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SENIOR EXECUTIVES: LEADING THE WAY IN
FEDERAL WORKFORCE REFORMS

TUESDAY, SEPTEMBER 26, 2006

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

The Subcommittee met, pursuant to notice, at 11:01 a.m., in
room SD-342, Dirksen Senate Office Building, Hon. George V.
Voinovich, Chairman of the Subcommittee, presiding.

Present: Senators Voinovich and Akaka.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA [presiding]. On behalf of Senator Voinovich, who
will be here shortly, I call this hearing of the Subcommittee on
Oversight of Government Management, the Federal Workforce, and
the District of Columbia to order. I would like to welcome our wit-
nesses who are here to discuss the Senior Executive Service (SES)
pay-for-performance system.

Today’s hearing offers another opportunity to review the chal-
lenges associated with moving to a pay-for-performance system and
to show agencies, such as the Departments of Defense and Home-
land Security, what works and what does not work.

This Administration is pushing to replace the current personnel
system with pay-for-performance. Such an obvious pocketbook issue
makes it imperative that, should any changes occur, they start at
the senior levels first. However, senior executives and managers
must have trust in a new system and have confidence that the
processes, by which their performance is appraised and their com-
pensation is determined, are fair.

Last week, the Senior Executives Association (SEA) released the
results of the survey of members and non-members on the SES
pay-for-performance system, which raise serious concerns. The re-
sults are disturbing. Despite the Administration’s claims that the
SES system is successful, the survey tells a different story.

Respondents say that their new pay-for-performance system
lacks transparency, fails to link pay with performance ratings, and
serves no purpose other than lowering employee morale. I am espe-
cially troubled that over half—that is, 53 percent—believe that
quotas were used to determine bonuses last year, despite explicit
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Office of Personnel and Management (OPM) regulations prohibiting
such a practice.

Director Springer and I have met regarding the issue of quotas,
and I believe her when she says quotas are unacceptable. However,
if quotas are not being used, then there is a serious perception
problem that must be addressed. I look forward to hearing what
steps OPM is taking to resolve this problem.

So let’s be clear. The competitive selection process for members
of the SES should ensure that the best people are leading the Fed-
eral Government. So when it comes to evaluating the performance
of these highly qualified individuals, high performance ratings
should be expected. Agencies that lower ratings artificially to fit
bell-shaped curves or institute arbitrary quotas are not rewarding
performance; rather, they are showing how pay-for-performance
can be unfair and unobjective.

Director Springer, I want to thank you for your commitment to
work with agencies to address the problems raised by the SEA sur-
vey. To me, the survey clearly demonstrates the need for more rig-
orous certification criteria, as well as more training and oversight
by OPM. Right now, only one agency has full certification and 25
have provisional certification. I just wonder if we are giving agen-
cies to much flexibility without meeting what Comptroller General
Walker calls the “show me” test.

If senior executives do not have faith in the fairness and trans-
parency of their pay system, I do not see how rank-and-file employ-
ees would want to work under such a system.

I am so glad to see our Chairman back here at this moment, and
I look forward to hearing from our distinguished witnesses. Mr.
Chairman, thank you.

Senator VOINOVICH [presiding]. Thank you, Senator Akaka. I
really appreciate you starting this hearing. Ms. Springer, I apolo-
gize to you for being late this morning. It is the first time that this
has happened, and it is the last time.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. Today’s hearing, “Senior Executives: Leading
the Way in Federal Workforce Reforms,” is very important. As Con-
gress continues to consider ways to better position the government
to be an employer of choice in the 21st Century, reforms of the gov-
ernment’s personnel systems, both performance management and
pay systems, have been a key focus.

We know that to effectively implement change throughout an
agency, the senior management must be committed to change and
lead by example. Government-wide reform has begun at the top,
and it must start at the top. When it comes to pay-for-performance,
the elite cadre of government leaders and managers are leading the
way.

The Senior Executive Service (SES) was established by the Civil
Service Reform Act of 1978. It provides a framework for developing
and managing executives in the Federal Government. By defini-
tion, career members of the SES are talented individuals. They
must be able to lead change; they must be able to lead people; they
must achieve results; they must possess business expertise; they
must be able to build coalitions; and they must maintain open com-
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munication. They are really important people, and are leaders in
the government.

In response to the continued problem of pay compression, Con-
gress authorized departments and agencies to develop and imple-
ment pay-for-performance for the SES. If OPM, with the Office of
Management and Budget (OMB) concurrence, certifies an agency’s
performance management system, the SES would be able to earn
pay at a higher rate. I was disturbed by some of the information
that Senator Akaka mentioned in his statement.

I was, and remain, a strong advocate of reform efforts underway
for the government’s senior career civil servants. I believe these re-
forms, if done well, will help the dedicated members of SES better
serve our Nation. The goal of all Federal personnel reforms is the
same: To build a better workforce. Why is this important? The only
way government, the various departments and agencies, will suc-
ceed in accomplishing its missions is to have motivated employees
working towards the strategic goals of their respective agencies. An
effective performance management system establishes for employ-
ees a clear understanding of what is expected and demonstrates
how each individual contributed to advancing the agency’s mission
and serving the American people.

Let me provide a concrete example of the service these individ-
uals provide to the American people. Each year, the President rec-
ognizes a small group of career senior executives who have dem-
onstrated exceptional long-term accomplishments. Michael
McMullan, the Deputy Director of Beneficiary Services at the Cen-
ters for Medicare and Medicaid Services, is a recipient of the 2005
Presidential Rank Award for distinguished senior professional serv-
ice. Ms. McMullan developed CMS’ consumer information strategy,
which includes plain-language materials, a full-service toll-free
telephone line, 1-800-MEDICARE, and an award-winning Internet
site. I can tell you it was fantastic, and I saw first hand the avail-
able benefits all over Ohio. It was amazing to me what they were
able to do. She is only one example of the excellence to be found
in our SES corps. We must do all we can to recognize, reward, mo-
tivate, and retain these talented individuals.

As you know, we are 3 years into the implementation of reforms.
I look forward to hearing the testimony of our witnesses to assess
implementation, understand the current status of reforms, and de-
termine whether additional changes are needed. We must do all we
can to ensure success, and when I say “we,” I do mean “we”—Con-
gress, the Executive Branch, and employee representative organi-
zations.

You testified here before when we were talking about the NSPS
and its progress. The impression that I got from the different com-
ments I am receiving from various agencies is that the preliminary
work done for Spiral 1.1 was not done with the Senior Executive
Service. I am anxious to discuss this further. As I have mentioned
over and over again, if implementation is not done correctly in the
beginning, then its chances of being successful and becoming a part
of the system is not going to happen.

So, again, I apologize for being late, and I am anxious to hear
your testimony.
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TESTIMONY OF HON. LINDA M. SPRINGER,! DIRECTOR,
OFFICE OF PERSONNEL MANAGEMENT

Ms. SPRINGER. Thank you, Mr. Chairman and Senator Akaka,
and I appreciate both of you being able to come here, especially ar-
riving from Hawaii, Senator Akaka. So it is a particular pleasure
to be here today to discuss the progress to date on the implementa-
tion of this performance-based pay system for members of the Sen-
ior Executive Service. I do appreciate the support and the interest
of this Subcommittee and other Members for effective performance
management, and that is where it begins. There is no basis for pay-
for-performance unless the performance management is present for
the start of it.

With regard to the SES, OPM has two roles to play in successful
implementation. The first role is to provide agencies with the as-
sistance they need to design and implement these systems success-
fully. The second role is to oversee their effectiveness and, chiefly,
that is done through the certification process that is outlined in the
statute.

To guide agencies through the process, OPM published detailed
regulations with criteria in 2004 for agencies to meet, as well as
additional guidance since then as it has been needed. We review
the agency submissions for certification very carefully and assign
it to either one of two categories: either provisional or 1-year cer-
tification, or a full certification which lasts for 2 years and then
would have to be re-upped, depending on the extent to which the
agency has satisfied us that they have met the criteria. There are
written standards and criteria that need to be met for certification.
Additional concurrence is given, as you mentioned, Mr. Chairman,
by OMB.

We are completing the third year of the certification process, and
each year we find that the agencies’ data is more complete, has
more rigor, and is increasingly close to the guidance. In the past,
the executive performance plans that we saw were not focused par-
ticularly on achievement, but more so on activity, less on results,
more on just actions and activities, but less so on the actual result
of those activities. Today, the performance plans are better docu-
mented. They have more measurable goals—and I want to under-
score measurable as opposed to quantifiable. Quantifying is one
type of measurement, but there are other types of measurement. So
we look for the broader definition of measurement and look for that
in the goals.

Good plans have written goals. They have requirements that
goals for each individual be in writing, that they are in writing at
the beginning of a performance cycle, that they are agreed upon up
front, and that those goals have ways to determine the progress
that is being made and, in fact, that meets our definition of meas-
urable. Quantifiable, again, is just one type of that.

Agencies are using multi-level rating systems and making mean-
ingful distinctions in applying them. Now, I want to say right here
on the record very straightforwardly, quotas are prohibited. There
is nothing in our guidance that allows for quotas. If we see them,
we take actions. When they are brought to our attention, as they

1The prepared statement of Ms. Springer appears in the Appendix on page 00.
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have been recently in this study—and Senator Akaka sent a letter
to me earlier this year, I believe, on it, or late last year it was, and
we dealt with that situation. So if we find quotas, we will deal with
it.

Sometimes there is an appearance of a quota or there is a per-
ception of a quota. The terminology may be used. It may be that
a manager needs coaching to help them to understand that they
need to deal with a performance issue and not use the Cop-out say-
ing, “well, I have a quota to meet and you are not going to get it
this year.” That is not really a quota system, but it is someone
using that as a convenient excuse to manage through a situation.
And in some cases, there may legitimately be misunderstandings
of people thinking that we are looking for quotas. We are not. So
we will work very diligently, and we have been whenever we see
that, but I want to say very clearly today that quotas are not al-
lowed. They are prohibited. They are bad.

But we are seeing increasing linkage between performance and
making decisions about the distinction between the performance
and the results and then what that means for ratings of executives.
And that is important. That is what we are after—good distinc-
tions, good goals, and measuring that, and really rewarding people
to the highest degree who are the highest-level performers. It re-
mains a work in progress, but we believe that certification is hav-
ing the desired effect—not quotas, but the effect of driving improve-
ment in agency performance management. That is what we are
after—better performance, better management of performance—
and that is what we are starting to see.

We are currently preparing guidance for the 2007 certification
cycle and will highlight areas of improvement. Whether it is in
training or whether it is in communication, we will be able to look
at the results of the study from the SEA and very seriously see if
there are things there that need to be incorporated in our 2007
guidance.

One thing that I want to point out is that there is a gap in the
underlying statute. Right now agency certification expires at the
end of a calendar year. Most agencies are still finishing up their
cycle of performance reviews, and they are not able to send in their
new certification requirements until sometime after January. So we
have a period of time where, if the certification has lapsed or ex-
pired, members of the SES who have gotten up to that executive
level II under a previous certification are not able to get the in-
creases, nor are people able to be hired to take advantage of that
higher executive level II in that gap period.

We sent draft legislation up in June. We would like to work with
you on trying to get that implemented, and that would help us to
overcome this gap issue. We obviously want to take maximum ad-
vantage, or allow agencies to take maximum advantage, of that ex-
ecutive level II opportunity in their hiring.

Another limitation that is in the current statute is the inability
of the Senior-Level group, SL, and the Senior Scientific and Tech-
nical personnel, the ST group, to have access to executive level II
pay. These are the very advanced, very seasoned, very experienced
technicians and technical personnel. They have not chosen a man-
agement track, so they do not fall under the SES provisions that
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allow them to have the opportunity for higher pay at the executive
level II. We think that these personnel deserve that opportunity,
and we think it should be fixed. So we would like to work with you
on that as well.

OPM is committed to systems of compensation that reward Fed-
eral employees for performance, in contrast to systems that are
driven by longevity. We steadfastly believe the SES system is a
good system. But we recognize—and in light of the current survey
that came out, we believe that there are some inconsistencies in
how it is being applied and implemented. We believe it is an execu-
tion issue rather than the construct of the system itself.

We are reviewing the study that was released last week by the
Senior Executives Association. I met with Ms. Bonosaro on it the
very day that it came out, and we believe it will help us to under-
stand some areas that previously we were not aware that there
may be either misconceptions or misapplications. And we are going
to work through the Chief Human Capital Officers Council, among
other areas, to work directly with agencies to shore that up.

I do have one concern that I want to state publicly, and that is
that I think we have to be careful that we haven’t devalued the
rating of a fully successful performer. Senior executives, like any-
one else, are hired with the expectation that they will do a job and
be high-level performers. That is the expectation. No one is hired
with the idea that they will be poor performers or mediocre per-
formers. When you hire someone to do a job, you expect they will
do it and do it well. And that, in my mind, constitutes that they
have done their job successfully, fully successful.

Past practice has corrupted the definition of “fully successful” to
mean that if you do your job fully and do it well, that equates to
an outstanding rating. We believe that the higher-level ratings,
“exceeds” and “outstanding,” should be reserved for performance
that is just that, and that the “fully acceptable” or “fully successful”
should be viewed very positively and reflects the fact that the com-
mitment has been fulfilled between the employer at the agency and
the employee. And so that is another thing that I personally believe
needs to be reset as we go into a more fully tiered evaluation sys-
tem.

In closing, I remain fully convinced that performance-based pay
is critical to the success of an organization, and the government is
no exception. It is particularly critical for us, as you say, Mr. Chair-
man, to be an employer of choice in the years ahead in an increas-
ingly tight labor market, and I think performance-based pay is an
important component, managed well, executed properly. I am
equally confident that the men and women of the Senior Executive
Association are capable of managing and thriving in this system
when it is done properly.

I appreciate the opportunity to testify here today, and I will look
forward to any questions that you may have.

Senator VOINOVICH. Thank you very much.

As you know, and I have made mention to Senator Akaka’s state-
ment, the results of the survey the Senior Executives Association
released early last week. It does not provide a positive assessment
of implementation thus far. The SEA is going to testify in the sec-
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ond panel and will discuss their survey in more detail in their tes-
timony.

I have repeatedly stressed to both the Department of Defense
and the Department of Homeland Security that a fundamental goal
of their new personnel system is employee acceptance.

Since it is going to be brought up, what is OPM’s response to
their findings?

Ms. SPRINGER. Well, the initial response is that we want to study
it. We are certainly not taking a defensive posture. We want to
take to heart, very seriously, the issues that have been raised
there. I would say that these issues are raised to a degree and a
magnitude that we have not previously heard. We have heard in-
stances here and there, as Senator Akaka had raised to us, about
a quota perception, and we dealt with that particular one. We have
not heard it to the degree that it appears to be coming out in this
survey.

So the first step was to meet with the head of the SEA, which
I did. The second was to ask some additional questions. She has
already provided some additional information. I want to get down
beneath the surface on some of that information. The CHCO Coun-
cil will be meeting in November, and we are going to put that on
our agenda and review it. And as we prepare the 2007 guidance,
OPM’s 2007 guidance, we are going to reinforce the execution
issues that deal with the concerns that have been expressed.

Senator VOINOVICH. Are you going to undertake your own ana-
lysis of this so that you can review those and have them reflected
in what you are going to be doing next year?

Ms. SPRINGER. Yes.

Senator VOINOVICH. Does OPM’s review of agency certification
submissions include a review of the communications strategy and
training program?

Ms. SPRINGER. It does not explicitly, Mr. Chairman. There are
many facets and many components, and we have been talking
about, in light of the study and some of the other things, perhaps
we need to highlight that more than we do today.

You raised earlier Spiral 1.1 of NSPS, and we had the hearing
last week on how the Department of Defense is doing with their
system. And one of the reasons why they have achieved success so
far is because of the training culture that exists at DOD and the
way that they have applied it to their Spiral 1.1.

I think that you would find across the landscape of the agencies,
with the SES, varying degrees of that type of training and commu-
nication. That, I think, maybe should be a focus, a stronger focus
in our process.

Senator VOINOVICH. We have heard good remarks on Spiral 1.1
of NSPS. It would seem to me that you might look at why that has
been successful to maybe incorporate some of that into the SES
system. It is obvious that is not as good as it should be.

Three years into implementation, only the Department of Labor
has full certification of its performance management system. Con-
gratulations, to Secretary Elaine Chao.

Why do you believe more departments and agencies have not
been able to obtain or maintain full certification? Has anybody
compared what Secretary Chao has done in her Department to get
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an idea of how her work might be helpful to other departments?
Have any departments without certification discussed with the peo-
ple from the Department of Labor what they did? Are there best
practices that others could incorporate that would help them get
certification?

Ms. SPRINGER. There are a few questions there, and I want to
answer all of them.

The first is that I do not see the fact that only one agency has
achieved full certification as necessarily a bad thing. Certification
is not a rubber stamp from OMB or OPM. Certification has some
very high standards, and so getting provisional certification is a
first step, but I think that it recognizes that we are not going to
give agencies full certification unless they do have things in place
that warrant it. And we have not seen that to the degree we would
like.

We have seen it at Labor. We have studied what Labor has done,
and one of the things I would like to do with the Chief Human
Capital Officers Council is to have best practices with respect to
the SES performance system, pay system, be an initiative of theirs
so that would be the opportunity. There is a representative from
every agency there to share best practices. So that will be one of
the things that we do to make that happen.

Senator VOINOVICH. But do you know whether there has been
any meetings betwen Labor and other departments? If Labor is
doing a good job, what is it that they are doing that could be rep-
licated in other agencies?

Ms. SPRINGER. OPM has done that. I do not know if other agen-
cies on their own initiative have visited to find out what Labor has
done. But OPM has done that, and we have set out very clear
standards and practices to the other agencies, here is what makes
for a successful system.

