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Executive Summq 

Because of concerns that problems were occurring, the Chairman, Houst 
Committee on Post Office and Civil Service, requested GAO to review the 
implementation of legislative changes to the government’s merit pay 
system. In November 1984, the Congress had enacted these changes 
which constituted the Performance Management and Recognition 
System (PMRS). PMRS, which covers federal supervisory and managerial 
employees, was intended to strengthen and improve the pay for per- 
formance principles introduced by the merit pay system. 

Background 
1978-fundamentally changed the manner in which most of the govern 
ment’s GS-13 through 15 supervisors and managers were compensated. 
These employees no longer received the annual salary adjustments, 
within-grade increases, and quality step increases previously available 
to them under the General Schedule pay system. Instead, theLreceived 
reduced annual salary adjustment and had to compete for merit pay 
increases from a fixed merit pay fund based on how well they per- 
formed their jobs. 

Merit pay did not work as well as had been expected. Numerous prob- 
lems and inequities were identified, many of which were discussed in 
GAO'S report entitled A 2-Year Appraisal of Merit Pay in Three Agencies 
(G~o/oGD84-I, March 26, 1984). In general, the problems centered 
around shortcomings in the agencies’ performance appraisal systems 
and the influence of nonperformance-related factors on employees’ 
merit pay increases. 

PMRS was intended to correct the difficulties experienced with the merit 
pay system by making the new system more equitable than merit pay 
when compared to the General Schedule. The new system retained the 
pay for performance principles introduced under merit pay by requiring 
that employees receive pay increases and performance awards based on 
quality performance. This report discusses the results of GAO'S review ii 
five federal agencies. GAO'S findings cannot be projected to all federal 
agencies. 

Results in Brief The Office of Personnel Management (OPM) and the agencies lacked lead 
time to prepare for implementing PMRS because the law was signed 
approximately 1 month after it was to have become effective. During 

Page 2 GAO/GGD437-28 PM.R 



Executive Summary 

the initial months of the new system’s implementation, OPM issued guid- 
ance and regulations that at times were untimely, inconsistent with the 
Pm law, or unclear. 

Despite the resulting confusion and various administrative difficulties, 
three of the four agencies from which GAO obtained personnel data pro- 
vided their employees with general pay and merit increases and per- 
formance awards in accordance with the law. The fourth agency 
miscalculated the general pay increases for many of its PMRS employees 
which could result in some of these employees receiving erroneous merit 
increases in future years. 

Certain nonperformance-related factors that caused inequities under 
merit pay continue to exist in PMRS. Performance award amounts varied 
considerably for employees with the same grades and performance rat- 
ings. It is possible that this difficulty could be overcome as agenciesgain 
experience under PMRS. But, as long as agencies must limit the funds to 
be made available for general pay increases, merit increases, and per- 
formance awards, it is not apparent to GAO how agencies can completely 
overcome the effects of nonperformance-related factors. 

Principal Findings 

The Transition From Merit OPM and the agencies had to incorporate the numerous changes created 
Pay to PMRS Was Difficult by PMRS into their pay systems in an extremely short period of time. 

PMRS was enacted on November 81984, but was effective retroactively 
to October 1, 1984. 

The lack of preparation time caused administrative difficulties for the 
agencies. For example, the agencies GAO visited were not able to train 
and inform their employees about the new system before implementing 
it. Moreover, performance awards were not always given to employees 
in a timely manner. 

OPM faced similar difficulties in fulfilling its governmentwide adminis- 
trative responsibilities for PMRS. The manner in which OPM carried out its 
functions caused confusion and concern among the agencies. In some 
cases, OPM'S written instructions were untimely, unclear, or were dif- 
ferent from the PMRS law. (See p. 24.) 
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Some Raises Were 
Incorrectly Computed 

Despite initial difficulties, agencies made the transition from merit pay 
to PMRS. Their implementation plans were approved by OPM, and pay 
increases and performance awards were eventually distributed to 
employees. However, while the Federal Aviation Administration (FAA) 
distributed merit increases and performance awards as prescribed by 
PMRS, the agency incorrectly calculated general pay increases for most of 
its PMRS employees. Such a mistake caused some employees to become 
eligible for larger merit increases in future years. (See p. 30.) 

