





A Message From the Commissioner

The Social Security Administration's (SSA) Performance and
Accountability Report for Fiscal Year (FY) 2001 shows how SSA
managed its finances and how we performed in administering our
programs during this past year - ayear in which the fabric of our nation
has been tested. The events of September 11, 2001 have changed our
country forever. Never in our nation’s history has the role of public
servants been more important. During these trying times SSA, like
many other civilian agencies, has been called to perform extraordinary
duties. Following the terrorist attacksin New York and Washington,
SSA undertook an unprecedented outreach effort to contact the
survivors and families of the victims to inform them of their eligibility
for benefits. It is because of this responsiveness to the changing needs
of the American public that Social Security continues to be the most
successful domestic government program in our nation's history.

Performance and accountability were the cornerstones of our efforts and
achievements during FY 2001. | am pleased to report that thisisthe “Performance and
eighth consecutive year SSA'sfinancial statements have received an ntability Wi

unqualified opinion and the third consecutive year that SSA has accountability were

produced a combined performance and accountability report. This the cornerstones of
report demonstrates that although the Agency faces many our ?ff ortsand
management challenges in administering the Social Security programs achievements

in the 21st century, we maintain our steadfast commitment to our during FY 2001.”

stewardship responsibilities and continue to make strides in meeting our
strategic goals and objectives.

For over 60 years, SSA has ranked among the premier agenciesin government for service and its“ can-do” spirit.
During FY 2001, we carried on our tradition of excellence when our web site, SSA Online, wasidentified asa
“Best of the Web” financial site by Forbes Magazine. Also, recently, SSA was one of only five Federal agencies
to receive the Association of Government Accountants “ Certificate of Excellence in Accountability Reporting”
Award for its FY 2000 Performance and Accountability Report. SSA holds the distinction of being the only
Federal agency to receive this award for three consecutive years since itsinception in 1998.

SSA has along record of outstanding public service, achieved through the dedication, resourcefulness and
commitment of our workforce. We recognize that we live in trying times, but our employees are prepared to face
the challenges of the future and will continue to provide the best possible service to the American People.

gaam:é Bornrar”

Jo Anne B. Barnhart
Commissioner
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Ten-Year Summary of Financial Highlights

(Datafor the FY s ended September 30, unless otherwise noted. Dollarsin billions, except for unit costs)

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Investments $319.4 $365.7 $419.5 $483.2 $549.5 $631.0 $730.3 $854.9 | $1,007.2 | $1,170.0
Total Assets! 329.2 376.4 450.1 499.1 565.9 648.6 748.4 874.9 1,029.2 1,198.3

1. See balance sheet on page 65 for breakout of Total Assets.

Financing Sources

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Tax Revenues $308.2 | $316.5 | $340.8 | $356.2 | $381L.2 | $405.3 | $432.0 | $462.7 $501.7 $528.2
Interest Income 24.6 274 30.1 34.2 37.6 425 48.0 53.7 62.2 70.9
Total Exchange
Revenue and
Financing Sources 363.5 378.0 407.9 4274 4495 477.4 510.9 548.2 599.1 626.9

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Benefit:
OASI $252.6 | $265.9 | $277.3 | $290.0 | $300.6 | $313.7 | $325.0 | $332.3 $349.9 $369.1
DI 30.8 34.1 37.9 40.4 43.4 445 47.7 50.4 54.7 59.2
SSI 175 20.4 24.2 24.5 24.9 26.6 27.5 28.2 30.5 27.7
Administrative 4.9 53 54 5.6 6.0 6.9 75 74 75 7.3

Ratios

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Return on Trust Fund
Investments? 8.7% 8.3% 8.0% 7.8% 7.6% 7.5% 7.2% 6.9% 6.9% NA
Long Range OASDI
Actuarial Deficit as
% of Taxable Payroll
by Year of Trustees
Report 1.46% 1.46% 2.13% 2.17% 2.19% 2.23% 2.19% 2.07% 1.89% 1.86%
Administrative
Expenses as % of
Benefit Expenses 1.6% 1.6% 1.6% 1.6% 1.6% 1.8% 1.9% 1.8% 1.7% 1.6%
% Changein SSA’s
Overall Productivity 9.7% 7.5% 2.1% 5.2% 2.3% 2.2% 7.4% 1.4% 6.8% (2.3%)

2. Data shown are for calendar year; see http://www.ssa.gov/OACT/ProgData/effectiveRates.html for earlier data.
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Number of Beneficiaries (In Millions)®

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
OASI 36.5 36.9 37.2 375 37.6 37.8 37.9 38.0 38.7 38.9
DI 4.8 52 55 5.8 6.0 6.1 6.3 6.5 6.6 6.8
SSI 55 5.9 6.2 6.5 6.6 6.6 6.6 6.6 6.6 6.7

3. Includes individuals receiving benefits from more than one program.

Unit Costs (Current Dollars)

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Issue Socia Security
Cards $13.77 | $13.90 | $14.36 | $14.19 | $1546 | $16.70 | $15.86 | $15.55 $16.10 $16.26
Process Annua Wage
Reports .60 .63 .70 .65 .56 A7 40 .33 .26 .23
|ssue Earnings
Statements? 471 477 5.63 2.04 132 2.07 1.01 .73 .48 .34
Process|nitial Claims
(Overall Average) 506.84 | 469.86 | 473.00 | 44047 | 436.41 | 450.87 | 487.35 | 41553 391.76 399.21
Maintain Benefit
Rolls (Overall
Average Per Work
Unit) 25.52 23.08 18.48 18.67 19.39 2171 22.49 25.52 23.08 23.17
Provide Due Process
(Overall Average) 839.36 | 746.28 | 77517 | 80152 | 855.16 | 87532 | 888.65 | 910.70 882.85 | 1,059.71
Cost to Collect $1
(all receivables) 13 13 13 13 12 .09 11 11 .10 A1

4. SSA began issuing legislatively mandated Social Security Statementsin FY 1995; those costs are reflected in the
FY 1995-2001 unit costs.
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The Management’s Discussion and Analysis (MD&A) is considered Required
Supplementary Information for the audit of the financial statementsand is
designed to provide ahigh level overview of the Agency. It providesadescription
of who we are, what we do and how well we meet the goals we have set.

The Mission, Programs and Agency Organization section highlights SSA’s
mission as set forth in the Agency’s Strategic Plan. This section also discussesthe
major programs we administer: the Old-Age and Survivors Insurance (OASI)
and the Disability Insurance (DI) programs (commonly known as Social
Security) as well as the Supplemental Security Income (SSI) program.

Following the Mission, Programs and Agency Organization sectionisa
discussion of the Mgjor Issues that SSA will be facing in the future. We used the
Performance and Accountability Report to provide a snapshot of the performance
we achieved in FY 2001. However, the status of SSA would not be complete
without providing a sense of the challenges tomorrow brings. These challenges
include long-term solvency of the Social Security program and fulfilling our
commitment to world-class service as well as topics that have a more immediate
impact on our operations such as SSI and DI management improvement and
fraud prevention and detection. While theseissues are challenging, we believewe
have the policies and plans in place to help ensure they will be adequately
addressed.

Next, the MD&A discusses SSA's ability to achieve the five strategic goals
contained in our current strategic plan. In March 2000, we provided Congress
with our FY 2001 Annual Performance Plan (APP) outlining the performance
indicators we used to assess our ability to meet these five strategic goals. In
April 2001, we provided Congress with our FY 2002 APP and Revised Fina

FY 2001 APP, which revised several FY 2001 Government Performance and
Results Act (GPRA) performance indicators. The Performance Goals and Results
section provides adiscussion of SSA's GPRA strategy and includes asummary of
FY 2001 performance. It also includes selected indicators from the APP, targeted
performance for FY 2001 and actual performance achieved.

In addition to discussing program performance, the MD& A also addresses our
financial performance. The magjor sources and uses of SSA's funds as well asthe
use of these resources in terms of both program and function are explained.
Finally, the Systems and Controls section of the MD&A provides the
Commissioner’s Federal Managers' Financial Integrity Act (FMFIA) assurance
statement, the actions SSA has taken to address our management control
responsibilities and a discussion of the Agency’s FMFIA material weakness and
plan to correct this weakness.
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Mission, Programs and Agency Organization

Mission
To promote the economic security of the nation’s people

through compassionate and vigilant leadership in shaping and
managing America’s Social Security programs.

The Social Security Programs

The Social Security Act established a program to help protect
aged Americans against the loss of income due to retirement.
Protection for survivors of deceased retirees was added by the
1939 amendments, thus creating the OA S| program. Social
Security protection for workers was expanded again in 1956 to
include the DI program. SSA's responsibilities were further
expanded in 1972 to include the SSI program and again in
1999 to include Special Benefits for Certain World War 1
Veterans (title VII1).

The combined Old-Age, Survivors and Disability Insurance
(OASDI) programs, commonly referred to as Social Security,
provide a comprehensive package of protection against the loss
of earnings due to retirement, disability and death. Monthly cash
benefits are financed through payroll taxes paid by workers and
their employers and by self-employed people. Social Security is
intended to replace a portion of these lost earnings, but peopl e are encouraged to supplement Social
Security with savings, pensions, investments and other insurance.

Socia Security benefits have significantly
improved the economic well being of the nation.
Poverty among the elderly has been reduced by
59 percent over the past 30 years. In 1936, when
Socia Security numbers were first assigned to
workers, most of the nation’s elderly wereliving
in poverty. Today, monthly benefits are an
important part of the quality of life of elderly
Americans and millions more who are protected
in case of death or disability.

Poverty Rate Among the Elderly

30.0%

The monthly benefit amount to which an

1970 1975 1980 1985 1990 1995 2000 | iNdividual (or spouse and children) may become
Calendar Year entitled under the OASDI program is based on

the individual’s taxable earnings during his or her lifetime. The maximum amount of earnings on

which contributions were payable in 2000 was $76,200 and increased to $80,400 in 2001.

Management’s Discussion and Analysis
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OASI Program: In 2000, the family income
of 16 percent of aged, unmarried beneficiaries
fell below the poverty line. Without Social

Aged Beneficiary Population with Family
Income Above and Below the Poverty Line

Security benefits, 56 percent of those 120%, Aged Unmarried Persons Aged Married Persons
beneficiaries would have income below the | 100% 84% Ll
poverty line— adifference of 40 percent due | 8%
to receipt of Social Security. 60%

40%| R with Without
Social Security also lifted many aged married | 20% Sse‘;ﬁi::y ssegf“jn'y si‘ﬁ:"y
beneficiaries out of poverty. In 2000, 0%
3 percent of aged beneficiaries who were 20%
members of a married couple had income 0% -41%
below the poverty line. Without Social OOk 6% Calendar Year 2000

-80% (updated annually)

Security benefits, 41 percent of these

beneficiaries would have income below the poverty line — a difference of 38 percent.

To qualify for OASI benefits, aworker must have paid Social Security taxes (Federal Income
Contributions Act and/or Self-Employment Contributions Act) for at least 10 years (or 40 credits)
over the course of hig/her lifetime. Individuals born before 1929 need fewer creditsto qualify. Nine
out of 10 working Americans can count on benefits when they retire, with reduced benefits payable
as early as age 62. Benefits are also paid to certain members of retired workers' families and to
survivors.

As shown in the chart below on the left, 91 percent of people age 65 or over in calendar year 2001
were receiving benefits. The largest category of beneficiaries over age 65 is retired workers. About
98 percent of children under 18 and their mothers or fathers with children in their care under 16 can
count on monthly cash benefits if aworking parent dies.

Social Security benefits comprised 38 percent of the aggregate share of al income to the aged
population 65 and over of which 90 percent were Social Security beneficiaries. Other sources of
income include assets (18 percent), earnings (23 percent), and pensions (18 percent) both
Government and private.

While many of the nation’s aged population have income from other sources, a portion of the
beneficiary population relies heavily on Social Security. For 20 percent of beneficiaries, it isthe
only income; for 11 percent of the population, it contributes amost al of the income; and for
another 33 percent of the beneficiaries, it isthe major income source (see chart below on right).

Population 65 or Over Receiving Portion of Beneficiaries That Rely
OASI Benefits Heavily on Social Security
(2001) (Calendar Year 2000)

Living Spouse 7.3% 100% of Income 90-99% of Income
(20% of Beneficiaries) (11% of Beneficiaries)
\ /

Receiving OASI Benefits 91%

Survivors 13.0%

Retirees 79.7%

N

Less than 50% of Income 50-89% of Income
(36% of Beneficiaries) (33% of Beneficiaries)

Receiving No Benefits 9%
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Thelevel of preretirement earnings replaced by
Social Security benefits for aworker retiring at
age 65 varies because the benefit formulais
weighted in favor of workers with low levels of
earnings. The chart to the right shows the
replacement ratein 2001 for individuals and
couples (i.e., worker with a spouse who is not
insured) at various earnings levels (2000
earnings levels are shown since that isthe
assumed last year of earnings).

Pre-Retirement Earnings Replaced
(Workers Age 65 Entitled in January 2001)

100% Low Earnings
Y ($14,447)

80% Average Earnings

($32,105)

60%-
Maximum Earnings
40%|  (676,200)

20%

0%

‘ . Worker

. Worker/Spouse ‘

DI Program: To qualify for DI benefits, an individual
must meet atest of substantial recent covered work
before becoming disabled. Disability benefits provide a
continuing income base for eligible workers who have
qualifying disabilities and for eligible members of their
families. Three of four working Americans age 21
through 64 can count on receiving benefitsif they
become disabled. Workers are considered disabled if
they have a medically determinable physical or mental
impairment that prevents them from engaging in
substantial gainful activity. The disability must be
expected to last for a continuous period of at least

Once benefits begin, they continue for aslong
as the worker is disabled and does not perform
substantial gainful work. There are provisions
that provide incentives for work. Disability
cases are reviewed periodically to determine if
the worker continues to be disabled.

The chart to the right shows the replacement
rate in 2001 for disabled workers and their
dependents at various earnings level (2000
earnings levels are shown since that isthe
assumed last full year of earnings).

The table below presents a historical perspective on average earnings replacement for both the

OASI and DI programs.

Aver age Ear nings Replaced
Historical Perspective

12 months or to result in death.

Disabled Worker's Earnings Replaced
(Workers Age 45 Entitled in Calendar Year 2001)
100%-
Low Earnings

($14,447)
80%- Average Earnings

($32,105)

60%  Maximum Earnings
($76,200)
40%-

20%-

0%

‘ . Worker

. Worker/Dependent ‘

1951 1961 1971 1981 1991 2001
Disabled Workert NA 32.3% 36.6% 43.9% 43.0% 42.7%
Retired Worker 27.3% 32.3% 36.6% 54.4% 43.0% 39.4%

1. Datanot available for disability benefit payments which began in 1957. Based on 45-year old disabled worker.

Management’s Discussion and Analysis
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SSI Program: SSl is ameans-tested program designed
to provide or supplement the income of aged, blind or
disabled individuals with limited income and resources.
SSI payments and related administrative expenses are
financed from general tax revenues, not the Social
Security trust funds. Qualified recipients receive
monthly cash payments from SSA sufficient to raise
their income to the level guaranteed by the Federal SSI
program. Children, as well as adults, can receive
payments because of disability or blindness.

The definitions of disability for adults used in the

SSI program, as well as continuing disability review
procedures, are the same as those used in the DI
program. Thereis a separate definition of disability for
children seeking SSI benefits. There are general provisions to encourage working and special
incentives to those beneficiaries who have disabilities or are blind. The Federa benefit rate and
eligibility requirements are uniform nationwide. However, those with other income receive less
since benefits may be reduced by the income they receive from other sources.

February 2001 Poverty Income Guidelines As shown in the chart to the left,

Poverty Gap Filled By SSI Federal Benefit SSI I'eCI pl ents with no other income )
receive the full SSI Federal benefit which
A e is 74.2 percent of the poverty level for an

individual and 82.3 percent for a couple.

25.8% 17.7%

The portion of the poverty gap not filled

74.2% 82.3% by Federal SSI may befilled by State SSI
supplementation payments. Also,
SSI Guaranteed Income SSI Guaranteed Income SSI reci p| ents may be € |g| ble for food
$6,372 $9,552 . . .
stamps, Medicaid and social services.
Guidelines:
Individual $8,590 Per Year Couple $11,610 Per Year

In September 2001, 35.9 percent of all
SSI recipients also received Social Security benefits. Most did not have any other income. For
4.4 percent of the recipients, earnings were a source of additional income, and 11.7 percent had
unearned income from other sources, such as Veterans' pensions.

OASDI beneficiaries may qualify for SSI Recipients Also Receiving OASDI Benefits
SSI benefits if they meet SSI income and (September 2001)

resource eligibility requirements.
Although 35.9 percent of all Aged Reclplents ot
SSI recipients receive OASDI benefits,
SSI aged recipients are more likely 30.5%
(58.7 percent) to be receiving Social
Security benefits than SSI blind and
disabled recipients (30.5 percent).

Special Benefitsfor Certain
World War |l Veterans: Title VIII

’ . Receiving OASDI . SSI Payments Only ‘

of the Socia Security Act, enacted

December 14, 1999 as part of the Foster Care Independence Act of 1999, provides a monthly cash
payment to certain World War |1 veterans who are eligible for SSI in both December 1999 and the
month in which he or she files an application for the special benefits and who reside outside of the
50 States, the District of Columbia and the Northern Mariana Islands. Payments began in

May 2000.

12 SSA’sFY 2001 Performance and Accountability Report



Support to Other Programs

In addition to its basic programs, SSA also provides a significant measure of service delivery
support to other programs, particularly Black Lung, Medicare, Medicaid, Food Stamps and
Railroad Retirement.

Black Lung Program: The Black Lung (BL) program pays monthly cash benefits to coal mine
workers and their dependents and survivors. SSA is responsible for administering Part B of the BL
program under title IV of the Federal Coal Mine Health and Safety Act. Part B covers claims filed
by miners before July 1973 and survivor claims filed before January 1974 or within 6 months of the
death of aminer or widow on the SSA rolls, whichever islater. Any claimsfiled after these dates
generaly are the responsibility of the Department of Labor (DOL) covered under Part C of the
program.

SSA isaso responsible for taking claims for, and performing certain other services related to, Part
C benefits. In FY 2001, SSA field offices took 555 claims for Part C benefits and transferred them
to DOL for payment, as required by law. SSA received full reimbursement from DOL for these
services. Beginning in FY 1998, DOL provided administrative services for the Part B program
under an interagency agreement with SSA and certified for payment all Part B benefits from funds
appropriated to SSA. However, SSA retains responsibility for these payments.

Medicare: Being aprimary public contact point for
the Centers for Medicare and Medicaid Services
(CMS), SSA provides key servicesto the Medicare
program. SSA staff determine and answer questions
regarding Medicare eligibility, maintain the
computerized records of Medicare eligibility, and
collect Medicare premiums through withholdings ) %
from Social Security payments. Annually, SSA , Vol
devotes about 1,485 workyears to supporting these ARt o
workloads and funds for these services are drawn » ﬂ '3: '
from the Medicare trust fund. In addition, $VN O
Administrative Law Judges in SSA's Office of

Hearings and Appeals provide hearings and adjudicate disputed appeals of Medicare
reimbursements.

=

e

Medicaid: In 32 States and the District of Columbia, eligibility for SSI benefits confers automatic
entitlement to Medicaid. Thus, the SSI eligibility determination made by SSA saves a significant
number of workyears for these States. SSA aso provides information and referral servicesin
support of Medicaid and is directly funded by the States and CMS.

Railroad Retirement: SSA provides services in connection with entitlement to benefits from the
Railroad Retirement Board (RRB). SSA takes the applications, determines jurisdiction and
coordinates benefit payments with the RRB. The latter organization, as required by statute, issues a
combined monthly benefit payment when aretireeis entitled to both Railroad and Social Security
retirement benefits due to having worked for both the railroad and other industries prior to
retirement. SSA reimburses the RRB for OAS| and DI benefits paid on SSA’s behalf. In addition,
SSA arranges an annual financial interchange with the Railroad Retirement Trust Fund to place the
Social Security trust funds in the same position they would have been in had railroad employment
been covered by Socia Security.

Management’s Discussion and Analysis
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Food Samps. SSA assists the Department of
Agriculture by providing information about the
food stamp program and taking food stamp —
applications for qualified OASI, DI and SSI
claimants. In FY 2001, SSA processed
19,176 food stamp applications and
recertifications.

Food
Stamps

Sateand Local Programs: SSA regularly
provides information from Socia Security
records needed to make digibility and payment
decisions for avariety of State and local welfare
programs, and provides automated data exchanges with over 100 State and Federal agencies.

Agency Organization

Chief

Actuary

C .. General

ommissioner Counsel
Deputy Commissioner

puty Inspector

] General

Chief of
Staff

Deputy Commissioner,
Communications

Deputy Commissioner,
Finance, Assessment
and Management

Deputy Commissioner,
Human Resources

Deputy Commissioner,
Legislation and
Congressional
Affairs

Deputy Commissioner,

Deputy Commissioner,

Deputy Commissioner,

Deputy Commissioner,

Operations Disability and Income

Security Programs

Systems Policy

SSA’s organization features centralized management of the national Social Security programsand a
decentralized nationwide network of 10 Regional Offices overseeing 1,337 field offices (FO),
138 hearings offices, 36 teleservice centers, 7 processing centers and 1 data operations center.

SSA’s unique organizational structure is designed to provide responsive, swift and accurate
world-class service to the public. All components within SSA’s central office perform a supporting
role to SSA FOs by providing uniform directions, guidance and material resources needed by the
FOs. By integrating services for all the programs we administer, we are able to enhance efficiency,
avoid duplication of effort and increase opportunities to provide one-stop service to the public.
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FOs are located in cities and rural communities across the nation and are the Agency’s main
physical point of contact with beneficiaries and the public. Additionally, the Social Security
disability program depends on the work of 54 Disability Determination Services which include al
50 States, the District of Columbia, Guam and Puerto Rico.

To meet the needs of non-English-speaking persons, SSA recruits bilingual individualsto serveasa
public contact for persons visiting SSA field offices and calling SSA’s 800-number telephone
service. During FY 2001, 15 percent of the Agency’s new hires were bilingual. At year end, SSA
had public contact employees who could provide servicein English and at least one of 23 other
languages.

. i SSA’s Regional Network
Seattle -
L W Tl

Chicago
‘ New York
Kansas City '
q Philadelphia
San
Francisco Denver ‘

. Atlanta
Dallas

‘-
‘-

L 4

Region 9 also services:

Guam Region 2 also services:
American Samoa Pl.ler.to Rico
Northern Mariana Islands Virgin Islands

Management’s Discussion and Analysis
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Major Issues Facing SSA

SSA’s Performance and Accountability Report summarizes the Agency’s achievementsin
administering its programs and managing the resources entrusted to it. In addition to the
retrospective information provided by the report, we believe afull picture of the Agency’s and the
program’s status must also consist of a discussion of those current i ssues with possible major
impact on future operations. These issues include long-term program financing, aswell as human
resource challenges, stewardship responsibilities and fair and equitable administration of our
programs.

L ong-Term Program Financing

The Socia Security program has helped provide
economic security for American workers and their
families for more than 60 years. However, the
program faces serious financial challenges over the
next several decades. Addressing Social Security’s
long-term financing shortfall is essential because of
theimportant role Social Security playsin the lives
of so many people. At the end of 2000, 45.4 million
people were receiving monthly Social Security
benefit payments. And these benefits keep many
Americans out of poverty. For example, in 1999,
only about 8 percent of Social Security beneficiaries
age 65 or older fell below the poverty line. But without Social Security, approximately 48 percent
of those over age 65 would have been in poverty. Socia Security isthe major source of income for
two-thirds of all retirees. For one-third, it's virtualy all of their income.

Social Security is more than just aretirement program, however. About one-in-three Social
Security beneficiaries is not aretiree. Approximately 7 million are survivors of deceased workers,
and 6.7 million are disabled workers and their families.

The Scope of the Financing Shortfall

Estimated OASDI Trust Fund Assets, Total Income (Including Interest), and Outgo
Based on Intermediate Assumptions, by Calendar Year (2001-2038)
(in trillions of current dollars)

6
| Assets | \

5 ~

j / | Total I:come | \

L e e e L s o s e s e e e s e e e LA e s s s s s s s s s

2000 2005 2010 2015 2020 2025 2030 2035
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Currently, Social Security tax revenues exceed benefit payments, and the system is building large
trust fund reserves to help finance the retirement of the baby boom generation. Under current
estimates, benefit payments will begin to exceed taxesin 2016, and Social Security will start using
annual Trust Fund interest to help pay benefits. Starting around 2025, Social Security will need to
use the Trust Fund reserves themselvesto help pay benefits; by about 2038, the Trust Fund reserves
will be exhausted. At that time, it is estimated that current Social Security tax receipts will provide
sufficient funds to meet only about 73 percent of benefit obligations.

The Demographic Challenges Facing Social Security

Social Security is basically a pay-as-you-go system, whereby Social Security taxes collected from
today’s workers and their employers pay the benefits of today’s beneficiaries. But changing
demographic factors—including increased longevity and lower birth rates—are straining the
system'’s financing.

Americans are living longer, healthier lives. In 1946, 11 million Americans were 65 or older.
Today, there are 35 million older Americans, and that number will doublein the next 30 years. Life
expectancy also continuesto rise. In 1940, life expectancy for a 65-year-old was 12 1/2 years;
today, it's 17 1/2 years, and by 2030, it is projected to be about 19 years.

At the same time, birth rates are lower. The
result of these demographic trendsisa
continued decline in the ratio of workersto 6

beneficiaries. In 1960, there were about 5
5 workers per beneficiary; today there are 4
3.4 workers per beneficiary, and that ratiois | *|
. o
projected to decrease to about 2 workersper | | “E
beneficiary by 2030 (see chart to theright), | |

placing a strain on the pay-as-you-go 1960 2000 2030

Number of Workers Per Beneficiary

system.

Social Security Strengthening and Modernization Initiatives

President Bush stated in his Inaugural Address that “We will reform Socia Security and Medicare,

sparing our children from struggles we have the power to prevent.” To meet this commitment, on

May 2, 2001, President Bush signed an Executive Order creating the President’s Commission to

Strengthen Socia Security. President Bush listed six principles to guide the Commission’s reform

efforts:

»  Modernization must not change Social Security benefits for retirees or near-retirees.

» Theentire Socia Security surplus must be dedicated to Socia Security only.

e Social Security payroll taxes must not be increased.