As I said earlier, I think we can go further in what makes for
successful execution of the system, not just the construct of the sys-
tem. I think we have done a pretty good job on the construct. It
is just how people were behaving in that system where we need to
focus now.

Senator VOINOVICH. Does your new person who is quarterbacking
that group of human capital folks have this on his agenda?

Ms. SPRINGER. Yes.

Senator VOINOVICH. I would like to know, what is the agenda of
the Human Capital Officers Council? One of the things that I
learned, particularly as governor of Ohio, is that if you get folks to-
gether, it is amazing how much they help each other instead of just
dealing with problems in a vacuum when people get together and
talk, this type of synergism develops, and they start to get excited.
I think it would help a great deal if you sat down with Ms.
Bonosaro and her group and asked: What are your observation or
what is going right? I think that is the best way to identify changes
that are needed.

Ms. SPRINGER. Yes. I could not agree with you more, and that is
one of the ways we will get at this.

Important enhancements were made this year to improve the
structure of the Chief Human Capital Officers Council (CHCOC),
which have been implemented for the Council Chair by the Execu-
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tive Director. First, in the spring of 2006, the Council was ex-
panded to include Deputy Chief Human Capital Officers. The addi-
tion of the Deputy CHCOs serves three important purposes, includ-
ing (1) providing the Council’s link to the Federal human resource
directors; (2) developing and sharing best practices; and (3) ensur-
ing continuity when there are changes in leadership at the Council.

Second, the subcommittees were realigned and refocused to re-
flect key human capital challenges facing Federal agencies. The
new alignment created six subcommittees, including: Emergency
Preparedness; Hiring and Succession Planning; Human Resources
Line of Business; Human Resources Workforce; Learning and De-
velopment; and Performance Management. This new structure al-
lows the Chief Human Capital Officers, and their deputies, to serve
as leaders in these critical issue areas.

Third, OPM linked the goals and objectives from the agency’s
“2006—-2010 Strategic and Operational Plan” to each subcommittee.
The linkage will enable OPM to forge strategic partnerships with
the appropriate subcommittee representatives and their staff mem-
bers. In addition, this collaborative approach, provide the sub-
committees with the opportunity to affect human capital policy and
programmatic changes during the developmental and implementa-
tion stages and will yield positive achievable and recognizable out-
comes.

Fourth, to allow for greater ownership, transparency and ac-
countability, each subcommittee drafted mission statements and
goals for FY 2007. The creation of the subcommittee plans provides
the foundation for the tasks and priorities that the Council will ad-
dress in the next 12 months. As indicated in each of the sub-
committee plans, the Chief Human Capital Officers, the deputies,
and their staffs will work closely with OPM to achieve their objec-
tives. Developing and fostering this partnership will provide the
subcommittees with the opportunity to assess the current impedi-
ments to progress, compile and share best practices, and make rec-
ommendations on strategic human capital management challenges
to OPM, the Council and its stakeholders.

Fifth, the Council expanded the attendance of agency representa-
tion for Training Academy sessions. For example, in the past, the
Council’s Training Academy sessions were open to CHCOs only.
However, beginning in August 2006, each Council member can
send a total of three employees from their agencies to attend these
sessions. Due to this change, over 55 agency representatives at-
tended both the August session when the Departments of Justice
and Labor showcased their efforts to conduct competency assess-
ments of mission critical occupations and the October session
where OPM, OMB, the Department of the Treasury, and the Na-
tional Academy of Public Administration highlighted the impor-
tance of linking agency human resource offices into the competitive
sourcing process.

Sixth, during the full-Council meetings, CHCOs have the oppor-
tunity to share best practices from their agency. Examples of best
practice presentations included establishing effective CHCO and
Deputy CHCO working relations, which was conducted by the De-
partment of Energy in July and utilizing USAJOBS to improve
agency recruitment efforts by NASA in September. Sharing best
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practices by CHCOs facilitates greater dialogue and discussion dur-
ing the full-Council meetings. In addition, the agendas include
dedicated time for the subcommittee chairs to update the Council
on their progress.

Over the past several months, a number of important human
capital issues have been discussed at the full-Council meetings, in-
cluding an in-depth conversation on the use of human resource
flexibilities, recruiting top talent for management positions through
the Presidential Management Fellows Program, FY 2006 Senior
Executive Service performance data, and an update on the final
regulations for hiring individuals with disabilities. In addition, sev-
eral best practices were presented during the CHCO Council Train-
ing Academy Sessions including one led by the Departments of
Labor and Justice on conducting competency assessments for mis-
sion critical occupations. The subcommittees have also had best
practice demonstrations and discussions as well. For example, the
Emergency Preparedness Subcommittee received a briefing by the
Department of the Navy on their on-line system for tracking em-
ployees during an emergency. Based on this briefing, several
CHCO agencies received follow-up sessions from the Navy.

Moving forward, the executive director will continue to work with
the Council to capitalize on this open and collaborative environ-
ment and find innovative ways to discuss cutting edge human cap-
ital issues affecting the Federal Government and showcase best
practices that foster learning for the Chief Human Capital Officers
community. For example, in our November 2006 full-Council meet-
ing, we will receive a briefing from Christine Griffin, Commissioner
of the Equal Employment Opportunity Commission, on the hiring
of individuals with targeted disabilities and discuss the 2007 cer-
tification of performance appraisal systems for senior executives,
among other items. Future meeting topics will be discussed by the
Council and finalized by the Executive Committee in the coming
months.

Senator VOINOVICH. Do you have the resources that you need to
do this?

Ms. SPRINGER. Yes.

Senator VOINOVICH. Senator Akaka.

Senator AKAKA. Thank you very much, Mr. Chairman.

Director Springer, I mentioned in my opening statement that, ac-
cording to the SEA survey, 53 percent of respondents claim their
agencies use quotas. When you discover an agency using quotas,
what action does OPM take or do to address the issue?

Ms. SPRINGER. Well, first of all, OPM gets in direct contact with
that agency or that component of the agency, and presents to them
what we have learned and gives them an opportunity to respond
to it, in fairness to them. But then we will sit down with them, we
will review the program as they are executing it, and see if there
is, in fact, the use of quotas or if, in fact, there is a perception be-
cause of something that they are doing that would lead someone
to think that there is a quota. And whatever needs to be done
there, we will fix.

Then we have a regular process of going back. It is not exactly
an audit, but of revisiting in areas that has been a challenge.
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Senator AKAKA. From your statement, it seems as though there
is not a clear understanding as to what a quota is.

In your opinion, what constitutes a quota?

Ms. SPRINGER. 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.
Our goal is not the distribution. Our goal is developing perform-
ance and rewarding performance.

Now, it is conceivable, for example, in an agency that has a small
component of SES executives that they could all have an out-
standing year and all be at the highest level, and if that is the way
it comes out, if the goals that were established at the beginning,
well-articulated goals, measurable goals are all achieved at that
highest level, then that is fine. There is nothing in our system that
prohibits that.

What I think people have misconstrued is the fact that in a
group of 6,000 SES executives, 6,000-plus individuals, it is hard to
imagine that somewhere around 90 percent would all be at not just
fully successfully doing their job or even at exceeds, but at the out-
standing level. And that was the result that we were getting before
this system of really having clear goals and making distinctions
was in place. We had one agency that had 1,000 SES, and in the
year 2002 97 percent were all rated outstanding. Now, intuitively
that just does not make sense.

And so I think that people have interpreted those types of com-
ments to mean that we are shooting for a lower percentage. But
what we are shooting for is not a percentage or a curve or a certain
distribution, but it is a fair and accurate assessment based on per-
formance.

Senator AKAKA. Have you met with the SEA about quotas?

Ms. SPRINGER. Well, we have started that process. The first
meeting I had with Ms. Bonosaro was the day that the survey
came out. I heard it was coming, and I asked her if she would be
good enough to come over and visit with me, and she did. And I
am sure we will have many more meetings.

Senator AKAKA. The SEA survey also found that in smaller agen-
cies performance pay is restricted because of a shortage of funds.
How can small agencies implement a successful and fair pay-for-
performance system without additional funds?

Ms. SPRINGER. The fund pool, the pay pool, is obviously an issue
for small agencies. It is an issue for large agencies, too, candidly,
because no one is without budget pressures. But the fact of the
matter is that each agency has to take some responsibility for this.
It is not just an OPM issue. As I think one of you said earlier, we
all have a part in making this successful. So making sure the agen-
cies have the funding they need to reward their employees is not
just an OPM issue. It is an issue for that agency that feels they
do not have it. It is an issue for everyone who participates in the
budget process.

But where we have a particular role at OPM is make sure that
the system is in place, it is meeting standards, and that right from
the front end, the executive has clear, written goals, good manage-
ment has what they need to be successful, and then at the end of
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the day, certainly we all need to work together to make sure the
funding is there so that they can be rewarded appropriately.

Senator AKAKA. I understand that OPM, with OMB’s concur-
rence, may suspend certification if an agency’s pay-for-performance
system is not in compliance with the certification criteria. You did
mention in your remarks that certification is having a desired ef-
fect. Has any agency’s certification ever been suspended?

Ms. SPRINGER. To my knowledge, I do not think anyone ever—
no, the answer is no.

Senator AKAKA. And can you provide additional details as to
what an agency would have to do in order to have certification sus-
pended?

Ms. SPRINGER. It is really speculative, to be honest with you,
Senator. I have not ever come across it, nor would I expect that to
be the case. Let me get back to you on that, if I may, because it
is just very far removed from what we have experienced or what
we expect to experience. So I will get back to you with that.

Senator AKAKA. Director Springer, the merit system principles
call for equal pay for work of equal value. However, under the SES
pay-for-performance system, senior executives at different agencies
with the same performance rating do not necessarily receive the
same performance award.

In your opinion, how does the SES pay-for-performance system
comply with the principle of equal pay for equal work?

Ms. SPRINGER. I think that it does in the sense that the starting
point is a job definition with certain responsibilities and require-
ments and an individual who takes on that role—and so they start
at the same point. But then from that point, each individual distin-
guishes themselves in a given year by the level of their perform-
ance and the particular requirements of that job in that agency. So
you may have an accountant in agency A and an accountant in
agency B, or an accounting executive, if you will, and they may in
a given year, even though on paper typically it looks like the same
position, have certain challenges in that year. And this system
would allow us to recognize the stellar performance, for example,
of an individual in a particularly challenging year that went above
and beyond the basic requirements of their job.

So I do not think they are at odds. I think it just gives us the
opportunity to acknowledge years that exceed or are outstanding
for a given individual and then reward those.

Senator AKAKA. I understand that OPM conducts audits of agen-
cies to ensure adherence to the merit system principles. Has OPM
completed any audits of agencies’ SES pay-for-performance sys-
tems?

Ms. SPRINGER. Yes, I was just checking. It really is each year, in
effect, by the recertification process, we are examining what they
have done in the previous year. So, in effect, that is like an audit
de facto, if you will, because each year, with the exception of the
agency that has the 2-year full certification, we have to go back
and review what they have done, have they put it into practice and
met the expectations.

Senator AKAKA. Thank you very much, Mr. Chairman.
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Senator VOINOVICH. Senator Akaka, I would like to have another
3 minutes for each one of us and then wrap it up here because
there are other witnesses.

Agencies are allocated funds every year. They also are required
to fund a cost of living increase for employees, pay step increases,
and so forth. Now, when we get to the Senior Executive Service,
is there a pool of money that is available for them? And does that
reflect the cost of living? How does that work?

Ms. SPRINGER. There are really two major components to the
compensation award and adjustments that are made for a given in-
dividual in the SES, as I understand it. You have got a percentage
increase on their salary, and that is intended under our system to
recognize performance.

Senator VOINOVICH. Well, let me start off with this: We pass a
cost-of-living adjustment each year, X percent.

Ms. SPRINGER. Right.

Senator VOINOVICH. Is that amount of money reflected in the
budget of the departments or do they have to funnel these raises
from existing funds?

Ms. SPRINGER. Yes.

Senator VOINOVICH. And that is the money that you have to work
with.

Ms. SPRINGER. That is my understanding. And then, in addition,
obviously, there is the bonus pool as well.

Senator VOINOVICH. Is that an extra sum of money that depart-
ments are given, a bonus pool?

Ms. SPRINGER. In developing their budget requests, agencies
project personnel costs across their entire workforce. “Personnel
compensation and benefits,” the budget class or category that in-
cludes General Schedule salary increases and awards, also includes
SES pay increases and awards. In estimating the amounts needed,
agencies rely on historical projections. OMB’s government-wide
budget preparation instructions (OMB Circular A-11) include direc-
tions on how to reflect the effects of pay raises and assumptions
about those raises. Given the timing of the government’s budget
and appropriations processes, these assumptions are estimates.
OMB’s budget preparation instructions do not ask agencies to iso-
late SES compensation from that of the general workforce. OPM is
not in a position to instruct agencies on how they should allocate
funds for executive compensation when they develop their oper-
ating budgets after receiving their appropriations.

With respect to SES bonuses, more specifically, it must be noted
that for the SES, a performance award is part of the overall deliv-
ery mechanism for SES compensation, as legislated by the Civil
Service Reform Act of 1978. Agencies must adhere to the funding
limitations regarding the amount of performance awards paid in
any fiscal year, which are found in 5 U.S.C. 5384(b)(3). They usu-
ally do this by establishing an SES bonus pool. The actual alloca-
tions used to fund this awards pool are covered in the agency’s an-
nual operating budget process, as salaries and expenses (or equiva-
lent).

Senator VOINOVICH. It is my understanding that since the imple-
mentation of the pay-for-performance system, there is no guarantee
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of a pay adjustment for successfully rated employees. One of the
purposes of this system is to reward those that should be rewarded.

The enabling statutes of the new systems at the Department of
Homeland Security and the Department of Defense also do not
have such a requirement. But the guarantee for at least a market
adjustment was incorporated in the final regulations of both sys-
tems. Has OPM opened, or is it revisiting, such a regulatory
change for the SES?

Ms. SPRINGER. Yes.

Senator VOINOVICH. OK. You can do that by regulation.

Ms. SPRINGER. Well, I think we need to take a look at how it
would actually, in practice, happen. So I don’t want to say what the
vehicle is. But we are open to exploring that.

Senator VOINOVICH. Well, I would like to conclude with this com-
ment. First of all, I know you are working at it, and you have a
lot of things on your plate. But I have invested an enormous
amount of time in workforce refroms. One year from now I want
the problems solved. That means that you get in there with a mi-
croscope, and sit down with the organization that represents the
SES. I want this thing to be perfect. If it is not—how do you expect
us to have a successful rollout of this into other areas of the Fed-
eral Government?

It is really disturbing to me, honestly, that this has not worked
the way it should work. I want it to work.

Ms. SPRINGER. May I just respond to that?

Senator VOINOVICH. Yes.

Ms. SPRINGER. Nobody wants it to work properly more than I do,
and I think we have to be very careful that we do not take a survey
a few hundred people out of over 6,000 in a new system where
there are some execution issues and let that paint a picture that
it either is a bad system or that it will not work. It can work, and
it is working in many places.

Senator VOINOVICH. But may I tell you something?

Ms. SPRINGER. Yes.

Senator VOINOVICH. They should not be making the survey. You
should be making the survey. Employee acceptance of the system
is very important, but that does not mean that everybody is going
to be happy. But, overall, people should say: You know what? This
is neat. This is something that we have wanted for a long time.

Ms. SPRINGER. There is no question about it, and we do surveys.
We have not done one here yet because, candidly, what we find is
in surveys we have done of projects, demo projects, other projects,
it takes several years before the system really takes hold and peo-
ple see the value of it. And even there you typically get only to a
70- or 80-percent level of satisfaction with it, because there are
some people who are not going to come around as well as others.

And so I think it is a little bit premature. I think it is helpful
information. We take it seriously. As I say, I met the very first day
that it came out with—to get briefed on it personally. There are
things we are going to do. But I think we have to be very careful,
not just on the basis of that one survey, to run to the conclusion
that this is bad, it is not working. A lot of people are very happy;
even in the survey it picks that up.



15

Senator VOINOVICH. Well, the fact is it is not where it is sup-
posed to be. Do you agree?

Ms. SPRINGER. Agreed.

Senator VOINOVICH. OK. Has anybody ever sat down with David
Walker and his team to talk to them about what they did in terms
of when they implemented their program?

Ms. SPRINGER. We are very familiar with GAO’s approach. When
Comptroller General Walker undertook his multiyear efforts to
transform GAO and its workforce, he invested in an expansive ap-
proach that developed, validated, and uses mission-focused com-
petencies as the key driver. As you know, OPM’s work leading the
President’s Management Agenda initiative on the Strategic Man-
agement of Human Capital has also focused agencies’ attention on
assessing and reducing gaps in the competencies their mission-crit-
ical occupations require. GAO went on to link its competencies to
a broadly-drawn “performance management system” that covers
and integrates a host of human resources management processes.
Among those processes is the appraisal process itself where judg-
ments are made about the degree to which expectations have been
met and goals achieved. Within the Executive Branch, agencies
subject to the Government Performance and Results Act of 1993
have been making progress in emphasizing a results focus and im-
proving measurement of results. The Bush Administration has
been determined to pursue that results focus with respect to execu-
tive and employee performance appraisal, so that has been the cor-
nerstone of our effort to improve executive and employee perform-
ance management systems in the agencies. In many respects, the
efforts of GAO and the Executive Branch are congruent. Our work
differs to some degree in our results emphasis, particularly when
it comes to making judgments about whether agencies’ executive
appraisal systems are making meaningful distinctions based on rel-
ative performance, as the law requires when OPM certifies those
systems.

Senator VOINOVICH. Senator Akaka.

Senator AKAKA. Thank you very much, Mr. Chairman. I have
other questions for Director Springer, I would like to submit the
rest of my questions for Director Springer for the record.

Senator VOINOVICH. Without objection.

Thanks for your testimony, and we want to work with you. I
know you have a tough job, but I want you to know that I have
told Clay Johnson that I am going to spend as much time as I can
working with OPM.

