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GAO II 
United States 
General Accounting Office 
Washington, D.C. 20548 

General Government Division 

B-203022 

May 3,1988 

The Honorable David H. Pryor 
Chairman, Subcommittee on 

Federal Services, Post Office, 
and Civil Service 

Committee on Governmental Affairs 
United States Senate 

Dear Mr. Chairman: 

This is in response to your Subcommittee’s request that we report on the 
Navy’s personnel management demonstration project: operating at two 
of its laboratories. These are the Naval Weapons Center (NWC) in China 
Lake, California, and the Naval Ocean Systems Center (NOSC) in San 
Diego, California. 

The Navy’s project instituted procedural changes in the areas of position 
classification, performance appraisal, and pay. It intended to demon- 
strate that the effectiveness of federal laboratories could be enhanced 
by (1) allowing greater managerial control over personnel functions and 
(2) expanding opportunities available to employees through a more 
responsive and flexible personnel system. The project began in July 
1980 and covered 7,656 employees as of January 1988. The Office of 
Personnel Management (OPM) has estimated that salary costs at the dem- 
onstration laboratories have increased by about 1 percent per year since 
the project began. 

The proposed Defense Industry and Technology Act of 1988 (S. 2264), 
which was introduced on March 31, 1988, would, among other things, 
enable the Department of Defense (DOD) to apply the alternative person- 
nel system developed at the Navy’s two laboratories to up to 300,000 b 
employees in DOD acquisition and logistics organizations. The act’s goal is 
to resolve recruitment and retention problems in these DOD organizations 
by giving WD managers new flexibility in managing and rewarding their 
work forces. 

As requested, we have focused this report on matters particularly rele- 
vant to the goal of S. 2254. Thus, our report addresses several key “les- 
sons learned” from the Navy’s project that Congress,: OPM, and other 
federal agencies should take into account when authorizing, funding, 
designing, and evaluating future personnel system projects. 
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Rebults  in Brief 

Appendix  I explains  our findings  and observations . Appendix  II contains 
our letter to the Chairman of the Sen,ate Committee on Armed Services 
answering s ix  questions relating to $5. 2264 that were asked by Senator 
John G lenn. The answers provide additional ins ight into the matters dis -  
cussed in this  report, In particular, our response to the third question 
elaborates  on what we believe would constitute an adequate evaluation 
design for a projec t like N O %  and NWC. 

The Navy’s  projec t demonstrates that a pay-for-performance s y s tem 
with such process features as broad pay bands, s impler position c las s ifi-  
cation, and c loser linkages between performance and pay can be imple- 
mented to the general satisfaction of many managers, and employees, 
Although we found no s ignificant defic ienc ies  attributable to the projec t, 
insufficient data were available to support a conclus ion that the projec t 
had successfully  met its  objec tives of enhanced laboratory effec tiveness, 
greater managerial flex ibility  to ass ign work, and improved employee 
recruitment and retention. 

G iven the inherent difficulties  of doing a r igorous , controlled evaluation 
of a complex  program in a dynamic  environment, it would not have been 
reasonable to expect OPM'S evaluation of this  one projec t to have fully  
answered all questions. However, OPM'S evaluation di,d represent an 
important s tep in building a knowledge base on s y s temic  methods of 
improving personnel management and performance. By conducting more 
small-scale projec ts  of this  nature and constantly improving evaluations  
of them, the weaknesses of indiv idual s tudies  will become les s  promi- 
nent and the applicability  of findings  to other settings  will be enhanced. 

IJnlike the Navy’s  projec t, the Defense Indus try and Technology  Act 
proposes implementation in a budget-neutral manner with no net * 
increase in salary  and adminis trative costs. G iven the large number of 
employees to be involved and the fac t that a budget-neutral design has 
not yet been sufficiently tes ted (see p. 20), Congress may ins tead wish to 
further experiment by authoriz ing an approach allowing several 
projec ts  with different projec t designs  and smaller numbers of employ-  
ees to be tes ted in a carefully planned and monitored manner. 

O pjec tives, ‘Scope, and O ur objec tives were, to the extent practical, to (1) determine whether 

Mbthodology  
the results  expected from the personnel s y s tem changes at NOSC and N W C  

had been achieved and (2) provide information that would ass is t the 
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Subcommittee in considering additional proposals to demonstrate or 
implement the project’s procedures in other federal agencies. 

We reviewed various documents that explained the policies and proce- 
dures for implementing the demonstration project and described the 
methods used by OPM and the Navy for evaluating the results of the per- 
sonnel changes brought about by the project. We primarily relied on the 
evaluation plan and the 10 reports prepared by OPM on the project and 
statistical data provided by NOSC and NWC. A list of the 10 reports pre- 
pared by OPM is included in appendix III. We did not verify the accuracy 
of the information in the evaluation reports or the statistical data pro- 
vided to us by NOSC and NWC. 

To obtain additional views of persons responsible for implementing, 
monitoring, and assessing project results, we interviewed officials at 
OPM, Navy headquarters, NOSC, and NWC. We also judgmentally selected 
and interviewed certain supervisors and employees at NOSC and NWC for 
their insight into how the demonstration project operated and how it 
affected them. 

In addition, we interviewed selected officials at the Naval Air Develop- 
ment Center in Warminster, Pennsylvania, and the Naval Surface War- 
fare Center in Dahlgren, Virginia. The Navy selected these Centers as 
control laboratories so that determinations could be made of how the 
demonstration project affected personnel operations at NOSC and NWC 

compared to the control laboratories where such changes did not occur. 

We did our study between March 1987 and December 1987 in accord- 
ance with generally accepted government auditing standards. 

/ b 

Simmary of Findings The Navy’s demonstration project showed that a pay-for-performance 

hd Observations 
system with revised personnel processes to classify; appraise, and pay 
federal employees is workable. The project also showed that line mana- 
gers could be given authority and responsibility for making personnel 
decisions-a factor the Navy considered to be essential in implementing 
the revised system. However, given the magnitude of missing data and 
the differences between the demonstration and control laboratories, we 
cannot assess whether the major outcome benefits cited by OPM are 
attributable to the change in personnel practices, to pre-existing differ- 
ences between laboratories, or to outside factors, 
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Had it been fully implemented, the evaluation design developed for the 
Navy’s demonstration project should have produced a clearer indication 
of the project’s effect on such outcome objectives as recruitment and 
retention. However, it should be recognized that neither we nor OPM 

have identified any significant problems or serious adverse conse- 
quences attributable to the project. Furthermore, sufficient information 
is available to draw reasonable inferences on some key elements of the 
project. For example, it apparently did not give managers more flexibil- 
ity to assign work. On the other hand, the project did produce a simpler, 
less burdensome, and less time-consuming position classification pro- 
cess. Further, it showed that a new personnel system with closer link- 
ages between performance and pay could be implemented to the general 
satisfaction of many employees. However, because of data limitations, 
we cannot determine whether these aspects of the project, by them- 
selves, warranted the expenditure of additional funds. 