»  The Government must not invest Social Security funds in the stock market.

*  Modernization must preserve Socia Security’s disability and survivors components.

»  Modernization must include individually controlled, voluntary personal retirement accounts,
which will augment the Social Security safety net.

On July 24, the Commission issued an interim report on its findings, and is scheduled to issue a
final report by the end of the calendar year with recommendationsto preserve Social Security while
aso providing for persona savings and investment accounts.

Management’s Discussion and Analysis
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Disability Program |ssues

Disability Process M anagement | mprovement

SSA strives to deliver the highest levels of service by making
fair, consistent and timely eigibility determinations and
decisions at al adjudicative levels. However, applicants and
beneficiaries sometimes find the current process complex, L
fragmented, confusing, impersonal and time consuming. Some g7,
also perceive the process as onein which different decisionsare @
reached on similar cases at different levels of the administrative
review process, thus some applicants must maneuver through
multiple appeals steps before they receive afinal decision.

To remedy these concerns and perceptions, the Agency
announced a plan to test revisions to the disability eigibility
determination process. The plan is a combination of initiatives
that have demonstrated significant promise through testing and
piloting over the last few years. It includes all levels of
eligibility determination, beginning with the Disability
Determination Services (DDS) in each State which perform
initial disability determinations and going all the way through
the hearing and appeal processes.

The DDS initiatives include the following:

*  Providing more complete development and improved explanations of how the disability
determination was made in order to enhance the quality of determinations.

«  Enhancing therole of the State agency medical or psychological consultant to function asa
true consultant in the disability determination process by providing information and advice to
the disability examiner deciding the case.

»  Providing the claimant with an increased opportunity to interact with the disability
decisionmaker earlier in the process and to submit further information.

»  Testing the elimination of the reconsideration step in order to streamline the process.

These initiatives were combined to form a new disability claims process for which the Agency has
developed a prototype in 10 States.

Throughout this prototype, the Agency will further analyze and refine its improvements to the
disability process. The Agency is continuing to gather and analyze data.

Similarly, SSA implemented the Hearings Process Improvement (HPI) plan. Thisincludes. a
national workflow model that combines pre-hearing activities so that fewer handoffs occur; early
case screening and analysis; early claimant contact through pre-hearing conferences; certification
of cases as ready-for-hearing; processing time benchmarks for critical stepswithin the process;
group-based accountability for case processing from start to finish; and improved automation and
data collection.

SSA iscurrently undertaking a broad scale evaluation of all aspects of the new hearing process. The
Agency is closely monitoring progress, soliciting and considering feedback about the process from
within and outside the Agency. A Steering Committee, in consultation with the Social Security
Advisory Board, is responsible for leading the evaluations of HPI and has multi-component
representation, including empl oyee representatives.

18 SSA’sFY 2001 Performance and Accountability Report



The final step in the administrative appeal s process rests with the Appeals Council and its
Administrative Appeals Judges. The Appeals Council level of review represents an important link
between the administrative appeal s process and the judicial system. When a claimant requests the
Appeals Council to review a hearing decision, the Appeals Council considers the evidence of
record, any new and material evidence submitted to it which relates to the period on or before the
date of the Administrative Law Judge's (ALJ) hearing decision, and the ALJ sfindings and
conclusions.

The Appeals Council Process Improvement (ACPI) plan is designed to provide high quality service
to more claimantsin less time. The plan includes a series of short-term initiatives designed to
reduce the number and age of cases pending at the Appeals Council, and longer term structural and
technological improvements designed to enable the Appeals Council to keep pace with future
requests for review.

Implementation of the ACPI plan began in March 2000. The number of requestsfor review pending
at the Appeals Council has declined from a high of nearly 156,000 in January 2000 to less than
95,355 by the end of September 2001. The average time to process a case has declined from

556 daysto 447 days during that period, and more than 12 percent of all request for review actions
processed in FY 2001 have been processed within 105 days.

These disability management initiatives are progressing at different rates. The DD S initiatives seem
to be proceeding as planned, but we do not yet have the compl ete data needed to assess their
success and future direction. HPI results have been uneven. ACPI is making good progress, but
longer-term improvements have not yet been initiated. Formal evaluation of these initiatives, to
validate initial expectations with actual results, isin progress and will provide additional
opportunities for improvement.

The Supreme Court has accepted an appeal by SSA on a case that could have far-reaching
implicationsfor the Social Security Disability Insurance (SSDI) and SSI programs. The case, called
Barnhart v. Walton (No. 00-1937), addresses two issues: Whether a claimant is entitled to SSDI or
SSI based only on amedical condition that has lasted or can be expected to last for at least

12 months, even though the inability to do substantial gainful activity has not lasted and can not be
expected to last for 12 months; and whether some people who go to work (or become able to go to
work) before we decide their claims can be found to be disabled and entitled to a“trial work
period.” We expect a decision by the summer of 2002.

Return to Work

The Ticket to Work and Work | ncentives |mprovement Act
of 1999 provided a number of new programs and
initiatives for disabled beneficiaries. Return to Work is
part of the President’s New Freedom Initiative--and a
priority for the Administration.

In early 2002, we expect to begin a three-year national
rollout, afew States at atime, of the “Ticket to Work
and Self-Sufficiency” program (Ticket program).
Return-to-work service providers, called Employment
Networks, will give beneficiaries greater access to
rehabilitation and employment services. Employment
Networks will be paid only if the beneficiary leaves the
disability rolls due to work or meets certain work-based
milestone criteria specified in regulations. The law also makesiit easier for beneficiaries who leave
the disability rolls because they return to work to receive benefits again if they become unable to
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continue working because of their medical condition. They will have five years to request
reinstatement without having to file a new application.

A program of cooperative agreements in each State and territory, called the Benefits Planning
Assistance and Outreach program, hel ps beneficiaries understand SSA’s work incentives, become
aware of any benefits of other programs for which they may be eligible, and gain employment. SSA
has funded cooperative agreements with 117 organizations, providing complete coverage acrossthe
United States. The law also provides for payments to State Protection and Advocacy systems for
the purpose of providing services, including information and advice about obtaining vocational
rehabilitation and employment services, and advocacy that a disabled beneficiary may need to
secure or regain gainful employment.

Another provision of the law enables Social Security Disability Insurance beneficiaries who return
towork to be eligible for expanded Medicare coverage. The provision extends Part A premium-free
coverage from 39 months to 93 months after the end of the trial work period for most SSA
disability beneficiarieswho work aslong asthe individual still has adisabling impairment. Without
this provision, disability beneficiaries might otherwise have to decide between working or keeping
the health care coverage they need. The law also provides States the option of expanding Medicaid
coverage for working disabled or blind SSI beneficiaries, SSA and the Centers for Medicare and
Medicaid Services are encouraging States to adopt these expansionsin medical care.

Asmandated in the legislation, SSA has created a new field office position, called the Employment
Support Representative (ESR), to provide front-line work incentives consultation to beneficiaries
and othersin the disability community. A pilot of the position was conducted in FY 2001.
Information from the pilot will be used to guide the rollout of the ESR position.

Another pilot project explores a unique continuing disability review process for youth aged 16-25
that will assist SSA in evaluating their work potential. Thisinitiativeis part of a developing Youth
Employment Strategy (Y ES) which will be a major inter-agency effort to make the school-to-work
transition more effective for youth and young adults. A significant part of YES will establish a
youth research initiative to test improvements in the delivery of services and in the efficacy of
aternative service payment systems. As afirst part of that research, in 2000, SSA awarded a
cooperative agreement to perform athree-year test of a hospital-based program for youth in
transition in Washington, D.C.

Finally, SSA is developing two demonstration projects that are required by the Ticket legidation.
The $1-for-$2 Benefit Offset demonstration project is intended to provide beneficiaries with the
support necessary to return to work and achieve financial independence. This demonstration will
remove the “ cliff” effect that cuts off cash benefits to beneficiaries who work and, after completion
of atrial work period, earn above the substantial gainful activity level. The benefit offset will
gradually reduce benefits by $1 for every $2 earned above a specified level to make it easier for
beneficiariesto reenter the workforce. The second project, the Early Intervention demonstration,
will provide return-to-work services before awarding benefits to applicants with impairments that
reasonably may be presumed disabling. The intent of this project is to avert long-term benefit
receipt in those instances where it appears rehabilitation may produce a better outcome.

In addition to initiatives generated by the Ticket legidation, SSA is conducting the National Study
of Health and Activity (NSHA), anationa survey intended to provide critical data on the
prevalence of disability among people of working age. Its major goals are to provide information
on the number and characteristics of people potentially eligible for Social Security DI on the basis
of their impairment, the factors that enable people with disabilities to remain in the workforce, the
number of people who would be induced to apply for DI benefits under a $1-for-$2 benefit offset
and the effect of increasing the age for full or reduced retirement benefits on the DI program. The
results of the pilot study are being analyzed, and further refinement and testing will be concluded
early in 2002. If the tests are successful, the main study will be initiated later that year.
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Commitment to World-Class Service

The American public has come to expect continually
improved service from SSA and other Federal agencies. To
meet that expectation, SSA is committed to continuing to
provide responsive, world-class service to the public. We
have many initiatives under way that will improve service
to the public. But we recognize that changes in people’s
preferences, emerging technologies and other factors will
result in modifications to the way we deliver servicein the
future.

To support our service commitments and to keep pace with
rapidly changing technology, SSA has taken steps to
significantly upgrade and refresh our systems
infrastructure. Employee desktop computers are being
replaced every three years. We're also upgrading our computer network, telecommuni cations and
security infrastructure. Taken together, these enhancements will allow us to better serve the public
whether they choose to contact us in person, over the phone or viathe Internet.

Thefollowing discussions are just some of the examples of theinitiatives under way to improve our
service to the public.

SSA’'s Service Vision

As the baby boom generation approaches retirement over the next few years, SSA faces dramatic
increases in workloads and significant losses within an expert workforce looking to retirement. At
the same time, peoplein al age groups are relying upon and demanding the convenience of
world-class electronically-based service. The challenge is daunting.

We created along-range vision of service to guide how we will manage our work and provide
service a decade from now. Our Service Vision includes key features such as efficient, one-stop
shopping, and reduced burden and cost for our partnersin business and government to share
information and to coordinate service delivery. It envisions substantial increases in efficiency
through e-Government. We are currently working to develop the detailed plans and the
cross-cutting human capital and e-Government strategies that will serve as the roadmap for
achieving the service vision of the future.

Thislong-term service vision and the related performance objectives and strategies in the Agency
Strategic Plan will drive our near-term initiatives toward long-term goals.

Electronic Service Delivery

SSA's website, Social Security Online, provides the American public with one-stop shopping for
information and services regarding the Social Security programs. Using state-of-the-art tools, SSA
seeks to improve the interaction between our organization and the public, regardless of where and
how that interface takes place. We are committed to continuing our legacy of providing
personalized service by ensuring that our electronic service delivery channels are as satisfying to
each individual as our traditional methods. Electronic Service Delivery is one of the
governmentwide management and performance initiatives in the President’s Management Plan.

Social Security Online began by providing electronic access to information products. We then
added over 65 SSA forms and 4 Internal Revenue Service forms available for downloading. The
emphasis now is on the availability of transactional services on the website.
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FY 2001 has been very active for Social Security Online;

six applications have been added or enhanced. The Benefit
Eligibility Screening Tool helpsindividuals determine
eligibility for benefits. The Internet Social Security Benefit
Application (ISBA) is an evolution of the retirement

claim (IRIB) implemented last year and now enables a spouse
to file. Password Services allows ISBA filers, and selected
others, to obtain a password to access the new
post-entitlement applications: Check Your Social Security
Benefit to view current account information; Internet Change
of Address which also permits phone number changes; and
Sart or Change Direct Deposit.

Aswe continue to add new services, there are many challengesto overcome. Theseinclude training
of our workforce, integration of varying authentication mechanisms, and enhancing our
partnerships with other government organizations. Privacy and security are still significant
considerations as we add more transactional services to the website. We continue to consult with
privacy/security experts on our plans for new applications. In addition, the Agency has established
amethodology for research and development efforts, to test the potential impact of new electronic
services technologiesin the SSA environment.

We are focusing on better ways to collect feedback, gain more insight into user concerns and
address usability issues. We are working on a comprehensive redesign of Social Security Onlineto
provide easier access to information and online services. To fully support our electronic services,
SSA recognizes the need to build a robust software devel opment environment and hardware
infrastructure.

Building the Internet Service Delivery M echanisms

This year SSA will begin to rapidly increase the
number of its services delivered directly to the
American people. The Internet will be the primary
method for delivering those services. Although
SSA aready has a significant number of
Internet-based services available, the planned
increase in both the quantity of those services and
their use will need to be supported by up-to-date agll =
software development practices and by atechnical / :
infrastructure appropriate for alarge-scae ' '
operation.

SSA’s strategy centers on building Internet services that link to its existing business processes and

core systems. Thiswill allow SSA to address the new technical and organizational challenges on a
priority basis astheir character and magnitude become known while still satisfying current system
needs in the more traditional manner.

These plans will require significant information technology funding for a step-by-step upgrade of
networks, computing capacity, software, application development tools, staff training and
experienced contractor support. This solution will provide the Agency with areliableinfrastructure
and the ability to keep pace with the rapid changes in this area of technol ogy.
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Electronic Payment Services

SSA isthe leader in electronic payment delivery throughout the Federal Government. Currently,
75 percent of benefit payments are made electronically. SSA programs have experienced
considerable growth in electronic payment delivery in recent years. Specifically, in

December 1995, 60 percent of all OASDI and 26 percent of SSI benefit payments were made by
direct deposit. As of June 2001, the OASDI participation rate had risen to 79 percent and the
SSI participation rate to 50 percent.

To achieve this success, SSA has aggressively pursued its direct deposit strategy to convey to
beneficiaries the advantages of using direct deposit; i.e., direct deposit is safe, convenient and
reliable. In FY 2001, SSA implemented apilot to allow beneficiariesto enroll in direct deposit over
the Internet.

"Stop waiting for your check in the
mail and start singing a new tune!
Sign up for Direct Deposit today"
e ——
LA :—_%o neaen

Star of Stage & Screen

If the control, safety and convenience of Direct Deposit
interest you, why not join me and use Direct Deposit.

Direct Deposit Public Information Material

SSA was the first Federal agency to make cross-border payments with the start of its International
Direct Deposit (IDD) service in 1987. Since 1987, SSA has expanded its IDD services to

37 countries providing fast and economical electronic payment delivery to over

134,000 beneficiaries living in foreign countries.

SSA has partnered with the Department of the Treasury to implement an Electronic Transfer
Account (ETA) program for beneficiaries who do not have an account at a Federally insured
financial institution or who cannot obtain one. The ETA program will ensure recipients an account
at areasonable cost and with consumer protections comparable to other accounts at the financial
institution. The ETA program, which became operational in 1999, continues to expand its number
of participating financial institutions, and now has over 10,000 providers nationwide.

Market Measurement Program

SSA’s ahility to deliver quality service is based in part in knowing the public’'s expectations.
Through our Market Measurement Program (MMP), we routinely collect information from the
public as well as SSA’s workforce and other interested parties through regularly scheduled
satisfaction surveys and detailed studies. This information helps us decide where to best focus our
limited resources and make improvements in areas that will have the greatest positive impact on
satisfaction.
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Feedback obtained through the MMP has guided us to:

»  Focus significant resources to improve 800-number telephone service since we know that:
(1) The public is showing an increasing preference for dealing with SSA by telephone, and
(2) overall satisfaction with SSA is significantly influenced by how quickly the public gets
through to us by telephone;

* Respond to individuals who told us they would be more satisfied if they could complete
businessin one contact by implementing a new immediate claims taking capability for people
who call our 800-number and want to file certain claims; and

» Undertake efforts to improve our notices since notice clarity is continually identified as one of
the most important aspects of public service.

Using MMP data, we continue to identify and address such service problems and issues. We are
looking at ways to expedite the data collection process, to conduct more special studies, and to
broaden our focus to include more employee and other interested party issues. The employee focus
is particularly important because research has shown adirect link between high employee
engagement and employee retention, productivity and public satisfaction.

Human Resour ce Challenges

Human Capital M anagement

Human Capital Management is a governmentwide initiative in the President’s Management Plan,
and the General Accounting Office (GAO) has also designated Human Capital Management as a
high-risk area governmentwide. SSA established a multi-faceted response to this challenge as a
result of our analysis of our own public and employee base. Our Agency faces explosive workload
growth as the baby boom generation ages and becomes more prone to disabilities. At the same
time, we face our own internal “retirement wave,” with the projected loss of more than 38,000 SSA
employees to retirement and other attrition over the next decade.

We have identified the occupations in SSA that will experience
the most serious losses as employeesretire in increasing
numbers. To fill the gaps, we have implemented various career
development programs to advance the skills of employees and
prepare them for leadership and other key positions. In addition,
we have established a Future Workforce Transition Plan, a
5-year plan for transitioning from the workforce we have today
to the workforce we will need in the future. The plan contains a
wide range of actions we are implementing in order to meet our
future needs.

Our human capital strategies include a number of initiativesto
broaden the capabilities of our current employees, improve employee retention and effectively
replace those employeesthat do leave. We are implementing recruitment strategies that will help us
attract top-quality applicants, lead them to a decision to join the SSA workforce and create “brand
loyalty” for SSA as an employer.
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Retirement Wave Update

Our original “Wave” study was released in October 1998. The purpose was to develop a
methodology and report on retirement attrition projections for a mature workforce. In order to do
that, we tracked actual retirements from past retirement eligible poolsto establish historical
retirement patterns. We then applied the historical retirement pattern to current eligible workers,
and also prospectively to future eligible employees.

What we found in our 1998 study was a retirement wave that peaked between 2006 and 2010, with
about 2,900 estimated annual retirements between 2000 and 2010.

The Agency responded by:

* Replacing early out and regular attrition losses by hiring direct service employees;

*  Redeploying staff employees to direct service positions;

»  Implementing three national and numerous regional and component-level developmental
programs that included over 1,200 employees; and

»  Developing the Human Resource Transition Plan for the Workforce of the Future.

Our latest study used current workforce statistics to improve our analysis, added disability
retirements and refreshed our projections. We are working to improve our early out projections and
exploring amodel to project total attrition.

Early out retirements 1998 through 2000 have impacted the original projections. The effect of
employees taking early out retirement is the flattening of the “Wave's’ peak compared to our
1998 projections. Early outs have allowed us to hire new employees and have them benefit from
knowledge transfer from veteran employees still on the job.

SSA's 1998 Versus 2000 Retirement Projections

Employees

0
2000 2001 2002 2004 2005 2006 2007 2009 2010 2011 2012 2014 2015 2016 2017 2019 2020
Fiscal Year

’ [l 1998 Projected Retirements —e— 2000 Projected Retirements ‘

Our current projections now show different retirement patterns. Examples are:

*  Whilethe“Wave's’ peak remains essentialy the same, 2007 through 2010, there are about
400 to 500 fewer employees projected to retire each year during the peak period,;

»  About 23,000 employees or 37 percent of our current workforce of about 62,000 employees
will take regular or disability retirement between now and 2010.
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Training and Career Development

We have begun anumber of initiatives designed to addressthis
challenge from several perspectives. In response to the
anticipated significant loss of knowledge and experiencein
the Agency’s managerial ranks, we have revitalized and
expanded our career development programs and management
training. We are implementing learning strategies that will
harness new technologies to better ensure we get the right
training to the right person, at the right time. For example, we
areextensively utilizing distance learning systemsthat employ
live ingtruction and/or web-based delivery to train both new
and seasoned employees in their offices or at their
workstations.

Another integral part of this effort involves being able to better identify skills gaps, determine the
best way to close those gaps and devel op new learning initiatives that will improve performance.
We are addressing this need by developing a Learning Management System that will enhance
employee awareness of training needs and opportunities, improve access to training and pay
particul ar attention to training accessibility for employees with disabilities. One part of this strategy
isthe creation of our new Online University, which is designed to foster a culture of continuous
learning by allowing employees access to Agency-sponsored training at home or other external
sSites.

As can be seen, creation of the proper |earning environment for our employeesin which they can be
highly skilled and performing is an ever-evolving process to which we are fully and actively
committed.

Sewardship

SSI Management I mprovement

The SSI program provides benefits to approximately 6.6 million needy beneficiaries who are aged,
blind or disabled. Like other means-tested programs that respond to changing circumstances of
individuals' lives, the SSI program presents challenges to ensure that it is administered efficiently,
accurately and fairly. “ Sustain Management and Oversight of Long-Standing, High-Risk SSI
Issues’ is designated a major management challenge by GAO.

In October 1998, SSA issued the first management report on the SSI program, detailing the
Agency’s aggressive plans to improve payment accuracy, increase continuing disability reviews
(CDR), combat fraud and collect overpayments. Two initiatives key to improvement have been
executed--new computer matches and processing more redeterminations.

Since October 1998, SSA has conducted computer matches with wage and unemployment
compensation data and with nursing home admission data. Both are considerably more compl ete
and timely than the matches they replaced. From 1997 to 2001, there has been a significant
improvement in the efficiency of these matches. Wage errors detected through our quarterly match
quadrupled, from about 100,000 to about 400,000. The monthly nursing home match increased
detection of nursing home admissions detected per year from 2,700 to 75,000.

SSA has had similar success in matches with correctional facilities. In FY 2001, these matches
resulted in the suspension of benefits to 61,545 prisonersineligible for SSI benefitswhilein a
correctional institution. The sharing of this prisoner information with other Federal benefit paying
agencies significantly improves fraud prevention and detection capability governmentwide.
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In addition to computer matches, SSA is pursuing real time
accessto avariety of databases. This access will enable SSA
field officesto detect inconsistencies and changes in income and
resource allegations, significantly improving SSA's ability to
prevent payment errors and enhance its ability to detect those
errorsthat do occur.

While computer matches have and continue to provide
extraordinary opportunities for improved management of benefit
payments, the redetermination of eligibility for benefits and the
CDR processes remain two of the most powerful tools available
to SSA for improving the accuracy of SSI and DI payments.
Initiatives are underway to increase the effectiveness of these processes. In FY 2002, SSA will test
anew redetermination form that could lead to improved selection criteria. Statistical modeling and
other types of analysis are being pursued to improve selection methodologies for CDRs and ensure
SSA can remain current with CDR processing.

Zero Tolerancefor Fraud

One of our strategic goalsis “to ensure the integrity of Social Security
programs, with zero tolerance for fraud and abuse.” To achieve this goal, SSA
initiated an aggressive anti-fraud program to: 1) Eliminate wasteful practices
that erode public confidence in the Socia Security system; 2) vigorousy
prosecute individuals or groups who damage the integrity of the programs;
and 3) change programs, systems and operations to reduce instances of fraud.

SSA's National Anti-Fraud Committee, under the |eadership of top SSA
executives, continues to oversee the implementation and coordination of SSA's strategies to
eliminate fraud. Regional Anti-Fraud Committees coordinate anti-fraud strategies at each of our
regional officesand identify new projects at the local level. Best practices are shared among the
regional committees and with the national committee.

Recent Progress|n Combating Fraud

We have major initiatives under way to address fraud, waste and abuse. By moving forward with
these agencywide initiatives, we will provide our employees with additional tools and demonstrate
our commitment to the integrity of our programs.

Social Security Number Fraud

Essential to SSA's ultimate goal of preventing fraud is ending the Agency’s dependence on
documents that can be easily counterfeited or misused in an attempt to acquire a Social Security
number (SSN). SSA has identified three basic types of fraud related to the SSN: when someone
illegally obtains a number or uses someone else’s number; when someone uses fraudulent
documents to establish an entirely new identity; and when someone assumes another person’s
identity (identity theft).

Current initiatives aimed at eliminating these opportunities for fraud include:

» Theformation in late September 2001 of an Emergency Enumeration Response Team. The
group'sinitia focus has been on devel oping recommendations for near-term changesto
strengthen the integrity of the process. We expect to implement the changes within 3 months.

*  Oneof the changesis the elimination of driver’slicenses as areason for issuance of a
non-work SSN.
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»  Another change will lower the age tolerance from age 18 to age 12 for the use of mandatory
interview proceduresin field offices. All applicants for original SSNs over the age of 12 will
require aface-to-face interview with an SSA Claims Representative, and the birth record
presented as evidence of age will be verified with the custodian of records before issuance of
an SSN.

* SSA isalso taking the lead in establishing an interagency taskforce with the Immigration and
Naturalization Service (INS) and the Department of State (DOS) to focus specifically onissues
involving the enumeration of non-citizens. The taskforce will discuss the possibility of
accelerating an Enumeration at Entry process that will have INS and DOS collecting SSN data
for non-citizens as part of the immigration process.

»  Weare also making continuing changes to the Modernized Enumeration System to help
prevent fraud. For example, software changes planned for 2002-2003 will interrupt issuance of
an SSN card where abnormal circumstances exist.

Representative Payees

SSA has aKey Initiative plan in place to address “ Critical Projects to Improve the Representative
Payment Program.” This plan includes projects to improve the representative payment program
through a better informed public, a more reliable payee investigation and selection process and a
more meaningful payee monitoring program.

Prisoners

With the support of Federal, State and local entities, SSA has made significant progress in ensuring
that incarcerations are reported timely and accurately and that benefits are suspended accordingly.
Over the past few years, SSA has more than 3,110 reporting agreements in place representing
5,983 facilities, including local correctional and mental facilities, the Federal Bureau of Prisonsand
al State prisons. These agreements cover 99 percent of the inmate population in the United States
and have resulted in hundreds of millions of program savings over the last few years.

Fugitive Felons

As aresult of the Personal Responsibility and Work Opportunity Reconciliation Act of 1996,
fugitive felons and parole or probation violators are not eligible for SSI payments for any month
during which they are fleeing to avoid prosecution, or custody or confinement after conviction, or
areviolating a condition of parole or probation. SSA and the Office of the Inspector General (OIG)
are actively pursuing matching agreements to facilitate electronic matching of warrant information
with Federal, State and local law enforcement agencies to identify these individuals. We currently
have matching agreements with the Federal Bureau of Investigation (FBI), the FBI's National
Crime Information Center, the U.S. Marshal's Service, several State agencies and metropolitan
police departments, in addition to local fugitive felon programsin each State.