Problems Continue to Exist As with merit pay, the five agencies used PMRS pools to distribute varied 
amounts of money to deserving employees based on their performance. 
Yet, factors unrelated to performance which were prevalent under merit 
pay still exist and can affect the sizes of performance awards received 
by PMRS employees. Significant differences occurred in award amounts 
among the agencies for employees with the same grade and rating. (See 
p. 37.) 

Another continuing problem that had existed under merit pay involves 
the distribution of ratings. Although PMRS prohibits agencies from pre- 
scribing ratings distributions, various factors such as budgetary con- 
straints exerted pressure on agencies to influence ratings distributions. 
(see p. 39.) 

Employees Have Expressed Employees responding to a GAO survey indicated varied levels of under- 
Concerns About PMRS standing of PMRS and its intended benefits. Also, some of the negative 

perceptions employees had about merit pay-such as mistrust of their 
performance appraisal systems and concerns that insufficient funds 
were available to adequately reward performance-appear to have beer 
carried forward to PMRS. (See p. 44.) 

Recommendation GAO recommends that OPM issue guidance to clarify the formula for com- 
puting general pay increases so that correct calculations of these 
increases can be ensured and future incorrect merit increases can be 
avoided. 

GAO is not making any other recommendations at this time because PMRS 
is a new system and its review covered only the first year’s operations. 
(see p. 41.) 
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Agency Comments GAO discussed its findings with agency program officials and included 
their comments where appropriate. However, GAO did not obtain official 
agency comments on a draft of this report. 
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Chapter 1 

htroduction 

The merit pay system, which included a cash awards program, was 
authorized by the Civil Service Reform Act of 1978 (Public Law 96-464, 
Oct. 13,1978,92 Stat. 1179). The system fundamentally changed the 
manner in which federal supervisors and managers in grades 13 through 
16 were paid. No longer did these employees receive the full amount of 
the annual salary adjustments, within-grade increases, and quality step 
increases that previously had been available to them as Genera 
Schedule employees. Instead, their annual salary adjustments were 
reduced, and they had to compete for additional merit pay increases 
based on how well they performed their jobs. These increases were paid 
out of a fixed merit pay fund which was made up of a maximum of one- 
half the annual salary adjustment plus an amount equal to the within- 
grade and quality step increases merit pay employees would have 
received had they remained under the General Schedule. 

The merit pay system was in effect for 3 years (fiscal years 1982 
through 1984). During that time the system experienced numerous prob- 
lems and inequities, many of which were discussed in our report entitled 
A 2-Year Appraisal of Merit Pay in Three Agencies (GAO/GGD84-1, 
March 26,1984). The report pointed out that a number of nonperform- 
ance-related factors influenced the size of merit pay increases awarded 
to individual employees under merit pay. These included variations in 
agencies’ formulas for distributing merit pay increases and the use of 
preestablished quotas to determine ratings distributions. In addition, 
although the Reform Act provided that agencies could use cash awards 
as an integral part of the merit pay system, some agencies placed more 
emphasis on their awards programs than did others. Moreover, the lack 
of full annual salary adjustments and within-grade increases led many 
employees covered by the system to complain that they were receiving 
less pay than their counterparts under the General Schedule. 

During a floor debate on proposed legislation which was later to change 
the merit pay system, one Senator succinctly summarized the merit pay 
situation: 

“Everyone agrees: The Senate, the House of Representatives, the administration, 
merit pay employees and their associations, and this argument is supported by an 
analysis done by the General Accounting Office. The merit pay system, o&e a key 
element in federal personnel management reform, is now widely regarded as poorly 
implemented, inconsistent, and arbitrary.“’ 

‘~ional Record-Senate, October 10,19&I. 

Page 10 GAO/GGIKt7-28 PMRS 



chapter 1 
lntiuctlon 

In an attempt to strengthen and improve the pay for performance prin- 
ciples emphasized under merit pay, the Congress enacted the Perform- 
ance Management and Recognition System (PMRS) which was signed into 
law on November 8, 1984, as Title II of the Civil Service Retirement 
Spouse Equity Act of 1984 (Public Law 9%616,98 Stat. 3196,3207). 
Retroactive to October 1, 1984, PMRS is to remain in effect for 6 years, 
terminating on September 30,1989. 