Even if the data on the Navy’s project were conclusive and showed that 
the project was successful, this would not necessarily mean that it 
would be workable in other locations because of various differences 
between the Navy’s laboratories and other organizations. Also, unlike 
the Navy’s project, other proposals for alternative personnel systems 
call for their implementation in a budget-neutral manner-that is, they 
do not provide for increases in total costs. This is a major difference in 
design from the Navy’s project and has not yet been sufficiently tested. 

Generally, because of problems such as noncomparable pay between the 
public and private sectors, we believe it would be difficult to implement 
pay system alternatives that are budget neutral, especially if one of the 
goals is to improve recruitment and retention. Accordmgly, we have 
strong reservations about endorsing the expansion of \he Navy’s project 
on a permanent and large-scale basis as proposed in S; 2264. Because of b 
the untested nature of budget-neutral systems, the large number of 
employees potentially affected, and the difficulties many organizations 
have in developing good, agreed-upon productivity measures and in 
operating accurate and reliable management information systems, we 
suggest the Subcommittee proceed slowly and cautiously in considering 
proposals to expand the Navy’s project to other locations in the manner 
envisioned in S. 2264. 



R&commendation to 
the Subcommittee on 
F#deral Services, Post 
0 
si 

fice, and Civil 
rvice 

Regarding future alternative personnel system projects, we recommend 
that the Subcommittee consider a series of projects smaller than those 
envisioned in S. 2264 in several locations throughout the country to test 
various design features and determine the applicability of the findings 
to other settings. Legislation should require that these projects be sys- 
tematically evaluated and that the adequacy of the evaluation be care- 
fully monitored. 

In cases where projects are authorized on a test or demonstration basis, 
we suggest that the projects be designed so that within a given organiza- 
tion, some employees are covered while others are not. This would per- 
mit more valid comparisons and better measurement of project results, 

For future projects that are authorized on a permanent basis, rather 
than as a test or demonstration, we suggest they be designed to eventu- 
ally apply to all employees within an organization to avoid disparate 
treatment of employees. We recognize that this may require a process 
for phasing in coverage of various groups of employees. 

3 commendation to 
; lt e Director of OPM 

We recommend that the Director ensure that future personnel system 
demonstration projects are carefully evaluated and fully documented. In 
addition, we recommend that the Director arrange for such evaluations 
to be closely monitored to ensure that they are implemented as designed, 
and that appropriate alternatives are developed and implemented if 
there are problems in executing the original evaluation. 

ljgency Views As arranged with the Subcommittee, we did not obtain agency comments 
on a draft of this report. We did, however, discuss our findings and b 
observations with officials of the Navy, DOD, and opl/n. Navy and DOD offi- 
cials generally concurred that there were shortcomings in the evaluation 
of the Navy’s demonstration project. However, they~ believed that better 
data are now being gathered and indicated a willingmess to take over the 
responsibility for evaluating this project in the future. OPM officials con- 
curred that there were limitations in the evaluation ~of the Navy’s pro- 
ject and with our recommendation that future demonstration projects be 
carefully evaluated and fully documented. OPM officials said that some 
of the baseline data needed for the evaluation were ‘not available and 
that other problems were encountered in the early phases of the evalua- 
tion The officials also stressed that in the future, adequate time should 
be provided for designing an evaluation before projects are 
implemented. 
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As requested, we plan no further distribution of this report until 30 
days after its issuance unless you publicly announce its contents earlier. 
At that time, we will send copies to the Director, Office of Personnel 
Management; the Secretary of the Navy; and to other interested parties 
upon request. 

Sincerely yours, 

Richard L. Fogel 
Assistant Comptroller General 
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Abbreviations 

DOD Department of Defense 
GAO General Accounting Office 
GPA Grade point average 
GS General Schedule 
NOSC Naval Ocean Systems Center, San Diego, California 
NWC Naval Weapons Center, China Lake, California 
OPM Office of Personnel Management 
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IFindings and Observations on the Navy’s8 
Pqsonnel Management Demonstration Project 

/ 
Ba$kground The Naval Weapons Center (NWC) is located about 160 miles north of Los 

Angeles, California, in the Mojave Desert. At that location, personnel 
officials cited problems in (1) recruiting the numbers of qualified per- 
sonnel needed because starting salaries were not competitive with pri- 
vate industry and (2) retaining qualified senior personnel because of 
limited promotional opportunities above the journeyman (i.e., GS-12) 
level. At the Naval Ocean Systems Center (NOSC), located near downtown 
San Diego, personnel officials described a different set of problems. 
These officials told us that line managers at NOSC lacked flexibility when 
assigning work to their employees because the General Schedule (GS) 
position classification process required too much paperwork and time. 
NOSC officials also expressed concern that the classification process was 
in the hands of personnel specialists rather than the line managers. It 
was their view that this situation made managers’ jobs more difficult 
because it hindered their ability to effectively administer personnel 
resources. 

The demonstration project, which involved 3,076 employees at NOSC and 
4,679 at NWC as of January 1988, instituted changes to the GS system in 
the areas of classification, performance appraisal, and, pay. It intended 
to demonstrate that the effectiveness of federal laboratories, such as 
NOSC and NWC, could be enhanced by (1) allowing greater managerial 
control over personnel functions and (2) expanding opportunities availa- 
ble to employees through a more responsive and flexible personnel sys- 
tem. The project’s plan was approved by OPM in April 1980 and was 
implemented by the two laboratories beginning in July 1980. 

Ck$ssification 
, / / / , 

The changes in the classification system primarily involved combining 
the 18 separate GS grade classifications into broad pay bands and 
streamlining the classification process. In lieu of GS grades, the project A 
established five separate career paths, and within each path employees 
were placed into one of several broad pay bands. Each of these bands 
included at least two previous GS grades. Figure I. 1 shows the general 
structure of the career paths, the pay bands established under the dem- 
onstration project, and the GS grades that the bands replaced. 

Page 10 GAO/GGD-88-79 Navy Demonstration Pro&cl 

,“& ,; / ..‘J“.’ 1,. .>.” ” ._, I ‘/. .(“,.., 
.,,1“ ,:,. ‘,’ I’ \ ,. ,’ 



Figbe 1.1: Career Paths 8nd Pay Band8 Compared to Oensral Scheduls 

~ Career Path 

1 Professional GS l-4 5-8 9-11 12-13 14-15 16-18 

Pay band A I II III IV V 

Technician* GS l-4 5-8 9-10 11-12 

Pay band A I II III 

; Technical 
j specialist 

GS 

Pay band 

l-4 5-8 9-10 11-12 

A I II III 
I I I I 1 

/ 

j Administrative GS l-4 5-8 9-10 11-12 
) specialist 

Pay band A I II III 

( Generalb GS l-3 4-5 6-7 8-9 10-11 

Pay band A I II Ill IV 

aAt NOSC, GS.8 technfcians were Included In band I; at NWC, GS-8 technrclans were rncluded In 
band II. 

bNOSC employees were included In the project as of September 1982. NWC general personnel 
were not fncluded in the project until November 1987. 