Ms. SPRINGER. Good.

Senator VOINOVICH. I think that you are on the way to shaping
up OPM. I am proud of the progress that is being made, and we
want to do everything we can to help you. I think it is really impor-
tant, and I am going to get a letter off to my friend, Rob Portman,
that in this area, they should be really looking at the budgets to
make sure that you have got the resources that you need to go for-
ward and do this right.

Ms. SPRINGER. Very good. We are always glad to get more
money.

Senator VOINOVICH. Thank you.

Senator AKAKA. Thank you, Director Springer.
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Senator VOINOVICH. Our next panel of witnesses, we have Bren-
da Farrell, Acting Director Strategic Issues, at the GAO; and Carol
Bonosaro, President of the Senior Executives Association.

We thank both of you for being here today, and I appreciate the
fact that both of you had an opportunity to hear the testimony of
Ms. Springer, and I would welcome any comments that you have
in regard to what she had to say here today. We are trying to get
the best information we can before this Subcommittee.

Ms. Farrell, will you proceed?

TESTIMONY OF BRENDA S. FARRELL,! ACTING DIRECTOR,
STRATEGIC ISSUES, GOVERNMENT ACCOUNTABILITY OFFICE

Ms. FARRELL. Thank you, Mr. Chairman.

Senator Voinovich, Senator Akaka, thank you for the opportunity
to be here today to discuss the Federal Government’s implementa-
tion of performance management systems for the approximately
7,000 members of the Senior Executive Service and those in senior
positions. Let me briefly summarize my written statement that is
based on findings from our issued reports.

First, I want to emphasize that implementing pay-for-perform-
ance systems is a huge undertaking for organizations and requires
constant monitoring and refining in order to implement and, very
importantly, sustain them successfully. How it is done, when it is
done, and the basis on which it is done can make all the difference
in their success.

My written statement is presented in three parts. The first ad-
dresses the performance management system’s regulatory struc-
ture. Overall, the regulations that OPM and OMB develop to ad-
minister a performance-based pay system for executives serves as
an important step for agencies in creating a clear linkage or line
of sight between executives’ performance and organizational re-
sults. To qualify for the pay flexibilities, OPM must certify, and
OMB must concur, that an agency’s system meets nine criteria.
The certification criteria are generally consistent with key practices
for effective performance management that GAO has identified in
prior work.

The second part of my statement addresses agencies’ views of
OPM’s certification process. In our ongoing work for this Sub-
committee and the Senate Committee on Homeland Security and
Governmental Affairs on OPM’s capacity to lead and implement
human capital reform, we asked agency Chief Human Capital Offi-
cers and Human Resource Directors to describe their experiences
with OPM’s administration of the revised executive performance
system. We heard a number of concerns from agencies regarding
OPM’s ability to communicate expectations, guidance, and dead-
lines to agencies in a clear, consistent, timely manner.

For example, one official noted that while OPM tries to point
agencies in the right direction, it will not give agencies discrete re-
quirements. This leads to uncertainty about what agencies must
and should demonstrate to OPM. Some agency officials told us
that, in some cases, OPM changed expectations and requirements
midstream, with little notice or explanations.

1The prepared statement of Ms. Farrell appears in the Appendix on page 00.
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OPM explains that it intentionally allowed some ambiguity in
the regulations for the new system, in an attempt to provide agen-
cies with management flexibilities. However, OPM officials agree
that agencies need better guidance and are working on improve-
ments. The late issuance of guidance has also been problematic for
agencies. OPM did not issue guidance for 2006 until January of
that year and then clarified this guidance in a memorandum later
that month.

The third part of my statement addresses the need for OPM’s
oversight of the implementation of agencies’ senior executive per-
formance systems. Most agencies have been challenged to receive
the full certification, meaning that the agency is able to provide
documentation showing that the agency has designed and fully im-
plemented a system meeting all nine criteria. According to the lat-
est OPM data, performance systems at 25 agencies have been cer-
tified during calendar year 2006. Of these, only the Department of
Labor’s SES system, as you earlier noted, received full certification.
The remaining systems at 24 agencies received only provisional
certification, meaning that the agency must provide documentation
showing that its performance system meets design criteria but in-
sufficient documentation exists to show that the system is fully im-
plemented.

These findings are not surprising. As GAO has noted in its past
work, agencies could find it initially difficult to provide the nec-
essary performance data as required for the two appraisal periods
preceding the certification request. In addition, we reported that
many agencies have undertaken valuable efforts to link their exec-
utive management systems to their organizational successes, but
agencies need to strengthen that linkage to use their performance
systems more strategically to achieve organizational goals.

Agencies receiving full or provisional certification can use the
higher pay rates. Going forward, it will be critical for OPM to con-
tinue to closely monitor the certification process to help ensure that
provisional certifications do not become the norm and agencies
reach full certification by not only developing but fully imple-
menting systems for their senior executives.

In summary, performance-oriented pay should only be one part,
a critical part, of a larger organizational effort to improve the per-
formance of an agency. High-performing organizations understand
that they need senior leaders who are held accountable for results,
drive continuous improvement, and lead and facilitate efforts to in-
tegrate human capital approaches with organizational goals. Al-
though there have been some challenges with the new senior exec-
utive performance system, what will be important is how OPM
works with agencies to meet the full certification criteria.

Mr. Chairman, this concludes my statement. I will be happy to
take questions when you are ready.

Senator VOINOVICH. Thank you very much. Ms. Bonosaro, wel-
come.



18

TESTIMONY OF CAROL A. BONOSARO,! PRESIDENT, SENIOR
EXECUTIVES ASSOCIATION

Ms. BONOSARO. Chairman Voinovich, Ranking Member Akaka, I
am delighted to be here today, and the Senior Executives Associa-
tion truly appreciates your interest in this new SES pay and per-
formance management system, as well as your invitation to testify.

As you know, many reports and studies have pointed to both the
importance and the quality of the career Senior Executive Service
corps, including the 1993 Volcker Commission, which observed, “No
organization in this country is more dependent on qualified senior
leadership than the Federal Government.”

Given this, it is clearly in the public interest to attract and re-
tain the best corps of senior executives possible and to compensate
them and manage their performance in as fair and effective a man-
ner as possible.

We have had a clear interest in seeing this new system with the
higher pay caps be successful, and all the association’s efforts have
been directed to ensuring that result.

Over the past 2 years, we received complaints regarding the sys-
tem’s implementation. When those concerns about the new system
persisted, we decided to conduct a survey to obtain information
from the executives themselves regarding their experience with and
views of the system. Through our partnership with Avue Tech-
nologies, we surveyed 850 respondents, which is approximately 12
percent of the career corps. We consistently urged executives, be-
cause this was a voluntary survey, that we wanted to hear from
both those who believed the system was wonderful and those who
believed it was not wonderful. In other words, we wanted to hear
both the good and the bad.

The respondents’ characteristics closely mirror that of the senior
executive corps, and I think that is very important because they
are, indeed, very representative. And especially important is the
fact that the salaries of those surveys almost perfectly mirror that
of the SES corps as a whole. Therefore, I think you cannot argue
persuasively that the respondents hold negative views because
somehow or other they have not fared as well as others in this new
system.

So the end result, I think, is a survey that sought objective infor-
mation, as well as opinion, and showed substantial evidence of
problems in the implementation of the new system. To put it an-
other way, although the provisions of the statute and the regula-
tions—with a few clear exceptions, in our view—made sense, some-
thing has been “lost in translation” as the system has been imple-
mented.

The view of many survey respondents, as you know, is that agen-
cies’ implementation of the pay system has often resulted in a dis-
connect between ratings and pay adjustments, imposed systems of
arbitrary quotas, and failed to be transparent.

While over 96 percent of respondents believe they should be held
accountable for performance, 86 percent said the system had no ef-
fect on their performance, and 56 percent said it had no effect on

1The prepared statement of Ms. Bonosaro appears in the Appendix on page 00.
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their motivation. But 40 percent saw the system as having a nega-
tive effect on morale.

The survey results clearly show three major issues that must be
addressed: Many senior executives believe that de facto quotas are
being enforced that are affecting their performance ratings; senior
executives see no clear, consistent correlation between ratings and
pay adjustments; and senior executives doing a good job at the fully
successful or higher level often receive no salary adjustment.

Simply put, the SES pay-for-performance system needs attention.

Senator VOINOVICH. You mean 15 percent of the highest rated
people got no increase?

Ms. BoNOSARO. Well, in fact, let me give you a little more detail
on that because that was a number that took into account those in
rating systems that involved 3, 4, and 5 levels. But if you look at
those in 4-level systems, 7 percent of those with the very highest
rating received no raise and no bonus; 5 percent of those with out-
standing ratings in a 5-level system received no raise and no
bonus.

Now, Director Springer notes that a fully successful rating is a
good rating and should be seen that way. But I think the problem
is that if there is no pay adjustment at least to keep pace with the
cost of living that one might receive, if all pay adjustments are per-
missible and you are doing a successful job, then the system is not
making much sense. And so that is why we recommend a legisla-
tive solution to resolve that problem.

Senator VOINOVICH. To make it mandatory?

Ms. BONOSARO. Yes.

Senator VOINOVICH. You are telling me that they did get a cost
of living?

Ms. BoNOSARO. Correct. All pay adjustments are permissible in
the system, and they are all to be based upon performance. None
are required, so we have had—in fact, if you read through the com-
ments in the survey, there was one executive who was a Presi-
dential Rank Awardee who received nothing for an outstanding rat-
ing. That sends a very wrong message.

Senator VOINOVICH. Is that in your survey?

Ms. BONOSARO. Yes.

Senator VOINOVICH. Specifically individuals that were in that
category?

Ms. BONOSARO. Yes.

Senator VoiNovICH. OK.

Ms. BoNOSARO. We also believe the SES pay system should be
reformed to recognize the reality that performance awards should
become a substantial part of SES compensation. They should count
:ciowalrllrds retirement, and our legislative proposal suggests a way to

o this.

We also propose that an agency be required to inform an execu-
tive of his or her final rating and the reasons for it within a reason-
able period of time, namely, 60 days. Seventeen percent of all re-
spondents reported not having their ratings discussed with them at
all last year, while 37 percent received only a cursory discussion.

We think our legislative proposals are especially necessary be-
cause the most disturbing finding is that, with 31 percent of the
SES currently eligible to retire and 90 percent eligible to retire
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over the next 10 years, 16 percent of the respondents indicated
they are accelerating their plans to separate due to this new sys-
tem.

Senator VOINOVICH. Sixteen percent?

Ms. BONOSARO. Sixteen percent. Forty-seven percent indicated
the new system has had a negative effect on interest in the SES
by GS-14s and GS-15s, and that I think is especially unfortunate.

As Senator Akaka noted, 53 percent of those surveyed agreed
that agencies rated executives to achieve a forced quota in 2005.
Therefore, we recommend a statutory prohibition against the use
of quotas or forced distributions. We recognize that such a prohibi-
tion exists in regulation, but our hope is that with a statutory pro-
hibition, perhaps agencies will take this more seriously.

We recommend that those entering the SES from the General
Schedule be assured of a minimum 5-percent increase in their sal-
ary. At present, there is no requirement whatsoever, and agencies
have adopted a variety of practices.

To resolve the continuous round of certification and recertifi-
cation, we recommend that all certifications no longer be on a cal-
endar-year basis but last for 60 months, especially since OPM can
rescind recertification at any time. OPM should provide clear and
consistent advice to agencies on how to comply with requirements
for certification 6 months before the recertification application is
due or before decertifying an agency.

Apart from the legislation we recommend, we believe that OPM
and the agencies themselves must take steps to examine their
practices and the problems identified in this report; namely, they
must determine what has contributed to these results in spite of
their best intentions. They need to look at the message sent, I
think, by the focus each year in OPM’s annual report on SES rat-
ings, the focus on the number, the percentage of drop in the high-
est ratings given. I think that continual focus sends a message
which may be unintended.

This is not an issue of pay. It is an issue of providing an SES
system that is guided by the public interest. The successful mission
accomplishment of the Federal Government depends on the exper-
tise and skills of current and future highly qualified and experi-
enced senior executives.

I will close with a comment from a survey respondent, and I hope
that you have an opportunity to read many of the comments we
provided in the report because they provide a very graphic illustra-
tion of the survey data. A senior executive from the Veterans Ad-
ministration wrote, “I have done about as well as any executive
could have asked for under the performance and pay system. My
pay raises and bonuses have been among the highest in the agency.
But I see systemic flaws which are, in fact, demoralizing significant
portions of our SES cadre and will weaken its foundations in the
future.”

Thank you for your time.

Senator AKAKA. Mr. Chairman, I regret I must leave. I want to
thank the Chairman for holding this important hearing and thank
the witnesses for your testimony. And, Mr. Chairman, I would like
to submit my questions for the record.
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Senator VOINOVICH. Without objection, and we expect the wit-
nesses to get back to Senator Akaka.

Thanks, Senator Akaka, for being here.

Ms. Bonosaro, were performance appraisals for the SES con-
ducted before this new system?

Ms. BONOSARO. Yes.

Senator VOINOVICH. And was that uneven throughout the SES,
some of it good, some of it bad?

Ms. BoNOSARO. Well, we did a survey, in cooperation with OPM
in 1999, and at that time we knew that we had some of these prob-
lems—in other words, some executives were not having regular
performance appraisals, sit-down conversations, and so on.

I think one of the issues that has been misconstrued is when we
look back, as Director Springer referred to, there were places that
had 97 percent of their executives at the highest rating, however,
that occurred primarily in agencies such as the Department of De-
fense with three-level systems, so the highest rating was fully suc-
cessful. One would, therefore, expect you would have 97 percent of
all people at that level.

I think performance evaluation has always been an issue, people
making time for it, making it meaningful. But I think what we do
know is that the executives who we talk to do not feel as though
they need that kind of system to motivate them. They are so com-
mitted to their work, they work so hard, they are so interested in
what they are doing and committed to the mission that a lot of
them do not feel that this has added very much, frankly.

Senator VOINOVICH. Well, it is a lot of work.

Ms. BONOSARO. Yes.

Senator VOINOVICH. It really is. If anybody has done it, you know
it is a lot of work. I did it when I was mayor, and it was tough
to get people to do it, to have them spend the time. We do it in
my office now.

It would seem to me, though, that members of the Senior Execu-
tive Service would welcome the opportunity to sit down and talk
about what they are doing, what the goals are, how they fit in the
organization, set goals, and then periodically review them. I know
from experience that if somebody is doing a good job, they would
like to be recognized for it.

Ms. BoNOsARoO. I think it is clear that they do agree with that,
that if a system like this is handled in a meaningful way, of course,
they would support it. If, as Director Springer says, goals are de-
veloped that make sense, that can be measurable without being
quantifiable, and that in the end you are judged fairly on the basis
of how well you did, instead of being told that, well, we just cannot
go in with that many outstandings, so we are going to give you a
fully successful. That is where the pin goes in the balloon.

Senator VOINOVICH. Probably what is driving that is money, isn’t
it?

Ms. BoN0sARoO. I think two things are driving it: In part perhaps
money, but I think there is a perception somewhere along the way
in the agencies that the way to be recertified is to come in with
lower—keep lowering the number of executives being rated at the
highest level.
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Senator VOINOVICH. Well, basically what it should be is that you
should call it as it is.

Ms. BONOSARO. Yes.

Senator VOINOVICH. You don’t sit down with a bell curve. It
should be based on reality and not on some type of comparative or
quota system.

Ms. BoNOsARO. Well, if we, in fact, had a bell curve that reflected
reality, then you would have to wonder whether our selection proc-
ess for the SES were a problem, because we expect these people to
be very high performers.

Senator VOINOVICH. To be outstanding. Right, I get it.

Ms. BONOSARO. Yes.

Senator VOINOVICH. Are you familiar with the system at the De-
partment of Labor?

Ms. BONOSARO. No.

Senator VOINOVICH. I would really be interested to know what it
is that they are doing to have gained full certification.

Ms. BONOSARO. Yes.

Senator VOINOVICH. It would be interesting to find out from your
folks over there how they feel about it and what things were put
in place there that are absent from other places.

Ms. BoNOSARO. We can certainly try to do that. I think the one
caution I would make is that I would strongly suspect that if we
look at the report, there are agencies that were provisionally cer-
tified as well. It may be that what got an agency certified may not
necessarily result in a better record on the kind of problems that
we have identified, because I think that there is a disconnect some-
where along the way. I think most of the Chief Human Capital Of-
ficers would tell you, for example, that they have done everything
possible to make the system transparent, that they do not under-
stand why these executives say they have never seen the report or
they do not know anything about how other people are rated, or
how they stack up to others in the agency. But yet that is what
we hear.

So somehow or other, that is why I think that not only OPM but
the agencies themselves have to sit down and take a hard look at
where this is getting lost in translation along the way.

Senator VOINOVICH. Well, you know, I would really appreciate
some help on that because if somebody gets a certification, not pro-
visional but a real certification, it indicates to me that they have
got a system in place where the people that are in the system feel
that it is a good system, that they have had the training and all
the other incidental things that are necessary to make it success-
ful.

Ms. BONOSARO. I think one of the good questions to ask—and we
have tried to learn this ourselves without very much success—is to
gain a real understanding of what the requirements are in that cer-
tification process.

I do know that they look at a sample of performance standards
for senior executives to determine that they are, in fact, using
measurable standards. But beyond that, I am not certain that they
are asking, well, how are you training others in utilizing this sys-
tem, for example.
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I suspect, from what I hear and from talking with OPM staff,
that they are requesting data, they are looking at standards, but
I think the question of how are you putting this in place—are you
doing training and so on?—may be the missing link. But I do not
know that for a fact.

