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Executive Summary

Purpose

Background

Results in Brief

The Federal Employees Retirement System Act of 1986 created a new
retirement system for federal civilian employees hired after December
1983. Because of the significance and complexity of the act, the Chair-
man, House Committee on Post Office and Civil Service, asked GAO to
assess the act’s implementation. (See pp. 8 to 9.)

The Social Security Amendments of 1983 provided that all federal civil-
ian employees first hired after December 31, 1983, would be covered by
Social Security. As a result, Congress established a new federal retire-
ment system to incorporate Social Security benefits. The new system
provides benefits from three separate components, each implemented
and subsequently administered by different agencies. The Office of Per-
sonnel Management is responsible for the pension plan; the newly cre-
ated Federal Retirement Thrift Investment Board is responsible for the
tax-deferred thrift savings plan, which is made up of government and
employee contributions; and the Social Security Administration is
responsible for the Social Security benefit.

Employees hired before January 1, 1984, could elect to transfer to the
new system during an open season from July 1987 through December
1987 or continue to be covered by one of several previously existing
retirement systems, primarily the civil service retirement system. All
civilian employees, regardless of retirement system coverage, can partic-
ipate in the thrift savings plan; but employees must be in the new retire-
ment system to receive government contributions to their savings
accounts. (See pp. §, 9, 14, and 15.)

The Office of Personnel Management carried out its implementation
responsibilities under the act well. It issued information on the policies
and procedures necessary to have the pension plan in place by

January 1, 1987, as the act required, and developed and made available
substantial information to assist employees in making their decisions
about transferring to the new retirement system. (See p. 10.)

About 2.8 percent of eligible employees covered by the civil service
retirement system transferred to the new plan. A total of about 700,000
employees, including transfers and new hires, were in the new plan as of
March 1988. (See pp. 8 and 21.)

Despite delays in appointing Thrift Board members and other start-up
problems, the Board implemented the thrift plan in less than 6 months.
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Executive Summary

GAO’s Analysis

Many of the start-up problems occurred because of coordination prob-
lerns with over 600 payroll offices. Considering this short time frame
and the tasks involved in establishing a new agency and a new plan, GAO
believes the Thrift Board has carried out its responsibilities well. (See
pp. 14 and 17.)

Pension Plan
Implementation

The Office of Personnel Management began issuing information on poli-
cies and procedures to implement the legislation shortly after the act
was signed and completed necessary actions to make the plan opera-
tional by January 1, 1987. It developed numerous materials to help
employees covered by the old retirement system understand the factors
they needed to consider in making a transfer decision. These materials
included an orientation pamphlet, a transfer handbook, videos, a train-
ing course for employees assigned to assist coworkers in making their
transfer decisions, and a computer model that compared benefits availa-
ble from both retirement systems. (See pp. 8 and 10to 11.)

Automation of Records for
New Pension Plan

The Office of Personnel Management contracted for the development of
an automated system for the new pension plan’s records. The automated
system is expected to be implemented in October 1991. Until then, these
records are being handled by the same system used for civil service
retirement records. (See pp. 11 to 12.)

Retirement Counselor
Training

As required by the act, the Office of Personnel Management established
an annual training program for agency retirement counselors and pro-
vided for regular communications with the counselors on pension plan
developments. (See p. 12.)

Thrift Plan
Implementation

The thrift plan became operational on April 1, 1987, with the establish-
ment of about 600,000 accounts for employees covered by the new sys-
tem. Approximately $180 million was deposited in these accounts to
cover the period January 1, 1984, to April 1, 1987. By May 1988, the
thrift plan had over 1 million accounts valued at over $1.6 billion. About
45 percent of employees covered by the new system and 20 percent of
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Executive Summary

employees covered by the civil service system were contributing to the
thrift plan at that time. (See pp. 14 to 16.)

Delays in presidential appointments of Board members caused the thrift
plan’s implementation date to slip from January 1, 1987, to April 1,
1987. Delays in the distribution of the first open season materials and in
fully implementing the loan program were also experienced, but they
were primarily the result of coordination problems with agency payroll
offices and agency difficulties with meeting Thrift Board time frames.
(See pp. 17 to 19.)

Actions by the Social
Security Administration
and Department of Labor

The Social Security Administration developed a special process to pro-
vide employees with Social Security earnings and coverage information
for use in determining if they should transfer. From May to December
1987, about 950,000 employees received this information. (See p. 13.)

In 1987, the Department of Labor contracted with two accounting firms
to develop an audit program to review fiduciary standards at the Thrift
Board. In 1988, the firms will make an audit of fiduciary standards and
review selected agency payroll offices with high employee participation
rates. (See p. 20.)