As part of changing the classification process, individual narrative posi- 
tion descriptions of GS occupations were replaced by broader classifica- 
tion standards and shorter, less individualized position descriptions. At 
NGSC, generic descriptions of the responsibilities of Uhe positions in each 
band were used, while at NWC, position-specific descriptions were con- 
structed from a menu of generic items describing employee duties, 
responsibilities, and difficulty in levels of work in each band. 
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Findhga and Observation6 on the Navy’~ 
Pemonne1 Management 
Demonhration Project 

Performance Appraisal The demonstration project featured a performance appraisal system 
similar to the performance appraisal process required by the Civil Ser- 
vice Reform Act (6 USC. 4302) for GS and other federal employees. Spe- 
cifically, the performance appraisal process under the demonstration 
project consisted of three phases-development of a performance plan, 
interim reviews, and a final appraisal at the end of the appraisal period, 
usually 1 year. 

The performance plan establishes the expectations of employee per- 
formance during the upcoming appraisal period. The bxpectations are 
written as objectives that employees are to accomplish. The objectives 
could be specific tasks related to the project to which’the employee has 
been assigned (e.g,, analyze the Soviet threat to the United States’ fleet 
in the Indian Ocean) or ongoing duties and responsibilities associated 
with the employee’s position (e.g., planning work, supervising staff, and 
evaluating work progress). In some cases, an employee’s plan includes 
both types of objectives. At least one interim review is required during 
the appraisal period. During the interim review, employees and their 
supervisors discuss how the employee is performing in relation to the 
performance plan and whether changes to the plan are needed. 

At the end of the rating period, the employee’s performance is evaluated 
in relation to the objectives contained in the plan. Although NOSC and 
NWC used different narrative descriptors for the different performance 
levels, each had five levels-a level equivalent to fully successful, two 
levels above fully successful, and two levels below. The supervisor rec- 
ommends that the employee be rated at one of these levels, and the rec- 
ommendation is reviewed and discussed with higher level managers. 
Although the employee and his/her supervisor have discussed the 
employee’s performance, a final rating is not provide3 until the mana- 
gers have discussed and agreed on the employee’s appropriate perform- 
ante level. 

If employees disagree with final performance ratings,, they may request 
that the ratings be reconsidered. An official at a level higher than the 
manager who approved the final rating reviews the facts and decides 
whether the rating should be changed. 

Pa Because the pay bands incorporate at least two GS grades, adopting this 
system gives NOSC and NWC more discretion in determining the starting 
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Fimlinge and Observations on the Navy’s 
Personnel Management 
Demonstration Project 

salary to be offered to new employees than previously existed. Subse- 
quently, employees’ pay levels are adjusted annually on the basis of per- 
formance and can include a salary increase within the same band, a one- 
time bonus or performance award, or a combination of both. Also, 
employees can receive pay increases through promotions to a higher 
band. In addition to performance-based pay increases and bonuses, 
employees in the two laboratories are also eligible for the same general 
pay adjustments (comparability) granted to employees under the GS sys- 
tem. Employees with ratings of fully successful or higher receive a full 
general increase, while employees with below fully successful ratings 
receive either one-half or none of the general increaSe. 

The Project Is 
Workable but Its 

The Navy’s demonstration project showed that a pay-for-performance 
system with revised personnel processes to classify, appraise, and pay 

Ohcomes Are Unclear 
federal employees can be implemented to the general satisfaction of 
many managers and employees. The project also demonstrated that line 
managers could be given authority and responsibility for making per- 
sonnel decisions-a factor the Navy considered to be essential in imple- 
menting the revised system. 

OPM summarized its views on the project’s success in a February 1986 
report entitled A Summary Assessment of the Navy Demonstration 
Project. The OPM report acknowledged that the project’s original goal- 
improved laboratory effectiveness -could not be demonstrated primar- 
ily because of the inherent difficulty in defining and measuring such 
effectiveness. Instead, OPM maintained that the true measure of the pro- 
ject’s success was that it showed that the revised personnel management 
procedures could be implemented and that these procedures were supe- 
rior to the procedures NOSC and NWC used before the, project was estab- 1, 
lished. According to OPM, the use of simplified classification, the 
establishment of a more direct link between performance and pay, and 
increased managerial control over personnel functions would help i~osc 
and NWC to achieve improvements in 

l managerial flexibility over workload assignments, 
. recruiting employees, and 
l retention of quality employees. 

To test the effects of the new personnel processes, a nonequivalent con- 
trol group evaluation design was used. The objective of this design was 
to determine project impacts by making before-anddafter comparisons 
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Find- and Observations on the Navy’s 
Personnel Management 
Demonstration Project 

between sites participating in the demonstration project and similar non- 
participating sites. If demonstration and nonequivalent control groups 
have sufficiently similar characteristics and the required data are col- 
lected, this is one of the stronger evaluation designs for ruling out exter- 
nal events as explanations of study findings. 

It is apparent from our analysis of OPM'S design that it put considerable 
effort into conceptualizing the implementation of a methodologically rig- 
orous impact evaluation. Strengths of the evaluation design for the 
Navy project were (1) specification of the objectives of the project, 
(2) recognition of the importance of comparing project sites to sites that 
did not participate in the project, and (3) specification of empirical 
measures of outcome and data sources. It would be useful to others who 
evaluate alternative personnel systems to review the Navy demonstra- 
tion design in these areas and build on work already done. 

The evaluation also had certain weaknesses. These flaws included sig- 
nificant differences between the demonstration and control laboratories 
and substantial missing data. With respect to the former, demonstration 
and control sites were located in different geographic regions, operated 
in different economic and organizational environments, and were differ- 
entially affected by other major changes in personnel practices. The 
sites were subject to such different external influences that it is unlikely 
that any amount of statistical manipulation could fully correct the 
problem. 

With respect to missing data, problems with data availability prevented 
OPM from obtaining all the data called for in the evaluation plan. Missing 
data included absent baseline measures, incomplete project data, and 
limited responses to annual employee surveys. 

Given the magnitude of missing data and the differences between dem- 
onstration and control laboratories, we cannot assess whether the pro- 
ject benefits cited by OPM related to its major outcome objectives are 
attributable to the change in personnel practices, to pre-existing differ- 
ences between laboratories, or to outside factors. The following sections 
discuss the benefits reported by OPM and illustrate the data problems 
encountered. 

Page 14 GAO/GGD-88-79 Navy Demon&ration Project 

;’ ,’ ‘: , ‘i . ,:.. 



Appendix I 
Findinga and Observations on the Navy’8 
Personnel Management 
Demonstration Project 

3 anagerial Flexibility 
ver Workload 

dssignments 

, 

The project’s classification system was designed so that line managers at 
the demonstration laboratories would have greater authority to make 
classification decisions and spend less time justifying classification 
actions. As a result, line managers were expected to have greater flexi- 
bility in assigning work to their employees. OPM’s evaluation model iden- 
tified various measures and data sources, such as managers’ time 
involved in classification activities and supervisors’ perceptions, which 
would indicate whether managerial effectiveness had increased. 