PMRS reinforced the concept of pay for performance first established 
under merit pay and continued to rely on performance appraisals as the 
basis for pay and monetary reward decisions. However, the new system 
made important changes which sought to address some of merit pay’s 
shortcomings. For example, PMRS established a framework within which 
employees could receive pay increases that were more comparable with 
the General Schedule than those provided under merit pay. In addition, 
PMRS contained provisions designed to help ensure that agencies reward 
employees for their quality job performance on a more consistent basis. 

This report assesses how well PMRS has corrected problems experienced 
with the merit pay system. In addition, the report discusses the imple- 
mentation of PMRS, focusing on the steps taken by five selected agencies 
to make the transition from merit pay to PMRS. 

Objective, Scope, and 
Methodology 

The objective of this assignment was to evaluate how selected federal 
agencies implemented PMRS. This objective included assessing the 
changes PMRS made to merit pay and examining the role of the Office of 
Personnel Management (OPM) as the agency responsible for the overall 
administration of PMFtS on a governmentwide basis. 

We conducted this assignment at the request of the Chairman, House 
Committee on Post Office and Civil Service, in coordination with the 
Chair of the Committee’s Subcommittee on Compensation and Employee 
Benefits, who was our designated contact for this request. As agreed 
with the requesters, we selected five federal agencies for review. These 
agencies were selected primarily to provide perspective on how agencies 
with different sizes of PMR+S employee populations implemented the new 
system. The agencies were 

l the Federal Aviation Administration (FAA), a component of the Depart- 
ment of Transportation (ear); 

. the Internal Revenue Service (IRS), a component of the Department of 
the Treasury (Treasury); 
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l OPM; and 
l two components in the Department of the Interior @@--the Bureau of 

Land Management (BLM) and the Bureau of Reclamation (BOR). 

Our inclusion of these five agencies represents a judgmental selection. 
Therefore, the results of our work cannot be projected to all federal 
agencies. 

We reviewed the five agencies’ PMRS activities in fiscal year 1986-the 
first year for which PMR~ became effective. The fiscal year 1986 merit 
increases and performance awards paid to PMRS employees in the agen- 
cies we visited were based on the employees’ 1984 performance 
appraisals. 

According to OPM, on its October 1,1984, effective date, PMRS covered 
approximately 122,000 employees, of whom 13,217 were in theYive 
agencies we visited. Table 1.1 shows the total PMRS employee popula- 
tions in these five agencies. 

Table 1.1: PMRS Employee Populations 
as of October 1984 PMRS 

Agency employees 
BLM 550 
BOR 670 
FAA 5,879 
IRS 5.565 

Total 13,217 

We performed our work at the Washington, D.C., headquarters of the 
five agencies as well as DOI, nor, and Treasury. We also visited four field 
locations in Denver, Colorado, including (1) BIX'S Denver Service Center, 
(2) BOR'S Lower Missouri Regional Office, (3) BOR'S Engineering and 
Research Center, and (4) OPM'S Denver Regional Office. 

To obtain information on OPM'S administrative role in implementing 
PMR~, we reviewed OPM'S policies and procedures-including its regula- 
tions and guidance -that set forth the PMR~ requirements with which 
federal agencies were expected to comply. We interviewed OPM officials 
responsible for developing these requirements and for providing guid- 
ance and technical assistance to the agencies as they began establishing 
their internal PMR~ policies and procedures. We also reviewed OPM'S 
implementation of Pars for its own employees. 
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To obtain information on how the five agencies made the transition from 
merit pay to Pars, we 

. reviewed how the agencies developed and implemented their perform- 
ance management and recognition systems; 

. examined available statistical information related to PMRS at each 
agency, such as employees’ summary performance ratings, general pay 
and merit increases, and performance award amounts; and 

l asked selected employees about their perceptions of PMRS and its effects 
on them. 

