goals must be ongoing and two-way, meaningful
distinctions in employee performance must be made, and cultural changes
raust be undertaken. Most important, leading organizations have
recognized that effective performance management systems create a “line
of sight” showing how unit and individual performance can contribute to
overall organizational goals and can help them drive internal change and
achieve external results.” As you know, effective performance
management systems that hold executives accountable for results can help
provide contimuity during times of leadership transition, such as the
upcoming change in the administration, by maintaining a consistent focus
on organizational priorities. We have reported that there are significant
opportunities to strengthen agencies’ efforts in holding senior executives
accountable for results through their performance management systems—

’GAO, Human Capital: 7 on Designing and Managing Market-Based and More
Performance-Oriented Pay Systems, GAO-05-8328P (Washington, D.C.: July 27, 2005), For
additional information on our past work related to SES performance management systems
and the certification process, sce app. II of this statement.

*GAQ, Human Capital: Sevior B tve Performance M Can Be Significantly
Strengthened to Achieve Results, GAO-04-814 (Washington, D.C.: May 26, 2004).

Page 1 GAO-08-1019T
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in particular, by linking senicr executives’ performance expectations to
the achievement of results-oriented organizational goals.

OPM'’s recently released 2008 governmentwide SES survey results found
that senior executives across the government recognize the importance of
linking pay to performance with about 93 percent of the respondents
strongly agreeing or agreeing that pay should be based on performance. In
addition, the majority of senior executives reported that their performance
ratings were linked to their salary increases and bonuses to a very great or
great extent. However, senior executives recognized the challenge of
making meaningful distinctions in performance—a key criterion for
agencices’ certification of their SES appraisal systems. Specifically, less
than a third of senior executives governmentwide strongly agreed or
agreed that bonuses or pay distinctions were meaningfully different among
executives.

At your request and Senator Dorgan'’s, we are preparing a report
highlighting selected federal agencies’ policies and procedures for their
SES performance appraisal and pay systems and OFM and OMB’s
oversight of the certification process (for additional background on the
governmentwide SES performance-based pay system and certification
criteria, see app. I). Today, I will present preliminary observations from
our ongoing review. As requested, I will discuss the policies and
procedures at selected agencies addressing three key areas: (1) factoring
organizational performance into senior executive performance appraisal
decisions, (2) making meaningful distinctions in senior executive
performance, and (3) building safeguards into senior executive
performance appraisal and pay systems. In our forthcoming report, we
plan to report on OPM and OMB’s oversight role and make
recommendations to the selected agencies on areas of refinement for their
senior executive performance appraisal and pay systems and to OPM and
OMB to strengthen their oversight roles.

For our review, we selected the U.S. Departments of Defense (DOD),
Energy (DOE), State, and the Treasury; the U.S. Nuclear Regulatory
Commission (NRC); and the United States Agency for International
Development (USAID) based on variations in agency mission,
organizational structure, size of their carcer SES workforces, and past
results of their SES performance appraisal systems through rating and
bonus distributicns. To date, we have analyzed these agencies’ SES
performance management policies, directives, and guidance, and other
related documents; interviewed cognizant agency officials, including OPM
and OMB officials, regarding the certification process; and analyzed

Page 2 GAO-08-1018T
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aggregate SES performance rating, bonus, and pay adjustment data as
provided by the agencies for fiscal year 2007. In analyzing the fiscal year
2007 appraisal data, we defined our universe of analysis as career senior
executives who received ratings, In calculating the percentage of eligible
senior executives who received bonuses (cash awards) or pay adjustments
(increases to basic pay) and average amounts, we excluded executives
‘who received a rating less than “fully successful” (level 3), as applicable,
from the eligible population since those executives are not eligible to
receive bonuses or pay increases, according to the selected agencies’
policies. We also excluded senior executives at NRC, Treasury, and State
‘who received Presidential Rank Awards from our calculations of
percentages of eligible SES mernbers receiving bonuses and average
amounts because those individuals were not considered for bonuses that
year, according to the agencies’ policies. In order to have consistency in
our analysis across selected agencies, we included senior executives who
were rated but left their positions—because of retirement, attrition, or
assignment to a lower grade—prior to performance payouts being made in
our analysis. The agencies’ policies and practices varied in whether or not
senior executives who retired were eligible for performance payouts. We
checked the agency data for reasonableness and the presence of any
obvious or potential errors in accuracy and completeness. We also
reviewed related agency documentation, interviewed agency officials
knowledgeable about the data, and brought to the attention of these
officials any concerns or discrepancies we found with the data for
correction or updating. On the basis of these procedures, we believe the
data are sufficiently reliable for use in the analyses presented in this
statermnent. Agency officials also verified the accuracy of the facts
presented in this statement.

The examples of the selected agencies’ policies and procedures for their
SES performance-based pay systems are not generalizable to the
governmentwide SES population and all executive branch agencies. We
did not assess how the selected agencies are implementing all the policies
and procedures for their SES performance-based pay systems. An agency
may have implemented a policy related to the three key areas even if it is
not specifically highlighted in this statement. We conducted our work from
October 2007 to July 2008 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.

Tage 3 GAO-08-1018T
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In summmary, the selected agencies are making positive steps in generally
addressing three key areas related to OPM and OMB’s certification criteria
through their SES performance-based pay systems with some
opportunities for refinements of their systems. First, all of the selected
agencies have policies in place that require senior executives’ performance
expectations to be aligned with organizational results and organizational
performance to be factored into senior executive appraisal decisions.
However, OPM has found that while many agencies are doing a good job
of clarifying the alignment of executive performance plans with agency
mission and goals, some of the plans often still fall short of identifying the
measures used to determine whether the results are achieved. While the
agencies identified common organizational assessments for consideration
in senior executive appraisal decisions, NRC and Treasury identified other
types of tools to assess performance at the office or bureau level. OPM has
emphasized the importance of communicating to individuals involved in
appraisal decisions the effect organizational performance can have on
individual ratings and overall rating distributions through briefings or
other communications. Several of the selected agencies shared the
organizational performance assessments and communicated the
importance of considering organizational performance through briefings,
training, or document packages for the Performance Review Board (PRB)
meetings, while State did not communicate any information regarding
organizational performance.

Second, while all of the selected agencies have multiple rating levels in
place for assessing senior executive performance, several of the agencies,
such as NRC, State, and DOE, designed their appraisal systeros to help
allow for differentiations when assessing and rewarding executive
performance by establishing tier structures or prescribed performance
payout ranges based on the resulting performance rating. However, our
analysis shows that the senior executives are concentrated at the top two
rating levels for the most recently completed appraisal cycle. Further, at
almost all of the agencies, the highest-performing executives, rated as
“outstanding” (level 5), inade up the greatest percentage of eligible
executives receiving bonuses with the largest bonuses on average, with
the exception of NRC where all the eligible executives rated at the top two
levels received a bonus. For pay adjustisents, the majority of eligible
senior executives rated at fully successful or higher received pay
increases, but unlike bonus distributions, at some of the selected agencies,
the highest performing executives did not comprise the greatest
percentage of executives receiving pay increases with the largest increases
on average.

Page 4 GAO-0B-1018T
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Third, all of the selected agencies have built safeguards into their sendor
executive performance appraisal and pay systeras—such as predecisional
checks of performance appraisal recommendations through higher-level
reviews and PRBs as well as transparency in the aggregate results-—to
help enhance the credibility, fairness, and transparency of their systems,
although they varied in how the safeguards have been implemented. Our
preliminary results show that there are opportunities for USAID to
improve the communication of aggregate appraisal results to all senior
executives, rather than just individual appraisal results to the appropriate
executive, Communicating an executive’s individual rating conveys
information about how well the executive has performed against the
expectations in the performance pian, but is not sufficient to provide a
clear picture of how the executive's performance compares with other
executives in the agency.

Factoring
Organizational
Performance into
Senior Executive
Performance
Appraisal Decisions

In our past work on performance management, we have identified the
alignment of individual performance expectations with organizational
goals as a key practice for effective performance management systems.’
Having a performance management system that creates a “line of sight”
showing how unit and individual performance can contribute to overall
organizational goals helps individuals understand the connection between
their daily activities and the organization’s success. According to OPM,
agency systems do not yet place sufficient emphasis on achieving
measurable results. OPM has said that the criterion for alignment with
organizational results is often the hardest of the certification criteria for
agencies to meet. While many agencies are doing a good job of clarifying
the alignment of executive performance plans with agency mission and
goals, some of the plans often still fall short of identifying the measures
used to determine whether the results are achieved, according to OPM.
This challenge of explicitly linking senior executive expectations to
results-oriented organizational goals is consistent with findings from our
past work on performance managernent.’

To help hold senior executives accountable for organizational results,
beginning in 2007, OPM required agencies to demonstrate that at least 60
percent of each senior executive’s performance plan is focused on

*GAQ, Results-Oriented Cultures: Creating o Clear Linkage between Individual
Performance and Organizational Success, GAQ-03-488 (Washington, D.C.: Mar. 14, 2003).

AGAO-04-614.
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achieving results and has clear measures associated with those results to
show whether the goals have been achieved in order to receive
certification of their SES appraisal systems. The selected agencies in our
review have designed their appraisal systems to address OPM’s
requirement of aligning individual expectations with organizational goals.
For example, in setting expectations for the individual performance plans,
DOE requires the senior executives and supervisors to identify three to
five key performance requirements with metrics that the executive must
accomplish in order for the agency to achieve its strategic goals. Weighted
at 60 percent of the summary rating, the performance requirements are to
be specific to the executive’s position and described in terms of specific
results with clear, credible measures (e.g., quality, quantity, timeliness,
cost-effectiveness) of performance, rather than activities, For each
performance requiremnent, the executive is to identify the applicable
strategic goal in the performance plan. To ensure that agencies are
implementing their policies for alignment of performance expectations
with organizational goals, OPM requires agencies as part of their
certification submissions to provide a sample of executive performance
plans, the strategic plan or other organizational performance documents
for establishing alignment, and a description of the appraisal system
outlining the linkage of executive performance with organizational goals.

Further, OPM requires agencies to consider organizational performance in
appraising senior executive performance to receive certification of their
SES appraisal systems. According to OPM and OMB officials, the main
sources of organizational performance that agencies use are the
performance and accountability reports (PAR) and Program Assessment.
Rating Tool (PART) summaries, which capture agencywide as well as
program- or office-specific performance. While identifying appropriate
assessments of organizational performance to be used in appraisal
decisions, agencies are also to communicate the organizational
performance to the senior executives, PRB members, and other reviewing
officials—including supervisors who complete the ratings—involved in
appraisal decisions prior to the coripletion of individual performance
ratings. In its certification regulations,” OPM does not specify the format in
which agencies need to communicate organizational performance;
however, OPM has emphasized the importance of communicating to
individuals involved in appraisal decisions the effect organizational

%5 CFR Ch. 1, Pt. 430, Subpart D.
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performance can have on individual ratings and overall rating distributions
through briefings or other communications.

All of the selected agencies have policies in place for factoring
organizational performance into senior executive appraisal decisions,
While the agencies identified common organizational assessments, such as
the President’s Management Agenda (PMA), PAR, or PART results for
consideration in senior executive appraisal decisions, several agencies
identified other types of tools to assess performance at different levels of
the organization, such as the bureau, office, or program levels, For
example, NRC provides summary reports capturing office-fevel
performance to rating and reviewing officials for appraising semior
executive performance. Twice a year, NRC's senior performance officials
(SPO)—two top-level executives responsible for assessing organizational
performance—conduct assessments for each office that take into account
quarterly office performance reports on their operating plans, an
interoffice survey completed by the other directors as identified by NRC
on the office’s performance, as well as the office director’s self-assessment
of the office’s performance. According to an NRC official, the resulting
SPO summary reports are used in the midyear feedback by senior
executives and their supervisors to identify areas for improvement for the
remainder of the appraisal cycle. At the end of the appraisal cycle, rating
officials and PRB members are to consider the SPO summary reports in
appraising senior executive performance.

To assess bureau-level performance, Treasury uses a departmentwide
organizational assessment tool that provides a “snapshot” of each burean’s
performance across various indicators of organizational performance,
such as the PAR, PART results, PMA areas, OPM’s Federal Human Capital
Survey resuits, budget data, and information on material weaknesses. The
performance information is provided to PRB members and reviewing
officials to help inform their senior executive appraisal recommendations.

The selected agencies varied in how they provided and communicated
organizational performance assessments to PRB members and other
reviewing officials to help inform senior executive appraisal
recommendations. Several of the selected agencies shared the
organizational performance assessments and communicated the
importance of considering organizational performance through briefings,
training, or document packages for the PRB meetings, while one agency
did not provide or communicate any information regarding organizational
performance.

Page 7 GAO-08-1018T
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For example, at Treasury, all the PRBs across the department were briefed
on the tool used to assess organizational performance and the importance
of considering organizational performance in appraising senior executive
performance. DOD provided the heads of its components with a
departmentwide organizational assessment to be used in appraising senior
executive performance and, as a check across the components, asked for
copies of the training given to the PRB members and other reviewing
officials on factoring organizational performance into senior executive
appraisal recommendations. Through the office of the Deputy Secretary
for Defense, DOD developed an assessment of the department’s overall
performance against its overall priorities for fiscal year 2007. Accordimg to
a DOD official, the components had the flexibility to develop their own
organizational assessments using the department’s assessment as a guide
and to consider other indicators of organizational performance. Having the
components provide the department with their communications of
organizational performance helps provide a check in the process across
the components and ensures that the spirit and policies of the
performance management system are being followed, according to a
senior DOD official.

As part of the documents received prior to the meeting, NRC provides PRB
members with various indicators of organizational performance, such as
the SPO suramary reports, PAR, and PART information. As part of
communicating the organizational assessments, NRC instructs the PRB
members to review the summary of proposed ratings and scores for
consistency with SPO reports, PAR, and PART outcomes, with rankings of
executives recommended by office directors, and across offices and
programs. Similarly, DOE provides its PRB members snapshots of the
Consolidated Quarterly Performance Reports relevant to the senior
executives that measure how each departmental element performed
respective to the goals and targets in its annual performance plan.
According to the Director of the Office of Human Capital Management, the
Deputy Secretary also verbally briefed the PRB members on the
importance of considering organizational performance in appraising
executive performance.

On the other hand, State did not provide its FRB members and other
reviewers with any specific information on organizational performance to
help inform their senior executive appraisal recommendations for the
most recently completed appraisal cycle. According to State ofticials, PRB
membhers received packages of information to help inform their decisions,
inclnding senior executives’ performance plans and appraisals, the
performance management policy, and the memo from the Director General

Page 8 GAO-08-1019T
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of the Foreign Service and Director of Human Resources on performance
bonuses and pay adjustment amounts and distributions for that cycle.
‘While a senior State human resources official said that the PRB was made
aware of a variety of organizational performance assessments that could
be readily accessible, if needed, the PRB members did not receive any
specific assessments of organizational performance.

Making Meaningful
Distinctions in Senior
Executive
Performance

Effective performance management systems make meaningful distinctions
between acceptable and outstanding performance of individuals and
appropriately reward those who perform at the highest level. In order to
receive certification of their SES systems from OFPM with OMB
concurrence, agencies are to design and administer performance appraisal
systems that make meaningful distinctions based on relative performance
through performance rating and resulting performance payouts (e.g.,
bonuses and pay adjustments). Specifically, agencies are to use multiple
rating levels—four or five levels—and reward the highest-performing
executives with the highest ratings and largest pay adjustments and
bonuses, among other things.

Several of the agencies designed their appraisal systems to help allow for
differentiations when assessing and rewarding executive performance by
establishing tier structures or prescribed performance payout ranges
based on the resulting performance rating. For example, NRC uses three
tiers called position groups to differentiate its senior executives' basic pay
and the resulting bonus amounts based on ratings received at the end of
the appraisal cycle. NRC divides its executives into three groups (A, B, and
C) based on difficulty of assignment and scope of responsibilities of the
positions and annually sets basic pay ceilings for each of the groups tied to
the levels of the Executive Schedule (EX), as shown in table 1. Pay ceilings
within each group allow NRC to reserve pay above EX-III for executives
who demonstrate the highest levels of performance, including the greatest
contribution to organizational performance as determined through the
appraisal system.

NRC uses the position groups and resuiting performance ratings as the
basis for its bonus structure to help ensure that executives in the higher
position groups with the higher performance ratings receive the larger
bonuses. For example, for fiscal year 2007, an executive in the highest
position group (A) that received an outstanding raiing was to receive
$30,000, while an executive in the lowest group (C) with the same rating
was to receive a $20,000 bonus. According to an NRC official, the bonus
range for executives in group C with excellent ratings was intended to
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help allow for meaningful distinctions in performance to be made within
that group, as well as to give the agency flexibility in the amount of
bonuses to be awarded.

Table 1: NRC’s SES Position Groups with Basic Pay Ceilings and Resulting Bonus Amounts Based on Position Group and
Performance Ratings for the Fiscal Year 2007 Appraisal Cycle

Resuliing bonus amount based
on performance rating received

Basic pay ceiling Meets
Examples of SES positions by group {comparable to EX pay} Qutstanding Excellent expectations
A: Executive Director for Operations, $172,200 $30,000 $25,000 $0
Chief Financial Officer, General Counsel, EX-Ity
major program office directors {e.g.,
Director of the Office of Nuclear Reactar
Requlation)
8: Support and small program office 165,350 25,000 20,000 0
diractors {e.g., Directors of the Cffices of o " .
Administration and Human Resources}, {Midpoint between EX-H a{;g
Deputy Directors of the Offices of the
General Counset and the Chief Financial
Officer
C: All ather SES members 158,500 {EX-1il} 20,000 8,000 - 13,800 s}

Source: NRG,

Notes: NRC has a five-fove! appraisal system, but senior executives in the twa lowest rating

i i y and needs imp: 1ent—are not eligible to receive bonuses based on
their performance ratings. The governmeniwide basic pay cap for SES under certified performance
appraisal systems is EX-il

State also uses a structure with six tiers to help differentiate executive
performance based on the ratings and bonuses and allocate pay
adjustment amounts for its senior executives, with executives who are
placed in the highest tier (I) receiving a larger percentage pay adjustment
than executives in a lower tier (V) who received the annual percentage
adjustment to the EX pay schedule, which was 2.5 percenl in 2008.

DOE sets prescribed ranges tied to performance ratings prior to finalizing
ratings to help create a greater distinction between bonus amounts for the
top and middie performers and differentiate pay adjustment caps.
Specifically, for fiscal year 2007, DOE required that all executives
receiving an outstanding rating receive a bonus of 12 to 20 percent of base
pay, while executives receiving a meets expectations rating were eligible
to receive a bonus of b to 9 percent, but at management’s discretion. For
pay adjustments, executives were eligible to receive a discretionary
increase of up to 5 or 7 percent of basic pay if rated at meets expectations
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or outstanding, respectively. Executives who receive the other two rating
levels—needs improvement or unsatisfactory—cannot receive any
bonuses or pay increases.”

We have reported that using multipie rating levels provides a useful
framework for making distinctions in performance by allowing an agency
to differentiate among individuals’ performance.” All of the selected
agencies have four or five rating levels in place for assessing senior
executive performance. While the selected agencies designed their
appraisal and pay systems to help make meaningful distinctions in
performance through ratings, our analysis shows that the senior
executives were concentrated at the top two rating levels for the most
recently completed appraisal cycle, as shown in figure 1. At State and
USAID, about 69 percent and 60 percent of senior executives, respectively,
received the top performance rating. At the other four agencies, the largest
percentage of executives received the second highest rating--ranging from
about 65 percent at NRC to 45 percent at Treasury. Conversely, less than 1
percent of senior executives across the selected agencies received a rating
below fully successful (level 3). As a point of comparison, about 43
percent of career SES governmentwide received the top performance
rating for fiscal year 2006, the most recent governmentwide data available
as reported by OPM. Similar to the selected agencies, less than 1 percent
of career SES governmentwide received a rating below fully successful in
fiscal year 2006.

SPOE uses a four-level appraisal system with no rating level between outstanding and
meets expectations,

7GAO, Fi: il 51 A ies Have Impl: d Key Performance Monagement
Practices, but Opportunities for Improvement Exist, GAO-87-675 (Washington, D.C.:
June 18, 2007).
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T e T S S BN
Figure 1: P of Senior by Rating Level at the Selected Agencies
for the Fiscal Year 2007 Appraisal Cycle

Percentage

80

70

State

Rating levet 5 {highest performance rating}
Rating level 4

Rating level 3

Rating leve! 2

i Rating level 1 {lowest performance rating)

Source: GAQ anaiysis of agancy dats.
Note: The percentages may not total 100 percent due to rounding.

*DOE uses a four-fevel appraisal system with no rating level between outstanding {rating levet §) and
meets expectations (rating feve! 3},

According to State’s Deputy Assistant Secretary for the Bureau of Human
Resources, historically, the vast majority of senior executives have
received the highest rating of outstanding, including for fiscal year 2007.
Since the implementation of performance-based pay, this official said State
has struggled with changing the culture and general perception among
senior executives that any rating less than outstanding is a failure. DOD is
communicating the message that a fully successful or equivalent rating is a
valued and quality rating to help change its culture and make more
meaningful distinctions in ratings. Part of this communication is
developing common benchmark descriptors for the performance elements
al the five, four, and three rating levels, The Principal Deputy Under
Secretary of Defense for Civilian Personnel Policy said she hopes that
developing common definitions for the performance elements at all three
levels will aid the development of a commmon understanding and in tarmn
make more meaningful distinctions in ratings. The agency official
recognizes that this shift to giving fully successful ratings is a significant
cultural change and it will take some time to futly transform the culture.
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The percentage of eligible executives that received bonuses or pay
adjustments varied across the selected agencies for fiscal year 2007, as
shown in table 2. The percentage of eligible senior executives that
received bonuses ranged from about 92 percent at DOD to about 30
percent at USAID, with the average dollar amount ranging from $11,034 at
State to about $17,917 at NRC. For pay adjustments, all eligible executives
at State received pay adjustments, while about 88 percent of eligible
executives at DOE received adjustments, with the average dollar amount
ranging from about $5,414 at NRC to about $6,243 at DOE. As a point of
comparison, about 67 percent of career SES members received honuses
with an average dollar amount of $13,292 for fiscal year 2006, according to
governmentwide data reported by OPM. The governmentwide percentage
of career SES receiving pay adjustments and average dollar amount of the
adjustments in the aggregate are not available from OPM's
governmentwide data report for fiscal year 2006,

The selected agencies have policies in place where only senior executives
who receive a rating of fully successful (level 3) or higher are eligible to
receive bonuses or pay increases. Also affecting executives’ bonus
eligibility are the agencies’ policies on awarding bonuses to executives
who also received Presidential Rank Awards that year, which varied
among the selected agencies.® NRC, State, and Treasury do not allow
executives to receive both awards in the sane year, while DOD, DOE, and
USAID allow the practice.

®Agencies can nominate senior executives for Presidential Rank Awards, which recognize
career senior executives who have demonstrated exceptional performance over an
extended period of time. The OPM Director reviews agency nominations and recommends
candidates to the President. These awards are either 20 percent or 35 percent of the
recipient’s base pay.
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Table 2: Percentage of Eligible Senior

WhoF ] oy Pay A and the Average Amounts at

the Selected Agencies for the Fiscal Year 2007 Appraisal Cycle

Bonuses Pay adjustments
Percentage Percentage who
Agency who received bonuses A g 1) pay adj Average amount
DOD 92 $13,934 95 $5,739
DOE 82 14,116 88 6,243
NRC 87 17,917 95 5414
State 55 11,034 1060 6,148
Treasury 77 16,074 93 6,120
USAID 30 11,083 90 6,227

Source: GAQ analysis of agenoy date.

Notes: In calcufating the percentage of eligible senior executives who received bonuses or pay
adjustments and average amounts, we excluded executives who received a rating less than fully
successfut since those executives are not efigible to receive bonuses or pay increases, accarding fo
the selected agencies’ policies. We also exciuded SES members at NRC, State, and Treasury who
received Presidential Rank Awards because according to the agencies’ policies, those individuals
were not considered for bonuses. For all agencies, we included seniar executives who were rated but
{eft their positions—because of retirerment, attrition, or assignment to a fower grade-—prior to
performance payouts being made.

According to OPM regulations, agencies are to reward the highest-
peiforming executives with the highest ratings and largest bonuses and
pay adjustments.” At almost all of the agencies, the highest-performing
executives (rated at level 5) made up the greatest percentage of eligible
executives receiving bonuses, with the exception of NRC where all the
eligible executives rated at the top two levels received a bonus. Similarly,
the executives rated at the highest level received the largest bonuses on
average—about $23,333 at NRC compared to about $11,034 at State. State
only awarded bonuses to executives receiving the top rating of
outstanding for fiscal year 2007. In addition, senior executives at NRC and
USAID rated at fully successful (level 3) did not receive bonuses. (See
fig. 2.)

5 OFR § 430.404(a)(9).
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Figure 2: Percentage of Eligibie Senior Who F and the Average Bonus Amounts by Rating Level
at the Selected Agencies for the Fiscal Year 2007 Appraisal Cycle
Percentage of eligible SES members receiving a bobus by rating fevel Average bonus by rating level
T lsteana
BOD
1 520,326

$9,258

$23,333

[
Q Stats

- $19,395
§72,380

2 4 3 8 10 2 14 6 18 20 2
Percentage Dotlars in thousands

[] Rating leve! 5 (highest performance rating)
Rating lavel 4
Rating level 3
Rating level 2
- Rating level 1 {fowest performance rating)

} * Not eligitle to receive bonuses at these rating fevsis

Sourcs: GAO anafysis of agency data.

Notes: In calculating the percentage of eligible senior executives who raceived bonuses and average
amounts, we excluded executives who received a raling less than fully successful since those
executives are not efigible to receive bonuses, according to the selected agencies' policies. We also
excluded SES members at NRG, State, and Treasury who received Presidential Rank Awards
because ing o the ies’ policies, those indivi were not considered for bonuses. For
all agencies, wa included senior executives who were rated but left their positions—because of
retirement, attrition, or assignment to a lower grade—prior to performance payouts being made.

°DOE uses a four-feve) appraisal system with no rating leve! betwesn outstanding {rating leve! 5} and
meets axpectations {rating levei 3).

In a memo to agencies on the certification process, OPM stated that
senior executives who receive a fully successful or higher rating and are
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paid at a level consistent with their current responsibilities should receive
a pay increase. According to an OPM official, agencies are not required to
give these executives pay increases, but OPM considers fully successful to
be a good rating and encourages agencies to recognize and reward
executives performing at this rating level, At the selected agencies, the
majority of eligible senior executives rated at fully successful received pay
adjustments for fiscal year 2007, as shown in figare 3. Unlike the bonus
distributions by rating level, at some of the agencies, the highest-
performing executives who received a rating of level 5 did not make up the
greatest percentage of executives receiving pay adjustments with the
largest increases on average. For example, at USAID, all eligible
executives who received a level 3 rating received a pay adjustment, while
about 92 percent of eligible executives rated at level 5 received an
adjustment. For all the agencies except Treasury, the executives rated at
the highest level received the largest pay adjustments on average—about
$7,473 at USAID compared to about $6,133 at NRC, At Treasury,
executives rated at levels five, four, and three on average received about
the same pay adjustment amounts primarily due to pay cap issues.

Page 16 GAD-08-1019T
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Figure 3: Percentage of Eligible Senior Executives Who Received Pay Adj and the ge Pay A
by Rating Level at the Selected Agencies for the Fiscal Year 2007 Appraisal Cycle

Percenitage of eligible SES mambers receiving a pay adjusiment by rating levet Average pay adjustment by rating level
N 36,572
$5,601
Dob
186,496
DOE 6,073

Treasury

%7473

100 S0 B0 70 50 50 a6 30 20 10 o 0 1 2 3 a 5 8 7 8
Percentage Dotars In thousands

{7 Rating level 5 {highest performance rating)

Rating Jevet 4
Rating level 8
Rating feval 2

. " } * Not aligible to receive pay increases at these rating lavels
Rating feve! 1 {lowsst performance rating)

‘Source: GAQ analysis of agency data.

Notes: in calculating the percentage of eligible senior executives who received pay adjustments and
average amounis, we excluded executives who received a rating less than fully successful since
those executives are not eligible to receive pay increases, according to the sejected agencies’
policies. For all agencies, we included senior executives who were rated but left their positions—
because of retirement, atrition, or assignment to a lower grade—prior to performance payouts being
made,

“DOE uses a four-level appraisal system with no rating level between outstanding (rating levet 5) and
meets expectations {rating level 3}.

The governmentwide results of the 2008 OPM SES survey show that the

majority of senior executives responded that their bonus or salary
increase was linked to their performance rating to a very great or great
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extent. However, less than a third of senior executives strongly agreed or
agreed that bonus amounts or pay distinctions were meaningfully different
among the executives. These results show that making meaningful
distinctions in bonuses and pay can be a challenge.

Building Safeguards
into Senior Executive
Performance
Appraisal and Pay
Systems

We have reported that agencies need to have modem, effective, credible,
and, as appropriate, validated performance management systems in place
with adequate safeguards to ensure fairness and prevent politicization and
abuse.” All of the selected agencies have built safeguards into their senior
executive performance appraisal and pay systems—such as predecisional
checks of performance appraisal recommendations through higher-level
reviews and PRBs as well as transparency in communicating the aggregate
results—to help enhance the credibility, faimmess, and transparency of their
systems, although they varied in how the safeguards have been
implemented. Our preliminary results show that there are opportunities
for improvement in the communication of aggregate appraisal results to all
senior executives.

By law, as part of their SES appraisal systems, all agencies must provide
their senior executives with an opportunity to view their appraisals and
ratings and to request a review of the recornmended performance ratings
by higher-level officials, before the ratings become {inal." The higher-level
reviewer cannot change the initial sammary rating given by the supervisor,
bul may recommend a different raling in writing to the PRB that is shared
with the senior executive and the supervisor. For example, according to
State’s policy, an executive may request a higher-level review of the initial
rating in writing prior to the PRB convening at which tinie the initial
summary rating, the executive’s request, and the higher-level reviewing
official’'s written findings and recommendations are considered. The PRB
is to provide a written recommendation on the executive’s summary rating
to State’s Director General of the Foreign Service and Director of Human
Resources, who makes the final appraisal decisions.

Further, all agencies must establish one or more PRBs to help ensure that
performance appraisals reflect both individual and organizational

P.40-05-8325P. For rore information inchuding the complete list of safeguards, see GAO,
Defense Transformation: Preliminary Observation’s on DOD’s Proposed Civilian
Personnel Reforms, GAG-03-T17T (Washington, D.C.: Apr. 29, 2003).

U5 USC § 4312(b)(3).
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performance and that rating, bonus, and pay adjustment recommendations
are consistently made. The PRB is to review senior executives’ initial
sumimary performance ratings and other relevant docuraents and make
written recommendations on the performance of the senior executives to
the agency head or appointing authority.

The selected agencies varied in their PRB structures and in who provided
the final approval of the appraisal decisions. For exaraple, given its small
number of senior executives, USAID has one PRB that is responsible for
making recommendations to the Administrator for his/her final approval
on all rated career executives for their annual summary ratings, banuses,
performance-based pay adjustraents, and Presidential Rank Award
nominations. On the other hand, DOD has multiple PRBs within and
across its components and agencies with separate authorizing officials
who give the final approval of rating and performance payout
recommendations. According to a DOD official, there is not a central PRB
that oversees all the PRBs within the department responsible for
recommending approval of the final appraisal decisions for all senior
executives. To help ensure consistency in appraisal recommendations
across the department and between the various authorizing officials, the
components are to provide their final rating and performance payout
distributions to the Under Secretary of Defense for Personnel and
Readiness to be validated prior to executives receiving the bonuses and
pay adjustments. As part of the validation process, the Under Secretary of
Defense for Personnel and Readiness checks to ensure that meaningful
distinctions were made and ratings, bonuses, and pay adjustments reflect
organizational and individual performance, among other things, before
performance bonuses and pay increases are made effective.

To help enhance the transparency of the system, agencies can
communicate the overall aggregate results of the performance appraisal
decisions—ratings, bonuses, and pay adjustment distributions—to senior
executives while protecting individual confidentiality, and as a result, let
executives know where they stand in the organization. Further, OPM has
recognized the importance of communicating the overall rating
distributions and performance payout averages through its guidance for
certifying agencies’ SES systems, and factors it into certification decisions.
OPM asks agencies to brief their SES members on the results of the
completed appraisal process to make sure that the dynamics of the general
distribution of ratings and accompanying rewards are fully understood.
The results of the OPM survey of senior executives show that the
communication of overall performance appraisal results is not widely
practiced throughout the government. Specifically, 65 percent of
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115

respondents said that they were not given a summary of their agency’s SES
performance ratings, bonuses, and pay adjustments.

The selected agencies communicated the aggregate results in varying
ways. For example, Treasury and DOD posted the aggregate rating, bonus,
and pay adjustment distributions for senior executives on their Web sites
with comparison of data across previous fiscal years. In communicating
the results of the most recent appraisal cycle, NRC sent an e-mail to all
senior executives sharing the percentage of executives at each rating level
and the percentages receiving bonuses and pay adjustments as well as the
average dollar amounts. According to an NRC official, the agency
periodically holds agencywide “all hands” SES meetings where the results
of the appraisal cycle, among other topics, are communicated to
executives.

Similarly, the Deputy Secretary of DOE provides a memo to all senior
executives summarizing the percentage of executives at the top two rating
levels and the average bonus and pay adjustment armounts. DOE also
includes governmeniwide resuits as reported by OPM as a point of
comparison. Further, in that memo, the Deputy Secretary stated his
concern with the negligible difference in bonuses and pay adjustments
among executives receiving the top two rating levels and stressed the
importance of making raeaningful distinctions in the allocation of
compensation tied to performance ratings in the upcoming appraisal cycle.

‘While USAID shares an individual’s appraisal results with that executive,
agency officials said that they do not communicate aggregate resuits to ail
senior executives. Communicating an executive's individual rating
conveys information about how well the executive has performed against
the expectations in the performance plan, but is not sufficient to provide a
clear picture of how the executive's performance compares with that of
other executives in the agency. Further, USAID communicated to all SES
members the pay adjustment distributions in ranges by rating level, but not
the aggregate results showing the percentage of executives receiving the
pay adjustments in total or by rating level. There are opportunities for
further refinements in how the aggregate appraisal results are
communicated to all senior executives.

Mr. Chairman, Senator Voinovich, and Members of the Subcommittee, this
completes my prepared statement. I would be pleased to respond to any
questions that you may have.
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For further information regarding this statement, please contact
Contacts and J. Christopher Mihm, Managing Director, Strategic Issues, at (202) 512-
Acknowledgments 6806 or mihmj@gao.gov or Robert N. Goldenkoff, Director, Strategic

Issues, at (202) 512-6806 or goldenkoffr@gao.gov. Contact points for our
Offices of Congressional Relations and Public Affairs may be found on the
last page of this testimony. Individuals making key contributions to this
statement include Belva Martin, Assistant Director; Amber Edwards;
Janice Latimer; Meredith Moore; Mary Robison; Sabrina Streagle; and Greg
Wilrmoth.
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Appendix I: Background on the Senior
Executive Performance-Based Pay System
and Certification Criteria

In November 2003, Congress authorized a new performance-based pay
system for members of the Senior Executive Service (SES).! With the
performance-based pay system, senior executives are to no longer receive
annual across-the-board or locality pay adjustments. Agencies are to base
pay adjustments for senior executives on individual performance and
contributions to the agency's performance by considering the individual's
accomplishments and such things as unique skills, qualifications, or
competencies of the individual and the individual's significance to the
agency’s mission and performance, as well as the individual’s current
responsibilities. The system, which took effect in January 2004, also
replaced the six SES pay levels with a single, open-range pay band and
raised the cap on base pay and total compensation. For 2008, the caps are
$158,500 for base pay (Level III of the Executive Schedule) with a senior
executive’s total compensation not to exceed $191,300 (Level I of the
Executive Schedule). If an agency’s senior executive performance
appraisal system is certified by the Office of Personnel Management
(OPM) and the Office of Management and Budget {OMB) concurs, the caps
are increased to $172,200 for base pay (Level I of the Executive Schedule)
and $221,100 for total compensation (the total annual compensation
payable to the Vice President).

To qualify for senior executive pay flexibilities, agencies’ performance
appraisal systems are evaluated against nine certification criteria and any
additional information that OPM and OMB may require to make
determinations regarding certification. As shown in table 3, the
certification criteria jointly developed by OPM and OMB are broad
principles that position agencies to use their pay systems strategically to
support the development of a stronger performance culture and the
attainment of the agency’s mission, goals, and objectives.

'National Defense Authorization Act for Fiscal Year 2004, Pub. L. No. 108-136,
November 24, 2003; 5 USC § 5382.
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Appendix I: Beckground on the Senior
Executive Performance-Based Pay System and
Certification Criteria

Table 3: Senior Executive Performance Appraisal System Certification Criteria

Criterion Description

Alignment individual performance expectations must be finked to or derived from the agency’s mission,
strategic goals, program/policy objectives, or annuat performance plan.

Consuttation individual performance expectations are develaped with senior employee involvement and must be
communicated at the beginning of the appraisal cycle.

Results Individual expectations describe performance that is measurable, demonstrable, or observable,
focusing on organizational outputs and outcomes, palicy/program objectives, milestenas, and so
forth.

Balance Individual performance expectations must include measures of results, employee and

custorr jolde on, or competencies or behaviors that contribute to outstanding
performance.

Assessments and guidelines

The agency head or a designee provides assessments of the performance of the agency overall, as
well as each of its major program and functional areas, such as reports of agency’s goals and other
program performance measuyes and indicators, and evaluation guidelines based, in pan, upon
thase assessments to senicr employees and appropriate senior employee rating and reviewing
officials. The guidance provided may not take the form of quantitative limitations on the number of
ratings at any given rating level.

Oversight

The agency head or designee must certify that (1} the appraisat process makes meaningful
distinctions based on relative perfermancs; {2) results take into account, as appropriate, the
agency’s performance; and (3) pay adjustments and awards recognize individual/organizational
performance.

Accountability

Senior employes ratings (as well as subordinate employees’ performance expectations and ratings
for those with supervisor responsibilities) appropriately reflect employses’ performance
expectations, relevant program performance measures, and other relevant factors.

Performance differentiation

Among cther provisions, the agency must provide for at least one rating levei above fully successfui
{must include an outstanding ievel of performance}, and in the application of those ratings, must
make meaningful distinctions among executives based on their relative performance.

Pay differentiation

The agency should be able to demonstrate that the largest pay adjustments, highest pay levels
{base and performance awards), or both are provided to its highest performers, and that overall the
distribution of pay rates in the SES rate range and pay adjustments reflects meaningtu! distinctions
among executives based on their relative perfarmance.