OPM’S evaluation report on classification noted several positive aspects 
of the revised classification system that appeared to be the basis fer 
OPM’S conclusion about the project’s success. OPM noted that (1) supervi- 
sors spent much less time on classification matters, (2) supervisors per- 
ceived themselves as having increased ability to influence classification 
decisions, and (3) staff spent less time processing classification actions. 
In addition, OPM identified cost savings resulting from simplified classifi- 
cation procedures at NOSC and NWC that, in 1984, ranged from approxi- 
mately $770,000 to $870,000 at each of the two laboratories. However, 
OPM noted that the savings identified were not necessarily concrete 
amounts that could be subtracted from total laboratory expenditures. In 
commenting further, OPM pointed out that personnel resources spent on 
such functions as classification were redirected to other personnel man- 
agement activities. 

OPM observed that little evidence existed to support a conclusion that 
managerial flexibility to assign work had been enhanced by the project. 
According to OPM, almost no difference existed between responses from 
demonstration and control laboratory managers when asked if they 
were subject to controls over the way they assigned work. Further, 
supervisors at the demonstration laboratories did not perceive they had 
additional flexibility to assign work to employees. However, OPM stated ’ 
that information existed indicating that these perceptions were influ- 
enced by such outside constraints as funding limitations and demands 
from the organizations for which NOSC and NWC did work, rather than 
the project’s classification system. 

pecruitment of Employees The broad pay bands established under the project were designed to 
allow the laboratories to set higher starting salaries than those allowed 

Y by the GS system so that NOSC'S and NWC’s ability to recruit high-quality 
employees would be improved. As part of its evaluation plan, OPM estab- 
lished measures that were intended to demonstrate whether recruitment 
of quality employees had improved under the project. These measures 
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included comparisons between the demonstration and control laborato- 
ries to assess (1) ratio of acceptances to offers; and (2) attributes of new 
hires, including education levels, performance ratings, and grade point 
averages (GPA). 

We found only limited information in the OPM reports to measure the 
occurrence of recruitment successes. OPM acknowledged in one of its 
reports that more complete and consistent measures of employee 
recruitment would have permitted more extensive analyses to be done 
concerning the project’s results in enhancing recruitment. Also, OPM 
mentioned that limited GPA information was available to assess the qual- 
ity of new scientists and engineers. 

Because we could not obtain recruitment data from the OPM reports, we 
obtained information from NOSC and NWC personnel officials on new jun- 
ior professionals that included (1) the ratio of acceptances to offers and 
(2) new employees’ GPAS. The data indicated that some changes had 
occurred at NOSC and NWC in these two areas. For example, in 1986, the 
GPAS of newly hired junior professional employees were slightly higher 
than they had been in 1980. At NO%, the GPAS of new professionals had 
changed from an average of 3.62 to 3.63. At NWC, the average GPA of 
these new employees had increased from 3.14 to 3.20. However, NOSC 
and NWC officials told us that they believed that recruiting results could 
also have been influenced by managerial decisions that were unrelated 
to the project. For instance, NOSC personnel managers said that from 
1980 to 1986, they concentrated on attracting graduates with relatively 
high GPAS and were less concerned about recruiting the numbers of 
employees they required. In that regard, the ratio of the number of per- 
sons hired to the number required declined at NOSC from 76 percent to 68 
percent during that time period. At NWC, personnel managers expanded 
the level of their recruiting efforts in 1979 before the project was imple- l 

mented. Based on this information, we were unable to discern the effect 
of the project on the recruitment of quality employees. 

Ret&ion of Quality 
Employees 

" 
/ 

One objective of the project’s performance-based compensation system 
was to encourage the retention of quality employees. Specifically, NOSC 

and NWC expected that the greater salary increases and bonuses availa- 
ble to employees with performance ratings above the fully successful 
level would make it more likely that they would stay at NOSC and NWC 
than employees rated below fully successful who did not receive similar 
increases and bonuses. 
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OPM'S evaluation model called for determining how the project affected 
employee turnover by using such measures as (1) the number of employ- 
ees who left NOSC and NWC for other federal and nonfederal positions, as 
well as those who left due to illness, retirement, or death; (2) a compari- 
son between the demonstration and control laboratories of actual 
employee turnover by performance rating; and (3) employee attitude 
data on such matters as their level of satisfaction with jobs, organiza- 
tional climate, and supervision. 

Although OPM included some turnover information in its summary 
report, OPM acknowledged that more complete and consistent measures 
of employee turnover would have allowed more extensive analyses of 
the project’s impact on employee retention. For example, the report 
stated that turnover was about 30 percent lower at the demonstration 
laboratories than the control laboratories. However, this information 
was only reported for 1984 and 1985. 

To further explore the turnover issue, OPM reviewed employees’ intent to 
turnover. In one of its reports, OPM stated that because actual turnover 
and intent to turnover were closely related, an analysis of intent to turn- 
over would be meaningful. To address intent to turnover, annual 
surveys were sent to all supervisors and a sample of employees at the 
four laboratories. Among other things, the surveys sought information 
on job satisfaction, a factor OPM considered to be the strongest predictor 
of intent to turnover. Based on employee responses to the attitude 
surveys, OPM found that employees felt the project’s effect on job satis- 
faction was generally favorable in matters such as pay equity and pay- 
for-performance, and that intent to turnover decreased over time at the 
demonstration laboratories. 

However, on average, about 2,000 employees, or 61 percent of the sur- ’ 
vey sample, responded between 1979 and 1984. Because it is not known 
if and how the attitudes of nonrespondents differed from those of the 
respondents, the applicability of survey results to the overall work force 
at the four laboratories is unknown. Furthermore, OPM found that job 
satisfaction was affected less by pay and more by the work itself and 
the amount of control employees exercised over the work-issues that 
the project did not address. 

During the course of our review, NOSC and NWC personnel officials pro- 
vided us statistical data on employee turnover rates from 1982 to 1985 
that they believed indicated that the expected retention improvements 
had been attained. The data showed that the percentage of employees 
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who received ratings below the fully successful level and subsequently 
left was greater by about 22 percent at NOSC and by 47 percent at NWC 
than the percentage of employees rated above fully successful who sub- 
sequently left. While we believed these percentages were impressive, we 
could not determine from available data whether turnover rates were 
any different from those that existed before the project. 

One area with missing data involved performance ratings. The four 
Navy laboratories were supposed to send computer tapes to OPM annu- 
ally containing performance rating data. However, for 1979 and 1980, 
no such data were obtained from the control laboratories and only par- 
tial data were obtained from the demonstration laboratories. In later 
years, significant gaps in ratings data persisted. Without the requisite 
data, it is very difficult to demonstrate a causal linkage between per- 
formance ratings and outcomes, such as salary, work attitudes, and 
turnover. 

An analysis of this information was also affected by the project’s estab- 
lishment of five performance levels in the NOSC and NWC performance 
appraisal systems. Before the project, three performance levels were 
used-outstanding, satisfactory, and unacceptable. Thus, it was not pos- 
sible to determine how many employees who were rated as satisfactory 
performers under the previous three-level system would have been 
placed in the levels directly above and below satisfactory in the new 
five-level system. 