Senator VOINOVICH. Ms. Farrell, have you had a chance to look
at what I have just been talking about and what some of these
agencies are doing? Can you give me an idea, if you have one, what
are the things in place that are making one system more successful
than another one? Is there a formula that you have that can guar-
antee that—maybe not guarantee, but at least lend itself toward
being successful with what we are trying to accomplish here?

Ms. FARRELL. I think you are right, Mr. Chairman, best practices
need to be shared, and the agencies that we have spoken with, in-
cluding DOD, are hungry to learn how to move forward not only
beyond establishing the framework for a performance-based system
but how to implement it. I think that most of these agencies do
have a handle on how to design such a system, but they do not
know how to move forward with implementation.

There could be lessons learned, obviously, from DOL because
they have taken that next step. They are the only agency for this
calendar year that does have a system that is fully implemented.
That tells me that they are adhering to the nine criteria in regula-
tions, which I noted earlier in my statement, follows the key prac-
tices that high-performing agencies use to be effective with per-
formance management.

I think that the CHCO Council is one venue to share the best
practices, and we have been meeting with OPM and do know that
the CHCO Council is planning to do more in that particular area
of sharing the certification lessons learned.

Senator VOINOVICH. I asked Ms. Springer the question of does
she have the resources to effectively certify agencies. That is key.
The answer to that was yes. Do you agree with that?

Ms. FARRELL. Well, as you know, we have an engagement under-
way that is looking at OPM’s capacity to lead reforms such as the
SES certification process, and they have been in a transformation
themselves since 2003 of going from the rulemaker to the tool-
maker. I do not think it is just a question of do they have enough
people, but do they have the people with the right skills to help
agencies, not just see if an agency is in compliance with certifi-
cation requirements, but help the agency understand how to de-
velop a road map or implement that road map into implementation
for a performance-based appraised system.

Senator VOINOVICH. When is that report going to be issued?

Ms. FARRELL. That will be due to you late November of this year.

Senator VOINOVICH. Well, I have been trying to get OMB to guar-
antee that agencies have the resources to do the job that they are
being asked to do. One of the things that disturbs me is that the
nondefense discretionary part of the budget is the one that is get-
ting squeezed. If you look at some of these agencies, you are find-
ing that they are flat-funded and, in fact, their budgets have gone
down because they are not being adjusted for inflation, and they
are just being squeezed to death. I will be anxious to see what your
report has to say in that regard.
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Are you familiar at all, Ms. Bonosaro, with what they are doing
over at OPM with the staff that do the certification?

Ms. BoNoOsARO. Well, we developed an awful lot of paper for a
long time, thinking we were obtaining the plans that were coming
in for certification, until we learned one day that the actual per-
formance management plans that were acceptable were ones that
had been, in fact, approved even prior to this new system, and that
where the action was was in the review of these standards and
looking at a lot of data about pay adjustments and ratings and so
on, which is why I agree with what GAO has found. They are fo-
cusing on the structure of a system, but not what happens when
you actually put that into implementation, as best we can tell.

Senator VOINOVICH. Is GAO in favor of this, if done properly? Or
do you think this is a hassle and agencies should not get involved
in it?

Ms. BoNOsARO. Well, frankly, we thought we had pay for per-
formance because, as you know, the SES had a system of bonuses
and Presidential Rank Awards. But as you also know, we had tre-
mendous pay compression before this new system.

Senator VOINOVICH. Yes, pay compression.

Ms. BONOSARO. Tremendous. So this gave us the——

Senator VOINOVICH. And we lifted that. We worked very hard.

Ms. BONOSARO. Yes.

Senator VOINOVICH. They were limited, and we have increased
that cap. Then when they were receiving bonuses they would not
receive the full amount in a year because they would exceed the
cap.
| Ms. BONOSARO. Yes, and we dealt with the annual compensation
imit.

I think what is unfortunate in the new system, though, is that
we did lose locality pay for these people, which is another issue
that we have addressed in our legislative recommendations, and
that presents a real issue when you think about moving a senior
executive, which as you know, is part of the system. That is the
risk you take, to be geographically reassigned. Well, right now, God
help you if you get moved from Kansas City to San Francisco, be-
cause there are no locality pay adjustments. And that, plus permis-
sive cost-of-living adjustments, if you combine this, a lot of this to-
gether, the net result is you have those talented and smart GS-14s
and GS-15s who should be aspiring to the SES now looking at it
saying, Why would I want this?

And so our view is we have got to make this system work. It has
got to work well. And these are also the people who would be im-
plementing a system for the rest of the civil service. So they have
got to feel that they know that this can work well if they are going
to make a system like this work well for those beneath them.

Senator VOINOVICH. Ms. Farrell, as GAO has evaluated other
personnel reforms, has GAO found the initial response the same
kind that we have had out of this recent survey? Are you familiar
with the survey?

Ms. FARRELL. Well, the survey, as you know, was released last
Monday. I am familiar with it. We have not studied the method-
ology. The study is a piece of information that adds, I think, some
value. We feel that OPM should not just be relying upon numbers.
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It is important to consider if the agency’s performance-based sys-
tem takes into account the client’s needs as well as the employee’s.
Surveys are one measure to determine if the employees are actively
involved in the design of the system. To our knowledge, the Federal
Human Capital Survey has not taken employee feedback into ac-
count or how the agencies been doing with their administration of
the performance-based system since 2004. Employee feedback on
appraisal systems is something that could be rolled into that sur-
vey.

Senator VOINOVICH. Well, I would be interested to get all this in-
formation together to give us some kind of a blueprint as to what
needs to be done here in the next year or so to shape this up, and
perhaps get together more often with folks over there to make sure
that it happens.

The SEA has recommended a statutory change to prohibit quotas
or forced distribution of ratings under the system. However, the
regulations already prohibit quotas and forced distribution.

How do you feel, Ms. Bonosaro, that a statutory provision would
be more effective than the current regulation?

Ms. BoNOSARO. Well, obviously we have not proposed any pen-
alties here, but we hope that agencies would be inclined to take a
statutory prohibition more seriously.

There was one case of what we thought was pretty clear evidence
of a quota in effect at one agency, where there was a set of Power-
Point slides that were being used to brief on the new system, one
of which was literally a normal distribution curve. And we reported
that to OPM. We never did learn what action they took, but our
understanding was later that the recommendation was, well, why
don’t you eliminate the slide, but we understand that this is just
a—it was referred to as a “notional concept.”

So that to us did not seem to send a very strong signal that this
is not the way to implement this system.

Senator VOINOVICH. Again, getting back to what I asked earlier,
has your organization looked at what different agencies have done
for training and preparation to go forward with pay-for-perform-
ance systems?

Ms. BONOSARO. No.

Senator VOINOVICH. You have not. How about GAO? Will that be
in this report?

Ms. FARRELL. No, that specifically will not. Our report looks at
not just the SES certification, but other activities that OPM has
had underway. The last time we looked at performance-based sys-
tems for the senior executives was in 2004, right before this new
certification process was launched. At that time a number of agen-
cies had efforts underway to fully implement performance-based
systems, but they weren’t quite there yet with implementations.
Obviously there are best practices. We are just not there yet.

If I can say, Mr. Chairman, we do feel that pay-for-performance
starts at the top with the senior leaders. The senior leaders lead
by example, and much can be learned from the experience, as you
acknowledged earlier, of implementing such pay reforms for the
senior leaders that then will cascade down to employees in the rest
of the agency. It is part of an executive’s stewardship responsibility
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for continuous improvement, and a performance-based system is a
tool to help reach that end.

Senator VOINOVICH. Well, as I said, it would be interesting to see
what things Comptroller General Walker and his team put in place
to make this a successful system, and what may be applicable to
other agencies. In other words, here are the ten things that you
need to do if you want to have a successful system. Training is a
big thing.

Ms. FARRELL. Right.

Senator VOINOVICH. Communication is another one; the kind of
commitment that is made from top management that this is a pri-
ority, and will be done right. The system should show employees
how their job translates into the organization doing a better job
than what it was doing; the feeling of individuals that are in the
system that it is a fair system, it is transparent, it is not arbitrary,
some of the other criteria. I would suspect that if we did a real in-
vestigation into agencies, we would find out that some have done
a terrific job in that area and others have not done the job.

That is why I made reference to the Spiral 1.1 at NSPS, that I
think they have done a terrific job of educating and informing peo-
ple, and up to now they are buying into it. We will see how it
works out. So, I am anxious to see your report and look at some
of these other things. I would welcome any other thoughts. I know
you have made some recommendations for statutory changes. I
would be more than happy to look at them, sit down with Senator
Akaka, and see if we can get some kind of consensus on them.

The SES are the leaders in the government, and a potential 90
percent turnover in 10 years is frightening. I think back in 2001
when I said by 2005 we were likely to lose—what was it? I think
55 percent or even more of the workforce. I do not think we have
lost them as some anticipated, have we?

Ms. BoN0OSARO. No, although I think the numbers are inching up
a bit because OPM’s retirement projections are continually chang-
ing now, I gather, at least for the SES, based upon the experience
they are seeing. So it probably is inching up, but not only do we
want to keep them as long as we can, but the critical thing that
we are concerned about, indeed, is who will follow in their foot-
steps.

Senator VOINOVICH. Yes. You said 15 percent of them are think-
ing about tipping their hat earlier. I mean, the truth of the matter
is that many of these agencies are being run by folks that could
leave now, and they are sticking around, frankly, I think, because
they believe in their country and feel good about the work that
they are doing and making a contribution. We certainly want to
make sure that they are happy with that and not have a system
that encourages them to leave.

Ms. BoNOSARO. Well, unfortunately, that is a lot of what comes
through in the comments, and it is very sad because there are peo-
ple who absolutely love what they are doing and care about their
country, and in a couple of cases they say, “I have got to get out
the door because what I am being subjected to”—as I say, how it
got translated down the line, “just makes no sense.”

Senator VOINOVICH. I want to ask you one last question. I have
been promoting, as Comptroller General Walker has, the creation
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of a Chief Management Officer in both the Departments of Home-
land Security and Defense to really be dedicated to systemic
change. That individual would serve a 7-year term so that some of
these things that we are attempting to do have continuity. And
from my experience as a mayor and governor, systemic change
takes a long time to get done.

What do you think about that?

Ms. BonOsARO. Well, actually I do not think about that because
our board of directors has to think about that. We discussed your
proposal briefly a little while back, and our board has to come back
to it because they do take an issue like that seriously, and will be
happy to weigh in with you.

Sena(l)tor VoiNovicH. OK. In other words, they have not taken it
up yet?

Ms. BonoOsARroO. Correct.

Senator VOINOVICH. I would really appreciate it if they did. I lob-
bied Congress for 18 years as mayor, governor, Chairman of the
National Governors Association, and President of the National
League of Cities. What discouraged me so often was how adminis-
trations often ignored the expertise of the folks that really run the
place. I hope that more of them feel like they are not being ignored
today than they were in the past. They want to see organizations
change for the better. It seems to me that a lot of stuff just stops
until the new political team is in place, which can take a year.
That is the reason I think that having someone in charge of man-
agement would make a great deal of sense. So I appreciate your
looking at it.

Ms. BoNOsSARO. We will be happy to.

Senator VOINOVICH. And I know, Ms. Farrell, that Comptroller
General Walker feels strongly about it.

Ms. FARRELL. Yes, he does.

Senator VOINOVICH. As I say, I would like you to look at it be-
cause none of these things get done around here until you get a lit-
tle traction, and you do not get traction until people that are re-
spected in organizations say this is a sensible thing to do.

I want to thank you very much. This has been a very good hear-
ing. I am glad we had it. I keep asking people, How is the SES pay-
for-performance going? These reforms are so important. If we can-
not get this thing in the SES, the chances of growing and cascading
are out. Forget it, you know.

Ms. BONOSARO. Yes.

Senator VOINOVICH. So we want to work with you and make it
a success.

Ms. BoNOsARO. Wonderful. We appreciate that.

Senator VOINOVICH. Thank you. The hearing is adjourned.

[Whereupon, at 12:33 p.m., the Subcommittee was adjourned.]
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Mr. Chairman and Members of the Subcommittee:

I appreciate the opportunity to appear before you today to discuss progress to date on the
implementation of a pay-for-performance system for members of the Senior Executive
Service (SES). I want to thank you, Senator Voinovich, for the continuing support you
and other Members of the Subcommittee have demonstrated for effective performance
management. In particular, I appreciate your support for providing the statutory authority
for a performance-based system for SES members under the National Defense

Authorization Act of 2004.
The Office of Personnel Management (OPM) is playing a pivotal role in ensuring the

successful implementation of the pay-for-performance system for the SES. Our role is

twofold. First, OPM is committed to providing agencies the assistance they need to

(29)
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design and implement these systems successfully. Working through published guidance,
agency training events, and the everyday efforts of OPM’s individual agency human
capital officers, we are partnering with agencies on the successful deployment of a

performance-based compensation system.

OPM’s second role is to oversee the effectiveness of these systems, chiefly through the
certification process outlined in the statute. Under the law, agencies must receive
performance system certification from OPM before their SES members can be paid above
level TI1 of the Executive Schedule. To guide agencies through the process, OPM
published detailed regulations with criteria for certification in 2004, and has provided
additional guidance as needed since. We scrutinize agency submissions carefully and
certification is granted as either a “provisional” or one-year certification or a “full” two-
year certification, depending on the extent to which the agency has met the criteria.

Certification decisions require the concurrence of the Office of Management and Budget.

We are completing the third year of the certification process, and agencies’ data
submissions have improved significantly since the first review. In the past, Federal
executive performance plans and measures had generally focused more on activity, and
less on achievement. Today, well-documented performance plans with measurable goals

closely aligned to mission requirements are the norm.

The certification submission package also includes information on ratings, as well as

average increases in base salary and performance awards paid. According to the most
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recent information received by OPM, progress is being made in this area as well.
Agencies are using multi-level systems effectively and making meaningful distinctions in
ratings. We have seen increasing linkage between the general level of executive ratings

and indicators of overall organizational performance.

Transformations of this type take time, and agencies are continuing to perfect the
required elements of performance plans and measurement. To date, only a few agencies
have been approved for full certification. Although it remains a work in progress, we
believe that certification is having the desired effect of driving improvement in agency
performance management. We are currently preparing guidance for the 2007
certification cycle, highlighting areas of improvement for agencies to address in their

upcoming submissions. We anticipate continued progress next year.

Implementation and oversight of the system have been complicated by a gap in the
underlying statute, Under the current law, agency certification expires at the end of the
calendar year. Most agencies, however, complete their performance payouts from the
previous year in January, which delays their certification submission to OPM, often until
several months into the calendar year. As a result, most agencies have a gap of time
beginning January 1 until their certification submission is submitted and approved where
they cannot hire new SES members at a rate higher than the rate for Executive Schedule
level I and cannot increase pay for SES members who are already at or above the rate
for level III. Agencies have been disadvantaged in their recruitment of senior executives

during this time.



32

Earlier this year, OPM issued regulations to provide some relief. When agencies receive
certification of their performance management and pay systems, they may now provide
pay increases to SES members impacted during the time when the agency's system was
not certified. This is only a partial fix, however, and we ask that this Subcommittee
consider the draft legislation we submitted to the Congress on June 2, 2006, eliminating
the calendar year basis for certification,. We would propose an agency’s certification

remain in effect for up to 24 months from the date of last certification.

Another limitation inherent in the current statutory framework is the inability of senior-
tevel (SL) and senior scientific and technical personnel (ST) to have access to Executive
Schedule level IT pay. As a result, these senior leaders are deprived of the incentive of a

higher compensation opportunity.

OPM is committed to systems of compensation that reward Federal employees for
performance, in contrast to those systems driven by longevity. We steadfastly believe the
SES pay system is a good system. We recognize, however, that there may be some

inconsistencies with how the new system is being implemented across the Government.

We are reviewing the study released last week by the Senior Executives Association and
believe it will help us understand areas where managers may be executing the system
improperly. We will address specific issues with the Chief Human Capital Officers

Council.
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1 remain firmly convinced that pay-for-performance is critical to the success of
Government and will achieve even greater results as we work to improve its operation

both at the Senior Executive Service level and throughout all levels of Government.

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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HUMAN CAPITAL

Aligning Senior Executives’ Performance
with Organizational Results Is an
Important Step Toward Governmentwide
Transformation

What GAO Found

Overall, the regulations that OPM and OMB developed to administer a
performance-based pay system for executives serve as an important step for
agencies in creating an alignment or “line of sight” between executives’
performance and organizational results. To qualify for the pay flexibilities
included in the statute, OPM must certify and OMB must concur that an
agency's performance management system meets nine certification criteria,
including demonstrating that its performance management system aligns
individual performance expectations with the mission and goals of the
organization and that its system as designed and applied makes meaningful
distinctions in performance. The certification criteria are generally consistent
with key practices for effective performance management systems GAO
identified that collectively create a line of sight between an individual's
performance and an organization’s success. To receive a full 2-calendar-year
certification, an agency must document that its senior executive
performance management system meets all nine of the criteria. Agencies
can meet four of nine criteria and demonstrate that their system in design
meets the remaining certification criteria to receive l-year provisional
certification and use the higher pay rates. .

Two divisions in OPM, as well as OMB, independently review agencies’
certification submissions. A number of agencies GAO contacted expressed
concern over OPM's ability to communicate expectations, guidance, and
deadlines to agencies in a clear and consistent manner. OPM officials agreed
that agencies need beiter guidance and were working on improvements.

In monitoring agencies’ performance management systems, OPM can
suspend an agency's certification at any time with OMB concurrence if an
agency is not complying with the certification criteria. According to OPM
data, performance management systems at 24 agencies were certified during
calendar year 2006. Of these, only the Department of Labor’s system
received full certification; the remaining systems received only provisional
certification. These findings are not surprising. As GAQ has noted in its past
work, agencies could find it initially difficult to provide the necessary
performance data to receive full certification. Going forward, it will be
important for OPM to continue to monitor the certification process to help
ensure that provisional certifications do not become the norm, and agencies
develop performance management systems for their senior executives that
meet all of OPM's requirements.

