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OUTSOURCING OF OPM’S INVESTIGATIONS
PROGRAM

THURSDAY, JUNE 15, 1995

HoOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CIVIL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:10 a.m., in room
2154, Rayburn House Office Building, Hon. John L. Mica (chair-
man of the subcommittee) presiding.

Present: Representatives Mica, Bass, Moran, and Mascara.

Ex-Officio member present: Representative Clinger.

Also present: Representative English.

Staff present: George Nesterczuk, staff director; Ned Lynch, pro-
fessional staff; Caroline Fiel, clerk; Adya Denysyk, intern; Cedric
Hendricks, minority professional staff; and Jean Gosa, minority
staff assistant.

Mr. MicA. Good morning. I'd like to call this meeting of the Civil
Service Subcommittee to order. I apologize for being late; I'm work-
ing on the art of being at two places at once, and haven’t quite ac-
complished that objective. But this morning, we’re going to have
our second hearing on the privatization of OPM’s Office of Federal
Investigations.

This is our second day of hearings relating to policies and proce-
dures governing background investigations for Federal employ-
ment. I believe that yesterday’s hearing provided essential back-
ground information that demonstrated, for this subcommittee, that
other Federal agencies—OPM customers—have serious concerns
about the security and suitability of applicants for Federal employ-
ment. And background investigations can provide useful informa-
tion to resolve questions about employment qualifications.

We know from previous GAQO reports that Federal agencies cur-
rently contract with private firms for approximately $20 million
worth of investigation services annually. In its written statement,
the Department of State reported conducting many of its back-
ground investigations through personnel service contracts with
independent investigators. Even the Department of Defense, with
substantial security concerns, contracts for approximately 5 percent
of its background investigations. We learned yesterday that the
costs of background investigations can vary widely, with the De- .
fense Investigative Service estimating its full background inves-
tigation costs were somewhere in the neighborhood of $1,750
apiece; where OPM estimated its costs at around $3,300 per case.
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This range indicates that even if OPM were to retain the func-
tion, some effort should be made to bring its costs into line. While
both agencies that appeared before us yesterday supported the ad-
ministration’s initiative to create an Employee Stock Ownership
Plan—ESQP—with the Office of Federal Investigations, I think
that it’s important to put on the record the qualifications that
agencies have written in response to our invitation to testify.

For example, the Department of Energy reported to us that it is
developing a state-of-the-art automated integration of personnel se-
curity and other data bases, which rely upon a linkage to the OPM
Federal Investigations Processing Center. The statement from the
Department of Energy Deputy Secretary William White, which ar-
rived after yesterday’s hearing, emphasized, and I quote:

If the FIPC should be disrupted, either through direct dismantlement, or through
an inability to receive a suitable investigative product from the Office of Federal In-

vestigations, this innovative automation effort will fail. This will be at a cost of not
only millions of dollars, but also at an incalculable cost in lost productivity.

The record appears clear that background investigations related
to Federal employment can be done by private sector organizations.
It appears equally clear, however, that any decision about creating
a new organization to conduct these investigations should be based
in a rational business plan that is consistent with the Govern-
ment’s own standards for cost comparisons, while it incorporates
other planning factors and legislative requirements.

From all appearances, the administration’s planning in this re-
gard appears to be deficient. According to the only estimate on the
record, the administration’s fiscal year 1996 budget has forecast
that OPM’s privatization initiatives relating to investigations and
training will save $30 million over 4 years. That amounts to 4 per-
cent of the combined training and investigations budget.

By standards established in OPM Circular A-76, a proposal to
contract out a function must show a 10 percent savings, or the ac-
tivity must remain in house. There is no evidence on the record,
however, that a cost comparison has been completed. Indeed, OPM
Associate Director, Patricia Lattimore, will be quoted by another
witness today as stating that cost is not the issue.

If cost is not the issue in a proposal that purports to save $30
million, we have to ask, what is the issue? On April 1st, I wrote
to the General Accounting Office to request that the GAO review
business plans and evaluate any projected savings associated with
this proposal. In May, OPM published a request for a proposal
seeking a private contractor to develop a business proposal.