Source: GAQ.
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Chairman Akaka and Distinguished Members of the Subcommittee:

The Senior Executives Association (SEA) is pleased to testify before this Subcommittee
concerning the state of the Senior Executive Service pay and performance management system,
the only pay for performance system with government-wide applicability. SEA is a professional
association that for the past 28 years has represented the interests of career federal executives in
government, including those in Senior Executive Service (SES) and equivalent positions, such as
Senior Level (SL) and Scientific and Professional (ST) positions.

The current SES pay and performance management systcm has been in place for three full years
of performance ratings and pay adjustments, with the fourth to be completed this fall. There has
now been sufficient time and experience to examine how well the system works. Congress now
has the opportunity to review the SES system, identify problems and implement solutions. We
believe the system needs to be fine tuned and modified to ensure that quality applicants will
aspire to the SES and that those who are in the SES will want to stay. The large number of
Senior Executives eligible to retire makes a review of the SES system even more imperative.
Such a review will also yield valuable lessons learned which should inform your consideration of
other pay for performance systems which are proliferating in the Federal government.

The Next Generation of Senior Executives

SEA and its members are strong stakeholders in the long-term viability of the SES. Our goal is to
ensure that the SES is a premier corps composcd of highly qualified individuals able to provide
the career leadership necessary to the effective operation of our government. Given concerns that
were reported to SEA when the current pay system was first implemented, many of which
remain today, there is a perception among an increasing number of federal managers that the
SES is not a particularly desirable career goal.

This is not just an issue of pay. Senior Executives are not motivated primarily by pay, but
willingly take on their responsibilities to fulfill a call to public service. Nonetheless, Senior
Executives take on more duties and work longer hours, yet they receive no compensatory time,
no locality pay, and no guaranteed annual comparability pay raises, all of which are a part of the
compensation system for General Schedule (GS) employees. They also have far fewer job rights
than GS employees. Thus, many qualified potential SES candidates do not perceive the benefits
of joining the SES, in spite of the fact that it represents the pinnacle of the Federal career service
and an opportunity to make a significant contribution to their agencies” missions. Those who do
join the ranks find that the pay and performance management system does not work as intended.
What is clear after three cycles is that a system that was meant to relieve pay compression, to be
transparent and flexible, and to reward performance, has instead become a disincentive for many
of the best employees who might otherwise desire to serve in the highest ranks of the career civil
service.

In May 2008, OPM released the results of its SES pay survey, a survey that had been completed
by 65% of the Senior Executive corps. The OPM survey was preceded by an SEA survey in
2006 that also covered concerns and opinions about the SES pay system, albeit in far greater
detail. In a number of ways the two surveys complement each other and show that Senior
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Executives feel good about their jobs, but the results are more mixed when addressing the pay
system.

When SEA surveyed Senior Executives in 2006, one of the most telling findings was that 47% of
those that responded believed that GS-14 and GS-15 employees were losing interest in aspiring
to SES positions. The 2008 OPM survey reported that only 50% of Senior Executives believed
that the current SES pay and performance management system was helpful in recruiting qualified
applicants for SES positions. This OPM finding reinforces the earlier SEA finding about GS-14
and 15°s losing interest in aspiring to SES positions. This is a disturbing trend that is regularly
reported to SEA and confirmed now by two survey results.

The Impact of SES Pay Rates

In our opinion, there are several reasons for this unfortunate situation. First, SES annual pay
increases have not kept up with GS increases over the past several years. Second, in addition to
the lack of locality-based pay adjustments, SES annual pay increases are entirely discretionary,
creating the accurate perception that a new Senior Executive cannot rely on the receipt of annual
comparability increases upon entry to the SES. Third, GS and alternate pay systems have
become more generous with the result that today many GS-15 or equivalent employees make
more than the Senior Executives they work for, particularly if the Senior Executive is new.

For example, under its partially implemented National Security Personnel System (NSPS), the
Department of Defense has increased the ceiling for prior GS-15 step 10 managers by 5 percent.
When combined with locality pay, the top GS pay overlaps SES pay. Also under NSPS, GS
employees can now receive substantial bonuses, formerly a unique feature of the SES. Other
departments and agencies have also taken steps to increase GS-15 managers’ pay even though
these managers have fewer responsibilities and more rights than members of the Senior
Executive Service. According to the February 4, 2008 edition of the Federal Times, the average
raise for NSPS-covered employees was 7.6 percent, more than twice the 3.5 percent average
raise that most other federal employees received, and more than three times the 2.5 percent
allowable increase in rate range afforded to the Senior Executive Service in 2008,

Critics point to the respectable salary cap of $172,200 for Senior Executives in agencies with
certified performance management systems and say this should suffice. Although most Senior
Executives would earn much more in the private scctor, they have been willing to accept pay that
was not comparable because of their desire to do the most important work in the nation. The fact
is, however, that most Senior Executives do not earn the maximum available pay. Further, the
current pay for performance system is structured in such a way that many of those who work at
levels below the Senior Executive Service are reaching well into the SES pay band.

A comparison of General Schedule pay versus Executive Level pay is instructive. General
Schedule pay is increasingly overlapping SES pay and, in fact, pay levels for political
appointees. For example, in the Washington, D.C. locality area, pay for GS-15, step 10 now
equals Executive Schedule IV ($149,000), which is the pay rate for Assistant Secretaries, as well
as the presidentially-appointed members of such agencies as the National Labor Relations Board
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and other commissions; this alone is a disincentive for potential political appointees, much less
Senior Executives.

Further, the SES pay ceiling has not kept pace with General Schedule pay adjustments, that is,
adjustments for the pay of employees these executives supervise. If the Executive

Schedule had kept pace with the national comparability increases provided the General
Schedule since 1994, EL II (the cap for SES pay in certified agencies) would be

$ 226,859, not $172,200.

Finally, following the abolition of the six pay ranks in the earlier system and in an apparent
desire to create a surrogate for those ranks, some departments (including notably, Defense and
Veterans Affairs) have created and placed Senior Executives into pay tiers. These tiers, at worst,
threaten to create pay compression anew as executives reach the caps for their tiers, and, at best,
require clarity and transparency with regard to the criteria for placement within a tier and for
“promotion” to the next tier.

Quotas

Another problem highlighted by SEA’s 2006 survey was the perception that quotas played arole
in lowering SES performance ratings. While the OPM survey unfortunately did not include any
questions regarding quotas, it appears that the problem of quotas may still exist.

SEA continues to receive anecdotal evidence of quotas from its members. For example, in 2007,
a Senior Executive at HHS was recommended for the highest rating by her supervisor, but a
higher level of review downgraded her without either her knowledge or that of her supervisor.
This is not unusual, and, because frequently no explanation is given, the impression is left that
there is a de facto quota system followed by higher-level reviewers. The supervisor of a Senior
Executive at the Department of Energy informed the executive that he was told by his supervisor
to lower the executive’s evaluation from “outstanding” to “meets expectations” because of an
implied quota. In this connection, and in all likelihood a causative factor, Energy Deputy
Secretary Sell had circulated a memorandum on September 28, 2006 stating that demonstrations
of “exemplary leadership and management skills, personal integrity, and a commitment to the
highest ideals of public service” are deserving of only a “meets expectation” rating; an “exceeds
expectations” rating was reserved for the top performers of the Department. When this is coupled
with an unexplained down-grade in a higher level rating, the appearance of a quota is inevitable.

Inconsistent Implementation of the Pay System

SEA has also been concerned with the consistency by which the SES pay system is being
implemented. The OPM survey also found significant inconsistency in implementation among
federal agencies. For example, OPM reported that the executives” responses by agency differed
by more than 30 points on the questions of whether executives were provided a summary of
overall results and whether they received training or a briefing on the performance management
system. Communication of this information varied greatly from agency to agency, ranging from
88.5 percent of Nuclear Regulatory Commission executives and 87.3 percent of Air Force
executives saying they had received the summaries, to 79.6 percent of Homeland Security
executives and 80 percent of Small Business Administration executives saying they had not.
Inadequate communication is of particular concern because of the recent emphasis by OPM, as
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part of the recertification process, on the need for agencies to communicate such information to
Senior Executives.

For the most part, however, inconsistency arises from the inherent total discretion that agencies
have in managing their SES pay systems. Since SEA testified in 2006 in the Senate on this issue,
we have had reports of the following actions by agencies in exercising discretion in the
administration of the SES system. Each of these adds to the perception of arbitrariness that also
fuels the views of GS-14 and 15°s concerning their interest in aspiring to the SES.

On October 16, 2006, the Office of the Secretary of Defense lowered the pool for SES raises and
performance awards from 15% to 10% of payroll, ostensibly because the prior year “a significant
portion of the performance budget was not spent.” It is likely, however, that the unspent portion

of the budget occurred because the Defense Department failed to receive OPM certification of its
executive pay and performance management system in time for that round of awards.

On the other side of that coin, some of the inconsistency can be caused by budgetary constraints,
particularly since all pay adjustments and performance awards are discretionary. On November
14, 2007 the Department of Energy announced that it would defer “performance based awards
and discretionary pay adjustments” because of the “terms of the Continuing Resolution...and the
uncertain funding situation for Fiscal Year 2007. (Secretary Bodman discontinued that policy in
February of this year.)

USAID’s Administrator failed to finalize the agency’s 2006 performance appraisal
determinations during calendar year 2006, and, as a consequence, OPM would not permit AID to
make pay adjustments above the old cap in January 2007, based on the 2006 appraisal
determinations. Similarly, NLRB’s Senior Executives expressed the realization in 2008 that “this
year, of course, we expect no bonus program,” because of budget considerations.

In January 2008, Treasury in its discretion declined to raise any of its SES to the higher
Executive Schedule levels authorized for 2008 because it said their ratings were based on their
2007 performance. This is at odds with the government’s treatment of GS employees who are
automatically raised to the following year’s cap, based on their grade and step, and also appears
at odds with how other agencies deal with SES pay adjustments.

Relationship between Performance and Pay

Many Senior Executives also express concerns about a distinct disconnect between ratings, pay
adjustments and performance awards. The SEA survey found that many executives believe the
connection between their performance ratings and pay adjustments were based on administrative
decisions and budgetary constraints, not actual performance. Further, there was no connection
between increased responsibilities and pay; of the 233 executives reporting increased
responsibilities since the implementation of the new pay system, 191 (82%) received no salary
increase. We have been informally advised by OPM that F.Y. 2007 data for SES pay adjustments
and performance awards, while not yet released, will show great variations among agencies in
compensation and ratings resuits.

Over the past few years, SEA has heard the following from its members:
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A Senior Executive in the Department of the Treasury received an “Exceeds Expectations” rating
at the end of 2006, but no pay adjustment increase based on that rating. Similarly, an executive at
the Department of Commerce was rated “Commendable” (above “Fully Successful”) in 2006,
but received no pay adjustment. When he tried to obtain an explanation, none was forthcoming.

One SES at Energy has received no pay increase for several years, despite receiving “Fully
Successful” ratings. Largely because of this, he has voluntarily resigned his position in the SES
to enter Energy’s “El” Excepted service. As a result, he has received the 4.49% pay increase
given to GS employees, which includes the locality adjustment which SES members no longer
receive.

Perhaps one of the most arbitrary actions we have heard concerns a Department of Justice Senior
Executive who was told by an agency official that he was going to receive a raise and a
performance award based on his high performance rating. However, the same official later called
the executive back to say that neither the raise nor the award was approved because the executive
planned to retire. When we reported this to an official at OPM, he said this was bad practice, but
he thought OPM would not take action because the agency has delegated administration of the
SES performance system to agencies — except that it was required that “agencies follow their
own procedures.” This is another example of a problem caused by the completely discretionary
nature of all SES members’ compensation, and either the inability or unwillingness of OPM to
interfere in individual cases.

OPM Certification

Another issue that compounds pay and performance management concerns is the OPM
certification process. Due to the burden of the process, many small agencies do not even apply
for certification and therefore cannot pay higher salaries. Further, should an agency neglect to
apply for certification on time, SES salary increases and performance awards will be held back
until the process is complete. Many Senior Executives are unfairly punished due to the lack of
standardization across agencies or a streamlined process, while GS employees face no such
barriers.

k k k ok ok ok ok

Given the concerns addressed above, it is no wonder that there is a lack of confidence in the
Senior Executive Service pay and performance management system. Frequently, the rewards far
outweigh the risks for federal employees who might otherwise aspire to join the SES. Currently,
the risk to reward ratio is tipping in the wrong direction. Almost lost among the issues
surrounding the system is the ostensible reason for having adopted it in the first place. Only 43%
of the executives responding to the OPM survey believed pay for performance promoted better
organizational performance in their agencies. There was significant variation among agencies on
that issue, from a low of 11% among OMB executives responding to a high of 68% for OPM.

Congress must examine this system if we are to ensure that the SES remains the highly qualified
and effective career leadership corps it was meant to be.
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Proposals for Reform

To that end, SEA has several legislative remedies to propose. These are common sense solutions
that directly address the concerns of Senior Executives and potential SES members.

When the Senior Executive Service was created by the Civil Service Reform Act of 1978, the
corps was designed to provide a careful balance of increased risk and increased rewards to the
GS 16°s, 17’s and 18’s who were to be asked to convert to the Service. Over time, that balance
has been eroded. The centerpiece of our proposal consists of two provisions that would restore
the balance of risk and reward so that the SES will be attractive to potential Senior Executives.

First, we recommend that all Senior Executives at the “Fully Successful” or better performance
level receive at least some annual increase. In an October 31, 2006 memorandum regarding
Certification of Performance Appraisal Systems for Senior Employees for Calendar Year 2007,
OPM Director Linda Springer expressed OPM’s expectation that “senior employees who are at a
pay level consistent with their current level of responsibilities and who receive an acceptable
(“fully successful” or better) rating should receive a pay increase.” Agency discretion (as noted
above), however, interferes with this outcome. In January 2007, Senior Executives rated “Fully
Successful” in F.Y. 2006 received an average 2.0% pay increase; contrast this with a GS
employee in the Washington DC locality pay area, who received a 2.64% adjustment without
regard to his or her performance rating. An annual guaranteed increase for executives who have
performed successfully should be at least as much as the increase in the Executive Schedule plus
the increase in locality pay for the geographic area in which the executive works. That would
still most years be below what GS employees get.

Second, performance awards should be included in a Senior Executive’s “high three” in
calculating his or her retirement annuity. We believe that this second provision would make the
SES an attractive career goal for the best applicants and will help assure a high quality future
SES. Also, it recognizes the reality that performance awards have become an integral part of the
SES compensation system.

Attached to this testimony is a draft bill with explanation that outlines SEA’s full set of
recommendations to improve the pay system. These recommendations also include reforming the
OPM certification process, increasing transparency of ratings, rankings and pay for the SES, and
prohibiting quotas. Each of these will make the SES more attractive to potential Senior
Executives and improve both the morale and retention of existing SES employees.

The Senior Executive Service is a critical component in ensuring the daily operational success of
the federal government. Congressional action will guarantee that it fulfills its original intent and
adequately meets the needs of SES members.

We look forward to working with the Subcommittee to develop legislative reforms to assure that
the future career leadership of the civil service is the best it can be.
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Legislative Narrative

The Senior Executive Service Pay
and Performance Management Improvement Act

Section 1, Findings & Table of Contents — This section provides the congressional findings on
which the legislation is based and the table of contents for the legisation.

Section 2, Mandatory Minimum Market Adjustment for Senior Executives Rated at the Fully
Successful or Higher Level — This section provides that all Senior Executives who receive a
rating of “fully successful” or higher are to receive mandatory market-based adjustments to their
salaries. This adjustment will be a formula-based percentage of the executive’s salary equal to
the increase in the Executive Schedule plus any increase in locality pay in the geographic area in
which the Senior Executive is stationed. It will also ensure that this adjustment is applied when
providing lump-sum payment for accumulated and accrued annual leave on separation.

Section 3, Inclusion of Executive Performance Awards in “High-3” Average Salary
Calculations — This section requires that performance awards and retention allowances given to
career Senior Executives be included in “High-3" average salary calculations for retirement.
Performance awards and retention allowances are provided consistently to high performers,
accounting for a significant amount of the high-performing Senior Executive’s salary over the
course of his or her career. By excluding these awards and allowances from credit for retirement
annuities, we deprive good Senior Executives of retirement packages that reflect their true earned
compensation.

Section 4, Calendar Year Amendment and Certification Extension — This section would change
the way agencies’ performance systems for Senior Executives are now certified by OPM.
Agency certification currently lasts one or two calendar years in duration and can be rescinded

at any time. Agencies find this process of continuous re-applying wasteful and time consuming.
It is also inelegant as the calendar year aspect generally lends itself to a gap between acceptance
and implementation of certification. This section would make ai} certifications last for 60
months (5 years) from the date of approval, while maintaining the ability for OPM to rescind
certification. This section also requires OPM to provide the agency “clear and consistent advice”
on how to comply with requirements of certification for six months before recertifying or
decertifying an agency.
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Section 5, Transparency of Ratings for SES Officials — This section ensures that a Senior
Executive receive notification and feedback regarding his or her individual performance rating
level and specific reasons for the rating level in a reasonable period of time (within 90 days). It
also ensures that overall data is supplied on how an agency’s Senior Executives are rated, the
range of salary adjustments they receive for each rating level, and the amount and percentages of
performance awards. Finally, this section requires that all documents related to the SES pay and
performance rating system and compensation determination be made public via agency websites.

Section 6, Transparency of SES Rankings and Pay — This section provides for a biennial survey
administered by the Merit Systems Protection Board, with consultation from the organization
representing the largest number of Senior Executives. The survey should track the experience
and views of career Senior Executives on the Senior Executive pay and performance
management system. The survey must ask opinions regarding transparency, perceived use of
quotas or forced distribution and other irregularities, as well as other questions perceived as
necessary by the Merit Systems Protection Board.

Section 7, Assured Increase for New Senior Executives — This section assures a minimum
salary increase over his or her current General Schedule salary of at least 5 percent for any
person who is promoted to the career SES.

Section 8, Prohibiting Quotas and Forced Distribution — This section explicitly writes in statute
the illegality of utilizing quotas or forced distributions in rating Senior Executives.

Section 9, Assured Funding of SES Pay — This section requires that Senior Executives’ pay is
funded in such a manner to ensure reasonable salary adjustments occur.

Section 10, Reasons for Rating Reductions - This section requires agencies to provide a Senior
Executive with a reason when a rating is lowered from that originally recommended by a higher
level supervisor. Thus, the Senior Executive will have the opportunity to understand his or her
rating and in turn, gain new insight and clarity into his or her job functions and responsibilities,
as well as the supervisor's expectations. Apart from providing a greater understanding to the
executive, the requirement will also provide insight into the type of development activities that
are of value by clarifying organizational goals so they can be more readily accepted and
executed. Finally, the section also serves as a check against lowering ratings simply to force a de
facto quota.

Section 11, Requirements related to Pay Tiers of Senior Executives - This section is only
applicable if an agency decides to implement a tier or rank system for Senior Executive
positions. It requires provision of a justification and an explanation of the boundaries of each
tier. Consequently, this section makes certain that Senior Executives understand the criteria used
to place SES positions in tiers, what their respective agencies mandate for upward mobility, and
the path which must be followed in order to advance in the defined tiers.
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A proposal of the Senior Executives Association

A BILL

Be it enacted by the Senate and House of Representatives of the United States of America in
Congress assembled,

SECTION 1. TITLE; TABLE OF CONTENTS AND FINDINGS

(a) TITLE — This Act shall be known as the "Senior Executive Service Pay and
Performance Management Improvement Act.”

(b) HAVING FOUND-

(1) That 90 percent of career SES are eligible for retirement in the next decade,
leading to the threat of a leadership vacuum at the top of the civil service if
steps are not taken to reform the current SES system, make it more appealing
to highly successful General Schedule employees and applicants from outside
the Federal Service.

(2) The Senior Executive Service performance management and pay system has
been applied inconsistently and without full adherence to rules concerning
quotas, transparency and performance feedback.

(3) That the lack of assured pay adjustments including increases related to
differences in local job markets, and the prevailing practice of consistently
awarding annual salary increases to many members of the career SES that are
lower than increases received by other federal employees, demoralize the
current ranks and deter capable General Schedule employees from seeking to
join the Senior Executive Service.

(4) That performance awards and retention allowances provided to the SES
constitute a significant portion of their compensation and should be included
in retirement calculations.

(5) That members of the public, Executive Branch officials and Congress have
insufficient information on certification standards and methodology
surrounding the SES pay for performance system.

(c) TABLE OF CONTENTS. ~ The table of contents for this Act is as follows:

Sec. 1. Title; Findings; Table of Contents.
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Sec. 2. Mandatory Market Adjustment for career SES rated Fully Successful or Higher.

Sec.

3. Inclusion of Executive Performance Awards and Retention Allowances in High-3

Average Salary Calculations.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

4. SES Calendar Year Amendment and Certification Extension.
5. Transparency of Ratings and Methodology for the SES System.
6. Transparency of SES Rankings and Pay.

7. Assured Increase for New Senior Executives.

8. Prohibiting Quotas and Forced Distribution.

9. Assured Funding of SES Pay.

10. Reasons for Rating Reductions.

11. Requirements related to Pay Tiers of Senior Executives.

12. Effective Dates.

SECTION 2. MANDATORY MARKET ADJUSTMENT FOR SENIOR EXECUTIVES
AND OTHER SENIOR EMPLOYEES AT THE FULLY SUCCESSFUL LEVEL OR
HIGHER.

(a) In Chapter 53 of Title 5

(1) With consideration of amendments made by section 12 of this Act, amend section
5376 by adding after subsection (b),

"(c) Every employee in a position whose last performance appraisal rating is the
equivalent of “fully successful” or higher will receive an annual increase in base pay that
is no less than the rate of increase, if any, for the Executive Schedule and the increase in
the locality-based comparability payments for the area in which the employee's official
duty station is located, if any, as authorized by the President under section 5304 of this
title. This increase will be awarded the first pay period of January each year and is in
addition to any increase awarded under subsection (b) of this section. This subsection
will conform to salary requirements established under section 5376(b) (1) of this title.”

(2) adding after Section 5383(d),

"(e) Notwithstanding the requirements of subsection (c) of this section, every career
appointee whose last performance appraisal rating is the equivalent of “fully successful®
or higher will receive an annual increase in base pay that is no less than the rate of
increase, if any, for the Executive Schedule and the increase in the locality-based
comparability payments for the area in which the employee's official duty station is
located, if any, as authorized by the President under section 5304 of this title. This
increase will be awarded the first pay period of January each year and is in addition to
any increase awarded under subsection (a) of this section. This subsection will conform
to all salary requirements established under section 5382 of this title."

and redesignate subsection (e) and as (f).

(b) In Chapter 55 of Title 5, amend Section 5551 by adding,

11
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"(d) Any lump-sum payment made under this section must take into account any pay adjustment
under to section 5376 or 5383 of this title."

SECTION 3. INCLUSION OF EXECUTIVE PERFORMANCE AWARDS IN HIGH-3
AVERAGE SALARY

(a) Amend Title V, Section 8331 by inserting after Sec. 8331(3) (H) the following:
(I) with respect to a member of the Senior Executive Service, performance awards
under section 5384 of this title;

(J) with respect to a senior career employee (classified above GS-15 pursuant to
section 5108 of this title), agency awards under section 4503, and performance-based
cashed awards under section 4505a;

(K) with respect to a career appointee as defined in section 3132 (a) of this title
and a senior career employee (classified above GS-15 pursuant to section 5108 of this
title) agency allowances under section 5754 of this title.

SECTION 4. CALENDAR YEAR AMENDMENT AND CERTIFICATION EXTENTION

(a) In Title 5, section 5307, subsection (d) (3) (B), strike all through “either or both of,” and
insert:

"An agency’s certification under this subsection shall be for a period of 60 months
beginning on the date of certification, unless extended by the Office of Personnel
Management for up to 6 additional months, except that such certification may be
terminated at any time;"

(b) In Title 5, section 5307; amend subsection (d) (3) by adding,

"(D) The termination of certification or the failure to recertify an agency shall be
preceded by,

(i) clear and consistent advice from the Office of Personnel Management
to an agency about what the agency must do to continue its certification or
to renew existing certification; and,

(ii) a period of at least six months foflowing the clear and consistent

advice referred to in paragraph (i) from the Office of Personnel
Management."

12
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SECTION 5. TRANSPARENCY OF RATINGS FOR SES OFFICIALS

"(a) Add after Title 5, Section 4314(c) (3),
(4) Each agency shall provide members of the Senior Executive Service with
notification of their individual rating level and comments of record supporting the
rating level determination within 60 days of the final determination of the rating."

and redesignating subsections (4) and (5) as (5) and (6), respectively; and
(b) amend 4314(c), as redesignated, by adding,

"(7) Each agency shall annuaily publish the overall number of ratings awarded to
members of the Senior Executive Service at each performance rating level, and
shall include the average overall salary adjustment at each level, the minimum
and maximum adjustment at each level, the percentage of senior executives at
each rating level who received the minimum and maximum salary adjustment and
the number of senior executives who received performance awards under § 5384,
as well as the average amount of those awards. Rating levels and salary
adjustment information shall be provided separately for career and non-career
Senior Executives. The agency shall also publish its Senior Executive Service
Performance Management Plan and any other internal plan which describes a
system for determining Senior Executive Service salary and bonus amounts. The
information required by this subsection shall be published on an agency’s internet
website within 90 days of the final decision by the head of the agency concerning
SES rating levels and pay adjustments for an annual rating cycle, except that the
performance management and other internal plans shall be published as soon as
those plans are effective.”

SECTION 6. TRANSPARENCY OF SES RANKINGS AND PAY

In Title 5, Chapter 43, Subchapter II, insert after section 4314, § 4315. Transparency of Senior
Executive Service Rankings and Pay.

"In consultation with the organization representing the largest number of senior executives (as
defined by section 3132 of this title), the Merit Systems Protection Board shall biennially
conduct and publish the results of a survey of career senior executives regarding
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(a) the level of transparency and availability of agency performance management plans
and compensation policies to career SES;

(b) the use or perceived use of quotas or forced distribution in the application of the
agency’s performance appraisal system;

(c) any actual or perceived irregularities with the administration of the SES performance
management system; and,

(d) such other factors as the Merit Systems Protection Board shall determine are
necessary and appropriate.”

and redesignate section 4315 as section 4316.
SECTION 7. ASSURED INCREASE FOR NEW SENIOR EXECUTIVES

In Title 5, Chapter 53, Subchapter VIII, amend 5383 subpart (¢) (2) (A), by striking after "may
not be less than," and inserting

"five percent greater than the combined rate of basic pay and other payment provided to
that individual under section 5304 last payable to that individual immediately before
being so appointed.”

SECTION 8. PROHIBITING QUOTAS AND FORCED DISTRIBUTION
In Title 5, Chapter 53, Subchapter VIII, amend 5383 subpart (a), by adding

"Any such determination will be made without the use of quotas or forced distribution of
ratings."”

SECTION 9. ASSURED FUNDING OF SENIOR EXECUTIVE SERVICE PAY

In Title 5, Chapter 53, Subchapter VIII, amend 5383 subpart (c), by adding
"In making such adjustments, the average percentage adjustment received by members of
the Senior Executive Service may not be less than the average salary adjustment in the

General Schedule under section 5303."

SECTION 10. REASONS FOR RATING REDUCTIONS

In Title 5, Chapter 43, Subchapter 11, amend section 4313 (c), by adding (4) —
In the event that the initial rating by HR supervisory official of a senior executive is
lowered, the senior executive shall be provided with a written explanation of why the

rating was lowered.

SECTION 11. REQUIREMENTS RELATED TO PAY TIERS OF SENIOR
EXECUTIVES

14
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In Title 5, Chapter 53, Subchapter VIII amend section 5382 by adding ~

(d) An Agency has the discretion to place its senior executive in different tiers or levels based
upon level of responsibility and such other factors as the Agency deems appropriate. If an
agency adopts a tier or level classification for its senior executives, it must also provide
information explaining why a position is in a specified tier or Ievel and what an executive must
do to attain a higher tier or level. No Senior Executive Service tier or level may have a pay
ceiling of less than Level I11 of the Executive Schedule. Notwithstanding the foregoing, no
senior executive may be denied the increase required by subsection (e) of section 5383 of this
section, merely because of that senior executive's placement in a designated tier or level.

SECTION 12. EFFECTIVE DATES
(a) Sections 4 shall take effect on the date of enactment of this Act.

(b) Sections 2 and 3 and 5 through 11, shall take effect 180 days or the following pay period
after the date of enactment of this Act, whichever is greater.

15
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Mr. Chairman and Subcommittee Members,

My name is John Gage. | am the National President of the American Federation
of Government Employees, AFL-CIO, which represents 600,000 federal workers
in 65 agencies across the nation and around the world, inciuding employees in
the Department of Defense (DoD) and the Transportation Security Administration
(TSA).

| appreciate the opportunity to testify today on the subject of “pay for
performance.” While to date only a few AFGE members participating in small
demonstration projects have been taken out of the General Schedule (GS) and
placed under a so-called pay for performance system, the Department of
Defense has the authority to apply its National Security Personnel System
(NSPS) pay program to the employees in our bargaining units and is beginning to
do so. In addition, Transportation Security Officers have never been in the
General Schedule, but are covered by the agency'’s intentionally vague and
indecipherable Performance Accountability and Standards System (PASS).

Department of Defense: National Security Personnel System

We are grateful, Mr. Chairman, for your support and assistance in the FY 2008
Defense Authorization Act (NDAA 2008) deliberations, that placed some
limitations on DoD’s ability to impose its new personnel system on employees. It
is a tremendous relief to wage grade (blue collar) workers laboring long hours at
military installations across our nation to support our warfighters, that they wili no
longer be subject to NSPS.

Another very important change brought about by the law is the revocation of the
Secretary of Defense’s authority to create a new labor relations system and the
restoration of full collective bargaining rights and obligations under 5 U.S.C.
Chapter 71. In passing that law, Congress intended to negate the travesty of a
labor-management relations system that DoD had created in its regulations and
ensure that DoD employees have the full protections of Chapter 71 rights.

It appears clear to us, however, that a primary goal of DoD has been and
continues to be to limit as much as possible its obligation to bargain with the
exclusive representatives chosen by its employees. On May 22, 2008, DoD
published proposed revised regulations for NSPS. These regulations cynically
and purposely attempt to evade Congress’ mandate for bargaining in two
important ways.

First, the NDAA 2008, in section 1106 (b), speaks about the ways that the
system, as amended by the law, can be implemented. It may be implemented,
“...through rules promuigated jointly by the Secretary of Defense and the Director
of the Office of Personnel Management after notice and opportunity for public
comment or through Department of Defense rules or internal agency

{00251519.DOC}
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implementing issuances.” The law goes on to say that rules jointly promulgated
by OPM and DoD shall be treated as major rules for the purpose of section 801
of title 5, United States Code, and, if they are uniformly appficable to all
organizational or functional units included in NSPS, they shall be treated in the
same manner as government-wide rules for the purpose of collective bargaining.
Bargaining regarding government-wide rules is severely limited compared with
bargaining regarding an agency rule under 5 U.S.C. Chapter 71.

In its earlier regulations, DoD put in very few details about the new personnel
system. Instead, it saved those details for internal Implementing Issuances,
which it deemed to be non-negotiable and to override existing collective
bargaining agreements in its NSPS labor relations system. The revised
proposed regulations are filled with the same kind of details found in those
implementing issuances and in supplemental Issuances issued by the Army, Air
Force, Navy and the Defense Agencies.

Apparently, the desire to limit bargaining is so strong that DoD would rather deal
with the more rigid, and inflexible system resulting from detailed regulations
published in the Federal Register, now that Congress has removed the power of
issuances to bar bargaining. in order to make this switch, DoD has also had to
remove flexibilities previously given to its Components and managers in favor of
centralized control. This will set up a situation in which DoD will have to waste
precious time, resources and employee morale just policing its organizations to
make sure that all the rules are uniformly applicable to all organizational or
functional units included in NSPS so that what normally would be an agency rule
can qualify as a government-wide rule. This will cause activities at all levels of
the Department to have to try to squeeze into “one-size-fits-all” rules.

By putting most of NSPS into a government-wide rule that limits bargaining, DoD
is attempting to thwart Congress’ express intent that it bargain with the exclusive
representatives of its civilian employees to the full extent of the law. We do not
believe that Congress intended for most of NSPS to be implemented under the
maijor rule provision, but that this would be used sparingly and only when
necessary.

The second way that the proposed regulations are a deliberate attempt by DoD
to avoid its bargaining obligations under the 2008 National Defense Authorizatior
Act comes in its definition and description of a “rate of pay.” § 9902(e)(9) of the
NDAA 2008 clearly says, “Any rate of pay established or adjusted in accordance
with the requirements of this section shall be non-negotiable, but shall be subject
to procedures and appropriate arrangements of paragraphs (2) and (3) of section
7106(b)...”

in its proposed regulations, DoD has defined “rate of pay” as:

(a) The term “rate of pay” in 5 U.S.C. 8902(e)(9) means—

{00251519.DOC}
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(1) An individual employee’s base salary rate, local market
supplement rate, and overtime and other premium pay rates
(including compensatory time off);

(2) The rates comprising the structure of the pay system that
govern the setting and adjusting of the individual employee rates
identified in paragraph (a)(1) of this section, including the amount of
each rate in the pay structure (expressed as a dollar amount or a
percentage) and the conditions defining applicability of each rate...

By adding the phrase “and the conditions defining applicability of each rate” to
the definition of “rate of pay,” DoD is trying to broaden the definition, and thus
narrow the scope of bargaining. “Conditions defining applicability of each rate”
could easily be interpreted to include the very procedures and arrangements
Congress intended DoD to bargain. it is an act of cynicism and defiance on
DoD’s part to think it can define itself out of its statutory obligation. The phrase
“conditions defining applicability of each rate” should be removed and DoD
should carry out its legal requirement to bargain procedures and appropriate
arrangements related to rates of pay.

This is no small matter. DoD has used “rate of pay” to describe numerous
aspects of NSPS and we believe Congress intended DoD to bargain over the
procedures it will use and appropriate arrangements for employees adversely
affected by these very actions.

For example:

We currently bargain over procedures and arrangements for determining fair
distribution of overtime work, including rotations, seniority, or other methods for
selecting employees. Management always has the right to determine the
qualifications needed for that overtime work and whether or not specific
employees meet those qualifications. Once that is done, however, we have
negotiated processes in place to make sure that desirable assignments aren't
given out based on favoritism or discrimination and that undesirable assignments
aren't given based on reprisal.

The proposed regulations include in the definition of "rate of pay,” for the purpose
of asserting non-negotiability under 5 U.S.C. 9902(e)(9): "The value of various
types of premium pay rates and the applicability conditions defining the type of
work or ather requirements that must be met to qualify for each type and level of
premium pay;..."

We have no argument with the non-negotiability of the value of the rate or
management's right to determine the type of work needed on overtime. We fear
that "other requirements that must be met to qualify..." will be used to preciude
bargaining over seniority or other systems to distribute overtime fairly.
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Also included in the “rate of pay” definition is the amount of various adjustments
in an employee's base salary rate such as performance pay increases,
reassignment increases and decreases, promotion increases, etc. Once again,
we don't expect to bargain over the amount of the adjusted rate of pay. We do,
however, believe that Congress meant for us to bargain over such procedures
and arrangements as the rules that pay pools will follow to ensure fairness,
transparency, and accuracy.

Under NSPS, supervisors can reassign employees within a pay band orto a
comparable pay band. Unlike the non-NSPS understanding of the meaning of
“reassignment,” however, NSPS reassignments may carry with them an unlimited
number of pay increases of up to 5% each. There is no requirement in NSPS,
however, that other employees be given a chance to compete for the increases,
or even that they be notified that such opportunities exist. We believe we should
be able to bargain over notices, competitive processes, and other procedures to
ensure fairness and transparency, but fear these will be preciuded by DoD's
interpretation of "applicability conditions.” These non-competitive pay raises are
separate from and in addition to the “pay-for-performance” part of NSPS.
Without the safeguards we would expect to negotiate in our bargaining units, this
will be a fertile breeding ground for discrimination, favoritism and abuse. | will
have more to say on these “reassignments” later in this statement.

in addition to restoring collective bargaining (which DoD has tried to evade
through its regulations), the 2008 NDAA ensures that any GS employee at DoD
placed under NSPS will be guaranteed 60% of the nationwide pay adjustment,
and 100% of the locality adjustment granted every year to GS workers, provided
that employee is rated above “unacceptable.” This is an important improvement
for civilian DoD workers. As we have already seen, DoD was prepared to give
only 50% of the pay adjustment to employees in 2008 and NONE of it as an
annual adjustment in 2009 ~ the whole amount was to be put into the pay pools
to be given as performance payouts. And, even there, DoD might not have paid
all of it out as base pay increases, but could have given cash bonuses instead.
The new law ensures that the full amount of the nationwide pay adjustment go for
base pay increases.

But simply paying out the full amount of the nationwide pay adjustment and
100% of the locality adjustment as base pay increases to employees is not
enough to ensure the viability of the DoD pay system. DoD must be required to
adjust its pay bands by the full amount of the nationwide pay adjustment just as
grades in the GS system are adjusted annuaily. Currently, in its proposed
regulations, DoD has retained for the Secretary of Defense the authority to adjust
different pay bands by different amounts and the minimum and maximum rates of
each pay band by different amounts. We believe this is because DoD wants to
be able to suppress wages over time. The pay bands must keep up with the
general pay increases given to the rest of the Federal government or wage
suppression will, in fact, be the result.
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Earlier this year, press reports of the January 2008 “payout” for employees under
NSPS were very misleading. There are many questions about the methodology
used in implementation, which | will discuss later in this statement. We strongly
urge the subcommittee to request data from DoD to explain how the system has
been applied, because the data that DoD has provided to date are insufficient for
an effective evaluation of the system. We have asked for this information before
and to date have not received it. | have attached an appendix to this statement
listing the data needed to conduct such an evaluation.

This information is especially important because it appears that DoD is not
routinely capturing it. In April of this year, DoD gave us a briefing on its NSPS
Evaluation Program. In response to our questions, DoD said that it had no
information on individual pay pools, such as the funding of the pools, the
demographic make-up of different pay pools, the value of shares in different pay
pools, the distribution of shares in the pay pools, etc. It was only collecting and
evaluating broad data at the highest level. Again, in response to our questions,
DoD said it was not requiring its Components to gather and analyze such data.
As aresult, DoD had no way of knowing if performance money was being given
in disproportionally greater amounts to higher paid employees in or near the
Pentagon, or in disproportionally lower amounts to minorities, women, or
employees working in smaller activities in remote areas of the country.