According to an OPM official, OPM is currently preparing a report that 
will further address the issue of turnover. 

I 

, 
I, 

Factors to Consider in We recognize that optimal conditions for scientific study of complex pro- 

ure Demonstration grams rarely exist. Those evaluating the Navy demonstration project 
encountered the difficulties of trying to do a controlled study in a 
dynamic environment. While no evaluation can definitively discern all 
program effects, each one affords an opportunity to identify areas that 
will play major roles in future projects and to learn how future studies 
may be improved. 

Considering the above, Congress, OPM, and federal agencies need to be 
alert to several factors when considering the design, implementation, 
and evaluation of future alternative personnel systems. The following 
sections discuss these factors. 
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h Credible Performance 
Appraisal System Is 
I/Ielpful 

One factor that can enhance a personnel project’s chances of success is a 
credible performance appraisal system. Elements of such a system 
include clear performance expectations, ratings that can discriminate 
between different levels of performance, and feedback on the extent 
that expectations have been achieved. 

In its summary report, OPM noted that in a review of a sample of demon- 
stration employees’ performance plans, certain problems-such as 
unclear standards and the lack of a consistent formula for deriving sum- 
mary ratings from ratings on individual elements-could negatively 
affect employees’ perceptions about the fairness of performance 
appraisals. However, OPM reported that these shortcomings did not 
appear to adversely affect employees’ perceptions. 

According to OPM, employees at the demonstration laboratories per- 
ceived the performance appraisal system to be fair and objective. Dem- 
onstration laboratory employees also expressed satisfaction with better 
communication between supervisors and employees, clearer perform- 
ante expectations, and the appropriateness of actions taken toward high 
performers as well as low performers. 

In its evaluation, OPM reviewed salary costs and found that as of Janu- 
ary 1986, employees at the demonstration laboratories were paid sala- 
ries that were 6 percent higher than those received by employees at the 
control laboratories. OPM estimated that this increase amounted to an 
additional $16 million in salary costs. OPM attributed this increase pri- 
marily to (1) the higher starting salaries paid to entry-level scientists 
and engineers at the demonstration laboratories and (2) the larger aver- 
age salary increases given to employees both within a pay band and b 
through promotions between the bands at nearly all levels. OPM esti- 
mated that increased salary costs have occurred at NOSC and NWC at the 
rate of approximately 1 percent each year since the project was estab- 
lished in July 1980. OPM also stated that barring any changes in policy at 
the demonstration laboratories, salary costs under the project could be 
expected to continue to increase. 

01% stated that the increased costs at NOSC and NWC were attributable 
not only to the project but also to an additional monetary investment 
made by the two laboratories. This investment included such items as 
payments to employees at the demonstration laboratories for (1) within- 
grade increases that would have been due within a specified period 
under the old system and (2) increased salaries for existing employees to 
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bring their salaries in line with those that were paid to new employees 
under the project. OPM acknowledged that if this investment had not 
been made, the results of the project could have been less favorable. 

The proposed Civil Service Simplification Act (S. 1646), which autho- 
rizes the implementation of the Navy’s project in other federal agencies, 
and the proposed Defense Industry and Technology Act both impose a 
new requirement: budget neutrality. At present, however, little informa- 
tion is available on the feasibility or likely impacts of implementing an 
alternative pay system in a budget-neutral manner. For example, the 
project at the National Bureau of Standards was designed to be budget- 
neutral; however, that project has only recently been implemented. 

Some budget-neutral proposals provide for applying anticipated produc- 
tivity savings to reduce the costs of new personnel systems. These pro- 
posals impose a significant level of risk for two reasons. First, it is 
unclear whether any budgetary savings will be achieved, and the project 
could adversely affect employees if such savings were relied upon to 
fund the new system. Generally, we believe it would be difficult to 
implement reasonable pay system alternatives that are budget neutral if 
the goal is to help improve recruitment and retention, as is the case in 
S. 2264. Second, although good productivity measures and accurate and 
reliable data on performance can be developed for some operations, this 
is often not the case for many governmental activities. For example, 
National Bureau of Standards officials said they do not plan to evaluate 
the effect of their project on productivity because they believe it would 
not be possible to measure it. 

Whether and how budget neutrality affects the outcomes of new person- 
nel programs is an empirically testable question. If budget neutrality is I 
to be an objective of future demonstration projects, the range of its 
intended and unintended effects should be carefully tested, monitored, 
and documented along with projects that are not designed to be budget 
neutral. 

Traqsferability of It would be tenuous to use the results of the Navy’s project as a basis for 
Suc$essful Projects Is a full implementation of the project in other organizations even if (1) opti- 
Funbtion of Many Factors ma1 evaluation conditions had existed; (2) the data were entirely reli- 

5, able, valid, and complete; and (3) the findings were conclusive. The fact 
that a particular program is found to be successful does not mean that 
its findings can be generalized across different people, settings, and 
times. 
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A p p e n d i x  I 
. P ind lnga  a n d  Obnerva t iona  o n  the N a v y %  

Personne l  M a n a g e m e n t  
Demonst ra t ion  Pro jec t  

O P M  has  po in te d  o u t th a t var ious fac tors  wou ld  in f luence resul ts 
o b ta ined  in  o ther  o rgan iza tions , inc lud ing 

l th e  ex is tence o f o u tside fac tors, inc lud ing labor  m a r k e t c o m p e titio n  a n d  
e m p l o y e e  mobi l i ty;  

. agenc ies’ i m p l e m e n ta tio n  o f th e  project’s fe a tures  in  a  dif ferent m a n n e r  
from  th e  way  they  were  i m p l e m e n te d  a t N O S C  a n d  N W C ; 

l emp loyees’ unders tand ing  o f a n d  a ttitudes  toward  th e  n e w  system ; a n d  
l th e  a m o u n t o f m o n e y  agenc ies  wou ld  b e  wi l l ing to  invest to  es tab l ish  th e  

project.  

W e  ag ree  with O P M  a n d  be l ieve th a t th e  d e m o n s trat ion project  wou ld  
n e e d  to  b e  repl icated e lsewhere  to  ascer ta in its appl icabi l i ty  to  o ther  
se ttings . 

E b a lu a tio n  C o n sid e r a tions  A s a  s ing le  study o f a  par t icular fo r m  o f personne l  m a n a g e m e n t, it 
wou ld  n o t have  b e e n  reasonab le  to  expec t th e  eva lua tio n  o f th e  Navy  
project  to  have  answered  al l  ques tions . 

T h e  eva lua tio n , however , represen ts a n  impor ta n t s tep to  bu i ld ing  a  
know ledge  base  o n  system ic m e thods  o f improv ing  personne l  m a n a g e -  
m e n t a n d  per fo r m a n c e . Th rough  repea te d  smal l -sca le  tes ts o f th is  sort, 
th e  weaknesses  o f ind iv idual  s tudies wil l  b e c o m e  less p r o m i n e n t a n d  
appl icabi l i ty  o f find ings  to  o ther  se ttings  wou ld  b e  e n h a n c e d . T h e  m o s t 
s o u n d  bas is  fo r  fo rmu la tin g  b e tte r  personne l  m a n a g e m e n t pol icy dec i -  
s ions wil l  c o m e  from  accumu la tin g  ev idence  across studies d o n e  o n  dif- 
fe ren t work  fo rce  popu la tions  in  dif ferent se ttings  a t di f ferent tim e s . 