The new performance management system for the government’s senior
executives will help agencies align individual, team, and unit performance with
organizational results. Although there have been some implementation
challenges, what will be important is how OPM works with agencies to meet
the certification criteria. Moreover, the lessons learned in implementing the
senior executive performance management system can be applied to
modernizing the performance management systems of employees at other
levels.

United States A ility Office
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Chairman Voinovich, Senator Akaka, and Merbers of the Subcommittee:

Thank you for the opportunity to be here today to discuss the federal
government's implementation of pay-for-performance systems for the
approximately 7,000 members of the Senior Executive Service (SES) and
those in other senior positions. As we have consistently testified, and as
the Subcormmittee has recognized, an agency’s human capital is its most
important catalyst for transforming government to meet the current and
emerging challenges of the 21st century. We have also highlighted how
federal human capital systems designed in the past are outmoded and, in
some cases, barriers to an agency’s transformation.

In our earlier work on senior executive performance management, we
noted how high-perfortaing organizations have recognized that a critical
success factor in fostering a results-oriented culture is a performance
management system that creates a “line of sight” showing how unit and
individual performance can contribute to overall organizational goals and
helping them understand the connection between their daily activities and
the organization’s success. We also discussed how high-performing
organizations understand that they need senior leaders who are
accountable for results, drive continuous improvement, and stimulate and
support efforts to integrate human eapital approaches with organizational
goals and related transformation issues.’

In 2002, we reported that significant opportunities existed to strengthen
agencies’ efforts to hold senior executives accountable for results through
their performance management systems.® In particular, we reported that
more progress was needed in explicitly linking senior executives’
performance expectations to the achievement of results-oriented
organizational goals, fostering the necessary collaboration both within and
across organizational boundaries to achieve results, and demonstrating a
commitment to lead and facilitate change.

Qver the past few years, Congress and the administration have sought to
modernize senior executive performance management systems. In
Noveraber 2003, Congress established a new performance-based pay

'GAO, Human Capital: Senior Performance M Can Be Signifi Iy
Strengthened to Achieve Results, GAO-04-614 (Washington, D.C.: May 26, 2604).

 GAO, Results-Oriented Cu Using Bal d E: ions to Manage Senior
Ewxecutive Performance, GAQ-02-966 (Washington, D. C.: Sept. 27, 2002).
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system as part of the National Defense Authorization Act for Fiscal Year
2004° that is designed to provide a clear and direct linkage between
performance and pay for the government’s senior executives. Additionally,
aspects of the legislation can help address two shortcomings with the
previous pay system: pay compression, and the failure of agencies to make
meaningful distinctions among senior executives’ job performances. Pay
compression occurred in part because the previous system had six pay
levels. Because of pay caps and other factors, senior executives at the top
three levels received essentially the same amount of base pay in a given
year. For example, we reported that about 70 percent of SES members
received the same basic pay due to compression in 2003.* At the same
time, the administration believed that agencies’ performance management
systems were not making meaningful distinctions in senior executives’
performance as demonstrated by the large percentage that consistently
received the highest ratings possible.

The new pay system ended the practice of giving annual across-the-board
or locality pay adjustments to senior executives. Instead, agencies are to
base pay adjustments for senior executives on individual results 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. The system also replaced the six SES
pay levels with a single, open-range pay band. Further, agencies can apply
for certification of their performance appraisal systems by the Office of
Personnel Management (OPM), with Office of Management and Budget
(OMB) concurrence. Onice an agency is certified, it has the flexibility to
raise the pay of its highest performing SES members above certain pay
caps. As an example, those agencies with certified performance
management systems can increase base pay to $165,200 for 2006. This
compares to a cap of $152,000 for base pay for those agencies without
certified systerns, OPM and OMB jointly issued regulations establishing the
criteria for obtaining this certification in July 2004

In addition to SES employees, many agencies use senior employees with
scientific, technical, and professional expertise, commonly known as
senior-level (SL) and scientific or professional (ST) positions. SL/ST

8 Pub.L. No.108-136, Nov. 24, 2003.

‘GAO, Human Capital: Trends in Executive and Judicial Pay, GAO-06-708 (Washington,
D.C.: June 21, 2006).
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positions have a lower maximura rate of basic pay than SES employees,
and unlike the SES, their individual rate of pay does not necessarily have
to be based on individual or agency performance. However, an agency
may apply to OPM and OMB for certification of its SL/ST performance
management system, and if the system is certified as making meaningful
distinctions in relative performance, an agency may raise the total annual
compensation maximurm for SL/ST employees to the salary of the Vice
President. However, certification does not affect the maximum rate of
basic pay of SL/ST employees.

We believe the new senior executive pay-for-performance system is an
iraportant step in aligning individual, team, and unit performance with
organizational results. Indeed, high-performing organizations have
recognized that their performance management systems are strategic tools
to help them manage on a day-to-day basis and achieve organizational
goals in part by linking their senior executive performance management

S; to their organizations’ success. Moreover, the lessons learned
from implementing the new senior executive pay system can inform
efforts to modernize the pay systems under which other federal employees
are compensated. Indeed, cascading aspects of this approach to other
levels of employees can help agencies recognize and reward employee
contributions and achieve the highest levels of individual performance.

In my remarks today, I will discuss (1) the regulatory structure of the
senior executive pay system and the importance of achieving a line of sight
between executives’ performance and organizational success by linking
pay with performance, (2) the agency certification process and agencies’
views of it, and (3) OPM’s role in evaluating and monitoring the system,
and the number of agencies that have been certified to date.

Mr. Chairman, as you know, the Senate Committee on Homeland Security
and Governmental Affairs and your Oversight of Government
Management, the Federal Workforce, and the District of Columbia
Subcommittee requested that we conduct a review of OPM to identify
management challenges that could affect its ability to lead human capital
reform efforts. As part of our review, we have interviewed or obtained
written responses from all 23 members of the Chief Human Capital
Officers Council (CHCO) and/or their corresponding agency human
resource (HR) directors to gain a customer perspective of OPM'’s products
and services and their views of OPM management challenges. We obtained
agencies’ views on their experiences with OPM’s certification of SES pay-
for-performance systems. Our forthcoming report on this work will be
issued in Novermber 2006 and will include the agencies’ experiences with

Page 8 GAO-06-11267
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the certification process, as well as recor ded actions to enhance
OPM’s capacity to lead and implement huraan capital reform overall. My
statement today is based on our issued products which were conducted in
accordance with generally accepted government auditing standards.

The Regulatory
Structure of the
Senior Executive
Performance
Management System
Helps Link
Executives’
Performance to
Organizational
Results

Overall, the regulations that OPM developed to administer a performance-
based pay system for senior executives serve as a substantive and positive
step for agencies in holding senior executives accountable for their
performance and contributions to organizational success. The new senior
executive pay system raises the cap on base pay and total compensation.
For 2006, the caps are $152,000 for base pay (Level ITI of the Executive
Schedule) with a senior executive’s total compensation not to exceed
$183,500 (Level I of the Executive Schedule). If an agency’s senior
executive performance management system is certified by OPM and OMB
concurs, the caps are increased to $165,200 for base pay (Level I of the
Executive Schedule) and $212,100 for total compensation (the total annual
compensation payable to the Vice President).

To qualify for these flexibilities, agencies’ performance management
systems need to meet nine specified certification criteria, including
demonstrating that the systems align individual performance expectations
with the mission and goals of the organization and that its appraisal
system as designed and applied makes meaningful distinctions in
performance.

To receive a full 2-calendar-year certification, an agency must provide
documentation that its senior executive performance management system
meets all nine of the criteria. Otherwise, agencies can meet four of nine
criteria and demonstrate that their system in design meets the remaining
certification criteria to receive 1-year provisional certification and use the
higher pay rates. Agencies with 1-year provisional certification must
reapply annually, and agencies with full certification must reapply every 2
years. Those agencies with more than one performance management
system for their senior executive employees are to certify each system
separately.

The certification criteria are frarned as broad principles designed to serve

as guidelines to position agencies to use their performance management
system(s) strategically to support the development of a strong
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performance culture and the attainment of the agency’s mission, goals, and
objectives. The certification criteria are generally consistent with our body
of work identifying key practices for effective performance managerent.®
Specifically, we identified key practices, including aligning individual
performance expectations with organizational goals, linking pay to
individual performance, and making meaningful distinctions in
performance, that collectively create a line of sight between an individual’s
performance and an organization’s success. These practices are reflected
in the final certification criteria.

Key aspects of the OPM certification criteria, as outlined in the
regulations, are as follows:

(1) Alignment: Individual performance expectations must be linked to or
derived from the agency's mission, strategic goals, program/policy
objectives, and/or annual performance plan.

(2) Consultation: Individual performance expectations are developed with
senior employee involvement and must be cc icated at the beginning
of the appraisal cycle.

(3) Results; Individual expectations describe performance that is
measurable, demonstrable, or observable, focusing on organizational
outputs and outcomes, policy/program objectives, milestones, etc.

(4) Balance: Individual performance expectations must include measures
of results, employee and customer/stakeholder satisfaction, and/or
competencies or behaviors that contribute to outstanding performance.

BYA ts 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.

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

SGAOQ, Results-Oriented Cultures, Creating a Clear Linkage between Individual
Performance and Organizational Success, GAO-03-488 (Washington, D.C.: Mar.14, 2003).
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(7) Accountability: Sendor employee ratings (as well as subordinate
employees’ performance expectations and ratings for those with
supervisor responsibilities) appropriately reflect employees’ performance
expectations, relevant program performance measures, and other relevant
factors.

(8) Performance Differentiation: Among other provisions, the agency must
provide for at least one rating level above Fully Successful (must include
an Outstanding level), and in the application of those ratings, make
meaningful distinctions among executives based on their relative
performance.

(9) Pay Differentiation: The agency should be able to demonstrate that the
largest pay adjustments and/or highest pay levels (base and performance
awards) are provided to its highest performers, and that, overall, the
distribution of pay rates in the SES rate range and pay adjustments reflects
meaningful distinctions among executives based on their relative
performance.

In commenting on OPM's draft regulations, we included suggestions
intended to help agencies broaden the criteria to reinforce cultures that
are results oriented, customer focused, and collaborative in nature. For
example, we suggested that OPM require agencies to have their senior
executives identify specific programmatic crosscutting, external, and
partnership-oriented goals or objectives in their individual performance
plans to help foster the necessary collaboration, interaction, and
teamwork to achieve results.

Further, based on our previous testimony that performance management
processes need to assure reasonable transparency,’ we noted the new
performance management system should have adequate safeguards to
ensure faimess and guard against abuse.” Specifically, we suggested that
OPM require agencies to build in safeguards as part of their senior
executive performance management systems when linking pay to
performance. For example, communicating the overall results of the
performance management decisions to the senior executives, while

$ GAO, Defense Transformation: Preliminary Observations on DOD's Proposed Civilian
Personnel Reforms, GAO-03-T17T (Washington, D.C.: Apr. 29, 2003), p. 8.

7 GAQ, Human Capital: Implementing Pay for Performance at Selected Personnel
Demonstration Projects, GAO-04-83 (Washington, D.C.: Jan. 23, 2004).
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protecting individual confidentiality, could help enhance the transparency
of the performance management process. We also recognized that
scalability needs to be considered, and that small agencies might face
difficulties communicating overall results of the performance management
process while protecting the confidentiality of the fewer numbers of
senior executives. In response, OPM changed some aspects of its criteria
by incorporating these suggestions into the interim final regulations.

The Process for
Certifying Agencies’
Submissions

Agencies can submit their applications to OPM for certification anytime
during the year. If fully certified, the certification is good for the
remainder of the calendar year in which the agency applied, as well as all
of the following calendar year. If provisionally certified, an agency’s
certification is only good for the calendar year in which it applied. For
example, if an agency is provisionally certified in October 2005, its
certification would expire in December 2005. To ensure the agency’s
submission is complete, the agency’s OPM contact—the Human Capital
Officer (HCO)—first verifies that the application contains the required
materials and documents. If complete, the HCO sends copies to the two
OPM divisions responsible for reviewing the application, the Hauman
Capital Leadership and Merit System Accountability (HCLMSA) division
and the Strategic Human Resources Policy (SHRP) division, and an
additional copy to OMB. An agency's submission is reviewed
independently by representatives within HCLMSA and SHRP in an attempt
to bring different organizational perspectives to the review.,

A submission is reviewed against the nine certification criteria, but each
review tearn has its own method for analyzing the application. After an
initial examination, the reviewers from HCLMSA and SHRP hold an
informal meeting to discuss the submission. The reviewers meet again in a
formal panel after a more thorough review, and this time they are joined
by the HCO. This panel decides whether they have enough information to
reach a certification decision about the agency. If the panel concludes
there is not enough information to reach a decision, the HCO will request
that the agency provide any missing or additional supporting information.
If the panel decides there is sufficient information to reach a decision, it
will either certify or reject the application.

‘When an application is rejected, the HCO works with the agency to help
modify its appraisal system so that it meets the criteria. If the application
is approved, the HCO contacts OMB for concurrence. OMB uses the same
nine criteria to evaluate agency applications, but primarily focuses on
measures of agency performance. If OMB concurrence is not achieved, the

Page 7 GAO-06-11257



43

HCO works with the agency to address OMB’s concerns until resolution is
reached. Once OMB concurs, the Director of OPM certifies the agency’s
appraisal system and the HCO provides additional conuments to the agency
on their system and identifies any improvement needs. For example, these
comments may direct the agency to focus more on making meaningful
distinctions in performance.

Agencies’ Experience in
Implementing the Senior
Executive Pay System
Highlights Areas Where
Improvements Might be
Needed

In our ongoing work on OPM’s capacity to lead and implement human
capital reform, we asked agency chief human capital officers (CHCO) and
human resource (HR) directors to describe their experiences with OPM's
administration of the senior executive pay-for-performance certification
process. As the Comptroller General testified before this Subcommittee in
June 2006, we heard a number of concerns from agencies regarding
OPM’s ability to communicate expectations, guidance, and deadlines to
agencies in a clear and consistent manner, When the serdor executive
certification process began in 2004, OPM provided agencies with lirited
guidance for implementing the new regulations. OPM's initial guidance
consisted of a list of documents required for provisional and fuil
certification and a sample cover letter to accompany each application. The
1ack of more specific guidance created confusion as agencies attempted to
interpret the broadly defined regulatory criteria and adjust to the
requirements for certification. Officials at a rajority of the CHCO Council
agencies told us they did not have enough guidance to properly prepare
for certification. As a result, agencies did not fully understand what was
required in the regulations to receive certification.

For example, one official noted that while OPM tries to point agencies in
the right direction, it will not give agencies discrete requirements. This
leads to uncertainty about what agencies must and should demonstrate to
OPM. Some CHCOs and HR directors also told us that, in some cases, OPM
changed expectations and requirements midstream with little notice or
explanation. However, OPM explains that it intentionally allowed some
ambiguity in the regulations for the new senior executive appraisal system,
in an attempt to provide agencies with management flexibilities. A senior
OPM official said OPM did not provide agencies with “best practices”

*GAQ, Office of Personnel Management: OPM is Taking Steps to Strengthen Its Internal
Capacity for Leading Human Capital Reform, GAO-06-861T (Washington, D.C: June 27,
2006).
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examples because OPM did not want agencies to think there was only one
“right” way to get certified.

Agencies also indicated that because OPM did not issue guidance for
calendar year 2006 submissions until January 5, 2006, some were unable to
deliver their submissions to OPM before the beginning of the calendar
year. Further, OPM clarified this guidance in a January 30, 2006,
memorandum to agencies, telling agencies that senior executive
performance appraisal systems would not be certified for calendar year
2006 if the performance plans did not hold senior executives accountable
for achieving measurable business outcomes. As a result, agencies had to
revise their submissions, where necessary, to meet OPM’s additional
requirements.

Some agencies indicated that OPM's late issuance of guidance also created
an uneven playing field among agencies, as those that chose to wait until
OPM issued guidance before applying for certification were unable to give
their senior executives higher pay, while those who did not wait got
certified sooner. OPM officials we spoke with about this agreed that they
need to be able to provide clear and consistent guidance to agencies and
said they are working to improve this. Further, they said their evaluation
of agencies’ submissions is evolving as their understanding of the senior
executive certification criteria is increasing.

OPM’s Role in
Evaluating and
Monitoring the Pay-
for-Performance
System

The regulations include several positive internal checks and balances that
should help maintain the rigorous application of the new senior executive
pay system. As I noted earlier, agencies granted full certification are to
have their systeras renewed for an additional 2 calendar years and
agencies granted provisional certification are to reapply for certification
after 1 calendar year in order to continue setting the rate of basic pay for
senior executives at the higher level. In addition, OPM can suspend
certification at any time during the certification period if it determines,
with OMB concurrence, that the agency’s system is not in compliance with
the certification criteria. OPM’s regulations also require review of each
senior executive’s rating by a performance review board appointed by the
agency head. As noted above, the regulations also require oversight of the
performance appraisal system by the agency head who must certify that
the system makes meaningful distinctions in relative performance.

Page GAO-06-1125T
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According to OPM data, 26 performance management systeras at 24
agencies were certified during calendar year 2006.° Of these 26, only the
Department of Labor’s system received full certification. As of September
19, 2006, the remaining 25 systems received only provisional certification.
These findings are not surprising. In our April 2005 testimony before this
Subcommittee, we stated that a number of agencies would be challenged
in the short term to provide the necessary performance data on their
senior executives in order to receive full certification or to maintain their
certification (agencies must provide 2 years of performance rating and
bonus data showing that meaningful distinctions in senior executive
performance were made to qualify).” Other factors might also be at work.
For exarmple, a number of agencies have told us that the certification
process is burdensome. One agency said that OPM’s requirements for the
certification of a submission are time intensive, laborious, and can disrupt
an agency’s recruitment and retention efforts.