The Bush Administration likes to claim, falsely, that NSPS is designed to adhere
to the merit system principle of “equal pay for substantially equat work”.
Employees who have had the misfortune of working under “pay for performance”
systems know otherwise. When surveyed, federal workers express skepticism
about their chances to excel in the workforce because their opportunities and
evaluations depend so much upon expectations that are frequently arbitrary,
subjective and unclear. Stanford University Business School Professor, Jeffrey
Pfeffer, understands employee apprehension about individualized pay systems,
noting that “supervisors in charge of judging employees have a natural tendency
to favor people like themselves.” These proclivities tend to result in adverse
effects on women, minorities, and sometimes older workers, who are
underrepresented in the ranks of management. Indeed, women and minorities
have been most likely to report dissatisfaction with pay for performance
demonstration projects, arguing that pay raise decisions reflected bias rather
than objective assessments of a worker’s performance.

This kind of subjectivity and bias pervades the NSPS pay system. Unlike the
NSPS, the GS system and the pay adjustment process contained in the Federal
Employees Pay Comparability Act (FEPCA) were established upon the pay
principles of neutrality and “market sensitivity” or comparability with the private
sector. Salaries are set on the basis of job responsibilities, and annual
adjustments reflect both the performance and experience of the job holder, and
market data from the Employment Cost Index (ECI) and locality surveys.
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Reports from senior managers in DoD administering the NSPS pay plan for those
not in bargaining units have described its implementation as even more
problematic than its model. We are told that different pay pools have different
rules for distribution, and that supervisors have been ordered to reveal to their
subordinates only their “narrative” ratings, not their numerical ratings. The Iatter
go as recommendations to the pay pool panel, which can change them, and
determine different performance pay than the supervisor believed was warranted.

In many cases, the pay poo! panel that first considers the supervisors’
recommendations is only a sub-pay pool panel. The recommendations of
various sub-pay pool panels then go to the over-arching pay pool for final
determination of employees’ ratings, shares and payouts. As a result, the direct
connection between performance and the employee’s compensation is lost.
Without the direct feedback, the premise of pay-for-performance is undermined.
Surely it violates the principle of transparency if an employee cannot see the
supervisor's rating, and the final rating and payout are the result of a bureaucratic
process that goes on behind closed doors.

Because it is DoD’s intention that NSPS pay not exceed the cost of the GS
system, the “pay for performance” system is required to fit performance ratings
into a so-called “normal” distribution, or bell curve. In practice this means that
numerical ratings can be changed not because of failure to reach performance
objectives, but to align with pre-set ceilings on the number of 5's, 4's, 3's, 2's,
and 1’s that are necessary to assure adequate funding for pay pool distributions.

Far too many managers have told us that they had carefuily rated their
subordinates as objectively as possibie, only to be told when they went to the pay
poo! meeting with other supervisors that their ratings must be lowered in order to
get to the beli curve. But it gets much more complicated than that.

Employees in the same pool who were rated “3”, for example, might not get the
same number of shares.” That number varies on the basis of:

the component/activity/workplace

the pay band (individual workplaces gave out different numbers of shares
to professionals vs. technicians vs. supervisors/managers.)

the location of the workplace

the pay pool manager’s opinion of how an employee rated relative to other
“3s” submitted by other supervisors

how crucial the employee’s job is judged to be relative to the Pentagon’s
strategic military objectives.

h P

o

* The little data DoD has released indicates that of the employees rated as a “3”, about 30%
received one share, and 70% received two shares.

3
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Further, the money put into shares varied enormously. In some places, a share
was worth 1% of salary, in others it was worth 1.5% and in others it was worth
2%. Again, these could vary among and within components and all the way
down to individual workplaces and individual employees. In some workplaces,
an employee who got a 3 could get more than someone elsewhere who gota 4
oreven a 5. Also, as mentioned above, some pay pools made distinctions
among 3s, 4s, and 5s giving individuals who got the same ratings different
numbers of shares. In other words, there is no consistency whatscever.

Just to make matters even more complex, the pay pool managers have flexibility
in deciding how much of a share should be put into an employee’s salary
increase versus cash bonus. Obviously, the more compensation placed in
bonuses as opposed to salary increases has profound implications for the
employee’s standard of living not only in subsequent years while he or she is still
working, but also into retirement. Once he or she retires, both the defined benefit
portion of the pension (based on a formula using the high-3 years of salary) as
well as the agency’s contribution to the Thrift Savings Plan (TSP) (based on a
percentage of salary) will be reduced commensurate with reduction or stagnation
of salaries.

The “forced distribution” model is evident in the way DoD established
“performance” pay with its non-union NSPS employees in 2008. Fifty-seven
percent were rated “3” or average; 36 percent got a “4” rating, and just five
percent received the highest rating of “5.” Two percent were rated either “1” or
*2” and thus received little or no raise. And despite triumphant headlines touting
“average” raises of 7.6%, the ugly fact is that not all those rated in the middie
level “3” got the same percentage raise. In fact, among the 62,700 "valued”
employees, DoD decided that 5,425 were of so little value that they got raises
smaller than their GS counterparts, or less than 3.5%.

We are greatly concerned that if it is true that this first relatively small number of
employees got raises whose average was higher than GS employees, this was a
ploy to put additional money in the system to make it look good. There is no way
that DoD could continue to pay average increases higher than the GS increase
when hundreds of thousands of employees are added to NSPS without greatly
increasing its payroll costs.

Senior DoD managers have aiso expiained how the work of employees in the
lower grades, which cannot be linked directly to the strategic military objectives of
the Pentagon, is also systematically undervalued in the NSPS pay system. For
those employees, it is not enough to perform extra work or exceed their written
objectives. The accomplishments of subordinates are written into the
accomplishments of their superiors, even if these higher-graded people were
entirely uninvolved in the work. Sometimes lower-level employees are even
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assigned to write up their bosses’ accomplishments, and told to describe their
own work as having been done by others.

In addition, there appears to be a profound bias in favor of employees who work
higher up the chain of command or closer to the Pentagon as compared to those
who do not. Apparently, the assumption is that no matter how significant one’s
assignment might be to national security, the simple fact of working further from
the Pentagon is evidence that that position is not as valuable. There may also be
hierarchies of this bias; we are toid that while it is best to work in the Pentagon,
second best is a regional command, and yet further down the ladder are those
working at military installations. (I would think Members of Congress would be
particularly interested in what is so obviously an inside-the-beltway bias.)

Although NSPS calls itself a “pay-for-performance” system, the reality is anything
but. An employee can end up in a pay pool that is funded proportionally lower
than other pay pools for reasons that have nothing to do with his or her
performance. An employee can have his or her rating and payout determined by
managers several levels up in the chain of command who may know nothing
about that employee’s work. An employee can be in a job or in a job location
considered by upper management to be too far away from the Pentagon to be
doing anything important enough to deserve a level 5 no matter how much the
employee exceeds the job objectives. An employee’s rating may be lowered to
fit the bell curve tacitly required in the pay pool. And, we hear that many times it
is more about an employee’s or supervisor's ability to write than about that
employee’s actual performance. Employees can have their recommended rating
lowered because the pay pool panel thinks the supervisor wrote poor job
objectives, although the employee worked in good faith to exceed those
objectives. And, employees who are skilled at writing their self-assessments,
blowing their own horns and tying everything they did to the mission of the
agency, may get better ratings than employees whose actual performance was
better.

in many, many ways DoD’s proposed regulations violate the clear mandate of the
NDAA 2008 for the system to be transparent. Under the system DoD proposes
employees will not know how pay pool money is distributed, if they are in a pay
pool that has been funded below the amount that would have been available to
them had they not converted to NSPS, and how and why such decisions are
made. Employees will not know what rating their supervisor recommended, and
who, in the hierarchy of managers in the pay pool process actually determined
their rating and payout and why. Unlike the GS system, in which employees
know the grade and step of their fellow employees, NSPS workers will not know
who is getting what in their workplace. Without this information, managers can
manipulate workers and keep them from being able to evaluate the equity of their
own compensation. DoD should not be allowed to keep everything behind
closed doors, require managers to sign “non-disclosure” agreements, and hide
the facts about the distribution of pay. Employees should be able to get reports
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of how the money is distributed to pay pools, who got what in the work place, and
how and by whom their own rating and payout were determined.

By contrast, the General Schedule is transparent, easy for employees to
understand, and easy for agencies to administer. The complexity of the NSPS
can be used to hide the suppression of future wage adjustments for the rank and
file. Lower pay increases and the replacement of salary increases with cash
bonuses will necessarily lower the standard of living for many good performers
during their work years and into retirement.

In addition to concerns about loss of salary, and corresponding reductions in
pensions and thrift savings plans, AFGE is also very concerned about the
elimination of merit promotion and violations of the merit principles required by
law that were recently reinforced by the NDAA 2008. Under the General
Schedule, an employee’s ability to get promoted is clear from the position
description. if the job is based on a career ladder (say, it starts as a GS-5 but
goes to a GS-7 then a GS-9), employees know what is expected of them and
they can look forward to those promotions (and the corresponding salary
increases) until they reach the full performance level of their jobs - in my
example, GS-9. After that, employees who want further advancement can check
for job openings, which are routinely posted for a requisite notice period, and
have the opportunity to apply, and compete for the job.

Under NSPS, promotions are very rare. Employees might be given additional
duties by their supervisor in order to advance inside the pay band — what NSPS
calls “reassignments,” but there wili be no ciear pathway to that advancement,
nor is there a requirement that a job at the higher pay level be open to
competition or even that other employees know about the opportunity. The merit
promotion system under NSPS wili be all but dead. Bias and favoritism are
inevitable, along with an erosion of the merit principles so important to the quality
of the Civil Service.

Qutside the context of union representation, DoD employees are reluctant to
utilize the formal process set up to challenge their numerical performance rating,
as it is widely viewed as career suicide to do so. Bargaining unit employees with
exclusive representatives will be able to use a negotiated grievance and
arbitration process to challenge their performance ratings. In its revised
proposed regulations, however, DoD has unilaterally determined the scope of
that grievance procedure, something normally negotiated by the parties. Under
its proposed regulations, the Arbitrator can change an employee’s rating but then
must remand the rating back to the same pay pool manager whose decision was
challenged, to come up with the actual shares and payout. Once again DoD is
using its reguiations to try to avoid carrying out its full collective bargaining
obligations. The NSPS system, so far, has violated even its own alleged
principles of rewarding individual performance. If it is allowed to spread, the
damage to the merit system will be incalculable.
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Mr. Chairman and Subcommittee Members, what AFGE has been told by senior
managers at DoD is that there are many problems with the NSPS pay system
and we have no reason to doubt them. They are not obligated to discuss any of
these matters with us at this time. The proposed regulations wili not correct
these problems. They fail to meet the requirements of § 9902(b) of the 2008
National Defense Authorization Act. Among other things, the system they
describe is not flexible or contemporary; is subject to abuse and discrimination;
does not adequately ensure collective bargaining; does not contain a fair,
credible, and transparent employee performance appraisal system; nor does it
have effective safeguards to ensure fairness.

it is crucial in any evaluation of a system with this much complexity and
variables, that the results be exposed to a great deal of sunshine. With your
advocacy and the compliance of the Department, the fairness, transparency and
accountability promised by NSPS can be better evaluated using the numbers.
We urge the committee to acquire the data listed in the appendix annually, and to
share it with the representatives of the employees in the department who may be
placed under NSPS in the future. It is also important that this information be
publicly available on the website. If the system is any good, it will withstand the
scrutiny. If it is not, AFGE and other unions will negotiate for its improvement,
and continue to advocate for legislative correction.

Transportation Security Officers

Despite the public’s call for a federalized, well-trained and well-compensated
screener workforce foliowing the tragedy of 9-11, TSOs continue to be drastically
underpaid for the extraordinarily difficuit and important job they perform every
day. According to TSA, TSOs make on average $30,000 a year, far less than
other federal employees in law enforcement and security positions, and the
meager PASS increases and bonuses by no means provide pay parity with other
federal workers, including those in the DHS, performing similar work. This pay is
approximately equal to that of a GS-5 under the General Schedule. Other law
enforcement officers at the Department of Homeland Security (DHS) who
perform duties similar to TSOs, such as Immigration and Customs Enforcement
(ICE) Detention and Removal Officers, are classified between a GS-7 and GS-
11.

In addition to low base salaries that have not increased for over four years, TSOs
are subject to the unaccountable and highly subjective performance-based pay
system known as the Performance Accountability and Standards System
(PASS). Despite its protestations to the contrary, TSA has created a mostly
opaque pay-for-performance system that changes constantly. (As with

NSPS, AFGE urges the Congress to require the agency to provide data which
would allow for an evaluation of the system.) While understandably confused
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about the details, employees tell us that PASS is based on favoritism, not merit.
Transparency is completely lacking. Practically every component of PASS—
ranging from duty assignment to test results—is unfair to TSOs, yet they lack the
ability of other federal workers to seek relief before an objective third party like
the MSPB. TSA created PASS out of whole cloth without specific guidance from
Congress or adhering to the practices recommended by the MSPB for
reasonable and effective federal government pay for performance programs.
Since December 2008, TSA has made a number of changes to the PASS
program that in large part has had a detrimentat effect on TSOs, further eroding
the devastatingly low morale of the men and women who serve as our country’s
first line of defense against aviation terrorism.

In a move that only the Grinch couid appreciate, shortly before the holidays TSA
announced that TSOs would receive a smalier pay raise in 2008 than in 2007
even if they received the same performance rating as the previous year.
Perhaps this was an effort by TSA to cover up the fact that there is no
guaranteed funding for PASS bonuses and raises. The President’s FY 2009
budget request included a proposal to give the TSA Administrator authority to
deny TSOs the annual government-wide pay raise. We believe that TSA
management would like to divert the funding for annual raises to pay for PASS
raises and bonuses.

in March 25, 2008, TSA Administrator Hawley sent a memo to all TSOs informing
them of changes to PASS due to complaints that it had become “too
complicated”. Among the changes was a moratorium on the image test, finally
recognizing what AFGE has reported on behalf of its TSO members for years:
they are “trained and tested on different standards, and that these standards do
not reflect how” TSO do their jobs. By May of this year TSA reimplemented the
image test and in a stroke of astounding contradiction, continued to hold previous
failures of the admittedly flawed previous test against TSOs. To make matters
worse, TSOs reported that they still had limited access to image test training, the
new training software was not available at all airports and in some cases simply
did not work, and that trainers gave wrong information about identifying “threat”
objects during the test which directly led to some TSOs failing the new test.
TSOs with excellent work histories and commendations were told they would
lose their jobs. Rather than simply scrapping the image test until the agency
could properly train and test TSOs, TSA came up with another new policy that
continued to hold failures under the previous flawed testing against TSOs, but
allowed management the discretion to “retain and retrain”™ whomever they
wanted, making the impact of the “new and improved” image testing more unfair
than it was before. On June 3, 2008, as National President of the union
representing TSOs, | sent a letter to Administrator Hawley outlining the problems
with the image test and requesting a meeting to discuss its impact on our
members.
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TSOs are greatly troubled by the Standards of Procedure (SOP) portion of the
PASS evaluation. The Department of Homeland Security Inspector General’s
May 2008 report entitled “Transportation Security Administration’s Efforts to
Proactively Address Employee Concerns” specifically cited TSO's ongoing
concerns about the “inconsistent interpretation and implementation of TSA
policies and procedures” such as operating procedures. TSOs have reported to
AFGE that different supervisors use different interpretations of SOP, and that
they do not know which procedure to use during the SOP test. Although TSA
has suspended the SOP test for the balance of the year, it is quite clear the
agency intends to resume the program in 2009. Additionally, TSOs have
complained that the SOP tests were administered by non-government testers—
employees of the Lockheed Martin corporation. Lockheed Martin’s conflict of
interest arising from the firm’s pursuit of TSA contracts to privatize TSO jobs was
borne out by its announcement earlier this month of the awarding of a $1.2 billion
contract to Lockheed Martin to develop a “fully-integrated human resources
solution to support the recruiting, assessing, hiring, paying and promoting of all
TSA employees”. Last week AFGE filed a complaint with the Government
Accountability Office that the TSA-Lockheed Martin contract is a direct
conversion of federal functions that has a current and future impact on TSOs.
We do not see how it is possible for an agency that is stiffing its workforce on
pay, training, and technology resulting in chronic understaffing at checkpoints
has this type of money to spend on a contract that does not follow procurement
rules.

There is a long list of problems with the PASS system. In addition to the inability
to appeal adverse PASS evaluations to an objective third party, the internal TSA
grievance procedures are overly complicated and contradictory, making it unclea
whether a TSO can grieve a PASS evaluation issue on anything other than
procedural grounds. A substantial percentage of the TSO workforce is ineligible
for a PASS rating or increase because they are on light duty due to non-work
related medical conditions or leave restriction (a grossly unfair, ongoing status
used to penalize TSOs for leave issues). A large portion of the PASS evaluation
is based on the very subjective perceptions of TSA managers, some of whom
evaluate TSOs they do not supervise. TSOs report that TSA management is
badly trained in administering PASS evaluations. There is no standard training
and testing of TSOs. The type of training and frequency of testing vary from
airport to airport. Even when TSOs receive a raise and/or bonus under PASS,
they have to wait up to four months before they receive the bonus or see the
raise in their paychecks. Although TSOs can earn additional points on their
PASS evaluation performance rating by performing “collateral’ duties such as
clerking, equipment maintenance and records management, assignment of those
duties is discretionary to TSA management and is usually awarded to TSOs
based on favoritism and denied in retaliation unlike the fair bidding process
included in collective bargaining agreements. Most TSOs will never be assigned
to these duties and will not have the opportunity to achieve a higher rating for the
evaluation period. Simply put, nothing in the current TSA pay for performance
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system is effective as an award for a job well done or incentive to improve
performance. PASS fails in every aspect.

in its current form PASS leaves a permanent scar on the present and future
income of TSOs. PASS bonuses do not figure into the base for future pay
increases. PASS bonuses do not figure into the formuia for pensions. TSOs are
losing stable pay raises for unpredictabie, temporary bonuses that are subject to
nonrenewal at any time instead of continuing wage increases that are reflected in
promised retirement benefits. Perhaps most damaging to both wages and
careers of TSOs and the flying public is the fact that the PASS system does not
reward fongevity and provides no incentive for TSOs to make the job a career.
This fact directly contradicts the demand of both Congress and the public for a
well-trained, highly compensated, well-trained and professional screening
workforce following the terrible events of September 11, 2001.

TSOs express a strong desire to move to the General Schedule so that in return
for doing their jobs, they can be assured of at least a stable standard of living.
AFGE would support an employee recognition system to supplement the General
Schedule, but the employees’ basic compensation and standard of living should
not be subject to the whims of individual managers — too many of whom are
incompetent.

Mr. Chairman, TSA constantly ranks at the bottom of any survey of employee
morale in the federal government. The 2007 DHS Annual Employee Survey
found that well over half of TSOs did not believe that their pay raises depend on
how well they perform their jobs, while only a third of TSOs believe their
performance appraisal is a fair reflection of their performance. Close to half of
TSOs do not believe they received awards based on how well they perform their
jobs. These are issues directly relating to the flawed PASS system and the
rampant unfairness and TSA's lack of accountability to the TSO workforce. The
first and most important thing Congress can do to resoive these and other TSA
workplace issues is to pass legislation granting TSOs the same collective
bargaining rights and workplace protections that apply to other federal workers,
including those in DHS. Many PASS issues could be addressed through union
negotiations about the impact and fairness of any pay for performance system
and application of the General Schedule would eliminate the type of blatant
inequality currently pervasive in the TSA pay banding and PASS system. The
TSO workforce is too important to be treated so callously. The flexibility given to
TSA under the Air Transportation Security Act has been abused to the point of
absurdity. It's time to provide a rational pay system for these workers before the
incredibly high attrition rate of 21% climbs any higher.

That concludes my statement. [ will be happy to try to address any questions.
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APPENDIX

in order to evaluate the NSPS pay system in terms of whether it has adhered to
its legal obligation to the merit system principles, specifically the requirement of
"equal pay for substantially equal work," it is necessary to have access to data
that describes the distribution of pay adjustments. Data similar to what are
requested here are widely available for all other federal pay systems, including
the General Schedule and the Federal Wage System. As those pay systems
cover close to 1.8 million federal employees, publication of similar data sets for a
pay system covering just 110,000 federal employees is a modest request.

Specifically to evaluate the January 2008 payout for NSPS, the following data are

needed:

1. Alist of each separate pay pool, identified by service, component, activity,
and geographic location.

2. For each pay pool, the foliowing information:

e @& & o o & o 9
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Number of employees to be paid from pay pool.

Funding of pay pool as a percentage of aggregate salaries
subject to that pay pool.

Age distribution of employees subject to each pay pool.
Gender distribution of employees subject to each pay pool.
Race distribution of employees subject to each pay pool.
Salary range of employees subject to each pay pool.
Occupations included in each band subject to the pay pool.
Number of 1s, 2s, 3s, 4s, and 5s awarded in each pay pool.
Value of shares awarded in each pay pool.

Number of employees awarded a 3 who received one share,
for each pay pool, by race, age, and gender.

Number of employees awarded a 3 who received two
shares, for each pay pool, by race, age, and gender.
Number of employees awarded a 4 who received three
shares, for each pay pool, by race, age, and gender.
Number of employees awarded a 4 who received four
shares, for each pay pool, by race, age, and gender.
Number of employees awarded a 5 who received five
shares, for each pay pool, by race, age, and gender.
Number of employees awarded a 5 who received six shares,
for each pay pool, by race, age, and gender.

By pay pool, the percentage of money given as salary
increases and the percentage given as cash bonuses.
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Chairman Akaka, Ranking Member Voinovich, and members of the Subcommittee, I
appreciate the opportunity to appear again before this distinguished subcommittee to discuss the
important subject of federal pay systems. As you know, the National Treasury Employees Union
represents more than 150,000 federal employees in over 30 different agencies and departments
throughout the government,

Today the subcommittee will hear today from a number of witnesses representing the
Administration, managers and senior level personnel, and distinguished analysts and experts. I
am here to present the viewpoint of the tens of thousands of dedicated public servants who are
currently on the ground working in government. These federal employees are the potential
recipients of the various pay-for-performarnce systems being advocated by this administration.
They are the ones who help administer our government systems; defend our homeland; process
and administer our programs such as social security; support our states and cities; and help
regulate and inspect everything from our food supply and our imports to our financial institutions.
These federal employees want what every other employee wants, a system that offers fair
compensation for a fair day of quality work.

The shortcomings of the Administration’s so-called pay for performance systems are as
distinct today as they were when I testified before this subcommittee in 2005. Unfortunately,
despite the growing evidence that these systems lack credibility, the Administration continues
its attempts to dismantle the current General Schedule (GS) system and replace it with various
performance management systems. The President’s FY 2009 budget submission to Congress
reaffirmed its commitment to pay-for-performance alternative systems to “replace the current
General Schedule pay system with a modern classification, pay, and performance management
system that is both results-driven and market-based.” (». 1097 FY 2009 Budger Appendix)

Back in 2005, I questioned the lack of success stories to justify putting pay-for-
performance systems in place government-wide under the administration’s proposal, formerly
called the “Working for America Act.” The idea was that an altemative pay system would
motivate the workforce to increase productivity and better accomplish the mission of critical
agencies while attracting new talented people to government. Sadly, three years later, we still
lack success stories, but instead we see a litany of failed experiments, widespread employee
dissatisfaction, inequitable distribution of resources, abuse in rating systems, and rampant
employee confusion over expectations. Pay experiments at DHS, especially at the
Transportation Security Administration (TSA), IRS, DOD, FDIC, and SEC, to name just a few,
have fallen short of accomplishing those goals. Where are the anticipated success stories?

NTEU has always taken the position that in order for a pay system to be credible and
effective it must either be set in statute like the GS system so that everyone knows what the rules
are and what the consequences of actions are, or there must be collective bargaining so that the
employees through their union can have a role in the design of the pay system and can take action
to remedy any unfairness.

General Schedule (GS Pay System)

Before I discuss NTEUs involvement with various pay-for-performance systems, I would
like to address the current GS system. There is quite a bit of confusion among critics about it,
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and criticisms are usually vague and exaggerated. However, some suggest it needs to be replaced
with a market based system, like one of these pay-for-performance experiments. Let me be clear.
The GS system /s market-based. It has the goal of achieving comparability with the private sector
through 32 different locality pay areas. And employees receive raises based on merit, which is
synonymous with performance and achieving results. As the distinguished professor and witness
today, Dr. Charles Fay has pointed out in the past, the Bureau of Labor Statistics uses

“impeccable methodology” to gather and evaluate statistically valid data for the GS system. (May
22, 2007, House testimony).

The General Schedule is a structured system. It has rules, standards and evaluations
which must be written. It has both merit and market components—with grade and career ladder
promotions subject to merit standards. There is limited ability for favoritism, discrimination or
other non-merit determinations to come into play.

But there is also flexibility. Non-performers can be denied merit pay increases and
outstanding performers can be given many rewards, including quality step increases, annual
leave, retention (and recruitment) bonuses that are available. Yet we see a pattern of managers’
inability to follow the rules and work within the GS system. If managers currently have trouble
with the GS system, it does not make sense to go to a more subjective system. That will not
solve anything. My testimony will point to several failed cases of altemnative pay systems
demonstrating their overall lack of success.

No Success Stories

Iam a big believer in setting meaningful goals and then figuring out how best to reach
those goals. Ihave participated in numerous Congressional hearings and Hill and Agency
meetings on pay-for-performance and I have to say the goals are very often glossed with
statements like, “we want flexibility,” or, “it needs to be more modern.” It seems to me that a pay
system should have a couple of major goals: 1) Does it help recruit and retain the best people for
the jobs? And, 2) Does it help motivate employees to better achieve the agency mission? And
this is the area where I believe both the pay-for-performance systems that are in place and those
that have been proposed through the administration’s proposals have the most problems.

I'don’t know of a single so-called pay-for-performance system that is getting good
reviews from the employees who are working under it.

OPM Report: Alternative Personnel Systems

Early in the year, OPM released its report entitied Alternative Personnel Systems in the
Federal Government: A Status Report on Demonstration Projects and Other Performance-based
pay Systems (December 2007). While OPM proudly touted this report as evidence of success, a
close reading shows a patchwork of pay systems across government that cannot collectively, or
individually, be characterized as successful. If anything, the report demonstrates how
inconsistent, arbitrary and problematic the differing pay systems are throughout the government.

While the report lists a hodgepodge of systems at various stages of their development,
and includes a number of surveys, it lacks hard data on the parameters of the surveys and the

3



152

numbers of people who participated in them. Simply stating percentage of employee satisfaction
or non-satisfaction, without the necessary information on the numbers of people polied, and the
exact questions asked, makes the conclusions questionable. NTEU has extensive front line
experience with alternative pay systems at many of the agencies in the OPM report and that
experience is characterized by a slew of grievances, arbitrations, litigation, high attrition rates
and rock-bottom employee morale.

I want to emphasize that nothing in this OPM report, or any other government study I
have found, indicates that the General Schedule system should be modified along pay-for-
performance lines. Until we see actual success stories, NTEU will continue to oppose the
expansion of altemative pay experiments. The GS system is not based on longevity but on the
successful performance of employees. This is a performance-based system that works.

And for those who argue that raises are automatic within the GS system and say the only
thing that counts is being rhere, I take issue. An employee’s supervisor must certify that the
employee is performing the job up to standard. If not, the employee’s step increase can be
withheld and disciplinary action can follow. If there’s a problem here, it’s that the supervisor is
not doing his or her job. Can we expect them to do a better job with a much greater task, the
kind of task that is involved in each and every one of the pay-for-performance systems presently
in the government? It took a very long time to build a non-partisan, professional civil service
that is envied around the world. There has been no evidence so far that it needs to be changed.

DHS and TSA

Pervasive problems at the Department of Homeland Security (DHS) continue to exist
despite the many worthwhile congressional actions and the work of dedicated frontline
employees. Today I'll not focus on department-wide issues except to point out that despite being
ranked at the bottom of the Parmership for Public Service’s annual survey of “Best Government
Places to Work”, DHS is insistent on moving forward with an alternative personnel and pay
system. Thankfully, the agency has not been provided the funding to do so.

['would like to focus on the alternative pay system for Transportation Security Officers
(TSOs)—the airport screeners—at the Transportation Security Administration (TSA), This pay-
for-performance system is called the Performance Accountability and Standards System (PASS)
and is a complicated system that relies heavily on bonuses rather than increases in base pay. Itis
an example of the “worst of all worlds” kind of system— not a statutorily set system like the GS
one, and no collective bargaining over pay, nor over anything. And has this pay-for-
performance system aided in recruitment and retention or motivation? It absolutely has not. It is
a major contributor to the fact that TSA has the highest turnover rate in the federal government.
Has it motivated employees to better achieve the agency mission? Certainly not. Employees at
TSA are struggling to make ends meet with an average annual salary of $30,000, uncertain work
conditions and no knowledge as to whether they will receive a pay raise, or even what the
expectations are to get one, under the current system. While they do a remarkable job with
insufficient training, it is hard for them to focus on the larger mission goals.

PASS is in disarray. Problems with PASS are so numerous, it’s hard to list them alf —
employees are constantly tested, but if they fail, they’re not told what they did wrong. The
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training is minimal. A majority of screeners have not been provided with the information they
need to get a pay raise. In the last cycle, the pay raises were adjusted so that more people would
get some amount of a raise. Unfortunately, since there’s only so much money to go around, many
of the top performers from last year find that their rating is the same, but the pay raise is smaller.

In its December report, OPM hails this system as a “key element in the long-term
professional development” of the screeners. Nothing could be further from the truth. Supervisors
need to keep a small booklet of ratings on each employee. Some forms don’t get filled out, some
get lost. Retraining is difficult, because there are no materials, and no time to review the materials
if there are any. It’s a system easily abused.

To add insult to injury, TSA just decided to award a $1.2 billion contract to Lockheed
Martin to perform its human resource activities. While airport screeners in charge of vital
security needs are receiving an average $30,000 a year in salary, a contractor will receive §1.2
billion to administer systems, including the much maligned and inept PASS system. And I don’t
need to remind this committee of all wasted federal money resulting from contractor horror
stories like those at IRS, DOD, VA and OPM that we regularly read about.

Scarcely a month goes by without a TSA debacle. In April, DHS released a survey
showing that 93 percent of TSA employees believe their work is important, but only 21 percent
believe promotions are based on merit. Fewer than one in four — 23.6 percent believe their pay
raises depend on how well they perform their duties. Fewer than a quarter believed their leaders
generated high levels of motivation and commitment in the workforce. In May, the DHS
Inspector General released a report (0/G-08-62) that found TSA has not provided sufficient tools
and guidance in the structures, authorities, and oversight responsibilities of their initiatives to
improve declining morale problems, and that it faced challenges in communicating the details to
the workface.

With roughly 8,000 of the approximately 40,000 member TSA workforce leaving their
jobs each year, TSA is incurring astronomical and unnecessary costs of training, recruiting and
hiring, and lost productivity. This critical workforce is in flux and I see no advantage to
experimenting further with their pay. The PASS system is not fair, credible or transparent, It is
not achieving the success to justify it, and it is a major contributing factor to the agency’s double-
digit attrition.

The TSA PASS system should be eliminated and TSA screeners should be put under the
General Schedule pay system. They also should be afforded collective bargaining rights
without delay to enable employees some leverage to address rampant and unfair workplace
injustices. NTEU supports H.R. 3212, legislation introduced in the House by Rep. Nita Lowey,
to provide collective bargaining rights to TSA screeners, and hopefully before long these well-
deserving employees will be afforded these rights.

NTEU and Alternative Pay Systems

While NTEU stands ready to contribute to measures leading to a more effective and
efficient federal government, my concern is that the Administration has moved forward on pay
altemnatives without first demonstrating that a problem exists. It has not brought forth the kind of
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comprehensive impartial data-based research explaining why it finds the GS system I described
as inadequate. Nor has it required agencies to use the many authorities and flexibilities already
available to them to offer alternative pay and benefits which I will also address in this testimony.

I would like to comment specifically about several alternative pay systems that NTEU has
been involved with or has knowledge of, including the Federal Deposit Insurance Corporation
(FDIC) systemn, the Securities and Exchange Commission (SEC), and the IRS’ paybanding system
that currently covers only managers.

Let me point out that alternative pay and personnel systems have a very small, if not
negligible, impact on recruiting, retaining and maximizing the performance of federal employees.
To quote Robert Behn, author and lecturer at Harvard University’s John F. Kennedy School of
Government, “Systems don’t improve performance; leaders do.” In his book, The Human
Equation: Building Profits by Putting People First, Jeffrey Pfeffer, of Harvard Business School
says, “Although variable pay systems that attempt to differentially reward individuals are clearly
currently on the increase, such systems are frequently fraught with problems. Incentives that
reward groups of employees or even the entire organization...are customarily preferable.” (p.203)

I believe leadership that solicits, values and acts on the ideas of frontline employees in
efforts to achieve agency missions is missing in many agencies today. Providing that kind of
leadership would do more to improve the quality of applicants and performance of employees
than alternative personnel systems and so-called pay-for-performance projects as proposed by
this Administration. Let me bring to the subcommittee’s attention the following examples of
alternative compensation systems that have all encountered problems.

FDIC

As I mentioned, NTEU strongly believes that in the absence of a statutorily defined pay
system, like the GS system, pay should be subject to collective bargaining, as it is in the private
sector. NTEU’s ability to bargain at the Federal Deposit Insurance Corporation (FDIC) had the
benefit of bringing employee concerns about the flawed pay system to the forefront.

Earlier this year, NTEU and the FDIC agreed to suspend the FDIC’s pay for performance
system covering employees for the 2007 performance cycle. The system had generated a great
deal of resentment among FDIC employees and did little to actually motivate people or foster
teamwork. Recognizing the low level of morale at this important federal financial regulatory
agency, which was highlighted in an extensive survey of all FDIC employees by the respected,
independent organization {the Hay Group), FDIC Chair Sheila Bair, held a series of discussions
with NTEU and, to her credit, agreed to the suspension. Parties will now review options for a
more transparent, credible and fair pay system going forward,

Based on a comprehensive survey of all employees (which itself was prompted by
disappointing results under the OPM Human Capital Survey) a report from the Hay Group (FDIC
2007 Employee Engagement Initiative, Dec 21, 2007) found only 12 percent of FDIC employees said they
found the pay-for-performance system to be a fair program for rewarding employees’
performance and contributions. Fewer than one in three said they believed the pay-for-
performance group assignments — which were key to determining pay—were an accurate
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reflection of performance and contributions.

This was not a surprise to NTEU. NTEU has been at odds with FDIC’s system to
determine performance-based pay for some time. Several years ago, the FDIC divorced its pay
system from its performance management system, and established a separate set of “corporate
contribution” factors to determine employee annual pay increases. Although multi-level
performance scores had recently been reintroduced as a factor in pay determinations, pay
increases were still based primarily on the “corporate contribution™ criteria, which are highly
subjective, and not grade or job-specific. Furthermore, although pay increases are purportedly
based on merit, the FDIC used a forced distribution system in determining employee pay
increases: employees in each organizational component needed to be “ranked,” and the top level
pay increases were limited to the top 25% of employees.

This system of forced rankings and pay distributions had demoralized and angered
FDIC employees. Our members report that the system was divisive and discouraged teamwork. It
was discouraging employees from taking risks, and sending the message that three quarters of
them could never be considered to be top performers, regardless of how well they perform. The
forced ranking system, under which employees from different work units with different
supervisors were ranked against one another, smacks of a “star chamber” approach to pay-for-
performance.

With the heavy reliance on vague and subjective “corporate contribution™ factors,
employees did not clearly understand what they must do to be evaluated at the highest level, And
the forced ranking system prevented them from ever knowing how this might translate into a pay
increase, so that the pay system does little to actually motivate performance. The system,
therefore, lacked transparency and credibility, and has caused employees to question its fairness.
Hundreds of individual grievances have been filed alleging unfair pay determinations, as well as
mass grievances alleging discriminatory impact based on age and race,

As noted in the Hay report, there is a need for a fundamental change in the FDIC culture,
to support employee creativity, innovation, and the exercise of professional judgment, so the FDIC
can fully utilize the talents, ideas, and expertise of its employees. NTEU is now working with
Chairman Bair and the FDIC on identifying and implementing changes to the FDIC culture to
foster effective leadership, implement transparent communications and promote employee
empowerment and teamwork, We are also working together with the FDIC to create a more
credible, transparent and fair pay-for-performance system, We recently reached agreement on
some interim changes for the 2008 performance year, in which pay distinctions will once again be
tied to scores on employee performance ratings; a new component of the interim system will tie a
portion of pay increases for all employees to achievement of agency-wide “stretch objectives.”
NTEU and the FDIC are also working with the Hay Group to establish a system with more
significant improvements to both the performance management and associated linkage to pay, for
implementation sometime next year.

SEC

In addition to meeting the success test for recruiting, retention, and motivating employees,
NTEU believes any alternative pay system must be fair, credible and transparent. And employees
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must know what their work expectations are, and what they need to do to improve. Over the
years, the Securities and Exchange Commission (SEC) has failed to meet these basic
requirements with its merit pay system, but NTEU and the SEC are now working to try to address
these problems.

Congress authorized SEC to establish a pay system outside of the General Schedule and
NTEU has negotiated with the Commission over this since 2002. Its pay-for-performance system
was not based on a forced ranking system like FDIC’s but rather on a forced distribution system
with merit step increases designed to fit within an identified budget. Over time, the pay-for-
performance budget shrank, and became too low to provide meaning recognition for high
performance. Furthermore, the agency used vague, subjective and generic criteria unrelated to
positions to make determinations about raises. The SEC also broke the GS- 10 step pay scale into
31 steps with each step being worth a smaller percentage of salary. As you can imagine this was
all very confusing to employees.

But much more troubling was a pattern of discrimination in pay at the agency under this
system. NTEU took the agency to task and filed grievances against the distribution of merit pay
increases each year under this “pay-for-performance” system, charging that they discriminated
against groups of employees protected under federal anti-discrimination statutes. In September,
2007, we won the first important legal battle when an arbitrator ruled for the union that SEC’s
implementation of its 2003 pay-for-performance system was illegal. This faulty system was found
to be discriminatory against African American employees above Grade 8 and employees aged 40
and older.

The arbitrator found that African-American employees above grade 8 and older
employees received significantly fewer pay increases than would be expected given their
representation in the pool of eligible employees. He ruled that since the SEC’s subjective system
for awarding pay increases was not valid or even reasonable, the pay-for-performance program
violated Title VII of the Civil Rights Act as well as the Age Discrimination in Employment Act.

Among the multiple issues with the SEC system is that it used a set of vague and
subjective ‘agency success factors’ to determine whether and how much of @ merit increase an
employee would receive. The generic factors were not linked to employees® job duties and
applied to every position within the SEC, from administrative staff to I'T staff and to attorneys,
accountants and other professionals.