As agreed with the requesters, we did not examine all requirements 
established by PMR~. For example, because of delays in implementing the 
cash awards provisions of the law, we did not address this aspect of 
PMRS during our review. We also did not assess the impact of another 
PMFS requirement-the establishment in agencies of Performance S&n- 
dards Review Boards (PSREE). The purposes of these boards were to (1) 
assess the appropriateness of performance standards, (2) determine the 
possible use of group or unit performance awards, and (3) provide tech- 
nical assistance on demonstration projects related to performance stan- 
dards. Because PSRBS were not formed or operating in the five agencies 
until near the completion of our audit work, we did not include them in 
the review. 

In reviewing how the five agencies developed and implemented their 
systems, we studied the agencies’ internal PMRS policies and procedures 
that were developed to comply with OPM’S regulations and guidance. In 
doing so, we reviewed all available documentation related to PMRS imple- 
mentation, such as plans, formulas, memoranda, and other relevant doc- 
uments. We also interviewed agency officials who were responsible for 
administering PMR~ to solicit their opinions on the new system and to 
obtain additional information on its implementation. 

We gathered and examined statistical data on PMRS personnel from four 
of the five agencies included in our study. The statistical information, 
which we obtained from computer tapes, covered all PMR~ employees at 
the time the first payments under Title II of Public Law 98-616 became 
effective. (In the five agencies we studied, the effective date was 
October 14, 1984.) The data included such items as the employees’ 
equivalent grade levels and positions in the salary ranges; 1984 sum- 
mary performance ratings; and the amounts of their general pay and 
merit increases and, where applicable, performance awards. At the time 
we were conducting our audit work, IRS could not provide us with this 
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data. However, we obtained summary statistical information from IRS on 
selected aspects of PMFS, such as the total amount of money IRS spent in 
fiscal year 1986 on performance awards for PMRS employees. 

The four agencies have computer systems containing personnel informa- 
tion which were used to produce the computer tapes we required. We 
verified the accuracy of the data provided to us by comparing the com- 
puterized records for random samples of employees from Washington, 
D.C., and Denver to the supporting hard copy documents in the 
employees’ official personnel folders and/or employees’ performance 
files. The specific information we verified included 

. the employee’s summary performance rating; 
l the employee’s equivalent grade level and position in the salary range; 

and 
. the amount of money (i.e., general pay and merit increases and.perform- 

ante award) the employee received. 

This verification procedure showed that, based on our samples of 
employee records, the four agencies’ computer systems contained rea- 
sonably accurate information (i.e., error rates for all data elements 
checked ranged from 0 at BLM to .96 percent at FAA.) 

Using statistical computer programs, we conducted a series of analyses 
to examine the distributions of employees’ ratings in the agencies we 
visited and the amounts of money they received based on their 1984 
performance. Also, to obtain indications of how employees viewed PMFS, 
we gathered information from a total of 634 PMRS employees and 234 
supervisors of PMRS employees at the headquarters and selected field 
locations of the five agencies. We used a standard set of questions to 
obtain information on various aspects of PMFG from these individuals. 
Because of the manner in which the individuals were selected, which is 
described in detail in appendix III, their views cannot be assumed to be 
representative of all PMRS employees and supervisors governmentwide 
nor of all PMRS employees and supervisors in the locations or agencies we 
visited. Nevertheless, we believe this work provided us with a more 
informed perspective on the initial feelings of those directly affected by’ 
PMFtS. 

We conducted our work between February 1985 and August 1986. 
During the assignment, we discussed the results of our work with 
responsible agency program officials at the five agencies and included 
their comments where appropriate. However, as requested, we did not 
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obtain official agency comments on a draft of this report. Otherwise, our 
work was performed in accordance with generally accepted government 
auditing standards. 
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PMRS Attempted to Correct Problems 
Experienced Under Merit Pay 

PMRS included various provisions which made substantive changes to the 
way the merit pay system operated. Generally, these provisions sought 
to produce a more workable and equitable pay for performance system 
by correcting problems experienced under merit pay. 

PMRS’ Standardized Em$oyees under the merit pay system were guaranteed one-half the 

Formula Provided for average annual salary adjustment that was paid to General Schedule 
employees. The funds that would have been used for the other half of 

More Uniform and the annual adjustment were used to partially fund merit pay increases. 