Transfers to the New
Retirement System at
Selected Facilities

Agency officials at the 12 Department of the Army and 11 Veterans
Administration facilities GAO visited said employees received the trans-
fer handbook explaining the provisions of the old and new retirement
systems. In addition, certain employees at these facilities were trained
as “decision advisors” to assist coworkers with their transfer decisions
and were provided with computer models to compare retirement bene-
fits from each system. Briefings, video presentations, and individual
counseling sessions were also made available, but most employees did
not attend them. (See pp. 21 to 24.)

According to the Office of Personnel Management, about 2.8 percent of
eligible employees transferred to the new system. At the 23 facilities
GAO visited, transfer rates ranged from 0.7 to 4.2 percent. (See pp. 21
and 26.)

Two of the reasons cited by officials concerning why employees did not
transfer to the new system were that (1) employees planned to make the
federal government a career and believed the civil service retirement
system offered greater benefits to career employees and (2) employees
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Executive Summary

lacked trust in some aspect of the design or stability of the new retire-
ment system. (See pp. 23 and 24.)

. This report provides information on the status of the FERS implementa-
Recommendations tion and therefore contains no recommendations.
Agen cy Comments GAO sought the views of responsible agency officials during the course of

its work and incorporated them where appropriate. Office of Personnel
Management, Thrift Board, and Department of Labor officials infor-
mally reviewed the report and agreed with the information presented.
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Chapter 1

Introduction

FERS Implementation

The Social Security Amendments of 1983 (Public Law 98-21), primarily
intended to resolve financial difficulties in the Social Security system,
had a significant effect on the retirement program for future federal
employees. The amendments required that all federal civilian employees
first hired since December 31, 1983; former employees returning to fed-
eral employment after a break in service of 1 year or more; and elected
and politically appointed officials be covered by the Social Security pro-
gram. Civilian employees of the government who were employed before
January 1984 were generally not in Social Security. Most of them were
covered by the civil service retirement system.

On June 6, 1986, the President signed the Federal Employees Retirement
System (FERS) Act of 1986 (Public Law 99-335). The act specified that
FERS would be in place on January 1, 1987, and effective retroactively to
January 1, 1984. FERS has three components: Social Security, a pension
plan with benefits based on salary and length of service, and a thrift
savings plan to which employees and their agencies contribute. The act
gave employees covered by the previously existing retirement systems a
one-time opportunity to transfer to FERS during an open season between
July 1 through December 31, 1987.! As of March 1988, approximately
700,000 federal employees were covered by FERS including transfers and
new hires.?

The agencies principally involved in the implementation of FERS were
the Office of Personnei Management (0PM), which is responsible for
administering the pension plan component of FERS and educating
employees about the new system; the Social Security Administration
(ssa), which assisted opM in educating employees about Social Security
and informing employees how much Social Security credit they had
earned from previous employment; and the Federal Retirement Thrift
Investment Board, established by the act to administer the thrift savings
plan. In addition, the Pension and Welfare Benefits Administration of
the Department of Labor has regulatory and enforcement authority

1OPM regulations allowed agencies to accept belated transfers to FERS for up to 6 months after the
close of the open season. Transfers could be made if employees certified they did not receive the
FERS transfer handbook or for other reasons, such as the employees being unaware of the impact of
the public pension offset provisions of the Social Security amendments passed by Congress on Decem-
ber 22, 1987, just before the close of the open season.

“The FERS act also established slightly different pension plans for officers and employees of the

Foreign Service and the Central Intelligence Agency. We did not examine the implementation of these
plans.
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Chapter 1
Introduction

Objective, Scope, and
Methodology

under the FERS act relating to the fiduciary responsibilities of the Thrift
Board.

The Chairman, House Committee on Post Office and Civil Service,
requested that we assess the actions taken to implement the FERS act.
Our objective was to determine how well the principal agencies carried
out their responsibilities in implementing the new system. To do this, we
(1) interviewed responsible officials at OPM, SsA, the Thrift Board, and
the Department of Labor; (2) reviewed the agencies’ implementation
plans and procedures; and (3) monitored various activities of the agen-
cies during the implementation period.

To determine what was done by other agencies to implement FERS, we
visited the 23 Department of the Army and Veterans Administration
field activities listed in the appendix of this report. We selected two
large agencies, one military and one civilian. Both employ a large
number of civilian employees and have numerous field activities widely
dispersed throughout the country. However, because we did not ran-
domly select the two agencies or their field locations, the information
obtained cannot be projected to portray the implementation of FERS
throughout the Army, Veterans Administration, or the government.

At the field activities, we interviewed officials who were responsible for
implementing the new retirement system and employees who were des-
ignated as *“‘decision advisors” and trained to assist other employees in
deciding whether to transfer to FERS. We ascertained what information
was provided to employees at those locations, the availability of deci-
sion advisors for counseling sessions, and the type of training given to
the advisors.