They were based on undefined general criteria such as whether employees “focus on
achieving results while adapting to changing priorities” or “present information accurately” or
“gather and evaluate information to develop effective solutions” or “collaborate with others.”
Managers were required to make judgments about pay increases on these criteria, yet the agency
gave them little or no training on how to do so. This resulted in subjective and arbitrary
determinations about who met the criteria and who received the merit increases.

1t is no surprise, therefore, that the SEC’s implementation of this program was a failure.
NTEU watned the SEC that employees would not know how to satisty these vague standards,
that arbitrary treatment would occur, and that grievances would undoubtedly follow. The
September ruling was the result of the first of five pending prievances NTEU has filed
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challenging the use of the system for each subsequent year, including the 2007 performance
period. Those grievances also allege that the system violates federal law, the NTEU
compensation agreement and the NTEU-SEC collective bargaining agreement. We are now
moving forward with our 2004 grievance and the parties are currently exploring the possibility of
settling all these cases. But the possibility of further litigation, and escalating damage payments,
looms large.

Meanwhile, while these grievances are pending, NTEU is working with the SEC to try to
develop a more effective pay-for-performance system. The SEC, to its credit, has finally come to
recognize that a credible and transparent performance management system is a necessary
foundation for a fair pay-for-performance system. The agency’s efforts to date have focused on
developing the new system for its executives and managers, so little has been done thus far on
developing new performance standards for bargaining unit employees. Fortunately, the SEC has
agreed to cease use of the old, flawed merit pay system while the new system is being designed.

IRS

The Internal Revenue Service (IRS) has a pay banding performance based
compensation system. While bargaining unit employees represented by NTEU are not covered
by this altemative system, managers participate in it. [ do not want to speak for the managers
but I think it is safe to say they have not embraced the system.

In their June 18, 2007, public comments on OPM’s proposed regulations to revise the
criteria for IRS broadbanding systems (Federa! Register April 17, 2007) the Federal Managers
Association highlighted several problems with their pay banding system. The theme that ran
through their comments is the notion that under the administration’s pay banding proposed
regulations, pay is not necessarily dependent upon the performance rating. And isn’t that the
alleged purpose of these alternative pay systems? I’d like to quote from the managers’ June
18™ comments on the Administration’s broadbanding proposals:

Any reform of the current system must eliminate the current service-wide
performance ratings caps. For the IRS personnel system to be truly pay-for-performance,
there cannot be arbitrary caps on the number of higher ratings. Managers 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 forced quotas. ” (June 18, 2007 public
comments {emphasis added))

The Managers’ comments also spoke to how the current award pools fail to adequately
reward managers for performance and for the compensation risk they believe they face.

After these comments came out, on July 3, 2007, the Treasury Inspector General for
Tax Administration (TIGTA) released a report (2007-10-106) titled, “The Internal Revenue
Pay-for-Performance System May Not Support Initiatives to Recruit, Retain, and Motivate
Future Leaders.” The TIGTA report found a number of serious deficiencies in the pay for
performance system at the IRS. Most alarming to me, Mr. Chairman was the sentence on
page 1 of the report under “Impact on the Taxpayer” and I quote:
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“In addition, the new System was not adequately communicated to the managers before it
was implemented, causing opposition and decreasing morale. As a result, the IRS risks
reducing its ability fo provide quality service fo taxpayers because the Internal Revenue
Pay-for-Performance System potentially hinders the IRS’ ability to recruit, retain, and
motivate highly skilled leaders.” (Emphasis added)

I believe we cannot ignore the bottom line mission of the agency in these pay
experiments. If these alternative pay systems are jeopardizing the achievement of an agency’s
core mission — in this case to provide quality service to taxpayers—how can we justify more
experiments with these systems that have questionable successes?

In its report, TIGTA found: 1) the system discouraged both managers and non-managers
from applying for managerial positions; 2) performance based pay increases were not necessarily
commensurate with a manager’s performance; and 3) the Human Capital Office (HCO) did not
adequately communicate with affected managers, which increased opposition and decreased
morale, I need not remind you, Mr. Chairman, that the point of this pay experiment was to attract
quality talent to offset an expected dearth of government managers when nearly 90 percent of
high level government managers will become eligible to retire in the near future, These dismal
findings hardly confirm the predictions of success.

Finally, shortly after the TIGTA report was issued the Federal Managers Association
(FMA) revealed its own misgivings about the direction of the system in its newsletter to FMA
members. Most revealing was its internal survey which showed that 92 percent of respondents
answered “no” when asked if the current performance management system accurately identifies
the truly ‘outstanding’ managers. (FMA newsletrer 2007-11, July 10, 2007) Further, FMA agreed with
TIGTA that communication with employees needs to be more “open and timely” with respect to
pay before changes to pay and benefits can be made.

We understand at one point the IRS planned to hire a consracror to assess this program. I
cannot imagine where the logic of this lies and I urge the subcommittee to look into hiring so-
called outside experts by using taxpayers® money to assess a failing pay system.

Despite dismal results of these systems, they continue to be showcased as models for
moving the whole federal government to pay-for-performance systems. There is a dearth of
information to indicate that alternative pay systems have had any significant impact on
recruitment, retention or performance. A GAO report on “Human Capital, Implementing Pay for
Performance at Selected Personnel Demonstration Projects” from J anuary 2004 (GAO-04-291)
included virtually no evidence that the systems improved any of those measures. In fact, the
Civilian Acquisition Personnel Deinonstration Project, reviewed in that report, had as one of its
main purposes, to “attract, motivate, and retain a high-quality acquisition workforce.” Yet,
attrition rates increased across the board under the pilot.

I'would also note that GAO, began a pay-for-performance system for its own employees
two years ago, and last year, for the first time, the employees voted for representation by a union.
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Alternatives to Pay-for-Performance

Mr. Chairman, we are all aware that a surge in federal retirements could occur in the next
several years. The Council for Excellence in Government & Gallup Organization has reported that
60 percent of the federal government’s General Schedule employees and 90 percent of the Senior
Executive Service will be eligible to retire in the next ten years.

While no one knows for sure whether all of those eligible to retire will actually do so at
the rates predicted, I do know that the federal government had better be prepared to compete for
the best and brightest of the young new workers. Just as importantly, however, it must be
prepared to use its many existing authorities and flexibilities to retain the hundreds of thousands
of talented public servants who have the knowledge and expertise to continue contributing to the
federal workforce. The failure to pay competitive salaries, the constant focus on downsizing and
outsourcing and the bashing of federal bureaucrats have put the federal government at a
disadvantage when it comes not only to hiring the best new college graduates, but also to
retaining its current employees.

Unfortunately, many federal agencies have been lax in utilizing their existing authorities
and administrative personnel rules to retain the thousands of dedicated public servants who are
currently working in our federal agencies. I contend that we should not plunge forward with
untested pay experiments until we require OPM and the agencies to use existing flexibilities and
provide them with the resources to do so.

During the debate over the Bush Administration’s ill-conceived proposal to change the
GS pay system, I pointed out that there are a host of provisions on the books that allow the
federal government to reward high performers, including recruitment and retention bonuses,
quality step increases and paid time off awards. These options are often not used because
agencies are not given the resources to fund them, or agencies find it cumbersome to ask OPM
for authorization.

The Government Accountability Office (GAO) has undertaken a number of studies
focusing on the importance of designing and using human capital flexibilities. In one report
(GA0-03-02), the GAO found that the flexibilities that are most effective in managing the federa
workforce include time off awards and flexible work schedules that allow employees to better
balance the demands of career and family life. These flexibilities need to be used more broadly.

Unfortunately, OPM has not focused extensively on advertising existing authorities and
flexibilities. Agencies can offer numerous awards as incentives to employees. These range from
things like cash awards to individuals and groups; to quality step increases; to retention
allowances; to foreign language awards; to travel incentives; to referral bonuses and others.
Before Congress moves to pass new laws, it should require OPM to promote existing authorities,
and aggressively require federal agencies to examine current avenues available to them to recruit
and retain their federal employees.

These flexibilities are really alternatives to replacing a tested pay system with a
patchwork of untested ones. The following are just a few flexibilities that are already on the
books that can help recruit and retain quality employees.
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Bonuses and awards. 1 was recently shocked to read that the government’s bonuses now
account for one-tenth of 1 percent, or $95.1 million of the $82.8 billion spent on salaries for core
federal workers in 2007, (Fed Times June 23, 2008) That is a drop from the level of eight-tenths of 1
percent from the previous administration. The median award for about 106,000 employees out
of the 1.2 million workforce was only $566. Even good managers and talented higher level
workers received far less than their counterparts in the private sector. Bonuses are a simple way
to reward performance, and they should be used in the federal sector as they are in the private
work force.

And as [ mentioned earlier, other awards can be provided to employees in difficult to fill
positions. Agencies can pay a retention bonwus to retain an employee they deem essential. They
can also provide relocation assistance.

Telecommuting. Agencies can now offer telecommuting, also known as telework, or
programs that allow employees to work at home or another approved location away from the
regular office. The House just passed legislation (FLR. 4106} to expand the telework program
and, thanks to you, Mr. Chairman, and other supporters on this Committee, the Senate bill (S.
1000) is awaiting floor action. NTEU fully supports legislation to require agencies to offer
telework to all eligible employees. While agenicies do have authority to offer telework now,
many do not do so. With current skyrocketing gas prices, this is a “no brainer” to employee
satisfaction.

Student Loan Repayments. This benefit could be critical to recruiting top notch qualified
public servants. Under this existing authority, agencies may repay federally insured student loans
as an incentive for attracting candidates. An agency may pay up to $10,000 per employee in any
calendar year or a total of $60,000 per employee.

Conclusion

NTEU believes, first and foremost, that no hard evidence exists that the current pay
system for federal employees needs to be replaced. Second, NTEU supports a moratorium on
new pay-for-performance systems and a congressional review of those in place to see whether
they are successfisl in accomplishing their goals. Those that are failing should be cancelled.
Third, NTEU strongly believes that collective bargaining over pay must be provided to
employees of agencies that administer alternative pay systems to provide employees a voice in
pay determinations. And fourth, agencies must use existing flexibilities to attract and keep
talented employees.

A federal performance management system must be fair, credible and transparent. It
should involve employees in decision making and in soliciting and using the knowledge and
creativity that they have. Combined with responsible leadership, that is the only way we will
have a successful system that will keep our talented workers and advance the missions of our
important federal agencies.
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Chairman Akaka and Ranking Member Voinovich: thank you for the opportunity
to discuss “Improving Performance: A Review of Pay-for-Performance Systems in the
Federal Government.”

I am Executive Director of the IBM Center for The Business of Government. We
operate as a “think tank” that connects public management research with practice. Since
1998, the IBM Center has helped public sector executives improve the effectiveness of
government with practical ideas and original thinking. We sponsor independent research
by top minds in academe and the nonprofit sector, and we create opportunities for
dialogue on a broad range of public management topics. The Center is one of the ways
that IBM seeks to advance knowledge on how to improve public sector effectiveness.
The IBM Center focuses on the future of the operation and management of government.

The question of how to compensate civil servants remains a thorny issue. Public
sector positions no longer necessarily offer a job for life and federal departments and
agencies are increasingly in competition with the private sector to recruit and retain top
performers. One solution — widely used in some parts of the private sector — is to replace
or complement the traditional civil service system of automatic salary increases based on
length of service with financial reward for good performance or performance-related pay.
Performance-related pay refers to the variable part of pay, awarded on an individual or a
team or group basis — depending on performance.

In order to gain a better understanding of the challenges and issues related to
performance pay, the IBM Center has sponsored and published three research reports by
several public management experts. These, as well as all of our over other 200 reports,
are available at no charge on the Center website at www.businessofgovernment.org.
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Pay banding

The first report, Designing and Implementing Performance-Oriented Payband
Systems, is by James R. Thompson, Associate Professor, University of Chicago, Graduate
Program in Public Administration. According to Professor Thompson, there is
widespread agreement among those who have examined compensation practices in the
federal government that the approach embodied by the traditional General Schedule is
obsolete. A common complaint is that the system is too rigid and that the 15-grade
structure induces excessive attention to minor distinctions in duties and responsibilities.
Another concern is that pay increases are granted largely on the basis of longevity rather
than performance.

Paybanding is not a new concept to the public sector. The essential concept is
that for the purpose of salary determination, positions are placed within broad bands
instead of narrow grades. The cumulative number of federal employees working within
payband systems as of late 2006 was under 250,000. According to Thompson, the
preponderance of data shows that these systems have achieved high levels of employee
acceptance. However, the degree of success seems to vary, depending on how the
systems were designed and implemented.

Thompson's report describes nine different performance-oriented payband
systems that have been in operation in the federal government - in some cases for more
than two decades. He makes the case that successful designs are those that: (1) achieve a
balance between efficiency, equity, and employee acceptance; (2) acknowledge the
importance of “soft” as well as hard design features; and (3) fit the organization's context.

Performance Management

A second IBM Center report is Managing for Better Performance: Enhancing
Federal Performance Management Practices by Howard Risher, Consultant, and Charles
H. Fay, Professor of Human Resources and Labor Relations, Rutgers University School
of Management and Labor Relations. Their report reviews the history of performance
management efforts within the federal government and discusses the successes,
challenges, and failures over the years. In addition, the report offers insights from other
performance management experiences in both public and private sector organizations.
The authors describe differences between private and public sector performance
management practices, as well as present a comparative analysis of corporate and non-
corporate use of good management practices. Finally, the authors - with over 50 years of
experience between them - offer advice on immediate and long-term steps the federal
government might undertake to improve performance management practices.

The authors report that performance management is recognized worldwide as a
critical success factor in helping individuals and organizations achieve their goals. When
done correctly, performance management becomes a powerful and effective tool to drive
individual and organizational performance. When done poorly it can create an
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atmosphere of distrust between managers and employees — ultimately limiting
performance and the organization’s ability to achieve its full potential.

For this reason, Risher and Fay argue that the responsibility for effective
management of employee performance rests squarely on the shoulders of executives and
frontline managers. They emphasize that the management of people needs to be a core
responsibility of every manager. In view of this, it is critical that managers understand
and effectively practice the fundamentals of performance management — planning,
monitoring, developing, appraising, and rewarding employee performance.

Performance Pay

The third report is Pay for Performance: A Guide for Federal Managers, by
Howard Risher. Risher insists that research over the years confirms that organizations
benefit when they recognize and reward employee and group performance. His thought-
provoking guide provides advice to federal managers involved in the planning and
implementation of pay-for-performance systems. He examines arguments for and against
pay for performance, reviews various approaches to pay for performance, and discusses
the challenges of implementing such systems. The report provides a framework for
developing and evaluating specific pay-for-performance policies and management
practices. Risher concludes with a comprehensive set of recommendations for the
future: building support and "ownership" for the policy change, defining goals, preparing
and supporting managers in their new role, enhancing employee understanding, assessing
performance management system considerations, anticipating problems, and managing
incentive bonus awards and non-cash awards.

Risher explains that for the new system to succeed, managers need to be
comfortable with their new role in overseeing such systems. This makes it essential for
them to play a role in planning and implementation of a new system. He argues that pay
for performance, including the reward system, must be an integral part of an
organization’s overall strategy to create a performance culture. Further, he contends that
federal agencies will have to overcome barriers of cynicism and distrust among federal
employees, and that because there will be “bumps and detours,” agencies should expect
to adjust their plans with experience. He concludes that in the end, the new policy can be
expected to contribute to improved agency performance.

Risher warns, however, that the transition will not be easy: “This may well prove
to be the most difficult change any organization has ever attempted.” But in the end, he
believes it will better serve the needs of the federal government than the current General
Schedule salary system.

Conclusion
The question of how to compensate public employees remains a thorny one.

Performance pay is an appealing idea, but research indicates that implementation as well
as improving government performance remains complex and deceptively difficult — both
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technically and politically. The IBM Center plans to continue to document changes
underway and provide government executives with practical insight and actionable
recommendations on the transformation of government underway in the United State:
and around the globe.

Thank you, again, Chairman Akaka, Ranking Member Voinovich and other
Members of the subcommittee for holding this important hearing and for remaining
engaged on the important issue of improving the management and performance of
government.
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Testimony of Charles H. Fay
Pay-for-Performance in the Federal Government
US Senate
Homeland Security and Governmental Affairs Committee
Subcommittee on Oversight of Government Management, the Federal
Workforce, and the District of Columbia
Tuesday, July 22nd, 2008

Witness Background

| am Charles Fay. | am professor of human resource management at the Rutgers
University School of Management and Labor Relations, where | have specialized
in the fields of compensation and performance management. These areas draw
on the pure disciplines of economics, psychology, business strategy and human
resource management, and courses covering both topics are offered in most
business schools and all schools focusing on management and labor relations.

| have taught undergraduate, masters’ level and doctoral classes in
compensation and performance management since 1979. Most of my research
since 1979 has focused on compensation (particularly performance driven pay)
and the results have been published in a variety of scholarly and professional
journals. One area of compensation that is my specialty is incentive pay, which is
the intersection of performance management and compensation. | co-authored a
leading text in compensation, titted Compensation: Theory and Practice, which
has been widely used by colleges and universities as well as human resource
managers in business and government. | have co-edited, and written major
chapters for The Executive Handbook on Compensation and New Strategies for
Public Pay. | have chaired the Research Committee of the American
Compensation Association (now WorldatWork), and served as a member of that
organization’s Certification Program, where | taught several courses on
compensation, HRIS and performance management. | was a member of the first
Federal Salary Council and chaired the technical working group of the Council. |
have also served as a consultant to the Bureau of Labor Statistics on several
projects concerning the National Compensation Survey.

I have also served as a consultant to private and public sector organizations on
the creation, evaluation and revision of compensation programs and in that
capacity have conducted and critiqued job evaluation processes and labor
market surveys. | have also consulted on the creation, implementation and
evaluation of performance management systems for private and public sector
organizations.

Given my background it should be obvious that | have a bias favoring strong
performance management systems and pay-for-performance in general. When
well designed and well implemented, these systems can and do increase
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employee understanding of what is required of them, their performance, and
organizational outcomes. Flawed programs can and do decrease productivity
and employee job satisfaction.

Introduction and Outline of Testimony

| have been asked to testify on the implementation and effectiveness of pay-for-
performance systems in the private sector and the federal government. | will first
speak to what research has shown us about perfformance management systems
and then what research has toid us about pay-for-performance systems. | will
conclude with some comments on current Federal pay-for-performance systems.

Pay-For-Performance: What We Know

Pay-for-Performance has two parts: performance and consequent related pay
actions. Both performance management systems and incentive systems must be
working well if pay-for-performance is to motivate appropriate performance.

Requirements for Performance Management

If performance management is to be successful, the system must meet a number
of criteria in the areas of planning, monitoring, developing and rating. These “best
practice” criteria are shown below: (These best practices have been taken from a
study done by the author and a colleague (Howard Risher) for a study sponsored
by the IBM Center for the Business of Government, and published as Managing
for Better Performance: Enhancing Federal Performance Management Practices.
The entire report is available from the Center online at
hitp://www_.businessofgovernment.ora/publications/grant reports/details/index.as
p?GID=298.)

Planning

At the beginning of the year, managers are responsible for determining
what they think their direct reports need to accomplish, based on the
organization plan and assigned job duties. This is usually a good occasion
to update job descriptions. Outcomes and deliverables are the preferred
performance measures or criteria, but for many jobs, outcome measures
that really capture performance are not available. For these, behaviors
that are believed to lead to desired outcomes can be used as proxies.

Standards of performance for each of these performance criteria must be
set. For any given outcome or behavior, what performance level should be
the standard? What performance level would be considered as excellent
or outstanding? What performance level would be considered
unsatisfactory? The basis for measurement or verification should aiso be
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documented. it takes time, but defining three levels of performance tellis
the employee what he or she needs to accomplish to realize their
aspirations and makes it much easier for the manager to defend year-end
performance ratings.

Performance expectations are best set in consultation with the direct
report, but however set, managers must make sure that their staff
understands what they are expected to accomplish. Anytime an
incumbent does not fully understand the criteria that will be used to assess
his or her performance, it should be seen as a management failure. That
undermines a primary purpose of perfformance management.

Understanding performance criteria and standards is not enough. The
direct report needs to have goals for each criterion. Goals represent a
commitment by the individual. The idea of "stretch” goals is widely used in
industry. Research has repeatedly established that a person selling high,
specific goals (or who agrees to high, specific goals suggested by others)
reaches a higher level of performance than one who does not set goals.
At the time goals are discussed, direct reports should be encouraged to
note any anticipated impediments, and managers should commit to
providing support within the budget to overcome problems.

One problem that can occur in the use of goals is the confusion between
performance and goal achievement. The notion behind a stretch goal is
that it is difficult to meet. The "stretch” comes from having a goal that
goes beyond the nomally expected performance. High performance -- that
is, performance that exceeds the standard - should be celebrated and
rewarded even if the goal is not achieved.

The performance plan developed by a manager and a direct report
becomes a performance "contract.” As with all performance plans,
changing circumstances may trigger a need to change expectations. Both
manager and direct report need to agree on the nature of the changes that
might prompt them to modify performance factors and agreed-upon goals.

Different managers may be much tougher than others in defining
performance criteria and setting performance standards, especially when
a performance management system is first implemented. Senior
managers need to see that the managers reporting to them directly and
indirectly use appropriate performance criteria and set similar
performance standards. Calibration committees of managers who have
similar jobs reporting to them can also be used to make sure that
performance criteria and performance standards across the organization
converge.
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Monitoring and Measuring

With the beginning of the performance period, the manager must be in
a position to observe performance or, when that is not feasibte, obtain
feedback from others who have a reason to observe an employee's
perfermance. This can be anyone Impacted by the employer's
performance. The individuals who are asked to provide feedback should
have direct knowledge.

Whenever verifiable performance information is available, there should
be a tracking system to document progress.

"Managing' performance comes about through feedback either to correct
poor performance or reinforce good performance. Coaching and
mentoring focus on increasing performance levels, overcoming obstacles,
and choosing among alternatives inadequate performance should be
handled as a problem to be solved rather than recognition of a personal
flaw or inadequacy.

Positive feedback is important in managing performance. The
performance contract and goals set should be the basis for the feedback
so that it is not merely cheerleading but contains specific content about
what was observed and how and why it is good performance, The
traditional "atta boy" is frequently just confusing, but effective coaching
leads to higher levels of performance.

Observation and feedback as the performance period unfolds makes it
possible to provide "real time" coaching. Advice and feedback when a
problem or impediment arises makes an incident a learning opportunity

Better managers schedule multiple mini-appraisals at regular times, when
problems are encountered, or when projects are completed. Then the
feedback can be handled as coaching, and more specific to recent
events. Regular feedback means there will be no surprises at year-end.

Developing

The transition from over-the-shoulder, close supervision to more of an
empowerment style of management changes the role of the supervisor.
That makes it important when occasions arise to provide coaching advice
and career guidance The performance management process should
identify the knowledge, skills, and abilities that an employee needs to
develop for continued career success and that provides a good
framework tor discussions.
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The coaching should include guidance toward job assignments and
special projects to help the employee develop or enhance important
competencies. Managers shouid be able to look to their human
resources/ human capital (HR/HC) specialists for help with development
planning.

Managers and direct reports have to recognize that high performance on
the current job does not necessarily translate into high performance on
the next level job. Organizations are filled with poor managers who were
great individual contributors. In counseling a direct report on career
development, a manager should discuss hos, current performance would
translate on the higher-level lob What may be a minor issue On the
current job may become a major flaw on the higher job, and
developmental plans should address fixing these flaws now rather than
later

Nearly all managers would benefit from training to develop their coaching
and mentoring skills. Those skills have become more important as
organizations move away from close, over-the-shoulder supervision.

Rating

Shortly before the final ratings are due, managers should solicit input
from individuals who have had reasons to observe and interact with the
employee. The employee should be asked for a list of the people who
shouid be contacted, the list of relevant others. This feedback should
follow a standardized format so that it can be assembled and evaluated
easily.

While self appraisals are useful, managers should not ask direct reports
to fill out their own appraisal form. instead, a manager should fill out a
"draft" appraisal and share it with the direct report, asking the direct
report to consider its completeness and accuracy before the formal
appraisal feedback. This gives the direct report a chance to consider the
appraisal in a low-pressure environment and bring errors or omissions to
the attention of the manager. It also removes pressure from the direct
report: he or she can think about the ratings, consider which are not (in
their view) accurate, and supporting data for changes can be collected
and accompany the revisions.

Toward the end of the performance period, a summary appraisal is
made. While this is superficially very similar to the traditional appraisal. it
is a much lower-key event. Feedback throughout the performance period
gives both manager and direct report a good picture of performance levels
relative to goals and expectations. There should be no surprises.
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If ratings are high or low, the manager should describe the reasons for the
ratings. Ratings at both extremes warrant special plans for the employee,
and it is quite possible that the manager will be asked to justify and defend
the ratings.

When the rating is linked to a salary increase or other human resource
decision, it is important for all consequences of the performance level
achieved to be discussed at the same time. People are interested first and
foremost in "what's in it for me,”" and until the "what" is discussed, any other
performance or development issues will take a backseat.

Since promotions and advancement are important outcomes of
performance, it is important to discuss what kind of developmental efforts are
needed in that context. For the employee, development alone is irrelevant—
the critical issue is development to prepare for what. This is an appropriate
time to discuss the employee's career goals and possible advancement
opportunities.

Performance ratings should be based on agreed-upon criteria and verifiable
information whenever possible. The performance plan should provide the
criteria and observation of the manager and relevant others should provide
the verifiable information.

Before ratings are communicated with an employee, they should be
reviewed and approved by at least one level of management. The best
practice would also have at least the high and low ratings reviewed by a
"calibration committee” of managers. The committee's role is to review the
validity of ratings.

The summary appraisal meeting is the time for an initial discussion for next
year's performance planning. To the extent that the organization plan and
organizational goals have changed, these changes will need to be factored
into a new performance contract.

Requirements for Pay-for-Performance

If pay-for-performance is to be successful, the system must meet a number of
criteria in the areas of program type, design and administration. These “best
practice” criteria are shown below:

Program Type

For any pay-for-performance to work there must be a performance
management system in place with performance measures that are accepted
by employees as valid and managers making ratings who are trusted by their
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direct reports. A valid, reliable, unbiased performance management is a
necessary (but not sufficient) condition for an effective pay-for-performance
program.

If a general bonus is to be the incentive program, there must be a single
performance rating that is equivalent for all employees in the plan. That is, a
“Meets Standards secretary must be equivalent (in terms of goodness of
performance) to a “Meets Standards” engineer. This calibration is much more
difficult than commonly thought.

Market adjustments must be separated from the pay-for-performance
program. Employees expect their salary to be held at least constant
against market as long as they meet standards. When pay-for-
performance is used in lieu of market adjustments employees feel
management is trying to put one over on them.

Targeted bonuses (e.g., safety bonuses, productivity increase bonuses,
etc. that are driven by specific measures) are much more effective and
more favorably viewed by employees than are general performance
bonuses.

Bonuses really need to be “at risk” to be effective. Merit pay lost its
effectiveness because everyone expected to get it and the differences in
amounts received did not map on performance differentials. Every
employee felt entitled to merit pay increases every year.

Ideally, bonuses will be self-funded - that is, the money going to the
bonus pool will be generated by the increased performance of employees
in the pool. (In the case of government this might be an issue of cost
savings or increased productivity — handling a greater case load, for
example, while not reducing service effectiveness.) This requires excellent
planning and organization outcome measures, and accounting systems
that capture appropriate costs and revenues.

Bonuses that are driven by individual performance will work against
teaming and cooperation when work outcomes are a product of group
effort. Since most work today is a group effort, having individual
performance bonuses is likely to engender harmful competition and bad
feelings. This is particularly the case when performance/bonus outcomes
are forced to some predesignated distribution.

The nature of a group incentive program is a function of the kind of group
involved. Clearly a permanent functionally-matrixed cross-organizational
team will require a different incentive scheme than will a short-term within-
department team.
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Pay-For-Performance Design Issues

When multiple performance criteria are used, weighting becomes an
issue. Different human resource decisions may require different
weightings. An individual contributor might be a great producer although
not very good interpersonaily (think computer technician) and deserve the
highest bonus possible; if performance were to be used to selecta
computer technician supervisor this employee might be the last choice. it
is important to remember “Performance for what?”

Bonus differentials between “Meets Standards” and “Greatly Exceeds
Standards” need to be meaningful and noticeable to employees. A
problem in many pay-for-performance systems is that the great employee
sees the mediocre employee make nearly as much and begins to ask
whether the extra effort spent is worth it.

The bonus structure itself is critical. Is there a floor? Are there caps? If so,
these had better be explained and justified to employees from the
beginning.

Bonus pools need to be carefully thought out. If each bonus pool is
assigned a dollar level based on the prorated salaries of the pool
members no allowance has been made for differences in performance
across pools. In job class breakout pools (all clericals, for example) this
may not present a problem. When the pool is based on geographic or
organizational boundaries it is almost certain to present a problem.
Employees generally know which parts of an organization are contributing
and which are not; if two units with very different performance levels both
get pools prorated against aggregated salaries there will not be the
difference needed between highly successful and mediocre employees.

Pay-for-performance based on too many criteria becomes confusing.

When goal setting is used in the performance management process (and
it should be) it is critical to remember that performance should be
measured against standards and that bonuses should be paid out on
performance against standards rather than goal achievement. Goals
setting theory states that people with high specific accepted goals will
perform better, not that they will make their goals. If high performance that
does not achieve a difficult goal goes unrewarded while average
performance that surpasses an easy goal is rewarded, no one will set
difficult goals.

Many incentive systems seem to work best with groups of 500 or less. In
larger groups many employees don’t see that their effort will be
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recognized or rewarded, and don't really understand how what they do
contributes to the organization.

Even in smaller units it is difficult for some employees to achieve line of
sight, that is, to see how what they do is connected to organizational
success.

The simpler and more consistent the program is the more likely it is to be
a success.

The rating of “Meets Standards” should be the norm. Given the grade
inflation in many organizations this may be nearly impossible to achieve.

Administration

The performance management and pay-for-performance system must be
owned by management rather than by HR.

Two key criteria in managers’ appraisals should be how well they do
performance management and how well they do pay-for-performance.
These two criteria should be weighted about as heavily as any other
criterion. Alternatively, these criteria can be hurdies. A manager should at
least meet standards in these two areas to be bonus-eligible.

Communication to eligible employees is critical — they need to understand
the upside potential for outstanding performance.

Employees have to trust managers to be fair and impartial when rating
performance and when recommending performance based increases.

Calibration committees are useful to look at a larger set of ratings and pay
bonus decisions and check for consistency. However, if these become
negotiating sessions then bonuses will depend on negotiating skills of
managers rather than performance of employees. If employees see
gaming and favoritism they will be demotivated.

Unions are generally opposed to performance management and incentive
pay. One way to help resolve the opposition is to have union
representation on design committees and on calibration committees.

The system must have some basis for dealing with externalities that boost
organizational outcomes but had nothing to do with actual employee
performance. it must also have some way of dealing with externalities that
depress organizational performance but were unrelated to employee
performance. This is generally known as the windfall/typhoon probiem.
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When introducing any new incentive system, managers must treat it (and
publicize it to affected employees) as an experiment. If it works it will be
extended but if it is problematic it can be changed.

Pay-for-performance systems need to be rigorously evaluated, using input
from all employee categories impacted by the system.

Federal Government and Pay-For-Performance

| think it is appropriate for the government to institute pay-for-performance
systems. It is clear that agencies have done their homework in studying the large
literature on private sector performance management and pay-for-performance
systems. That said, | see many of the same problems in the various systems
implemented by government agencies that plague similar systems in the private
sector.

The programs seem overly ambitious, trying to do too much too fast for
too many. The programs | have seen that seem to work best introduce
performance management first, work the problems out of it, and then (and
only then) introduce performance bonuses based on performance
management system results. Doing both at once entails an organizational
change that is too much for many to handle, either in terms of managers
running the system as designed or employees accepting the results as fair
and equitable.

The culture that makes “Meets Standards” performance failure needs to
be changed. Most employees should be at the "Meets Standards” level.
Managers rating employees above or below that should have to justify it in
two ways. First, it should be justified in terms of the performance criteria
and standards set for the job. Second, it should be justified in terms of unit
performance. it does not make sense that a unit that is floundering wouid
have a large percentage of high performance employees.

Managers need to be held accountable for performance management and
pay-for-performance. This is not an issue of submitting forms on time
(although some organizations hold up paying out any increases or
bonuses until everyone has submitted all recommendations; managers
who were “too busy” to comply suddenly find the time when their peers
complain). More importantly, it is a key managerial function to manage
performance of direct reports and reward them accordingly. Managers
who don’t do this well (including giving everyone high ratings when the
unit is not performing, or giving low ratings when the unit is performing
well) have earned poor ratings and no performance increase or bonus.

10
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The programs confuse market adjustments and performance bonuses.
Empiloyees expect to be kept whole against market, and it is clear from
union and employee compiaints that they know the difference between
market adjustments and performance bonuses. Some organizations
separate market adjustments and performance payments into two different
systems that impact employees at different times of the year (e.g., market
adjustment to salary January 1, performance adjustments and bonuses in
March) to emphasize the difference.

The market adjustment issue is particularly important to government
workers because they generally make less than equivaient private sector
workers, especially from about GS 8 or 9 upwards. While FEPCA was
supposed to reduce this private/public pay differential it has not. In spite of
the views of many cynics, | believe most US Government workers are
competent and hard-working, and could compete successfully in the
private sector if they chose to. Many of those | have worked with do in fact
have a commitment to public service, and are willing to accept lower pay
in order to do something they think is important.

For a variety of reasons government employees are much more heavily
unionized than private sector employees. You can’t simply port private
sector programs into government and expect them to work well. Unions in
general are opposed to performance management and pay-for-
performance systems because employees and employee representatives
lose partial contro! of terms and conditions. Managers can (and do) show
favoritism and bias in measuring performance and rewarding employees.
This situation requires two things to occur if performance management
and pay-for-performance systems are to be accepted: system design
teams and calibration/bonus pool committees have to include employees
and/or employee representatives (and pay attention to what they have to
say) and there has to be a legitimate appeal system in place so that
employees who feel they have been treated arbitrarily or in a biased
fashion feel they have adequate voice.

Having bonus pools where ratings and bonuses are calibrated is one of
the better design approaches in these systems. However, calculating the
size of a bonus pool solely as a function of the salaries of the members of
the pool is inappropriate. It rests on the assumptions that the aggregate
performance of employees making up each poo! is equal across pools and
that the employees of each pool are equally strategic to the agency or
department. Neither of these assumptions is likely to be accurate. If pools
are based on organizationa! units, it would be appropriate to rate unit
performance and strategic value and adjust the bonus poo! to reflect
these.

11
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« Calibration committees should not be negotiating ratings or awards. When
bonuses appear to employees to be a function of the negotiating skill of
their manager, or when there is a drive for some specific distribution of
ratings, the whole system loses any value in motivating those employees.

» At the same time, there should be an effort to standardize rewarded share
numbers across pools. A “Meets Standard” employee should receive the
same number of shares regardiess of the pool to which he or she is
assigned. Similarly, the range of share measures that each performance
level can be assigned is problematic. Performance differentials should be
developed in the performance management system, not the pay-for-
performance system. Employees and employee representatives alike
have remarked on the mischief that can be done in the share process.
This process will be “black box” to most employees, and dilutes the
performance pay linkage that is critica! to the success of any pay-for-
performance program.

¢ Performance management systems and pay-for-performance systems for
employees who work as parts of groups or teams need to have “team
citizenship” into account as part of their performance. Otherwise, they will
be motivated to maximize individual performance even at the expense of
suboptimizing group performance.

¢ |tis not clear what evaluation systems have been built into the various
pay-for-performance systems. The 2007 Annual Employee Survey Results
of the Department of the Treasury notes that only 27% of employees
“believe pay raises are determined on how well employees perform their
jobs.” Only 32% of employees note “they typically receive formal or
informal feedback from their supervisor.” Those are signs of a broken
system, or one that never worked in the first place.

| will be happy to answer any questions.

12
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BACKGROUND
IMPROVING PERFORMANCE: A REVIEW OF PAY-FOR-PERFORMANCE
SYSTEMS IN THE FEDERAL GOVERNMENT
July 22,2008

BACKGROUND

In August 2001, President Bush Jaunched the “President’s Management Agenda” (PMA)}
as a strategy for improving the management and performance of the federal government. The
PMA stated that while the Administration will be seeking “targeted civil service reforms,
agencies must make better use of the flexibilities currently in place to acquire and develop talent
and leadership. ... The Administration will assess agencies’ use of existing authorities as well as
outcomes achieved under demonstration projects. This assessment will help us determine what
statutory changes are needed to enhance management flexibility, permit more performance-
oriented compensation, correct skills imbalances, and provide other tools to recruit, retain, and
reward a high-quality workforce."

Since 2001, the Administration has sought, and Congress has agreed, to support agency
efforts to implement pay-for-performance. Advocates for implementing pay-for-performance
systems have asserted that federal agencies should have “modem, effective, credible, and, as
appropriate, validated performance management systems in place with adequate safeguards,
including reasonable transparency and appropriate accountability mechanisms, to ensure faimess
and prevent politicization and abuse.”/ Some of the safeguards recommended by the
Government Accountability Office (GAO) include a performance management system that
makes meaningful distinctions in individual employee performance; involves employees and
stakeholders in designing the system; and achieves consistency, equity and nondiscrimination.2

Performance management focuses on planned performance and improvement over time.
1t applies to both organizations and individuals. Performance management systems also give the
employee a basis for assessing his or her personal strengths and weaknesses, and provide a basis
for individual development planning. Since the evaluation is specific to planned
accomplishments, when ratings are used in personnel decisions — such as pay increases,
promotions, and terminations - they should satisfy legal requirements and they should be
defensible.3

1 U.S. General Accounting Office, Defense Transformation: DOD’s Proposed Civilian Personnel System and
Government wide Human Capital Reform; Statement of David M. Walker, Comptroller General of the United States
(May 1, 2003) (GAO/03-741T).

21d.

3 Howard Risher and Charles H. Fay, Managing for Better Performance: Enhancing Federal Performance
Management Practices, IBM Center for The Business of Government, 6 (2007).
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Pay increases, or the lack thereof, depend on performance evaluation ratings which
suggest that effective performance management practices should be put in place before
implementing pay for performance systems.4 A successful merit pay system depends upon the
implementation of a detailed, transparent and carefully designed performance management
system. Furthermore, agencies must have sufficient funding to provide training and desirable
performance awards.

According to the Partnership for Public Service, public sector agencies must grapple with
three unique challenges when implementing pay for performance: 1) performance metrics can be
harder to develop and measure for organizations with a public mission, as compared to
companies focused on maximizing profits, 2) workers may be less motivated by cash rewards
and more by the ability to make a difference, which can lessen the impact of monetary
incentives, and 3) the greater power and flexibility given to managers can complicate civil
service protections against inappropriate political interference.5

Federal employee unions and associations have expressed concern with the design
and implementation of pay-for-performance systems within the federal government. The
concemns include confusion over how agencies are making meaningful distinctions in
performance, transparency in performance evaluations, and, in some cases, diminished employee
morale.