Equitable Salary Merit pay increases were also funded by the money that would have 

Increases 
been used to pay within-grade and quality step increases if merit pay 
employees had remained under the General Schedule. 

Each agency devised its own formula for computing merit pay increase 
amounts. The formulas included such variables as performance salary 
ceilings, which limited the total salary employees with given levels of 
performance in each grade could receive and acceleration factors, which 
awarded larger increases to employees lower in the salary range. 
Because of the many possible variations that could be incorporated into 
the formulas, the merit pay increases each agency paid could vary sig- 
nificantly among agencies for employees with similar performance 
ratings. 

In contrast, PMRS guarantees employees who are rated fully successful or 
higher a general pay increase which is the equivalent of the full annual 
salary adjustment granted to General Schedule employees. Moreover, 
depending on their performance ratings, these employees are guaran- 
teed all or part of a merit increase each year. A full merit increase 
equals a within-grade increase under the General Schedule. 

PMRS provides for five standard summary performance rating levels-a 
fully successful level, two levels above fully successful, and two levels 
below. As shown in table 2.1, the amounts of PMRS merit increases are 
determined by employees’ performance ratings for the year and their 
positions in the salary range for their grade. The exception to these 
increases applies to employees who are at or near the maximum rate of 
their salary range. Employees cannot receive a merit increase that 
would cause their salaries to exceed the maximum rate for their grade. 
The same limitation existed under merit pay and still exists in the Gen- 
eral Schedule. 
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Table 2.1: Merit Increases Under PMRS 
Lower third of U 

Rating salary range P 
per two-thirds 

0 salon ranae At maximum rate 
Two levels above Full merit increase Full merit increasea No merit increase 

fully successful 
One level above fully Full merit increase One-half merit* No merit increase 

successful increase 
Fully successful Full merit increase One-third meriP 

increase 
No merit increase 

‘Resulting salary cannot exceed maximum rate for the grade. 

By providing employees with pay increases similar to those under the 
General Schedule, PMRS can reduce the likelihood that an employee rated 
fully successful or better would be monetarily penalized. Under merit 
pay, employees rated fully successful or better often had their salaries 
fall below the levels they would have attained under the General 
Schedule. As discussed previously, a reason for this occurrence w&hat 
agencies relied on different formulas for computing merit pay increases. 
(See p. 16.) PMRS eliminated the need for agencies to use such formulas 
by prescribing the specific merit increase amounts employees would 
receive based on their performance ratings and positions in the salary 
range. 

Another objective of PMRS, not specified under merit pay, was to reduce 
or withhold pay increases for less than fully successful performance. 
Under PMRS, employees rated one level below fully successful receive 
one-half the general pay increase and no merit increase while employees 
rated two levels below fully successful receive neither. 

PMRS Changed Merit Under PMRS, employees are eligible to receive two types of awards-per- 

Pay’s Monetary formance awards and cash awards. PMRS performance awards are used 
to reward employees for the quality of their job-related performance as 

Awards System reflected in their performance appraisals. PMRS cash awards call for 
employees to receive one-time cash payments for suggestions, inven- 
tions, superior accomplishments, or other personal efforts similar to 
merit pay’s cash awards. However, the emphasis on cash awards under 
PMRS has changed. Under merit pay, cash awards were generally used 
for rewarding job-related performance. Now, PMRS performance awards 
are used to reward employees for their job-related. performance, and 
PMRS cash awards are to be used for specific acts or achievements above 
and beyond regular performance. 
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PMRS Requires Agencies to As discussed in our previous report, the merit pay system contained a 
Give Performance Awards cash awards program which was designed to reward employees for out- 

standing performance. However, OPM had not ensured that agencies 
were using cash awards as an integral part of merit pay. Thus, some 
agencies placed more emphasis on their awards programs than others. 

In our merit pay report, for example, we pointed out that Navy gave 16 
percent of its merit pay employees cash awards averaging about $2,709 
in 1981. In 1982, Navy restricted the dollar amount of cash awards to 1 
percent of basic salaries of merit pay employees in each unit, and 
awards averaging $1,100 were given to 31 percent of its merit pay 
employees. On the other hand, in each year, the Departments of Agricul- 
ture and Housing and Urban Development (HUD) gave cash awards to 6 
percent of their merit pay employees averaging $1,000 at Agriculture 
and $600 at HUD. 