Cooperative Disability I nvestigations Units

The purpose of the Cooperative Disability Investigations (CDI) program is to develop evidence of
materia fact sufficient to resolve alegations of fraud or similar fault in the disability program. A
typical CDI unit consists of an OIG Special Agent, SSA employees and/or state DDS employees,
State or local law enforcement agency personnel and an administrative assistant. The first CDI
units began operation in 1998. There are currently 13 units and depending on the availability of
funds, 20 CDI units should be in place by the end of FY 2003.
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Administrative Sanctions

We successfully implemented the administrative sanction provisions of the Foster Care
Independence Act of 1999 nationwide. These provisions allow SSA to impose periods of
nonpayment of benefits under OASDI and ineligibility for cash benefits under SSI on individuals
who knowingly furnish inaccurate or incomplete information for claims for OASDI and

SSI benefits.

Critical Infrastructure Protection

Background

The SSA Ciritical Infrastructure Protection
program resulted from the issuance of
Presidential Decision Directives (PDD) 62, 63
and 67 which were to prepare the United
States for new physical and cyber threatsto
our national infrastructure. Physical threats
have always existed, however, the rapid
growth and massive interconnectivity of the
Internet around the world linked with our
growing dependency on E-Systems have led
to anew cyber threat.

On October 16, 2001, the President signed an

executive order establishing the “ President’s Critical Infrastructure Protection Board.” The
protection program authorized by this order consists of continuous efforts to secure information
systems for critical infrastructure. SSA’s Critical Infrastructure Protection program will fully
comply with the executive order and will ensure that SSA maintains adequate levels of security for
information systems, including emergency preparedness communications systems, for programs
under its control.

PDD-63 calls for anational level effort to assure the security of increasingly vulnerable and
interconnected infrastructures of the United States, and provides for a protection plan for national
assets from both physical and cyber attack. The national initiative is supported by the Critical
Infrastructure Assurance Office, and the SSA effort is supported by our agencywide Critical
Infrastructure Protection (CIP) Workgroup.

SSA has constructed a CIP Plan, which created a comprehensive program Agency approach,
addressing physical security, continuity of operations and information systems security. SSA was
thefirst agency to perform a complete “Project Matrix” analysis of all Agency assets and generate
afull list of assetsin order of criticality.

All assetsidentified as critical are being subjected to a vulnerability assessment to identify
vulnerabilities, threats which could exploit these vulnerabilities, estimates of the likelihood and
documentation of the expected risk. Efforts to remedy any weaknesses identified are under way.

A large proportion of al initiatives were cyber-security initiatives. Many of SSA's systems were
reviewed and/or subjected to penetration testing to strengthen and improve information systems
security--both at SSA and at State DD Ss. The Continuity of Operations plan required by PDD-67 is
amajor component of the SSA CIP Plan. It establishes a plan to enable the Agency to continue
essential functions during an emergency.
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Financial Accounting System Replacement

SSA plans to acquire software and support servicesto replace its
existing Financial ACcounTing System (FACTS). Mandates to
reinvent Government, to improve the quality of Government
services and the need to replace aging systems have impacted the
operation of FACTS.

SSA has assembled a comprehensive set of governmentwide and

Agency-specific functional and technical requirements that the
replacement system must meet upon implementation as the Agency system of record. These
requirements were used as commercial off-the-shelf software system evaluation criteriain a market
survey begun on March 20, 2000 to identify the Joint Financial Management I mprovement
Program certified financial systemswhich could best meet SSA’s needs. Of the systems offered by
the vendor community at that time, a smaller subset was judged capable of meeting SSA's
requirements. SSA iscurrently in the process of selecting the replacement software and is seeking a
best value solution.

The projected implementation date for the replacement system is October, 2003. The proposed
financial system will provide substantial benefits, including:

» Improving Business Processes through adoption of commercia [best] practices, cost
efficiencies from integration, workflow, self service and e-business;

» Reducing labor cost for data transfers, data entry/update, report generation, and data
verification and control, increasing decentralization of datainput and enhancing field accessto
reports and on-line information; and

* Improving serviceto internal and external users, such as use of the web for doing business with
SSA, reducing administrative and cost burden on business partners and ensuring continued
support for the Agency accounting system of record.

Public Under standing

Over the coming decade, SSA will face significant

»ﬂ!(_tb
challengesin its efforts to strengthen public understanding Your Soctal Securits Statement %@
. . . . ur al ty Statemen
of Social Security programs. Through our communication Pty e -
activities, we will continue to educate the public about basic =S —

Social Security facts, the value of the programs, and how ' ’ (>
the programs are financed. Our objective is that, by 2005,
90 percent of all Americans will be considered
knowledgeable about Social Security.

Our public education campaign is aggressive and proactive.
Our strategic communications for FY 2001 includes

six major strategies: (1) To establish SSA as preferred and
most reliable source for information about Social Security;
(2) to continue use of the Social Security Satement as
centerpiece for mainstream communications; (3) to engage Py :
the community in helping us reach diverse populations; & o
(4) to tailor communications tools and tactics to audience;

(5) to effectively use both traditional and emerging technologies to reach the broadest spectrum of
the public; and (6) to strengthen internal communications.
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To meet our objectives, we will need to respond to communications issues arising from
fundamental changesin our society and technology. These include:

*  Providing the public useful information related to the future of Social Security. The public
must be able to ook to SSA for factual information about the program and its financing
principlesif citizens are to actively participate in national discussions about the future of
Social Security. Inthe words of the Social Security Advisory Board, “ SSA has aresponsibility
to communicate in an authoritative, credible, accurate and accessible manner with two
important groups: first, the nearly 147 million workers who pay the taxes needed to finance
the Social Security system; and second, the 44 million individuals who are currently receiving
Social Security benefits.”

» Increased racial/ethnic diversity of the American population. The Census Bureau estimates
that, by 2050, more than one-third of the population will be post-1970 immigrants and their
descendants, and the vast majority of these immigrants will be from Latin Americaand Asian
nations. As American society becomesincreasingly multi-cultural, SSA will need to engagein
more minority outreach, particularly with non-English media, and use innovative methods to
get the right message to the right audience in away that can be understood and used.

» Intensified concerns about retirement among the “ baby-boom” generation. Today, the more
than 80 million members of the “baby-boom” generation are beginning to think about
retirement. SSA anticipates that these individuals will increase their demands for financial
planning information, including information about the income-repl acement value of Social
Security benefits and cost-of-living adjustments. Broad public concern about financial security
in retirement and in other life stages presents an opportunity for SSA to work with other
government agencies and the private sector, including bank and investment firms and the life
insurance industry, to develop cooperative education/information vehiclesto assist financial
planning.

»  Increased technological change. The communications revolution has not only changed the way
we distribute information, it has changed the way we do business. SSA must continue to
develop new ways to serve the public through technology, including expanded use of the
Internet to give, exchange and use information to do more of the Agency’s work. SSA must
effectively communicate through the Internet and market our Internet servicesin waysthat will
make full use of its public-service potential.

Educating the public is important, because we must help the public understand, in a personal way,
how Socia Security fitswithin an individual’s financial planning for the future. We must help
individual s know what benefits Social Security provides--and does not provide--and help them
know when and how they can apply for those benefits.

Other Management Challenges

The Reports Consolidation Act of 2000 requires that, annually, the Inspector General (1G) prepare a
statement that summarizes what he considers to be the most serious management and performance
challenges facing the Agency and his assessment of the Agency's progress in addressing those
challenges. SSA then reviews that list of “major management challenges’ and workswith the IG to
address our mutual concerns. All topics on the IG's list are discussed in this Major Issues Facing
SSA section of the MD& A except for the Earnings Suspense File which is discussed in the
Programmatic Information section of this report on page 205. In addition, the General Accounting
Office has identified similar major management challenges which SSA addresses each year in the
Annual Performance Plan. The completelist of the IG's Major Management Challenges may be
found in this report following the auditor’s report on the FY 2001 financial statements.
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Performance Goals and Results

Social Security isfundamental to the economic security of the American public. As the most
successful domestic program in our nation’s history, Social Security contributes to the basic
well-being, health and quality of life of the American people. For the beneficiary, family member,
neighbor or taxpayer, the presence of Social Security is assurance of a certain economic standard of
living for the community and the nation.

Similarly, asthe agency charged with managing and delivering these important programs, for over
sixty years SSA has ranked among the premier agencies in government for our service and

“can do” spirit. In many communities across the country and to many people, SSA has been the
primary face of the federal government, and it isfair to say that Americans have generally viewed
the Agency’s performance and service with approval.

The Agency’s pride and flagship, the front line workforce, continues to strive to provide excellent
service to the public. Great new challenges lie ahead that would strain any good organization: the
looming Baby Boom workload; technology advancing at warp speed along with service
expectations; and the loss of expertise and institutional knowledge as our workforce beginsto retire
in greater numbers. In FY 2000, we created avision of servicein the future---how we will manage
our work a decade from now. In FY 2001, we began to address the dual requirements that SSA
prepare itself for avastly different future, and at the same time keep performance and service at its
traditional best. While we must invest in tomorrow, we are committed to providing the service the
American public has come to expect from us today.

SSA's current strategic plan, Mastering the Challenge, chartsacoursefor us [ s,car

to realize by 2005 concrete resultsin improved service, strengthened Securdly
program integrity, and increased public knowledge of our programs. At the iy

same time, with investments in technol ogy, the workforce and an expanded o =_N
base of policy analysis, we position the Agency to meet the needs of ¢

tomorrow's customers. Highlights and priorities under this plan for the next (
five yearsinclude the following:

Serviceto the Public:

» Improve serviceto applicants for disability benefits by implementing process changesto allow
claims that should be allowed sooner, and to reduce the time it takes for decisions on hearings
requests and appeals.

* Increase employment opportunities for beneficiaries with disabilities by implementing the
Ticket to Work and Work Incentives Improvement Act.

* Increase and maintain overall public satisfaction and improve 800 number service through
technological enhancements and process changes that enable customers to compl ete more
business at the first point of contact.

»  Establish customer feedback systems and measurement tools that give us a better
understanding of customer expectations and a fuller picture of the quality of service we are
providing.

Program Integrity:

* Improve Supplemental Security Income payment accuracy through continuing effortsto
increase real-time access to data sources on income and resources that affect eligibility and
payment amount.

»  Clear the backlog and stay current in processing continuing disability reviews (CDRs).
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* Increasethe payoff from effortsto deter, detect and resolve fraud with acontinued emphasis on
major vulnerabilitiesto fraud in the SSI program.

Investments for Tomorrow:

» Build abody of data, research and policy anaysisto identify strengths and weaknesses in the
programs and the effects of proposals for change, particularly in the area of program solvency.

*  Preparefor the growing customer demand to conduct business electronically by making most
services available electronically or through automated telephone service and integrating
communications channels for seamless customer access.

»  Develop aworkforce and technology infrastructure to support our long-range vision of service.

* Increase public knowledge of Social Security programs by continuing to promote awareness of
the Social Security Statement and how it can be used to plan a secure financial future, and by
tailoring our messages and strategies to educate all Americans about Socia Security.

In FY 2001, we made major stridesin addressing those long-term priorities and goals. This

FY 2001 Performance and Accountability Report (PAR) is our opportunity to describe that
progress. We tell you what we aimed to accomplish in FY 2001, what was in the way, what we
actually did and what the consequences of our accomplishments were. We present that progressin
the context of the requirements of the Government Performance and Results Act of 1993 (GPRA).
The GPRA statute requires Federal agencies to develop and institutionalize processes to plan for
and measure mission performance. GPRA defines specific efforts, at the highest level, that agencies
must undertake to fulfill this requirement.

Strategic plans, annual performance plans and annual performance reports comprise the main
elements of GPRA. Together, these elements create arecurring cycle of planning, program
execution, measurement, and reporting. By forging a strong link between resources and
performance, these plans and reports show what is being accomplished and reinforce accountability
for the money that is being spent.

At SSA, agency officials and staff use these plans and reports to manage and administer Social
Security programs. They are also used by the President and Congress when forming programmatic
and policy decisions, for oversight, and by the public for information on the purpose and
effectiveness of social security programs and activities.

The strategic plan in effect for this FY 2001 GPRA performance report, “ Mastering the
Challenge” was published in 2000 and covers the period FY 2000 through FY 2005. This strategic
plan states SSA’s mission and establishes five broad strategic goals and seventeen supporting
objectives that encompass all our program activities. The five strategic goals are:

» To promote valued, strong and responsive social security programs and conduct effective
policy development, research and program evaluation

» Todeliver responsive, world-class service

» Toensuretheintegrity of Socia Security programs, with zero tolerance for fraud and abuse

»  Tobeanemployer that values and invests in each employee

*  To strengthen public understanding of the Social Security programs.

For each of the supporting objectives, the FY 2001 Annual Performance Plan (APP), submitted to

Congress in February 2000, sets forth the performance indicators and annual targets that serve as

the measures of our performancein FY 2001. Those FY 2001 performance targets were based on

the most recent data and analysis, agency consideration and decisions and were concomitant with
the funds requested. The Revised Final FY 2001 Performance Plan, published in April 2001,
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revised several performanceindicators and annual targets based on factorsincluding but not limited
to subsequent SSA consideration of actual, full-year performance data for FY 2000 and reductions
to SSA'sFY 2001 budget request.

Where target performance for an indicator was revised in the Revised Final FY 2001 Performance
Plan, that target is used for comparison in this performance report rather than the target in the APP.
In addition, where the wording or definition of an indicator or the definition of atarget was changed
inthe Revised Final FY 2001 Performance Plan, that detail is carried over into the annual
performance report.

Summary of FY 2001 Performance

In FY 2001 asin every other year, the largest usage of SSA’s administrative resources went to
processing our substantial day-to-day workloads. These workloads include:

»  Paying benefits to 50 million people every month;

»  Taking over 5 million claims, eval uating evidence, and making determinations of eligibility for
benefits;

* Issuing 18 million new and replacement Social Security Number (SSN) cards;

*  Processing 270 million earnings items for crediting to workers' earnings records;
e Handling 59 million calls to SSA’s 800-number;

e Issuing 136.7 million Socia Security Statements;

*  Processing 1.7 million CDRs; and

*  Processing over 2 million SSI redeterminations.

At the same time that we met these considerabl e day-to-day challenges, we made considerable
progressin working to achieve our strategic performance commitments, as well as continuing to
prepare to meet the future challenges of projected significant workload increases and employee
retirements in the near future.

During FY 2001, we made considerable progress in meeting our long-term performance goals. For
example:

*  We continued to enhance, update, and share information about the value of the Social Security
programs and the effects of proposals for change.

*  Wemaintained virtually stable levels of overall public satisfaction, as we worked to maintain
service levelsin the current budget environment, even as customer demands and expectations
continued to rise.

»  We continued to make available additional automated and electronic servicesto our customers.
This year we added or enhanced six Internet transactional services. We also continued to
address the many challenges, including privacy and security, that will enable our customersto
do business with usin an electronic environment.

*  We made substantial progressin obtaining online eligibility datafrom Federal and State
agencies, financial institutions and medical providers. This online access produces the benefits
of reducing the burden on our customers to provide information, reduces processing time,
improves payment accuracy and promotes one-stop Government service.

*  We made significant progress in building the infrastructure to implement the new Ticket to
Work and Self-Sufficiency Program that will help beneficiaries return to work.
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»  We stayed on target to complete our 7-year plan to become current with processing all CDRs
by FY 2002. CDRs are a key factor in maintaining the integrity of the disability program.

*  We continued to obtain significant resultsin our battle against fraud from Office of Inspector
General investigations and other anti-fraud activities.

»  Wecontinued to provide our current employees with the support they need to continue to be
the highly skilled, high performing and highly motivated workforce that is critical to
achievement of our core mission. We also took steps to address our long-term human resource
needs as we prepare for the challenges of the next decade.

*  Weworked to maintain public levels of understanding of Social Security programs at
75 percent and began to implement strategies to raise the level of knowledge among various
segments of the population who are more difficult to reach with our messages.

In addition, there are a few areas where we did not make progress, or in which we fell back, due to
avariety of reasons, either environmental and/or management. Specifically:

»  Because of both external and internal factors, we continued to struggle to improve timeliness
and productivity in our processing of hearing requests. The main barriers were litigation that
continued to prevent us from hiring needed Administrative Law Judges (ALJs) to fill existing
vacancies, and implementation of anew hearing process. We do not expect much improvement
in average processing timein FY 2002 as an unavoidable result of the steady rise in pending
levels experienced during FY 2001 and a higher actual average processing timein FY 2001
than projected. However, recent hiring of ALJs should have a positive impact beginning in
FY 2003.

*  Wedid not improvetimeliness (i.e., average processing time) or productivity in our processing
of decisions on appeals of hearings. Thiswas due to several factors, including our focusin
FY 2001 on clearing aged cases, which are more complex and take longer to process, as well
asdelaysin realizing efficiencies from our newly implemented process improvements. We
expect that our actionsin FY 2001 will begin to result in benefits beginning in FY 2002.

During FY 2001, SSA used 68 distinct GPRA performance indicators to manage and track our
progress in meeting our long-term strategic plan goals. These measures were established in our
FY 2001 APP and/or, as appropriate, Revised Final FY 2001 Performance Plan. Some of these
indicators have more than one sub-goal for FY 2001, and we report on each of those individually
and in combination in this report. For four of the 68 indicators, we did not establish targets, and
they were not measured in FY 2001. Our performance related to al of the 68 indicatorsis reported
in the “GPRA Performance Results/Individual Performance Indicator Results’ section or in this
section as Key Performance Indicators.

For alimited number of performance measures, actual levels of full year performance data are not
available as of the publication of this report. For those measures, actual performance for FY 2001
will be reported in the FY 2002 PAR.

In addition to GPRA performance indicators, we also tracked a number of budgeted workloads
which were processed in FY 2001 in support of our strategic goals. Our performance is reported
and discussed for those workloads in the “GPRA Performance Results/Selected Budgeted
Workloads in Support of Strategic Goals” section. One of those budgeted workloads is also a Key
Performance Indicator and is discussed on pages 44-45.
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FY 2001 Performance by Strategic Goal

This section presents a summary discussion of FY 2001 performance for each of SSA’'s

five strategic goals. We discuss our FY 2001 results and the actions we took during FY 2001 to
accomplish the results. We a so discuss the impact of actual FY 2001 performance on expected

FY 2002 strategies and performance, aswell as its contribution to achieving our longer-range goals
and objectives.

This section also presents our FY 2001 performance related to one or more key performance
indicators for each strategic goal. For each key performance indicator, we compare the target level
of performance as set out in SSA’'s FY 2001 APP or Revised Final FY 2001 APP, as appropriate,
with the actual level of performance we attained. We describe the activities we undertook in

FY 2001 to achieve the results, describe any relevant underlying factors that may have affected
performance and describe remedial and/or future strategies, as appropriate.

We provide additional detail on performancein the section “GPRA Performance Results/Individual
Performance Indicator Results.” In that section, we present similar FY 2001 performance
information for the balance of SSA's FY 2001 GPRA performance indicators.

The “GPRA Performance Results/Individual Performance Indicator Results’ section is organized
by strategic goal. Under each strategic goal are several supporting strategic objectives under which
we discuss the performance indicators that are used to measure our performance under that
objective. Indicators are quantifiable in most cases. In other cases, our indicators are till
measurable; they are milestones of initiatives expected to have a positive impact on performance.

For all indicators, we display the measure and FY 2001 target (i.e., goal), present a discussion of
actual performance relative to the target and, as appropriate, future actions. We also explain the
relevance of the measure to SSA’s mission and the impact of FY 2001 performance on the overall
performance trend and targeted FY 2002 performance. For quantifiable indicators, we also display
available longitudinal data back to FY 1999 and to FY 1998 where available. In addition, we
present data definitions and data sources for all the performance indicators, including key
performance indicators. For any indicator that is discontinued effective FY 2002, such
discontinuance and its basis are noted.

Strategic Goal: To promote valued, strong and responsive social
security programs and conduct effective policy development,
research and program evaluation

This strategic goal reflects SSA’s responsibility for hel ping shape
the Social Security and Supplemental Security Income programs
to adapt to the changing needs of wage earners and beneficiaries.
We fulfill this responsibility by preparing statistical information
about our programs, evaluating their performance, conducting
research and policy analysis and providing findings and options
to our customers who are involved in policy development. These
customers include the Administration, the Congress and policy
analysts inside and outside government.

In FY 2001, SSA continued to providetimely and useful research
and analysis in support of our mission to promote the economic
security of the Nation's people. Notably, the Agency updated its barometer measures and provided
analyses of optionsfor modernizing and strengthening Social Security to meet future economic and
demographic challenges.
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SSA met al but two of the targets under thisgoal in FY 2001, and those targets will be
accomplished in FY 2002. In support of this goal, the Agency devoted $18 million of its FY 2001
administrative budget to research, evaluation, statistical activities and policy analysis and another
$29 million to extramural research.

Key Performance | ndicator 1:

I dentification, development and utilization of appropriate barometer measuresfor assessing
the effectiveness of Old-Age, Survivorsand Disability Insurance (OASDI) programs

FY 2001 Goal: Prepare summary and analysis on the barometer measures
Our FY 2001 Performance: We met our godl.

A key deliverable in support of thisgoal is an annual set of barometer measures, which provide
valuable information on program coverage and eligibility, benefit adequacy and equity, reliance on
Social Security and SSI benefits, return to work among beneficiaries with disabilities, and private
provision for retirement. SSA published itsinitial barometer measures in the Agency’s strategic
plan, Mastering the Challenge, and in our FY 2000 performance report. Beginning with this

FY 2001 performance report, we are fulfilling our commitment to publish annual updates and
analysis of our barometer measures.

Thisyear we have added new barometer measures, including labor force participation (which isthe
basisfor Social Security benefits and other retirement saving), replacement rates based on actual
earnings and three measures of private provision for retirement (pension coverage, financial assets
and net worth). We are using the barometer measures to help identify areas where our programs
may be strengthened. For example, the barometers confirm the need to strengthen work
opportunities for disabled beneficiaries, and return-to-work will continue to be a major focus of our
research, demonstration projects and policy development activities.

Data Definition: Self-explanatory.

Following is avery brief summary of the barometer measures. The full set of barometer measures
are organized under five barometer categories, and an analysis of each of five areasisin the
“GPRA Performance Results’ section of this report.

The five barometer categories are:

I.  Program Coverage and Eligibility

[1. Benefit Adequacy and Equity

I1l. Reliance on Social Security Programs

IV. Return-to-Work Among Persons with Disabilities
V. Private Provision for Retirement

The barometers help us understand the impact of SSA programs, individual work choices and other
factors on income security:

I.  Program Coverage and Eligibility

»  Labor force participation is the foundation of economic security for most.
e Coverage for disability is lower for women than men.

e One-third of women receive benefits only as wives or widows.

*  Another 28 percent of women receive both worker and auxiliary benefits.

The effects on the well-being of subgroups should be assessed when changes to benefits are
considered.
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II. Benefit Adequacy and Equity

»  Poverty rates have been reduced but still vary greatly.

*  Theyoung, women, and minorities are more likely to be poor.

»  The current benefit formula provides higher replacement rates to low earners.
» Higher lifetime earners receive higher benefits but lower replacement rates.

Although Socia Security has helped to reduce poverty rates, both adequacy and equity issues are
important to continuing public support.

I11. Reliance on Social Security and SSI

» About haf of beneficiary families receive 50 percent or more of their income from Social
Security.

* Reliance on Socia Security is higher for older and low-income beneficiaries.

»  For two-thirds of SSI beneficiaries, SSI payments provide 50 percent or more of their income.

Too much reliance on OASDI and SSI benefits can result in inadequate income for beneficiaries;

plans for diverse sources of income are critical.

V. Return-to-Work Among Personswith Disabilities

»  About 16 percent of SSI beneficiaries and 7 percent of SSI disabled beneficiaries work.
» Lessthan 1 percent of SSDI and SSI disabled beneficiaries lost benefits due to work.

Implementing the Ticket to Work legidation, national work incentive grants and demonstration
projects should remain an important priority.

V. PrivateProvision for Retirement

» About haf of today's workers have pension coverage.

* Increasingly, these plans are defined contribution plans, increasing the potential of higher
returns together with individual risk.

» Levelsof financia assets and net worth indicate that many have little private savings to
supplement Social Security.

Planning for retirement should be a priority to ensure greater economic security.

Key Performance | ndicator 2:

Preparation of research and policy evaluation necessary to assist the Administration and
Congressin developing proposalsto strengthen and enhance the solvency of OASDI
programs

FY 2001 Goal: Prepareanalyseson thedistributional and fiscal effects of solvency proposals
developed by the Administration, Congress, and other policy makers. (Wewill analyze new
proposals and/or modify analyses of previous proposals based on new data.)

Our FY 2001 Performance: We met our goal.

We met our goal by providing data and analyses related to Social Security reform in response to
requests from the Administration and the Congress. For example:

» TheAgency’s Modeling Income in the Near Term (MINT) model provides demographic,
income and benefit projections for future beneficiaries. In June 2001, we rel eased a baseline
analysis of demographic projections of future beneficiaries using datafrom MINT to
Congressional requesters and the General Accounting Office (GAO).
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* Inthe summer of 2001, we provided MINT datato GAO to assist in responding to a
Congressional request on the adequacy of Social Security benefits.

* In September 2001, we conducted an analysisusing MINT data to examine proposal s designed
to reduce poverty among the elderly, particularly women.

*  Wealsoused MINT datato prepare adistributional analysis of the Gramlich proposal from the
1994-1996 Advisory Council on Social Security.

In addition to fulfilling requests from the Administration and Congress, SSA prepared a paper
estimating the administrative costs of individual accounts and made the paper available on our
Website.

Data Definition: Self-explanatory.
Strategic Goal: To deliver customer-responsive world-class service

Virtually everyone in the nation has been or will become a
customer of SSA at some point in their lives. Thisgod is
directed specifically toward the way we deliver serviceto
the people who conduct business with SSA.

By committing to “world-class’ service, we mean to
provide service that is equal or superior to that provided
anywhere in the public or private sector. In defining
world-class service, we look first to the American public to
determine what they desire most from our service. We then
balance their feedback with necessary resource considerations and other competing mission
responsibilitiesto set our service objectives. We express our outcomes for this goal both in terms of
overall public satisfaction and the results we aim to achieve in response to their needs and
preferences. The measures and the strategies we employ focus on maintaining or improving
service, even while demands grow and resources are constrained.

Our FY 2001 administrative expenses in support of this goal were $5,286 million and includes our
return-to-work efforts as we continued to establish and implement SSA’s new Ticket to Work and
Self-Sufficiency program.