Our work was done in accordance with generally accepted government
auditing standards between February 1987 and March 1988. The views
of responsible agency officials were sought during the course of our
work and are incorporated where appropriate. opM, Thrift Board, and
Labor officials informally reviewed the report and agreed with the
information presented.
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Chapter 2

Implementation of the Pension Plan

OPM Established the
New Pension Plan and
Provided Guidance to
Agencies

The act required OrPM to begin administering the FERS pension plan by
January 1, 1987. Accordingly, opM issued information on policies and
procedures necessary for the pension plan to begin operating on that
date and for employees in other systems to transfer to FERS at their elec-
tion. It developed and provided a substantial amount of information to
assist employees who were eligible to transfer to FERS. As required by
the act, OPM also developed a training program for agencies’ retirement
counselors so they could provide employees up-to-date information and
is taking steps to automate FERS pension plan records. Overall, we
believe OPM carried out its responsibilities well in implementing FERS
within the legislated time frames.

$sA provided technical support to 0PM and provided over 950,000 federal
employees with Social Security earnings and coverage information for
use in making their transfer decisions.

The act made OPM responsible for administering the pension plan and
coordinating implementation requirements with agencies. Because the
act created a completely new retirement system, OPM was required to
advise agency personnel and payroll offices of the provisions of the leg-
islation and to develop regulations, guidelines, and forms for agencies to
use in administering FERS. OPM began issuing information on new policies
and procedures shortly after the act was signed and continued to issue
clarifying policy and procedural guidance until the plan was
implemented.

An orM official estimated about 2.1 million federal civilian employees
covered by CSRS were eligible to transfer to FERS during the open season.
oPM developed the following materials and guidance to assist employees
in understanding the differences between the two systems:

FERS pamphlet - The pamphlet gave an overview of FERS, described the
transfer eligibility requirements, and provided illustrations of benefits
available to employees from each system. According to OPM, the pam-
phlet was distributed to federal agencies in September 1986. ,
FERS Transfer Handbook (A Guide to Making Your Decision) - The hand-
book was a comprehensive explanation of the various CSRS and FERS fea-
tures. OPM instructed agencies to provide the handbook to all employees
eligible to transfer to FERS and requested that it be distributed in June
1987, just prior to the open season. OPM believed the handbook contained
all the necessary information to make a transfer decision. The handbook
was 124 pages long and described in detail the key provisions of FERs,
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Chapter 2
Implementation of the Pension Plan

Automation of FERS
Pension Plan Records

including the benefits available from the pension plan, Social Security,
and the thrift plan. An appendix to the handbook enabled employees to
estimate the retirement benefits they could receive under each system.
An audio tape covering the same information was made available for the
visually impaired.

Decision advisor training - OPM designed and conducted a 4-day training
course for employees selected by their agencies to assist other employ-
ees in making transfer decisions. These employees, designated as ‘““deci-
sion advisors,” were expected to (1) have a good understanding of the
provisions of FERS and CSRS, (2) make presentations to groups of cowork-
ers, and (3) assist individual employees in making comparative benefit
calculations and transfer decisions. Decision advisors were directed to
refrain from recommending the decisions employees should make.
Computer model - 0PM adapted a computer model initially developed by
the Congressional Research Service that made comparative estimates of
benefits available from CSrRS and FERS. OPM officials said they believed
employees should make transfer decisions on the basis of which retire-
ment system better fit their personal situations and that the benefit esti-
mates available from the model could be helpful to them. The model
allowed employees to estimate benefits from the two systems at various
retirement ages, salary levels, years of service, and thrift plan contribu-
tion levels.

0PM also made the following videos available:

Today’s News - This 20-minute orientation video was presented in an
evening news format and highlighted the provisions and benefits under
FERS and CSRS. A closed caption version was also made available for the
hearing impaired.

Today’s News - Special Edition - This 60-minute video, which also had a
closed caption version for the hearing impaired, was in a news magazine
format. The video identified the differences between FERS and CSrRS and
illustrated career plans and circumstances that could cause hypothetical
federal employees to choose to stay in CSRS or transfer to FERS. OPM sug-
gested agencies show the video during employee briefings and orienta-
tion sessions. It also encouraged public service television stations to
broadcast the video.

In September 1987, opM contracted for the development of an automated
system for FERS pension plan records. An opM official said a fully auto-
mated system would enable oPM to handle FERS records more efficiently
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Chapter 2
Implementation of the Pension Plan

Retirement Counselor
Training

than the predominately manual system used for CSRS records and that an
automated system should be implemented while the volume of FERS
records is relatively low. Implementation of the automated system is
planned for October 1991. Until that time, FERS records are being han-
dled in the same manner as CSRS records. Because of the large number of
CSRs records on file and the time-consuming process of converting
records to a computer-readable format, opM doubted if CSRS records will
ever be fully automated.