In  add i tio n , d a ta  col lect ion e ffo r ts shou ld  b e  m o n i to red , s tudies shou ld  
a d e q u a tely  respond  to  chang ing  cond i tions , a n d  th e  c o m p o n e n ts o f th e  

, 

p r o g r a m  shou ld  b e  d o c u m e n te d , P ractical, p rocedura l , a n d  admin is tra- 
t ive p rob lems  o fte n  ar ise dur ing  th e  course  o f a n  eva lua tio n  th a t i m p e d e  
col lect ion o f th e  requ i red  d a ta . To  preserve  th e  integri ty o f th e  study 
des ign , it is necessary  to  have  a  feedback  m e c h a n i s m  s ignal l ing th e  exis-  
tence  o f these  p rob lems  so  th a t eva lua tors  can  take  c o m p e n s a tin g  
ac tions  to  g e t th e  d a ta  col lect ion back  o n  track. There fo re , ac tive mon i -  
to r ing  o f d a ta  col lect ion shou ld  b e  a n  ongo ing  c o m p o n e n t o f fu tu re  
eva lua tions . 
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Fall-back options should also be available if critical data cannot be 
obtained. The original evaluation plan should include alternative meas- 
ures that could be used if anticipated data do not materialize. If alterna- 
tive measures are not feasible, then provisions should be available for 
refocusing the study so that meaningful information can still be 
obtained. Adapting the evaluation to changing circumstances can help 
strengthen the conclusions reached. 

To understand how a successful program might be replicated, as well as 
why a program might have failed to achieve its objectives, data on out- 
comes are not enough. In addition, the evaluators should document the 
specific components of the program (e.g., what new recruitment efforts 
are to take place) and monitor the extent to which the program was 
implemented (e.g., number of staff days spent on the new activity). 
Monitoring at both demonstration and control sites also facilitates 
awareness of outside factors (e.g., economic conditions) that can affect 
program results. The collection of qualitative process information can 
help identify strengths and weaknesses of the project. This would enable 
critical linkages to be made between program inputs and outputs and 
provide a substantive basis for improving and fine-tuning future demon- 
stration projects. 
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Ik%ter t6 the Chairman, Senate Committee on 
Armed Services, Answering Six Questions on 
Senate Bill 2254 

April 19, 1988 

The Honorable Sam Nunn 
Chairman, Committee on Armed Services 
United States Senate 

near Mr. Chairman: 

Pursuant to a request from Senator Glenn, enclosed are our 

answers to six questions on a proposed new personnel system 

for Department of Defense acquisition personnel. Please call 

me on 275-4232 if you need further clarification. 

Sincerely yours, 

Bernard I,. Ungar ., 
Associate Director 

Enclosure 
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RESPONSES TO QUESTIONS FROM SENATOR GLENN 

Question 1 

You stated you have concerns with the component aspect of the 
personnel system proposal. If the proposal covers entire 
organizations within the Department of Defense (DOD) so that 
equal treatment would be given to all DOD components, would GAO 
support its passage? 

GAO Response 

We would not support its passage if the only change to the 
proposal is to cover entire organizations within DOD. We are 
concerned about two other elements of the proposal in addition to 
the organizational versus occupational issue. These other 
elements are the budget-neutral nature of the proposal and the 
size of the work force that would be covered--up to 300,000 DOD 
employees. Our response to question 2 further explains these 
concerns. 

If the Congress decides to authorize an alternative personnel 
system for DOD or other agencies on a permanent rather than a 
demonstration or test basis, GAO would favor its implementation 
for all white-collar employees of an organization rather than for 
certain occupations. This would avoid the administrative 
problems that could result from multiple, occupationally-based 
personnel systems and assure uniform treatment for all employees. 

We believe that section 1643(a) of S.2254 is unclear as to 
whether the proposed personnel system would cover entire DOD 
components or certain positions within components. The term 
“component” in this section is open to interpretation. It could 
be interpreted as an entire organization involved in acquisition 
and logistics, such as one of the service's inventory control 
points or a systems command. On the other hand, it could be 
interpreted as those units within an organization that are 
directly involved in acquisition and logistics. 

If the Subcommittee decides to take further action on the bill, 
we suggest that section 1643(a) be revised as follows (suggested 
clarifying language is in bold type and suggested deletions are 
in brackets): 

Section 1643(a) In General - The Secretary, with the 
approval of the Director of the Office of Personnel 
Management, may establish and implement an alternative 
personnel management system [for the] to cover all 
professional, administrative, and technical positions 
of those [components] organizations of the Department 
of Defense that, as determined by the Secretary, 
primarily perform acquisition and logistics functions. 
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Question 2 

In your prepared statement, you expressed concern about the 
budget-neutral nature of the proposal. In your remarks, you 
stated that implementing the pay band plan could be difficult on 
a budget-neutral basis: however, it could be done with adequate 
testing and evaluation. Could you expand on that last point? 
Are you saying that, with testing and evaluation, GAO would 
support the budget-neutral aspect of the proposal7 

GAO Response 

We would not support adopting or testing a budget-neutral 
alternative pay system involving as many employees as would be 
allowed under the bill at this time. As many as 300,000 DOD 
employees could be included in the system proposed by S.2254. 
Generally, we believe it is very difficult to implement 
reasonable pay system alternatives that are budget neutral. 

The budget-neutral feature of the proposal has not yet been 
sufficiently tested to determine how it would work or its 
results, The Navy’s demonstration project at China Lake and San 
Diego was not designed to be budget neutral. According to OPM, 
as of January 1986, overall salary costs for this project were 6 
percent higher than at counterpart laboratories used as control 
facilities. Further, little information is available on the 
results of the two other federal alternative pay projects--the 
National Bureau of Standards and McClellan Air Force Base--which 
were only recently implemented and involve a much smaller number 
of employees than contemplated under s.2254, (See our response 
to question 5. ) 

With so little information available on the results of a budget- 
neutral system, we do not believe it would be advisable to place 
up to 300,000 Defense employees in such a system, particularly if 
it turns out to have undesirable results. If the subcommittee 
wishes to further test a budget-neutral alternative pay system, 
we suggest it be done on a much smaller scale involving a smaller 
number of employees and that it be very carefully planned, 
monitored, and evaluated. 
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guestion 3 

You made a point in your remarks that DOD needs to have an 
adequate test and evaluation plan to insure the effective 
implementation of the personnel proposal. What would constitute 
an adequate test and evaluation plan? Does the china Lake 
demonstration project provide a sufficient test for many aspects 
of the DOD proposal? If not, why not? 