That contract was awarded last week. This appears to me that
6 months after a leading proposal was announced, its initial plan-
ning phases are just beginning. Even though the planning for the
development for an ESOP appears to be in beginning phases, news
reports associated with the announcement of the contract claim
that if the ESOP is going to succeed, it will need commitments
from half the investigators by August.

In effect, then, investigators are being asked to make firm com-
mitments to a proposal that, from all available evidence, is on rath-
er shaky ground. Indeed, so far, this proposal has all the earmarks
of sort of an “Alice in Wonderland” tale, that gets more curious
with every question asked. The answers on the record are less than
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impressive, and there are many indications of an administration at
odds with itself in this process of reinvention.

From the beginning, the administration has trumpeted the con-
cept of employee empowerment, and encouraged the reinvention of
government to proceed from the bottom up, working through part-
nership councils. Few people seem more isolated from this proposal
than the employees. Not only has this subcommittee and the chair-
man heard from many investigators, often using official fax ma-
chines and letterheads and other public expense communications,
but many Members have received complaints about the tactics used
to generate an appearance of support for this proposal.

From all evidence provided to us, these efforts have been futile.
And support from investigators appears to be almost non-existent.
On the basis of what I've seen so far, I find no basis for the Con-
gress to encourage anyone to proceed with this endeavor. We are
holding this hearing to enable the administration to put on the
table some of the answers to the questions that trouble everyone
who examines the process.

We'll also provide the GAO an opportunity to evaluate several di-
mensions of the fiscal, legal, and procedural claims being made for
this unique proposal. Today’s hearing also provides an opportunity
for private business firms and the private sector and for represent-
atives of Federal investigators to give us additional perspectives on
these issues. I look forward to this session, and hope that we can
complete this morning’s business and obtain some better answers
to questions that we've posed during the last 6 months.

And it is an important hearing, because we have literally hun-
dreds of people’s careers and livelihoods at stake, and also tens of
millions of taxpayer dollars. So we do look forward to the process.
With those comments, I see we have the chairman of our full com-
mittee with us, and Mr. Chairman, would you mind if I yielded
first to our single minority member here, the distinguished gen-
tleman from Pennsylvania, Mr. Mascara; because I think he has
another appointment. Mr. Mascara.

Mr. MASCARA. Thank you very much. Thank you, Congressman
Clinger. Good morning, Mr. Chairman. Looking out over our panel
of witnesses this morning, I'm getting a real sense of deja vu. I
only wish the situation had changed overnight for the better, but
I'm afraid that is not the case. As I indicated quite clearly yester-
day morning, I'm deeply troubled by the whole idea of privatizing
OPM’s Office of Federal Investigations.

The most basic questions about how this effort would work have
not been clearly answered. No one seems to know whether the es-
tablishment of an ESOP would actually save any money. And per-
haps more importantly, no one seems to know whether the Govern-
ment could still count on receiving reliable quality professional
background checks. My staff had been briefed on the GAO testi-
mony, but I must say, what we are going to hear this morning is
much more troubling than I had anticipated.

GAO officials will testify that not only is the $30 million savings
figure, estimated by the Office of Management and Budget, based
on very flimsy assumptions, but also that the deficit attributed to
the OFI's revolving fund—the primary reason for privatizing—is
questionable. According to GAO, OPM has been assigning an exces-
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sive amount of overhead costs to the OFI operations; approximately
}13 };:ercent in fiscal year 1994, a figure GAO considers to be very
gh.

Moreover, this high overhead rate is apparently a major reason
why the OFI fund has reported deficits since 1986. Further, GAO
says OPM’s methodology did not take into account some basic
costs, such as severance pay and unemployment. If this wasn’t bad
enough, unfortunately, GAO found several other major problems
that could, by themselves, stop this proposal in its tracks—a notion
which I frankly think might be the wisest move at this point.

State law enforcement agencies contacted by GAO made it very
clear they would be unwilling to share sensitive information and
criminal records with private groups such as the proposed ESOP.
The Departments of Justice and Treasury officials also told GAO
they would be reluctant to share information with such a
privatized operation. That’s a question I raised yesterday during
the question period.