The FERS act required OPM to provide annual training to employees
responsible for retirement counseling in federal agencies. As a first step
in carrying out this requirement, OPM asked each agency to establish a
new Retirement Counselor position at the headquarters level. Because of
the complexity of the retirement systems, OPM suggested that the posi-
tion be created at a level reporting directly to the Personnel Director and
that agency heads give careful consideration in appointing individuals
to this position.

In 1987 oPM met the annual training requirement by designing and
presenting the decision advisor training. In 1988, the training require-
ment is being met by requiring agency Retirement Counselors to attend
sessions of OPM’s Interagency Advisory Group Committee of Retirement
Counselors. The Committee is made up of 0PM officials and about 100
agency Retirement Counselors who meet at least bimonthly to discuss
personnel policies, programs, and problems affecting retirement mat-
ters. As of May 1988, the Committee had met four times (December
1987 and February, April, and May 1988). As a result of Committee dis-
cussions, OPM is developing training courses for agency employees in
headquarters and field units who are providing individual retirement
counseling, processing retirement applications, and performing retire-
ment related payroll functions.

In addition to the training sessions, opM officials told us they have
improved communications with agencies by creating Retirement Coun-
selor Letters—a series of letters to retirement counselors alerting them
to proposed retirement changes or seeking their opinions on various pro-
posals. In addition, oPM is developing a Retirement Counselor Manual.
OPM said these documents will be used to keep retirement counselors up-
to-date on any matters dealing with retirement, and the retirement coun-
selors will be responsible for informing all headquarters and field retire-
ment officers in their agencies of these matters.
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SSA Implementation
Activities

Chapter 2
Implementation of the Pension Plan

SsA was responsible for providing Social Security earnings and coverage
data to federal employees so they could more completely assess the ben-
efits of transferring to FERS. SSA also provided technical assistance to OPM
in developing the FERS handbook and materials used by decision advisors
and by participating in some FERS briefings at agencies.

SsA anticipated that it could receive requests for information from as
many as 1.6 million employees, which would overwhelm its system for
handling inquiries for earnings and coverage information. Therefore, ssa
contracted with a private firm to design and process information
requests using a fully automated system and machine-readable forms.
OPM reimbursed ssa $500,000 for the costs of developing the system and
processing the requests.

SSA gave agencies the options of distributing the machine-readable forms
to all employees or distributing them on a request basis. To help limit
inquiries to employees who were actually considering transferring to
FERS, SSA urged agencies to use the latter option. One agency—the U.S.
Postal Service—did not use either option. It requested Ssa to provide
earnings and coverage information for all its employees.

From May to December 1987, ssA processed about 950,000 requests,
including about 540,000 requests from the Postal Service.
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Chapter 3

Implementation of the Thrift Savings Plan

Thrift Investment
Board

The FERS act created the Federal Retirement Thrift Investment Board as
an independent agency responsible for administering the thrift savings
plan. The President appointed the Board members about 4 months after
the act was passed. Because of this delay, the Board had to implement
the plan in less than 6 months to have it operational by April 1, 1987.
Considering this short time frame and the tasks involved in establishing
a new agency and a new plan, we believe the Thrift Board has carried
out its responsibilities well.

The Board experienced delays in distributing brochures and employee
enrollment forms to the agencies before the first open season began. In
addition, some agency payroll offices did not modify their payroll proce-
dures or submit payroll tapes to the Board’s record keeper within desig-
nated time frames, resulting in some participants permanently losing
interest earnings on their initial contributions. Loan disbursements were
delayed until at least March 1988 because agencies could not establish
loan repayment procedures using direct deposit/electronic fund trans-
fers as the Board required. Until repayment mechanisms are in place,
the Thrift Board is allowing agencies to process loan repayments with
journal vouchers.

As of May 1988, over 1 million federal employees had thrift savings
accounts with a total value of over $1.6 billion. At that time, 45 percent
of the eligible employees covered by FERS were contributing to the thrift
plan (all eligible FERS-covered employees receive agency contributions),
and about 20 percent of the CSrs-covered employees were contributing.

The FERS act required that the thrift plan be managed by five Board
members appointed by the President and an Executive Director
appointed by the Board. All of these individuals were required to have
training and expertise in the management of financial investments and
pension benefit plans. The Board establishes investment policy and
oversees investment performance and plan administration. The act
required the Chairman of the Board to appoint a 14-member Employee
Thrift Advisory Council to advise the Board and Executive Director on
investment and administrative policies. The Executive Director manages
the day-to-day operations of the plan.

Although the FERS act authorized the establishment of the Thrift Board
in June 1986, the President did not appoint the Board members until
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Chapter 3
Implementation of the Thrift Savings Plan

Thrift Savings Plan

October 1, 1986. The Board subsequently appointed an Executive Direc-
tor who assumed his duties on November 1, 1986. Notwithstanding
these delays, by April 1, 1987, the Thrift Board had

developed policies and procedures for implementing the thrift plan;
designed and implemented an accounting system;

disseminated thrift plan brochures and election and beneficiary forms to
all federal agencies; and

established accounts for approximately 600,000 employees covered by
FERS who were hired before January 1987.