As we also noted at the April 2005 hearing, OPM will need to carefully
monitor the implementation of agencies’ performance management
systems, especially those that have provisional certification. This is
because, as I have stated earlier, agencies with provisional certification
can still receive the flexibilities of the new pay system, even though they
do not meet all of OPM’s certification requirements. In other words,
agencies can receive the benefits of the new pay-for-performance system
without meeting all of its requir ts and saf ds. We believe that,
going forward, it will be important for OPM to continue to monitor the
certification process, determine whether any obstacles are impeding
agencies from receiving full certification, and take appropriate measures
to address them. These actions will help ensure that agencies continue to
make substantive progress toward modernized performance management
systems, and that provisional certifications do not become the norm.

Once agencies have provisional or full certification, OPM monitors senjor
executive performance appraisal systems by measuring the distributions
of agencies’ performance ratings and pay. This information helps OPM

® An agency may have multiple perfc for senior employees—
including SES and SL/ST members--and an agency must apply to OPM for certification of
each system separately. In 2006, the Nati A ics and Space A i i
received separate certification for its Inspector General’s Office and the Department of
Defense received separate certification for its SL/ST systems.

w0 GAO, Human Capital: Agencies Need Leadership and the Supporting Infrastructure to
Take Ad of New Flexibilities, GAO-05-616T (Washington, D.C.: Apr. 21, 2005).
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determine if agencies are making meaningful distinctions among the
performance of their senior executives. Such distinctions are important
because effective performance management requires the organization’s
leadership to make meaningful distinctions between acceptable and
outstanding performance and appropriately reward those who perform at
the highest level.

In its Report on Senior Executive Pay for Performance for Fiscal Year
2005, OPM stated that the data indicate that federal agencies are taking
seriously the requirement to develop rigorous appraisal systems and to
make meaningful distinctions in performance ratings and pay. All
reporting agencies have moved away from pass/fail appraisal systems and
now have at least one performance level above “fully successful.” In 2005,
43 percent of career SES governmentwide were rated at the highest
performance level, compared to 75 percent in 2003 prior to the
implementation of the SES pay-for-performance system. Further, OPM
reported for fiscal year 2005 that the percentage of SES rated at the
highest performance level declined 16 percent from the prior year, OPM
also reported that the largest increases in salary went to SES rated at the
highest performance level. Although SES pay and performance award
amourts vary by agency based on factors such as compensation strategy,
funding, and agency performance levels, OPM believes these general
{rends suggest a further refinement may be occurring in the process of
distinguishing outstanding performers.

Concluding Remarks

As we have said in our prior reports and testimonies, senior executives
need to lead the way in transforming their agencies’ cultures to be more
results oriented, customer focused, and collaborative in nature. Credible
performance management systems, specifically those that (1) align
individual, tear, and unit performance to organizational results; (2)
contain built-in safeguards; and (3) are effectively implemented, can help
manage and direct this process.

The pay-for-performance system for the government’s senior executives
that I have discussed today is an important milestone on the march toward
modern compensation systems that are more market based and
performance oriented. Although OPM and agencies have encountered
various chall in impl ting the sy , such chall are not
surprising given the cultural shift that the new system represents,
Moreover, just 2 years have passed since OPM issued its regulations for
certifying agencies’ pay-for-performance systems, and some growing pains
are to be expected given agencies’ lack of experience with performance
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management systems that meet OPM’s requirements. Moving forward,
what will be important is how OPM works with agencies to provide the
tools and resources they need to design and implement performance
management systems that meet the certification criteria in as streamlined
a fashion as possible.

The lessons learned in implementing the senior executive pay-for-
performance system will be critical to modernizing the performance
management systems under which other federal employees are
compensated. In particular, establishing an explicit line of sight between
individual, team, and unit performance and organizational success, as well
highlighting opportunities to improve guidance, communications,
transparency, and safeguards, will serve the government well moving
forward. We stand ready to assist OPM and Congress in exploring and
implementing these critical human capital reforms.

Chairman Voinovich, Senator Akaka, 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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Chairman Voinovich, Ranking Member Akaka, and Members of the Subcommittee:

1 am Carol Bonosaro, President of the Senior Executives Association (SEA), a
professional association that represents the interests of career federal executives in the Senior
Executive Service (SES) and those in Senior Level (SL), Scientific and Professional (ST), and
equivalent positions. SEA appreciates your invitation to testify before this committee regarding
our recent survey on SES pay and performance management.

In its 1987 report, the Twentieth Century Fund Task Force on the Senior Executive
Service observed, “The nation could not function effectively without SES executives.” The
importance of the SES was emphasized, too, by both National Commissions on the Public
Service, in 1988, and again in 1993, when it observed, “No organization in this country is more
dependent on qualified senior leadership than the federal government.” Many other reports and
studies have also pointed to both the importance and the quality of the career Senior Executive
€orps.

Given this, it is in the public interest to attract and retain the best corps of Senior
Executives possible and to compensate them and manage their performance in as fair and
effective a manner as possible.

As you know, prior to adoption of the new SES pay and performance management
system, pay compression was severe in the SES corps. Therefore, the Association has had a
clear interest in seeing this new system, with its higher pay caps, be successful, and our efforts
have been directed to ensuring that the system would be fair and effective and seen as such by
the executives subjected to it.

Over the past two years, the Association received complaints regarding the system’s
implementation. In several cases, we urged OPM to take corrective action, and in one case, we
urged a department to do so. When concerns about the new pay system persisted, we decided to
conduct a survey to obtain information from the executives themselves regarding their
experience with and views of the new system. Through our partnership with Avue Technologies,
we were able to survey 850 respondents (approximately 12 % of the career corps). The
respondents’ characteristics closely mirror those of the Senior Executives corps. Especially
important is the fact that the salaries of those surveyed almost perfectly mirror those of the entire
group of career Senior Executives. Therefore, one cannot argue persuasively that the
respondents hold negative views because they have not fared as well as others in the new system.
The end result is a survey that sought objective information, as well as opinion, and showed
substantial evidence of problems in the implementation of the new system. To put it another
way, although the provisions of both the statute and the regulations — with a few clear exceptions
— made sense, something has been “lost in translation” as the system has been implemented.

The view of many survey respondents is that agencies’ implementation of the pay system
has often resulted in a disconnect between ratings and pay adjustments, imposed systems of
arbitrary quotas and failed to be transparent. From all accounts, it appears the system could and
must be improved.
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While over 96 percent of respondents believe they should be held accountable for
performance, 86 percent said the new system had no effect on their performance, and 56 percent
said it had no effect on their motivation. Meanwhile, 40 percent saw the system as having a
negative effect on morale.

The results of the survey clearly show three major issues that must be addressed: 1)
Many Senior Executives believe that de facto quotas are being enforced that are affecting final
performance ratings; 2) Senior Executives see no clear, consistent correlation between ratings
and pay adjustments or how bonuses are distributed; and 3) Senior Executives doing a good job
at the fully successful or higher level often receive no salary adjustment.

Simply put, the Senior Executive Service pay for performance system needs attention.
SEA does not believe it is beyond repair. I ask that SEA’s survey report and proposed corrective
legislation, along with a narrative explaining this legisiation, be included in the record of this
hearing.

The legislative remedies we propose are common sense solutions. For example, a Senior
Executive who receives a rating of fully successful or higher should receive a salary increase
sufficient to keep pace with the rest of the civil service. However, 15 percent of respondents
with the highest possible ratings at their agencies for 2005 received no increase in salary in 2006.

We also believe that the SES pay system should be reformed to recognize the reality that
performance awards are a part of SES pay. These awards should count toward retirement, and
our legislative proposal suggests a way to do this.

Another remedy we propose would require that an agency inform an executive of his or
her final rating and the reasons for it within a reasonable period of time, namely, 60 days.
Seventeen percent of respondents reported not having their rating discussed with them at all last
year, while 37 percent received only a cursory discussion.

Our legislative proposals are necessary to correct pethaps the most disturbing findings,
which are: (1) with 31 percent of SES currently eligible for retirement, and 90 percent to be
eligible over the next ten years, 16 percent of respondents indicated they are accelerating their
plans to separate from the government due to the pay system; and (2) 47 percent indicated the
new system has had a negative effect on interest in the SES by GS-14s and GS-15s.

Apart from the legislation we recommend, we believe that OPM and the agencies
themselves must take steps to examine their practices and correct the problems identified in this
report.

This is not an issue of pay. It is an issue of providing a SES system that is guided by the
public interest. The successful mission accomplishment of the federal government depends on
the expertise and skills of current and future highly qualified and experienced career Senior
Executives.
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I close with a comment from one of the survey respondents—and 1 hope you read as
many of the 158 comments we provided in the report as you can, because they provide very
graphic illustrations of the survey data. A Senior Executive from Justice wrote:

Most all SESers I knew were highly motivated people who did not need the
alleged incentives of the new-style PWP [pay with performance] to work hard.
Few if any appreciated being in “competition” with their peers for positioning in
the pay and bonus rankings. Those of us who got Outstanding got pay increases
that were slightly less than the GS ... cost-of-living adjustment. I’d planned to
retire 09/05 and the new system made it exquisitely easy to carry thru with that
plan. I count being free of such make-work nonsense as one of the most
enjoyable parts of being out of a career that I loved otherwise.

Members of the Committee, I thank you for your time and look forward to working with you on
the solutions necessary to ensure the Senior Executive pay and performance management system
operates fairly and effectively.
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Senator Daniel K. Akaka
Subcommittee on Oversight of Government Management,
the Federal Workforce, and the District of Columbia
Senior Executives: Leading the Way in Federal Workforce Reforms
September 26, 2006

With respect to many of the concerns expressed about the way agencies have designed
and implemented their performance management systems, it is important to bear in mind
that in the Civil Service Reform Act of 1978, Congress established a decentralized
approach to performance management for the Federal Government by requiring each
agency to establish its own systems for its senior executives and its general workforce.
In the early 1990s, findings and recommendations from the National Academy of
Sciences endorsed this decentralization as appropriate for a set of organizations as
complex and diverse as the Federal Government and its component agencies. The Office
of Personnel Management’s (OPM’s) role is to set general requirements and provide
guidelines and help agencies determine how best to apply flexible policies to their own
missions and requirements.

Questions for Director Linda Springer, Office of Personnel Management (OPM)

1. Currently only the Department of Labor has a fully certified pay for performance system
for the Senior Executive Service (SES). Conversely, every other agency participating in
the program has provisional certification, indicating that the agency has not met a
majority of the certification criteria.

A. Can you please explain the process of certifying agencies to implement a pay for
performance system for the SES?

Under the regulations, The Office of Personnel Management (OPM) certifies the
performance appraisal system but not the pay system. Certification is at the
agency’s option and not all agencies choose to seek it. Agencies requesting
certification submit the following information to OPM:

* A copy of the appraisal system description

= Ten percent of their current SES performance plans (or 20 plans, whichever is
areater)

* Rating, pay, and awards data from the most recent appraisal period

* The agency’s strategic plan and annual performance plan(s)

*  Guidance to rating officials and Performance Review Boards regarding
organizational assessment and how to consider organizational performance in
ratings, pay, and awards decisions

= Adescription of the oversight responsibilities for the system
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OPM has several groups within its policy and human capital divisions review the
submission. Agency systems must meet all certification criteria to be
provisionally certified. In general. the primary difference between provisional and
full certification is that full certification requires the ageney to provide 2 years of
rating, pay. and awards data showing it makes distinctions in and based on
performance. In addition, I established an additional requirement for certification
for calendar year 2007: an agency’s performance plans must focus at least 60
percent on achieving results. Many agencies’ systems do not vet meet this
requirement, preventing them from receiving full certification. Also. beginning in
2007, we are asking agencies to provide information about how their system has
been implemented, including a description of briefings, other communications,
and training provided on the system to executives.

What is the average time it takes for OPM to grant certification to an agency?

In calendar year 2005, the average time from the date of the incoming request to
the date of the signed certification letter was approximately 63 days. In calendar
year 2006. the average was approximately 77 days. The reason for the higher
average in calendar year 2006 is because a more in-depth review of performance
plans was done in 2006; in 20035, only rating. pay, and awards data were reviewed
because performance plans had just been reviewed at the end of 2004 and
agencies had not yet had a chance to make improvements. The averages do not
reflect OPM processing time alone.  In nearly every case, agency requests were
incomplete, or performance plans did not meet certification criteria, requiring a
great deal of back and forth between OPM and the agency. After OPM completes
the review and arrives at a recommendation, OMB is provided the opportunity to
weigh . Frequently, OMB raises issues that require additional coordination.

Please provide the number of individuals at OPM who are involved in the
certification process and their positions.

Within the Human Capital Leadership and Merit System Accountability
Division: :

Associate Director

Deputy Associate Director for Human Resources

Manager, Excellence in Performance Management Implementation Group
4 Human Resources Specialists

Within the Strategic Human Resources Policy Division:

Associate Director

Deputy Associate Dirvector for Performance Management and Pay Systems Design
Manager, Performance Management Group

I Team Leader
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4 Human Resources Specialists

Deputy Associate Director for Leadership and Executive Resources Policy
Manager, Executive Resources Group

Manager, Leadership Group

3 Human Resources Specialists

Note: Formal response letters to certification requests are signed by the Director

of OPM.

What are the major factors that are keeping agencies from receiving full
certification?

The main reasons are:

*  Some agencies have designed new appraisal systems and do not yet have 2
vears of rating. pay, and awards data under thewr new systems.

*  OPM determined, and OMB concurred. some systems need (o be thoroughly
reviewed again in 2007 because portions of executive performance plans may
have been weak in certain criteria. In these cases, the systems were granted
provisional certification rather than full,

Of the major factors keeping agencies from receiving full certification, as
identified in response to question (1)(D), what is OPM doing to help agencies
address those issues and receive full certification?

OPM expects more agencies to mect full certification criteria in 2007 because:

= More agencies will likely have 2 vears of rating. pay, and awards data showing
the agencies make appropniate distinctions m and based on performance.

»  All agencies are currently adjusting their derivation formulas for determining
final ratings so that well over 50 percent of an executive’s rating is based on
results. OPM has reviewed this requirement in detail at the quarterly
Executive Resources fornms we hold. Also, OPM works individually with
agencies to develop systems that appropriately cover results in performance

plans.

*  OPM has worked extensively one-on-one with agencies to help them improve
the performance plans for individual executives. We have conducted training
and workshops, met with execcutive staffs. and have provided extensive
feedback -- plan by plan -- to agencies regarding their svstems and
performance plans. We are also 1 the process of placing sample performance
requirements on our web site as an additional tool for agencies o use in
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crafting their own. OPM hus told agencies we expect to see them make the
improvements that we identified in the previous vear as being needed. and we
have been working closely with agencies to ensure those improvements are
made.

F. Is there any limit to the number of times an agency may receive provisional
certification? Could an agency receive provisional certification indefinitely?

The regulations do not currently place a limit on how many times an agency could
receive provisional certification. However, agencies must show improvements
over the previous year's submission in order to be provisionally certified. As
agencies improve their systems, they will progress to meet the full certification
criteria.

I understand that OPM, with the concurrence of the Office of Management and Budget,
may suspend certification if an agency’s pay for performance system is not in compliance
with the certification criteria. You responded at the hearing that OPM has not suspended
an agency’s certification to date. What would an agency have 1o do in order to have its
certification suspended?

The fact that we are still in the relatively early stages of certification and nearly all
certified appraisal systems have been provisionally certified (i.e., for 1 vear) means that a
situation has not vet arisen 1n which OPM has needed to consider suspending an agency’s
certification. Certification of an agency’s appraisal svstem would be suspended if the
agency no longer meets the certification criteria, and would be more likely to occur if the
agency had been fully certified - 1.e., certified for 2 vears rather than just 1. Specifically.
an agency could have its certification suspended if it changes the design or application of
its appraisal system to make improvements but drops something that is required to meet
one of the criteria. Or, suspension might result from an unjustified distribution of ratings
(not supported by organizational performance) or lack of sufficient differentiation in pay.
Suspension could also result from submission of false or inaccurate performance rating
or pay data.

In response to my question as to whether OPM has conducted any audits of agencies” SES
pay for performance systems to ensure that the programs are consistent with the merit
system principles, you said that the OPM certification process is like an audit. Please
describe the similarities and differences between the SES pay for performance
certification process and the audit process (including the number of staff involved and
their positions, items reviewed, length of review, etc).

Under OPM’s Human Resources Operations Audit process, the Senior Executive Service
is included in our overall coverage of performance culture at the site and agency level.
For site visits. typically one audit team member is assigned 1o review performance
management and awards. That person and any additional staff necded would review a

> performance plans and ratings and awards information {e.2.. policies,

sample of S
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procedures, and data). Questions on the administration of the SES system would also be
included in mterviews with executives and HR staff. The audit would address quality of
plans and Tinkage to mission, distribution of ratings and awards, and overall
administration. Site findings are provided to the lead auditor responsible for the agency
audit. Any significant, systemic findings would be included in the agency audit final
report.

As measured by hours expended, the system certification process is as intensive a review
of the sysiem against certification criteria as the audit. The staff involved are listed under
1C above, the review covers the items listed in 1A above, and the length of review is
provided in 1B above. On reguest. agencies are provided feedback reports that list each
performance plan reviewed and how well each plan met the criteria.

According to the survey conducted by the Senior Executives Association (SEA), 53

percent of respondents claim their agencies use quotas. It appears that agencies are

confused about what constitutes making meaningful distinctions in performance.

A. Please provide copies of directives used by OPM in guiding agencies on how to
make meaningful distinctions in performance.

B. Will OPM change its guidance in light of SEA’s findings?

We have attached relevant OPM guidance on making performance distinctions. Forced
distribution is prohibited by regulation, and we are using our certification guidance to
remind agency officials that performance ratings must be based on individual and
organizational performance relative to a pre-established standard.