Another major problem is that OFI employees are upset and
angry, to put it mildly, and are currently in no mood to join the
proposed ESOP work force. Apparently, the ESOP will need a com-
mitment from 50 to 75 percent of the current work force, to make
the ESOP fly. GAO politely says this kind of sign-up rate is basi-
cally a pipe dream, and is not going to happen.

GAQ itself heard from more than 200 OFI workers, all express-
ing their displeasure at the OPM plan. The testimony Mr. Clark
will present can only be described as the potential straw that
breaks the camel’s back. It paints a most disturbing picture. As I
indicated yesterday, I simply do not understand why OPM officials
are refusing to look at any other solutions to this dilemma.

1 appreciate the fact that Director King is following budget or-
ders set down by OPM and the White House. But this whole situa-
tion is like a car being driven down a road at night without its
headlights on—it is bound to crash. Again, I implore my colleague
to stop this flawed effort now. This whole situation needs to be re-
evaluated before it is too late.

The good and hardworking OFI employees, who have by all ac-
counts served their country well over the years, deserve better
treatment. And as the chairman indicated, I must leave for a while,
duty calls. I have a Veterans Committee mark-up, and will be look-
ing at the Agent Orange bill. So I ask you to bear with me, and
I'll be back shortly. Thank you very much, Mr. Chairman.

Mr. Mica. Thank you, Mr. Mascara, and I'd like to yield now to
our chairman, Mr. Clinger.

Mr. CLINGER. Thank you very much, Mr Chairman. I commend
you for holding this series of hearings on a very critical and con-
troversial proposal. The subcommittee, as I understand it, will con-
tinue to hear testimony today on the administration’s proposal to
privatize the investigations and training functions of the Office of
Personnel Management. In particular we’ll be looking at creating
the ESOP that you referred to, with the Office of Federal Investiga-
tions, so that current employees would continue to carry out their
functions as an employee owned, non-governmental entity.

This proposal is one of the administration’s reinventing govern-
ment initiatives, which were included in the fiscal year 1996 budg-
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et request. And as the chairman of the full committee, I appreciate
and welcome the administration’s efforts to make Government
more efficient and less costly. And I think the committee has estab-
lished a pattern of being in cooperation with the administration on
some of these efforts.

Over the coming months, this committee has been designated to
play a critical role in transforming the Federal Government and re-
defining the roles and relationships of Federal, State, and local gov-
ernments. And I hope to continue to work in cooperation with the
executive branch as we meet this challenge. At this time, I will not
dismiss any serious proposals to restructure the Federal Govern-
ment.

We will privatize, eliminate, downsize, and devolve where that
activity is appropriate. Nevertheless, merely downsizing for the
sake of downsizing and privatizing for the sake of privatizing is
neither responsible nor practical. We have to ask ourselves basic
tough questions about each proposal to transform the Federal Gov-
ernment.

For instance, is the program a necessary function of the Federal
Government, due to Constitutional, national security, or cost effi-
ciency considerations? Can the private sector or another level of
government do it more effectively? Will we be sacrificing or improv-
ing the quality of services? Are we truly saving the American tax-
payers money, or just reshuffling responsibilities?

These are just some of the questions that members of this sub-
committee have been and will continue to be asking, with regard
to the administration’s ESOP proposal. I, myself, do have a number
of questions about the proposal, and I hope that today’s hearings
will put to rest my concerns, or at least that we’ll get some answers
to some of the concerns that the chairman has raised and others.

Nonetheless, let me run down a list of just some of my concerns.
First, I question the cost savings associated with the plan, as Mr.
Mascara has done, and as Mr. Mica has done. To my knowledge,
no formal cost analysis has been conducted. The administration
claims it will save $30 million, which is 4 percent of the training
and investigation’s budget. As Chairman Mica mentioned, OMB
standards require functions to remain in house, if contracting out
does not yield 10 percent savings.

If in fact we are pursuing illusory savings, why are we wasting
our time? Second, I'm concerned that no business plan exists, in
particular. A number of agencies have expressed reservations about
the proposal because they feel the quality of service will suffer.
What. will be OMB’s role in assuring that the new organization
maintains the quality standards of investigative services that Fed-
eral agencies have come to expect?