L INTERNAL REVENUE SERVICE

As one of the first agencies to receive explicit pay banding authority within Title 5, the
Internal Revenue Service Restructuring and Reform Act of 1998 (the Act) (P.L. 105-206)
authorized the Secretary of the Treasury to establish one or more pay banding systems covering
all or any portion of the Internal Revenue Service (IRS) workforce under the General Schedule
(GS) pay system, subject to guidance to be issued by the Office of Personnel Management
(OPM). Pay banding is a system for grouping positions for the purposes of pay and job
evaluations. Under the requirements of the Act, IRS was required to stay within the boundaries
of the GS system and could not drop below or exceed the GS levels. IRS combined GS grades
and related ranges of rates of pay in one or more occupational series. Occupations are assigned
to one or more related job series and the grades are grouped into bands that reflect the career
paths associated with the occupational job series. In December 2000, OPM prescribed criteria
for IRS pay banding systems that followed certain principles specified in the Act.

The Act was based on the report of the National Commission on Restructuring the IRS,
which recommended that the IRS and the Department of Treasury be given more flexibility to
hire qualified personnel needed to implement modemization. The House Ways and Means
Committee report (House Report 105-364), in discussing the need for personnel flexibilities,
stated that the existing personnel rules and procedures on hiring, evaluating, promoting, and
firing employees were subject to extensive regulation. Further, according to the Committee, the

41d.at7.
5 Partnership for Public Service, Pay for Performance (March 4, 2005) (Issue Brief PPS-05-01).
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risk adverse nature of the IRS provided minimal incentive for managers or frontline employees
to achieve the agency’s mission, and stifled creativity, innovation and quick problem resolution.
The Committee stated its intention that the personnel flexibilities lead to increased accountability
by IRS managers and employees and to an increased focused on IRS mission, goals, and
objectives.

The IRS pay system, which at the moment only applies to managers, has three primary
components: a performance-based salary increase commensurate with a manager’s annual job-
evaluation rating, the opportunity for a performance-based bonus, and a locality pay adjustment
tied to average private-sector wage increases in the area where the manager works.

The Treasury Inspector General for the Tax Administration (TIGTA) audited IRS’ pay-for-
performance system for its managers and issued its report on July 3, 2007. The purpose of the
report was to determine whether the IRS system effectively linked compensation to individual
performance. The report entitled, “The Internal Revenue Pay-For-Performance System May Not
Support Initiatives to Recruit, and Motivate Future Leaders,” found that:

o Although the IRS used the IRS Restructuring and Reform Act of 1998 authority to
proceed with the implementation of the Internal Revenue Pay-For-Performance System,
it does not appear the System implements all of the Act’s provisions, which were
designed to help facilitate pay and classification adjustments necessary to restructure the
IRS. For example, the Frontline Manager Pay band did not improve the IRS” existing
manager classification system, which was considered to be especially problematic.

» In addition, the Human Capital Office (HCO) did not establish pay policies and
procedures that ensured managers are compensated comparably with IRS employees in
the GS Pay System or that the performance-based increases are commensurate with the
manager’s performance. This is important given that, at the discretion of the IRS
Commissioner each year, the IRS may withhold from its managers the annual across-the-
board pay adjustment that is provided to all other IRS employees and all other Federal
government employees compensated under the GS pay system. If this happens, managers
compensated under the Internal Revenue Pay-for-Performance System in future years
may not be paid comparably with other IRS employees under the GS pay system, who
automatically receives the annual across-the-board pay adjustment,

e Finally, the HCO did not sufficiently communicate the details of the Internal Revenue
Pay-for-Performance System to the affected managers, which decreased morale and
increased opposition to some of the provisions of the system.

TIGTA recommended that the Chief Human Capital Officer (CHCO):

e Reconsider the structure of the system for the Frontline Manager Pay band by
streamlining job classification to be more broadly based on the nature of the work
performed and competencies.
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o Reinstate the policy of providing managers who receive a satisfactory (Met) or higher
rating with the annual across-the-board pay adjustment that is provided to the IRS
employees in the GS pay system.

¢ Consider alternate sources of funding for the performance-based salary pools and ensure
the amounts dedicated for increases are sufficient to both reward top performers and
compensate other managers equitably, based on their performance.

IRS management agreed with three of the four recommendations but disagreed with the
recommendation to reinstate the policy of providing managers who receives a satisfactory or
higher rating with the annual across-the-board pay adjustment that is provided to IRS employees
in the GS Pay System. The authority to provide managers with the annual across-the-board pay
adjustment rests with the IRS Commissioner, who will consider exercising this discretion in the
future. To date, the Commissioner has granted these managers a minimum increase equivalent to
the GS pay system across-the-board-adjustment. IRS management stated that instituting a
mandatory minimum increase in policy is not fiscally practicable at this time due to budgetary
implications and restraints.

I TRANSPORTATION SECURITY ADMINISTRATION

In the aftermath of the September 11, 2001, terrorist attacks on the World Trade Center
buildings and the Pentagon, Congress enacted the Aviation and Transportation Security Act (P.L.
107-71) on November 19, 2001. The legislation created the Transportation Security
Administration (TSA) to be responsible for security functions at U.S. airports, which includes
screening of passengers and deployment of Federal air marshals. In creating a new agency with
its own workforce, Congress granted broad personnel flexibilities and allowed the new Under
Secretary of Transportation for Security to establish hiring, firings, pay, evaluation, and other
benefits notwithstanding any other provision of law. While TSA is exempt from most
provisions of title 5 governing employment practices, veterans’ preference was not waiveable
under the Act.

According to the Conference Report (107-296), “The Conferees recognize that, in order
to ensure that Federal screeners are able to provide the best security possible, the Secretary must
be given wide latitude to determine the terms of employment of screeners. The Conference
Committee expects that, in fixing the terms and conditions of employment the Secretary shall
establish benefits and conditions of employment. The Conference Committee also recognizes
that, in order to hire and retain screeners, the Secretary should also ensure that screeners have
access to Federal health, life insurance, and retirement benefits, as well as workers' compensation
benefits. The Committee believes that screening personnel must also be given whistleblower
protections so that screeners may report security conditions without fear of reprisal.”

Since the enactment of the Aviation and Transportation Security Act, TSA developed and
has been implementing a pay-for-performance system for Transportation Security Officers
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(TSO) entitled the Performance Accountability and Standards System (PASS). As of April 11,
2008, the system applies to TSOs, Lead TSOs, Supervisory TSOs, and Security Managers. By
law, employees must continue to meet all qualifications and standards required to perform a
screening function; have a satisfactory record of performance and attention to duty; and
demonstrate the current knowledge and skills necessary to courteously, vigilantly, and
effectively perform screening functions.

According to a Committee briefing by TSA on April 11, 2008, employees are evaluated
on an annual basis with quarterly performance discussions between supervisors and directly
reporting employees. The system is supposed to provide for open communication between the
employee and supervisor as well as provide regular training on performance standards with
accountability built in for both the supervisor and direct report. All employees are evaluated
annually based on five categories and 12 subcategories, and supervisors are evaluated based on
an additional two categories and seven subcategories. Each category has a certain weight it is
given in the overall evaluation. Below are the list of categories and subcategories used to
evaluate employees along with the given percentage weighted toward the overall score:

o  Technical Proficiency — 50 percent

1. Image Detection Proficiency
2. Practical Skills, Evaluations and Observations
3. Supervisory Accountability

e Training and Development

* Readiness for Duty

e Promoting a Performance Based Culture
. Management Proficiency

1. Resource Planning and Accountability
2. Program and Policy Compliance and Accountability
3. Critical Incident Management and Reporting

4. SOP Compliance
»  Competencies — 30 percent

1. Customer Service
2. Decision Making
3. Oral Communication
4. Conflict Management

5. Team Building
s Collateral Duties — Max 3 points

1. Bonus Points based on quality, frequency, and importance
. Training and Development — 10 percent

1. Mandatory Training

2. Career Plan and Skills Development — Max 2 points

s  Readiness for Duty — 10 percent
1. Dependability
2. Professional Presence
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Employees receive their annual adjustments to base pay and any bonuses based on their
performance evaluation relative to their fellow employees. The new system established five
levels of performance evaluation: Does Not Meet Standards; Achieves Standards; Achieves Plus;
Exceeds Standards; and Role Model of Excellence.

According to TSA, every year since the implementation of PASS employees who
received above a Does Not Meet Standards rating received at least the same pay raise as their GS
counterparts. Because TSA has broad authority with their pay system, they do not have to
adhere to the same stringent requirements that prohibit quotas and forced distributions. Asa
result, during an April briefing to Committee staff, TSA acknowledged that they use a quota
system for rating and pay distribution primarily for cost reasons.

A provision in the Fiscal Year 2008 Consolidated Appropriations Act (P.L. 110-161)
requested that a report be submitted to Congress that included:

e The number of employees who achieved each level of performance;

* A comparison between managers and non-managers relating to performance and pay
increases;

» The type and amount of all pay increases that have taken effect for each level of
performance; and

e The attrition of employees covered by the PASS.

According to the report, the attrition rate for PASS-covered employees was 21.2 percent, 0.3
percent over fiscal year 2006 and 2.5 percent decrease from fiscal year 2005. TSA provided the
following tables with the payout and distribution of performance ratings for employees in
FY2008 for their performance in FY2007.

Rating Concept Number Rated in FY08 Payout
FYO07

Does Not Meet No increase <1% CEI only

Standards

Achieves Standards | Small bonus 14% CEI + $500 bonus

Achieves Standards | Small increase 28% CEI + 1% increase

(at Achieves Plus + bonus

payout level)

Exceeds Standards | Fairly substantial 44% CEI + 2% increase
increase + $1,000 bonus

Role Model of Very substantial 13% CEI + 3.5% increase

Excellence increase + $2,000 bonus

Citing low morale and a high attrition rate, the Department of Homeland Security Office
of the Inspector General (OIG) issued a report in May 2008 entitled, “Transportation Security
Administration’s Efforts to Proactively Address Employee Concerns” (OIG-08-62). The scope
of the report was 320 employees at eight airports. The report focused on three initiatives of
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TSA’s to address employee concems: the Office of the Ombudsman, the Integrated Conflict
Management System, and the National Advisory Council. According to the report, “more than
half of the employees [the OIG] interviewed described the agency’s efforts to educate them on
the various initiatives available to address their workplace concerns as ‘inadequate.” The report
further concluded that improved communication could be improved at TSA to help alleviate
employee dissatisfaction.

In response, TSA expressed concem with the OIG’s methodology and commented that the
report did not focus on the wide range of options available to employees to address grievances.
TSA further faulted the OIG for not recognizing the scale, depth, and leading edge quality of
what TSA has undertaken to bring the new agency together.

TII. SENIOR EXECUTIVE SERVICE

The Senior Executive Service (SES) was established by Title IV of the Civil Service
Reform Act of 1978, P.L. 95-454, and encompasses managerial, supervisory, and policy
positions above the GS-15 level that are not filled by presidential appointment with Senate
confirmation. The SES includes nearly 7,000 federal employees. Of those, approximately 6,000
are career appointed executives. SES career appointments do not have time limitations, whereas
non-career SES are limited in their promotion potential and time in service. Career SES are
provided more job protections and advancement potential than non-career SES, such as
adherence to merit system principles and whistleblower rights. The SES do not have appeal
rights and collective bargaining rights afforded to some categories of federal employees.

The Fiscal Year 2004 National Defense Authorization Act granted OPM the authority to
redesign the pay and performance management system for senior executives, The changes were
driven in part by pay compression, which has been a long-standing problem for senior
executives. The previous pay system had six pay levels, and pay compression resulted in senior
executives at the top three SES pay levels receiving the same amount of base pay in a given
year.

The President’s FY2004 budget request proposed eliminating the current pay structure
for senior executives and increasing their pay ceiling. In developing the statutory construct for
the new system, an agreement was reached under which senior executives would no longer
receive annual-across-the board or locality pay adjustments. Beginning in 2004, pay adjustments
for senior executives are based on individual performance and contributions to agency
performance through an evaluation of their skills, qualifications and responsibilities.

To qualify for these pay flexibilities, OPM must certify and the Office of Management
and Budget (OMB) must concur that an agency’s senior executive performance appraisal system
meets certification criteria jointly developed by OPM and OMB. Two levels of certification are
available to agencies: full and provisional. To receive full certification, which lasts two calendar
years, the design of agency systems must meet nine certification criteria and agencies must
provide documentation or prior performance ratings to demonstrate compliance with the criteria.

7
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Agencies can receive provisional certification, which lasts one calendar year, if they have
designed but not yet fully implemented a senior executive performance appraisal system, or do
not have a history of performance ratings that meet the certification criteria.

In 2007, the Senior Executives Association began raising concems about pay
compression and attracting senior General Schedule employees into the SES. Carol Bonosaro,
President of the Senior Executives Association (SEA), submitted testimony for the record at a
July 31, 2007, House Subcommittee on Federal Workforce, the Postal Service, and the District of
Columbia hearing on Federal Pay Policies and Administration. She stated:

At the end of this year, GS-15 employees working for this Senior Executive will
receive arightly reserved annual salary and locality adjustment, probably
amounting to more than a 3.5 percent increase in their take home pay. Even if the
SES receives a top rating for his job, he is historically unlikely to receive a salary
adjustment even close to that of the GS employees, especially with current budget
concems. Many Senior Executive rated fully successful receive salary increases
around one percent, and some receive no increases at all. ... With these facts on
the table, why would a GS-15, particularly those at the higher step levels, join the
Senior Executive Service? When addressing groups of Senior Executives and
candidates for the SES, I regularly hear reports of talented, experienced GS-15’s
who have no interest in competing for promotion to the Senior Executive Service,
to earn salaries of as little as $120,000 a year in high-cost areas, work long hours,
receive no comp time, and have no assurance that they will not be moved to a new
geographical area at the discretion of their agency.

Ms. Bonosaro concluded her testimony by recommending Congress require agencies to
provide a yearly minimum, market-based pay adjustment to all Senior Executives rated fully
successful or better and include performance awards in “high-3” retirement calculations for
Senior Executives.

In May 2008, the Office of Personnel Management released the results of a survey of
senior executives that included information on the new pay for performance system. There were
a number of positive indicators such as members of the SES are proud to be apart of the SES (97
percent), feel a sense of accomplishment about their work (95 percent), and feel that their talents
are being used (87 percent). However, the report also found that many SES did not believe there
are meaningful distinctions in their performance (26 percent) and were dissatisfied with their
performance rating (20 percent). OPM did not consult with SEA in the development of OPM’s
survey and believes that important questions were left out of the survey that needed to be asked.

IV.  OFFICE OF THE DIRECTOR OF THE NATIONAL INTELLIGENCE

The U.S. Intelligence Community (IC) consists of the Office of the Director of National
Intelligence (DNI), the Central Intelligence Agency and some fifteen other intelligence agencies
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as designated in the National Security Act.6 The workforce of intelligence agencies includes
civil servants, military personnel, Foreign Service Officers, and contractors. The Intelligence
Reform and Terrorism Protections Act of 2004 (P.L. 104-458) established the position of the
DNI and gave him the authority to prescribe personnel polices and programs applicable to the
intelligence community “to encourage the recruitment and retention by the intelligence
community of highly qualified individuals for the effective conduct of intelligence activities.”
The DNI is also required to “ensure that the personnel of the intelligence community are
sufficiently diverse for purposes of the collection and analysis of intelligence through the
recruitment and training of women, minorities, and individuals with diverse ethnic, cultural, and
linguistic backgrounds.”

Pursuant to this Act, the DNI has personnel management authorities that extend to
intelligence agencies within the Defense Department, the Justice Department, the State
Department, the Department of Homeland Security, and other departments. The greatest
numbers of intelligence personnel are assigned to the Central Intelligence Agency (CIA) and to
Department of Defense (DoD) agencies, the Defense Intelligence Agency (DIA), the National
Security Agency (NSA), the National Reconnaissance Office (NRO), and the National
Geospatial-Intelligence Agency (NGA). Personnel policies promulgated by the DNI do not
replace personnel polices that are established by heads of other departments, but are prepared in
coordination with them. The Intelligence Reform Act sought to ensure that personnel policies
for intelligence personnel throughout the Federal Government were sufficiently consistent to
facilitate the rotation of personnel among intelligence agencies and “facilitate the widest possible
understanding by such personnel of the variety of intelligence requirements, methods, users, and
capabilities.”

As part of this effort the DNI has sought to establish a pay-for-performance system with
broad pay bands, higher salary caps, and performance-based raises for the entire Intelligence
Community, working with existing legislation that covers the various agencies. The basis for the
IC-wide personnel management structure was laid in November 2007, when the DNI approved
Intelligence Community Directive (ICD) 651 that established common, core policies and
processes for performance management deemed essential to fostering and sustaining a strong,
cohesive IC. ICD 651 states that IC employees will be evaluated on performance objectives,
which are the specific results an employee is to achieve and will be unique for each employee,
and performance elements, which are common for all IC employees. Performance elements
include accountability for results, communication, critical thinking, engagement and
collaboration, personal leadership and integrity, and technical expertise. Performance
expectations are a combination of both performance objectives and performance elements. All
employees are to be involved in the development of their performance expectations and these
expectations are to be provided to the employee in writing before the performance evaluation
period.

ICD 651 establishes a common performance rating system for all IC employees as
follows: 5 for Qutstanding, 4 for Excellent, 3 for Successful, 2 for Minimally Successful, and 1

6 50 USC 401a(4).
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for Unacceptable. Under the ICD, management is to provide ongoing feedback to employees on
their performance and conduct one formal midterm review. An employee may request
reconsideration of their evaluations through formal and/or informal processes.

On April 28, 2008, the DNI issued ICD 650 and ICD 654. ICD 650 established the
National Intelligence Civilian Compensation Program (NICCP) and promulgated an IC-wide
framework and guiding principles that are to be incorporated into the compensation systems of
those IC elements with statutory authority to do so. ICD 654 established the policies that link
pay to performance. The NICCP requires that:

e Adequate aggregate funding be requested, budgeted, and allocated to design, develop,
implement, and administer the compensation and performance management system,
including training.

e Training be provided to managers and employees on the system.

The performance management system involve employees.

There be a clear link between an employee’s annual performance evaluation and that
employee’s compensation, including pay, bonuses, and other monetary incentives and
rewards.

e Employee rights are protected and appropriate avenues are provided for
reconsideration.

The FY 2008 intelligence authorization bill (H.R. 2082) that was approved by the
Conference Committee included a provision that would prohibit pay-for-performance
compensation reform until 45 days after the DNI had submitted a detailed plan for the
implementation of the compensation plan for each element of the intelligence community
affected.7 On April 22, 2008, the DNI submitted its report on IC pay modernization to
Congress.

David E. Frick, aretiree from the Army and currently a senior management analyst for
the DNI, wrote the following commentary on November 12, 2007, in Federal Times:

Pay-for-performance has been anointed as a best practice that must be adopted to
make government more responsive and effective...I disagree.

e The first false assumption is that what is best for business must be best for
government. In many instances, commonly accepted business practices
are not most effective for government ~ business and government have
different goals.

e The second false assumption is that pay-for-performance will be effective
for the entirety of a work force as diverse as the civil service. Even in
business, pay-for-performance is not universally appropriate....

If the goal of the reward system is to influence future performance ...
Contemporary budgets do not allow for sufficiently large bonuses.

7 Section 308
1C
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V. DEPARTMENT OF DEFENSE NATIONAL SECURITY PERSONNEL SYSTEM

Citing the need for greater flexibility in the Department of Defense workforce to address
national security priorities, in April 2003 the Pentagon sent a legislative proposal to Congress
seeking broad workforce flexibilities and exemptions from Title 5 requirements to implement a
pay for performance system within the Department. A provision giving the Department the
flexibility it sought was included in the National Defense Authorization Act for fiscal year 2004
(P.L. 108-316).

On November 1, 2004, DoD and OPM published the final regulations for NSPS in the
Federal Register, as authorized by P.L. 108-316, the National Defense Authorization Act
(NDAA) for FY2004. The new personnel system made changes to DoD’s hiring, classification,
pay, performance management, labor management, and appeals systems. Similar to the IRS, the
Department, under Secretary England, gave employees the same average annual pay raise given
to GS employees. As of May 15, 2008, there were 180,993 non-bargaining unit employees
covered by NSPS and expect to covert approximately 20,000 employees through the end of
calendar year 2008. DoD has indicated that the earliest possible conversion date for bargaining
unit employees would be Fall 2009.

Following a series of hearings and the court’s decision in AFGE v. Rumsfeld, Congress
modified DoD’s authority under NSPS in the FY 2008 NDAA, P.L. 110-136. The FY 2008
NDAA reinstated chapters 71 and 77 of title 5, United States Code, relating to labor management
and appeals, and excluded wage grade employees from NSPS. The Act also sought to preserve
the NSPS pay for performance system. The Act guaranteed that all employees who receive
individual performance ratings of “meets expectations” or higher will receive 60 percent of the
annual across the board pay increase and a local market supplement at least equal to the locality
pay provided to GS employees.

Regarding the scope of bargaining, the Act stated that any rate of pay established or
adjusted under NSPS shall be non-negotiable, unless employees were allowed to bargain over
pay before enactment of the FY 2004 NDAA. Moreover, any regulations issued jointly by DoD
and OPM and published in the Federal Register would be treated as government-wide rules,
subject only to impact and implementation bargaining. All other rules or implementing issuance
would be subject to collective bargaining as provided in chapter 71 oftitle 5.

On May 22, 2008, DoD and OPM issued a proposed rule to implement the new NSPS.
Approximately 520 public comments were submitted. DoD and OPM estimate issuing a final
rule in early October 2008.

Under NSPS, employee pay will consist of three components: basic pay, a local market
supplement, and performance-based pay. Salary increases will not be provided to unacceptable
performers. An employee’s performance is based on written individual performance goals,
which can be amplified orally, communicated to the employee prior to holding them accountable
for them and expectations that are aligned with the Department’s mission. NSPS employees will

11
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receive annual performance evaluations in writing. Employees are rated from Level 1 to 5 with
5 being the highest. While DoD is required to make meaningful distinctions in performance,
forced distributions or quotas are prohibited. Based on the rating, an employee will receive a
certain number of shares that will be assigned a value and turned into their performance pay.
Employees rated Level 1 (unacceptable) and Level 2 (Fair) will not receive a share. Employees
will receive either 1 or 2 shares if they are rated Level 3 (Valued Performer) and will receive
cither 3 or 4 shares if they are Level 4 (Exceeds Expectations). For those who are rated Level 5
{Role Model), an employee may receive either 5 or 6 shares. These shares may take the form of
a pay increase, a cash bonus, or a combination of both. Supervisors and managers will decide
who gets more performance pay and the form of the pay increase based on certain specified
factors, including the labor market and retention problems.

Comments submitted by various employee unions have expressed concern over the
proposed regulations. Primarily, unions are concerned about the level of detail in the regulations
compared to the regulations issued in 2004. By increasing the detail, employee unions believe
DoD and OPM are making NSPS less flexible and are restricting the scope of bargaining. A key
example of the level of detail is the definition of “rate of pay,” which, under the regulations, is
defined as base salary, local market supplements, overtime and premium pay, and the conditions
defining applicability of each rate. Employee unions argue that by adding the phrase “conditions
defining applicability of each rate” is too broad and limits employee bargaining. Despite the
level of detail, unions continue to express concern over the lack of transparency in the pay pool
and pay decisions. They claim that the system is vulnerable to cronyism and personal biases.
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- . » Testimony for the Record submitted to the Senate Homeland Security and Governmental Affairs Subcommittee
) g “Rerocotion on Oversight of Government Management, the Federal Workforce, the District of Columbia

Chairman Akaka, Ranking Member Voinovich and Members of the Senate Subcommittee on
Oversight of Government Management, the Federal Workforce and the District of Columbia:

On behalf of the 200,000 managers, supervisors, and executives in the federal govemment whose
interests are represented by the Federal Managers Association (FMA), 1 would like to thank you for
allowing us to express our views regarding pay-for-performance systems across the federal government.

Established in 1913, FMA is the largest and oldcst Association of managers and supervisors in
the federal government. FMA originally organized within the Department of Defense (DOD) to
represent the interests of its civil service managers and supervisors, and has since branched out to
include some 35 different federal departments and agencies. We arc a non-profit, professional, advocacy
organization dedieated to promoting excellence in public service.

The face of America’s workforce is changing. Once attractive for employing the most talented
members of the workforce, by today’s standards, the federal civil service system is unreflective of the
expectations of new job seekers. As those who are responsible for the implementation of new personnel
programs, it is our stance that changes need to take place. The overhaul of the Department of Defense
personnel system has opened the door fo encourage the rest of the federal government to embrace a
culture of modernization.

The current General Schedule (GS) pay system and performance review methods are antiquated.
However, certain fundamental principles of merit remain crucial to preserving the integrity and
accountability of a new employment system. We have seen through dcmonstration projects and pilot
programs in various agencies around the country over the past few decades that implementing human
resource management structures can help improve the productivity and mission of agencies.

We believe that the hardest working employecs should be rewarded with the highest rate of pay;
those employees who fall below the curve on their overall performance should not be rewarded at the
same rate. The link between performance and pay provides employces with the confidence that their
efforts will be appropriatcly recognized. Where is the incentive in doing a better job than your colleague
when little is done to differentiate additional efforts?

Any new personnel system must adhere to certain basic principles if the system is to succeed.
The integrity of pay-for-performance will be severely hindered if all high performers are not rewarded
accordingly. We believe that any personnel system should continue to allocate af Jeast the annual
average pay raise that is authorized and appropriated by Congress for General Schedule (GS) employees
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to those employees under the new system who are “fully successful” (or the equivalent rating), in
addition to other merit-based rewards based on “outstanding” performance (or equivalent rating).
Recently, a large percentage of FMA’s members within the Depariment of Defense were
transitioned into the National Security Personnel System (NSPS). Additionally, FMA members at the
Intemnal Revenue Service are also under the IRS’ pay-for-performance system. We would like to focus

our written comments on these two systems.

THE NATIONAL SECURITY PERSONNEL SYSTEM

We at FMA have been closely monitoring the implementation of NSPS, and have been receiving
significant feedback from our members as they transition. If one thing is for certain, it is that there is no
one view of the system. If you were to ask ten employees their perspectives on the system, you would
undoubtedly teceive ten different answers. However, several themes have emerged throughout this
process. Overwhelmingly, FMA managers and supervisors at DOD believe a switch to pay-for-
performance is necessary to not only compete with the private sector for talent, but also to encourage and
reward high performance. A performance-driven culturc can influence behavior and foster increased
production. 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 and they are excited to
finally have this opportunity.

However, as with any overhaul, the devil is in the details. Overwhelmingly, the largest complaint
we have received from our members is a lack of training on the new system. Not only will managers
have to learn how to evaluate their employees, they also have to be taught how to assess their own
performance. Additionally, managers have reported that the implementation of NSPS at their facilities
has seemed rushed, adding to the problem of inadequate and incomplete training. As a result, many
managers do not feel comfortable or confident in their assessment of their employees, which potentially
could have a negative impact on an employee’s pay. Some workers have complained that the new rules
are not fostering better communication between supervisors and employees as the system’s proponents
had hoped. Those who have completed their first and second rating cycles have told us they feel better
prepared for the next round, but simply due to trial and error, not additional or adequate training.

The cumbersome process is also causing frustration among employees. It is not uncommon for
the rating cycles to take upwards of six months and fifty percent of a manager’s time. This is in addition
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to increased regular workloads as baby boomers flee the government for retirement. We have heard there
are simply not enough hours in the day to accomplish one’s day-to-day job duties as well as the
performance evaluations. A streamlined process with a shorter rating period would greatly assist
employees.

Along the same lines, there is a lack of concrete business rules that allow for a transparént and fair
deployment of pay-for-performance. The process, as explained to our membership, creates a difficult
environment for the rating officials in that a rating will not be revealed to the employee until after it passcs
through a review cycle. For a system designed to create better communication between the manager and
employee, this inability to reveal the final rating at the close of the rating period does not promote the trust
and openness necessary to ensure transparency in the system. The process should be modified to allow the
rating official’s ranking to be revcaled to the employee and any adjustments madc post-rating should be
explained and justificd by the panels making the adjustments.

Another cause for concern is how the pay pools will be distributed. Last year, Congress
determined that all DOD employees rated above “unsuccessful” must receive no less than sixty percent
of the GS 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 our belief that any employee rated a 3 (valued
performer) or above should, at a minimum, receive the congressionally approved pay raise. Issues of
faimess and low morale would certainly surface if a valued performer were to receive less than the GS
raise.

Several of our members have expressed their concerns with the above formula. With sixty
percent guaranteed, they fear any other pay increase they receive (assuming they meet or exceed
performance standards) will come in the form of a bonus which does not count towards basic pay for
retirement purposes. This not only affects an employee’s high three, but can also impact one’s Thrift
Savings Plan contributions. One manager even commented, “My retirement pay will be the same four
years from now as it would be today.” There is also no guarantee the pay pools will have the funds to
distribute more than the 60 percent requirement. 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 concemn. Managers and supervisors
have reported extreme pressure 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
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money in the pool if all employees were rated 4s or 5s. Higher ratings mean 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 inflatcd to accommodate a small section of the population. Forced distribution

does nothing but contradict a pay-for-performance system.

THE INTERAL REVENUE SERVICE PERFORMANCE SYSTEM

Currently, IRS leadership has decided that the 8,800 managers within the Internal Revenue
Service receive at least the samc base pay and locality pay increases that General Schedulc employees
receive each year. The General Schedule increase is the comerstone of current federal compensation
policy and should not be included as part of performance-based increases. The purpose of the ycarly
increase is to keep governmcnt salaries competitive with the private sector in hopes of closing the
growing pay gap between the two. It is the overwhelming belief of our members that the congressionally
appropriated pay raise should remain an across the board increase for performing managers and
supervisors in IRS. However, any change in JRS leadership could mean a change in policy in which no
one is guaranteed a pay increasc regardless of performance rating. We believe including the General
Schedule increase in the pool of money available for performance-bascd increascs would be out of line
with pay sctting practices of other federal employees, including non-management IRS employees who
are excluded from the system.

Many managers at the IRS face being in the unfortunate situation of having their annual salary
equal to the non-manager employees they supervise. Managers and employees operate under two
different pay systems and pay bands and therefore it is not uncommon for managers and the employees
they supervise to receive the same pay. As there is no additional compensation for the added workload
and increased responsibility, there is an inherent disadvantage to becoming a manager.

Additionally, the IRS must take strides to eliminate the current service-wide performance ratings
caps. For the IRS personnel system to be truly pay-for-performance, there cannot be arbitrary caps on the
number of higher ratings. Managers 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 forced quotas.

Unfortunately, what is happening on the ground now is that each IRS segment is allowed to give
a percentage of their managers an “outstanding” rating and “exceeded expectations” rating regardless of
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the actual performance of the managers in the pool. So even if all managers in the pool have exceeded
their performance standards by a large measure, only a set percentage can get the highest rewards. As a
result, some managers receive a rating below their performance. This negates the inherent principle
behind a pay-for-performance system.

Currently, a manager’s salary cannot exceed the top of the band in which he/she is placed. The
top and bottom salaries of each band shift upward each year based on the GS increase appropriated by
Congress. (For example - if the top of the band is $100,000 and the GS increase is 3 percent, the new top
of the range is $103,000). The increase managers at IRS reccive is based on a percentage of their pay.
(For example ~ 8 percent for outstanding, 6 percent for exceeds expectations and 3 percent for meets
cxpectations). Assume the range goes up by 3 percent and a manager receives an outstanding rating
worth 8 percent. Since the manager reached the top of the band with the 3 percent increase, the
additional 5 percent (8 percent minus 3 percent) is lost to the manager. However, if the manager had
received a “meets expectations™ rating and the IRS decided to award less than the GS raise for this
rating, the performing manager is no longer at the top of his/her pay band. On one hand, a manager
cannot exceed the top of the range; on the other, a performing manager can fall below the top. A policy
change should be enacted to equalize this disparity to ensure managers at the top of the band continue to
be recognized for their performance. We at FMA also believe an additional performance bonus should
be awarded to managers whose performance ratings would have resulted in a higher increase in salary, if
not for their being at the top of their band. The additional performance bonus should be equal to the
amount of performance increase denied due to the salary cap.

Lastly, the current awards pools fail to adequately reward managers for performance and for the
compensation risk they face. In determining the awards pools, compensation should reflect the
appropriate risk aspect of pay-for-performance. Increasing the pool available for performance awards

will accomplish this goal.

CONCLUSION

We are in an historic time of civil service reform. With so many varied demonstration projects
and pilot personnel systems underway throughout the federal government, there is now hope that the
antiquated personnel systems of the past will soon enter the history books. Nonetheless, in closing a
chapter and opening a new one, we must ensure that we are all reading the same book and turning the
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page at the same time. A shift in the culture of any organization cannot come without an integral training
process that brings together the managers responsible for implementing the new personnel system and
the employees they supervise. At this point, we are unsure this is occurring at the Department of
Defense. Additionally, Congress must ensure any new endeavor receives proper funding in order for the
system to achieve its intended resuits.

1t is the ongoing position of the Federal Managers Association that any employee performing at
an acceptable level in a performance-based system should receive no less than the General Schedule
increase each year. “Rewarding” top performers with a raise lower than their GS counterparts will
heighten animosity towards a pay-for-performance system, as there would be no incentive to perform at
an above average level. This policy must come from top agency leadership supplied with adequate
funding from Congress.

There are many challenges ahead, but we at FMA cannot emphasize enough the need to take a
cautious and deliberate path as employees continue to transition to new personnel systems. We
recommend continued collaboration with management and employee groups as well as independent
review and auditing by the Government Accountability Office, with the oversight of Congress. Through
these checks and balances, we are hopeful that a set of guiding principles will emerge to assist other
agencies in their expected personnel reform efforts.

Thank you again for the opportunity to express our views before the subcommittee. Should you

need any additional feedback or questions, we would be glad to offer our assistance.
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July 28, 2008

The Honorable Daniel Akaka

Chairman

Subcommittee on Qversight of Government Management,
the Federal Workforce, and the District of Columbia
SH-141 Hart Senate Office Building

Washington, DC 20510

Dear Mr. Chairman:

During the July 22 hearing before your Subcommittee, Senator Voinovich directed
several questions to me regarding the reasons for agency differences in implementing the
Senior Executive Service pay and performance management system. Upon further
reflection, I would like to offer an additional explanation of the reasons for those
differences and ask that this letter be inserted in the hearing record.

The statute and regulations governing the SES pay and performance management system
provide a great deal of flexibility and discretion to agencies. For example, while all pay
adjustments are to be based upon performance, the specific amounts are entirely at the
discretion of the agency, which can, in fact, choose to make no pay adjustments, even to
an executive receiving an outstanding performance rating.

Although agencies must submit their systems to the review of OPM and OMB to gain
certification, how well those systems are implemented is another matter. Given the
flexibility and discretion agencies are permitted, the critical ingredient is agency
Teadership and their interest in — and commitment to — achieving an equitable, transparent
system.

Sincerely,

Carof O Brwsrond

CAROL A. BONOSARO
President

cc: The Honorable George Voinovich, Ranking Member
Subcommittee on Qversight of Government Management,
the Federal Workforce, and the District of Columbia
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Office of Personnel Management
From Senator Daniel K. Akaka

“Improving Performance:

A Review of Pay-for-Performance Systems in the Federal Government”
July 22, 2008

Some employees believe that pay for performance systems are a way for

agencies to suppress wages over time. One example used is the fact that some
agencies do not increase pay bands by the full amount of the nationwide pay

adjustment like the General Schedule (GS). Another is the fact that

employees who meet expectations do not necessarily receive an increase to

base pay at the same rate as similarly situated GS employees.

a. What is your response to this concern?

Suppressing wages over time would be counterproductive and at odds with
the purpose of adopting a pay-for-performance system in the first place. A
primary reason agencies adopt pay-for-performance systems is to  attract,
reward, and retain high-performing employees. Agencies want pay ranges
that accommodate high-performing employees, taking into account pay
rates in the non-Federal labor market. It is important to understand that
the labor market is not monolithic, but can be different for different
occupations and grade levels. Adjusting pay ranges based on changes in
the applicable labor market rates is reasonable and consistent with private
sector practices. It is also consistent with the merit system principle in

5 U.S8.C. 2301(b)(3), which states that pay should be set with appropriate
consideration of both national and local rates paid by employees in the
private sector. That same merit system principle also supports providing
pay incentives for excellence in performance. Thus, providing employees
with different pay increases based on individual performance is consistent
with merit system principles. Making performance-based pay distinctions
necessarily produces different results than under the General Schedule,
which relies primarily on longevity and generally provides the same
increases for all fully successful employees.

. How is the Office of Personnel Management ensuring that employees
in pay for performance systems who meet expectations are not losing
ground to their GS counterparts?

OPM does not have authority over most pay-for-performance systems.
Congress has generally given authority to the employing agency. OPM



200

has had a role in the establishment of certain demonstration projects and
the National Security Personnel System (NSPS) for Department of
Defense (DOD) employees.

The NSPS is the largest pay-for-performance system in the Federal
Government. It covers about 180,000 DOD employees. 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 General
Schedule, and that amount is available only for such compensation. (It is
true that, under the NSPS law, the NSPS general pay increase for each
employee with a performance rating above unacceptable may be as low as
60 percent of the General Schedule general increase; however, the
remaining 40 percent must be placed in the performance pay pool and
used in providing performance pay increases. Also, each employee with
an NSPS performance rating above unacceptable shall receive locality-
based comparability payments in the same manner and to the same extent
as employees under the General Schedule.) NSPS pay ranges have been
adjusted by the same percentage as the General Schedule. For some NSPS
employees, NSPS pay ranges provide higher pay potential than that
available to comparable General Schedule employees.

In OPM-approved demonstration projects, agencies are expected to spend
in the aggregate no less than what they would have spent in the General
Schedule (GS) pay system. The purpose of the demonstration projects is
not to reduce spending on pay increases but to allocate funding for pay
increases in a more performance-sensitive way. It would not be possible
to guarantee that each individual employee receive no less than he or she
would have under the GS pay system without increasing payroll costs.
However, OPM-approved demonstration projects generally ensure that a
fully successful employee will receive no less than the GS general
increase. Also, the pay ranges under demonstration projects are generally
linked to GS ranges.

2. The Senior Executive Service (SES) is to be a premier corps of career
leadership in an agency. However, I am concerned that we are creating a
disincentive for GS 14s and 15s to join the SES. According to the Senior
Executives Association (SEA), employees in the SES are taking on more
duties and working longer hours, but receive no locality pay or gnaranteed
annual pay raises and have fewer job rights. In light of these concerns, what
steps is OPM taking to improve the attractiveness of the SES?