The thrift savings plan provides employees income tax deferral on their
contributions, agency contributions, and investment earnings. All eligi-
ble FERS employees receive an automatic agency contribution of 1 per-
cent of their basic salary each pay period into their thrift plan accounts
whether or not they contribute to the plan themselves.' FERS employees
may contribute up to 10 percent of their basic salary each pay period.
Agencies match employee contributions dollar-for-dollar for the first 3
percent of pay and 50 cents on the dollar for the next 2 percent. Agen-
cies do not match employee contributions greater than 5 percent of pay.
Employees covered by CSRS may participate in the thrift plan, but they
do not receive government contributions and may only contribute up to
b percent of pay.

The thrift savings plan is a long-term savings plan designed to provide
retirement income. Therefore, federal employees may not obtain funds
from their accounts before retirement except through a loan program.
Employees leaving the federal government before retirement eligibility
may transfer vested account balances to an Individual Retirement
Account or eligible retirement plan, or they may defer payments until
they are eligible to retire. At retirement, they may (1) receive a lump-
sum payment, (2) withdraw the account balance in equal installments,
or (3) receive an immediate or deferred life annuity based on the bal-
ance in the account.

{
In April 1987, the Thrift Board deposited approximately $150 million in
the accounts of about 600,000 employees who entered the government

'Newly hired federal employees are generally required to wait between 6 months and 1 year before
they are eligible to participate in the thrift plan and/or receive agency contributions. Employees hired
between January and June of any year begin receiving the 1 percent agency contribution the first full
pay period of the following January, and those hired between July and December of the year begin
receiving the 1-percent contribution the first full pay period of the following July.
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Chapter 3
Implementation of the Thrift Savings Plan

between January 1, 1984, and December 31, 1986. This represented a
one-time congressional appropriation of 1 percent of the employees’ sal-
aries plus interest for that period. A separate retroactive contribution of
approximately $30 million from agency budgets was also deposited into
employees’ accounts to cover 1 percent of their salaries, plus interest,
for the period January 1, 1987, the original planned start of the plan,
through April 1, 1987, when the thrift plan actually became operational.

Investment Options

During 1987, all employee and agency contributions in the thrift plan
were required by the FERS act to be invested solely in nonmarketable
securities issued by the U.S. Treasury, called the G fund.

Beginning in January 1988, the act permitted FERS employees to invest a
portion of their contributions (and beginning in 1993, a portion of their
agencies’ contributions) in two additional investment options—a com-
mon stock index investment fund (C fund) and a fixed income index
investment fund (F fund). The C fund will be invested proportionately
in all of the common stocks included in Standard & Poor’s 500 Stock
Index (except for stock of the Wells Fargo Company, the manager of the
C fund) and is intended to replicate the performance of that index. The
F fund is a bond index fund designed to duplicate the performance of
the Shearson Lehman Hutton Government/Corporate Bond Index and
consists of a representative selection of U.S. Treasury, federal agency,
and corporate notes and bonds included in the overall index. Invest-
ments in the C and F funds involve greater risk than the G fund but also
provide an opportunity for participants to receive higher rates of
return. Thrift plan participants covered by CSrS may invest only in the G
fund.

As of May 1988, about 22,400 FERS employees had invested about $1.25
million in the C fund and about $875,000 in the F fund.

Open Seasons

As required by the act, the thrift plan is to have two open seasons annu-
ally during which eligible employees can join the plan, change their con-
tribution rate, or modify their investment mix. Employees are allowed to
terminate thrift plan participation at any time. In 1987, the first open
season was February 15 to April 30, and the second was May 15 to July
31. For 1988, the first open season was November 15, 1987, to January
31, 1988; and the second was May 15 to July 31, 1988. Before the start
of each open season, the Board distributed updated thrift plan booklets
to all federal agencies for dissemination to their employees and plans to
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Implementation of the Thrift Savings Plan

continue this practice in the future. Every 6 months the Board also dis-
tributes employee account statements that show ending balances and
transactions processed during the statement period.

Although the thrift plan had some start-up problems, many of the prob-

Start-Up Problems lems occurred because each of the plan’s programs and operations
needed to be coordinated with over 600 agency payroll offices. The
Thrift Board believes the problems were not serious or unexpected,
especially in view of the large number of agencies and employees that
needed to be served and the limited amount of time the Board and agen-
cies had to implement the plan.