Third, the promise of a sole source contract to the new organiza-
tion troubles me deeply. To attract employee support for OPM’s
plan, and to ease employee concerns about the viability of a
privatized Office of Federal Investigations, a commitment has been
made to award a sole source contract to the new corporation to con-
duct background investigations for all Federal agencies. And this
arrangement would flout Federal acquisition regulations, which re-
quire all large Government contracts to be competitively bid, ab-
sent some overwhelming reason to grant a waiver in that regard.
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If the Federal Government cannot competitively bid out our in-
vestigation contracts, how are we expected to save monefy?

Finally, despite efforts to solicit employee support for the pro-
posal, many employees are resistant to the proposed changes. The
Federal Investigations Processing Center in Boyers, PA, is located
just outside my congressional district, and many of the employees
are my constituents. And I've heard from as many as 100 employ-
ees or more at the Boyers facility, who are strongly—I repeat,
strongly—opposed to the plan.

So the success of the ESOP initiative hinges on employee support
and participation. If experienced investigators and OFI staff leave
for other Federal jobs or private sector employment with estab-
lished investigative firms, the quality of service of investigations
will suffer; or worse, the new corporation will fail.

Mr. Chairman, these are among my top concerns with the admin-
istration’s privatization proposal. I look forward to listening and re-
viewing today’s testimony, and hope some of my questions and
yours will be answered, and some of our fears eased. And again,
I commend you on holding these very important hearings.

Mr. MicA. Thank you, Mr. Clinger, and I'd like to welcome our
first panel this morning. We have Mr. James King, the Director of
Office of Personnel Management; Mr. Edward DeSeve, Controller of
the Office of Management and Budget. Ms. Lorraine Lewis, OPM
General Counsel; and also Pat Lattimore, who was with us yester-
day, who oversees this program.

As is customary, ladies and gentlemen, if you could please stand
I'll swear in our witnesses. Raise your right hands.

[Witnesses sworn.]

Mr. Mica. If you don’t mind, we’ve been joined by our ranking
member, and he may have some opening comments, as he gets his
papers together here. We would like to welcome him and see if he
has some opening salvos.

Mr. MORAN. Well, I can actually wing it, Mr. Chairman, without
getting the papers together here, I think. I appreciate your yielding
to me. The investigations function of the Office of Personnel Man-
agement is an unusual one. I don’t think it fits in the traditional
blocks of organizational theory, because it’s not something where
you can predict a normal day in and day out workload.

You would assume that it would lend itself to contracting out,
since it is the kind of function where you may have extraordinary
demands on people for two or 3 months, and then not so for an-
other year or so. And the period that we’re in right now, you
wouldn't think that there’s going to be a lot of buildup; that in fact
most of what we're doing is downsizing.

But there have been periods when there’s been extraordinary de-
mands made upon the OPM people. I think that the Office of Per-
sonnel Management investigations staff has done a very good job.
And they are probably the only professionals who could perform
that job in as satisfactory a manner and professional a manner as
they have. The problems with contracting it out may not appear
evident on the surface. But there are several.

One, of course, is access to the kinds of sensitive information that
the Government has, that private contractors would not and should
not have access to. Another problem is the experience that we've
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had, and that came up yesterday—where we have tried to contract
it out, almost 10 years ago, and it was an absolute unmitigated
failure. We asked for over 40,000, 42,000, I think, background
checks to be conducted, and about 3,300 were conducted; and most
of those were pretty poorly done.

So I would not want to contract out something with that kind of
experience behind us. I think we ought to be very careful before we
do that. Now, the ESOP is a creative concept. I'm not sure that it
is going to work in the manner in which we would hope it would.
And I have some problems with the fact that we pulled back the
delegation to the Commerce Department and all.

That is the purpose of this hearing today, to get a sense of how
the new creative approach might work. But I think we owe some
responsibility to the OPM employees who have conducted them-
selves in a very professional, very satisfactory—and I could prob-
ably use a much, and should use a much more generous term than
that—manner throughout their employment.