As a consequence of taking steps to make more meaningful and realistic distinctions in
performance ratings, agencies now rate fewer than half of their executives at the highest
level as compared to nearly 80% a few years ago. We are very concerned about the
apparent perception among some members of the SES that this shift has occurred as a
resuli of using quotas, or forced distributions, to determine ratings. Even the perception
of illegahty can undernmine the credibility and effectiveness of a performance
management system, and we are also modifying our certification guidance to agencies to
require them to document their efforts to inform their executives on the principles and
operation of their system and its application in the SES pay-for-performance system. In
particular, it is vital that exeentives understand the purpose and philosophy behind
making more meaningful distinctions in performance ratings and pay, and the linkage
between overall organizational performance and the overall distribution of ratings across
the agency.

As you know, employee training is an essential element in any successful personnel
reform.

A. What training has OPM designed or provided to agencies on the SES pay for
performance system? Do you know how many agencies use this training and how
many employees have received the training?
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OPM held Government-wide briefings introducing the pay-for-performance
system 10 agencies, reviewing the regulations, and providing guidance materials to
be used as the basis for training. OPM has also done the following:

* OPM has given numerous tailored briefings for agencies and their executives
regarding the SES pay-for-performance system, including USDA, Commerce,
DoD, Education, Energy, HHS, HUD, Justice, NSF, OMB, SSA,
Transportation, and Treasury.

*  OPM human capital officers work closely with agencies to ensure their
systems meet certification criteria. This includes in-depth discussions and
training of agency Executive Resources staffs.

*  OPM’s quarterly Executive Resources Forums include discussions about
certification criteria and how best to address them and provide evidence they
are met.

*  Annually, OPM issues guidance materials for certification. Agencies have
tailored the guidance and information to train their executives on the specifics
of their own systems. In particular, OPM’s 2007 system certification
guidance. which is attached, includes as an attachment explanations and
examples related to the certification criteria and a link to a slide presentation
describing system basics, both of which can be used by agencies to educate
andd train their executives.

If agencies are providing their own training to their senior executives on pay for
performance, does OPM review the training materials to ensure that the training
materials are accurate and provide the necessary information?

Reviewing agency training programs was not originally established as a
certification criteria and OPM has not required traming information as part of the
certification process in previous years. However, OPM’s 2007 svstem
certification guidance requires agencies to provide OPM a description of
briefings. other communications, and training provided to senior employees,
rating officials. Performance Review Boards, and human resources staff on the
principles and operation of its performance appraisal system as well as on the
system’s results.

Are employees required to receive continuous training on the system?

Regulations at section 430.311 of title 5, Code of Federal Regulations, require that
supervisors and senior executives receive appropriate information and training on
the performance management system. No Umeframes are specified but we
encourage agencies 1o conduct ongoing training.
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Do you know whether the SES training on pay for performance is similar to the
training provided at the Departments of Defense and Homeland Security for
implementing their pay for performance systems?

Each agency has the responsibility of training its executives on its pay-for-
performance system. OPM had not previously required agencics to report the
training provided to executives regarding the pay-for-performance system, but we
have added that for 2007 certification. See the answer to Question 14,

What training, if any, is required for agencies to be certified?

Training 1s not cuwrently one of the SES system certification criteria. See the
answer 10 Question 14

What training is provided to the SES on how to appraise, rate and provide
associated pay and bonuses?

Each agency is responsible for training its executives on its performance
management and pay systems and the skills they need to use them appropriately.

What are SES told to expect from their superiors regarding information on
personal and agency-wide performance appraisals, ratings, bonuses and pay?

Most of OPM's commumications are directly with CHCOs and agency human
resources personnel. Agencies communicate with their executives about their
appraisal systems. OPM regulations require thal executives be consulted in
developing their performance plans and executives may respond in wriling to
inttial summary ratings. Regulations also require agencies provide appropriate
information and training to supervisors and executives on performance
management. It is the agencies’ responsibility 1o ensure good communication
occurs with executives about the appraisal system and pay-for-performance
system.

You testified that OPM is seeing an increased linkage between the general level of
executive ratings and overall organizational performance. Can you provide us with
examples of agencies making this linkage?

The Department of Health and Human Services (HHS) ass
each of its components and provides a narrative report to component heads on
orgamizational performance and how that performance should be considered when
determining ratings. pay. and awards. Guidance from HHS has instructed poor-
performing components (that is, components that failed 10 meet some critical goals) to
rate executives appropriately by requiring ratings above Fullv Successiul to be
supported by additional justification.

ses the performance of
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*  The Department of the Treasury also assesses the performance of each of its
components and develops a component scorecard that incorporates the results of the
Performance and Accountability Report, OMB’s Program Assessment Rating Tool,
and other organizational assessments. The rating distribution for a component should
reflect the component’s performance.

OPM has said in the past that the SES pay system can be used as a starting point if not a
model for the rest of government. Do you believe SEA’s survey results will impact the
expansion of pay for performance to General Schedule employees?

We continue to believe that SES performance pay provides a solid starting point for
expanding pay for performance to the General Schedule. In fact, the SEA survey should
prove useful in highlighting issues that need to be addressed as we design and implement
future pay-for-performance systems in the Federal Government. We also intend to use
this and other information to fine-tune the SES system itself, through guidance and the
1ssuance of final regulations for the system.

According to the SEA survey results, many senior executives are accelerating their plans
to retire or leave federal service due to the pay for performance system, which would be a
devastating loss to the federal government. What plans does OPM have to retain federal
senior executives?

Itis difficult to determine whether the implementation of pay for performance actually
has had an effect on SES attrition. However, as is well known, there is an unusually large
number of SES members who are eligible for retirement at present, and OPM has been
working o create incentives to induce some of them to stay. Exeeutives are cligible for
retention bonuses, and those who do retire may under certain circumstances be offered a
salary reduction offset waiver that allows them to receive their full annuity while
receiving a full salary as a reemployed annuitant. OPM is also encouraging agencies
through our Career Patterns initiative to establish non-traditional work arrangements such
as part-time employment or telecommuting, which could he appropriate for SES members
m certain cases. OPM continues to advocate legislation that would remove the negative
effect on the anmuity computation for employees who opt to cut back to part-time prior to
retirement. Enactment of this Jegislation would provide an important incentive for
retaining executives in some capacity,

The SEA survey found that 47 percent of the respondents believed the new system had a
negative effect on the interest of GS-14/15 moving into the SES. Another 47 percent
believed the new system had no effect, even though the pay for performance system was
promoted as a change that will have a positive effect on SES recruitment and retention.
In light of the survey results, what steps will OPM take to make the SES more attractive
among senior federal managers?

Despite the reported pereeptions of some SES members, OPM has no firm evidence at
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positions in the Senior Executive Service because of pay for performance. Typically, a
large number of applications are received for SES vacancies. and it is likely that some of
this interest may be attributed to the higher pay potential now available under the pay-for-
performance system. Again, in response to the aging of the current SES population, OPM
has been placing heavy emphasis through the President’s Management Agenda on cach
agency puiting a succession plan in place to identify and develop potential futare
members of the SES. Approximately 20 Federal agencies now have an OPM-certified
SES Candidate Development Program, turning out a significant number of SES-ready
graduates each year.

Earlier this year, I understand that SEA brought to OPM’s attention examples of agencies
using quotas. What action did OPM take in response to SEA’s information and what was
the result of those actions?

During the certification process, OPM ensures that agency policy and guidance prohibit
the use of quotas or forced distributions. In all Executive Resources Forums held since
2004. OPM has reminded agencies that quotas for ratings are forbidden. The two
examples of alleged quotas brought to OPM’s attention by SEA were at the Departments
of Defense and Agriculture. OPM’s Associate Director for Human Capital Leadership
and Merit System Accountability contacted the Chief Human Capital Officer for cach
agency to follow up on the allegation. In DOD’s case, we found an official at Navy had
used a misleading slide in a training presentation. In USDAs case, a supervisor made an
inappropriate comment to a subordinate. In both cases, OPM found that quotas were not
used, and we stressed with both agencies the need to ensure that their exccutives do not
give even the appearance of using quotas. Corrective actions were taken in both
situations to help resolve misperceptions of forced distribution. In OPM™s 2007
certification guidance, we are again stressing to agencies the inappropriateness of using or
implying quotas.

The SEA survey shows a clear morale issuc among the SES. Do you agree or disagree
with this assessment? If yes, what steps will OPM take to address morale among the
SES? 1f no, please discuss your view of morale among members of the SES.

It has been our experience over the past 25 years with the implementation of pay-for-
performance systems under personnel demonstration projects that there is always an
mitial level of employee discomfort with changes of this magnitude. This discomfort has
generally abated as employees become more familiar with these systems and learn in
many cases how they can benefit - as solid performers - from the new system.
Experience has shown it typically takes about 3-5 vears before emplovee attitudes toward
the new system stabilize. As noted above, we are asking agencies to speed this
acclimation process by redoubling their efforts to educate their executives on the
workings ol the system. Although overall performance ratings are lower. our data show
that SES members have in general benefited through higher average base pay adjustments
and an increased number of performance awards. with no decline in the average amount

" of these awards.
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1t is my understanding that there is no office at OPM, besides that of the Director, which
1s chiefly responsible for, or even a direct point of contact for, SES policy and programs.
Given that the federal career executive corps is a distinct segment of the civil service and
critical to agency leadership, do you believe that a central point of contact, such as a
working group or an SES office, would be beneficial in dealing with the concerns
discussed at this hearing?

OPM’s Center for Leadership and Executive Resources is the central point of contact for
all policy matters related to the SES. All operational programs related to the SES are the
responsibility of the Center for Natural Resources and its Executive Resources Services
Group. These OPM offices work together on a daily basis to address all concerns
regarding the SES and each provides a point of contact for SES issues.

I'believe that those who receive fully successful ratings or higher should not lose
purchasing power from year to year. As such, I am particularly distressed that many
highly rated Senior Executives are receiving no raise at all.

A. How much of a factor is agency budgetary constraints?

SES performance pay data from FY 05 show that about 8% of SES members
received no salary increase, including only about 5% rated at the highest level.
Although budgetary constraints may influence agency pay policies, the pay
ncreases we observe in the agencies do not appear to indicate these constrainis
are the determining factor. Most agencies that restrict payments appear 10 do so
only when the executive is about 1o retire immediately or is new to the
organization and has not been there long enough to rate. We will work with the
agency Chief Human Capital Officer community to further explore this issue. and
witl consider as we develop our final SES performance pay regulations the
possibility of establishing some kind of performance pay pool requirement to
ensure adequate funding.

B. Do you believe those who receive fully successful ratings should not lose
purchasing power, and do you believe there should be, or needs to be, minimum
requirements for rewarding those who get a good performance rating?

Provided the executive is appropriately situated within the pay range. we believe
executives with fully successiul ratings should not lose their position in the range.
Those with ratings higher than fully successful should be advanced in the pay
range based on their performance and contribution fo the organization. and taking
nto account the policy stated at 3 CFR 534.403(a)3) that “rates of basic pay
higher than level 111 of the Executive Schedule generally are reserved for those
semor executives who have demonstrated the highest levels of performance and/or
made the greatest contributions to the ageneyv’s performance.” Converscely, those
who are rated less than fully successful or those who are not properly positioned
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i the pay range should be allowed 10 Jose position in the pay range. As we
develop our final regulations, we will examine closely how these policies have
worked in practice, with an eye to making necessary adjustments if appropriate.

In light of many of the SEA survey comments regarding transparency and the survey
results demonstrating a lack of adequate communication, it appears agencies either need
better guidelines, better oversight, or both. What would OPM propose to do in this
respect?

OPM has already taken steps to improve the transparency of the SES pay-for-performance
system by requiring agencies o report on training activities 1o receive system certification
in 2007, As noted above, OPM is also providing a basic shide presentation on the system
and examples of performance requirements that agencies can use as a basis for building
their own system-specific training. OPM is also considering conducting SES-focused
agency reviews as part of its compliance program.

The SEA survey showed a significant negative effect resulting from the loss of SES ranks
when the pay system was enacted. Does OPM have a current position, or a plan to study,
whether some form of rank system should be reinstituted in the SES?

Ranks were eliminated in order to open the pay range to more fully reflect the results of
individual performance and allow flexibility for recruiting and retaining senior
executives. However, some agencies have taken advantage of the flexibility offered
under the current regulations to rank jobs and place them (and the exccutives currently
holding them) al one of several pay levels or tiers based on their level and complexity.
Again, we will examine this practice as we prepare [inal regulations to determing its
impact and whether 1t should be expanded.
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November 14, 2006

The Honorable George V. Voinovich

Chairman

The Honorable Daniel K. Akaka

Ranking Member

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: Posthearing Questions Related to Senior Executive Performance-Based
Pay System Implementation

Dear Chairman Voinovich and Senator Akaka:

On September 26, 2006, I testified before your subcommittee at a hearing entitled
“Senior Executives: Leading the Way in Federal Workforce Reforms.” This letter
responds to your request that I provide answers to follow-up questions from the
hearing raised by Senator Daniel K. Akaka. The questions, along with my responses,
follow.

1. You testified that agencies found gunidance provided by the Office of
Personnel Management (OPM) on designing and implementing a pay for
performance system to be lacking. Have agencies sought OPM’s guidance on
how to make meaningful distinctions in performance without resorting to
quotas, and if so, did they find OPM’s guidance helpful?

Although we did not specifically discuss quotas with the executive branch agency
officials we interviewed, we are aware that agencies are concerned in general with
OPM'’s guidance on designing and implementing their senior executive pay systems.’
We interviewed Chief Human Capital Officers (CHCO), human resource (HR)
directors, and their staffs regarding their views of OPM’s certification process for the
senior executive performance-based pay system. These agency officials expressed
concerns about OPM’s ability to communicate expectations, guidance, and deadlines

'GAO, Human Copital: Aligning Senior Executives’ Performance with Organizational Results Is an
Important Step Toward Governmeniwide Transformation, GAO-06-1125T (Washington, D.C.: Sept.
286, 2006).

*GAO, Office of Personnel Management: OPM Is Taking Steps to Strengthen Its Internal Capacity for
Leading Human Capital Reform, GAO-06-861T (Washington, D.C.: June 27, 2006).
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to agencies in a clear and consistent manner. For example, some CHCOs and HR
directors told us that OPM sometimes changed expectations and requirements
midstream with little notice or explanation.

We are not aware of any OPM guidance, aside from the OPM regulations, specific to
making meaningful distinctions among performers without resorting to quotas.
OPM’s regulations state that an agency’s performance assessment and evaluation
guidelines may not be in the form of quantitative limitations on the number of ratings
at any given rating level.” However, in our May 2004 comments on OPM’s draft
regulations for the senior executive performance-based pay system, we suggested
that agencies may need some additional guidance from OPM in what constitutes
meaningful distinctions in performance.

As 1 testified before the subcommittee in September, only one senior executive
performance-based pay system was fully certified by OPM during calendar year 2006.
All other certifications were 1-year provisional, meaning that agencies were able to
demonstrate that their system in design meets four of nine certification criteria. As of
November 1, 2006, there was still only one agency fully certified and 30 agencies had
received only provisional certification. Because of the large number of agencies
receiving provisional certification, it appears that as we approach the fourth year of
implementing the new executive pay system, many agencies are making progress in
designing their performance-based pay systems. However, full certification requires
an agency to meet criteria that focus not only on design, but also on the
implementation of its senior executive pay system, and thus implementation appears
to be the area where agencies need help.

In our forthcoming report to the subcommittee, to be issued by the end of this month,
we identify lessons that can be learned from OPM’s efforts to lead and implement the
senior executive performance-based pay system and that can be applied to future
human capital reforms. Although we will not specifically address OPM guidance on
making meaningful distinctions in performance, we will elaborate further on
agencies’ broader concerns regarding clear and timely guidance and the need for
OPM to solicit and incorporate agency feedback.

2. You testified that agencies found the certification process for the pay for
performance system to be time intensive and burdensome. Do you have any
recommendations for improving the certification process while ensuring that
OPM has the proper information for agencies to meet what GAO calls the
“show me” test?

We have reported that an agency should be authorized to implement a reform only
after it has shown it has met certain conditions, including an assessment of its related
institutional infrastructure.’ This institutional infrastructure should include (1) a
strategic human capital planning process linked to the agency’s overall strategic plan;
(2) capabilities to design and implement a new human capital system effectively; (3) a

*5 C.F.R. § 430.404(2)(5).
‘GAQ, Human Capital: Preliminary Observations on the Administration’s Draft Proposed “Working
Jor America Act,” GAO-06-142T (Washington, D.C.: Oct. 5, 2005).
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modern, effective, credible, and validated performance management system that
provides a clear linkage between institutional, unit, and individual performance-
oriented outcomes, and results in meaningful distinctions in ratings; and (4) adequate
internal and external safeguards to ensure the fair, effective, and nondiscriminatory
implementation of the system.

Going forward, it will be important for OPM to continue to monitor the certification
process, determine whether any obstacles are impeding agencies from receiving full
certification, and take appropriate measures to address them. Currently, 30 agencies
are provisionally certified, meaning that they must repeat the application process
annually until OPM fully certifies their systems. Helping agencies move to full
certification is important with respect to the time-intensive nature of the process,
because a fully-certified performance-based system needs to be recertified every 2
years.

In addition, delays in issuing guidance and late revisions exacerbate the time crunch
agencies face when applying for certification. For those executive branch agencies
with performance cycles ending on September 30, they have 90 days until their
current certification expires if they are provisionally certified or in their final year of
full certification. Within this time frame, agencies must conduct performance
reviews and develop and compile volumes of information for their certification
applications. Therefore, it is important that agencies receive timely guidance and
notice of any changes in requirements in order to avoid a delay in submitting their
applications, and possibly, a gap in certification.