Special Catch-Up Benefits  The FERs act required the thrift plan to begin operating on January 1,
1987. However, because of the delays in appointing the Board and the
Executive Director, the act was amended to start plan operations on
April 1, 1987. To compensate employees for the late start and the lost
opportunity to make contributions, the amendment increased the maxi-
mum employee contribution rate and matching agency contributions on
a one-time-only basis. From April 1 through September 30, 1987, FERS
employees were able to contribute up to a maximum of 15 percent of
their basic pay. For April, May, and June 1987, agencies contributed 2
dollars for every 1 dollar of FERS employees’ contributions, up to 3 per-
cent of pay, and matched dollar-for-dollar the next 2 percent. Employees
covered by CSRS were allowed to contribute up to 7.5 percent of their
pay from April through September 1987.

Distribution of Some The first open season was February 15 to April 30, 1987, but because of
Thrift Plan Booklets and printing and shipping problems, the thrift plan booklets and enroliment
Forms Delayed forms were generally not available to employees by February 15.

According to a Thrift Board official, the majority of booklets arrived at
agency receiving points by the third week of February, and the last of
the enrollment forms went to the agencies the second week of March.
After receipt, agencies were responsible for distributing the booklets
and forms to their employees. The Executive Director of the Thrift
Board said that through mid-April the Board continued to receive com-
plaints from employees that they had not received the booklets or
enrollment forms from their agencies, but he said that this was no longer
a problem. In mid-April we conducted a limited survey of 22 federal
installations throughout the country and identified that booklets and

f
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forms had been distributed to employees or were available to employees
at their personnel offices.

Tape Submission Delays
Caused Employees to Lose
Earnings on Contributions

On November 21, 1986, the Thrift Board entered into an agreement with
the Department of Agriculture’s National Finance Center to develop and
maintain the records on employee thrift plan accounts. The Board and
Finance Center worked with agencies’ payroll offices to establish proce-
dures for submitting computer tapes showing participants’ and agencies’
contributions. Because there is no unified payroll system in the federal
government, 602 payroll reporting offices located throughout the world
were involved.

Between April and June 1987, some employees lost interest on their
thrift account contributions because their agencies were delinquent in
submitting accurate payroll tapes to the Thrift Board. While Board offi-
cials were unable to estimate how many participants were affected or
how much interest was lost, they concluded the loss was minimal. They
cited a Department of Health and Human Services estimate that each of
its participants lost between 55 and 60 cents interest on their contribu-
tions because payroll tapes were submitted late during April 1987. In
general, we found that employees lost 1-month'’s interest on their contri-
butions for the month of April 1987.

Because of these delays, Congress amended the FERS act, effective Janu-

ary 8, 1988, to require agencies to submit payroll tapes no later than 12

days after the end of each pay period. The act previously required agen-
cies to submit payroll tapes *‘at the end of the pay period.”

Late Start for Loan
Program

As authorized by the act, beginning in 1988 thrift plan participants who
accumulate at least $1,000 of their own contributions and associated
earnings in their accounts may apply for loans to use toward the pur-
chase of a primary residence, meet educational or medical expenses, or
offset financial hardship. Loans are provided to employees at the inter-
est rate being earned by the G fund during the month the loan applica-
tion was requested. Employees obtain loans from and make repayments
to their own accounts. The Board distributed loan applications and
booklets to agencies between December 1987 and January 22, 1988, and
the first loans were disbursed to employees in March 1988.

Loan disbursements are made once a month following the allocation of
earnings to participants’ accounts. As of mid-May 1988, 904 loans had
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been disbursed to participants (94 in March, 287 in April, and 523 in
May) for a total of $1,184,466 for the 3-month period.

Some employees were unable to get loans during March and April 1988
because their agency payroll offices did not have acceptable loan repay-
ment mechanisms in place. Except for prepayments in full, the Thrift
Board requires loan repayments to be made through payroll allotments.
The allotment procedure preferred by the Thrift Board is direct deposit/
electronic fund transfer when the payroll offices are in the continental
United States. Payroll offices outside the continental United States may
issue checks for employee loan repayments.

In March and April 1988, in response to a Thrift Board survey, 260 pay-
roll offices reported that they could process loan repayments using the
direct deposit/electronic fund transfer mechanism. These offices cov-
ered about 56 percent of all employees with thrift accounts. An addi-
tional 78 payroll offices, covering 13 percent of employees with thrift
accounts, expected to have repayment processes in place by June 1988.
Twenty-one payroll offices, serving about 16 percent of employees with
thrift accounts, expected to have acceptable repayment processes in
place by September 1988. The remaining payroll offices either did not
estimate when they would be ready to process loan repayments using
direct deposit/electronic fund transfers or estimated they would not be
ready until after September 1988.

The Thrift Board had not contemplated that payroll offices would lack
the capability to make repayments through discretionary allotments
using direct deposit/electronic fund transfers. However, in order to
accommodate employees in those agencies, the Thrift Board authorized
the use of an interim manual loan repayment process using manual jour-
nal vouchers until the agencies could establish a direct deposit/elec-
tronic fund transfer discretionary allotment capability. By mid-May
1988, the Thrift Board had disbursed all approved loans because
employees’ payroll offices had either established the preferred repay-
ment procedures or agreed to the interim manual procedures.