And those are the people that we clearly need, and I would not
want to see them lost to the Federal Government. Because there's
no way of telling when, and to the extent to which, we might need
their services in the future. So with that, Mr. Chairman, let’s go
ahead and hear from the people who are charged with making this
responsibility and carrying out this responsibility and making
these recommendations. I'm glad that you have the right people be-
fore us this morning, and that you're having the hearing. Thank
you, Mr. Chairman.

[The prepared statement of Hon. James P. Moran follows:]
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Mr. Chairman:
I appreciate your having this hearing today.

I am concerned about the decision to privatize the Office of
Federal Investigations and the impact this decision will have on
future federal background investigations. The problem I have
with this proposal is that it does not appear to have been
adequately thought out and considered before being proposed. I
firat heard of this initiative in February when the President
pubmitted his first budget to Congress. It was part of the
Reinventing Government Phase II initiative where the Vice
President proposed that every agency examine its different
functions to determine whether they are inherently governmental
or could better be performed by the private sector. Like Phase I
of Reinventing Government, Phase II made a broad policy
announcement and then offered a sacrificial cow to show that the
policy was actually being followed through. In Phase I, the
sacrificial cow were the 252,000 federal employees. In Phase II,
it is the OPM Investigations.

There are functions of the federal government that could and
should be privatized. There are functions that could be devolved
to state and local governments. But there are some functions
that are inherently goverument and must stay within the federal
government. BRither way, whether the decision is to privatize,
devolve, or retain we must know exactly what we are doing and
what the consequences of our actions will be.

A8 Ms. Latimore testified yesterday, there were
approximately 39,000 background investigations conducted by OPM
last year alone. There were approximately 5,817 investigations
performed by private contractors working for those agencies with
delegated authority in FY93. While I do not doubt that the
private contractors do their best to provide accurate
investigations, I do not think they can absorb 39,000 additional
investigations on January 1, 1996.

I also do not think the agencies which represent OPM's

current clientele have the resources or the training to accept
the responsibilities that will be thrust on them by this



proposal. As OPM has shown in the past, there are problems and
deficiencies found in contracted out investigations. The
majority of these are caused by the agencies not following
through and investigating those areas the contractor cannot.
Contractors cannot obtain National Agency Check information such
as FBI fingerprints and name checks, Defense Clearance and
Investigations Index, Bureau of Vital Statistics verification,
and confirmation that the applicant has registered with the
Selective Service. Can we be sure that some of the smaller
federal agencies, facing different budgetary constraints of their
own, will be able to do these checks? This is a qQuestions that
should have been asked in February.

I understand the interest in creating an Employee
Stockownership Plan. I appreciate the commitment OPM has made to
its employees and its constituents. But I fear that the ESOP
will not succeed and that we may be setting these employees up
for failure. The ESOP can only succeed if it absorbs all of the
current OPM investigations workload. It will get this contract
only if it is sole-sourced. BAs we heard yesterday, this sole-
sourcing will immediately generate a law suit that will tie up
the contracts. There have also been indications that an effort
will be made to prevent any sole-sourcing in FY1996
Appropriations. This is going to make it more difficult for the
employees and the constituent agencies that rely on these
investigations.

One of my concerns is that there has never been a fall back
plan on which we could rely if the ESOP proposal fell through.
As far as I am aware, there has never been any point in which OPM
was able to make the decision on whether they should go through
with the privatization plan or not. The privatization proposal
came from above and OPM only has the responsibility to carry it
out. This is not the way to properly reinvent government.

Again, I appreciate your holding this hearing today and I
look forward to the testimony of our witnesses.
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Mr. MicA. Thank you, Mr. Moran. Again, welcome Mr. King. It’s
good to see you again. Yesterday, we tried to look at some of the
oversight background of this issue. Mr. Mascara jumped the gun a
little bit, and got into some of your plans which we wanted to hear,
and other members did, too. But Ms. Lattimore handled it very
well. She said that the program was so messed up that only you
could explain it. So we're glad that you're here today, and we look
forward to your explanation. We'll have to check the record to see
if those were her exact words. Welcome, Jim.