As Director Springer noted in her testimony, the increasing overlap
between the General Schedule and the Executive Schedule under which
SES members are paid is a matter of concern that needs careful,
comprehensive study. That said, OPM continues to see strong evidence of
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interest among GS 15s in pursuing promotion to the SES through
Candidate Development Programs and other means.

OPM is also taking positive steps to make the SES more attractive to
applicants inside and outside of Government. In concert with several
agencies, OPM is piloting two new methods for executive selection. One
alternative tests what we believe will be a more streamlined and effective
selection method for focusing on an individual’s accomplishments to get at
whether the candidate possesses the required executive competencies. The
other method being tested allows candidates to apply for SES positions by
providing only their resume. Both methods may attract individuals who
otherwise might have been deterred from applying by what has often been a
laborious application process.

Another way to make SES service more attractive is by providing executives
with more opportunities for continuing development. As part of a broad
policy to promote greater executive career development and mobility, OPM is
taking steps to require in regulation that all SES members have an executive
development plan. Also, as an incentive to further executive development,
OPM now allows the “losing” agency to receive a temporary SES position
allocation when an SES member participates in a developmental detail
elsewhere (April 10, 2007 memo for Chief Human Capital Officers).

3. According to the testimony of SEA President Carol Bonosaro, a member of
the SES was told that he was going to receive a raise and a performance
award based on his high performance rating. However, the employee was
later told that he would receive neither since the SES member planned to
retire. When the SEA reported this to OPM, OPM officials said that this was
a bad practice, but would not take action.

a. Is this true? Can an agency deny pay increases and performance
awards to employees with the required performance rating for the
pay increase and award?

See answer under 3b.

b. Please list the situations in which an agency may deny an employee a
pay increase or performance award if they meet expectations.

Agencies have considerable latitude in how to design and apply their
performance pay systems, and the agency head has the ultimate authority
to grant any increase or award. Under the SES performance appraisal
system certification process, OPM reviews their performance management
systems and pay data to ensure that they are on the whole acceptable under
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the established criteria. However, individual pay increase or award
determinations by the agency may vary based on a number of other factors
in addition to performance rating, such as current rate of pay, position in
the pay range, recent pay increases, etc.

Some agencies have designed pay systems that grant awards only to
employees who exceed expectations. Systems that withhold pay increases
from all employees who meet expectations are rare and OPM does not
support them. However, the size of the increase may vary dependent on
other factors, such as current rate of pay, position in the pay range, recent
pay increases, etc.

4. According to OPM’s 2007 report on pay for performance, agencies with pay
for performance systems do a better job of recruiting highly talented
candidates.

a. What allows agencies with pay for performance systems to do a better
job of recruiting highly qualified candidates?

In most cases, agencies use some form of pay banding in combination
with performance-based pay. These two changes facilitate more strategic
use of compensation to recruit highly qualified candidates. Pay banding
eliminates the traditional General Schedule (GS) steps and allows agencies
to group the GS grades into broad bands or pay ranges based on career
path and occupation. It provides increased pay flexibility. Agencies can
attract better qualified candidates by offering market-sensitive starting
salaries at higher levels of a pay band. By providing broader and more
flexible pay ranges for setting the entry pay of new hires, pay banding is
an important tool for attracting high-quality candidates. In addition, pay
increases based on performance rather than longevity provides highly
talented candidates a greater opportunity to affect their future pay
increases.

Additional interventions intended to attract high-quality candidates and
speed up the recruiting and examining process include management
having the ability to renegotiate job offers, agency-based-staffing, and
local-authority for recruitment payments.

b. Are there metrics or reports that evaluate the quality of candidates
that were recruited before and after the pay for performance systems
were implemented?

While OPM has not developed specific reports or metrics on candidate
quality, there has been quite a bit of data collected from program
evaluations over time. Survey data and objective data in Commerce’s
Year Seven Report of its Demonstration Project showed supervisors were
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taking advantage of their ability to exercise flexibility with entry salaries
and to re-negotiate job offers, which gave them the tools to attract and
obtain competitive candidates. In survey responses, demonstration group
participants indicated the quality was improving. Objective data reveal a
slightly higher average performance score for employees hired during the
demonstration period than more tenured employees.

In the DOD Acquisition Demonstration Project (AcqDemo), an increase in
the quality of the acquisition workforce, strongly supported by the
combined weight of survey results, focus groups, and objective retention
data, was documented in the AcqDemo Interim Evaluation Report.
Furthermore, the report stated AcqDemo led to higher retention rates of
excellent contributors and higher separation rates of poor contributors.

Pay banding enabled the DOD Science and Technology Laboratory
Demonstration Projects (Lab Demos) to offer higher, more competitive
starting salaries than possible under the GS system. Starting salaries of
scientists and engineers were higher than in non-implemented laboratories.
Survey results indicated managers in the Lab Demos were significantly
more satisfied with the competence of newly hired scientists and
engineers, and were more likely to agree they were able to attract high-
quality candidates and that newly hired candidates were a good match for
the job.

In 2007, OPM collected data on performance-based pay systems and
found employees in nine out of fourteen projects had a more positive
perception of “my work unit is able to recruit people with the right skills”
than the Government-wide average, most by more than 5 percentage
points.

5. In response to my question on how OPM defines quotas at the
Subcommittee’s 2006 hearing on the SES pay for performance system, you
said:

“If a system has a goal to have X percent of ratings at this
level and Y percent at this level and another percent at each
of those levels, regardless of performance, then that is a quota
system because the main driver is reaching a certain
distribution.”

a. Attached is a slide from a presentation by the Transportation Security
Administration (TSA) showing their revised scoring system and
stating that it rates and “ranks employees based on thresholds
established by the TSA Administrator.”
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b. Has OPM reviewed the TSA pay for performance system? If so, what

have you found?

We have applied OPM’s Performance Appraisal Assessment Tool (PAAT) to
the TSA performance management system. The TSA system scored 75 out of
100 points on the PAAT. Findings include:

Overall, the TSA appraisal system provides clear alignment to organizational
goals, focuses employees on achieving measurable results, makes distinctions
in performance, rewards top performers with higher performance pay, requires
progress reviews be given, trains employecs and supervisors on the system,
and involves employees in developing performance plans.

C.

Do you believe this slide suggests the use of quotas at TSA? If so,
what steps will you take to address the problem?

We have not found evidence that TSA is using quotas.

Do comments suggesting that most employees or a majority of
employees should receive a rating of “3” (or place in the middle of the
performance rating scale) suggest the use of a quota? Why or why
not?

This type of statement does not in itself suggest the use of a quota. Quotas
are set percentages or numbers of employees who can be rated at a given
level regardless of their performance. The ratings Federal employees
under appraisal systems covered by 5 U.S.C. 43 receive are dependent on
the performance standards sct in their performance plans and how well
they performed against those standards. Performance standards developed
for the middle range of performance should describe targets and indicators
that, while providing some challenge, most employees are expected to
meet. Higher-level performance standards should be developed to identify
the best performers by setting targets and indicators that, while attainable,
provide greater challenge and are attained by only the best.

If performance rankings consistently show that a majority of
employees rank in the middle of the performance rating scale does it
suggest the use of quotas or forced distribution of ratings?

When performance standards are developed as explained in the previous
response, to allow for the identification and true differentiation of levels of
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performance such rating results do not suggest the use of quotas or forced
distributions.

Please provide examples that you have found of agencies using quotas
and what steps OPM and the agencies in question took to correct the
problem.

We have not found evidence that agencies are using quotas or forced
distributions.

Given the number of SES employees in the 2006 SEA survey who
believed that their agency used quotas, why didn’t the OPM survey of
the SES ask employees whether they still believed that agencies use
quotas?

OPM believes the question, "My performance appraisal is a fair reflection
of my performance", is a better gauge of perceptions regarding the
performance system. Not everyone would be a position to understand or
have enough information to answer a question on quotas.

SEA President Bonosaro testified that when she brought a Navy
power point presentation showing a graph with a normal distribution
curve, OPM concluded that it was not a quota, but rather a “notional
system.” What is a notional system and how is a notional system
different from a quota or forced distribution?

A notional system, or guidelines that specifically address rating
distributions, is an informed expectation of rating distributions based on
other criteria, usually organizational performance. It communicates to the
raters what management, barring explanations of unexpected situations or
other contributing information, expects to see when employee
performance is compared to established standards and takes into
consideration the success of the organization’s accomplishments.

In response to my question on quotas at the hearing, Mr. Spires of the
Internal Revenue Service (IRS) said, “at the IRS, we have some
guidelines...because we don’t want to have grade inflation in the sense
that you get a lot of people at the ‘outstanding’ level unless they
deserve to be at that level. ... So we issue some guidance, ...it is not a
quota system—but it is some guidance around what we would expect
the distribution to look like.”

i. We have applied OPM’s Performance Appraisal Assessment Tool
(PAAT) to the IRS non-SES appraisal system and the agency’s initial
score was 66 points out of 100. We found the agency’s system has clear
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alignment to organizational goals, makes distinctions in performance in
both ratings and awards, and holds supervisors accountable for the
performance management of subordinates. Points were withheld because
the employee performance plans did not focus on achieving measurable
results, training on the program needs to be given, and the agency could
not confirm progress reviews were given. We did not find evidence that
IRS is using a forced distribution.

Have you reviewed the aforementioned IRS guidance? Do you believe
it suggests the use of quotas? If so, what steps will you take/have you
taken to address the problem?

1i. Agencies must give broad guidance to their supervisors about
expectations at the fully successful and outstanding levels. Defining the
outstanding level does not constitute forced distribution, accordingly, we
do not believe steps need to be taken.
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Post Hearing Questions for the Record
Submitted to Mr. Richard Spires, Deputy Commissioner for Operational Support
Internal Revenue Service
From Senator Daniel K. Akaka

“Improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government”
July 22, 2008

1. According to the Treasury inspector General for Tax Administration’s (TIGTA) report
entitled, “The Internal Revenue Pay-for-Performance System May Not Support
Initiatives to Recruit, Retain, and Motivate Future Leaders” (2007-10-106), General
Schedule employees outside of the pay banding and pay for performance system could
make more money than a manager. The report noted that this could be a factor in the
decreased morale of the managerial workforce and a disincentive for employees to seek
promotions to become a manager.

a. What has the IRS done to address this pay compression issue?

Answer: The TIGTA report raised a concern that without a guaranteed salary
increase for managers rated “Met”, some managers may receive a smaller
increase than General Schedule (GS) employees, possibly creating “pay
compression”. We believe it is appropriate that the Commissioner of the IRS
retains the authority to determine the level of pay increases for managers in the
context of a pay for performance pay system. Since the inception of the IRS
Payband System in 2001, the IRS has granted a salary increase equivalent to
the GS annual across-the-board increase to managers with a “Met,” or better,
performance rating. Managers also receive locality pay.

TIGTA also raised a concern that performance based pay increases may be
limited by the payband maximum rate and therefore, some managers may not
receive the pay raise commensurate with their performance. Maximum rates are
an inherent feature of any pay system with defined salary ranges, including the
GS pay system. The IRS band maximum rates are directly finked to the GS
grade maximum rates, so GS employees are subject to the same limitations. We
believe it would be appropriate to have the flexibility to provide lump-sum
payments to employees at the top of the band so that their performance is fully
recognized. The June 2007 Treasury comments on OPM proposed regulations
for IRS paybanding recommended adding language to provide the ability to pay a
lump-sum payment for managers whose pay raise is limited by the top of the
band.

b. What incentives is the IRS providing to recruit future leaders into the
managerial workforce?

Answer: IRS has a variety of incentives available to recruit leaders into the
managerial workforce. In the IRS Payband System employees entering a
permanent managerial position for the first-time receive a 10% salary increase in
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recognition of additional managerial responsibilities. This one-time pay increase
is about 2% higher than the normal promotion increase and is attractive to
managers who generally enter at the lower end of the payband. The IRS is
focusing on enhancing the role of managers and identifying, recruiting and
developing leaders at ali levels of the service. We are aiso implementing
strategies to assist managers in mentoring, leading and developing subordinates
and colleagues. Another incentive for managers and aspiring managers is a
Service-wide tuition assistance program that provides funding to IRS employees
pursuing career development opportunities in support of the mission of the IRS.

Other incentives used to entice future leaders into the IRS managerial workforce
include: recruitment bonuses, relocation incentives, retention allowances or
bonuses, and annual leave accrual rate enhancements. Acknowledging the
need to create greater incentives for non-managers to apply for manageriai
positions and to retain current managers, the highest percentage rates for many
incentives are reserved for managers.

c. What is the IRS doing to address the declining morale issues?

Answer: The IRS is committed to providing on-going communications on the
IRS Payband System and has taken steps to improve communications and
increase transparency of the program. Following recommendations of the TIGTA
report, the IRS impiemented a communication campaign to promote an
understanding of the program, generate buy-in, and instill more broad based
ownership of the IRS Payband System. Partnering with the Professional
Managers Association, the Federal Managers Assaociation, and other
stakeholders, IRS Payband System documents and targeted messages have
been tailored to communicate major activities, milestones and other significant
events of the program. To further increase the transparency of the program,
outreach sessions/presentations continue to be provided to impacted
stakeholders.

As measured by the annual IRS aill employee survey, job satisfaction for our
managers indicates an upward trend. Job satisfaction scores for managers
consistently exceed overall all employee satisfaction scores and both scores
continue to trend upward.

The IRS is exploring initiatives to further enhance the role of managers, and
specific areas of interest to managers have been identified. Examples include:
reducing administrative burden; providing on-going managerial development; and
addressing the need for greater work-life balance. (RS believes that through a
sustained focus on people — managers and employees - there will be a positive
impact on business performance and employee morale. The IRS is focused on
establishing the Service as the best place to work in government, while ensuring
a prepared workforce for the challenges of tomorrow.



209

Question#: | 1

Topic: | IG report

Hearing: | Improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government

Primary: | The Honorable Daniel K. Akaka

Committee: | HOMELAND SECURITY (SENATE)

Post-Hearing Questions and Answers for the Record
Submitted to Gale Rossides, Deputy Administrator,
Transportation Security Administration

Question: The May 2008 Department of Homeland Security (DHS) Inspector General
(IG) report entitled “Transportation Security Administration’s Efforts to Proactively
Address Employee Concerns” mentioned that low morale can lead to high attrition. The
fact that the Transportation Security Administration’s (TSA) attrition rate is over 17
percent raises questions about employee morale. What steps is TSA taking to improve
TSA recruitment, retention, and employee morale?

Response: The dedicated men and women who serve as Transportation Security Officers
(TSOs) have one of the most difficult jobs in government, and their work in screening
two million passengers a day is both physically and mentally demanding. These officers
also are the most tested in the federal workforce. While the Transportation Security
Administration’s (TSA) full-time and part-time voluntary attrition have steadily declined
since 2004, TSA is continually looking to improve in the areas of employee recruitment,
retention, and employee morale.

Despite the challenges of the TSO position and the fact that TSA was created less than
seven years ago, over 50 percent of the TSO workforce has been with TSA for four years
or more. The average tenure of a TSO is 3.5 years. The highest level of attrition occurs
in the first six months on the job. As of August 30, 2008, 33 percent of TSO attrition is
attributable to those employees onboard less than six months as of August 30, 2008.
TSOs who stay more than six months are likely to remain with TSA for the long term.
As of August 30, 2008, 90 percent of active TSOs had more than six months of service,
with a median tenure of 4.05 years.

With regard to recruitment, TSA has found that employees who understand the scope of
the TSO position and the career path associated with it are more likely to stay with the
organization long-term. As a result, extensive efforts are under way to provide
candidates with information that gives them a realistic job preview prior to applying for
or accepting a position. Applicants are provided detailed information via the TSA
website and informational flyers distributed at on the ground recruiting efforts. In
addition, current TSOs attend local job fairs in their area to speak with prospective
candidates about the actual duties of a TSO, work shifts available, promotion
opportunities, and benefits. These educational efforts are intended to recruit employees
who are more likely to stay with TSA long-term, thereby reducing attrition.
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Employee morale is also critically important to TSA, and we work to recetve and respond
to employee concerns and ideas for improvement. Through the National Advisory
Council (NAC), employee surveys, the IdeaFactory, and other communication tools, TSA
is continuously listening to our employees and working to improve employee morale.
TS A has undertaken numerous initiatives that are creating a culture that supports its
employees and their ability to perform at the highest level. Among the host of initiatives
at TSA are the following:

The National Advisory Council (NAC) and the NAC Network: The NAC,
composed of TSOs, lead TSOs, supervisory TSOs, transportation security
managers, and assistant federal security directors, was created to permit the front
line workforce to raise its concerns directly to TSA’s senior leadership. The
NAC continues to raise systemic issues of all kinds through quarterly, week-long
meetings at headquarters, monthly conference calls with TSA leadership, and the
ongoing work of subject matter committees in collaboration with headquarters
program offices. The reach of the NAC is being expanded this summer by the
selection of NAC Network members from all hub airports currently without a
NAC member.

TSA’s Integrated Conflict Management System (ICMS): ICMS is a systems
based approach to handling conflict in the workplace, promoting fairness,
inclusion and transparency, communication, collaboration, employee engagement
and conflict management. Most employees at all airports have received basic
training in conflict management and cooperative problem solving; processes will
have been created providing employees with confidential, anonymous and group
employee involvement options for raising issues and concerns locally; and local
leadership will have articulated support and safeguards for employees using these
skills and processes by the end of the fiscal year. In this regard, ICMS principles
and requirements will be built into existing processes for audits, assessment and
evaluation, performance plans, competencics, hiring, promotions and rewards,
and recognition. While a recent report by the Department of Homeland Security
Office of the Inspector General (OIG) made recommendations as to how TSA’s
implementation of its ICMS could be accelerated and improved, TSA had already
taken steps to implement these changes even before the OIG made their
recommendations. TSA believes that its comprehensive initiative directed at the
core of its culture and its demonstrated commitment to this initiative have
established it as a leader among Federal agencies.
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Peer Review: Peer review panels will be expanded to all Category X (the largest)
airports this fall and are an important option in the grievance procedure.
Employees filing grievances will be able to request a mediator at the second step
or to request that a peer panel be convened. Specially trained panel facilitators
manage hearings on grievances before a panel selected by the grievant and are
composed of 3 peers of the grievant and 2 managers. Panels decide whether
policies have been applied fairly and consistently, and their decision is final.

Career progression and leadership development: As part of TSA’s
comprehensive, layered approach to security at airports, several security-focused
specialty positions have been developed and implemented. These positions
include the Behavior Detection Officer, Coordination Center Officer, and
Security Training Instructor, and are open to current TSOs. The positions are
part of the TSO Career Progression Program and are classified at levels
equivalent to Lead and Supervisory TSO, thus providing an alternative track for
promotional opportunities. The Coordination Center Office and Security
Training Instructor were launched this fiscal year, Overall, for all three
programs, over 3,600 TSOs have been promoted into these positions.

With regard to leadership training, TSA has provided Foundations of Leadership
training for over 3,300 first level supervisors. It has also developed two new
courses: Transition to Security Managers for newly promoted Transportation
Security Managers, and Leading from the Middle for mid-level managers.

Diversity Advisory Council (DAC): A Diversity Advisory Council was
established at TSA in September 2007. The group is comprised of 37 members
representing all job categories and levels at TSA from the field and headquarters.
The Council serves as an advisory unit for the “Building and Maintaining
Diversity at TSA” initiative and coordinates TSA’s efforts to create, develop, and
retain a diverse and highly skilled workforce at all levels. In its first year the
DAC has focused on plans to enhance career development, recruitment and
hiring, diversity training, workforce utilization and communication, and to create
an inclusive environment.

Idea Factory: The IdeaFactory (IF) is an online tool designed to promote
innovation at TSA. Through the IdeaFactory, employees submit ideas on all
aspects of operations, comment on ideas posted by others, and promote the most
favorable suggestions. Since it was started in April 2007, the IF has received




212

Question#: | 1

Topic: | 1G report

Hearing: | Improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government

Primary: | The Honorable Daniel K. Akaka

Committee: | HOMELAND SECURITY (SENATE)

over 6,100 ideas, 54,000 comments and 117,000 votes in favor of an idea.

During the month of July 2008 alone there were over 5,500 users and close to

500 new users. More than 20 new initiatives, programs, or Standard Operating
Procedural changes have been implemented as a result of employee suggestions.
The IF is an incredible tool for TSOs to make a difference in improving their
work environment, to communicate with each other and with management. TSA
offices initiate challenges to get ideas on specific problems they wish to resolve.
Employees educate each other, share knowledge and best practices, and engage in
constructive input. The IF is located on TSA’s Intranet where it can be accessed
by all TSA employees on all TSA computers.

¢ Enhanced Whistleblower Protections for TSOs: In July, TSA announced the
implementation of enhanced whistleblower protections for its TSO workforce.
Under an agreement with the Merit Systems Protection Board (MSPB), security
officers are now able to appeal whistleblower retaliation complaints to the Board.
The additional protection afforded to our frontline officers enhances their ability
to protect the traveling public. Giving our officers every opportunity to
communicate security concerns without fear of reprisal is an important tool in
maintaining a creative, engaged workforce.

In addition to the above initiatives, TSA also has created incentives targeted towards our
part-time TSO workforce, which is a critical component of TSA’s flexible security
approach and a segment of our workforce with historically higher attrition rates than full-
time employees. These same employees generally pay a higher percentage of total costs
of health insurance than full-time federal employees. These higher health benefit costs
become an impediment to retaining part-time employees. Consequently, to provide more
affordable health care coverage and retain part-time TSOs, TSA worked with the Office
of Personnel Management to permit part-time TSOs who elect Federal Employee Health
Benefits coverage to pay the same lower cost for health benefits as full-time TSOs. In
some cases, this workforce incentive has saved part-time TSOs up to 65 percent of the
cost of health care.

Lastly, as presented in testimony before the Committee, TSA’s Performance
Accountability and Standards System — PASS ~ plays a significant role in motivating and
sustaining an exceptionally talented and well-performing workforce. PASS underscores
our focus on individual and organizational performance rather than on employee tenure ~
the higher the level of performance, the higher the level of financial reward. Over 60
percent of the PASS-covered workforce received a payout in 2008 based upon their work
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performance in 2007 that fell into the two highest performance levels. Performance in
2007 improved significantly over the previous year, suggesting that the motivation
associated with pay-for-performance drives an employee to excel. And it is that striving
for excellence that aids securing our homeland. In the post-9/11 environment, pay-for-
performance provides our employees with the best system to ensure accountability in a
fair and objective manner while promoting security in the transportation domain.
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Question: According to the 2007 DHS Employee Survey, the high voluntary attrition
rate has affected nearly 60 percent of employees. Only 35 percent of employees felt that
their agency management was communicating what was going on with the organization
and 28 percent believed their good work was recognized. More than 66 percent of
employees do not feel positive about their pay. Given these figures, do you believe that
you have a successful pay for performance system? If so, why?

Response: The rating received by the Transportation Security Administration (TSA) on
the 2007 Employee Survey question regarding whether employees felt their agency
management communicated what was occurring in the agency was 35.9 percent favorable
and was consistent with the rating received by Customs and Border Protection (36.2
percent favorable) and better than the rating received by the Immigration and Customs
Enforcement (33.2 percent favorable). Although TSA’s rating for employee’s
satisfaction with the level recognition for doing a good job is lower than those of
comparable components, a total of 67 percent of TSA employees in the same survey
indicated that they believe they are being held accountable for achieving results. TSA’s
ratings on the question of whether pay raises depend on how well an employee performs
her job were higher than in the Department as a whole. These ratings, of course, should
be evaluated in light of the fact that PASS was not implemented until late in 2006. PASS
payouts for fiscal year 2007 were not paid until after the 2007 DHS Employee Survey
was taken. It may take several years for TSA employee survey results to accurately
reflect employee perceptions of pay for performance.

There are a number of components to TSA’s compensation and benefits systems, and the
pay for performance system is integral to effectively carrying out our security mission.
As discussed by Deputy Administrator Rossides in her testimony before the committee,
TSA has a strong and motivated workforce and it is important that our Transportation
Security Officer (TSO) workforce remain alert to threats against our transportation
systems. Therefore, it is not sufficient to reward employees based solely on their tenure
with our organization. Instead, to maintain a highly motivated workforce, enhanced
compensation based on our employees’ performance is critical to our accomplishing the
security mission.

TSA believes strongly in pay for performance, and that our pay for performance system
is successful. As all of the other witnesses on the panel testified, pay for performance
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systems take seven to ten years to really mature in an organization, and TSA is a
relatively young organization and one of the few Federal components with a functioning
pay for performance system. After TSA implemented pay for performance for our TSOs,
we reviewed all aspects of the system and made adjustments accordingly. As is reflected
in the chart below, a substantial number of our TSOs received pay increases based on
their levels of performance. Another positive aspect of our pay for performance system
is that employees may be rewarded each year with pay increases, subject to the
availability of financial resources, versus a within-grade increase system, such as the
General Schedule, where progression is largely based on tenure and pay increases may be

as far as three years apart.

2008 Payout for 2007 Performance Period

Rating Concept Number Rated | FY 2008 Payout (FY 2007
in FY 2007 performance)
Role Model of Excellence Very substantial 15.38% Comparability-Equivalent
increase Increase (CEI) + 3.5%
increase + $2,000 bonus
Exceeds Standards Fairly substantial 45.96% CEI + 2% increase +
increase $1,000 bonus
Achieves Plus Small increase 26.68% CEI + 1% increase + $1000
bonus
Achieves Standards Small bonus 11.57% CEI + $500 bonus
Does Not Meet Standards No increase <1% CEI only

Beyond pay for performance, TSA has implemented a number of changes to enhance our
compensation system, particularly for our TSOs. For example, the minimum and
maximum pay rates of TSA’s pay bands were adjusted by 1.0 percent in July 2007 and by
another 2.5 percent in January 2008. While these changes may not result in an immediate
pay increase for TSA employees, such adjustments will benefit TSA employees in the
long term because earnings potential is greater.
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Question: TSA recently contracted with Lockheed Martin for $1.2 billion for human
resources services. Can you explain what you expect Lockheed Martin to do under the
terms of the contract?

Response: The Transportation Security Administration’s (TSA) Office of Human
Capital (OHC) Integrated Hiring Operations and Personnel (IHOP) program with support
from Lockheed Martin under this new contract provides TSA critical, human resource
support services including workforce management and analytics, customer help desk
services, and processing services for recruitment, hiring, personnel, payroll, and
employee benefits. The Lockheed Martin contract replaces contracts providing similar
services by three separate companies for the last four years. While TSA believes the
contractor’s focus and requirements to provide timely and effective processing and
services will improve quality of life for our employees; they are, in fact, support services
only — the contractor will not be developing or implementing policies or programs.
TSA’s OHC, which consists of experienced career Federal government employees,
oversees this service contract and is responsible for working with management officials
throughout the agency to ensure that human capital practices, policies, and procedures
comport with agency policy. The Assistant Administrator for Human Capital, also a
career Federal government cmployee, is ultimately responsible for the welfare of the TSA
workforce and the provision of human resource services.
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Question: In response to my question about the use of quotas at TSA, you said that TSA
does not use quotas.

How do you define the terms “quota” and “forced distribution of ratings™?

Is TSA prohibited by law, rule, regulation, or agency directive from using quotas or a
forced distribution of ratings in its pay for performance system? If so, please cite the
appropriate authority.

What training do you give to managers on how to make meaningful distinctions in
performance and not impose quotas or make a forced distribution in ratings?

How is the TSA pay for performance system funded? Is it budget neutral? If so, how
does TSA ensure that it can provide sufficient incentive awards for good performance? If
not, what efforts does TSA employ to control costs for its pay for performance system?

Question: How do you define the terms “quota” and “forced distribution of ratings™?

Response: A “quota” system is one in which the number of employees who can receive
a specific performance rating is pre-determined and constrained.

Similarly, a “forced distribution of ratings™ constrains the number of employees who can
achieve a certain performance rating.

The Transportation Security Administration (TSA) does not and will not limit the number
of individuals in the Performance Accountability and Standards System (PASS) who can
receive a specific rating. Rating and reviewing officials are not limited in the number and
types of scores they may award employees. For the PASS year 2008 (ending September
30, 2008), TSA will analyze all submitted employee scores and, based on the scoring
distribution and available funds, will determine employee payout levels based on the
score they received, by position and function, out of 100 points.

Question: Is TSA prohibited by law, rule, regulation, or agency directive from using
quotas or a forced distribution of ratings in its pay for performance system? If so, please
cite the appropriate authority.




218

Question#: | 4

Topic: | quotas

Hearing: | Improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government

Primary: | The Honorable Daniel K. Akaka

Committee: | HOMELAND SECURITY (SENATE)

Response: The Transportation Security Administration (TSA) is not prohibited by law,
rule, regulation, or agency directive from using quotas or a forced distribution of ratings
in its pay for performance system. However, TSA does not use quotas or a forced
distribution. TSA uses an Analytic Scoring Distribution system which allows TSA to use
actual employee performance data to drive and finalize end-of-year Final Ratings and to
use the ratings and availability of funds to drive payout levels in the Performance
Accountability and Standards System (PASS).

Question: What training do you give to managers on how to make meaningful
distinctions in performance and not impose quotas or make a forced distribution in
ratings?

Response: The Performance Accountability and Standards System (PASS) is a
systematic and integrated approach to managing and improving performance. PASS
operates using mostly objective performance standards in which 70 percent of each
employee’s final rating is based on their Technical Proficiency scores (Image Mastery
Assessments and Practical Skills Evaluations), Training requirements, and Readiness for
Duty requirements. The remaining 30 percent of their final rating is based on their
Competency score, which is the only component of their final rating that allows any
subjectivity.

Each Competency is associated with a set of behaviors/performance standards. These
behaviors are what the Rating Official looks for when determining an employee’s rating.
The Rating Official is accountable for: assigning competency ratings fairly, consistently,
and objectively; rating the employee in the Competency Behavior Group that best
describes their performance demonstrated throughout the majority of the performance
period; and meeting quarterly with their employees to discuss and review Competency
progress and/or ratings. To promote objectivity in the Competency component, the
Reviewing Official serves as a “check and balance,” and he/she is accountable for
ensuring that Rating Officials are assigning Competency ratings fairly, consistently, and
objectively.

Employees undergo PASS Training and mandatory Online Learning Center courses
which explain performance measurement within this system. Additionally, the
Foundations of Leadership course is a 9-day training course for all Supervisory
Transportation Security Officers (TSOs) and Transportation Security Managers, and it
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specifically addresses supervisory accountability and provides general guidance on the
PASS scoring system.

In addition, leadership handbooks are distributed to Rating Officials (Supervisory TSOs,
Security Managers, and Assistant Federal Security Directors for Screening) on a quarterly
basis. These handbooks cover a wide range of topics that are applicable to the
supervisory workforce in supervising employees and promoting fairness and objectivity,
in an effort to make meaningful distinctions in performance. Furthermore, all PASS
Points of Contacts from the field are invited to attend the annual PASS Conference,
which addresses any newly implemented changes to the PASS program and provides
clarity and training on PASS scoring policy.

Furthermore, the fact TSOs” supervisors are themselves covered by the PASS system
under which TSOs are rated, and are subject to an assessment under PASS for how well
they implement PASS for their own employees, promotes effective implementation of the
system.

Question: How is the TSA pay for performance system funded? Is it budget neutral? If
so, how does TSA ensure that it can provide sufficient incentive awards for good
performance? If not, what efforts does TSA employ to control costs for its pay for
performance system?

Response: The Performance Accountability and Standards System (PASS), the
Transportation Security Administration’s (TSA) pay-for-performance system, is funded
in the Passenger and Baggage Screener Personnel, Compensation, and Benefits (PC&B)
Program, Project or Activity (PPA) in the Aviation Security Appropriation. The PASS
program is not budget neutral; it has been funded annually by using the pool of funds set
aside for awards, promotions, and the Transportation Success Increase (TSI). Also, TSA
has realized efficiencies from improved TSO scheduling and management practices and
reinvested those into the workforce through PASS. To control costs, TSA sets the annual
PASS payout for awards and pay raises within the context of funds available in its
appropriation,
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Question: Attached is a slide from an April 2008 presentation by TSA to Committee
staff showing your revised scoring system and stating that TSA rates and “ranks
employees based on thresholds established by the TSA Administrator.” What is the
purpose of the rate and rating thresholds? What relation do the thresholds have on
employee pay?

Response: In April 2008, Assistant Secretary Hawley directed the Office of Human
Capital to simplify the Performance Accountability and Standards System (PASS) 2008
scoring policy, including a revamped scoring system which removes complex business
rules. The Transportation Security Administration (TSA) will make data-driven
determinations, using actual employee performance data, to determine the thresholds for
ratings categories and finalize end-of-year Final Ratings and PASS Payout levels using
the categories and weightings below:

Technical Proficiency / Supervisory Accountability / Management Proficiency — 50%
Cormpetencies — 30%

Training — 10%

Readiness for Duty ~ 10%

Collateral Duty ~ Max. 3 bonus points

Career Plan — Max. 2 bonus points

All personnel covered by the PASS program are eligible to receive 100 points plus up to
5 bonus points. TSA’s system does not try to predict end-of-year Final Ratings as this
does not promote program transparency. The purpose of using a 100 point system is to
allow TSA to determine end-of-year Final Rating and PASS Payout levels using actual
employee performance data. Once all employee scores are available, point ranges can be
established through an Analytic Scoring Distribution system for the purpose of making
pay determinations.

Using an Analytic Scoring Distribution, TSA will determine End-Of-Year Final Rating
and PASS Payout threshold levels using actual employee performance data. Ratings will
be determined by position and function solely based on the actual distribution of
employee scores captured after the end of the performance period. The TSA leadership
will consult with stakeholders on the National Advisory Council to determine the most
appropriate rating thresholds based upon logical breaks in the actual scores. For
example, for fiscal year 2007, approximately the top 15 percent of the workforce receive
the highest payout level, the next 46 percent receive the second highest payout level and
the third 27 percent received the third highest payout level, The data showing employees®
scores will be analyzed along with available funding to determine ratings thresholds and
payout levels.
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Question 1: (U) In response to my question on group think, you said that collaboration does
not equal consensus and that you want the sharp edges of a debate on any given intelligence
topic to be exposed in the Intelligence Community (IC). As such, please describe the IC
appeals process for pay and performance decisions as well as the process for claims of
retaliation for whistleblowing, including who decides an employee’s appeal and, under the
Intelligence Community Whistleblower Protection Act, whether agency heads are required
to act consistent with findings of the Inspector General in favor of the employee?

Answer: (U) In designing our system we have emphasized making sure the processes for
performance and pay are merit-based, fully documented, and reviewed at the component-level
prior to completion in order to provide fair and equitable treatment to all employces. Decisions
on employec performance and pay arc governed by related but separate processes. Intelligence
Community Directive (ICD) 651 provides a process through which employces can appcal the
cvaluation of their performance. Thosc employees who are dissatisticd with their performance
rating may request reconsideration of their evaluations of record through informal and/or format
processes. “In accordance with procedures...” that each IC clement will develop, “employces
may first request informal resolution with management officials in their rating chain. If informal
processcs do not resolve the issue, employees may file a formal request in accordance with
departmental and/or component grievance policies and procedures. Requests for formal
resolution will be made in writing, and employees will receive responses in writing.” 1C
clements will be responsible for tracking “reconsideration requests and final resolutions to ensure
proper application and enforcement of performance cvaluation policics and processes in
conformance with this directive and component requirements.” Plcase note that every IC
clement and their parent cabinet departments (where applicable) already had existing employce
appeals processes and mechanisms established pursuant to law and regulation, and ICD 651 does
not modify those existing processes and mechanisms beyond what is described above.

(U) 1ICD 650, which provides the Guiding Principles and Framework for the National
Intelligence Civilian Compensation Program (NICCP), requires cach IC clement to develop
plans for “[t]he establishment or application of component-level internal review, oversight, and
redress mechanisms (including component-specific processes and procedures) to guard against
unlawful discrimination, partisan pressure, reprisal, and other non-merit factors such as cronyism
and favoritism; and that provide transparency of merit-based pay and performance management
decisions for employees.” Additionally, ICD 650 states that organizations will take all
appropriate steps to ensure that, “[e]mployee rights arc protected and appropriate avenucs are
provided for reconsideration and redress without reprisal. Employees will be able to request
reconsideration of their rating (and any resulting compensation actions). . .” ICD 654 provides
that “[a]ll performance-based payout decisions will be merit-based, fully documented, and
reviewed at the component-level to ensure that they adhere to established policy and process
guidelines.” Tt also states that “[p]rocesses for allocating, managing, and making performance-
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based payouts will be transparent; that is, all such decisions will be clearly communicated and
justificd. Employees will receive their individual results, as well as aggregate results for their
organization.” Thus we have built in clear protections for our employees, and armed them with
the necessary information, should they wish to challenge the pay process.

(U) Under the Intelligence Community Whistleblower Protection Act (“Act™), the Inspector
General of CIA or the Inspector General of named elements of the Intelligence Community
determine whether an employee’s complaint or information regarding a matter of “urgent
concern” appears credible before that employee transmits her concern to the intelligence
committees. The Act sets forth detailed procedures for employees and contractors of the
Intelligence community to report matters of “urgent concern” to Congress. ' Under the Act, the
employee or contractor first must report his complaint to the appropriate Inspector General. If
that Inspector General determines that the complaint or information appears credible, the
complaint would be transmitted to the Director of the Central Intelligence Agency (D/CIA) or
the head of the establishment concerned who would then forward the transmittal to the
intelligence committees, together with any comments the D/CIA or the head of the establishment
considers appropriate.

(U) This last provision was a matter of considerable discussion between the Exceutive Branch
and the Congress in 1998 and 1999. The language in the Act accommodates the positions of
both branches of government by balancing Congress’s oversight responsibility with the
President’s constitutional authority to control the disclosure of classified information. The
accommodation was summarized by President Clinton in his statement on signing the bill into
law:

“Finally, I am satisfied that this Act contains an acceptable whistleblower protection
provision, free of the constitutional infirmities evident in the Senate-passed version of
this legislation. The Act does not constrain my constitutional authority to review and, if
appropriate, control disclosure of certain classified information to the Congress. I note
that the Act's legislative history makes clear that the Congress, although disagreeing with

! Specifically, the Act sets out the following procedures:

1. The cmployee is first to report the complaint or information to the appropriate Inspector General or
designee.

2. Not later than 7 calendar days after receiving the complaint or information, the designee is to report the
complaint or information to the Inspector General,

3. Within 14 calendar days of the receipt of the complaint or information, the Inspector General shall
determine whether the complaint or information appears credible. If the Inspector General determines that
the complaint or information appears credible, the Inspector General shall transmit the complaint or
information to the head of the establishment concerned.