PMRS is intended to ensure that agencies more consistently recognize 
employees for quality performance through the use of performance 
awards. Under PMRS, agencies are required to spend a specified minimum 
amount of funds to grant employees such awards, The minimum amount 
is scheduled to rise from 0.76 percent of the estimated aggregate amount 
of PMRS employees’ basic pay for fiscal year 1986 to 1.16 percent for 
fiscal year 1989. The minimum amounts for the intervening years are to 
be adjusted incrementally in accordance with regulations issued by OPM. 
For fiscal year 1986, OPM set the minimum at 0.86 percent. The PMRS 
legislation also established a maximum amount of 1.6 percent of aggre- 
gate PMRS salaries that can be paid for performance awards to be used in 
each of the 6 years for which PMRS was authorized. 

A PMRS employee with a summary rating two levels above fully suc- 
cessful must be given a performance award by his or her agency and, 
after fiscal year 1986, the award must be at least 2 percent of the 
employee’s annual rate of basic pay.’ Individual employees may receive 
performance awards of up to 10 percent of their annual rate of basic 
pay. Moreover, the performance award paid to an employee rated two 
levels above fully successful may go as high as 20 percent of basic pay if 
the agency determines it is warranted by unusually outstanding per- 
formance. Employees rated fully successful or one level above fully suc- 
cessful are also eligible to receive performance awards, but such awards 
are to be granted at the discretion of each agency. 

‘In fiscal year 1986, no minimum award amount was required. 
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PMRS Retains Cash Awards As under merit pay, cash awards of up to $10,000 can be given to PMRS 
employees by the agency head. If the agency receives OPM approval, this 
maximum can be increased to $26,000. Also, the President may pay a 
cash award to any PMRS employee in addition to the agency cash award. 

In its communications to agencies on PMRS cash awards, OPM has stipu- 
lated that they are to be given for contributions that are unique, highly 
exceptional, and unusually outstanding and beyond normal job responsi- 
bilities and performance standards. Examples of the types of acts that 
OPM deems worthy of a PMRS cash award include: 

direct input into shifts of major policy; 
solutions to major management problems, such as significantly 
improving the procedures for processing claims; and 
significant new developments, such as discovering the cure for cancer. 

Not surprisingly, given accomplishments of this suggested magnitude 
and the fact that a performance awards program exists under PMRS, OPM 
officials expect the cash awards program to be used less frequently than 
it was under merit pay. 

PMRS Corrected Many Under merit pay, employees were placed in organizational groups, called 

of the Problems With 
merit pay pools, whose composition was determined by agency manage- 
ment. A major criticism of the merit pay system was the degree to which 

Merit Pay Pools factors unrelated to performance, such as the distribution of ratings 
within merit pay pools and the grades and salaries of pool members, 
influenced the amount of merit pay that the individuals in the pool 
received. 

I 
The distribution of ratings within a merit pay pool was crucial in deter- 
mining each employee’s merit pay increase. As a result, employees in 
different pools could receive significantly different increases even if 
they received comparable ratings. 

In our study of merit pay, we found significantly greater merit pay 
increases given to merit pay employees in pools with fewer high level 
ratings than were given to equally graded and rated employees in pools 
with more high level ratings. For example, in 1982 at HUD, a GM-14 
employee rated at HUD'S highest rating level in one pool received over 
$1,200 more in merit pay than a similarly rated counterpart in a second 
pool. In the former case, only 4 percent of the ratings in the pool were at 
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the highest rating level, while in the latter case, 18 percent were. Addi- 
tionally, in 1981, employees in one HUD pool received larger merit pay 
increases than employees with higher ratings in another pool. Again, 
these differences were affected by the distribution of ratings in the 
respective pools. 