At SSA, we are continuously seeking to improve our interactions with the public, regardless of
where and how the interface takes place. We strive to use state-of-the art tools for our electronic
and automated services. We want these services to meet the broad range of needs of the public.

One way we are doing thisis by continuing to expand the services we offer by telephone and
electronically viathe Internet that will allow customers to complete their business with SSA at the
initial point of contact. We are pursuing an aggressive strategy that will provide on-line
functionality while addressing resourceissues and privacy and security safeguards. Thiswill enable
SSA to improve service and realize some administrative efficiencies by increasing access to public
information and forms, while devel oping more complete on-line data collection and processing
functions. We have already implemented 65 high-volume forms which can be downloaded on
http://www.ssa.gov. In FY 2000, we implemented a service of benefit planners on SSA's website as
well as our new electronic retirement benefit application. In FY 2001, we continued to make
additional services availableto the public vialnternet, adding six new self-initiated actions that can
be processed on the Internet. These new services are described in the Electronic Service Delivery
narrative of the “Major Issues Facing SSA” section of this report. We will continually adjust our
overall Internet strategy based on public input and activity on the Internet.
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While severa of our FY 2001 service delivery targets were not met, many “misses’ were by asmall
amount and the progress made during the year was substantial. Even where our performance
declined as compared to FY 2000, we understand the reasons why and in many cases, expect that
the initiatives we undertook or continued during FY 2001 will have the intended payoffsin

FY 2002 or FY 2003 and beyond. And in all cases of missed targets, the lessons learned inform us
that we must continue to improve our processes and data coll ection methods, identify and
implement efficiencies, and otherwise modify strategies so asto be more responsive to public needs
and expectations.

SSA iscurrently in atransition period. As we test and acquire new technol ogies expected to make
significant service improvements in the long term, we struggle to maintain service levelsin the
current budget environment, even as public demands and expectations continue to rise. We are
confident, however, that our efforts will result in improvementsin all aspects of our service, bothin
the near-term and long-term.

Key Performance | ndicator Percent of SSA's Core Business
FY 2001 Goal: 82 percent Customers Rating SSA's Overall Service
as "Excellent," "Very Good" or "Good"
Our FY 2001 Performance; 100%
81 percent
90%
The overall public setisfaction rate for 80%.
FY 2001 remained virtually the same as
the FY 2000 rate, i.e., down one 70%]
percentage point from FY 2000. Actual 60%]
performance was one percentage point FY 98 FY 99 FY 00 FY 01
lower than the target. W Actal 82% 88% 82% 81%
B coal NA NA 88% 82%

Although the Agency continues with
numerous service improvement initiatives, there have been no service enhancements significant
enough during the past year to counterbal ance the negative influences on overall satisfaction, most
significantly telephone access issues. Analysis of our public interaction surveys indicates that the
perception of accessis the factor that has the strongest negative impact on the overall rating. Other
factors that may be preventing a higher overall satisfaction rate thisyear: no significant notice
improvements, fewer hearings being processed and longer initial disability claims and hearings
processing times. Due to these factors, the overall satisfaction rate remained relatively stable.

Aswe continue to pursue service improvements to address evolving public expectations, we expect
satisfaction levelsto remain relatively constant through FY s 2002 and 2003.

Data Definition: The number of core business customers surveyed by SSA's Office of Quality
Assurance and Performance Assessment who rate overall service as “good,” “very good” or
“excellent” on a6-point scale ranging from “excellent” to “very poor,” divided by the total number
of respondents to that question.

Data Source: For FY 1999 and earlier, the SSA Annual Customer Satisfaction Survey. For
FY 2000 and on, the Interaction Tracking Surveys that capture customer satisfaction shortly after
service contacts (either by telephone or in-person) take place.
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Key Performance | ndicator 4:

Percent of SSA's Customer-Initiated

FY 2001 Goal: 21 percent Services Available to Customers Either
Electronically via the Internet or Through

Our FY 2001 Performance: We Automated Telephone Service

exceeded our goal, with actual 100%

performance at 23.3 percent, and we are 75%

on target to meet our FY 2002 goal for
having 30 percent of our services
available through the Internet or

50%

25%

automated telephone service by 0% —— ‘ :
FY 98 FY 99 FY 00 FY 01

FY 2002.
l Actual NA 5.0% 10.0% 23.3%
In FY 2001, six new Internet B Goal NA NA NA 21.0%

applications were added or enhanced
for the public’s use. We implemented a benefit eligibility screening tool which helpsindividuals
determine their potential eligibility to Social Security and SSI benefits based on answers to basic
questions. We modified our flagship Internet application for retirement benefits to enable a spouse
to file for benefits. Using an SSA-issued password, filers for retirement benefits can now use the
Internet to check on the status of their social security benefit, change their address and/or telephone
number and make changes to direct deposit information for their benefit check. The addition of
these applications brought the total self-initiated actions available on the Internet to 17. Having
identified 73 unique potential self-initiated services that might be made available electronically,
these 17 applications equate to atotal of 23.3 percent.

In FY 2002, we will expand and enhance our citizen-centered collection of servicesto at least

22 applications. Currently proposed services for development in FY 2002 include disability benefit
applications, death reports, representative payee accounting, earnings corrections and the online
Social Security Statement. The first password-based automated 800-number service, enabling a
beneficiary to check the amount and date of the next benefit check due, became available in late
October 2001.

Expanding electronic government is one of the five key elements in the President’s Management
and Performance Plan. While our goal of providing 30 percent of our customer-initiated services
electronically by FY 2002 remains unchanged, in evaluating our performance in FY 2001, we
recognized that for FY 2003 we might need to expand this goal to include other factors beyond
counting the number of services we offer electronically.

Data Definition: Percent of 73 customer-initiated services that will be available electronically via
the Internet or through automated telephone service.

Data Source: List of SSA servicesinitiated by customers; Internet schedule: Internet Site:
ssa.gov.

Management’s Discussion and Analysis 41



Key Performance | ndicator 5:

Initial Disability Claims Average
FY 2001 Goal: 120 days Processing Times (Days)

150

Our FY 2001 Performance: With

FY 2001 average processing time at
106 daysfor initial disability claims, we
met our goal. A number of factors
contributed. First, we reallocated over
$30 million to the State Disability

125

100+
75
50
25+

0

Determination Services (DDSs) for FY 98 FY 99 FY 00 FY 01
processing claims, and this enabled the B Actual 100 105 102 106
DDSs to increase case processing B Goal 100 100 115 120

capacity. Second, a special project to
rework 70,000 SSI disability cases did not materialize this year, so the DDSs were able to
concentrate on clearing pending disability cases. We expect that the DDSs will meet future
disability claims processing time goalsif supported by funding.

Data Definition: Thisindicator representsthe fiscal year average processing time for DI and SS|
claims combined. Processing time is measured from the application date (or protective filing date)
to either the date of the denial notice or the date the system completes processing of an award.

Data Source: Title Il MIICR Processing Time and Title XVI SSICR Processing Time System.

Key Performance | ndicator 6:

Hearings Average Processing
FY 2001 Goal: 271 days Times (Days)

500

Our FY 2001 Performance: Wedid
not meet our goal; actual FY 2001
hearings average processing time was

400

300

308 days. 2001

100+
We did not achieve our FY 2001 ol
hearings average processing time goal FY 98 FY 99 FY 00 FY 01
due to two major factors that adversely W Actual 341 316 297 308
impacted our hearings processing B Goal 338 313 257 271

capacity. First, from April 1999 until
September 24, 2001, SSA was prevented from hiring Administrative Law Judges (ALJs) to fill
existing vacancies. Thiswas as aresult of litigation involving the Office of Personnel Management
(OPM) (Azdell v. OPM), which prohibited OPM from providing Federa agencies with an

ALJ certificate from which to hire new ALJs. Accordingly, the ALJ corps continued to diminish
during FY 2001, and from 1999 through June 2001 we lost 172 AL Js. The impact was a continuing
loss in case processing capacity, higher pending levels and increased processing time. On
September 24, 2001, we were granted a one-time exception to hire 126 AL Js pending along-term
resolution of the issue, and we took immediate action to hire.

The second major factor was implementation of anew hearing process. We expect hearings average
processing time to remain relatively high in FY 2002, due to the effects of high hearings pendings
continuing into FY 2001. Nevertheless, we will continue to look for ways to improve our hearings
processing capacity and productivity. In addition to proceeding with the new ALJ hires, we are
evaluating the new hearing process, and recently renegotiated a Memorandum of Understanding
with one of our unionsto afford more flexibility to local hearing offices in the performance of
certain administrative activities. These positive efforts should reduce average processing time
beyond FY 2003.
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Data Definition: Beginning FY 2000, thisindicator was redefined (from the one included in the
FY 1999 APP) to represent the average el apsed time from the hearing request date until the date of
the notice of decision, for the hearings level cases processed during al months of the year. The
FY 1998 data refl ects the average el apsed time of hearings level cases processed only in the last
month of the FY (September). The data shown for FY 1999 isayearly average.

Data Source: Office of Hearings and Appeals (OHA) Monthly Activity Reports and the Hearing
Office Tracking System (HOTS).

Key Performance | ndicator 7:

Percent of Original and Replacement
FY 2001 Goal: 97 percent SSN Cards Issued Within 5 Days of
Receiving All Necessary Documentation
Our FY 2001 Performance: Aswe 100%
have for the past three fiscal years, we
exceeded our goal. In FY 2001, our
actual performance was to process 80%
99.1 percent of SSN cardswithin 5 days
of receiving al necessary

90%

70%

i 60%
documentation. FY 98 FY 99 FY 00 FY 01
. B Actual 99.7% 99.0% 98.9% 99.1%
People who are applying for anew or
B Goal 97.0% 97.0% 97.0% 97.0%

replacement SSN card usually need the

number to be issued as soon as possible

for employment, other Federal and State benefits, or because of a name change. We will continueto
provide this consistently high level of performance as an indication of our commitment to world-
class customer service in the issuance of SSN cards.

Beginning in FY 2002, we will make atechnical change to the definition of this performance
indicator. The issuance date will be defined as the date of the systems run that assigns the SSN.
This change clarifies the ending date for counts under this performance measure. Data previously
reported, as displayed in the chart above, reflect this revised definition.

Data Definition: The percentage rate isthe number of original and replacement SSNsissued
within 5 days of the date the field office receives al required documentation divided by the total
number of requests. The issuance date is defined as the date when the printed cards are delivered to
SSA’s mail operation. The data excludes SSNs assigned via the Enumeration-at-Birth process.

Data Source: Field Office Socia Security Number Enumeration Report.
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Strategic Goal: To ensure the integrity of Social Security programs,
with zero tolerance for fraud and abuse

SSA paid out $450 billion in estimated total benefitsin TS
FY 2001 from taxpayer contributionsto the trust funds and —

|

from general revenues. Social Security programs, which
are designed to meet critical needs of the public, can
themselves be threatened if the public perceives serious
problems with program integrity. This goal reflects SSA's
responsibility to protect taxpayer dollars from losses
associated with fraud, abuse and payment error and to
otherwise be a good steward of the programs we
administer.

The overall outcome of thisgoal is accurate payment of benefits, that is, the right peopl e getting the
right payment. Because the size and complexity of Social Security programs make it inevitable that
some error will occur, we focus not only on making payments correctly to begin with but, also on
detecting and correcting errors as quickly as possible. When inaccuracies involve overpayments,
our responsibilities require that we recover as much of the debt owed as possible.

In spite of our efforts to ensure that only those individuals who are eligible receive exactly the
amounts due them, some individuals attempt to obtain benefits fraudulently. While thereis no
indication of widespread fraud associated with our programs, this goal underscores SSA's
commitment to be vigilant in our efforts to combat fraud.

This goal focuses on the Agency’s stewardship responsibilities from both a service and a business
perspective. In FY 2001, the Agency has performed very well in this area, meeting most of the
goals for which we have actual data. Technological advances, efficient use of the Internet and
SSA's continuing efforts to encourage more employers to convert to el ectronic wage reporting and
the offering of improved services and customer support contributed significantly to our successthis
year in achieving and exceeding the goal s related to posting earnings and wage items. Our
anti-fraud investigative efforts by our Office of the Inspector General (OIG) resulted in significant
increasesin FY 2001 in the recovery of dollars belonging to SSA's trust funds and in prosecutions
of those who defraud the Social Security programs.

Our FY 2001 administrative expenses of $1,538 million supported the full range of activities that
SSA, including the OIG, undertook to ensure the integrity of records and payments and to protect
the taxpayers' investment in the trust funds and general funds.

Key Performance | ndicator 8:

SSI Non-Disability Redeterminations
FY 2001 Goal: 2,050,000 3,000,000

Our FY 2001 Performance: We
processed more than the targeted number
of redeterminations, with 2,315,856
actually processed in FY 2001. 1,000,000

2,000,000

Supplemental Security Income (SSI)

0

non-disability redeterminations are FY 98 FY 99 FY 00 FY 01
periodic reviews of eligibility to make B Actual | 1852842 | 2122279 | 2182027 | 2315856
surethat areci pi entis still eligi ble and l Goal 1,819,400 2,091,600 2,238,550 2.050.000

that the recipient is receiving the correct
amount of SSI benefits. Redeterminations focus on the income and resource factors affecting
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eligibility and payment amounts. These reviews are the most effective tool we have for improving
the accuracy of SSI payment outlays. Each year, SSA processes approximately 2,000,000
redeterminations. Thisis acyclical workload with most cases released for processing early in the
fiscal year, followed by smaller, monthly rel eases.

For FY 2002, SSA hasrequested fundsto conduct even more redeterminations as part of our efforts
to reduce erroneous payments in the SSI program. Our ability to process those redeterminations
will depend on FY 2002 funding.

Data Definition: All actionsinvolving the redetermination of eligibility of SSI beneficiaries
resulting from diary actions (scheduled) and initiated as aresult of events reported by beneficiaries.

Data Source: IWMS/DOWR

Key Performance | ndicator 9:

Percent of Multi-Year CDR Plan
FY 2001 Goal: 86 percent Completed

100%

Our FY 2001 Performance: We met
our goal. SSA conducts very
cost-effective periodic reviews called
continuing disability reviews (CDRs) to 40%1

80%

60%

determine whether individuals receiving 20%
disability have medically improved and 0%
no longer meet the statutory definition of FY 98 FY oo FY 00 FY o1
disability, and therefore should have W Actual | 20.0% 48:2% 68.8% 86.1%
their disability benefits terminated. The B Goal 26.0% 44.0% 63.0% 86.0%

CDR process allows SSA to ensure the
integrity of paymentsto individuals receiving disability benefits by monitoring their status.

SSA’s annual targets are set in accordance with our 7-year CDR plan, which covers FY's 1996
through 2002. The goal of our 7-year plan isfor SSA to processits entire backlog of CDRs by

FY 2002, and then to keep current with processing this critical workload. Congress provides special
funding to SSA to process our 7-year plan workload.

In FY 2001 we processed the targeted percentage of CDRs through adequate funding and by
undertaking initiatives to enhance the efficiency and integrity of CDR processing. These initiatives
included improving our ability to identify factors that may indicate that a beneficiary has medically
improved. We use these factorsin a profiling process to determine the type of CDR path a case
should follow: either afull medical review or an abbreviated process using a CDR mailer
guestionnaire.

In FY 2002, we expect to complete our 7-year CDR plan, thus eliminating all CDR backlogs. To
keep current with this workload, we will need to process 11.6 million CDRs from FY 2003 through
FY 2009, and that is our intent. We estimate that this effort will result in $40 billion in lifetime
program savings compared to an administrative cost of about $5 billion.

Data Definition: This measureis derived by dividing the cumulative number of CDRs SSA
processed from FY 1996, the first year of the CDR multi-year plan, through the current FY, by the
total number of CDRs SSA has committed to processing through 2002 according to its most recent
multi-year CDR plan. Thisindicator will be discontinued and replaced with a new indicator
beginning FY 2003 because the multi-year plan will be completed in FY 2002.

Data Source: National DDS System: Supplemental Security Record, Master Beneficiary Record,
CDR Contral File.
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Key Performance | ndicator 10:

Percent of Earnings Posted Correctly

FY 2001 Goal: 99 percent 100%

90%

Our FY 2001 Performance: Weagain
met our goal of posting correctly 80%

99 percent of tax year 2000 earnings. .

Our automated processing of earnings 60%

reported via paper eliminates human FY 98 FY9s FY o0 Frol

transcription errorsin processing. On W Actual | 99.0% 99.0% 99.0% 99.0%
H Goal 99.0% 99.0% 99.0% 99.0%

the magnetic media side, SSA hasa

number of online reference sources
(http:/Iwww.ssa.gov/employer) to support the accuracy of reported earnings.

SSA works on an ongoing basis, through its Employer Reporting Service Center (1-800-772-6270)
and through its Employer Service Liaison Officers located throughout the country, to respond to
questions from employers and third-party filers. These services, combined with SSA'sinitiativesto
expand electronic wage reporting, should ensure that SSA continues to meet its 99 percent
performance goal for the accuracy of posted earnings.

Each year, we continue to improve the accuracy of wages reported to us and increase the efficiency
of the reporting process. We continue to achieve excellent timeliness and accuracy performance,
but there is still progress to be made through our electronic wage-reporting program. We still
receive too many employee wage items (i.e., W-2 forms) with incorrect Social Security numbers
(SSNs) and names, and too many paper and other |abor-intensive, non-electronic wage reports.

We will continue to improve the accuracy of wages reported to us. We are implementing a 5-year
plan to reduce the number of incorrectly reported wage items and thus improve the accuracy of
earnings records, while making the process more efficient and user-friendly for employers and
other wage reporters. In FY 2002, we will implement afull Internet wage-reporting capability. We
will continue, as we have in the past with such excellent results, to work with employers and
third-party filers, not just to answer their questions, but to encourage their use of electronic wage

reporting.

Data Definition: This rate represents the percent of earnings that SSA is able to post to
individuals' records based on amatch to avalid name/SSN and the Agency’srecords. In addition, it
reflects the results of a quality assurance review of the accuracy of earnings posted. The
computation of thisrate is the total earnings processed correctly to individuals earnings records
and Agency records for atax year divided by the total earnings reported to SSA for that tax year.

Data Source: Earnings Posted Overall Cross Total/Year-to-Date System (EPOXY) and a quality
assurance review of the accuracy of posting received reports.
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Key Performance | ndicator 11:

Number of Criminal Convictions
FY 2001 Goal: 2,500

5,000

Our FY 2001 Performance: We met 4,000
and substantially exceeded our goal
with 4,300 convictions.

3,000

In FY 2001, we showed a significant
increase in the number of criminal
convictions reported as a result of the

0

OIG'sinvestigative activities. This FY 98 FY 99 FY 00 FY 01
increaseislargely due to the expansion B Actual | 2762 3.139 2.604 4.300
of some national investigative efforts B Goal NA 1.800 1.800 2,500

such as those associated with the OIG's
fugitive felon program and the Cooperative Disability Investigations (CDI) teams. The OIG
continues to increase the number of CDI teams in operation each year. This annual increase has
resulted in annual rises in productivity and results. The OIG continues to review productivity
reports to determine if future performance goals are realistic. Based on past history, it appears that
the goal set for FY 2002 continues to be both valid and reliable.

Beginning in FY 2002, we will make atechnical change to this performance indicator. We are
changing it from “number of criminal convictions” to “number of judicial actions conducted.” We
are making thistechnical change to more accurately reflect the types of actions that have been, and
continue to be, counted in this indicator. Those actions include more than criminal convictions as
defined by the legal community. They also include any event during the criminal justice process
that causes an individual suspected of committing acrimeto be arrested for the crime, or to appear
before ajudge to enter a plea of guilty, or to facetrial before ajudge or jury.

Data Definition: Effective with FY 2002, this performance indicator language is changed from
“number of criminal convictions conducted” to “number of judicial actions conducted.” The reason
for the change is that the actions actually counted in this universe included actions that were
broader than the legal definition of acriminal conviction. The change in performance indicator
language is a change to clarify the performance measure. Data previoudly reported remains
unchanged. A judicia action is any event during the criminal justice process that causes an
individual suspected of committing acrime to be arrested for the crime, or to appear before ajudge
to enter aplea of guilty, or to facetrial before ajudge or jury.

Data source: Allegation and Case Investigative System (ACIS).
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Strategic Goal: To be an employer that values and invests in each
employee

SSA would not be the service-oriented organization that it is
recognized to be without its employees. The nature of SSA’'s
ongoing public service workloads, such as paying benefitsto over
50 million people every month, requires that we provide support to a
substantial Federal and State DDS workforce. Over and above that
basic support, we need to provide our employees with the
technology, tools and training they will need to successfully perform
their jobs as we move to address the uncertainties of this next
decade.

Unlike our four other strategic goals that address SSA’s core
functional responsihilities, this goal addresses the Agency’s most
important asset — the employees of SSA and the DDSs. The focus of
this god is to ensure that SSA continues to have the highly skilled, high performing and highly
motivated workforce that is critical to achievement of our mission. It aso reflects SSA's conviction
that employees deserve a professional environment in which their dedication to the SSA mission
and to their own goals can flourish together.

While not al FY 2001 APP goals were met, our FY 2001 performance was consistent with overall
performance levelsin FY 2000. The Agency performed well in the areas of management
development programs and staff development programs, and met essentially all of its FY 2001
goals relating to the physical environment.

The discussion of this strategic goal in SSA’s latest strategic plan “Mastering the Challenge’
clearly reflectsthe evolution of SSA’s planning with respect to SSA and DDS employees and SSA's
understanding that investing in human resources issues will be critical to SSA’s ability to manage
the challenges of the next decade.

Moreover, our FY 2002 APP, published in April 2001, clearly recognizesthat a crucial challenge
that SSA will face over the coming yearsisthe “retirement wave.” As large numbers of
experienced employees start to retire, SSA must prepare to replace these losses. Our estimates
show that retirements will peak in 2007-2009, at the same time SSA will be facing explosive
growth in workloads as the “baby boom” generation ages. Tightening job markets will make it
more difficult to attract and retain new, talented employees, particularly in the information systems
and other highly technical fields. Flexible benefits and workplace options, in addition to a
competitive salary schedule, will be critical for attracting excellent employees. SSA must become
an employer of choicein this environment.

SSA isalready taking a number of actions to address these challenges and we continue to identify
process changes and supporting activities that will aid our success. Beginning in FY 2002, the
performance indicators under this strategic goal will evolve to reflect those actions and SSA's
commitment to make critical strategic investments in its human resources infrastructure.

Key Performance |l ndicator 12:

Complete Agency plan for transitioning to the workfor ce of the future (This performance
indicator has two goals for FY 2001.)

FY 2001 Goal 1: Implement and update transition plan

Our FY 2001 Performance: We met our goal.
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The SSA Future Workforce Transition Plan was published on June 5, 2000 and covers a 5-year
period, FY's 2000-2004. The plan includes what we expect to happen in the future, what the effects
will be on SSA’'s workforce needs and what actions will be taken to transition from the workforce
we have today to the workforce we will need in the future.

During FY 2001 we succeeded in implementing many of the actions in the plan, and others are
scheduled for future years. Among our most significant accomplishments, we have:

»  Obtained specia authority and hired annuitants to fill critical needs;

* Increased our use of incentives to recruit and retain employees;

e Taken actions to eliminate delaysin filling positions;

»  Expanded our career development programs to develop leadership and other employee skills;

»  Modernized our training delivery tools allowing employeesto receive training electronically at
their desktops or through interactive video teletraining;

»  Expanded family-friendly services such as childcare and eldercare; and
*  Issued quarterly updates on progress and changes to both management and the union.

We will update our Future Workforce Transition Plan in FY 2002 and annually thereafter.
Additionally, in FY 2002 changes resulting from the development of SSA’s long-range service
vision will be incorporated in afully revised Transition Plan. The changes flowing from the
long-range vision may have important implications for our future workforce needs. We will also
implement specific actions in the plan, including developing additional incentives to recruit and
retain employeesin hard-to-fill positions, developing and producing new recruitment materials and
continuing to enhance the leadership competencies of our managers and empl oyees.

FY 2001 Goal 2: Develop and implement action items from employee survey
Our FY 2001 Performance: We met our goal.

SSA isusing an employee survey to understand employee satisfaction with the work environment
and to capture employee perceptions of whether they believe they have the tools and support to
provide world-class service to the public. Thisinformation isimportant because of the strong and
direct link between employee satisfaction and productivity, and public satisfaction.

A test of the survey process was completed and the results presented to SSA Executive Staff in
March 2001. SSA management successfully concluded union negotiationsin August 2001, clearing
the way to train managers, supervisors and union representatives in the pilot areas. The training
sessions began in early September 2001. However, the sessions scheduled for the latter part of
September had to be rescheduled for November 2001. The work-team discussionsto devel op action
planswill begin shortly after the training is compl eted.

SSA'sintent is to conduct an employee survey that combines survey design, data collection,
analysis, training and work-unit level discussions and action planning into one program. The

12 core questions used on the survey have been validated to show a strong correlation between
employee response and productivity, performance and service. Using the information learned from
the pilot, decisions will be made as to whether a survey of all employees will be conducted in

FY 2002.

Data Definition: We will meet this goal if we: 1) Implement and update transition plan, and
2) Develop and implement action items from employee survey.
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Strategic Goal: To strengthen public understanding of Social
Security programs

We have aresponsihility to the American people to ensure
that they understand the benefits available to them under
the Social Security programs. An understanding of our
programs, the financial value of those programs, and basic
financing issues regarding Social Security can help people
plan more effectively for their own financial future.

Over the next few years, Socia Security will continue to
be at the forefront of the national agenda. Educating the
public about our programs has been, and will continue to
be, apriority for this Agency. It iscritical for Americansto
understand the Social Security program of today if they are
to help shape the Social Security program of tomorrow.

Public understanding of Social Security’s programs also is akey factor in how satisfied the public
iswith our service and may actually improvethat service. It may lead to increased timely filingsfor
benefits and more compl ete applications. Increased knowledge could also reduce unnecessary

contacts with SSA. Our FY 2001 administrative expensesin support of this goal were $68 million.