STATEMENTS OF JAMES B. KING, DIRECTOR, OFFICE OF PER-
SONNEL MANAGEMENT, ACCOMPANIED BY PATRICIA LATTI-
MORE, ASSISTANT DIRECTOR, OFFICE OF PERSONNEL MAN-
AGEMENT; AND LORRAINE LEWIS, GENERAL COUNSEL, OF-
FICE OF PERSONNEL MANAGEMENT; AND G. EDWARD
DESEVE, CONTROLLER, OFFICE OF MANAGEMENT AND
BUDGET

Mr. KING. Thank you, Mr. Chairman, and thank you, Chairman
Clinger, for being here, also Mr. Moran and Mr. Mascara and the
subcommittee. It really is an opportunity for us to testify on the
privatization of OPM’s Office of Federal Investigations. You have
my prepared statement, Mr. Chairman. I believe you’ve distributed
it to the committee.

Mr. Mica. Without objection, we’ll enter that as part of the
record.

Mr. KING. And you also have our detailed answers to your very
specific questions. And if you would be kind enough to account that
for the record, sir.

Mr. MicA. That will also be part of the record, without objection.

Mr. KING. Thank you, Mr. Chairman. At this time, and with your
permission, Mr. Chairman, I'd like to open with a much briefer
statement. The futurist Alvin Toffler said something that sums up
much of what we at OPM are trying to accomplish. And I quote,
“Our moral responsibility is not to stop the future, but to shape it,
to channel our destiny in humane directions, and to ease the trau-
ma of transition.”

And that, essentially, will be the context in which I would speak
today, and will reflect back on that; and hopefully will respond to
your specific questions and concerns as expressed through you from
a number of witnesses and other sources that have come to you.
Mr. Chairman, we are here to talk about the future of Government.
Everyone agrees there must be change.

The President believes that; the Congress believes that; this com-
mittee believes that; and the voters, in two past elections, have
shown that they want change, and that clearly includes a smaller,
more efficient Federal Government. President Clinton made clear
his commitment to change in 1993, when he commissioned the Na-
tional Performance Review, known as NPR, and then endorsed its
historic call for government that works better and costs less.

As you well know, this administration has begun a massive
downsizing of the Federal Government. More than 100,000 jobs
have been eliminated already, as well as many other reforms, to
make the entire Government serve our customers—the American
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people—better. Among the concepts the National Performance Re-
view has embraced is that of privatization.

I think that’s totally consistent with your hearings in March of
this year, in which you talked about contracting out, which is also
another phrase for privatization in some form or another. At the
President’s request, Federal agencies have taken a hard look at
themselves. And as a result of these deliberations, last December,
as a second phase of the reinvention of government, the President
announced that large parts of OPM’s training and investigations
functions would be privatized.

We're here today to discuss the privatization plan for our inves-
tigations unit. We are breaking new ground, Mr. Chairman, as you
so well know. But this plan was not hastily arrived at. We have
sought from the first to do it as right for our employees, for our
customers, and for the American taxpayers. We view it all as being
in the public interest.

We have talked with our employees. We have talked with our
customers. We have sought expert advice in the form of in-depth
feasibility studies that concluded that privatization in the form of
an employee stock ownership plan, or ESOP, if you will, can work;
but only if guaranteed OPM’s business for a period of time. We
hlave awarded a contract to a leading bank to develop the ESOP
plan.

And it will team with an equally distinguished law firm and in-
vestment banking firm to carry out this responsibility. We have
kept our employees informed every step of the way. Some have dis-
agreed with the plan. Some have resisted it. But they have been
consulted and informed all the way. We are proceeding with all de-
liberate speed; with the speed the American people demand; and
yet one thoughtful step at a time, making sure we build a solid
foundation.

We've thoroughly examined and continue to examine the legal
and administrative issues that surround this action. We believe it
can succeed, but only if the new organization is given the help it
deserves. Let me stress this point. The ESOP cannot work without
the sole source contract that we propose. Therefore, if there is no
sole source, we gut the idea of ESOP, and ESOP is the other end
of privatization.