4. Upon receipt of the transmittal from the Inspector General, the Act directs the head of the establishment to
forward such transmittal to the intelligence committees within seven days, together with any comments the
head of the establishment considers appropriate.

5. If the Inspector General does not transmit, or docs not transmit in accurate form the complaint of
information, the cmployee may submit the complaint or information directly to the intelligence committees,
provided that the employee furnishes the head of the establishment, through the Inspector General, a
statement or the employee’s complaint or information; and obtains and follows from the head or the
establishment, through the Inspector General, direction on how to contact the intelligence committees in
accordance with appropriate security practices.

2



223

the executive branch regarding the operative constitutional principles, does not intend to
forcclosc the exercise of my constitutional authority in this arca.

The Constitution vests the President with authority to control disclosure of information
when necessary for the discharge of his constitutional responsibilities. Nothing in this Act
purports to change this principle. I anticipatc that this authority will be exercised only in
cxceptional circumstances and that when agency heads decide that they must defer, limit,
or preclude the disclosure of sensitive information, they will contact the appropriate
congressional committees promptly to begin the accommodation process that has
traditionally been followed with respect to disclosure of sensitive information.”
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Hearing Date: 22 July 2008
Committee: HSGAC
Member: Senator Akaka
Witness: Dr. Sanders
Question: 2

Question 2: (U) As you know, employee representatives and Government Accountability
Office (GAQ) reports document employee concerns with pay for performance programs
across the federal government. Since employees in the IC are not represented by a union
and because GAQ has limited oversight authority, [ am worried that some of the problems
that have come to light at other federal agencies may not be addressed within the IC pay
for performanee system. Please describe the internal and external accountability
mechanisms to ensure fair treatment for employees under a pay for performance system in
the IC.

Answer: (U) The cnabling ICDs of the NICCP cstablish numerous policies, processes, and
mechanisms that are intended to provide for the fair treatment of employees, both directly and
indirectly.

(U) First, onc of the guiding principles established by ICD 650 is, “[t]he department or agency
provides rigorous oversight of the administration of its compensation and performance
management systems, including internal review mechanisms to guard against unlawful
discrimination and partisan pressures, and other non-merit factors such as cronyism and
favoritism. It also provides transparency of merit-based pay and performance management
decisions for employees.”

(U) ICD 650 also states that “[t]he DNI will designate or establish an executive-level
collaborative body to serve as an IC human capital board (HCB), with responsibility for making
recommendations to thc DNI and the heads of the executive departments and independent
agencies . . . on the implementation and administration of the NICCP, to include setting and
adjusting basic rates of pay of IC employees. The Board will also perform such other functions
as may be specified in the NICCP’s various enabling directives, and may address and make
recommendations on other IC-wide human capital and related matters as it sees fit.” The
designated human capital board is responsible for reviewing the IC elements” NICCP
Implementation Plans, which must be submitted to the Board prior to initial implementation of
the NICCP. Until the Plan is submitted, the IC elements will provide the Board with quarterly
updates which outline their progress. The Implementation Plan will describe how the element
intends to address the following:

a. (U) Outreach: Employee communications and engagement, to include how and/or
when, as applicable, the element will use such means as newsletters and Web-bascd
communications, town hall mectings, focus groups, employee and/or managcrial
advisory councils, and Web and satellite broadcasts.

b. (U) Training: The quantity, content, estimated cost, and timing of training for
executives, managers, supervisors, cmployces, and human resources specialists, on
both the implementation and administration of the NICCP and its corresponding
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performance management system, and other complementary interpersonal and
managerial skills that arc critical to their success.

¢. (U) Safeguards: The establishment of internal review, oversight, and redress
mechanisms (including organization-specific processes and procedures) to guard
against unlawful discrimination, partisan pressure, reprisal, and other non-merit
factors such as cronyism and favoritism; and that provide transparency of mcrit-based
pay and performance management decisions for employees.

d. (U) Cost: A comprehensive estimatc of the funding required for the implementation
and administration of the NICCP and its corresponding performance management
system, including the infrastructure and information technology support necessary to
accomplish those activities.

(U) Second, the heads of the executive departments and independent agencies are required to
evaluate their respective compensation policies and processes annually to ensure that they are in
compliance with the NICCP and its cnabling directives. During this annual review proccss,
agencies will have the opportunity to identify successes and challenges, lessons learned, and
potential modifications.

(U) Third, ICD 651 states that all performance management systems covering IC employees will
adhere to merit systems principles, to the extent required by law. ICD 651 also requires the
evaluation of supervisors and managers on “how cffectively they manage the performance of
employces under their supervision,” their ability to establish “a work environment that promotes
equal opportunity, diversity (of both persons and points of view),” as well as “recognizing and
rewarding individual and team excellence.”

(U) Fourth, ICD 651 requires all employee evaluations of rccord to be subject to review and
oversight. Specifically, “The reviewer, a management official at a higher level than the rater,
will review and approve the evaluation to ensurc consistency between and among raters.” and
* Each IC component will provide for an oversight process to prevent unlawful discrimination,
ensure component-wide rating rigor and consistency, as well as compliance with this Directive,
prior to the use of such ratings for personnel decisions.”

(U) Fifth, as ICD 651 provides a process through which employees can appeal the evaluation of
their performance. Those employees who are dissatisfied with their performance rating may
request reconsideration of their evaluations of record through informal and/or formal processes.
“In accordance with procedures...” that cach IC clement will develop, “cmployecs may first
request informal resolution with management officials in their rating chain. If informal
processes do not resolve the issue, cmployees may file a formal request in accordance with
departmental and/or component grievance policies and procedures. Requests for formal
resolution will be made in writing, and employecs will receive responses in writing.” IC
elements will be responsible for tracking “reconsideration requests and final resolutions to ensure
proper application and enforcement of performance evaluation policies and processes in
conformance with this directive and component requirements.”

(U) Sixth, ICD 654 establishes pay policies which provide for the fair treatment of all
employees. Similar to the process cstablished in ICD 651 for performance evaluations, ICD 654
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requircs oversight of the performance payout process: “[play pool managers and panels wiil
manage pay pools and make decisions on performance-based payouts. Those decisions will be
subject to senior level review, as determined by the IC component and specified in the IC
component’s implementing instructions, to ensure merit and component-wide consistency, and to
prevent unlawful discrimination.” Furthermore, if a decision is made by the pay pool
manager/panel to increase or decrease an individual employee’s performance-based payout from
the recommended amount calculated using “the standard IC mathematical formula,” then “the
basis for any such adjustment will be fully documented and provided to the employce.”

(U) Seventh, pursuant to the policy in ICD 650 to establish reporting requircments for the
purpose of oversight, the DNI intends to request and track certain types of information and
establish multiple programmatic measures, including, but not necessarily limited to:

a.  Equal Employment Opportunity (EEO) Statistics: All IC elements will be asked to
collect and analyze statistics on the impact of the performance management and
performance pay processes on wonien, minorities, veterans, and persons with
disabilitics. In particular, final results of the performance management cycle will
be reviewed prior to proceeding with the pay pool deliberations. Any irregularities
that warrant corrective action must be either addressed immediately or as part of a
more comprehensive employee training and intervention plan. If the IC element is
part of a department, then it may also be subject to an additional senior level review
and remediation efforts. The results of these reviews and associated trend data will
be shared with the designated human capital board.

b.  (U) Climate Survey Data: Since 2005, the DNI has condueted annual IC-wide
employee climate surveys. Those surveys gauge the quality of our work
environment and the morale of our workforce. All future annual climate surveys
will include questions specific to employee feedback about the NICCP.

c.  (U)Exit Survey Data: In addition, the IC has developed and implemented a
standard exit survey for all IC employees to help managers and supervisors learn
about their employecs’ experience in the IC and to understand their reasons for
leaving. Future exit surveys will ask employees for their vicws on the NICCP.

d.  (U) NICCP Summary Data: The DNI will collect annual NICCP data, by IC
element, to determine the effect this program is having on:

(1) (U) Ratings distributions (aggregate for workforce and by group)

(2) (U) Payouts and salary distribution

(3) (U) Bonuses

(4) (U) Promotion data

(5) (U) Work{oree structure (i.c. distribution of employees among
bands)

(6) (U) Attrition rates

(7) (U) Discrimination complaints and appecals

(U) Eighth, there are additional actions planned, which are not included in the cnabling
Directives, but are considercd essential to the proper conduct of any performance management
system:
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a.  (U)IC Performance Appraisal Assessment Tool: The overall effectiveness of the
1C element performance management system will be evaluated by a standard
assessment tool prior to conversion to a pay system that complics with the NICCP.
This assessment tool will be used annually thereafter to collect trend information on
determine the effectiveness of the performance management system.

b.  (U)EEO Training: All NICCP training will include one or more EEO modules to
mitigate the risk that the program will have an adverse impact on any protected
classes. This training will be developed in coordination with the Diversity Senior
Advisory Pancl for the IC and the Community Diversity Issues Board to ensure that
issues and vulnerabilities specific to pay modernization are adequately addressed.
Moreover, courses such as Pay Pool Training for Members and Advisors will
specifically include a section on EEO standards and guidelines and will be
mandatory training beforc a inanager or supervisor may participate in pay pool
deliberations. These types of courses may be required annually to maintain
manager and supervisor proficiency.

(U) Finally, within the ODNI, several senior officers are charged with the responsibility for
overseeing the implementation and operations of the NICCP: the ADNI/HC will conduct
oversight of the system generally; the ADNI/Chief Financial Officer will track the financial
management of the NICCP; and the Chief, Office of Equal Employment Opportunity and
Diversity will monitor NICCP impacts on diversity and protected classes of employees.

Question: (U) How will the Office of the Director of National Intelligence (ODNI) ensure
employee buy-in of the pay for performance system?

Answer: (U) The ODNI is working closely with the IC clements to make sure that all IC
employees are knowledgeable of the NICCP and aware of the changes that are underway in the
1C. Onc of the guiding principles established by ICD 650 is that “[e]mployees arc informed and
cducated on the details of the NICCP, as well as their department or agency’s compensation and
performance management systems. They are given the opportunity to provide feedback on the
content of those systems and their implementation, and their feedback is considered when those
systems arc developed, implemented, and administered.”

(U) Thus, ICD 650 requires that each IC clement develop its own employee engagement
strategy. As part of that strategy, each individual IC element will determine the potential role
and purpose for an employee advisory group or council to help guide the implementation of the
NICCP. The National Geospatial-Intelligence Agency, for example, has an employee council,
but performance and compensation issues are only part of its purview. The Central Intelligence
Agency, on the other hand, has formed a Pay Modernization Committee that meets periodically
to discuss concerns and advise management on issues and plans. The DNI encourages, but does
not require, IC clements to consider similar arrangements. In addition, as noted above, the
ODNI intends to conduct climate surveys annually that will address the policies and
implementation of the NICCP.

(U) Finally, IC leadership engaged employee focus groups to learn their views and concerns with
pay reform before the design of the NICCP was initiated. During these sessions, employecs
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recommended that IC elements develop their plans fully before re-engaging with employees.
Their message was that clement leaders needed to be able to comprehensively address the broad
range of questions that would inevitably be raised by an initiative such as the NICCP.
Employees did not want to be presented with merc concepts or outlines that would leave them
with more uncertainty and questions than answers. Rather, they wanted as much detail as
possible so that they could make informed judgments on the proposed changes. In response, the
IC Icadership reviewed the best practices of other US government organizations that have based
pay decisions on performance results, and constructed a family of policies that we believe will
optimize our chances for success. Now that the IC has developed the NICCP in sufficient detail
and its core policies are finalized, cach IC element has reached out to its employees through a
variety of means to describe the new system to them and to receive their views on the NICCP.

Question: (U) What are some of the lessons learned from the National Security Personnel
System (NSPS) pay for performance system and how are those lessons being implemented
in the ODNI system? In particular, please list concerns raised by employees and their
representatives with the NSPS pay for performance system and how the ODNI system is
different.

Answer: (U) The ODNI and the IC clcments thoroughly examined NSPS, its statutory basis,
underlying policies, and its implementation when designing the NICCP. However, one should
not draw the conclusion that the IC simply copied the NSPS when it designed the NICCP. The
NICCP was designed from the ground up specifically for our Nation’s intclligence workforce. In
designing the NICCP, the IC relied heavily on guidance from the Government Accountability
Office and the Office of Personnel Management, which is reflected in our guiding principles
established by ICD 650. But the NICCP is also based substantially on the National Geospatial-
Intelligence Agency’s (NGA) performance-based pay system, which predates the authorization
of NSPS by several years and which has been operating successfully for a decade. As we studied
best practices in performance-based pay systems across the US government, we found that
NGA'’s experience and the views of its employces were by far the most relevant to our
deliberations and implementation of the NICCP.

(U) With respect to NSPS, we found that the Department of Defense had developed some
outstanding training materials focused on performance management and pay panel processes,
and so we have borrowed heavily from their materials. But we also found some areas that they
themselves recognized as problematic, and suggested we not follow their lead. For example,
NSPS put a portion of the yearly government pay increase (GPI) and locality adjustment as
approved by Congress and the President at risk in their pay process, causing a great deal of
concern among employees and members of Congress. NGA did not follow this approach,
because they found that the majority of employees perceived these yearly increases as neeessary
to keep pace with inflation. Any decision to put these funds at risk was seen as potentially
undermining government employec pay eomparability in the marketplace. Some employees also
told us they viewed this as “thc government balancing its budget at their employees’ expense.”
As aresult, IC leadership decided that the NICCP will guarantee that every employee rated at or
above the Successful level will receive the full GPT and locality adjustment. Performance pay
will come from funds reserved for quality step inereases and performance bonuses under the old
system.

8
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(U) In another cxample, NSPS is based on four career groups and fifteen pay schedules. Each
pay schedule has between one and four pay bands, and the pay band minimum and maximum
vary based on the assigned pay schedule. NGA, on the other hand, was designed around a single
pay schedule and five common pay bands. Recognizing the importance of clarity in our efforts
to achieve employee “buy-in,” IC leadership chose to adopt a single NICCP pay schedule with
five common broad pay bands, which we believe is less confusing than the NSPS. From a
change management perspective, we expect this will make it easier to create employee
understanding and positively influence employee acceptance of the NICCP. Moreover, upon
conversion to pay bands, all cmployees who would have been eligible for a within-grade increase
under the General Schedulc will reccive an increase in base pay equivalent to the pro rata share
completed toward the next scheduled within grade increase; this was another step taken to ensure
that employee’s felt fairly treated as we transition to the new system.

(U) There were some other key lessons learncd from NGA's system that arc included in the
NICCP, such as the usc of a standard mathematical formula to calculate the initial performance
pay-out recommendation for employees, based on such objective factors as the employee’s
performance rating and current salary, the ratings distribution in the performance pay pool, and
the funds allocated to that pool. This uniform approach is intended to directly address employec
concerns about transparency in the pay process, and it alleviates employee concerns that pay
decisions are left solely to the discretion of managers and supervisors. The pay pool panel can
recommend upward or downward adjustments to the initial recommendation, but only with a
documented justification that must be approved by higher authority and provided to the
employee. NGA experience demonstrated that this type of process cuts down on inconsistencics
between pay panel results (an employee concern), streamlines the pay panel deliberation process
(a management concern), and improves employee trust in process results (an employee and
management concern). NSPS does not use this type of predictable and transparent decision
process in its pay panel deliberations.
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Hearing Date: 22 July 2008
Committee: HSGAC
Member: Senator Akaka
Witness: Dr. Sanders
Question: 3

Question 3: (U) A senior management analyst with DIA wrote in a November 12,2007,
commentary for the Federal Times that pay for performance suffers from two false
assumptions. The first is that what is best for business must be best for government. The
second is that pay for performance will be effective for the entirety of a workforce as
diverse as the civil service. What are your views on the analyst’s assessment? What steps,
if any, are you taking to address the concerns raised in the article?

Answer: (U) We respectfully disagree with this individual’s assessment. We belicve that the
concept of paying for performance is far more consistent with the taxpayer’s desire for an
cffective and efficient government. It is certainly more relevant than the General Schedule,
which is designed around paying employees for longevity and not performance or contribution to
mission. Pay for performance is also more relevant for a government predominantly populated
by a knowledge-based workforce, such as we find in today’s 1C. The General Schedule was
introduced nearly sixty years ago, back when the government was predoininantly populated by
low level clerks.

(U) We are not seeking to implement a modern, performance-based eompensation system in the
IC because it is the practice of some businesses. We seek to implement it because the complex
national security challenges of the 21% century underscore the need for an IC workforce that is
second to none. Qutmoded civilian personnel policics and practiccs, cspecially those dealing
with pay and performance management, are an impediment to excellence. The NICCP will
establish a 21* century pay and performancc management framework for the U.S. that is more
performance-based than the General Schedule. Simultaneously it will transcend for the first time
departmental and agency boundaries to better integrate, unify, and ultimately transform the IC.

(U) First, and most importantly, the NICCP is designed to transform the IC. That is the mandate
given the DNI, and this effort may be one of the most powerful levers. The NICCP will serve as
a unifying force, helping to bind the Community together. The NICCP includes a sct of IC-wide
(that is, inter-departmental) performance management principles and policies that, among other
things, require that IC employces be evaluated on transformational behaviors such as personal
leadership and integrity, collaboration, and critical thinking. Likewise, their managers will be
assessed on how well they promote and enable these behaviors in their employees. These
“performance elements” are at the heart of intelligence reform, and when they are linked to
performance and pay, they will help instill a new, more integrated and collaborative IC culture.

(U) Second, the NICCP will, to the extent permitted by law, assurc a “level playing field”
among the 17 elements that comprise the IC. The importance of this cannot be overstated. Over
the years Congress has authorized a variety of exceptions to the General Schedule system for
most IC agencies. For example, the Central Intelligence Agency and the Office of the Director
of National Intelligence could cach establish their own personnel systems under their Title 50
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authority. The Department of Defense intelligence agencies have a separate personnel authority
under Title 10 (which is separate from NSPS). The Homeland Security Act of 2002 gave
separate personncl authorities to both the Department of Homeland Security and the Federal
Bureau of Investigation, the latter for its intelligence analysts. This means that, including the
intelligence agencies with employees still covered by title 5, there are no fewer than six separate
personnel systems in place for employees funded by the National Inteliigence Program. If each
IC element were to exercise its own separate personnel authoritics without regard to Community
interests (which the law would allow), particularly those that may give one a competitive
advantage over others, it would negatively impact our efforts to unify and integrate the
Community. Indeed, the implementation of other critical strategic human capital initiatives,
such as the IC’s Civilian Joint Duty Program, would be substantially impaired. We have
managed to create an overarching, IC-wide compensation framework that cuts across the lines of
six cabinet departments and two independent agencies that will bind the IC closer together.

(U) Finally, the NICCP will enable the IC to better reward excellence and expertise, a critical
consideration when you have set about to build a workforce expected to know something about
everything. The General Schedule is obsolete in that regard; it is largely tenure-based and treats
performance almost as an afterthought. Salary progression under the NICCP will be determined
strictly by performance, not time in grade. This approach will improve our ability to “win the
war for talent” — a victory that is essential to meeting our Nation’s national security challenges.

(U) In designing and implementing the NICCP for the IC, wc have not asserted that a system that
more closely links pay to performance would be appropriate for the entire civil service, nor are
we advocating that a system similar to the NICCP may be appropriate for any other part of the
cxecutive branch, What we have found in designing the NICCP, however, is that designing and
implementing compensation systems tailored to the specific roles and missions of different parts
of the cxecutive branch may be appropriate.
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Hearing Date: 22 July 2008
Committee: HSGAC
Member: Senator Akaka
Witness: Dr. Sanders
Question: 4

Question 4: (U) According to the Report on IC Pay Modernization, the performance
management system proposed in ICD 651 is not a one size fits all approach for the IC. Thi:
is important for agencies such as the Departments of State and Energy who are still under
title 5. How are the State Department and other agencies planning to implement the
National Intelligence Civilian Compensation Program (NICCP) under their eurrent
legislative authority?

Answer: (U) Those IC elements whose employees are covered by title 5, USC, (with the
exception of the IC elements of the Department of Homeland Security) cannot unilaterally
implement the NICCP abscnt a change in the law. However, OPM can authorize a deviation
from title 5 that would allow these IC elements to conduct a personnel demonstration project for
their employees. We are currently in the preliminary stages of discussions with those IC
elements and OPM on the possibility of one or more of them becoming a pay demonstration
project based on the policies established under the NICCP.

Question: (U) What specific guidelines are in the NICCP that were based on comments/
concerns raised by employees in the Title 5 agencies?

Answer: (U) As a general matter, the comments and concems raised by representatives of the
title 5 IC elements were similar to those raised by representatives of the rest of the IC, and had to
do with issues such as integration of the NICCP with the policies of parent cabinet departments,
system conversion, implementation resources, timelines, and training, and outrcach to
employees. Furthermore, the development of the NICCP was truly a community-wide effort
involving hundreds of individuals working in a collaborative manner over the course of two
years. As such, it is difficult to identify specific policies in the NICCP which are attributable to
the title 5 IC elements.

Question: (U) You testified that focus groups were held to facilitate employee input for the
new personnel system. How many State Department employees were involved in focus
groups and at what level (how many GS-14s, GS-9s, etc)?

Answer: (U) The focus groups werc held at the largest IC elements; State’s Office of
Intelligence and Research, which is relatively small, was not among them. In addition, focus
groups were informal in nature, in part to protect employee privacy. Specific information on
employees, such as name, position, General Sechedule grade, etc., was not collected.
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Hearing Date: 22 July 2008
Committee: HSGAC
Member: Senator Akaka
Witness: Dr. Sanders
Question: 5§

Question 5: (U) A major issue with pay for performance is whether agencies provide
sufficient funding to the programs to adequately reward performance. The fact that most
government pay for performance programs are budget neutral leads to concerns over and
allegations of the use of quotas or a forced distribution of ratings, despite the fact that they
are prohibited. Will the pay for performance systems in the IC be budget neutrat or is the
IC contributing additional funds to pay for performance awards?

Answer: (U) First, it should be noted that inadequately funding the IC Civilian Pay Account
would ultimately be sclf-defeating because it would undermine many of the other critically
important goals of the community. For example, it would interfere with our ability to retain our
highly qualified and skilled workforce, undermine the recruitment of top talent, and potentially
reduce the effectiveness of the departments and agencies with national security missions by
creating vacancies in key positions. For these reasons, we plan to adequately fund the pay of our
civilian workforce.

(U) ICD 650 establishes the guiding principle that “to the maximum extent practicable, the
overall amount allocated for the compensation of IC employees is not less than the relative
amount that would otherwise have been allocated for the compensation of such employees if they
had remained under the General Schedule.”

(U) ICD 653 implements this principle as follows: “To the maximum extent praeticable, the
overall amount allocated for compensation of IC employees will not be less than the relative
amount that would have otherwise been allocated for compensation of such employees if they
had remained under the General Schedule or equivalent system. This includes amounts
equivalent to the funds that would have been expended for periodic within grade increases and
additional quality or equivalent step increases, as well as the cstimated average amount that
otherwisc would have been spent on promotions had such employces remaincd in their previous
pay schedule.”

(U) ICD 653 also states that, “The DNI, in consultation with the executive departments and
independent agencies with IC employees, will provide the method for calculating the overall
amount to be budgeted for the compensation of IC employees funded by the National
Intelligence Program. The method shall ensure that, in the aggregate, those IC employees are not
disadvantaged in terms of the overall amount of pay available as a result of conversion, while
providing flexibility to accommodate changes in the functions of the IC components, changes in
the mix of employees performing thosc functions, and other changed circumstances that might
impact pay levels.”
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(U) Furthermore, the IC human capital board established by ICD 650 will play a critical role in
the NICCP, serving to ensure that the NICCP is addressed during the IC’s annual budget
planning cycle and that adcquate funding is programmed in the National Intelligence Program
and Military Intelligence Program budgets each year.

(U) Finally the Civilian Pay Account is part of the annual budget submission, which is overseen
within the administration by OMB, and evaluated by their modcls. Congress has the ultimate say
over the IC budget, including the Civilian Pay Account, and we will ask Congress to adequately
fund this account each year.

Question: (U) How is the IC avoiding the use of or the perception that it is using quotas or
a forced distribution of ratings?

Answer: (U) ICD 651 prohibits the usc of quotas or forced distribution of ratings. Specifically it
states that IC elements “will not impose fixed numeric percentage limitations on the assignment
of any rating level or levels.” This fact and other aspects of the NICCP that are intended to
provide for the fair treatment of employces are being communicated as part of cach IC element’s
roll-out and implementation proccss.

(U) We have chosen to focus our efforts on providing better and more detailed definitions of the

competencies and behaviors that are expected, and providing clear dclineation to supervisors and
employcees of what constitutes Successful and Outstanding performance. An Outstanding rating

will require truly an “extraordinary accomplishment” by the employee.

(U) We expect that the leadership in each IC element will have to monitor the performance
management results during each cyele to make certain that the evaluations accurately represent
the accomplishments of their employees and that no employee group is treated unfairly during
the process. Accordingly, we are working closely with each IC element to ensure that the
appropriate training is provided and that the DNI has insight into and oversight of the process
throughout the year.

14
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CHARRTS No.: SG-09-001
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #1

NSPS Attrition Rates

Question. Congress granted the Department of Defense (DoD) the authority to create a
new personnel system that was modern and flexible. When DoD first issued regulations
implementing the National Security Personnel System (NSPS), many argued that the regulations
did not provide enough details. Employees lacked a clear understanding of how the process,
particularly pay for performance, would work. At that time, DoD argued that the regulations
were issued that way because it needed flexibility to change the system. The latest regulations,
however, have a lot more detail. Please describe how you believe the latest NSPS regulations
help DoD have a flexible personnel system. According to the 2007 Federal Acquisition
Workforce Report, DoD acquisition workforce had an 11 percent attrition rate and 65 percent of
employees who changed agencies were from DoD. Have you noticed a higher voluntary attrition
rate among NSPS employees who are meeting expectations or better versus employees who have
not been converted into NSPS? Have you noticed whether this population is transferring to other
agencies or non-NSPS positions in DoD? If so, to what do you attribute this (these) trend(s)?

Answer: Flexibility remains a key statutory requirement for NSPS. In addition, DoD
needs a human resourccs system that is transparent, and can be implemented uniformly and
consistently across the Department. Therefore, the proposed revised regulations include more
specificity than the original regulations to accomplish these key goals: (1) transparency ~ to
ensure that stakeholders and the public understand how DoD intends to implement title 5, United
States Code, section 9902; and (2) the uniform and consistent application of core features of
NSPS. The benefits of transparency are evident. Less obvious may be the benefits of a level of
uniformity and consistency across NSPS. Maintaining a certain level of uniformity and
consistency is necessary to ensure equitable treatment of all covered employees; facilitate
movement of employees across components and organizations; and achieve efficiencies in
support systems (e.g., automated performance and pay pool management tools and training).
Two years of operational experience under NSPS has enabled DoD to capture practices that have
proven effective for these purposes. Careful consideration was given to achieving a balance
between flexibility and uniformity and consistency to tailor human resource solutions to the
specific markets, missions, and organizations to which they apply. The proposed regulations are
intended to reinforce this objective by providing a human resources system that promotes the
professional growth of all employees and improves management’s ability to respond to the
Department's national security mission and manage its workforce. Although we have codified
key system provisions for the reasons previously stated, discretion is permitted in how they are
applied in support of mission: the system, though more structured by the proposed regulations,
is flexible.



The data indicate that, for the first two years, there is not any unusual flow out of NSPS. There
is good, two-directional flow between NSPS and other DoD personnel systems. The rates below
are for permanent employees who left NSPS or related white collar systems since January 2007,
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when the first NSPS ratings were given.

Loss/Change Rates for Permanent Employees Whose Current Annual Rating
Met Expectations or Was Equivalent

Subsets: Voluntary

Moved to the Other

Loss/Change Personnel System Total Losses from System (NSPS to
Year from Which Departed DoD JLossesfromDoD/ | [0 Neps o vice
% to Other Agencies
versa)
2007 NSPS 6.6% 6.0% / 1.4% 2.0%
Not NSPS 7.4% 6.5%/0.7% 2.7%
2008 NSPS 3.3% 2.8%/0.3% 1.6%
(partial year) | Not NSPS 34% 2.7%/0.3% 1.9%
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CHARRTS No.: SG-09-002
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #2

NSPS Control Points

Question. Iam interested in how DoD is planning to use control points. It appears that
they are used to identify the control point or approximate salary point within a pay band for a
given occupation that represents the top of the salary for that occupation even if the maximum
rate of the pay band is much higher. Is that correct? If not, please describe the purpose and use of
control points. NSPS is a new and complicated system, requiring extensive training for everyone
involved. Not counting on-line, computer based programs, or other self-teaching type systems,
how many hours of instructor-based hands-on training is DoD providing to each managers and
supervisor and each non supervisory employee under the system?

Answer. Use of control points is flexibility under NSPS. When used, they are a tool to
help manage compensation and pay progression through the pay band. Their use must be
consistent with merit system principles, and control points must be applied consistently to similar
positions in the same career group and pay band within a pay pool. An employee's salary may be
advanced beyond a control point. That deciston is a deliberate one, typically based on
benchmarks against duties, responsibilities, and performance. Our proposed regulations require
that only the following factors may be considered in developing control points: mission
requirements, labor market conditions, and benchmarks against duties, responsibilities,
competencies, qualifications, and performance.

DoD is committed to providing comprehensive training on NSPS in a variety of formats.
The Program Executive Officer (PEO) instructor-based, hands-on training core curriculum
covers the NSPS human resources (HR) elements and the NSPS performance management
system. Employees receive 4 hours of instruction on the HR elements and 8 hours of instruction
on the performance management system. Supervisors and managers receive a total of 20 hours
of classroom instruction: 4 hours covering the HR elements and 16 on the performance
management system. In addition, supervisors and managers who serve on the pay pool panel
receive 20 hours of instructor-led pay pool management training. Two companion courses that
complement the above hands-on training are web-based: NSPS 10 covers the NSPS core
clements and serves as a recommended prerequisite for the classroom sessions; and iSuccess
guides employees through the writing process of developing effective job objectives and writing
self-assessments. These course offerings are supplemented by a variety of informational
materials and learning activities developed by the PEO and the DoD component activities to
support the leamning needs of DoD employees and gain their awareness and understanding of
NSPS.
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CHARRTS No.: SG-0%9-003
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #3

SEC Discrimination Case

Question. Ms. Colleen Kelley, President of the National Treasury Employees Union
testified that in September 2007, an arbitrator ruled that the pay for performance system at the
Securities and Exchange Commission (SEC) discriminated against African American employees.
What steps is DoD taking to prevent this outcome from happening under NSPS?

Answer. The Department is committed to fair and equitable performance management
decisions without regard to an employee’s protected status. NSPS does not alter merit system
principles, anti-discrimination laws, or the law concering prohibited personnel practices. We
established numerous safeguards in NSPS to ensure we carry out this commitment.

- Standard rating criteria guide pay pool panels and supervisors who are involved in ratings,
and inform employees about standards for meeting and exceeding expectations. Criteria are
geared to the work (technical/support, supervisory/managerial, professional/analytic) at the
different pay band levels. This approach helps rating officials and panels achieve
consistency among similar jobs in their pay pool.

There is extensive training for employees, supervisors, and other officials: introductory
classroom and web-based training, an NSPS performance management course, supplemental
courses on writing objectives and assessments, component “soft skills” training strengthen
skills in areas like supervisor-employee communication and feedback; and pay pool courses
for panel members and for employees and supervisors, DoD components also include NSPS
performance management in their ongoing training for new supervisors and employees.
NSPS training focuses on evaluating employees based only on their performance.

Pay pool managers publish information about the panel membership, the covered workforce,
payout funding, and general operational processes for employees; and cither they or the
performance review authority (PRA) are expected to share summary results with the affected
workforce.

Employees who disagree with their final rating can request reconsideration by the pay pool
manager, and, if still not satisfied, the PRA. Employees also may file a discrimination
complaint if they believe they are victims of illegal discrimination.

The Department performs a general analysis of annual rating and payout results to see if
there are indications of any systemic differences that warrant further reviews.

DoD components and their subordinate organizations conduct assessments of their annual
rating results and operational practices down to the pay pool level where the performance
decisions are made.

'
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CHARRTS No.: SG-09-004
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #4

GS and NSPS Pay Increases

Question. As you know, salaries under the General Schedule (GS) are increased by 100
percent of the across the board pay increase each year. The law governing NSPS requires that
federal employees who at least meet expectations receive at least 60 percent of the across the
board pay increase. Do the new NSPS regulations provide for the entry rate and the maximum
rate of each pay band to be raised by 100 percent of the GS and locality raises to ensure that
NSPS employees do not fall behind their GS counterparts?

Answer. The proposed NSPS regulations require the maximum 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 proposed regulation provides 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(¢)(7), the
proposed 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 proposed regulations also require
that the remaining portion of the GS salary increase will be included in pay pool funding for the
purpose of increasing rates of pay based on employee performance and contributions during the
rating cycle. Under the current and proposed regulations, employees with a final rating of
Valued Performer (Level 3) or higher for the current appraisal period are eligible to receive a
performance-based payout for that cycle.

NSPS is a pay for performance system, and progression through the pay bands is based on duties,
responsibilities, and performance; whereas, progression through the grades under GS is based
primarily on longevity. Notwithstanding, there are links between compensation under NSPS and
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 GS, and that amount is available only
for such compensation.
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CHARRTS No.: SG-09-005
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #5

Intra-Payband Movement

Question, In the GS system, when a position becomes vacant, it is generally posted for
employees in an open and transparent way. The applications are generally reviewed and
candidates are ranked by an independent panel to assure merit principles are protected.
Moreover, a supervisor is limited to selecting from among highly ranked candidates in order to
prevent favoritism and politicization, among other things. It is my understanding that under
NSPS the pay band consists of many occupations covering many grades in each pay band and
that the regulations no longer require the traditional and more transparent process for moving
employees from one position to another as long as the movement occurs within the confines of a
band. As such, many merit promotions are now called reassignments with the manager having
full authority to select and assign anyone of their own choosing to another position with new
duties with additional pay without a public posting process, without an public application
process, and without a formal process for employees who would have liked to apply and be
considered. Is this description correct? If so, how is DoD ensuring that the reassigrment process
is transparent and based on menit?

Answer. NSPS allows the Department to establish a job classification system and a
compensation system that are different from the GS classification and pay systems. As with
other alternative personnel systems, NSPS broad pay bands replace the 15 grade levels
comprising the GS. A pay band is a work level. Work that would be classified into several GS
grades under the GS classification system may be grouped into a single pay band under NSPS,
based on application of the NSPS classification structure. As such, the pay bands under NSPS
result in fewer levels of work than the 15 levels of work under the GS system.

Under NSPS, a reassignment occurs when an employee moves from one position to a different
position in the same or in a comparable pay band. Under the GS, a reassignment occurs when an
employee moves from one position to another position at the same grade level. In both GS and
NSPS, employees may be reassigned competitively (i.e., following an announcement and
application process) or noncompetitively (i.e., without the vacant position being advertised). The
proposed NSPS regulation provides authority for a limited increase in salary upon reassignment.
This flexibility may be used to encourage employees to accept assignments in a different
geographic area, to take on new or additional responsibility, and/or to fill hard-to-fill positions.
The increase for a reassignment under NSPS (no more than 5 percent) is less than the increase in
pay for a promotion under either the GS or NSPS (generally between 6 and 20 percent).
Limiting the potential pay increase for reassignments preserves the concept of having
performance as the primary means of progression within a pay band.

By law, personnel actions under NSPS must adhere to merit system principles and be free from
favoritism or personal bias and not involve a prohibited personnel practice. Additionally, by law
NSPS employees are assured the rights and remedies available to any employee or applicant for
employment in the Federal Service.
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CHARRTS No.: SG-09-006
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #6

January 2008 NSPS Payout Statistics

Question. To help evaluate the NSPS pay for performance system, please provide the
following information on the January 2008 payout for NSPS:A list of each separate pay pool,
identified by service, component, activity, and geographic location.For each pay pool, the
following information:a. Number of employees to be paid from pay pool.b. Funding of pay pool
as a percentage of aggregate salaries subject to that pay pool.c. Age distribution of employees
subject to each pay pool.d. Gender distribution of employees subject to each pay pool.e. Race
distribution of employees subject to each pay pool.f. Salary range of employees subject to each
pay pool.g. Occupations included in each band subject to the pay pool.h. Number of 1s, 2s, 3s,
4s, and 5s awarded in each pay pool.i. Value of shares awarded in each pay pool,j. Number of
employees awarded a 3 who received one share, for each pay pool, by race, age, and gender.k.
Number of employees awarded a 3 who received two shares, for cach pay pool, by race, age, and
gender.l. Number of employees awarded a 4 who received three shares, for each pay pool, by
race, age, and gender.m. Number of employces awarded a 4 who received four shares, for each
pay pool, by race, age, and gender.n. Number of employees awarded a 5 who received five
shares, for each pay pool, by race, age, and gender.o. Number of employees awarded a 5 who
received six shares, for each pay pool, by race, age, and gender.p. By pay pool, the percentage ol
money given as salary increases and the percentage given as cash bonuses.

Answer. We appreciate your interest in this detailed information. There are significant
personal privacy concerns if we were to provide the data as requested. The Privacy Act, title 5,
United States Code, section 552a, precludes our releasing personal information from agency
records except as provided for in law; and, performance appraisals are specifically exempt from
disclosure in accordance with title 5, Code of Federal Regulations, section 293.311. Even
performance elements and standards (or work expectations) may be withheld when they are so
intertwined with performance appraisals that their disclosure would reveal an individual's
performance appraisal. Providing the detailed employee data you ask for could result in
identification of individual employees with their performance rating, even without names or
identification numbers. This would violate the individual’s personal privacy interest in their
performance appraisal.

As an alternative, we are providing you the data we produced in response to a Freedom of
Information Act request concerning employees evaluated during the cycle that culminated in
January 2008 (compact disc attached).



242

CHARRTS No.: SG-09-007
Senate Committee on Governmental Affairs
Hearing Date: July 22, 2008
Subject: A Review of Pay-for-Performance Systems in the Federal Government
Witness: Mr. Bunn
Senator: Senator Akaka
Question: #7

Transparency

Question. Ome of the arguments against pay for performance systems is that they are not
transparent. According to comments from the International Federation of Professional and
Technical Engineers on the recently proposed regulations for NSPS, "employees may not know
what their supervisors recommended for them, but will only be told their evaluations and shares
after the ratings are either approved or changed by the Pay Pool Manager."a. Please explain how
DoD ensures that the performance evaluation and pay process is transparent for the employees
being reviewed.b. Please detail when employees are notified of their performance rating from
their manager. Are they informed before the ratings are reviewed by the pay pool manager? If
not, why?c. If an employee's rating or payout is lowered by the pay pool manager from what was
recommended by the manager, is the employee given a detailed justification for the change? If
not, please explain why.d. How are the employee's performance expectations modified to reflect
what the employee is expected to do in order to get a more desirable rating from the pay pool
manager?e. For employees who receive the same performance rating, but receive different
amounts of performance pay, is the justification clearly explained to the employees? If not,
why?