In FY 2000, we substantially exceeded our annual goal of 65 percent by attaining a 75 percent rate
of public knowledge. While data on the percent of the public knowledgeable about Social Security
programsin FY 2001 is not yet available, we anticipate that we will meet our goal of 75 percent
because of our success in mailing Social Security Satements, discussed below, to workers age 25
and older who are not receiving Socia Security benefits. Our successisduein part to the expansion
in the number of public affairs professionalsin SSA'sfield structure and the increased public affairs
activity by field office managers, which permitted more and better-targeted information to be
directed to members of the public. In addition, in FY 2000 and 2001, the educational impact of the
Social Security Satement likely reached its peak.

There are several environmental conditions that could have an effect on future goal achievement.
Experts have suggested that we may have received the maximum educational benefit from the
nationwide issuance of the Social Security Satement. We expect to continue to useit as a primary
tool for maintaining the knowledge levels of the mainstream population and to refineit to ensureits
continued utility, but we do not expect to see afuture major rise in knowledge due to the Satement.
We did begin a series of strategies targeted at various segments of the population who know the
least about Social Security. Devoting resources to this education effort may have had, and may have
in the future, a negative effect on the knowledge of the overall population, although we expect to
raise levels of knowledge among the targeted segments. A series of localized studies showed that
additional attention and resources devoted to public affairs activities could have ameasurabl e effect
on public knowledge.

Because our ultimate goal is considerably greater than our objective for FY 2001 or FY 2002, we
have already changed our strategiesin an effort to increase our likelihood of achieving our FY 2005
goal of 90 percent. One major change has been to begin this year surveying enough individuals to
ensure that we have statistically valid performance information at the local office service arealevel.
We believe that thisimprovement in the measurement system will have a dramatic impact on goal
achievement. Other major strategic changes can be found in our national communications plan, as
summarized in the FY 2002 APP. We note that experts have advised us that our ultimate goal of 90
percent knowledge may not be achievable, so we have reduced the size of the incremental growth
in our annual performance objectives over the plan horizon. We have chosen for now to keep our
ultimate objective at the 90 percent level because of the importance we place on educating the
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public about Social Security. However, we may reconsider that decision when we find out our
performance level for FY 2001 and reevaluate environmental factors.

An evaluation of the performance measure itself was undertaken by an independent contractor
under contract to SSA's Inspector General. We have not yet received the evaluator’s final report,
although early information indicates that the reported FY 2000 results of the performance measure
tested were reasonably stated. We will consider carefully any recommendations made for
improvement to the measurement system and refine it accordingly.

In summary, we are now well positioned to maintain areasonable level of public knowledgein the
face of resource challenges and new, possibly confusing messages about the programs coming from
different quarters of society. We have created strategies to focus on raising the level of knowledge
among the more difficult-to-reach segments of the population. Our communication activities
include traditional and innovative means to ensure that the public’'s knowledge of SSA’s programs
and servicesis up-to-date.

Key Performance | ndicator 13:

Percent of Individuals Issued Social Security
FY 2001 Goal: 100 percent Statements as Required by Law

Our FY 2001 Performance: We met
our goal of 100 percent. The Agency’s
earnings and benefit estimate statement
plays akey rolein helping Americans
understand Social Security and its

80%

70%

60%-1

importance to them and their families. FY 98 FY 99 FY 00 FY 01
The Social Security Satementisa B Actual 100.0% 100.0% 100.0% 100.0%
four-page document that focuses on the B Goal 100.0% 100.0% 100.0% 100.0%

worker’sindividual record. It provides
genera information and explanations to help workers' understand their personal data and we tell
them how to contact usif they have questions. The Satement can help recipients prepare for
financial needs when they retire, if they become disabled, or if they die and leave survivors.

In accordance with Section 1143 of the Social Security Act, SSA’s goal isto annually issue
100 percent of al Social Security Satements that are due to be issued subject to eligibility
requirements and the availability of current mailing addresses.

In FY 2001, we continued to meet our annual goal, by issuing 135,624,325 Satements
automatically and 1,071,307 Satements on request. Statements are automatically issued to workers
about three months before their birthday. The number of requests for Satementsfell in FY 2001 as
expected, since most workers have been getting annual Satements for two or three years. The
achievement of the FY 2001 goal is not expected to have asignificant impact on achievement of the
goal in future years. We have no reason to believe that we will not continue to achieve a

100 percent level of performance.

Data Definition: Asrequired by law, in FY 2000 SSA began to issue annual Social Security
Statements to all eligible workers age 25 and over. We estimate that we will issue 136 million
statementsin FY 2003 to meet this requirement, including statements issued upon request.

Data Source: Socia Security Statement Weekly Summary Report found on the Executive and
Management Information System.
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Data Quality

General Discussion: We are committed to providing datathat is valid and reliable to those who use
it for decisionmaking. We continuously improve the data clarity and credibility of our intended and
actual performance data for all our mission-critical areas. We do this through effective, internal
SSA management and by being responsive to insights provided by others such as the General
Accounting Office (GAQO) and SSA’s Inspector General (1G).

Program Performance Report: This Performance and Accountability Report (PAR) displays the
data definitions and data sources for each of our performance measures and discloses identified
data weaknesses and SSA's efforts to correct/address such weaknesses. Where we could not define
performance goals for indicators in an objective/quantifiable form, we established descriptive
statements to tell how we considered the goal to be achieved. While the majority of our data
sources areinternal to SSA, the |G and the GAO audit and eval uate the validity and credibility of
our data. Such reviews and assessments ensure that our systems are secure and not vulnerable to
manipulation by intruders, and confirm our confidence in the reliability of our performance data.

Highlights from these reviews, as well as other security reviews are discussed below.

SSA Data Integrity Systems and Controls: Performance data for our APP’s quantifiable measures,
including the budgeted output measures, are generated by automated management information and
workload measurement systems, as a by-product of routine operations. The performance data for
several process accuracy and public satisfaction indicators comes from surveys and workl oad
samples designed to achieve very high levels (usually 95 percent confidence level) of statistical
validity. Our Office of Quality Assurance and Performance Assessment (OQAPA) reviews a
stratified sample of recently completed actions and of ongoing entitlement rollsto determine the
accuracy of SSA payments and service transactions. These reviews are initiated just after the close
of each fiscal year. Quality assessment reviews require that each selected case be re-devel oped.
Results from the re-devel oped cases are entered into a data base, validated, analyzed and afinal
report isthen prepared. This process generally takes about 9 — 12 monthsto complete, which iswhy
availability of actual data on accuracy performance measuresis delayed.

Audit of the Social Security Administration's FY 2000 Financial Statements. |n accordance with
the Chief Financial Officers' Act of 1990, SSA's financial statements were independently audited
by PricewaterhouseCoopers (PwC). The objective of this audit was to determine whether the
financial statements are free of material misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosures in the financial statement. PwC reported that
SSA’s assertion that its systems of accounting and internal control are in compliance with the
statutory internal control objectivesisfairly stated in al material respects. Further, the audit stated
that SSA made significant progressin correcting one reportable condition from the FY 1999 report,
and that it is no longer a reportable condition. However, the audit did cite one reportable condition
in SSA'sinternal control. The control weakness was that “ SSA needs to further strengthen controls
to protect its information,” was aso cited by the GAO and |G as a major management challenge.

To address this reportable condition, the Agency has taken a number of corrective actions. We
conducted anumber of risk assessments of all platforms (mainframe, midrange and distributed) and
determined the preferred setting for each platform. We are in the process of implementing those
settings entity-wide, and implementing both manual and automated monitoring techniques to
ensure compliance. Vulnerability assessments of the Social Security Number Establishment and
Correction System, the Earnings Record Maintenance System and the Title || Redesign System
were completed by a contractor in July 2001. We initiated a vulnerability assessment of key assets
asrequired by Presidential Decision Directive 63, and in July 2001 completed a vulnerability
assessment of SSA’s National Computer Center. The Agency continues to reassess security roles
and responsibilities as part of the ongoing reevaluation of the overall organization-wide security
framework.
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Role of the Office of the Inspector General (OIG): The OIG plays akey role in assuring that our
data systems for measuring performance are reliable. They evaluate the processes and systems
being used to measure progress in each measured area, so as to assure that they provide reasonable
assessments of performance. In FY 2001, the OI G reviewed the performance measuresin our

FY 2000 APR and FY 2001 APP. They reported that “ SSA’s FY 2001 APP represents SSA's strong
commitment and evolving progress to meet the objectives of the Government Performance and
Results Act (GPRA). The APP responds to many of the criticisms about previous plans”.

We take appropriate action to correct any performance measure deficiencies reported in the OIG's
audit findings. These actions may include disclosure of data limitations or weaknesses, changesin
performance measures, improvements to or additions of data collection systems, or some
combination thereof.

For example, in response to an OI G recommendation, SSA agreed to: 1) Maintain three years of
data to support the number of individuals selectable for CDRs; and 2) develop a new indicator to
measure “ Percent of CDRs completed when due and selectable” beginning in FY 2003. We also
complied with the OIG recommendation to change the definition for our performance indicator
“Percent of earnings posted correctly,” so asto disclose that correct postings to the Earnings
Suspense File (ESF) are included in the universe of earnings counted as “ posted correctly.”
Earnings are correctly posted in the ESF when they cannot be posted to an individual’s earnings
record because there is a mismatch with the name and/or SSN. A third example of how we respond
to OIG's audit recommendations to disclose data weaknesses, our definition for the performance
indicators on waiting timesin field offices now explains that the data are collected from a
representative sample of field offices during a one hour window, once a quarter. In addition to
merely disclosing the data weakness, the Agency has instituted an automated data collection
methodology that eliminates a number of concerns associated with the previous manual data
collection process.

The OIG uses afour-point approach to reviewing our performance measures. They:

1. Assess SSA’s system capacity to produce performance data;

2. Assesswhether reported performance measure datais valid;

3. Ensurethat SSA has the appropriate measures to indicate the vitality of its programs; and
4

Ensure that the performance measures fully capture the program segments that they are
intended to capture.

Inits designation of “GPRA” as a major management challenge facing SSA, the OIG
recommended that we include more information on “budgeted output measures’ in our APP.
Accordingly, beginning with our FY 2002 APP, we added the definitions and data sources of each
output measure as well as historical performance. These definitions and data sources are a so
included in our PAR beginning with FY 2001.

Degspite our best efforts, there were some weaknesses in the data used to measure the performance
of our hearings process. The OIG found data weaknesses in the Hearing Office Tracking System
(HOTYS). To address their recommendations, we agreed to review the hearings process from the
initial in-take through input into HOTS, to ensure that datawithin HOTS is compl ete, accurate, and
input timely. Additionally, we agreed to establish consistent quality reviews of the data within
HOTS. Finally, we agreed to provide training to staff members responsible for HOTS data
management, to ensure consistent and accurate data entry into HOTS.
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General Accounting Office (GAO) Reviews. The*Socia Security Administration: Status of
Achieving Key Outcomes and Addressing Major Management Challenges’ document isthe GAO’s
assessment of our FY 2002 APP and FY 2000 APR. This report focused on our progressin
achieving five key outcomes:

1. Providing timely, accurate, and useful information and services to the public;
2. Making disability determinations more timely and accurately;

3. Reducing long-term disability benefits because people return to work;

4

Providing timely information to decisionmakers to address program policy issues such as
long-term trust fund solvency; and

5. Reducing fraud, waste, and error in the Supplementa Security Income program.

The GAO found that: “SSA's current strategies generally provide a clear picture of its future plans
to achieve the five key outcomes.” Additionally, the GAO noted that we added baseline data,
definitions and data sources for our major budgeted workloads, and an appendix that illustrated
planned program evaluations for Strategic Goals.

However, the GAO indicated that measures for the 800-number service do not provide a
meaningful measure of customer wait time because the time spent on hold to speak with acall
agent is not reflected. We agreed, and are concluding a benchmarking study to identify appropriate
metrics used in industry, but have not yet finalized arecommendation. If, and as appropriate, we
will move to improved performance measuresin FY 2002.

Additionally, the GAO criticized us for deleting two output measures — disability and hearings
pending in the FY 2002 APP. These two measures will be included in SSA’'s FY 2003 APP.

Office of Quality Assessment: PwC conducted an independent audit of SSA's FY 2000 financial
statements under the oversight of SSA's |G The new PwC contract for FY 2001 is directly with
SSA.

In PwC's FY 2000 Management L etter, the private consulting firm found that “ SSA has established
preventive and detective controls to ensure accurate payments to beneficiaries. Two of the main
detective controls are the Index of Dollar Accuracy review and the Stewardship review. Through
these reviews, SSA successfully confirms the accuracy, and in certain cases the inaccuracy, of
benefit payments. When payment discrepancies are identified, the appropriate Program Service
Center or field office is notified to follow-up on the matter.” PwC testing confirmed that these
notifications were being sent.

Thefact that SSA does not strictly rely only onitsinternal processes was documented on page 104
of SSA'sFY 2000 Performance and Accountability Report where it states that, not only does SSA
have both “a comprehensive program of conducting reviews of management and security controls
in both SSA's administrative and programmatic processes’ but “also discussed are the results of the
audit of FY 2000 financial statements and internal controls by PwC. Such reviews and assessments
assure that our systems are secure and confirm SSA's confidence in the reliability of its
performance data.”

Coordinated Agency Evaluation Plan: Each fiscal year, we develop a coordinated Agency
Evaluation Plan. Our componentsinvolved in evaluation, including the OIG, conduct ajoint review
of evaluation work plans, to assure an appropriate match between planned evaluation activities and
Agency priorities. They identify and address any information gaps and eliminate any overlap or
duplication. A summary of evaluations completed by SSA in FY 2002 isin the “GPRA
Performance Results/Program Evaluation” section of this report.
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Highlights of SSA's Financial Position

Overview of Financial Data

SSA’sfinancia statements and footnotes, appearing on pages 65 through 85, received an
unqualified audit opinion for the eighth consecutive year. The financial statements presented in this
report and the financial data derived from those financial statements can be considered compl ete
and reliable as evidenced by the unqualified opinion the financial statements received from the
independent audit firm of PricewaterhouseCoopers.

Balance Sheet: The Balance Sheet displayed on page 65 reflects total assets of $1,198.3 hillion, a
16 percent increase over the previous year. Thisincrease is attributable to the steady growth of the
OASDI Trust Fund Reserves which were invested to generate $70.9 billion of interest income, an
increase of about $8.7 billion compared to FY 2000. Of these $1,198.3 hillion in assets, 98 percent
are investments. These investments are commonly known as the Social Security Trust Funds. By
statute, we invest those funds not needed to pay current benefits in interest bearing Treasury
securities. The majority of our liabilities, 80 percent, consist of benefits that have accrued as of the
end of the fiscal year but have not been paid. By statute, OASI and DI program benefits for the
month of September are not paid until October.

Satements of Net Cost and Changesin Net Position: The following charts summarize the
activity on SSA's Statement of Net Cost and Statement of Changesin Net Position by showing the
funds SSA was provided in FY 2001 and how these funds were used. These statements are
displayed on pages 66 and 67, respectively. Most resources available to SSA were used to finance
current OASDI benefits and to accumulate reserves to pay future benefits. When funds are needed
to pay administrative expenses or benefit entitlements, investments are redeemed to supply cash to
cover the outlays. Administrative expenses shown, as a percent of benefit expenses, is 1.6 percent.

Where It Comes From...

(Dollars in Billions)

Tax Revenues
$528.2

Other Income
and Transfers ——

$67.7
General Funds & Other

$34.1

Net Position
Beginning
Balance
$983.1

...Where it Goes

(Dollars in Billions)

Net Position Ending
Balance
$1,144.2

Prior Period Adjustment

$5.1

OASI Benefit Payments
$369.1

DI Benefit Payments
$59.2

SSI Benefit Payments
$27.7

Administrative and
Other Expenses
$7.8

Satement of Budgetary Resources: This statement provides information about the provision of
budgetary resources and their status as of the end of the period. This statement displayed on
page 68 shows that SSA had $480.3 billion in budgetary resources of which $2.8 billion remained
unobligated at year-end. SSA recorded total outlays of $451.0 billion by the end of the year.

Satement of Financing: This statement demonstrates the rel ationship between an entity’s
proprietary and budgetary accounting information. It links the net cost of operations (proprietary)
with net obligations (budgetary) by identifying key differences between the two. This statement
displayed on page 69 identifies $455.1 hillion of resources used to finance activities, $13.5 billion
of resources not part of the net cost of operations and $5.0 billion of components of net cost of
operations that will not require or generate resources in the current period.
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Satement of Custodial Activity: This statement isrequired for entities that collect non-exchange
revenue for the General Fund, a Trust Fund or other recipient entities. SSA’'s Statements of
Custodial Activity displayed on page 70 reflects $1.5 billion of collections for the repayment of
SSI benefit overpayments deposited in the General Fund of the Treasury. According to the FY 1991
Appropriations Act, Public Law 101-517, SSA shall not use these collections as a budgetary
resource to pay SSI benefits or administrative costs.

Trust Funds: The Social Security Trust Funds are deemed to be adequately financed on a
pay-as-you-go basisif the asset level at the end of afiscal year is sufficient to cover at least 1 year's
worth of outgo in the absence of other income such as payroll taxes. The following table shows that
the number of months of expenditures that combined year end OASDI assets can pay has grown
from 20 months at the end of FY 1997 to 31 months at the end of FY 2001, a 54 percent increase.

Number of Months of Expenditures Year End Assets Can Pay (End of FY)

1997 1998 1999 2000 2001*
OASI 20.6 23.2 25.9 28.7 31.7
DI 154 17.7 19.9 22.9 255
Combined 20.0 22.5 251 279 30.8

1. Estimates are based on 2001 Trustees Report intermediate assumptions.

SSA's Share of Federal Operations

SSA's Share of Federal Receipts

and Disbursements
FY 2001

The programs administered by SSA constitute
alarge share of the total receipts and
disbursements of the Federal Government as
shown in the chart to the right. Our programs
accounted for 26.5 percent of the $1.8 trillion
FY 2001 Federal disbursements and

31.1 percent of the $2.0 trillion Federal
receipts. In fact, our disbursements accounted
for 5.1 percent of the nations estimated SSA Receipts SSA Disbursements
FY 2001 $9.3 trillion gross domestic product. $629 (31.1%) $475 (26.5%)

(Dolars in Billions)

Total Federal Receipts Total Federal Disbursements
$2,025 $1,788

Use of Administrative Resour ces

The chart to the right displays the use of
administrative resources in terms of the
programs SSA administers or supports.
Although the DI and SSI programs comprise
less than 20 percent of the total benefit 20.8%
payments made by SSA, they consume nearly

55 percent of annual administrative resources.
Claimsfor DI and SSI disability benefits are
processed through State Disability OAsI
Determination Services where adecisionis 29.6%
rendered on whether the claimant is disabled.
In addition, the Agency is required to perform
continuing disability reviews on many individuals receiving DI and SSI disability paymentsto
ensure continued entitlement to benefits.

Use of Administrative Resources by
Program

DI
23.9%

Other*
15.7%

* Includes Black Lung, HI/SMI and Reimbursable Activity
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Use of Administrative Resources by
Core Business Processes

Initial Claims

56.7%

Postentitlement
32.2%

Other
4.6%

Earnings

Maintenance

2.4% Enumeration
4.1%

the Social Security Trust Fund is adequately financed over the next 10 years, having sufficient
assets to pay full benefits until 2038. The table below shows that while combined OASDI
expenditures and income are expected to increase by 68 and 70 percent, respectively, over the
10-year period, Trust Fund assets are expected to grow by 178 percent.

Pages 16 and 17 provide a discussion of the
long term solvency of the OASDI Trust Fund.
Pages 91 through 110 include the disclosures
required by Federal Accounting Standards
Advisory Board Statement 17, Accounting for
Social Insurance.

Limitation on Financial Satements

Thefinancial statements beginning on page 65
have been prepared to report the financial
position and results of operations of SSA,
pursuant to the requirements of 31 U.S.C.
3515(b);(2).

While the statements have been prepared from the books and records of SSA in accordance with
formats prescribed by the Office of Management and Budget (OMB), the statements are different
from the financial reports used to monitor and control budgetary resources which are prepared from

the same books and records.

The statements should be read with the realization that they are for a component of the
U.S. Government, a sovereign entity. Oneimplication of thisisthat liahilities can not be liquidated
without legislation that provides resources to do so.

The Agency’s administrative resources can a so be
discussed in terms of the work functions being
performed in support of our programs. The chart to
the left shows the percentage of resources
consumed by SSA’s five core business processes.

Short Term Impact on SSA’s Financial Position

The Social Security Trust Fund is deemed
adequately financed for the short term when
actuarial estimates of assets meet or exceed outlay
estimates in each year of the next decade.
Estimatesin the 2001 Trustees Report indicate that

OASDI Income Exceeds Expenditures
Increasing Assets for Short Term

Current Dollars in Biltions
3,500

3,000

2,500

2,000
1,500

1,000

500

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Calendar Year

‘ . Income . Expenditures . Ending Balance
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Systems and Controls

Federal Managers Financial | ntegrity Act (EMFEIA) Program

SSA implemented an agencywide management
control and financial management systems program
asrequired by FMFIA. The Agency accomplishes
the objectives of the program by:

FMFIA Assurance Statement
Fiscal Year 2001

On the basis of SSA’s comprehensive

+  Integrating management controlsinto its management control program, I am

processes and financial management systems at pleased to certify, with reasonable
all organizational levels; assurance, that SSA’s systems
o of accounting and internal controls
»  Reviewing its management controls and are in compliance with the internal
financial management systems controls on a control objectives in Office of

Management and Budget Bulletin

regmarly recurring basis; and Number 01-02. I also believe these

»  Developing corrective action plans for control same systems of accounting and
eakn identified and monitoring those internal controls provide reasonable
w ESS_ES g assurance that the Agency is in
plans until the weaknesses are corrected. compliance with the provisions of the
Federal Managers’ Financial

Managers throughout the Agency are responsiblefor Integrity Act.
ensuring that effective controls are implemented in
their areas of responsibilities. At the senior manager n lé @ e
level, the Agency’'s Executive Internal Control g‘) .
Committee ensures SSA compliance with the Commissioner of Social Security

requirements of FMFIA and other related legidative
and regulatory requirements. The Committee
provides executive oversight of the management control program, addresses management control
issues that have a substantial impact upon the Agency’s mission, monitors the progress of actionsto
correct management control weaknesses, ensures SSA’s critical infrastructure is protected and
ensures the Agency has a viable continuity of operations plan.

The Agency ensures that effective controls are incorporated into its processes and financial
management systems by addressing the issue up front in the life cycle development of processes
and systems. The user requirements include the necessary controls and the new or changed
processes and systems are reviewed by the different levels of management that certify that the
controls are in place. The controls are then tested prior to full implementation to ensure they are
effective. The Agency isin the process of replacing its core financial management system and this
life cycle processis being strictly followed. The target date for implementation of the new systemis
October 2003.

Once implemented, the controls of the new or changed processes or systems are monitored to
ensure they remain effective. Management control issues and weaknesses are identified through
audits, reviews, studies and observation of daily operations. SSA conducts internal reviews of
management and systems security controls in its administrative and programmatic processes and
financial management systems. The reviews are conducted to evaluate the adequacy and efficiency
of the Agency’s operations and systems to provide an overall assurance that the Agency’s business
processes are functioning as intended. The reviews also ensure that management controls and
financial management systems comply with the standards established by FMFIA, Federal Financial
Management Improvement Act, Paperwork Reduction Act, Computer Security Act and

OMB Circulars A-123, A-127 and A-130. The reviews encompass SSA’s business processes such
as enumeration, earnings, claims and postentitlement events, debt management and SSA's financial
management systems.
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SSA develops and implements corrective action plans for weaknesses found through its
management control reviews and financial management systems reviews and tracks the corrective
actions until the weaknesses are corrected. The staffsin the Centersfor Security and Integrity in the
Regional Offices monitor the status of corrective actions resulting from management control
reviews of field activities and Headquarters staff monitor the status of corrective actions resulting
from financial management systems reviews. The status of corrective actionsis periodically
updated and reported to SSA executives, as appropriate.

M anagement Control Review Progaram

SSA has an agencywide review program for management controlsin its administrative and
programmatic processes. The Agency requiresthat a minimum of 10 percent of field offices (FO)
be reviewed each FY. The FOs are chosen for review by considering performance measuresin
selected critical processes and by using the experience and judgement of the regional security
personnel. During FY 2001, SSA's managers and contractors conducted reviews of 1,681
management control areasin 210 FOs and staff components.

SSA contracted with an independent public accounting firm to review the Agency’s management
control program, evaluate the effectiveness of the program and make recommendations for
improvement. During FY's 1999-2001, the contractor reviewed operations at SSA's central office,
processing centers, all 10 Regional Offices (RO), 100 FOs and 4 Program Service Centers (PSC).
The contractor’s efforts to date have indicated that SSA’s management control review program
appears to be effective in meeting management’s expectations for compliance with Federal
requirements. They have not found any significant weaknesses during that 3-year period. During
FY 2002, the contractor will concentrate effort on SSA’s ROs, FOs and PSCs.

Financial M anagement Systems (EM S) Review Program

OMB Circular A-127 requires agencies to maintain an FM S inventory and to conduct reviews to
ensure FM S requirements are met. In addition to financial systems, SSA also includes all major
programmatic systemsin this FM S inventory. Within a5-year period, SSA conducts both a detailed
review and alimited review of each system. An independent contractor conducts the detailed
review at audit level standards including transaction testing and the system manager conducts the
limited review.

During FY 2001, SSA's contractor conducted detailed reviews of the Social Security Number
Establishment and Correction System, the Earnings Record Maintenance System and the Title |
Redesign project. The systems managers conducted limited reviews of the Debt Management
System and the Recovery of Overpayments, Accounting and Reporting System. The results of
these reviews did not disclose any significant weaknesses that would indicate noncompliance with
management control and security standards, accounting principles and standards, and information
resources management standards prescribed by law, Federal regulations and the Federal
Accounting Standards Advisory Board.

EMFIA Material Weakness

During FY 2001, SSA did not declare any new material weaknesses under FMFIA. SSA continues
to make progress in correcting the one remaining FMFIA material weakness that relates to the
accuracy of accounting records for Supplemental Security Income (SSI, title XV1 of the Social
Security Act) overpayments and underpayments for the Aged, Blind and Disabled.