GAO Response 

Elements of an adequate test and evaluation plan 

The evaluation plan should act as a blueprint for how to carry 
out the study so that proper conclusions can be drawn at the end. 
It should provide clear guidance on the purposes of the program, 
the study design, the information to be collected and how data 
collection will be done, data analysis procedures, and the 
management plan. Major components of an adequate plan to test 
and evaluate program impacts include the following: 

-- Specification of the objectives of the program. 

Both short- and long-term objectives should be specified 
clearly and in measurable terms. Development of the 
objectives should include consideration of what - in 
practical terms - would constitute successful outcomes. For 
example, how much increase in the retention of high 
performersisessary to conclude that the program is 
successful in retaining the “best and brightest”? 

-- Specification of the study design. 

The role of the study design is to insure that program 
variables, rather than unrelated factors, are responsible for 
producing the observed results, one major aspect of design is 
the identification of an appropriate comparison group to test 
program results against. The comparison group should be as 
similar to the experimental group as possible, with the 
exception of the new program. If the experimental group is 
not equivalent to the comparison group (e.g., there are 
differences in age which may affect turnover rates), then data 
should be collected on those initial differences that might 
affect outcomes. Statistical analyses should use these data 
to try to correct for the pre-existing differences between 
experimental and control groups. 

-- Development of empirical measures of outcome. 

The extent to which the objectives of the new system have 
been met should be measurable using reliable and valid 
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measures of outcome. Since program outcomes can rarely be 
measured perfectly or completely, the evaluation plan should 
include multiple measures of the same outcome. ( For example, 
quality of new hires might be measured using grade point 
average, first year performance ratings, and end of first-year 
interviews with supervisors. 1 The weight of evidence from 
multiple measures can significantly enhance the 
interpretability of findings. 

-- Identification and verification of data sources. 

The evaluation plan should specify the data sources for the 
study and provide for quality checks of those data. It 
should not be left to chance that after the study begins, 
anticipated sources of data do not materialize. If an 
existing data source is found to have unreliable or 
incomplete data, the evaluation plan should either call for 
supplementing the data source with better data or for 
creating a primary data base specific to the study. Active 
monitoring of the data collection - at both experimental and 
control sites - is then necessary to ensure high data 
quality. 

-- Specification and monitoring of activities at both 
experimental and comparison sites. 

To understand how a successful program might be replicated, 
as well as why a program might have failed to achieve its 
objectives, the same types of information are necessary: 
documentation of the specific components of the program 
(e.g., what new recruitment efforts are to take place) and 
monitoring of the extent to which the program was implemented 
(e.g., number of staff days spent on the new activity), 
Monitoring at both experimental and control sites also 
facilitates awareness of outside factors (e.g., economic 
conditions) that can affect program results. The evaluation 
plan should include collection of such process information 
because it adds richness and depth to the study and enables 
critical linkages to be made between program inputs and 
outputs. 

-- Development of a data analysis plan. 

The purpose of an analysis plan is to set out how data will 
be used once collected. It should specify what analytical 
techniques will be used and how analysis results will be 
presented. It can streamline data collection by reducing 
tendencies to collect unnecessary information, and it helps 
keep the focus on the final product of the evaluation study. 
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, 

-- Specification of roles, responsibilities, and tasks 
involved in performing the study. 

A detailed breakdown of evaluation tasks should be set out 
along with cognizant personnel responsible for carrying out 
those tasks. This will m inimize potential for confusion over 
the order in which tasks are to be carried out and who is to 
do what. 

Every effort should be made to develop detailed information in 
the evaluation plan on the methodological components cited above. 
The evaluators should should then strive to follow the plan as 
closely as possible. Because social programs take place in 
dynamic environments, however, it can be extremely difficult for 
an evaluation study to fully carry out all aspects of the 
methodology as planned. Evaluators should recognize that new 
events and external influences m ight arise which could thwart 
plans for a “pure” study. In such a case, fall-back options 
should be considered and provisions made for adjusting the study 
so that it is sensitive to the new conditions. 

Applicability of the China Lake evaluation to the DOD proposal 

Our information on China Lake comes from reviewing relevant 
regulations and guidance, the project proposal, the original 
evaluation plan, the ten evaluation reports issued between 1984 
and 1987, interviews with OPM and Navy officials, and site visits 
to the project’s experimental and control sites. We began our 
review seven years after the start of the demonstration project 
and were faced with all the lim itations associated with 
conducting such a retrospective inquiry. These lim itations 
notwithstanding, the accumulated evidence indicates that the data 
from the China Lake evaluation are not strong enough to determine 
whether or not the project met its objectives. If the full 
complement of data identified in the evaluation plan had been 
collected as planned, there could have been a stronger basis for 
drawing conclusions about effects. 

Based on the available information, and using the evaluation 
framework cited above, we are able to make the following 
statements about the test of the china Lake demonstration 
project which may be helpful to potential tests of the proposed 
DOD system: 

The strengths of the China Lake evaluation were its 
specification of the objectives of the project, its 
awareness of the importance of comparing project sites to 
sites that did not participate in the project, and its 
specification of empirical measures and data sources. In 
these areas, it is apparent that considerable effort was 
put into conceptualizing the implementation of a rigorous 
impact evaluation. It would behoove others who evaluate 
alternative personnel systems to review the china Lake 
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study in these areas and build on the work already 
per formed. 

The overall weakness of the china Lake evaluation was that 
when all was said and done, the volume of data that were 
either missing or non-comparable was quite large. While we 
do not know all the reasons behind the data problems, we 
can determine that they were of such magnitude that firm 
conclusions about project effectiveness cannot be drawn. 

One major problem originated from the non-comparability of 
demonstration and control sites. They were located in 
different geographical regions, operated in different 
economic and organizational environments, and were 
differentially affected by other major changes in personnel 
management. On the one hand, given the decision to 
implement the demonstration project laboratory-wide, the 
evaluators appear to have done their best in selecting 
control sites, On the other hand, the differences between 
sites were so great that no amount of statistical 
manipulation could correct the problem. Officials should 
consider implementing future demonstration projects in 
units within an organization, rather than organization- 
wide. While this might result in some added administrative 
burden, it would afford a stronger test of program impacts 
by.enabling the selection of a highly similar comparison 
group from within the same organization. 

Another major problem resulted from data that were supposed 
to be collected but were not. For example, the two 
demonstration labs and the two control labs were supposed 
to send computer tapes to OPM annually containing 
performance rating data. However, for 1979 and 1980, no 
such data were obtained from the control labs and only 
partial data were obtained from the demonstration labs. In 
subsequent years, significant data gaps persisted. It is 
obvious that failure to obtain such data impairs before- 
and after comparisons and clouds the ability to interpret 
the findings. 

Finally, the available evaluation reports on China Lake 
provide little information on how and to what extent the 
project was implemented at the demonstration sites. 
Qualitative information on implementation processes could 
have identified strengths and weaknesses of the project 
which, in turn, could have been used to improve and fine- 
tune future demonstration projects. 