{
.

: ; As fiduciaries of the thrift savings plan, the five Board members and the
Momtorl.ng the Executive Director are required to act solely in the interest of thrift plan
Responsibilities of participants and beneficiaries and will be held liable for any inappropri-
Thrift Board ate actions. Under the Employee Retirement Income Security Act of
Fiduciaries 1974, the Department of Labor is responsible for, among other things,

the administration and enforcement of fiduciary standards for private
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sector employee benefit plans.2 The FERS act gave the Department simi-
lar responsibilities for the thrift savings plan.

According to Department officials, their activities involving the Thrift
Board during 1987 included identifying and assessing the Board'’s fiduci-
ary responsibilities and contracting with two private accounting firms to
develop an audit program to review the Board's compliance with the
fiduciary requirements. During 1988, the Department plans to write reg-
ulations and develop milestones for specific projects, such as the adop-
tion of final bonding rules for Thrift Board members. During the
summer of 1988, one contractor will begin auditing payroll offices with
high participation levels. In the fall, the other contractor will begin
auditing the Thrift Board’s compliance with fiduciary requirements. As
of May 1988, no allegations of Board member or Executive Director mis-
conduct had been made by, or brought to the attention of, the Depart-
ment of Labor’s enforcement unit.

ZDepartment of Labor officials said the agency is responsible for oversight of financial institutions
and other organizations that manage private pension, health, and dental plans. The Department
makes approximately 1,700 investigations a year. These were initiated through referrals from
employees, lawyers, Members of Congress, and anonymous tipsters and through auditing bank
accounts with substantial amounts of benefit plan funds.
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FERS Open Season Implementation at Selected

Army and VA Facilities

Distribution of FERS
Information

Decision Advisors
Were Trained and
Available to Assist
Employees

In October 1987, we visited 12 Army and 11 vA facilities to determine
how they implemented the open season when CSRs-covered employees
could transfer to FERS. We found that these installations generally fol-
lowed oPM’s suggested approach for implementing FERS and provided
employees with FERS information and numerous opportunities to obtain
further details about FERS. Most employees did not attend available
training sessions.

For budgeting and planning purposes, the Office of Management and
Budget estimated that as many as 40 percent of eligible employees
would transfer to FERS. In January 1988, opPM requested agency retire-
ment counselors to identify the number of employees who transferred to
FERS during the open season. Their responses indicated that about
56,900 employees transferred from CSRS to FERS, or about 2.8 percent of
all employees who were eligible. The transfer rate at Army and va facili-
ties we visited varied from 0.7 percent to 4.2 percent of eligible employ-
ees. (See the app. for the transfer rate for each facility.) While fewer
CSRS employees than expected transferred to FERS, we found no underly-
ing deficiencies in the implementation of the transfer program.

All of the facilities distributed the FERS transfer handbook, which out-
lined the basic features of CSRS and FERS, to employees during the period
May to July 1987. In addition, 22 of the 23 facilities distributed the 21-
page FERS pamphlet to their employees between November 1986 and
June 1987. An official at the vA Regional Office in Washington, D.C., said
pamphlets were not distributed because they were not received from vA
headquarters.

Officials at 10 of the 23 facilities we visited said they provided all
employees the Social Security earnings request form to obtain Social
Security earnings and coverage data. The remaining 13 facilities said
they followed ssA’s suggestion and provided forms to employees upon
request.

An April 28, 1987, opM memorandum to agencies’ personnel directors :
emphasized that FERS decision advisors were critical to an effective open
season and included a suggested employee memorandum identifying the
decision advisors at agency facilities. OPM said the decision advisors

were responsible for assisting employees in making their decisions by
answering questions, conducting briefings and individual counseling ses-
sions, making comparative benefit estimates with the computer model,
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Briefings Were
Available but Not Well
Attended

and assisting employees in analyzing the results. A March 6, 1987, opm
memorandum said that agencies should designate 1 decision advisor for
every 500 employees.

A total of 317 decision advisors were designated to cover about 78,000
employees located at the 23 facilities we visited. According to officials
at the facilities, about 76 percent (241 of 317) of the decision advisors
attended the opM decision advisor training course. Most of the remaining
decision advisors attended informal training sessions conducted by
employees who attended the opM course or attended training courses
offered by private contractors.

All facilities offered employees opportunities to attend briefings con-
ducted by the decision advisors in order to become better informed
about FERS and cSrs. While briefings varied at facilities, we were told
that most inciuded the viewing of the oPM videos or slides made locally,
and a question and answer session. Some facilities also presented the
videos and briefings in separate sessions.