During FY 2001, SSA implemented two projects to help clear this weakness. First, SSA
implemented 16 new SSI overpayment and underpayment screens. These new screens are an
extension of SSA's efforts to enhance the Modernized Supplemental Security Income Claims
System (M SSICS) by providing an online system to input overpayment and underpayment
transactions. These screens save an estimated 31 workyears annually, representing an
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administrative cost avoidance of about $3.4 million each year. Also, these screens capture due
process information on overpayments which is used in aging delinquent debts and reporting
delinguent debt information to the Department of the Treasury (DT). Second, SSA implemented a
second release of the SSI Modernized Overpayment and Underpayment Reporting System
(MOURS) that produces the SF 220.9, Report on Receivables Due from the Public, required by DT.

In addition to these accomplishments, SSA completed a corrective action review (CAR) of three
projects previously implemented. These projectsinvolved: (1) Automating overpayment transfers
to newly established records for recovery; (2) recording special codes on SSRsto remove
inaccurate overpayment and underpayment data from program accounting totals; and

(3) implementing MOURS Release 1 to accurately account for and report SSI overpayments and
underpayments. An independent public accounting firm conducted the review and concluded that,
in relation to SSA's systems requirements, these projects were implemented as intended. SSA will
use this report as one basis to clear the material weakness and will conduct a second CAR in

FY 2002 on the new M SSICS overpayment and underpayment input screens and

MOURS Release I1.

SSA expectsto complete corrective actions for this weakness by September 30, 2002. Thisisa
one-year deferral from the target date cited in last year’s report. This deferral was necessary for
SSA to improve the SF 220.9 by reporting debts referred to DT for offset.

Deter mination of Compliance with the Federal Financial M anagement | mprovement Act

(EEMIA)

On August 31, 2001, the Acting Commissioner of Social Security determined that SSA’s financial
management systems were in substantial compliance with FFMIA for FY 2000. In making this
determination, he considered all the information available to him, including the auditor’s opinion
on the Agency’s FY 2000 financial statements, the report on management’s assertion about the
effectiveness of internal controls and the report on compliance with laws and regulations. He also
considered the results of the financial management systems reviews and management control
reviews conducted by the Agency and its independent contractor and the progress made in
addressing the weaknesses identified in the audit and review reports. That progressis discussed in
the section below entitled “Audit of Financial Statements.”

Under Section 803(c)(2) of FFMIA, the determination for FY 2001 shall be made no later than
120 days after the earlier of (A) the date of receipt of an agencywide audited financial statement or
(B) the last day of the fiscal year following the year covered by such statement. We expect to
receive the management letter report(s) for FY 2001 in January 2002.

Government I nformation Security Reform Act (GISRA)

SSA has completed its annual review of its Information Security Program for FY 2001 as required
by GISRA. Thisreport is based on an annual program review completed by SSA and an
independent evaluation by the Office of the Inspector General (OIG).

For its GISRA assessment, SSA used as a base the National Ingtitute of Standards and Technology
(NIST) Self-Assessment Guide for Information Technology Systems. SSA used in-house staff as
well as an independent public accounting firm to complete its independent program review. The
contract task involved review of the assessment instrument completed by SSA, review of
supporting documents provided and interviews with SSA staff responsible for respective portions
of the questionnaire.

Inits report, the contractor concurred with the results of SSA's self-assessment, stating that SSA’s
effort “clearly fulfills the letter aswell asthe ‘ spirit’ of the governing assessment policy.” The
review also identified several instances where it was felt that SSA could raise its self-score based
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on the improvements made over time and the strength of the documentation provided — these areas
include consequence assessment, personnel security, physical security and several specific
technical control objectives.

Additionally, the contractor stated that “ Security is strongly integrated with SSA's business
processes and organizational culture”, “Mature administrative and technical review mechanisms
arein place that provide for ‘ continuous improvement’ of existing security processes,” and “The
seamless integration of security into the Systems Development Life Cycle (SDLC) process stands
out asan overall programmatic strength.” Inthe GISRA report, SSA made acommitment to share
experience with other government agencies and organizations, so that SSA efforts can benefit to
government as awhole. This hasincluded providing speakers for conferences and meetings and

contributing to the CIO Council “best practices” effort.

The independent review by the SSA Inspector General (1G) observed that SSA self-review and
contractor verification did not test controls, and that several areas remained where improvement
was possible. SSA did not agree with the OIG findings, noting that GISRA does not envision or
require the testing of controls, and that actions were already underway to improve the items
identified.

At the conclusion of its executive summary, the IG said “We acknowledge SSA has made stridesin
its information protection efforts. The establishment of a Critical Infrastructure Protection
program, the creation of an incident response team, the compl etion of Project Matrix Sep |, and the
Agency’s willingness to share information regarding common vulnerabilities with the Federal
Computer Security Incident Response Capability, all indicate a culture of security awareness. SSA
has the potential to be the unquestioned leader in the area of Federal information protection. The
observations and recommendations madein OIG reports and other auditors’ reportswill assist the
Agency in reaching that goal. Through the collaborative efforts of Agency management and OIG,
the challenge of protecting sensitive information can be accomplished.”

Audit of Financial Satements

For the last 5 years the OIG contracted for the audit of SSA’s financial statements. Each year the
auditor found that the principal financial statements were fairly stated in all material respects and
issued an ungualified opinion. The auditor also found management’s assertion that SSA’s systems
of accounting and internal controls werein compliance with OMB’sinterna control objectivesto
be fairly stated in all material respects. Although the auditor, using OMB'’s audit standards,
identified reportable conditions involving internal controls beginning in FY 1997, none were
identified as material weaknesses as defined by the American Institute of Certified Public
Accountants and OMB Bulletin No. 01-02.

The audit of SSA's financial statements and internal controls by an independent public accounting
firm has proved to be arewarding experience. In the audit report for FY 1997, the auditor identified
five reportable conditions that were significant deficiencies in the design and operation of an
internal control. SSA devel oped corrective action plans for the weaknesses and aggressively
pursued those corrections. As aresult, SSA’sinternal controls have greatly improved over the past
5 years. Further, SSA iscommitted to pursuing the corrective actions until all weaknessesidentified
by the audits are corrected.

In the audit report for FY 1998, the auditor determined that SSA’s corrective actions had progressed
to the point where two of the five original reportable conditions from FY 1997 were removed.
There were no new reportable conditions identified. In the audit report for FY 1999, the auditor
removed ancther reportable condition from prior years, and indicated that SSA continued to make
significant progress towards correcting the remaining two reportable conditions. Again, the auditor
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did not name any new reportable conditions. In the audit report for FY 2000, the auditor removed
another reportable condition, leaving only one reportable condition. The remaining reportable
condition is that “ SSA needs to further strengthen controls to protect its information.”

In the audit report for FY 2001, the auditor again recognized a reportable condition that SSA needs
to further strengthen controlsto protect itsinformation. The auditor indicated that SSA continued to
make progress in addressing the information protection issues raised in prior years. Four of the six
main issues raised in FY 2000 dealing with data protection had been adequately addressed by the
Agency. The improvements that the auditor noted included the identification of critical assets and
vulnerabilities as part of the critical infrastructure protection program, the issuance of security
policy for the State Disability Determination Services, the establishment of technical security
configurations standards for various systems platforms, the completion of accreditation and
certification of key systems and strengthening physical access controls over the National Computer
Center. The auditor recommended, as the next logical step for improvement, that SSA implement,
enforce and monitor the security configuration standards throughout the SSA environment. In
addition, they recommended that SSA improve its monitoring for security violations and periodic
review of access assignments and firewall logs. SSA will continue to strengthen the protection of
data by making the recommended improvements as quickly as possible.
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Consolidated Balance Sheets as of September 30, 2001 and 2000

(Dollarsin Millions)

Assets 2001 2000
Intragovernmental :
Fund Balance with Treasury (Note 4) $ 3905 $ 90
Investments (Note 5) 1,169,956 1,007,226
Interest Receivable, Net (Note 6) 18,476 16,382
Accounts Receivable, Net (Note 6) 921 261
Other 0 0
Total Intragovernmental 1,193,258 1,023,959
Accounts Receivable, Net (Notes 3 and 6) 4,465 4,936
Property, Plant and Equipment, Net (Note 7) 565 341
Other 2 0
Total Assets 1,198,290 1,029,236

Liabilities (Note 8)

Intragovernmental:
Accrued Railroad Retirement Interchange 3,673 3,096
Accounts Payable 5,666 1,906
Other 162 385
Total Intragovernmental 9,501 5,387
Benefits Due and Payable 43,187 39,646
Accounts Payable 289 231
Other 1112 840
Tota 54.089 46,104
Net Position
Unexpended Appropriations 3,533 399
Cumulative Results of Operations 1,140,668 982,733
Total Net Position 1,144,201 983,132
Total Liabilities and Net Position $ 1198290 $ 1,029,236

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Net Cost for the Y ears Ended
September 30, 2001 and 2000

(Dollarsin Millions)

2001 2000

OASI Program

Benefit Payments $ 369,142 $ 349,855

Operating Expenses (Note 9) 2,169 2,100

Total Cost of OASI Program 371,311 351,955

Less: Exchange Revenues (Notes 10 and 11) 7 8
Net Cost of OAS| Program 371,304 351,947
DI Program

Benefit Payments 59,207 54,691

Operating Expenses (Note 9) 1,749 1,604

Total Cost of DI Program 60,956 56,295

Less: Exchange Revenues (Notes 10 and 11) 6 6
Net Cost of DI Program 60,950 56,289
SSI Program

Benefit Payments 27,733 30,530

Operating Expenses (Note 9) 2,261 2,672

Total Cost of SSI Program 29,994 33,202

Less: Exchange Revenues (Notes 10 and 11) 253 246
Net Cost of SSI Program 29,741 32,956
Other

Benefit Payments 484 515

Operating Expenses (Note 9) 1,151 1,125

Total Cost of Other 1,635 1,640

Less: Exchange Revenues (Notes 10 and 11) 13 5
Net Cost of Other 1,622 1,635
Total Costs 463,896 443,092
Less: Total Exchange Revenue 279 265
Net Cost of Operations 463,617 442 827

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Changesin Net Position for the Y ears Ended
September 30, 2001 and 2000

(Dollarsin Millions)

2001 2000
Cumulative Cumulative
Results of Unexpended Results of Unexpended
Operations Appropriations Operations Appropriations
Net Position, Beginning Balance $ 982,733  $ 399 $ 830,343 $ 384

Budgetary Financing Sour ces (other than Exchange Revenues)

Appropriations Received 33,658 33,693
Other Adjustments 0 (224)
Appropriations Used 30,524 (30,524) 33,454 (33,454)
Tax Revenues (Note 12) 528,194 501,707
Interest Revenues 70,922 62,159

Transfers-In/Out (Note 13)

Trust Fund Draws and Other - In 1,450 1,010
Trust Fund Draws and Other - Out (836) (59)
Railroad Retirement Interchange (3,859) (3,207)

SSI Administrative Fees

Transferred to Treasury 152 149
Tota Transfers-In/Out (3,397) (2,405)
Other Budgetary Financing Sources 77 11

Other Financing Sources

Imputed Financing Sources (Note 14) 315 291
Total Financing Sour ces 626,635 3,134 595,217 15
Net Cost of Operations 463,617 442,827
Prior Period Adjustment 5,083
Ending Balances $ 1,140,668 $ 3533 % 982,733 $ 399

The accompanying notes are an integral part of these financial statements.
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Combined Statements of Budgetary Resources for the Y ears Ended
September 30, 2001 and 2000

(Dollars in Millions)

2001 2000
Budgetary Resour ces M ade Available (Note 15)
Budget Authority
Appropriations Received $ 631613 $ 597,909
Unobligated Balances
Beginning of Period 102 86
Spending Authority from Offsetting Collections
Earned
Collected 3,569 3,486
Receivable (230) 242
Change in Obligations
Advance Received (2) 2
Without Advance (2 0
Transfers from Trust Funds 52 79
Subtotal 3,388 3,809
Recoveries of Prior Year Obligations 140 32
Temporarily Not Available Pursuant to Public Law (154,923) (149,712)
Permanently Not Available (1 (4)
Total Budgetary Resour ces 480,319 452,120
Status of Budgetary Resour ces: (Note 15)
Obligations Incurred:
Direct 474,264 448,117
Reimbursable 3,186 3,662
Subtotal 477,450 451,779
Unobligated Balances
Apportioned 2,823 319
Unobligated Balances- Not Available 46 22
Total Status of Budgetary Resour ces 480,319 452,120
Relationship of Obligationsto Outlays:
Obligated Balances - Beginning of the Period 42,610 40,699
Obligated Balance - End of the Period
Accounts Receivable 32 258
Unfilled Customer Orders 0 2
Undelivered Orders (1,077) (737)
Accounts Payable (50,194) (42,133)
Outlays:
Disbursements 468,950 449,557
Collections (3,610 (3,578)
Subtotal 465,340 445,979
Less: Offsetting Receipts 14,310 14941
Net Qutlays $ 451030 $ 431,038

The accompanying notes are an integral part of these financial statements.
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Consolidated Statements of Financing for the Y ears Ended
September 30, 2001 and 2000

(Dollarsin Millions)

2001 2000
Resour ces Used to Finance Activities:
Budgetary Resources Obligated
Obligations Incurred $ 477450 $ 451,779
Less: Offsetting Collections (3.528) (3,803
Obligations Net of Offsetting Collections 473,922 447,976
Less: Offsetting Receipts (14,310 (14,941)
Net Obligations 459,612 433,035
Other Resources
Transfers In/Out Without Reimbursement (+/-) (4,848) (5,322
Imputed Financing 315 291
Net Other Resources used to finance activities (4533 (5,031)
Total Resources Used to Finance Activities $ 455,079 $ 428,004
Resources Not Part of the Net Cost of Operations:
Change in Undelivered Orders $ (340) $ (49)
Resources that Fund Capitalized Costs (142) (1)
Resources that Fund Expenses Recognized in Prior Periods (282) (270)
Budgetary Offsetting Collections and Receipts that do not Affect
Net Cost of Operations 14 310 14,941
Total Resources Not Part of the Net Cost of Operations $ 13546 $ 14,621
Total Resources Used to Finance the Net Cost of Operations $ 468,625 $ 442,625
Components of the Net Cost of Operationsthat will not Require
or Generate Resourcesin the Current Period:
Components Requiring or Generating Resources in Future Periods
(Note 16)
Increase in Annual Leave 11 9
Other 39 154
Total Components of Net Cost of Operations That Will Require or
Generate Resources in Future Periods $ 50 $ 163
Components Not Requiring or Generating Resources
Depreciation and Amortization 138 99
Revaluation of Assetsand Liabilities 0 4)
Other (5.196) (56)
Total Components of Net Cost of Operations That Will Not
Require or Generate Resources $ (5.058) $ 39
Total Components of Net Cost of Operations That Will Not
Require or Generate Resources in the Current Period $ (5.008) $ 202
Net Cost of Operations $ 463,617 $ 442,827

The accompanying notes are an integral part of these financial statements.
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Statements of Custodial Activity for the Y ears Ended

September 30, 2001 and 2000

Dollarsin Millions

2001 2000
Revenue Activity
Sources of Cash Collections
SSI Federal Overpayments $ 1454 $ 1405
Total Custodial Revenue 1,454 1,405
Disposition of Collections
Transferred to Others (by Recipient)
Department of the Treasury, General Fund 1,454 1,405
(Increase)/Decrease in Amounts Y et to be Transferred (+/-) 0 0
Refunds and Other Payments 0 0
Retained by the Reporting Entity (0 0
Net Custodial Activity $ 0 0

The accompanying notes are an integral part of these financial statements.
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SOCIAL SECURITY ADMINISTRATION

Notesto the Principal Financial Statements

1 | Summary of Significant Accounting Policies

Reporting Entity

The Socia Security Administration (SSA), as an independent agency of the United States
Government, is responsible for administering the nation's Old-Age and Survivors, and Disability
Insurance programs (OASDI), the Supplemental Security Income (SSI) program and Part B of the
Black Lung (BL) program. SSA is considered a separate reporting entity for financial reporting
purposes, and its financial statements have been prepared to report the financial position, net cost,
changes in net position, budgetary resources, reconciliation of net cost to budgetary resources and
custodial activity as required by the Chief Financial Officers Act of 1990.

The financial statements have been prepared from the accounting records of SSA on an accrua
basis, in conformity with generally accepted accounting principles (GAAP) of the United States
and the form and content for entity financia statements specified by the Office of Management and
Budget (OMB) in OMB Bulletin 01-09. GAAP for Federal entities are the standards prescribed by
the Federal Accounting Standards Advisory Board (FASAB). These statements are different from
the financial reports, also prepared by SSA, pursuant to OMB directives that are used to monitor
and control SSA's use of budgetary resources. The preparation of financial statements, in
conformity with GAAP, requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
dates of the financial statements and the reported amounts of revenues and expenses during the
reporting periods. Actual results could differ from those estimates.

The consolidated financial statements include the accounts of all funds under SSA control,
consisting of two trust funds, three general fund appropriations and five deposit funds. The trust
funds are the Old-Age and Survivors Insurance (OASI) Trust Fund and the Disability Insurance
(DI) Trust Fund. SSA's financia statements also include OASI and DI investment activities
performed by Treasury. SSA's financia activity has been classified and reported by the following
program areas. OASI, DI, SSI and Other. The fund balance with Treasury, shown on the Balance
Sheet, represents the total of all SSA’s account balances with the Department of Treasury.

Investments

Trust fund balances not required to meet current expenditures are invested on a daily basis in
interest-bearing obligations of the U.S. Government. Trust fund balances may be invested only in
interest-bearing obligations of the United States or in obligations guaranteed as to both principal
and interest by the United States as provided by Section 201(d) of the Social Security Act. These
investments consist of U.S. Treasury special issues and bonds. Special issues are special public
debt obligations for purchase exclusively by the trust funds and for which interest is computed
semi-annually (June and December). They are purchased and redeemed at face value, which isthe
same as their carrying value on the Balance Sheet. U.S. Treasury bonds are carried at amortized
cost.
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Property, Plant and Equipment

SSA's property, plant and equipment (PP&E) are considered assets of the OASI and DI Trust
Funds. User charges are allocated to al programs based on each program's use of capital assets
during the period. All genera fund activities reimburse the trust funds for their use of trust fund
assets through the calculation of user charge credits. SSA capitalizes new property, plant and
equipment costing over $100,000.

The change in PP&E from one reporting period to the next is presented on the Statement of
Financing’s (SOF) Resources that Fund Capitalized Costs. This line item presents the effect on
budgetary obligations for capital assets purchased by the OASI, DI and Health Insurance/
Supplemental Medical Insurance (HI/SMI) Trust Funds. In addition, SOF's Other Components not
Requiring or Generating Resources presents SSI's user charge credit. However, HI/SMI’s share of
capital assetsis presented on the Centersfor Medicare and Medicaid Services' financial statements.

Benefits Due and Payable

Liabilities are accrued for OASI, DI, SSI and BL benefits to which recipients are entitled for the
month of September which, by statute, are not paid until October. Also, liabilities are accrued on
benefits for past periods that have not completed processing, such as benefit payments due but not
paid pending receipt of a correct address, adjudicated and unadjudicated hearings and appeal s and
civil litigation cases which were not paid at the close of the fiscal year (See Note 8, Liabilities).

Administrative Expenses

SSA initially charges administrative expenses to the Limitation on Administrative Expenses (LAE)
appropriation. Section 201 (g) of the Social Security Act requires the Commissioner of Social
Security to determine the proper share of costs incurred during the fiscal year to be charged to the
appropriate trust or general fund. Accordingly, administrative expenses are subsequently
distributed during each month to the appropriate trust fund and general fund accounts. All such
distributions are initially made on an estimated basis and adjusted to actual each year, as provided
for in Section 1534 of Title 31, United States Code.

Recognition of Financing Sources

Financing sources consist of funds transferred from the U.S. Treasury to the OASI and DI Trust
Funds for employment taxes (Federal Insurance Contributions Act (FICA) and Self Employment
Contributions Act (SECA)), drawdown of funds for benefit entittement payments and
administrative expenses, appropriations, gifts and other miscellaneous receipts. On an as-needed
basis, funds are drawn from the OASI and DI Trust Funds to cover benefit payments. Governed by
limitations determined annually by the U.S. Congress, funds are also drawn from the OASI and DI
Trust Funds for SSA's operating expenses. To cover SSA's costs to administer the Medicare
program, funds are drawn from the HI/SMI Trust Funds.

Appropriations used includes payments and accruals for the SSI and BL programs and funding
from Treasury's General Fund for the Office of the Inspector General (OIG) appropriation.

Employment tax revenues are made available daily based on a quarterly estimate of the amount of
FICA taxes payable by employers and SECA taxes payable from the self-employed. Adjustments
are made to the estimates for actual FICA taxes payable, actual SECA taxes paid and refunds made.
Employment tax credits (the difference between the combined employee and employer rate and the
self-employed rate), credits for military service, income taxation of Social Security benefits and
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interest on trust fund unnegotiated benefit payment checks are also included in tax revenues (See
Note 12, Tax Revenues).

Exchange revenue from sales of goods and services primarily include payments SSA receives from
those States choosing to have SSA administer their State supplementation of Federal SSI benefits.
Reimbursements are recognized as the services are performed (See Note 10, Exchange Revenues).
These financing sources may be used to pay for current operating expenses as well as for capital
expenditures such as property, plant and equipment as specified by law.

Capitalized expenditures are recognized in the Statement of Net Cost as they are consumed. In
contrast, budget reporting recognizes these same financing sources in the year the obligation was
established to purchase the asset.

Reclassifications

Certain Fiscal Year (FY) 2000 presentations have been reclassified. These changes result
principally from SSA’s adoption of OMB Bulletin 01-09. On the Statement of Changes in Net
Position, the components of Net Position, Cumulative Results of Operations and Unexpended
Appropriations, are displayed separately to better present the nature of changes to net position. On
the Statement of Budgetary Resources, information presented is now more consistent with budget
execution information reported on the Report on Budget Execution and Budgetary Resources
(SF-133) and in the Budget of the United States Government. Material differences have been
disclosed in Note 15, Status of Budgetary Resources. Since the Statement of Financing reconciles
budgetary and proprietary accounting, the presentation of total resources and adjustments to how
these resources were used to finance obligations or net cost has been enhanced.

Prior Period Adjustment

A prior period adjustment for $5,083 million has been made on the FY 2001 financial statements
for correction of an error that was identified through SSA's internal quality assurance process. This
affects approximately 228,000 SSI disability recipients who are eligible to receive retroactive DI
benefits because they earned sufficient work credits to qualify for the DI program. This prior
period adjustment was made in accordance with Statement of Federal Financial Accounting
Standards No. 7, Accounting for Revenue and Financing Sources and Concepts for Reconciling

Budgetary and Financial Accounting.

2 | Centralized Federal Financing Activities

SSA's financia activities interact with and are dependent on the financial activities of the
centralized management functions of the Federal Government that are undertaken for the benefit of
the whole Federal Government. These activities include public debt, employee retirement, life
insurance and health benefit programs. Accordingly, SSA's financial statements do not contain the
results of centralized financial decisions and activities performed for the benefit of the entire
Government.
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Financing for general fund appropriations reported on the Consolidated Statement of Changes in
Net Position may be from tax revenue, public borrowing or both. The source of this funding,
whether tax revenue or public borrowing, has not been allocated to SSA.

The General Services Administration (GSA), using monies provided from the OASI and DI Trust
Funds, administers the construction or purchase of buildings on SSA's behalf. The acquisition
costs of these buildings have been charged to the OASI and DI Trust Funds, capitalized and
included in these statements. SSA also occupies buildings that have been leased by GSA or have
been constructed using Public Building Funds. These statements reflect SSA's payments to GSA
for lease, operations maintenance and depreciation expenses associated with these buildings.

SSA's employees participate in the contributory Civil Service Retirement System (CSRS) or the
Federal Employees' Retirement System (FERS), to which SSA makes matching contributions.
Pursuant to Public Law 99-335, FERS went into effect on January 1, 1987. Employees hired after
December 31, 1983 are automatically covered by FERS while employees hired prior to that date
could elect to either join FERS or remain in CSRS.

One of the primary differences between FERS and CSRS is that FERS offers a savings plan to
which SSA is required to contribute 1 percent of pay and match employee contributions up to an
additional 4 percent of basic pay. SSA contributions to CSRS were $156.9 and $156.6 million for
FY 2001 and 2000, respectively. SSA contributions to FERS were $137.8 and $123.1 million for
FY 2001 and 2000, respectively. In addition, SSA contributions to the FERS savings plan were
$39.2 and $45.9 million for FY 2001 and 2000, respectively. These statements do not reflect CSRS
or FERS assets or accumulated plan benefits applicable to SSA employees since these data are only
reported in total by the Office of Personnel Management.

3 ||Non-Entity Assets

SSA's Non-Entity Assets consist of SSI benefit overpayments classified as accounts receivable, net
in the amounts of $5,666 and $1,837 million for FY 2001 and 2000, respectively. However, the
FY 2001 accounts receivable has been reduced by $4,080 million as an intra agency elimination.
Refer to Note 6, Interest and Accounts Receivable. The FY 1991 Appropriations Act, Public
Law 101-517, requires that collections from repayment of SSI benefit overpayments be deposited
in the General Fund of the Treasury. These funds, upon deposit, are assets of the General Fund of
the Treasury and shall not be used by SSA as an SSI budgetary resource to pay SSI benefit or
administrative costs. Accordingly, they are classified as non-entity assets and also presented as
custodial activity on the Statement of Custodia Activity. For FY 2000, these funds were
previously presented as transfers on the Statement of Changes in Net Position, but have been
reclassified to the Statement of Custodial Activity.
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4

The fund balance with Treasury, shown on the Balance Sheet, represents the total of all of SSA's
undisbursed account balances with the Department of Treasury. Other fund types consist of deposit

funds and receipt accounts.

Transfers between the trust funds and Treasury are managed to favor the financial position of the
trust funds. Therefore, investments held by the trust funds are liquidated only as needed by
Treasury to cover benefit payment checks. In FY 2000, the negative fund balances reported for the
trust funds are the result of the policy to protect the trust fund investments by not liquidating the
investments until the cash is needed. To maintain consistency with Treasury year-end reporting
requirements, the trust fund balances were not reclassified as liabilities on the Balance Sheet.