Also in our forthcoming report to be issued this month, we make a number of
recommendations to OPM to assist executive branch agencies in meeting the
requirements for certification of their senior executive performance-based pay
systems.

3. GAO has been a leader in human capital reform and recently implemented
a pay for performance system for its employees. However, the results of the
Senior Executives Association (SEA) survey clearly demonstrate the
problems that can arise with implementing such a system. Has GAO
experienced the same problems identified in the SEA report, and if so, what
steps were taken to address those problems?

As we have noted through our prior work, it is difficult to garner a broad-based
consensus of employee support for any major pay system changes, even under the
best of circumstances. Although I cannot address the specifics of the problems
identified by the SEA survey results since we have not examined the SEA report, I
can describe some of the steps that GAO has recommended and followed in
implementing its own human capital reforms.

As you know, the GAO Personnel Act of 1980° provided the GAO with greater
flexibility in hiring and managing its workforce.’ The most prominent change that we

*Pub. L. No. 96-191 (Feb. 15, 1980).
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later made under this authority was to implement a broadbanded pay-for-
performance system. More recently, in January 2002, we implemented a new
competency-based performance management system intended to create a clearer
linkage between employee performance and organizational goals as described in our
agency strategic plan. It should be noted that we had over a decade of experience in
pay banding before we undertook our recent changes, therefore much of the needed
organizational infrastructure was already in place.

Our own experience with implementing human capital reforms has shown that it is
necessary to make the case for change from the leadership level, have consistent
communication, and involve all employees throughout the process. Asthe
Comptroller General has stated, this involvement needs to be meaningful, rather than
pro forma. At GAOQO, to obtain direct feedback from employees, we created the
elected Employee Advisory Council (EAC) to serve as an advisory body to the
Comptroller General and other senior executives on a range of management and
employee issues. Comprised of employees who represent a cross-section of the
agency, the EAC’s participation is an important source of front-end input and
feedback on our human capital and other major management initiatives. Qur
employees also participate in our human capital reform efforts through informal
focus groups, task teams, town hall meetings, and annual surveys. Proposed
regulations are issued for employee comment before final decisions are made. In this
regard, all constructive employee comments are considered and acted upon, as
appropriate.

We have reported that the involvement of employees both directly and indirectly is
critical to the success of such new initiatives as a pay-for-performance system.”
Performance management systems are more effective when employees perceive the
process to be fair and the criteria to be clearly defined, transparent, and consistently
applied.® Leading organizations have found that employee confidence and belief in
the fairness of incentive programs improves when employees, unions, or other
employee associations are actively involved during the development of the program.
Specific agency actions to involve employees and other stakeholders could include

s consult a wide range of stakeholders early in the process;
¢ obtain feedback directly frora employees in order to
o encourage a direct sense of involvement and buy-in,
o allow employees to express their views, and
o help validate the system to ensure that performance measures are
appropriate; and
¢ engage employees or their representatives in order to
o achieve consensus on planned changes,
o avoid misunderstandings, and
o assist in the expeditious resolution of problems.

*GAO, GAO: The Human Capital Strategic Plan Fiscal Years 20042006, GAO-04-1063SP
(Washington, D.C.: Sept. 1, 2004).

'GAD, Results-Oriented Cultures: Insights for U.S. Agencies from Other Countries’ Performance
Management Initiatives, GAO-02-862 (Washington, D.C.: Aug. 2, 2002); GAO, Human Capital:
Practices That Empowered and Involved Employees, GAO-01-1070 (Washington, D.C.: Sept. 14, 2001).
*GAO, Posthearing Questions Related to Strategic Human Capital Management, GAO-03-TT9R
(Washington, D.C.: May 22, 2003).
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We have also reported that a performance management system should have adequate
safeguards to ensure fairness and guard against abuse.” Based on our own experience
at GAO as well as our body of work looking at the performance management
practices used by leading public and private sector organizations, we have identified
a number of safeguards intended to help ensure the federal government’s pay-for-
performance systems are fair, effective, and credible.” For example, a system should
include reasonable transparency and appropriate accountability mechanisms in
connection with the results of the performance management process."

4. As you know, training is a major component of implementing the pay for
performance systems at the Departments of Defense and Homeland Security.
How do you rate the training provided to members of the Senior Executive
Service (SES) on its pay for performance system?

Although OPM has provided briefings to executive resource directors on the
administration of the new performance-based pay system, we are not aware of any
training provided directly to the SES on the new pay system. Moreover, we have not
specifically evaluated the performance management training provided to SES
members at either the Department of Defense (DOD) or the Department of Homeland
Security (DHS). However, we have reported on how DHS is addressing or planning
to address departmentwide training and the related challenges it has encountered.”

We have examined a range of DHS’s departmentwide and component training,
including the department’s efforts to use training related to MAX™ to foster
transformation and cultural change.”” DHS correctly recognized that a substantial
investment in training is a key aspect of effectively implementing MAX™, and in
particular, the new performance management system it established. In August 2005,
DHS sponsored a 2-¥2 day training program for 350 to 400 of its senior leaders. The
program covered a range of topics, including an update on current DHS priorities;
techniques and best practices for how senior leaders can effectively support and
implement these priorities; as well as specific management, communication, and
training approaches that can be used to support the creation of a performance-based
culture. The Secretary, Deputy Secretary, and Under Secretary for Management all
participated in the program, which also featured presentations from human capital
and organizational change experts from outside the department.

°*GAO, Human Capital: Implementing Pay for Performance at Selected Personnel Demonstration
Projects, GAO-04-83 (Washington, D.C.: Jan. 23, 2004).

“GAQ, Post-Hearing Questions for the Record Related to the Department of Defense’s National
Security Personnel System (NSPS), GAO-06-582R (Washington, D.C.: Mar. 24, 2006).

"Examples of transparency and accountability mechanisms include reporting on internal assessments
and employee survey results relating to the performance management system and publishing overall
results of performance management and pay decisions while protecting individual confidentiality.
“GAOQ, Department of Homeland Security: Strategic Management of Training Important for
Successful Transformation, GAO-05-888 (Washington, D.C.: Sept. 23, 2005); GAO, Human Capital:
Observations on Final Regulations for DOD's National Security Personnel System, GAO-06-

227T (Washington, D.C.: Nov. 17, 2005).

“MAX™, DHS’s human capital management system, covers key human capital areas including pay,
performance management, classification, labor relations, adverse actions, and employee appeals.
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We have also reviewed DOD and OPM’s joint release of both the preliminary and final
regulations on DOD’s new human resources management system, known as the
National Security Personnel System (NSPS)." Although DOD SES members are
eligible for coverage under NSPS provisions, DOD has no current plans to cover SES
members in its initial implementation spirals.”” DOD has applied for and received
provisional certification of both its SES and its senior-level (SL) and scientific or
professional (ST) performance-based pay systems for calendar year 2006. DOD may
determine at a later date whether coverage under NSPS pay and performance
provisions is necessary.” In our November 2005 testimony on the final NSPS
regulations, we identified training and adequate resources for training as two of
several key criteria and processes for a governmentwide human capital reform
framework. At that time, DOD had not defined the details of how it would implement
NSPS, nor had it included training plans or other implementation particulars in its
final regulations.” More recently, DOD has released a number of NSPS implementing
issuances and has posted a Web page on NSPS training available to its employees,
managers, and senior leaders. Although we have not reviewed the content of these
issuances, DOD’s move to provide training on NSPS implementation is consistent
with GAO's overall position on human capital reform.

Thank you for the opportunity to respond to your questions following the September
26, 2006, hearing on the senior executives’ pay-for-performance system
implementation. Please contact me at (202) 512-6806, if you, other subcommittee
members, or your staff have additional questions, or if we can provide additional help
on these issues.

Sincerely yours,

Rsnce f daradf

Brenda S. Farrell
Acting Director
Strategic Issues

(450544)

“GAO-08-227T.

70 Fed. Reg. 66116, 66131 (Nov. 1, 2005).

**70 Fed. Reg. 66116, 66131 (Nov. 1, 2005).

YGAO, Human Capital: Preliminary Observations on Proposed Regulations for DOD's National
Security Personnel System. GAO-05-559T (Washington, D.C.: Apr. 14, 2005).
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Senator Daniel K. Akaka
Subcommittee on Oversight of Government Management,
the Federal Workforce, and the District of Columbia
Senior Executives: Leading the Way in Federal Workforce
Reforms
September 26, 2006

Questions for Ms. Carol Bonosaro, President, Senior Executives Association (SEA)

1. As you know, training is a major component of implementing the pay for
performance systems at the Departments of Defense and Homeland Security. How
de you rate the training provided to members of the Senior Executive Service (SES)
on its pay for performance system?

There currently is no formal training of which I am aware for members of the Senior
Executive Service regarding their pay and performance management system. I believe that most
Senior Executives — whether they are simply executives subject to the new system or are part of
implementing it in their roles as member of Performance Review Boards - simply have figured it
out as they went along, with as much — or as little — material as they may have been provided by
their agencies. SEA would encourage OPM and agencies to provide formal and systematic
training on performance evaluation and pay decisions, similar to what has been proposed by
Senators Akaka and Voinovich for all managers and supervisors in S 3584 and S 3492,
respectively.

I wish to note, however, that OPM Director Springer — in her recent instructions to
agencies for submitting calendar year 2007 certification requests — has asked agencies to submit a
narrative statement describing the relevant briefings, other communications and training provided
to their senior employees, rating officials, Performance Review Boards, and human resources
staff both in preparation for and after the annual performance cycle. This, together with Director
Springer’s statement that “all agencies must ensure that their senior employees understand both
the philosophy and mechanics of their performance and pay systems,” is an important step in
addressing SEA’s concern regarding communication and training.

2. One of the concerns with implementing a pay for performance system is that it can
lead to politicization of the civil service. Have you seen any evidence of
politicization in the SES as a result of the pay for performance system?

While the SEA survey had no questions designed to gauge the Senior Executives’ perception of
increased politicization due to the new performarce management system, we did receive 28
comments from respondents on the topic of political appointees within the context of a
performance management system. Most of these comments displayed varying levels of concern
that political influence and loyalties played a role in everything from the assignment of ratings to
the awarding of raises and bonuses to the degree to which performance standards were
quantifiable. Some of these comments noted that the survey did not ask any questions on this
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particularly important issue.

Reflected in the comments is what must be logically assumed as a concern: a system that has no
safeguards is clearly open to distortion. It is the duty of the career SES to carry out policy actions
to the letter of the law. Under the previous performance system, career SES were relatively
insulated from political actions. The political appointee who supervises the career SES now has
the ability to both provide and deny pay increases to a much greater degree than under the
previous system, and the potential for political abuse exists. This is further reinforced by the lack
of correlation between performance ratings and pay identified by the survey.

While we have heard anecdotes and conjecture of politicization, we lack evidence and explicit
scenarios. We do believe that the lack of consistency, training, and accountability in the current
system leave a void which could potentially be filled with the politicization and intimidation of
the career SES. If nothing else, it has left the impression of politicization with some career SES.

3. The draft legislation by the SEA to improve the SES pay for performance system
calls for certification periods of five years instead of the current two year period.
Would the SEA proposal also provide for provisional certification and, if so, under
what circumstances would provisional certification be awarded?

The current statute does not provide for provisional certification. Provisional certification is
provided for under regulation. In Title 5, Section 5307 (d), agencies *“‘certified ... as having a
performance appraisal system” are provided with the ability to earn above the previous cap. In
that statute, it is specified that “the Office of Personnel Management and the Office of
Management and Budget jointly shall promulgate such regulations as may be necessary to carry
out this subsection, including the criteria and procedures in accordance with which any
determinations under this subsection shall be made.” Under this authority, the regulations
provided for provisional certification.

While SEA does not have a problem with provisional certifications as a concept, we believe that
the rules for both provisional certification and full certification should and must be well defined
by the Office of Personnel Management. As the Office may, by law, rescind certification at any
time “upon a finding that the actions of such agency have not remained in conformance” under 5
U.S.C. 5307(d)(3)(B), we feel provisional certification may not even be necessary and can
quickly be phased out if appropriate collaboration between the Office of Personnel Management
and the agencies is achieved early on in the process.

To this end, we have expressed hope that OPM would provide a series of indicators and
benchmarks that agencies can follow to assure that their performance management systems are in
line with the best practices the Office expects from agencies. The Memorandum for Heads of
Executive Departments and Agencies issued by OPM Director Springer on October 31, 2006, has
significantly moved in that direction. As provided for in our draft legislation that accompanied
our testimony, we believe the Office should be required to work with agencies on these indicators
and benchmarks for six months before rescinding their certification or prior to renewal. Sucha
system will make all parties more accountable and make the system more transparent and
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understandable to those affected by it.

4. The SEA report, Lost in Translation, calls for the Office of Personnel Management
(OPM) to re-create the central focus it once had for addressing issues related to the
SES and to devote resources to provide oversight of the SES pay for performance
system. In your epinion, what specifically should OPM do to improve oversight of
the SES?

Currently, there is no person or section at the Office of Personnel Management with definitive
responsibility for the Senior Executive Service and the policies and programs relating to it. We
believe OPM should return to its former practice and provide a singular section at the Office of
Personnel Management linking oversight with policy-making and implementation. This would
be a tremendous asset to the strength and cohesiveness of the civil service’s elite leadership team.

According to the Office of Personnel Management’s website, the Center for Leadership and
Executive Resource Policy is responsible for the SES programs and procedures. However, SES
policy decisions are provided for under a different section of the organization which is wholly
distinct from those who provide implementation. SEA believes this creates a disconnect between
policy and implementation, which insulates both sides from greater understanding that comes
through interplay of initial intent and practicality. This also creates a situation in which
stakeholders such as SEA do not know which section to approach when they have questions or
concerns.

Further, such an office could address not only the Senior Executive Service, but all the equivalent
services which have multiplied over the years (such as Senior Level positions, the FAA SES, the
Senior Intelligence Service and Senior Professional and Technical positions) and which, together,
constitute the government’s executive cadre. This would enable the office to address many
issues which these systems have in common.

5. ‘What is your opinion of the effectiveness of the certification process used by OPM
for the SES pay for performance system? Do you have any recommendations to
strengthen or improve the process to ensure that agencies are equipped to properly
implement the system?

While the Office of Personnel Management has a process for certification and has spelled out
required materials to be submitted, we are unclear with regard to how the information requested
has been, and will be, judged in reaching a decision regarding certification. Members candidly
describe to us having received no concrete benchmarks or specific guidelines for a certified
performance management system (although OPM has now provided several model performance
standards for SES positions). This has led to great uncertainty when creating a system. In fact,
many small agencies have not even applied. As the General Accounting Office stated in its
testimony, agencies have been confused about what the Office would like to see in a certified
system. Couple this with the memoranda issued by the Office of Personnel Management touting
the decreases in Outstanding and other high ratings among the SES as success, this has created a
message to agencies that suppressing high ratings is the path to certification. This, in turn, has
led to the perception of quotas, if not quotas themselves. To the extent that Director Springer’s
Memo of October 31, 2006 has addressed these concerns, we applaud her action, and look
forward to continuing to work with OPM and Congress to make the system fairer and more
effective.
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November 17, 2006

The Honorable George V. Voinovich

Chairman

Subcommittee on Oversight of Government

Management, the Federal Workforce and the District of Columbia
442 Hart Senate Office Building

Washington, DC 20510

Re: Chief Management Officers at DOD & DHS

Dear Mr. Chairman:

We are writing in response to your request that the Senior Executives Association offer our
comments on S 780 and S 1712, bills which would create, respectively, a Deputy Secretary for
Management at the Department of Defense and another at the Department of Homeland Security.
These new positions—also called Chief Management Officers—would be term appointments
given only to a nominee with a proven track record in management.

SEA supports your efforts to create high level leadership positions that can provide managerial
and administrative leadership that survives from one administration to the next. We applaud
your effort to provide strong managerial direction, particularly important at these two sprawling
agencies, and we believe the concept could apply government-wide. We do have some concerns
about several parts of the two bills.

One concern is the provision that places this proposed presidential appointment immediately
below the Secretary in the departments’ hierarchies. This may result in a politicized position
despite the language in the bills that would also make the Deputy Secretary for Management a
term appointment. While SEA would like to see an effective and enduring management chief in
a critical place in a department’s structure, we believe that position must be insulated from
politics to provide the best chance of continuous, sound management decisions. To achieve this,
SEA proposes that such a position be filled by a career Senior Executive or equivalent, at a
lower, but still effective place in the agency. We point to the role performed by Assistant
Secretaries of Administration prior to the early 1990s. At that earlier time career Senior
Executives effectively provided administrative and managerial leadership that survived changes
in administrations. The government’s previous experience with these career Senior Executives
in such positions showed the value of a strong, objective voice for management coupled with a
store of institutional knowledge.
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Honorable George V. Voinovich
November 17, 2006
Page 2 of 2

SEA also has concerns regarding provisions in the bills that allow a Deputy Secretary for
Management to be terminated for failing to meet a performance contract. We believe the ability
for the respective Secretaries to dismiss the appointee by claiming a failure to meet performance
contract requirements, coupled with the status of these CMO’s as “second in command,” creates
the strong possibility of a new Secretary in a new administration not honoring the performance
expectations of the predecessor. Evaluations of performance expectations——particularly at this
high level—are very subjective. Thus, we see the probability that the bills’ expectation that the
CMO would provide continuous leadership might never be realized in the real world of changes
in direction that accompany changes in administration.

SEA thanks you both for your work to aid federal employees and hopes to work with your offices
on passing legislation that furthers the efficiency and effectiveness of government.

Sincerely,

Coact O Dowwaid (it Wi o
CAROL A. BONOSARO WILLIAM L. BRANSFORD
President General Counsel

Cc: The Honorable Daniel Akaka, Ranking Member, Subcommittee on Oversight of
Government Management, the Federal Workforce and the District of Columbia
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