Answer a.: The Department designed appropriate and effective safeguards in the NSPS
to ensure that the performance management process is fair, equitable, and transparent. NSPS
uses a pay pool concept to assign ratings and to manage, control, and distribute performance-
based pay. The 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 performance ratings and
shares that drive employee performance payouts. The following overview of the performance
evaluation and pay process addresses the transparency of the system.

At the end of the appraisal cycle, employees are given the opportunity to provide a self-
assessment of their accomplishment for the year. While the self-assessment is not required,
employees are encouraged to provide the self-assessment so that their supervisor and the pay
pool panel have the benefit of the employee’s view on his or her accomplishments. Supervisors
complete a recommended rating, recommended share assignment, and recommended distribution
of performance payout (between bonus and salary increase) for each employee under their
cognizance, The recommended rating includes a narrative assessment of performance using the
employee's input (if the employee chooses to provide a self-assessment), the rating official's
observation of employee performance, and input from other appropriate sources (e.g., customer
feedback). The rating official's recommended rating, share assignment, and distribution of
performance payout are reviewed by a higher level official and by a panel of management
officials (the pay pool panel) to ensure consistency and faimess across the pay pool. Larger pay
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pools may also have recommended ratings reviewed by sub-pay pools. 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 that the rating official believes clarifies or justifies
lis or her recommendation(s). In the end, the pay pool manager approves the final rating. In all
cases, the rating is based on the employee's performance against standard benchmark criteria.

The pay pool manager is the approval authority for all ratings and performance-based payout
determinations for employees within the pay pool. The performance review authority (PRA) is a
higher management official or group of officials that provides oversight of several pay pools and
addresses the consistency of performance management policies within a component, major
command, field activity, or other organization. If the employee is dissatisfied with the final
rating, he or she has the right to challenge the rating under the administrative reconsideration
process. The PRA is the final decision maker in the process if an employee requests
reconsideration of his or her appraisal. For employees represented by a union, they may use the
negotiated grievance procedure. The equal employment opportunity complaints process is also
available to employees, if they believe they are the victims of illegal discrimination.

There are a number of requirements in NSPS that help preserve transparencyoutside of the pay
pool deliberation process. NSPS requires notice to employees of pay pool information as to the
identity of and the roles and responsibilities of the pay pool manager, pay pool panel members,
and PRA, the composition of the pay pool to which an employee belongs, factors that may be
considered in making specific share assignments, allocations between base salary and bonus, and
general pay pool policies. Additionally, standard (NSPS-wide) performance indicators and
benchmarks are available to all employees, supervisors, and management officials as well as the
number of rating levels, rounding rules for raw performance scores, share value and payout
formulas, minimum criteria for eligibility for a performance payout, and procedures for
performance payouts for specially situated employees. The performance indicators and
benchmarks are used to gauge employee performance and contributions throughout the appraisal
cycle, and are the basis for the pay pool’s assessment of consistency of ratings across the pay
pool. Additionally, employees are provided eight hours of training on the NSPS performance
management system so that they may further understand how performance is evaluated under
NSPS.

NSPS regulations require that decisions made throughout the performance management and pay
pool processes are consistent with merit system principles and free from personal bias or
favoritism and that they not involve a prohibited personnel practice. The forced distribution of
ratings (i.e., the setting of pre-established limits, targets, or goals for the percentage or number of
ratings that may be assigned at any level) is strictly forbidden under NSPS.

The policies summarized above, the multi-level reviews in the rating and pay pool processes, and
the employee's right to challenge his or her final rating ensure fair ratings as well as fair
compensation and rewards under NSPS.

Answer b.: After the completion of the pay pool process described in answer a., above, the
supervisors inform employees of their final rating, performance shares, and performance payout,
The rating official's and higher level reviewer's recommendations to the panel are pre-decisional,
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not final, and, therefore, part of the internal management deliberation process described above.

Answer c.: Ratings reviewed by pay pool managers are recommended ratings of record as
opposed to actual ratings of record. There is no requirement under NSPS to provide the
employee a detailed justification for changes to recommended ratings and payouts that are made
during the pay pool process. As noted in answer a., above, prior to the pay pool panel making a
change to a recommended rating, the supervisor must be given the opportunity to present
additional information to the panel to justify the recommendation. The recommendations to the
panel from the rating official and higher level reviewer are pre-decisional and part of the internal
management deliberative process.

Answer d.: While supervisors have final authority over employee expectations, employees are
strongly encouraged to participate in the establishment of and modifications to their job
objectives and performance expectations for the appraisal cycle. Communication between
employees and their supervisors, and supervisors and the pay pool panel, the standard
performance benchmarks, and the pay pool process are all designed to create a common
understanding of expectations at each performance level.

Answer e.: Individual performance payouts are a function of several factors: pay pool funding,
the total number of shares awarded within the pay pool for that appraisal period, the final rating
eamned by the employee, the number of shares assigned to the individual employee, and the
employee's base salary on the last day of the appraisal period. The mechanics of pay pool
payouts are available in the NSPS regulations and training materials. Pay pool members are also
informed before the end of the appraisal period of general pay pool policies and factors that may
be considered in making share assignments and allocations between base salary and bonus.
Supervisors are responsible for explaining the rating and performance payout decisions made for
each employee under their supervision.
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Post-Hearing Questions and Answers for the Record
Submitted to J. Christopher Mihm, Managing Director of
Strategic Issues, U.S. Government Accountability Office
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United States Government Accountability Office
Washington, DC 20548

September 16, 2008

The Honorable Daniel K. Akaka

Chairman

Subcommittee on Oversight of Government Management, the Federal
Workforce and the District of Columbia

Committee on Homeland Security and Governmental Affairs

United States Senate

Subject: Post-Hearing Questions Related to July 22, 2008, Hearing on Pay for
Performance

Dear Mr. Chairman:

On July 22, 2008, T testified before your Subcommittee at a hearing entitled,
“Improving Performance: A Review of Pay-for-Performance Systems in the Federal
Government.” This letter responds to your request that T provide answers to post-
hearing questions. The questions, along with my responses, follow.

1. One of the main concerns I hear from employees about pay for
performance is that their agency uses quotas or a forced distribution of
ratings in order to save money. As you know, the use of guotas is
prohibited for most agencies.

a. Do comments suggesting that most employees or a majority of
employees should receive a rating of “3” (or place in the middle of
the performance rating scale) suggest the use of a quota? Why or
why not?

b. If performance rankings consistently show that a majority of
employees rank in the middle of the performance rating scale does
it suggest the use of quotas or forced distribution of ratings?

In developing a robust and credible performance management system, agencies
should define performance associated with each rating level, While officials should
not predetermine rating distributions in their guidance to rating officials, it is
appropriate for agencies to define and communicate that a “fully successful” {or level

'GAQ, Human Capital: Selected Agencies Have Implemented Key Features of Their Senior Executive
Performance-Based Pay Systems, but Refinements Are Needed, GAO-08-1019T (Washington, D.C.: July
22, 2008).
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3) performance rating is a good rating and the expectation that employees who are
strong performers and make contributions to the agency’s mission and organizational
goals would achieve this rating. To the extent that the agency’s rating distribution
results in the majority of individuals receiving a fully successful rating, it does not
necessarily suggest the use of a forced distribution or quotas but rather could signal
that the majority of the agency's employees are performing at the expected level.

c. How would you rate the effectiveness of the guidance and training
provided by the Office of Personnel Management (OPM) on how
to make meaningful distinctions in performance and not use
quotas or a forced distribution?

At your request and that of Senators Voinovich and Dorgan, we are reviewing OPM’s
and the Office of Management and Budget’s (OMB) oversight of the Senior Executive
Service (SES) performance-based pay system and certification process. To help
address senior executives’ perceptions that agencies are using quotas or forced
distribution to determine ratings, OPM revised its certification guidance to agencies
for calendar year 2007 by requiring that the features and results of agency SES
performance management systems be communicated to senior executives and that
appropriate training be provided to those responsible for operating the system. As
part of their certification submissions for 2007, agency officials were to provide
narrative statements describing the relevant briefings, other communications, and
training provided to executives and other individuals involved in the appraisal
process both in preparation for and after the appraisal cycle.

OPM stated in this guidance that its regulations prohibit forced distributions and
agencies must avoid any policies or practices that would lead to predetermined
ratings. In addition, OPM officials said they have used their Executive Resources
Forums to emphasize to agency officials the need for additional communication and
training on how their systems work. While OPM has found that agencies have
generally met the certification requirement for communication and training in 2007,
OPM stated that this requirement will continue to play a significant role in future
certification determinations.

d. Attached is a slide from an April 2008 presentation by the
Transportation Security Administration (TSA) to Committee staff
showing its revised scoring system and stating that TSA rates and
“ranks employees based on thresholds established by the TSA
Administrator.” What is your understanding as to the purpose of
the rate and rating thresholds? What relation do the thresholds
have on employee pay?

We have not done any work analyzing TSA’s pay-for-performance system. Through
our work reviewing other agencies’ pay-for-performance systems, we found that a
few agencies, such as the National Credit Union Administration and Farm Credit
Administration, allowed differing weights to be assigned to specific competencies
when determining overall summary performance ratings for individuals,” Using

*GAO, Financial Regulators: Agencies Have Implemented Key Performance Management Practices, but
Opportunities for Improvement Exist, GAO-07-678 (Washington, D.C.: June 18, 2007).
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weights enables the organization to place more emphasis on selected competencies
that it deems to be more important in assessing the overall performance of
individuals in particular positions. Regarding the TSA slide provided, it is unclear
how TSA is using the weights to rate employees, as well as the overall purpose of the
rank and rating thresholds and the effect on employee pay.

e. Inresponse to my question on quotas at the hearing, Mr. Spires of
the Internal Revenue Service (IRS) said, “at the IRS, we have
some guidelines...because we don’t want to have grade inflation in
the sense that you get a lot of people at the ‘outstanding’ level
unless they deserve to be at that level. ... So we issue some
guidance ...it is not a quota system—but it is some guidance
around what we would expect the distribution to look like.”

i. Has GAO reviewed the IRS pay for performance system?
If so, what have you found?

We reviewed aspects of IRS’s and other agencies’ performance management systerns
for senior executives in 2002, but have not done any additional work. At that time,
IRS recognized that it was still working at implementing an effective performance
management system that makes meaningful distinctions in senior executive
performance.’ We found that for fiscal year 2001, IRS had assigned senior executives
to one of three bonus levels depending on the executives’ scope of their work and its
impact on IRS’s overall mission and goals and established performance bonus ranges
by performance rating for each of the three levels.

ii. Have you reviewed the aforementioned IRS guidance? Do
you believe it suggests the use of quotas?

When we reviewed IRS’s performance management system for senior executives in
2002, we did not find any guidance, such as the guidance referenced above, on the
performance ratings distribution. We have not reviewed the current IRS guidance. By
itself, broad guidance stating that not all employees should receive the top rating
does not necessarily suggest quotas are being used; rather, it depends on how the
guidance is communicated and shared with rating officials and other erployees. As
mentioned above, defining and communicating performance at all rating levels and
communicating that individuals who receive a fully successful performance rating are
strong performers who make contributions to the agency’s mission and
organizational goals is acceptable in order to help rating officials make meaningful
distinctions in performance.

*GAO, Results-Oriented Cultures: Using Balanced Expectations to Manage Senior Executive
Performance, GAO-02-966 (Washington, D.C.: Sept. 27, 2002).
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Post-Hearing Questions and Answers for the Record
Submitted to Carol Bonosaro, President,
Senior Executives Association

*&*
«_Senfor
% Executives
* on the voice of career federal executives since 1980
* 820 First Street N.E., Suite 700 + Washington, D.C. 20002 » (202) 927-7000 » Fax (202) 927-5192 «
WWW.SENIOreXecs, org
September 9, 2008

The Honorabie Daniel Akaka

Chairman

Subcommittee on Oversight of Government Management,
the Federal Workforce, and the District of Columbia
SH-141 Hart Senate Office Building

Washington, DC 20510

Dear Senator Akaka:

On behalf of the Senior Executives Association I would like to thank you again for exploring the
issues surrounding the SES pay and performance management system. The following responses
are submitted to address your follow-up questions to my testimony at the hearing.

Question #1: When the pay for performance systems were developed, management and
employee groups identified training as critical to the development and implementation of such
systems. Have you found in your evaluation of these pay systems that there has been sufficient
training?

Response:

SEA does not have sufficient data on this question to satisfactorily address the issue of training.
According to the 2008 OPM SES survey, however, there appears to be significant inconsistency
in implementation among the agencies. Sixty-three percent of the Senior Executives responded
that they received some training on their agency’s performance management system. Thus, 37%
answered that they did not receive any training.

When the pay system was first implemented, there was a very limited period of time between
issuance of the OPM regulations and the date agencies were required to submit their applications
for certification of their SES pay and performance management systems. In addition, there was a
fair amount of uncertainty on the part of agencies regarding what was required by OPM in order
to receive certification. Because certification came late and agencies were moving quickly to
implement the system, this leads me to believe that training essentially fell by the wayside and
was not adequately undertaken at these agencies.

OPM, however, is the best source for this information, including requirements regarding the
degree and content of training and whether OPM tracks implementation of the requirements.
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Question #2: I am very concerned about the upcoming administration transition. In less than six
months, a new administration will take office with their own priorities and focus on pay issues.
‘What would your top three recommendations be for the next administration on pay issues?

Response:

The following policy recommendations speak specifically to issues faced by Senior Executives
in regard to the pay for performance system.

After three full pay cycles of the pay for performance system, there are significant issues that
must be addressed. What is clear after three cycles is that a system that was meant to relieve pay
compression, to be transparent and flexible, and to reward performance, has instead become a
disincentive for many of the best employees who might otherwise desire to serve in the highest
ranks of the career civil service. In order to address these issues, SEA recommends three policy
changes to the current pay system.

First, SEA recommends that there be a Mandatory Minimum Annual Pay Adjustment,
Including Locality Pay, for Senior Executives Rated at the Fully Successful or Higher Level,
This adjustment would be a formula-based percentage of salary equal to the increase in the
Executive Schedule plus any increase in locality pay in the region the Senior Executive is
stationed. Such a requirement should also ensure that this adjustment is applied when providing
lump-sum payment for accumulated and accrued leave on separation. Given the strong emphasis
by OPM and OMB on providing performance-based measures and on limiting outstanding
ratings, a Fully Successful rating (as former OPM Director Linda Springer has pointed out) is —
and should be seen as — an indication of having fulfilled one’s performance requirements very
well.

Second, SEA recommends the Inclusion of Executive Performance Awards in High-3 Average
Salary Calculations for Retirement. Performance awards and retention allowances are
consistently provided to high performers, accounting for a significant amount of a Senior
Executive’s salary over the course of his or her career. By excluding these awards and
allowances from credit for retirement annuities, good Senior Executives are deprived of a
retirement package that reflects their true earned compensation.

Finally, SEA recommends Assured Funding of SES Pay to ensure that Senior Executives’ pay
is funded in such a manner to ensure reasonable annual salary adjustments occur. Specifically,
the average percentage adjustment received by members of the Senior Executive Service should
not be less than the average salary adjustment received by General Schedule employees. At
present, agencies have complete flexibility with regard to pay adjustments; it is, indeed, possible
to withhold any pay adjustment even if an executive has been rated Outstanding, and it is
possible to permit budgetary decisions which allow for no SES pay adjustments. This
recommendation would limit such flexibility and assure Senior Executives that pay is, indeed,
part of the “pay for performance™ system.

The transition is a good time for a new administration to implement these changes to show
support for Senior Executives, who are especially important to supporting a new administration
in ensuring a smooth transition and in meeting its goals. With the potential loss of 2 substantial
number of Senior Executives through retirement over the next several years, it is equally
important that steps are taken immediately to restore the balance of risk and reward to the SES.
Doing so will ensure that the pay system is attractive to qualified GS-14s and 15s, thus that the
SES attracts top candidates to replace those retiring, as well as retains accomplished and
experienced current Senior Executives.
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Post Hearting Questions for the Record
Submitted to John Gage, National President
American Federation of Government Employees
From Senator Daniel K. Akaka

improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government”
July 22, 2008

1. When pay for performance systems were developed at federal agencies,
management and employee groups identified training as critical to the
development and implementation of such systems. Have you found in your
evaluation of these pay systems that there has been sufficient training?

Answer. Our members have very rarely participated in pay for performance systems
outside of the General Schedule, which includes a strong performance component. Of
the new pay for performance/pay banding systems that come in the form of
demonstration project ideas, AFGE members have generally voted not to trade in the
GS for the subjectivity of supervisors. In the one pay for performance demo that AFGE
has participated in at Ft. Monmouth, NJ that was somewhat successful, members report
that that there was sufficient training. However, they do not attribute the success to
training. They atiribute it to the fact that the system received ample funding so that
everyone who was judged to be successful earned at least as much as they would have
under the GS system, that the system was subject to the checks and balances of a
collective bargaining agreement and an active union local able to enforce the terms of
the contract, and the fact that the workers involved were aimost all highly educated,
highly trained scientists and engineers whose work was well-understood and
appreciated by management

2. Why do you think pay for performance systems have not worked in federai
agencies?

Answer: The main reason pay for performance systems have not worked in federal
agencies is that the mission of federal agencies and the specific jobs in question are not
appropriate to “pay for performance.” There is no objective criterion like profitability to
decide whether the financial incentives have "worked." in addition, federal work is so
often collaborative that it is inappropriate to have an individualized pay system. The
early data coming out of NSPS also shows patterns of racial and gender discrimination
in the distribution of performance pay awards. Finally, and most important, is the fact
that the only pay for performance systems that "work” are those that increase overall
funding so that the new distribution of salary adjustment dollars doesn’t rob one worker
to improve pay for another.
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3. One of the arguments made in support of pay for performance systems is that
the GS does not reward performance. Furthermore, there is an assumption that
performance is the only criterion that should be used to increase the pay of
employees. How would you respond to this argument?

Answer: Just because people make the argument that the General Schedule doesn't
reward performance doesn't make it true. The GS has numerous performance-based
components, and those who deny this are either being dishonest ar showing ignorance
of federal pay systems. Federal employees in the GS system become eligible for
periodic “step increases” that are entirely a function of performance. When people
argue that step increases are awarded for the “passage of time,” they are merely
displaying their ignorance. Of course, time must pass between step increases. A good
employee is not going to receive a step increase every day, and neither would s/he
receive a raise in a pay for performance system every day. Time passes between
moments of eligibility. GS.employees can receive "quality step increases” in addition to
those that they may receive during their regularly scheduled times of review for
eligibility. If anyone believes that step increases are “automatic” and given routinsly
without regard to the performance of the worker, they are saying that federal managers
are not doing the jobs taxpayers pay them for. That is a management problem, not a
pay system problem.

4. Attached is a slide from an April 2008 presentation by the Transportation Security
Administration (TSA) to Committee staff showing its revised scoring system and
stating that TSA rates and “ranks employees based on threshoids established by
the TSA Administrator.” What is your understanding as to the purpose of the rate
and rating thresholds? What relation do the threshoids have on employee pay?

Although the American Federation of Government Employees (AFGE) has represented
thousands of Transportation Security Officers (TSOs) at our nation’s airports since the
creation of TSA in 2001, TSA management has refused to recognize AFGE as the
exclusive representative of TSOs, and has refused to bargain collectively with our
union. As a result, AFGE is denied information federal agencies routinely provide
federal employee unions, such as the composition of rate and rating thresholds. TSA
has never discussed this methodology with the union, However, based on our TSO
member reports, | can give you information about the appearances and effects of the
rate and rating threshoids.

The 2008 Revised Scoring chart appears to be a breakdown of the various components
for the Performance Accountability and Standards Systems (PASS) for TSOs, Lead
TSOs, Supervisory TSOs and Screening Managers. Apparently, the thresholds and
ratings represent the importance of the various components to the successful execution
of job duties. In practice, our TSO members report that the various components of the
PASS evaluation often have a disproportionate negative impact on their final PASS
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rating and devalue the importance of other components. For example, a portion of the
PASS rating is based on quarterly evaluations called “competencies”. The TSA PASS
2007 User's Guidance and Metrics for General Competencies defines competencies as
measures of “an employee’s performance on the competencies most critical to the
employee’s job". The competencies are based on “behaviorally anchored performance
standards” in such areas as customer service, interpersonal skills, decisiveness, and
flexibility and are subjectively determined by managers. Contrary to the assertions of
proponents that pay-for-performance systems provide incentives for workers to
constantly improve their work performance in pursuit of increased compensation, the
PASS General Competencies quanterly evaluations may result in a final rating of “Does
Not Meet Standards” for the entire year (and therefore, no PASS bonus) if the TSO
receives a “Does Not Meet Standards” in a manager's evaluation of as few as one of
the several competencies in a single quarter. In other words, because of the punitive
use of the General Competencies evaluation, TSOs face a disincentive to improve their
work performance over the course of the year because there is nothing they can do to
improve their final PASS rating.

It appears as though rate and ratings thresholds are a means to catégorize and pay
TSOs based on management evaluation of the performance of their duties.

5. Atthe hearing, TSA Deputy Administrator Rossides testified that TSA does not
use quotas. Do you have any evidence to the contrary?

The clearest evidence AFGE has of TSA's use of quotas is their administration of the
rollout of the last PASS raises and bonuses in December 2007 Aithough TSA added
one more rating level, the agency reduced the amount of raises and bonuses for each
category. As aresult, TSOs received a smaller pay raise in 2008 even though they
received the same performance rating as 2006. Coupled with TSA's attempt to exempt
TSOs from the government-wide pay increase in annual appropriations legisiation,
AFGE strongly believes that because there is no dedicated funding stream for PASS,
TSA is attempting to cut corners to stretch a smalt amount of mopey a fong way

in addition, there is very little difference in compensation between the new categories
created by TSA in 2007. According to TSA’s May 2008 report to Congress on its
implementation of PASS, 46% of PASS-covered non-managers (overwhelmingly
comprised of TSOs) met the "Exceeds Standards” PASS rating. However, there is very
little additional monetary award for reaching this high level of skill: Both TSOs who
“Exceeds Standards” and TSOs who rate "Achieves Standards at Achieves Plus
Payout” received a $1000 bonus. TSOs who met “Exceeds Standards” received an
additional 2% increase—only slightly higher than the additional 1% increase received by
TSOs at the “Achieves Standards at Achieves Plus Payout” level.
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Responses of Colleen Kelley, National President, National Treasury Employees Union
Questions from Chairman Daniel K. Akaka

“Improving Performance: A Review of Pay-for-Performance Systems in the Federal
Government,” July 22, 2008 hearing

1. When pay for performance systems were developed at federal agencies,
management and employee groups identified training as critical to the development
and implementation of such systems. Have you found in your evaluation of these
pay systems that there has been sufficient training?

In general, there has not been sufficient training. A key issue for employees throughout
the government is the necessity of receiving adequate training to carry out their position
responsibilities, and to know what is expected of them within a pay-for-performance (PFP)
system. After all, how can we expect stellar performance when employees are not told about the
parameters of their work responsibilities? Or what they need to do to receive performance
compensation?

In NTEU’s experience, the implementation of new pay-for-performance systems have
been accompanied by some training for both managers and front-line employees on the
mechanics of the new system in agencies such as FDIC and SEC which have collective
bargaining rights. However, there have frequently been failures to provide more comprehensive
training to managers on how to effectively manage their subordinate employees, including how
to clearly identify performance expectations, provide meaningful feedback on a regular basis,
and identify superior accomplishments and areas for improvement. These failures, together with
inherent defects in the design of some pay-for-performance systems, have been the most
significant factors in the overall failure of these PFP systems.

In agencies without collective bargaining, it is difficult for us to ascertain what level of
training, if any, has taken place within the pay-for-performance alternative systems. We can
only look at the results. At agencies such as the Transportation Security Agency (TSA), which
has an alternative pay system called the Performance Accountability and Standards System
(PASS), training is minimal even for basic job responsibilities. The agency has the highest
turnover rate in government and a majority of TSOs have not been provided with the information
they need to get some amount of a raise. While employees are not privy to the training of
managers within PASS, it appears that little or none has occurred or employees would know
what is expected of them.

While the Department of Homeland Security (DHS) has not been provided the funds for
its PFP system by Congress, it has an abysmal record on training in general. The Customs and
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Border Protection Officer (CBPO) position was created by combining personnel from three
different agencies — the US Customs Service, the Immigration and Naturalization Service and the
Animal, Plant and Health Inspection Service (APHIS). Inadequate mentoring and on-the-job
training is insufficient for CBPOs to proficiently perform essentially three very different jobs in
clearing people into our ports of entry. NTEU believes going to a pay-for-performance system
would only serve to make matters worse at DHS. If training is insufficient for basic jobs
responsibilities, it would be unlikely to be offered in a pay-for-performance system.

2. Why do you think pay for performance systems have not worked in federal
agencies?

As I stated in my testimony, alternative pay systems have produced a litany of failed
experiments, widespread employee dissatisfaction, inequitable distribution of resources, abuse in
rating systems, and rampant employee confusion leading to low morale. T don’t know of one
pay-for-performance system that currently gets good reviews from employees working under it.
The goals of recruiting and retaining high quality employees and better accomplishing the
agency mission are simply not being met by these pay systems.

A key reason is the subjectivity of these systems and limited agency resources. When
someone wins, another loses because agencies receive fixed budgets from Congress. Whether
intentional or not, pay-for-performance systems result in monetary quotas. In the absence of
collective bargaining, pay increases lead to cronyism and favoritism, not to teamwork, which is
the way problems really get solved. My comments on the TSA fiasco are a prime example of
this. Do we really want TSOs pitted against one another to safeguard our security? No, we want
them working together as a team. The same holds true in many areas, including science and our
financial regulatory institutions.

Other reasons for PFP failures include:

e Lack of adequate performance management systems, which clearly identify the
expectations and criteria for achieving various levels of performance for each position or
job family;

e Failure (in many cases) to link pay determinations directly to employee performance
ratings;

e Failure to hire/promote/select supervisors based on their competencies and abilities in
people management — too often, employees are promoted to management as a reward for
technical skills, for their willingness to buy into the current management culture, or
simply as a retention tool;

e Inadequate training for supervisors on management and performance management skills
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o Lack of accountability for managers to apply performance management and pay-for-
performance systems in a fair and transparent manner;

e Failure of agencies to make effective performance management an organizational
priority, by failing to give the supervisors the time and resources they need to effectively
manage performance.

An example of the worst of both worlds would be the Office of Comptroller of the
Currency (OCC). Unlike all other financial regulatory agencies where the employees are
represented by NTEU, OCC management refuses to bargain over wages and benefits. Yet OCC
is exempt from the GS system and imposes a pay system that employees point to as a failed
example of a pay-for-performance system. Transparency is lacking, employees can understand
no justification of ratings and even those determined to be fully successful at their duties see only
meager pay increases. Congress would be wise to pass legislation mandating collective
bargaining at OCC in order to allow a role for employees in correcting these problems.

3. One of the arguments made in support of pay for performance systems is that the
General Schedule does not reward performance. Furthermore, there is an
assumption that performance is the only criteria that should be used to increase the
pay of employees. How would you respond to this argument?

The notion that the GS system does not reward performance is incorrect. The following
are examples of the General Schedule’s features that reward performance:

s Employees must perform at an “acceptable level of competence” to achieve a within-
grade pay increase - those not performing acceptably do not receive within-grade pay

increases;

e Employees must be performing at least acceptably to receive a “career ladder” promotion
to a higher grade level (up to the “full performance” grade level of the position);

e Employee performance is a significant factor in competing for “merit promotions;”

s Employees whose performance exceeds expectations are eligible for performance-based
awards, both cash and time-off;

e Employees who perform at an “outstanding” level are eligible for “quality-step
increases,” pay increases (approximately 3%) which move them through their pay grade
more quickly.

The vast majority of federal employees are performing acceptably and effectively; those
who are not should be identified by management and given the chance to improve. If they do
not, they can be removed from their positions. But the starting point for pay raises for
employees who are not covered by the General Schedule and are performing acceptably should
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be to provide increases that are at least equal to the increase in the cost of living and/or salaries
in the relevant labor market, to ensure that employees who are do their jobs effectively do not
fall behind. Then, if the agency has developed a system that clearly identifies expected levels of
performance, and it selects and adequately trains supervisors that can apply these standards fairly
and without bias, and gives them the time and resources to do so, then (and only then) should
they implement a system that further rewards higher level of performance with appropriate
additional pay increases that are tied directly to these performance ratings.

While performance is, and should be, a critically important factor in determining
employee pay increases, it should not be the only factor. Other factors include reliability and
accuracy of work product, team participation, leadership potential, willingness to take challenges
and learn, tenacity, trouble shooting potential, training adherence, attendance, and civility. Like
the private pay sector, the skill sets of responsible employees need to be comprehensive and their
pay increases should consider all relevant criteria.

4. Attached is a slide from an April 2008 presentation by the Transportation Security
Administration (TSA) to Committee staff showing its revised scoring system and
stating that TSA rates and “ranks employees based on thresholds established by the
TSA Administrator.” What is your understanding as to the purpose of the rate and
rating thresholds? What relation do the thresholds have on employee pay?

First, let me say that we have never seen these scoring documents from TSA management
and I'm not surc how many employees affected by them have ever seen them, either. 1t’s very
difficult to get any information out of TSA conceming their pay system, especially because it
changes so much. And 1 am not even sure how to read the slide given to Congress which is
replete with percentages and points assigned to categories, within an undefined threshold. Given
that, it appears that the purpose of the rate and ranking thresholds is to determine the pay
amounts of the workers. It seems that the top 10% will get some amount, and then the next 20%
will get a different amount, etc. creating a bell curve distribution.

1 know that after these changes were implemented, 1 got a lot of calls from TSOs
unhappy that even though they were rated the same as the previous year, the amount of the bonus
was smaller because more bonuses were given out. This is really the problem with the whole
notion of pay for performance in a government setting. The amount of funding for each agency
is determined by Congress and the agency has that amount, and no more, to distribute.

5. Atthe hearing, TSA Deputy Administrator Rossides testified that TSA does not use
quotas. Do you have any evidence to the contrary?

I, too, heard the Deputy Administrator say that TSA does not have quotas. I direct you to
a chart from their report in May “Report to Congress on the Implementation of the PASS for the
2007 Performance Cycle” on page 2. I have superimposed a bell curve on the chart. T do not
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believe it is a coincidenece that their ratings align so closely with the thresholds established by the
TSA Administrator and the bell curve. Of course there are quotas.
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Post Hearing Questions for the Record
Submitted to Jonathan Breul, Executive Director
IBM Center for The Business of Government
From Senator Daniel K. Akaka

“Improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government”
July 22, 2008

1. As you know, the Intelligence Community (IC) is looking to implement a
rigorous pay for performance system. What are your thoughts about
extending pay for performance to the IC? Given the secretive nature of the
IC, what recommendations do you have to improve the oversight and
transparency of the IC pay for performance system?

The IBM Center has not yet completed research looking specifically at the
Intelligence Community (IC). The Center has, however, provided a research
stipend to Professor James R, Thompson' and Robert Seidner at the University of
Illinois at Chicago to examine “Human Resource Challenges and Solutions in the
Intelligence Community.” Their research will serve three purposes. First, it will
inform the human resources community of the solutions that the IC has devised to
common problems such a recruitment, performance management, and workforce
planning. Second, because it balances a simultaneous need for customization at
the agency level and standardization at the community level, the IC’s approach
could serve as a model for the federal government as whole. Third, the joint duty
requirements for senior IC executives could serve as a precedent for the Senior
Executive Service. We hope to receive a draft report later this year.

Based on their research for the IBM Center, Howard Risher and Charles
H. Fay identify the issue of lack of confidentiality as one which is unique to the
public sector. “In the private sector, one supervisor might use his budget
differently than another, resulting in somewhat different increased for employees
rated at the same level — and the employees would be unlikely to ever learn
differences exist. But in government, differences in rewards can be a problem.”
According to Risher and Fay, “It can be avoided only if the permissible increases
are tightly controlled.”

2. In the attached 2007 commentary in Federal Times, an analyst within the IC
suggested that pay for performance, as a best business practice, should not be
applied as a best government practice. What are your thoughts about this
employee’s assertion? Are there examples of best business practices that
may not apply to the federal government?

! James R. Thompson, “Designing and Tmplementing Performance-Oriented Payband Systems,” IBM
Center for The Business of Government (2007).

2 Howard Risher and Charles H. Fay, “Managing for Better Performance: Enhancing Federal Performance
Management Practices,” IBM Center for The Business of Government (2007), page 19.
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In their report for the IBM Center, Howard Risher and Charles H Fay
conclude that “based on worldwide trends in both government and industry, the
shift to a pay for performance policy is inevitable.” They contend that “When
performance appraisal ratings are not linked to pay and bonus decisions - and
therefore have no real consequences — it is all too easy for supervisors to fall into
a pattern of rating people higher than Warranted. That avoids potential
uncomfortable and candid assessments of performance. Managers and employees
alike know this practice is common.”3

As Howard Risher explains his IBM Center report,” “There is no single
formula to follow. The experience in the DoD laboratory demonstrations is
instructive. Each lab has a slightly different way of managing pay and
performance, but the evidence shows that each one has had positive experience.
A key to success has been the involvement of managers and employees in
developing the policies and practices govemning pay. This creates an environment
with broad support and ownership for the new policy.”

The November 12, 2007 commentary in Federal Times is certainly one
view of the matter. On July 20, 2008, just two days prior to the Subcommittee’s
hearing, another commentary in the Federal Times comes to a different
conclusion. Robert Kirkner cites the National Institute of Standards and
Technology’s 20-year system as “one of the longest running and most successful
pay band and performance-based pay systems in the federal government.”™

3. When pay for performance systems were developed in federal agencies,
management and employee groups identified training as critical to the
development and implementation of such systems. Have you found in your
evaluation of these pay systems that there has been sufficient training?

Research supported by the IBM Center has not “evaluated” pay for
performance systems developed in federal agencies. However, Risher and Fay’s
report to the IBM Center, they conclude that agencies should invest in training to
develop the skills executives and frontline managers need to manage performance
effectively. “The need for training has been cited frequently by the Merit
Systems Protection Board, the National Academy of Public Administration, and
others.” ® “The only proven strategy to gain employee buy-in or acceptance is to
involve them and their managers in the planning process.”’

In his report for the IBM Center, Howard Risher recommends that
“Agencies should commit to adequate training for managers. They are like to
need training — more than their counterparts in the private sector, who are
accustomed to a performance culture. The training should involve opportunities
to practice new skills. This subject is not suitable to lectures or videos.” i

® Risher and Fay, page 18.

* Howard Risher, “Pay for Performance: A Guide for Federal Managers,” IBM Center for The Business of
Government (2004), page 46.

® Robert Kirkner, “Pioneering performance pay,” Commentary, Federal Times, July 20, 2008

http://www.federaltimes.com/index.php?S=3633424
®Risher and Fay, pages 42-43.

7 Risher and Fay, page 47.
8 Risher, page 37.
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Post Hearing Questions for the Record
Submitted to Charles Fay, Professor
School of Management and Labor Relations
Rutgers University
From Senator Daniel K. Akaka

“Improving Performance:
A Review of Pay-for-Performance Systems in the Federal Government”
July 22, 2008

. As you know, the Intelligence Community (IC) is looking to implement a
rigorous pay for performance system. What are your thoughts about extending
pay for performance to the IC? Given the secretive nature of the IC, what
recommendations do you have to improve the oversight and transparency of the
IC pay for performance system?

Answer: The intelligence community might implement a rigorous pay for
performance system. The issues are the same as for other performance systems —
performance must be defined at the individual level in terms of organizational
goals, employees must understand performance criteria and standards, managers
must give positive and corrective feedback as the situation warrants, and pay
increases/bonuses should reflect performance against standards. Perhaps the most
important factor is the degree to which the senior line leaders of the IC are willing
to champion the new system. [ worked with an organization where the CEO
announced that the new performance management system was one of his top three
priorities. He and his executive team underwent training in the appropriate way to
use the new system and training then cascaded down into the various units. He
required that all managers (from first line supervisors to his VPs) have as one
performance criterion how well they managed the performance of their direct
reports. Bonus-eligible managers who did not receive at least a “meets standard”
on this criterion receive no bonus, regardless

The secretive nature of the IC should not present insurmountable problems for
oversight and transparency of the system within the community itself. If the
system set up meets performance management and pay for performance standards
this should not be a problem. There should be an internal systems evaluation
group, or ombudsman who has sufficient security clearance to handle complaints
from employees. With respect to Congressional oversight, although the evaluation
group/ombudsman could certainly testify to number of complaints, nature of
complaints, disposition of complaints, etc., and also provide data on performance
distributions, increase and bonus distributions, etc.

. In the attached 2007 commentary in Federal Times, an analyst within the IC
suggested that pay for performance, as a best business practice, should not be
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applied as a best government practice. What are your thoughts about this
employee’s assertion? Are there examples of best business practices that may not
apply to the federal government?

I raised this point in my original testimony. A best business practice is not
necessarily a best government practice. The jury is out whether performance
management and pay for performance can be successfully ported to federal
government. There is lots of evidence that it can work at the sate and local level
so there is nothing inherent in government that precludes it working there. I think
for it to work there has to be much more involvement of employee
rep[resentatives in the design and implementation process, and there probably has
to be a significant change of culture in many units.

Many best practices from business may be hard to port to government. I think
benchmarking is difficult for the government to do successfully because of its
size, the degree of unionization, the nature of jobs, and the lack of comparable
organizations to benchmark against. A friend from Motorola told me once the best
thing they get out of benchmarking is what not to do. I guess I would prefer the
government try to drive practice based on the unique goals, structure, human
capital, and culture rather than simply adopt business practices. When working on
locality pay we had a number of compensation gurus in to comment on our study.
Many seemed increduluous that so many constituencies had to be involved. They
were used to convincing a small group of key executives, who then made it
happen. That’s just not the way government works.

. When pay for performance systems were developed in federal agencies,
management and employee groups identified training as critical to the
development and implementation of such systems. Have you found in your
evaluation of these pay systems that there has been sufficient training?

I'’know plenty of training has been done but can’t speak to the quality. Employee
responses in surveys indicate that the training for supervisors has not had a lot of
impact on behavior with respect to defining performance, explaining expectations,
or providing timely feedback. Training alone is insufficient to change behavior.
Managers must see performance management and pay for performance as key
parts of their management repertoire, and be rewarded/not rewarded based on how
well they accomplish the related tasks.
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