Fund Balance with Treasury

Total Investments

Fund Balances: (In Millions) Status of Fund Balances: (In'Millions)
2001 2000 2001 2000
Trust Funds Unobligated Balance
OASI $ (711) $  (309)|| Available $ 28714 % 50
DI (49) (62)|| Unavailable 30 10
Obligated Balance not yet
Appropriated Funds Disbursed 724 314
SS| 3,896 340 ||Expended (119) (371
Other 129 121 ||Deposit & Receipt Accounts 396 87
Total $ 3905 % 90 |[Total $ 3905 % 90
5 ||Investments
(In Millions)
2001 2000

40

Specid Issue U.S. Treasury Securities $ 1,169,916 $ 1,007,186
U.S. Treasury Bonds - Carrying value

40

$ 1169956 $ 1,007,226

Treasury's methodology uses an average market yield to calculate interest rates for non-marketable
Treasury securities, including the Social Security Trust Funds. Investments held for the trust funds
mature at various dates ranging from the present to the year 2016. The interest rates on these

investments range from 5 1/8 percent to 9 1/4 percent.
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6 | Interest and Accounts Receivables

I nterest Receivable

Intragovernmental receivables consist primarily of accrued interest receivable on investments.
These were $18,476 and $16,382 million on trust fund investments with the U.S. Treasury for the
period June 30 through September 30, 2001 and 2000, respectively.

Accounts Receivable
I ntragover nmental

Intragovernmental accounts receivable consist primarily of $517 and $255 million as of
September 30, 2001 and 2000, respectively, to be transferred to the OASI and DI trust funds from
the Department of Defense (DOD) for military service wage credits and $393 million as of
September 30, 2001 for the OASI quinquennial adjustment for military service due from the
General Fund of the Treasury. The FY 2001 military service wage credits include the FY 2000
balance still unpaid from DOD.

With the Public

Accounts receivable with the public consists mainly of monies due to SSA from individuals who
received benefitsin excess of their entitlement under the OASI, DI, SSI and BL programs. The SSI
State Supplementation overpayment amount due from beneficiaries is presented as SSI while the
Federal portion of SSI overpayments is presented as Other. The BL receivable is also presented as
Other. See Note 3, Non-Entity Assets, for adiscussion of the SSI Federal overpayments presented
as Other.

In FY 2001, SSA detected an error which affects about 228,000 SSI recipients who were eligible to
receive DI benefits but were paid either SSI or OASI benefits. Therefore, OASI and Other
accounts receivable amounts were established for $56 and $3,770 million respectively.

Also in FY 2001, Other’s accounts receivable was reduced by $4,080 million as an intra-agency
elimination. This amount represents individuals receiving SSI benefits that were also eligible but
not receiving OASI or DI benefits. Since payment of the retroactive OASI and DI benefits results
in an overpayment of SSI benefits, the overpaid SSI amounts are offset from the OASI and DI
retroactive payments. Therefore, these offsets are presented as an intra-agency elimination.

Accounts Receivable by Major Program: (In Millions)
2001 2000

Gross Allowance for Net Gross Allowance for Net

Rec. Doubtful Accts. Rec. Rec. Doubtful Accts. Rec.
OASI $ 2175 % 96 $ 20719 $ 1,710 $ (109) $ 1,601
DI 2,353 (1,169) 1,184 2,264 (944) 1,320
SSl 291 (68) 223 501 (64) 437
Other* 3,456 (1,556) 1,900 3,134 (1,295) 1,839
All Programs $ 8275 $ (2889) $ 5386 $ 7,609 $ (2412) $ 5197
*See Note 3. Non-Entity Assets Accounts Receivable net of intra-agency eliminations.
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The estimated allowance for doubtful accounts is determined using a 5-year average of write-offs
divided by clearances comprised of write-offs, waivers and collections. That percentage is then
applied to outstanding receivables.

{ || Property, Plant and Equipment

Effective FY 2001, SSA implemented Statement of Federal Financial Accounting Standards No.
10, Accounting for Internal Use Software which requires the capitalization of internally-devel oped,
contractor-developed and commercial off-the-shelf software (COTS). SSA's capitalized internal
use software for FY 2001 is $311 million. Full costs for internally-devel oped software and actual
costs for contractor-devel oped software and COTS greater than $100,000 are capitalized. These
internal software costs are amortized using a 3-10 year useful life, modified straight-line
methodol ogy that divides costs among SSA’s components.

(In Millions)
2001 2000
Accum. Net Book Accum. Net Book

Major Classes: Cost Deprec  Vaue Cost Deprec Vaue
Land $ 5 % - % 5 % 5 % - % 5
Buildings 354 (163) 191 350 (155) 195
Equipment (incl. ADP 528 (198) 330 264 (162) 102

Hardware and Software)
L easehold Improvements 123 (84) 39 111 (72) 39
Total $1010 $ (4450 $ 565 $ 730 $ (389) $ 341
Major Classes: Estimated Useful Life Method of Depreciation
Land N/A -
Buildings over 20 years Straight Line
Equipment (incl. ADP 3to 10 vears Modified Straight Line

Hardware and Software)
L easehold | mprovements over 20 years Straight Line

8 | Liabilities

Liabilities Covered by Budgetary Resources
Accrued Railroad Retirement Interchange

The Accrued Railroad Retirement Interchange (RRI) represents an accrued liability due the
Railroad Retirement Board (RRB) for the annual interchange from the OASI and DI Trust Funds.
Refer to Note 13, Intra-Governmental Financing Sources, for a description of the RRB transfer.

Accounts Payable

Intragovernmental A ccounts Payable consist of amounts due Federal agencies for goods or services
received.
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Benefits Due and Payable

Benefits Due and Payable for SSA's mgjor programs as of September 30, 2001 and 2000 are shown
in the following table. These amounts include an estimate for unadjudicated cases that will be
payable in the future. Except for the SSI program, the unadjudicated cases are covered by
budgetary resources.

In FY 2001, SSA detected an error which affects about 228,000 SSI recipients who were eligible to
receive benefits under the DI program, but whose disabled-insured status had not been recognized.
Some of these DI benefits should have been paid rather than SSI benefits or in some cases OASI
benefits. Therefore, SSA has estimated an accrued liability for DI of $5,083 million that are due
for months September 2001 and earlier.

Also in FY 2001, OASI and DI benefits due and payable were reduced by $45 million and
$4,035 million, respectively, as an intra-agency elimination. This amount represents individuals
receiving SSI benefits that were also eligible but not receiving OASI or DI benefits. Therefore, an
accrued liahility exists for OAS| and DI. However, payment of the retroactive OAS| and DI
benefits results in SSI benefit overpayments and the overpaid SSI amounts are offset from the
OASI and DI retroactive payments. Since SSI overpayment collections are presented as a payable
to the General Fund of the Treasury in Other, the OASI and DI benefits due and payable amounts
represent an intra-agency elimination totaling $4,080 million.

(In Millions)

2001 2000
OASI $ 32,368 $ 31,004
DI 9,481 7,352
SS| 1,297 1,247
Other 41 43
Total $ 43187 $ 39,646
Benefits Due and Payable net of intra-agency €eliminations.

Other Liabilities

SSA's Other Liabilities is comprised of accrued payroll, lease liability for purchase contract
buildings and unapplied deposit funds.

LiabilitiesNot Covered by Budgetary Resour ces
Accounts Payable

Included in Intragovernmental Accounts Payable Not Covered by Budgetary Resources is SSI
Receivables Owed to Treasury. This custodial liability is recorded for the collection of SSI benefit
overpayments that are payable from SSA to the General Fund of the Treasury when overpayments
are identified. It directly relates to the accounts receivable established in the asset portion of the
Balance Sheet. Refer to Note 3, Non-Entity Assets, for a description of the SSI receivables
established for the repayment of SSI benefit overpayments.

Other Liabilities
The Federal Employees Compensation Act (FECA), administered by the Department of Labor

(DOL), providesincome and medical cost protection to covered Federal civilian employees injured
on the job, employees who have incurred a work-related injury or occupational disease and
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beneficiaries of employees whose death is attributable to a job-related injury or occupational
disease. For payment purposes, claims incurred for benefits for SSA employees under FECA are
divided into current and non-current portions. Current fiscal year claim amountsto be paid by SSA
within two years are the current portion; these are included in the Intragovernmental, Other
Liabilities line item. SSA's current portion of FECA liability was $46 and $44 million as of
September 30, 2001 and 2000, respectively. The non-current portion of FECA actuarial liability is
comprised of claimsthat will be paid more than two yearsin the future. The non-current portion, of
$278 and $239 million as of September 30, 2001 and 2000, respectively, is recorded in the Other
Liabilitieslineitem. Thisactuarial liability was calculated using historical payment data to project
future costs.

The remaining portion of Other Liabilities Not Covered by Budgetary Resources is leave earned
but not taken.

(In Millions)
2001 2000
Not Not
Covered Covered  Total Covered  Covered Total
Intragovernmental:
Accrued RR Retirement
Interchange $ 3673 $ - $ 3673 $ 309 $ - $ 3,09
Accounts Payable 4,024 1,642 5,666 265 1,641 1,906
Other 116 46 162 27 358 385
Total Intragovernmental 7,813 1,688 9,501 3,388 1,999 5,387
Benefits Due and Payable 42,235 952 43,187 38,706 940 39,646
Accounts Payable 289 0 289 231 0 231
Other 582 530 1112 360 480 840
Total $50919 $3170 $54089 $ 42685 $ 3419 $ 46,104

Contingent Liabilities

Class action suits have been filed against SSA, which may affect major client populace. These
suits may be lost, in whole or in part, in lower courts and/or on appeal and may require a future
implementation plan. Any final unfavorable court decisions will be funded from the appropriate
trust fund or from the general funds for the SSI program. However, at thistime, SSA is unable to
determine an estimate of loss for any class action suits. In the opinion of management and legal
counsel, the resolution of the class actions and other claims and lawsuits will not materially affect
the financial position or operations of SSA.

Classification of Operating Expenses by
9 |
Srategic Goal

SSA’s Annua Performance Plan (APP) is characterized by broad-based strategic goals that are
supported by the entire Agency. The five goals are:

»  To promote valued, strong and responsive social security programs and conduct effective
policy development, research and program evaluation;

» Todéeliver customer-responsive, world-class service;

» Toensurethe integrity of Social Security programs, with zero tolerance for fraud and abuse;
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* Tobeanemployer that values and investsin each employee; and
*  Tostrengthen public understanding of the Social Security programs.

budget and separate funding for SSA's OIG.

Part B program, which is performed for SSA on areimbursable basis by the DOL.

SSA's Operating Costs Reported on the Statement of Net
Cost: (In Millions)
2001 2000

LAE $ 6,939 $ $7,149
Trust Fund Operations 269 233
Vocational Rehabilitation 117 115
BL 5 4

$ 7330 $ $7.501

strategic goals.

distributions:
* Thecosts of SSA’'s Office of the Chief Actuary (OCACT) and Office of the Deputy

Commissioner for Policy (ODCP), together with the costs of the SSI appropriation’s
mural research budget are assigned to the “ Responsive Programs’ goal.

issuing Socia Security Statements are assigned to the “ Public Understanding” goal.

“Annual Earnings’, “Employer Identification Number”, and “ Earnings Corrections’

noted above) are assigned to the “Program Integrity” goal.

» All other SSA administrative costs are assigned to the “World-Class Service” goal.
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These goals are also complementary, pursuit of one tends to support and advance the others. This
reflectsthe highly integrated nature of SSA's programs, workloads and organizational components.

SSA has aligned its strategic goals with its request for new budget authority as part of its annual
budget request. Costs associated with each major goal represent a combination of several
administrative funding limitations contained in SSA’s budget, including the LAE, the SSI research

SSA programs incur additional administrative expenses that are not part of LAE, but are reported
on the Statement of Net Cost. These include expenses of the Department of Treasury to assist in
managing the OASI and DI Trust Funds, expenditures of State agencies for vocationa
rehabilitation of DI and SSI beneficiaries and SSA’s operational coststo administer the Black Lung,

By applying the same breakout methodology used to all ocate SSA’s budget request by performance
goa to SSA's corresponding actual total administrative costs (taken primarily from SSA’s
administrative cost accounting system), it is possible to allocate SSA's operating expenses to its
strategic goals. SSA’s primary administrative expenses, funded through LAE are aligned to

Applying this basic methodology results in the following cost allocations that drive the

» Thecosts of SSA's Office of the Deputy Commissioner for Communications (OComm) and

* Thecosts of SSA’s OIG and for its “Overpayments’, “Annua Reports of Earnings’, “ School
Attendance’, Representative Payees’, “Continuing Disability Reviews’, “ Redeterminations”,

workloads (except for costs assigned to those workloads in OCACT, ODCP and OComm, as



»  Because SSA'sfifth strategic goal, “Valued Employees’, supports the accomplishment of all
our basic functions, SSA resources are inherently included in the other four goalsin its FY
2001 APP.

FY 2001 Operating Expenses FY 2000 Operating Expenses
by Strategic Goal by Strategic Goal
($in millions) ($in millions)

$1,576

$1,538

$88
$68
m $5,286 m $47
Ry ol [$5,438
m World Class Service B Program Integrity m World Class Service @ Program Integrity
Public Understanding m Responsive Programs Public Understanding [ Responsive Programs

10 | Exchange Revenues

Revenue from exchange transactions is recognized when goods and services are provided. Total
exchange revenue was $279 and $265 million for FY 2001 and 2000, respectively. SSA exchange
revenue primarily consists of fees collected to administer SSI State Supplementation. SSA has
agreements with 25 States and the District of Columbia to administer some or all of the States
supplement to Federal SSI benefits. SSA is reimbursed by the States in full and earned
administration fee revenue in the amount of $243 and $236 million for FY 2001 and 2000,
respectively. In addition, SSA earned $36 and $29 million in other exchange revenue in FY 2001
and 2000, respectively. The goods and services provided in these transactions are priced so that
charges do not exceed the Agency's cost.

Gross Cost and Earned Revenue by Budget
11 . D
Functional Classification

Shown below are SSA's gross costs, earned revenue and net costs displayed by budget functional
classification. Social Security, classification code 650, includes the costs and revenues associated
with the OASI, DI and Other programs.  Other includes the costs and revenues that SSA incursin
administering a portion of the Medicare program. Other Income Security, classification code 609,
includes the costs and revenues associated with the SSI and BL programs. Income Security for
Veterans, classification code 701, includes costs to administer the Title VIII, Special Benefits for
Certain World War 1l Veterans program.
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(In Millions)
2001 2000
Gross Less Earned Net Gross Less Earned Net
Cost Revenue Cost Cost Revenue Cost

Intragovernmental:
Social Security

OASI $ 722 3 5% 717 3% 615 $ 5) % 610

DI 493 4) 489 378 (4 374

Other 293 (©) 290 255 3) 252
Other Income Security

SSl 698 @) 691 555 (6) 549

BL 3 - 3 4 - 4
Income Security for Veterans - - - 1 - 1
Total Intragovernmental 2,209 (29 2,190 1,808 (18) 1,790
Social Security

OASI 370,589 (2) 370,587 351,340 (3) 351,337

DI 60,463 (@) 60,461 55,917 2 55,915

Other 853 (20 843 864 @) 862
Other Income Security

SSl 29,296 (246) 29,050 32,647 (240) 32,407

BL 481 - 481 515 - 515
Income Security for Veterans 5 - 5 1 - 1

Tota $ 463896 $ (279)$ 463617 $ 443092 $ (265 $ 442,827

12 | Tax Revenues

Employment tax revenues are estimated monthly by the Department of the Treasury based on
SSA's quarterly estimate of taxable earnings. These estimates are used by the Department of the
Treasury to credit the Social Security trust funds with tax receipts received during the month.
Treasury makes adjustments to the amounts previously credited to the trust funds based on actual
wage data certified quarterly by SSA.

Asrequired by current law, the Social Security trust funds are due the total amount of employment
taxes payable regardless of whether they have been collected. These estimated amounts are subject
to adjustments for wages that were previously unreported, employers misunderstanding the wage
reporting instructions, businesses terminating operations during the year or errors made and
corrected with either the Internal Revenue Service or SSA but not both. Revenuesto the trust funds
are reduced for excess employment taxes, which are refunded by offset against income taxes.

Other tax revenues include certain military wage credits, Taxation of Socia Security Benefits and
FICA/SECA tax credits. The amounts for estimated employment taxes, adjustments for actual
taxes payable and refunds, as well as other tax revenues, are contained in the following table.
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(In Millions)

2001 2000
Estimated Employment Taxes Creditedto SSA  $ 512,276 $ 486,227
Adjustments 6,345 3,999
Refunds (3.201) (2.,015)
Employment Tax Revenues 515,420 488,211
Other Tax Revenues 12,774 13,496
Total Tax Revenues $ 528194 $ 501,707

13 | Intra-Governmental Financing Sources

SSA receives other financing sources that increase net results of operations during the reporting
period. The most significant financing source received from another Federal entity isthe drawdown
of funds from the HI/SMI Trust Funds for the Medicare program. For FY 2001 and 2000,
respectively, $1,046 and $998 million were drawn down to cover SSA's operating expenses to
administer a portion of the Medicare program. These amounts represent the majority of the Trust
Fund Draws and Other-In line item as presented on the Statement of Changesin Net Position.

Financing outflows may result from transfers of the reporting entity's assets to other Government
entities, without reimbursement. SSA financing outflows mainly consist of transfers to the RRB
for the annual interchange. The RRB transfer is for the annual interchange required to place the
OAS! and DI Trust Funds in the same position they would have been if railroad employment had
been covered by SSA. The law requires the transfer, including interest accrued from the end of the
preceding fiscal year, to be made in June. SSA transferred the RRI in the amount of $3.3 and
$3.2 hillion for FY 2001 and 2000, respectively. The accrued liability of $3.7 and $3.1 hillion for
FY 2001 and 2000, respectively, on the Balance Sheet represents amounts due RRB for the period.
Also, amounts for railroad workers, who have qualified for and are receiving OASI and DI benefit
payments, are included in the benefit payment expenses on the Statement of Net Cost. However,
the RRB makes the payments to the qualifying railroad workers on behalf of SSA. SSA
compensated RRB in the amount of $1.2 and $1.1 billion for FY 2001 and 2000, respectively.

In addition, a portion of the administrative fees charged to the States to administer the
Supplemental SSI benefits program is returned to the U.S. Treasury and amount to $152 and
$149 million for FY 2001 and 2000, respectively. The Supplementa SSI benefits paid by SSA on
behalf of the States, $3,160 and $3,640 million for FY 2001 and 2000, repectively, are presented as
transfers in and out. These transfers, which negate each other, are received from the States and
issued to SSI recipients.
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14 | Imputed Financing

The Statement of Net Cost recognizes post-employment benefit expenses, as a portion of operating
expenses, of $610 and $570 million for FY 2001 and 2000, respectively. The expense represents
SSA's share of the current and estimated future outlays for employee pensions, life and health
insurance. The Statement of Changes in Net Position recognizes an imputed financing source of
$315 and $291 million for FY 2001 and 2000, respectively. The imputed financing source
represents annual service cost not paid by SSA.

15 | Status of Budgetary Resour ces

Apportionment Categories of Obligations Incurred

The amounts of direct and reimbursable obligations incurred against amounts apportioned under
Category B and Exempt from Apportionment are displayed in the following chart.

(In Millions)
2001 2000
Direct Reimbursable Total Direct Reimbursable Total
Category B $ 469,300 ¢ 3,186 $ 472,486 $ 442,753 $ 3662 $ 446,415
Exempt 4,964 - 4,964 5,364 - 5,364
Tota $ 474264 ¢ 3186 $ 477450 $ 448117 $ 3662 $ 451,779

Legal Arrangements Affecting Use of Unobligated Balances

All trust fund receipts collected in the FY are reported as new budget authority in the Statement of
Budgetary Resources. As beneficiaries pass the various entitlement tests prescribed by the Social
Security Act, benefit payments and other outlays are obligated in the trust funds. The portion of
trust fund receipts collected in the FY that exceeds the amount needed to pay benefits and other
valid obligationsin that FY is precluded by law from being available for obligation. This excess of
receipts over obligations is reported as Temporarily Not Available Pursuant to Public Law in the
Statement of Budgetary Resources and, therefore, is not classified as budgetary resourcesin the FY
collected. However, al such excess receipts are assets of the trust funds and currently become
available for obligation as needed. The entire trust fund balances in the amounts of $1,120,093 and
$965,170 million as of September 30, 2001 and 2000, respectively, are included in Investments on
the Balance Sheet. The following table presents trust fund activities and balances for FY s 2001 and

2000:
(In Millions)
2001 2000
Trust Fund Balance, Beginning $ 965170 $ 815458
Receipts 597,028 563,245
Less Obligations 442,105 413,533
Excess of Receipts Over Obligations 154,923 149,712
Trust Fund Balance, Ending $ 1,120,093 $ 965,170
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Explanation of Material Differences Between the Satement of Budgetary Resources and the
Budget of the United States Gover nment

A reconciliation of budgetary resources, obligations incurred and outlays, as presented in the
Combined Statement of Budgetary Resources (SBR), to amounts included in the Budget of the
United States Government for the year ended September 30, 2000 is shown below. Budgetary
resources and obligations incurred reconcile to Program and Financing Schedules while outlays
reconcile to the Analytical Perspectives of the Budget. A reconciliation is not presented for the
year ended September 30, 2001 since submission of the budget occurs after publication of the FY
2001 Performance and Accountability Report.

FY 2000 (In Millions)
Budgetary = Obligations
Resources Incurred Outlays |
Consolidated Statement of Budgetary Resour ces $ 452120 $ 451,778 $ 431,038
Obligations not reported in the budget (2,931) (2,718) (2,583)
Offsetting recei pts reported as obligations and
outlaysin the budget 13,278 13,278 13,254
Offsetting collections reported in OASI in the budget 2,343 2,343 -
Other 419 460 102
Budget of the United States Government $ 465229 $ 465141 $ 441811

The obligations not reported in the budget consists mainly of employment tax refunds reported as
an increase to obligations and outlays on the SBR, but is reported as a reduction to receipts in the
budget. Offsetting receipts reported in the budget as obligations and outlays consists of Payments
to the Trust Fund activity captured as trust fund receipts on the SBR, but removed from Budgetary
Resources as part of unobligated balances. (See discussion abovein Legal Arrangements Affecting
Use of Unobligated Balances.) Offsetting collectionsreported as OASI in the budget represents the
treatment of SSI as offsetting collections to LAE in the budget. This treatment is not consistent
with how SSI administrative costs are displayed on the SBR.

16 | Satement of Financing Disclosures

Explanation of the Relationship Between Liabilities Not Covered by Budgetary Resources on
the Balance Sheet and the Change in Components Requiring or Generating Resources in
Future Periods

Liabilities Not Covered by Budgetary Resources of $3,170 and $3,419 million for FY 2001 and
2000, respectively, represent SSI Receivables Owed to Treasury, FECA liability to DOL and
employees, benefits due and payable for SSI unadjudicated cases and leave earned but not taken
(See Note 8, Liabilities). Only a portion of these liabilities will require or generate resources in
future periods. The amounts reported on the Statement of Financing as Total Components of Net
Cost of Operations that will Require or Generate Resources in Future Periods of $50 and
$163 million for FY 2001 and 2000, respectively, represent the change in SSA expenses for
unfunded liabilities for FECA, SSI benefits due and payable and |eave earned but not taken. SSI
Receivables Owed to Treasury is not represented on this line, but is also reported on the Statement
of Custodia Activity.
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Balance Sheet by Major Program as of September 30, 2001

Dollarsin Millions

Intra-Agency
Assets OAS DI SSI Other Eliminations Consolidated
Intragovernmental:
Fund Balance with Treasury $ (7)) $ (49) $ 38% $ 129 $ 3,905
Investments 1,034,114 135,842 0 0 1,169,956
Interest Receivable, Net 16,395 2,081 0 0 18,476
Accounts Receivable, Net 33,330 13,683 0 0 (46,092) 921
Other 0 232 277 0 (509) 0
Total Intragovernmental 1,083,768 151,789 4,173 129 (46.601) 1,193,258
Accounts Receivable, Net 1,339 1,313 223 5,670 (4,080) 4,465
Property, Plant and Equip., Net 307 258 0 0 565
Other 1 1 0 0 2
Total Assets 1,085,415 153,361 4,396 5,799 (50,681) 1,198,290
Liabilities
Intragovernmental:
Accrued RRI 3,497 176 0 0 3,673
Accounts Payable 32,488 13,604 0 5,666 (46,092) 5,666
Other 542 45 32 52 (509) 162
Total Intragovernmental 36,527 13,825 32 5718 (46,601) 9,501
Benefits Due and Payable 32,413 13,516 1,297 41 (4,080) 43,187
Accounts Payable 19 39 227 4 289
Other 208 175 594 135 1112
Total 69,167 27,555 2,150 5,898 (50,681) 54,089
Net Position
Unexpended Appropriations 0 0 3,455 78 3,533
Cumulative Results of Operations___ 1,016,248 125,806 (1,209 (177 1,140,668
Total Net Position 1,016,248 125,806 2,246 (99) 1,144 201
Total Liabilitiesand
Net Position $ 1085415 $ 153,361 $ 4,396 $ 5799 $ (50,681) $ 1,198,290
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Schedule of Financing for the Y ear Ended September 30, 2001

(Dollarsin Millions)

OASI DI SS| Other _Consolidated
Resour ces Used to Finance Activities:
Budgetary Resour ces Obligated
Obligations Incurred $ 374962 $ 67143 $ 33675 $ 1670 $ 477,450
Less: Offsetting Collections (96) (81) (3,288) (63) (3,528)
Obligations Net of Offsetting Collections 374,866 67,062 30,387 1,607 473,922
Less: Offsetting Receipts (11,813) (797) (243) (1457) (14,310
Net Obligations 363,053 66,265 30,144 150 459,612
Other Resources
Transfers In/Out Without Reimbursement (+/-) (3,679) (1,016) (152 D (4,848)
Imputed Financing 84 70 112 49 315
Net Other Resources used to finance activities (3,595) (946) (40) 48 (4,533)
Total Resources Used to Finance Activities $ 359458 65319 $ 30,104 $ 198 $ 455,079
Resources Not Part of the Net Cost of Operations:
Change in Undelivered Orders $ (16) (29) $ (285) $ (10) $ (340)
Resources that Fund Capitalized Costs (59) (49) 0 (34) (142)
Resources that Fund Expenses Recognized in Prior Periods 54 (33 (303) 0) (282)
Budgetary Offsetting Collections and Receipts that do not
Affect Net Cost of Operations 11,813 797 243 1,457 14,310
Total Resources Not Part of the Net Cost of Operations $ 11,792 686 % (345) $ 1413 $ 13,546
Total Resources Used to Finance the Net Cost of Operation $ 371,250 66,005 $ 29,759 $ 1611 $ 468,625
Components of the Net Cost of Operationsthat will not
Require or Generate Resourcesin the Current Period:
Components Requiring or Generating Resourcesin Future Periods
Increase in Annual Leave 3 4 11
Other 10 14 39
Total Components of Net Cost of Operations That Will
Require or Generate Resources in Future Periods $ 13 1 $ 18 $ 8 $ 50
Components Not Requiring or Generating Resour ces
Depreciation and Amortization 37 31 49 21 138
Revaluation of Assetsand Liabilities 0 0 0 0 0
Other (5,097) (85) (18) (5,196)
Total Components of Net Cost of Operations That Will
Not Require or Generate Resources $ 41 (5,066) $ (36) $ 3 $ (5,058)
Total Components of Net Cost of Operations That Will
Not Require or Generate Resources in the Current Period _$ 54 (5,055 $ (18) $ 11 % (5,008)
Net Cost of Operations $ 371,304 60,950 $ 29,741 $ 1622 $ 463617
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Required Supplementary Information: Schedule of Budgetary Resources

as of September 30, 2001

Budgetary Resour ces M ade Available
Budget Authority
Appropriations Received
Unobligated Balances