If you would, Mr. Chairman, I just have a very, very simple
chart, because sometimes I think that the idea is that the decision
on privatization is on this side. The sole source and employee own-
ership is here. And the other option is that they work for another.
So if you will, Mr. Chairman, we’re talking ESOP, but it’s the other
side of the decision.

And therefore, the employees’ option really would be they either
have an organization—which is the ultinate empowerment—their
own organization to run and be properly structured and supported.
Or they go to work and go to the street and hopefully get hired by
a contractor, doing the same work.

So we're not discussing the ESOP as a necessary part of privat-
ization. What we're talking about is ESOP as the extension after
the decision has been made. And we’ll talk more to both of those
as the chair wishes. We do not propose to put these employees out
on the street. We do not propose economic Taoism.
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And we do propose to give these workers the tools to succeed on
their own. So I must say to the members of the subcommittee, if
you believe in downsizing, we believe it must have a human face.
The sole source contract is the gate to an employee-owned oper-
ation. It is the only option that will give us a viable organization—
us being the Federal Government—as well as a seamless transition
into the future and continuity of service to our customers.

Everywhere you talk about reinvention, about more effective,
more efficient government. But do we really want to do something
about it? Is privatization to be rhetoric or reality? We would like
it to be a reality. And we ask for your support on a well-planned
humane and good faith proposal that we have put forward to you.
If streamlining is the way of the future, Mr. Chairman, then let us
get it right, now at the very start.

And that’s why, Mr. Chairman, these hearings are so significant.
We speak of thousands of people being affected at the very base of
their lives—their jobs. We understand that. And the question be-
fore us is that if we’re going to downsize, if that’s what we're look-
ing at in government, will we give the employees the ultimate eco-
nomic empowerment to contro! their lives once that decision has
been made?

It is not the ESOP that privatizes them, it is the question of, if
we're going to privatize, do we support our Federal employees, and
do we have a responsibility to them? That is the issue that we’ll
discuss, and that will be the context in which we'll try to be respon-
sive to all of the questions that have been raised by all of the par-
ties. And I'd like to thank you, Mr. Chairman. And we’d like to an-
swer any questions you or the subcommittee may have.

[The prepared statement of Mr. King follows:]
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Mr. Chairman, I thank you and the subcommittee for this
opportunity to testify on the privatization of OPM’s Office of
Federal Investigations.

Permit me to begin with a quotation from the futurist
Alvin Toffler which I believe puts what we at OPM are doing in
context, both as to the process and our goals:

"Oour moral responsibility is not to stop the future, but
to shape it, to channel our destiny in humane directions, and to
ease the trauma of transition.®

Mr. Chairman, OPM and its predecessor, the Civil Service
Commission, have been carrying out investigations since the 1950s.
We provide this service on a reimbursable basis, within a revolving
fund. In recent years we have served about 100 agencies.

Ms. Lattimore yesterday discussed the scope of the
investigations program, and we have provided written responses to
the questions you sent us. Today she and I will respond to your
questions about implementation of the decision to privatize.

The investigations program is supposed to operate on a
businesslike, self-sufficient basis, but because of changing market
conditions, over nearly a decade, its revolving fund had
accumulated a deficit that, at the end of FY 1993, had reached $24
million and was still rising.

We were staffed to conduct more than 60,000 personnel
investigations a year but were actually carrying out only about
40,000,
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To stop the hemorrhaging, I had no choice but to carry
out a reduction in force which eliminated about 443 jobs for
investigators and support staff.

We then developed and implemented a business plan to put
the investigations unit back on a sound financial footing, and
hoped for a stable market for our work and high productivity from
our professional staff.

Last December, the President announced plans for the
secoend phase of the reinvention of government. These plans included
the privatization of OPM‘’s investigations and training units.

Let me note that the privatization of our training unit
is being accomplished by its transfer to the U.S. Department of
Agriculture Graduate School. The Graduate School, which receives no
federal funding, is offering jobs to about two-thirds of the unit’s
approximately 200 employees.

OPM set three criteria for the privatization of the
investigations unit.

First, to do what was best for the American taxpayer, by
streamlining government and reduc