Agency officials at 18 of the 23 facilities we visited estimated that fewer
than 50 percent of the eligible employees attended briefing sessions. The
attendance percentages at the 18 facilities ranged from 48 percent at a
Fort Worth, Texas, Army facility to about 2 percent at the Fort Meade,
Maryland, Army facility. At the remaining five facilities, four had more
than 50 percent attend the briefing sessions, and one did not have spe-
cific attendance information.

Some facilities offered numerous briefings but also did not have large
attendance rates. For example, the Washington, D.C., vA facility offered
39 briefing sessions with total attendance of about 14 percent (208 of
the 1,517 eligible employees).

.Computer Model
Estimates Were
Generally Available

Although the number of employees who obtained computer model esti-
mates varied widely at the facilities we visited, personnel officials said
all employees requesting estimates received them except employees at
the San Francisco va Medical Center. An official at this facility believed
the computer program was inaccurate and would not allow the analyses
to be prepared for employees. However, the official made copies of the
program available to employees so they could develop their own analy-
ses. The highest percentage of employees receiving estimates was at the
Fort Worth, Texas, Army facility where 80 percent (1,680 of 2,100) of
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Individual Counseling
Sessions Were
Available

Views on Why More
Employees Did Not
Transfer to FERS

the eligible employees received them by August 1987. Other facilities
had much lower rates: 49 of the 1,507 eligible employees (3 percent) at
the Palo Alto, California, va Medical Center received estimates; and 40
of about 5,000 eligible employees (1 percent) received estimates at the
Army’s Fort Meade, Maryland, facility. At the Waco, Texas, va medical
facility, the only notice that a computer estimate was available was pro-
vided during briefings attended by 160 of the Center’s 1,038 eligible
employees; only 5 had received estimates at that location as of late
October 1987.

Decision advisors were available at most facilities to provide individual
counseling sessions to assist employees. At these sessions, employees
had the opportunity to obtain answers to any questions they had after
reading the OPM material or attending briefings. The individual sessions
offered a climate of confidentiality, which some employees desired.
Computer analyses were sometimes done at these sessions, but usually
they were done by decision advisors in advance so that results could be
discussed at the sessions.

As part of our review, we obtained information from officials at 11
Department of the Army and 10 Veterans Administration facilities
about agency efforts to assist employees in making their decisions on
whether to remain in CSRS or transfer to FERS. In October 1987, we inter-
viewed 46 decision advisors or personnel officials at these locations who
were involved in the FERS implementation process. These officials pro-
vided their views on why employees did not transfer to FERS. The major
reasons officials identified and the number of times these reasons were
cited are as follows:!

Employees planned to make the federal government a career and
believed CsRrs provided greater benefits for career employees than FERS.
Thirty-two officials cited this reason.

Lack of trust in some aspect of the design or stability of FERS was cited
by 25 officials. These aspects include: the viability of the social security
system, which is a component of FERS (cited 15 times); future changes by
the Administration (cited 13 times); future changes by Congress in the

!These views were previously reported in our report FEDERAL PERSONNEL: Views From Two Agen-
cies on Why More Employees Did Not Join the New Retirement System (GAO-GGD-88-52FS, Mar.
1988).
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present design of FERS (cited 9 times); and the permanency of FERS bene-
fits (cited 2 times). Some officials cited more than one aspect.
Employees could not afford to contribute to the thrift plan component of
FERS. Twenty-two officials cited this reason.

Employees were waiting for Congress to act on proposals to change the
FERS provisions, a reason cited by 13 officials. The provisions most fre-
quently mentioned in this respect were those relating to “windfall”
Social Security benefits, eligibility of FERS participants for Social Secur-
ity spousal and survivor benefits, and/or dfscrimination tests on higher
paid employees’ contributions to the thrift plan.

FERS is too complex for employees to understand. This reason was cited
by 10 officials.
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Appendix

Transfer Rates at Army and VA Facilities
Included in GAO Review

(966278)

Transfer

Agency Facility rate
Army Aberdeen Proving Grounds, MD 2.1
Corps of Engineers Headquarters, Washington, DC 1.9

Fort Belvair, VA 1.6

Fort Benning Infantry Center, GA 38

Fort Gordon, Augusta, GA 2.2

Fort Meade, VA 20

Fort Worth Army Engineering, TX 41

Hoffman Building, Alexandria, VA 1.0

Pentagon, Arlington, VA 12

Presidio of San Francisco, CA 20

Red River Army Depot, Texarkana, TX 07

Sacramento Army Depot, CA 15

Veterans Augusta Medical Center, GA 1.9
Administration Dallas Medical Center, TX 18
Martinsburg Medical Center, WV 2.9

Palo Alto Medical Center, CA 42

Perry Point Medical Center, MD 15

Richmond Medical Center, VA 40

San Francisco Medical Center, CA 18

Tuskegee Medical Center, AL 2.0

Waco Medical Center, TX 11

Washington, DC, Benefits Office 18

Washington, DC, Medical Center 24
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