In addition, the combination of pool members’ grades and positions in 
the salary range affected the amount of money included in, and the indi- 
vidual merit pay increases made from, each merit pay pool fund. OPM’S 
merit pay formula required different. amounts to be included in each 
pool fund for GM-13s, -14s, and -15s at different positions in the salary 
range. Therefore, the total funds could vary depending on the number 
and combination of grades and salaries in each pool. 

As discussed previously, pay increases for each level of performance 
under PMRS are specified in the law. Thus, the nonperformance=related 
factors which influenced the size of employees’ merit pay increases do 
not affect the amounts of pay increases under PMRS. Instead, these 
increases are based solely on the employees’ performance ratings and 
their positions in the salary range. 

However, PMRS did not completely eliminate the adverse effects of the 
merit pay pool concept. Agencies still retain the option to use organiza- 
tional groups (i.e., pools) in granting performance awards. When this 
happens, nonperformance-related factors can affect the amounts of indi- 
vidual employees’ performance awards in the same ways such factors 
affected individual merit pay increases within merit pay pools. This 
matter is discussed in more detail in chapter 4. 

PMRS Prohibits 
Prescribed Distribution lished or forced distribution of ratings for merit pay employees, there 

was no such provision in the merit pay legislation. The reasons for OPM’S 
of Ratings regulatory prohibition under merit-pay were stated in a 1979 OPM 

v pamphlet: 

“To allow artificial and arbitrary non-performance factors to drive the merit pay 
increase would . . . do irreparable harm to the Merit Pay System.“2 

2Your Merit Pay System, OPM, November 1979, p. 26. 
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Despite this prohibition, we found documented evidence in our study of 
merit pay that management at Agriculture and HUD had used preestab- 
lished quotas to determine ratings distributions for their merit pay 
pools. In addition, many employees responding to our attitude survey in 
these two agencies, as well as in Navy, believed that management used 
quotas to develop ratings. Moreover, respondents who believed manage- 
ment used a quota system in developing ratings generally had negative 
feelings toward the merit pay system. 

PMRS legislatively reinforced the former regulatory prohibition against a 
prescribed distribution of ratings. PMRS provides that neither OPM nor 
any other agency may prescribe a distribution of levels of performance 
ratings for PMRS employees. However, several other forces, both internal 
and external to PMRS, may continue to exert pressure on the agencies to, 
in some way, control or influence the distribution of ratings for PMRS 
employees, A more detailed discussion of this issue is in chapter 4, 

PMRS Requires Written The Reform Act required agencies to encourage employee participation 

Communication of 
during the performance standard-setting process and to communicate 
performance standards to employees at the beginning of each appraisal 

Standards and period. These provisions applied to merit pay employees as well as other 

Employee Involvement civil service employees. Performance standards provide the criteria for 

in Setting Them 
evaluating an employee’s performance of specific tasks. The standards 
enable supervisors and employees to determine how well employees are 
doing their work by comparing their actual performance to established 
criteria. 

In our study of merit pay, most employees responding to our question- 
naire believed their standards were fair, tailored to their jobs, and con- 
sistent with organizational goals. However, many employees in the merit 
pay pools we reviewed did not receive their standards at the beginning 
of their appraisal period. Moreover, many employees responding to our 
questionnaire were not satisfied with the amount of input they had in 
setting their standards. 

PMRS added new requirements to the standard-setting process. The new 
system requires supervisors and employees to jointly develop perform- 
ance standards. In addition, agencies must communicate in writing to 
each PMRS employee the performance standards and critical elements of 
his or her position at the beginning of each appraisal period. PMRS also 
requires that a Performance Standards Review Board be established in 
each agency to assess the appropriateness of the agency’s performance 
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standards and to provide technical assistance on demonstration projects 
related to performance standards. 

According to a study conducted for OPM,~ performance standards devel- 
oped jointly by supervisors and employees tend to result in greater 
employee acceptance of the standards, more positive employee atti- 
tudes, and, possibly, higher quality standards. In addition, our merit pay 
study showed that employees who were satisfied to a great or very 
great extent with the input they had in setting standards were more pos- 
itive about the fairness of the merit pay/performance appraisal process 
than employees who did not have a great deal of involvement in the 
standard-setting process. 

%&m&thai Assessments of the Effects of Civil !3ervice Reform, Case Western Reserve University, 
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