We share the concern about the quality of the work force 
and support tests of specific reforms targeted to 
alleviating the problem. We caution against advocating 
specific reforms as though they were certain to succeed, 
however. We cannot know beforehand the range of direct and 
indirect outcomes from a specific complex reform. The 
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sufficiently strong to draw unequivocal cause-effect 
conclusions about the effectiveness of its personnel 
demonstration project. Our commitment should be to testing 
(either sequentially or in combination) several possible 
solutions to the work force quality problem, rather than to 
a specific reform. 

Question 4 

I understand GAO recently completed a review of the China Lake 
demonstration project. What lessons did we learn from that 
demonstration and are any of those lessons particularly relevant 
to the DOD proposal? What were China Lake's accomplishments? 

GAO Response 

The goal of the alternative personnel system proposed in the 
bill iS to give DOD acquisition managers more flexibility in 
managing and rewarding their work forces, thereby resolving the 
recruitment and retention problems evident in DOD acquisition 
organizations. DOD would be able to apply the alternative 
personnel management system developed at the Navy laboratories at 
China Lake and San Diego to DOD acquisition organizations. 

We are now completing a review of the Navy's personnel 
management demonstration project for the Subcommittee on Federal 
Services, Post Office, and Civil Service, Senate Committee on 
Governmental Affairs. Several observations we have made during 
this review would be relevant to the DOD proposal. 

-- First, the Navy's demonstration project was not implemented in 
a budget-neutral manner. According to OPM, as of January 
1986, overall salary costs for the Navy's demonstration 
project are 6 percent higher than at counterpart laboratories 
used as control facilities. Thus, accomplishments associated 
with the Navy's project were not achieved under a budget 
neutral system. 

-- Second, the demonstration project at the two Navy 
laboratories in China Lake and San Diego, California, showed 
that a pay-for-performance system with such process features 
as broad pay bands, simpler classification procedures, and 
closer linkages between performance and pay can be implemented 
to the general satisfaction of many managers and employees. 
The project also showed that line managers could be given 
direct authority and responsibility for making pay and reward 
decisions for their employees, which was considered an 
essential factor in effectively implementing the revised 
system. 

-- Third, although we did not identify significant deficiencies 
with the Navy's project and OPM believes it to be successful, 
problems with data availability and usefulness preclude a 
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conclusive assessment of the project’s results relative to the 
outcome objectives established. These objectives, which are 
Bly similar to the goals set forth for DOD acquisition 
personnel , include improved recruitment and retention. 

-- Fourth, according to OPM, managers at China Lake and San 
Diego. perceived that they did not have greater flexibility to 
assign work to employees, which was one of the objectives of 
the revised classification procedures. However, OPM found 
that managers felt they (1) had sufficient authority to 
influence classification decisions; (2) encountered much less 
difficulty in getting positions classified: and (3) generally 
spent less time on classification matters due to the 
establishment of simpler, less burdensome classification 
procedures. In addition, the project’s broad pay bands 
provided more latitude in making pay distinctions which OPM 
considered an important aspect of any performance-based 
compensation system, 

Question 5 

Please describe other budget-neutral alternative pay projects 
implemented by the federal government. what has been the size 
and scope of these projects? What is the precedent for 
implementing a budget-neutral pay band project for a work force 
of 300,000 employees? 

GAO Response 

In January 1988, the National Bureau of Standards (NBS) 
implemented a personnel demonstration project which included all 
of NBS’ 3,050 white-collar employees. Although not required to 
do so by law, NBS has set an objective to keep the project budget 
neutral throughout the 5-year demonstration. To meet this 
objective, NBS officials said they expect to pay for the higher 
salaries anticipated to result from the project by employing 
fewer or lower-graded personnel, In addition, in early 1988, the 
Air Force implemented a personnel demonstration project at 
McClellan Air Force Base on a budget-neutral basis involving 
about 2,000 white- and blue-collar employees. The project 
includes a gainsharing program whereby the Air FOrCe will 
identify gains in employee productivity and share the savings 
generated between employees and the government. 

We are unaware of any budget-neutral pay band projects that 
cover a work force of 300,000. 
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Question 6 

There are two aspects of the personnel proposal that your 
prepared statement was silent on about which I would like your 
opinion. One deals with the use of documented savings from 
improved productivity to reduce the aggregate costs of the new 
system, and the other is providing for special pay for certain 
scientific and technical positions. Both of these were not 
included as part of the China Lake demonstration project so we 
have no experience on which to determine the viability of either 
proposal. While the benefits may be apparent, given GAO’S work 
on a broad range of issues, can you identify problems with either 
of the proposals that the committee should be aware of as it 
decides on the bill’s passage? 

GAO Response 

We have some concerns about the proposal to use documented 
savings from improved productivity to reduce the aggregate costs 
of the new personnel system. First, our work over the last 
several years has shown that agencies often have difficulty 
developing valid, agreed-upon productivity measures. This lack 
of good output measures for many operations, along with short- 
comings in many agencies’ management information systems, raises 
questions about how reliable such a system would be. 

The situations at the Navy’s China Lake and San Diego project 
and at the National Bureau of Standards also help shed some 
light on this issue. OPM reported that the two Navy 
laboratories realized some savings in administrative areas, such 
as reductions in personnelists’ time spent on classification 
activities. However, a comprehensive evaluation of productivity 
savings resulting from the project at China Lake and San Diego 
was apparently not done. NBS officials said they do not plan to 
evaluate the effect of the project on productivity because they 
believe it would not be possible to measure it. 

We have no objection to using special pay rates for certain 
scientific and technical positions, where warranted. our work 
has shown that the use of special pay rates for certain 
occupations has been effective in making the government’s 
compensation package more competitive in attracting and 
retaining people in hard-to-fill positions. 
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Appendix III 

List af ,OPM Reports Evaluating the Navy 
Demonstration Project 

Report title 
Status of the Evaluation of the Navy Personnel Management 
Demonstration Project 
(Management Report I) 
Evaluation of the Navy Personnel Management Demonstration 
Project: Analysis of Survey and Interview Results, 1979 to 1983 
(Management Report II) 
Effects of Restructured Compensation System on Salaries of 
Scientists, Engineers and Other Professionals, 1980 to 1984 
(Management Report Ill) 

Report issue date 
March 1984 

July 1984 

Jan. 1985 

Navy Personnel Management Demonstration Project: The Effects 
of Performance-Based Pay on Employee Attitudes 
(Manaaement Report IV) 

June 1985 

Effects of Restructured Compensation System on Salaries of 
Technicians, 1981 to 1984 
(Manaaement Report V) 

June 1985 

Evaluation of the Navy Personnel Management Demonstration 
Project: Demonstration Classification Systems 
(Manaaement Reoort VI) 

Sept. 1985 

An Analysis of Tradeoffs in the Navy Personnel Management 
Demonstration Project 
(Manaaement Report VII) 

Nov. 1985 

Evaluation of the Navy Personnel Management Demonstration 
Project: Performance-Based Pay Systems 
(Management Report VIII) 
A Summary Assessment of the Navy Demonstration Project 
(Management Report IX) :- 
Salary Costs and Performance-Based Pay Under the Navy 
Personnel Management Demonstration Project: 1986 Update 
(Management Report X) 

May 1986 

Feb. 1986 

Dec. 1987 
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