(Dollarsin Millions)

OAS

DI

SSI

Other Combined

$ 513871 $ 82980 $ 33143 $

1619 $ 631,613

Beginning of Period 0 0 53 49 102
Spending Authority from Offsetting Collections
Earned
Collected 30 24 3,499 16 3,569
Receivable 1 1 (239) 7 (230)
Change in Obligations
Advance Received Q) 0) 0 0) Q)
Without Advance (0] Q) 0 0 2
Transfers from Trust Funds 22 19 0 11 52
Subtotal 51 43 3,260 34 3,388
Recoveriesof Prior Year Obligations 45 38 28 29 140
Temporarily Not Available Pursuant to Public Law (139,005) (15,918) 0 0 (154,923)
Permanently Not Available 0 0 0 (1) (1)
Total Budgetary Resour ces 374,962 67,143 36,484 1,730 480,319
Status of Budgetary Resour ces:
Obligations Incurred:
Direct 374,955 67,137 30,506 1,666 474,264
Reimbursable 7 6 3,169 4 3,186
Subtotal 374,962 67,143 33,675 1,670 477,450
Unobligated Balances
Apportioned 0 0 2,781 42 2,823
Unobligated Balances- Not Available 0 0 28 18 46
Total Status of Budgetary Resour ces 374,962 67,143 36,484 1,730 480,319
Relationship of Obligationsto Outlays:
Obligated Balances - Beginning of the Period 34,440 7,653 271 246 42,610
Obligated Balance - End of the Period
Accounts Receivable 15 12 2 7 32
Unfilled Customer Orders 0 0 0 0 0
Undelivered Orders (302 (258) (339) (178) (1,077)
Accounts Payable (35,977) (13,795) (340) (82 (50,194)
Outlays:
Disbursements 373,110 60,732 33,475 1,633 468,950
Collections (46) (39) (3.499) (26) (3.610)
Subtotal 373,064 60,693 29,976 1,607 465,340
Less: Offsetting Receipts 11,813 797 243 1457 14,310
Net Outlays $ 361251 $ 59896 $ 29733 9 150 $ 451,030
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Required Supplementary Information: Intragovernmental Amounts

as of September 30, 2001

(Dollarsin Millions)

Fund Baance Interest Accounts
with Treasury | nvestments Receivable, Net Receivable, Net

Intragover nmental Assets

Department of the Air Force $136

Department of the Army 178

Department of the Navy 203

Department of the Treasury $3,905 $1,169,956 $18,476

Department of the Treasury, General Fund 393

Other 11
Total Intragovernmental Assets $3,905 $1,169,956 $18.476 $921

Accrued Railroad
Retirement Accounts Other
Interchange Payable Liabilities

Intragovernmental Liabilities

Department of the L abor $46

Department of the Treasury, General Fund $5,666

Office of Personnel Management 32

Railroad Retirement Board $3,673

Other 84
Total Intragovernmental Liabilities $3,673 $5,666 $162

Intragover nmental Revenues:

Department of the Treasury
Department of the Treasury, General Fund
Railroad Retirement Board

Department of Health and Human Services

Total Intragovernmental Revenues:

Non-Exchange Revenue

Transfers-In Transfers-Out
($12)
(393) $2,290
3,859
(1,045)
($1,450) $6,149
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Required Supplementary Stewardship Information: Social Insurance

Statement of Social Insurance
Old-Age, Survivorsand Disability Insurance

75-Year Projection asof January 1, 2001
(In billions)

Estimatesfrom Prior Years

2001 2000 1999 1998 1997
Actuarial present value! for the 75-year projection period of
estimated future income (excluding intereﬂ)2 received from or on
behalf of:
Current participants® who, at the start of projection period:
Have not yet attained retirement eligibility age (Ages 15-61) $12,349 $11,335  $10,325 $9,482 $8,760
Have attained retirement eligibility age (Age 62 and over) 309 266 235 204 186
Those expected to become participants (Under Age 15)* 11,035 10,088 9,033 8,727 8,181
All participants 23,693 21,688 19,593 18,413 17,127
Actuarial present value! for the 75-year projection period of
estimated future expenditures® paid to or on behalf of:
Current partici pants3 who, at the start of projection period:
Have not yet attained retirement eligibility age (Ages 15-61) 18,944 17,217 15,676 14,605 13,405
Have attained retirement eligibility age (Age 62 and over) 4,255 4,020 3,856 3,659 3,518
Those expected to become participants (Under Age 15)* 4,700 4,297 3,758 3,719 3,539
All participants 27,899 25,534 23,291 21,983 20,462
Actuarial present val uel for the 75-year projection period of
estimated future excess of income (excluding interest) over -$4,207 -$3845  -$3698  -$3570  -$3,335
expenditures
Trust fund assets® at start of period 1,049 896 763 656 567

Actuarial present value! for the 75-year projection period of
estimated future excess / of income (excluding interest) and -$3,157 -$2949  -$2935  -$2914  -$2,768
Trust fund assets at start of period over expenditures
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Footnotesto the Satement of Social | nsurance

LPresent values are computed on the basis of the intermediate economic and demographic
assumptions specified in the Report of the Board of Trustees for the year shown and
over the 75-year projection period beginning January 1 of that year. Totals do not
necessarily equal the sum of the rounded components.

2Income (excluding interest) consists of payroll taxes from employers, employees, and
self-employed persons; revenue from Federal income-taxation of OASDI benefits; and
miscellaneous reimbursements from the General Fund of the Treasury.

SCurrent participants are the “ closed group” of individuals age 15 and over at the start of
the period. To calculate the actuarial present value of the excess of future income
(excluding interest) from or on behalf of these individuals over future expenditures for
them or on their behalf, subtract the actuarial present value of future expenditures for
them or on their behalf from the actuarial present value of future income (excluding
interest) from them or on their behalf. The projection period for the closed group would
theoretically include all future working and retirement years, a period which may
exceed 75 years in some instances. While the estimates are limited to the 75-year
projection period, the present value of future income and expenditures for the closed
group participants beyond 75 years is not material.

4Includes births during the period.

SExpenditures include benefit payments, administrative expenses, net transfers with the
Railroad Retirement program, and vocational rehabilitation expenses for disabled
beneficiaries.

Trust fund assets represent the accumulated excess of all past income, including interest
on trust fund assets, over al past expenditures for the social insurance program. The
assets are invested only in securities backed by the full faith and credit of the Federal
Government.

’If this excessis positive, it represents the estimated trust fund assets (expressed in present
value dollars) at the end of the 75-year projection period; if negative, the absolute value
of the excess represents the magnitude of the unfunded obligation of the program over
the 75-year projection period. The calculation of the actuarial balance used for analysis
by the Social Security trustees differs from the cal culation of the amount presented on
thisline. Thetrustees actuarial balance is expressed as a percentage of the taxable
payroll and includes the cost of attaining atarget fund balance equal to the estimated
next year's expenditures at the end of the period.
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Program Description

The Old-Age, Survivors, and Disability Insurance (OASDI) program, collectively referred to
as “Social Security,” provides cash benefits for eligible U.S. citizens and residents. At the end
of calendar year 2000, OASDI benefits were paid to approximately 45 million beneficiaries.
Eligibility and benefit amounts are determined under the laws applicable for the period.
Current law provides that the amount of the monthly benefit payments for workers, or their
eligible dependents or survivors, is based on the workers' lifetime earnings histories.

The OASDI program has been described as an income transfer program--that is, a program to
reduce economic disparity by redistributing income among households. The program transfers
incomein at least two ways. First, because the program is financed largely on a pay-as-you-go
basis--that is, OASDI payroll taxes paid each year by current workers are primarily used to pay
the benefits provided during that year to current beneficiaries--the program transfers income
generally from younger to older people. Second, because the retired-worker benefits it pays
replace alarger proportion of earned income for lower earners than for higher earners, income
istransferred among workers with different earnings levels, even if they are of the same age.
The amount of OASDI income and benefits may be altered by changes in laws governing the
program.

Program Finances and Sustainability

As discussed in Note 8 to the consolidated financial statements, aliability of $42 billion as of
September 30, 2001 isincluded in “Benefits Due and Payable” on the balance sheet for unpaid
amounts of OASDI benefits due to recipients on or before that date ($38 billion as of
September 30, 2000, as presented in last year’s report). Virtually all of this amount was paid in
October 2001. Also, an asset of $1,170 billion is recognized for the “investmentsin Treasury
securities” as of September 30, 2001 ($1,007 billion as of September 30, 2000). These
investments are referred to as “trust fund assets” or “balance” throughout the remainder of this
disclosure. They represent the accumulated excess for the OASDI program of all past income,
including interest, over all past expenditures. They are invested only in securities backed by
the full faith and credit of the Federal government.

No liability has been recognized on the balance sheet for future payments to be made to
current and future program participants beyond the unpaid amounts as of September 30, 2001.
This is because OASDI is accounted for as a social insurance program rather than as a
pension program. Accounting for a social insurance program recognizes the expense of
benefits when they are actually paid, or are due to be paid, because benefit payments are
primarily nonexchange transactions and are not considered deferred compensation, as would
employer-sponsored pension benefits for employees. Accrual accounting for a pension
program, by contrast, recognizes retirement benefit expenses as they are earned so that the full
estimated actuarial present value of the worker’s expected retirement benefits has been
recognized by the time the worker retires.

Supplementary Sewardship Information - While no liability has been recognized on the
balance sheet for future payments beyond those due at the reporting date, actuarial estimates
are made of the long-range financial condition of the OASDI program and are presented here.
Throughout this section, the following terms will generally be used as indicated:

 income: payroll taxes from employers, employees, and self-employed persons; revenue
from Federal income-taxation of OASDI benefits; interest income from Treasury securities
held as assets of the trust funds; and miscellaneous reimbursements from the General Fund of
the Treasury;
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* income excluding interest: income, as defined above, excluding the interest income from
Treasury securities held as assets of the trust funds;

* expenditures: benefit payments, administrative expenses, net transfers with the Railroad
Retirement program, and vocational rehabilitation expenses for disabled beneficiaries,

» cashflow: either income excluding interest, or expenditures, depending on the context,
expressed in hominal dollars;

* net cashflow: income excluding interest less expenditures, expressed in nominal dollars.

All estimates in this section are based on the intermediate assumptions in the 2001 Annual
Report of the Board of Trustees of the Federal Old-Age and Survivors Insurance and Disability
Insurance Trust Funds (2001 Trustees Report) (see Table 7). The statement presented on

page 91 and the supplementary stewardship information below are derived from estimates of
future income and expenditures based on these assumptions and on the current Social Security
Act, including future changes previously enacted. This information includes:

(1) actuarial present values of future estimated expenditures for, and estimated income
(excluding interest) from, or on behalf of, current and future program participants;

(2) estimated annual income excluding interest and expenditures in nominal dollars and
as percentages of taxable payroll and GDP;

(3) the ratio of estimated covered workers to estimated beneficiaries showing the
relationship between the program’s tax payers and benefit recipients; and

(4) an analysis of the sensitivity of the projections to changes in selected assumptions,
which isincluded in recognition of the inherent uncertainty noted above.

Estimates are generally based on a 75-year projection period but are displayed in the charts
through the year in which the OASDI trust funds are projected to become exhausted (2038 for
this accountability report). Estimates extending far into the future are inherently uncertain, and
uncertainty is greater for the more distant years.

Cashflow Projections - Chart 1 shows actuarial estimates of OASDI annual income, income
excluding interest, and expenditures for 2001-2038 in nominal dollars. The estimates are for
the open-group population, all persons projected to participate in the OASDI program as
covered workers or beneficiaries, or both, during that period. Thus, the estimates include
payments from, and on behalf of, workers who will enter covered employment during the
period as well as those already in covered employment at the beginning of that period. They
also include expenditures made to, and on behalf of, such workers during that period.

As chart 1 shows, estimated expenditures start to exceed income (including interest) in 2025.
This occurs because of avariety of factors including the retirement of the “baby boom”
generation, the relatively small number of people born during the subsequent period of low
birth rates, and the projected increases in life expectancy, which increase the average number
of years of receiving benefits relative to the average number of years of paying taxes.
Estimated expenditures start to exceed income excluding interest even earlier, in 2016. At that
time, to meet all OASDI expenditures on atimely basis, the trust funds would begin to redeem
assets (Treasury securities). To finance this redemption, the government would have to
increase its borrowing from the public, raise taxes (other than OASDI payroll taxes), and/or
reduce expenditures (other than OASDI expenditures). (The government, of course, could
make this redemption unnecessary by changing the law to increase OASDI taxes and/or reduce
OASDI benefits.)
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Chart 1 - Estimated OASDI Income and Expenditures,
2001-2038
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Percentage of Taxable Payroll - Chart 2 shows estimated annual income excluding interest and
expenditures expressed as percentages of taxable payroll. As presently constructed, the
program receives most of its income from the 6.2 percent payroll tax that employees and
employers each pay on taxable wages and salaries (for a combined payroll tax rate of

12.4 percent of taxable payroll), and the 12.4 percent that is paid on taxable self-employment
income. Because estimated annual income excluding interest consists primarily of payroll
taxes, when expressed as a percentage of taxable payroll, it is close in magnitude to the
OASDI payroll tax rate. The amount by which the income exceeds the tax rate reflects revenue
transferred to the trust funds based on Federal income-taxation of OASDI benefits. When
estimated expenditures are compared to income as percentages of taxable payroll, they
necessarily reflect a similar pattern as when compared in nominal dollars. Whether expressed
in nominal dollars or as percentages of taxable payroll, prior to 2016 estimated annual
expenditures are less than estimated annual income, excluding interest, whereas thereafter they
are more.

Chart 2 - Estimated OASDI Income Excluding Interest,
and Expenditures, as a Percent of Taxable Payroll,
2001-2038
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The statement of social insurance on page 91 shows that the present value of the excess of
income (excluding interest) over expenditures for the 75-year period is -$4,207 billion. If
augmented by the trust fund assets at the start of the period (January 1, 2001), it is

-$3,157 billion. This excess does not equate to the actuarial balance in the Trustees Report. To
reconcile these values, the excess (including the starting trust fund assets) would need to
consider the cost of attaining a target Trust Fund balance by the end of the period. The present
value of this cost is $237 billion, which reduces the excess to -$3,394 billion. This reduced
(more negative) excess, when expressed as a percent of taxable payroll, is defined by the
Trustees in their annual reports to be the actuarial balance. Thus, the excess of -$3,394 billion
equates to the actuarial balance of -1.86 percent of taxable payroll reported in the

2001 Trustees Report.

Oneinterpretation of this negative actuarial balance (-1.86 percent of taxable payroll) isthat it
represents the magnitude of the increase in the average combined payroll tax rate for the
75-year period that would result in an actuarial balance of zero. The combined payroll tax rate
is 12.4 percent today and is currently scheduled to remain at that level. An increase of

1.86 percentage points in this rate in each year of the 75-year projection period--about

0.93 percentage points for employees and employers each, resulting in a total rate for each of
7.13 percent--is estimated to produce enough income to pay all benefits due under current law
for that period. Equivalent benefits reductions, or combinations of both tax increases and
benefit reductions, could be made to achieve the same effect. Any accumulation and
subsequent redemption of substantial trust fund assets may have economic and public policy
implications that go beyond the operation of the OASDI program itself. Discussion of these
broader issues is not within the scope of this report.

Percentage of Gross Domestic Product (GDP) - Chart 3 shows estimated annual income,
excluding interest, and expenditures, expressed as percentages of GDP. Analyzing these
cashflows in terms of percentage of the GDP, which represents the total value of goods and
services produced in the United States, provides a measure of the size of the OASDI program
in relation to the capacity of the national economy to sustain it.

Chart 3 - Estimated OASDI Income Excluding
Interest, and Expenditures, as Percent of GDP,

2001-2038
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In 2000, OASDI expenditures were about $415 billion, which was about 4.2 percent of GDP.
When the baby boomers will have retired, the cost of the program (based on current law) is
estimated to be about 6.6 percent of GDP, which is significantly more than it is today. Nearly
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all of the increase between now and 2038 will occur because baby boomers will become
eligible for OASDI benefits, while subsequent lower birth rates will result in fewer workers
per beneficiary.

Sensitivity Analysis - Asindicated by the assumptions shown at the end of this

section (Table 7), projections of the future financial status of the OASDI program depend on
many economic and demographic assumptions, including GDP, labor force, unemployment,
average wages and self-employment earnings, interest rates on Treasury securities,
productivity, inflation, fertility, mortality, net immigration, marriage, divorce, retirement
patterns and disability incidence and termination. The income will depend on how these
factors affect the size and composition of the working population and the level and distribution
of wages and earnings. Similarly, the expenditures will depend on how these factors affect the
size and composition of the beneficiary population and the general level of benefits. Because
perfect long-range projections of these factors are impossible, this section is included to
illustrate the sensitivity of the long-range projections to changes in assumptions by analyzing
six key assumptions: total fertility rate, death rate, net immigration, real-wage differential,
consumer price index, and real interest rate.

For this analysis, the intermediate assumptions in the 2001 Trustees Report are used as the
reference point, and each selected assumption is varied individually. All present values are
calculated as of January 1, 2001 and are based on estimates of income and expenditures during
the 75-year projection period 2001-2075. In this section, for brevity, “income” means “income
excluding interest.”

For each assumption analyzed, one table and two charts are presented. The table shows the
present value of the estimated excess of OASDI income over expenditures based on each of
three selected values of the assumption being analyzed. The middle values provided
correspond to the intermediate assumption of the Trustees. The first chart shows estimated
annual OASDI net cashflow based on each of those values. The second chart, labeled with the
suffix “A,” showsthe present value of each net cashflow amount shown in thefirst chart andis
included to facilitate interpreting net cashflow in terms of today’s dollar. Because the
calculation of present valuesis a discounting process, the magnitude of the present value for
each year in the second chart is lower than the corresponding net cashflow amount in the first
chart--positive values are less positive and negative values are less negative.

Total Fertility Rate - Table 1 shows the present value of the estimated excess of OASDI
income over expenditures for the 75-year period, using various assumptions about the ultimate

total fertility ratel. These assumptionsare 1.7, 1.95 and 2.2 children per woman, where 1.95is
the intermediate assumption in the 2001 Trustees Report. The total fertility rate is assumed to
change gradually from its current level and to reach the selected ultimate value in 2025.

Table 1 demonstrates that, if the ultimate total fertility rate is changed from 1.95 children per
woman, the Trustees' intermediate assumption, to 1.7, the shortfall for the period of estimated
OASDI income relative to expenditures would increase to $4,636 billion, from $4,207 billion;
if the ultimate rate were changed to 2.2, the shortfall would decrease to $3,737 billion.

1. Thetotal fertility rate for any year isthe average number of children who would be born to awoman in her lifetime
if she were to experience the birth rates by age observed in, or assumed for, the selected year, and if she wereto
survive the entire childbearing period.
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Valuation Period: 2001-2075

Table 1: Present Value of Estimated Excess of OASDI Income over Expenditures
with Various Ultimate Total Fertility Rate Assumptions

Ultimate Total Fertility Rate 17 1.95

2.2

Excessin Present VValue Dollars (In billions) -$4,636 -$4,207

-$3,737

Charts 4 and 4A show estimates using the same total fertility rates used for the estimatesin

Table 1. Chart 4 shows the estimated annual OASDI net cashflow.

Chart 4 - Estimated OASDI Net Cashflow
with Various Ultimate Total Fertility Rate Assumptions
2001-2038
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Thethree patterns of estimated annual OASDI net cashflow shown in Chart 4 are similar. After

increasing slightly in the first few years, the net cashflow estimates decrease steadily through
2038. They remain positive through 2015 and are negative thereafter. While the fertility rate
would have a substantial effect for the next 75-year period as a whole, it would have only a

minor effect for the first 37 years of this period.

Very little difference is discernible among the estimates of annual net cashflow based on the
three ultimate total fertility rates throughout this period. In particular, it is difficult to discern

from Chart 4 that annual net cashflow based on higher fertility ratesislower in the early years,

although higher thereafter. In the early years, more births are assumed to result in fewer
women in the labor force and more children receiving OASDI benefits. Thus, in the early
years, higher fertility rates result in both reduced payroll taxes and increased benefits and,
therefore, lower net cashflow. As the larger birth cohorts age and enter the labor force,
however, the effect on payroll taxes gradually changes from a reduction to a net increase. By
2029 and for all years thereafter, increased payroll taxes more than offset increased benefits.
Thus, from that year on, annual net cashflow based on higher fertility rates is higher (less

negative) than annual net cashflow based on lower fertility rates.
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Chart 4A shows the present value of the estimated annual OASDI net cashflow.

Chart 4A - Present Value of Estimated OASDI Net Cashflow
with Various Ultimate Total Fertility Rate Assumptions
2001-2038
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The three patterns of the present values shown in Chart 4A are similar. The present values
decrease steadily through the early 2030’s. They remain positive through 2015 and are
negative thereafter. Present values based on all three ultimate total fertility rates begin to
increase (become less negative) in the 2030’s (2032 for 2.2 and 2033 for the others). Thus, in
terms of today’s investment dollar, annual OASDI net cashflow, although still negative, begins
to increase (become less negative) at that time. For example, based on all three ultimate total
fertility rates, it would take less of an investment today to cover the annual deficit in 2033 than
it would to cover the annual deficit in 2032.

Death Rates - Table 2 shows the present values of the estimated excess of OASDI income over
expenditures for the 75-year period, using various assumptions about future reductionsin
death rates. The analysis was developed by varying the reduction assumed to occur during
2000-2075 in death rates by age, sex, and cause of death. The reductions assumed for this
period, summarized as average annual reductions in the age-sex-adjusted death rate, are 0.26,
0.68 and 1.23 percent per year, where 0.68 percent is the intermediate assumption in the
2001 Trustees Report. (The resulting cumulative decreases in the age-sex-adjusted death rate
during the same period are 17, 40 and 60 percent, respectively.)

Table 2 demonstrates that, if the annual reduction in death rates is changed from 0.68 percent,
the Trustees' intermediate assumption, to 0.26 percent, meaning that people die younger, the
shortfall for the period of estimated OASDI income relative to expenditures would decrease to
$2,980 billion, from $4,207 billion; if the annual reduction were changed to 1.23 percent,
meaning that people live longer, the shortfall would increase to $5,574 billion.
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Table2: Present Value of Estimated Excess of OASDI Income over Expenditures
with Various Death Rate Assumptions
Valuation Period: 2001-2075

Average Annual Reduction in Death Rates
(from 2000 to 2075) 0.26 Percent 0.68 Percent 1.23 Percent

Excess in Present Value Dollars (In billions) -$2,980 -$4,207 $5,574

Charts 5 and 5A show estimates using the same assumptions about future reductions in death
rates used for the estimatesin Table 2. Chart 5 shows the estimated annual OASDI net

cashflow.

Chart 5 - Estimated OASDI Net Cashflow
with Various Death Rate Assumptions
2001-2038
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Thethree patterns of estimated annual OASDI net cashflow shown in Chart 5 are similar. After
increasing slightly in the first few years, the net cashflow estimates decrease steadily through
2038. They remain positive through 2014 for an assumed average annual reduction of

1.23 percent and through 2015 for the other assumptions, after which the annual net cashflow
estimates are negative. Relatively little difference is discernible in the early years among the
estimates of annual net cashflow based on the three assumptions about the reduction in death
rates. Thereafter, differences become more apparent. Because annual death rates resulting
from the three assumptions diverge steadily with time, resulting estimated annual OASDI net
cashflows do so, too.

Although lower death rates result in both higher income and higher expenditures, expenditures
increase more than income. For any given year, reductions in death rates at the earliest
retirement eligibility age of 62 and older, which are the ages of highest death rates, increase
the number of retired-worker beneficiaries (and, therefore, the amount of retirement benefits)
without adding significantly to the number of covered workers (and, therefore, the amount of
payroll taxes). Although reductions at age 50 to retirement eligibility age add significantly to
the number of covered workers, the increased payroll tax income is not large enough to offset
the additional retirement and disability benefits resulting from the increased number of people
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surviving to age 50 and over. At ages under 50, death rates are so low that even substantial
reductions do not result in significant increases in either the number of covered workers or
beneficiaries.

Chart 5A shows the present value of the estimated annual OASDI net cashflow.

Chart 5A - Present Value of Estimated OASDI Net Cashflow
with Various Death Rate Assumptions
2001-2038
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Thethree patterns of the present values shown in Chart 5A are similar. After increasing for one
year, the present val ues decrease steadily through the early 2030's. They remain positive
through 2014 for an assumed average annual reduction of 1.23 percent and through 2015 for
the other assumptions, after which the present val ues are negative. Present values based on all
three assumptions begin to increase (become less negative) in the 2030’'s (2033, 2034 and 2035
for assumptions of reductions of 0.26, 0.68 and 1.23 percent per year, respectively). Thus, in
terms of today’s investment dollar, annual OASDI net cashflow, although still negative, begins
to increase (become less negative) at that time.

Net Annual Immigration - Table 3 shows the present values of the estimated excess of

OASDI income over expenditures for the 75-year period, using various assumptions about
the magnitude of net annual immigration. These assumptions are that the ultimate net annual
immigration (legal and other-than-legal) will be 655,000 persons, 900,000 persons and
1,210,000 persons, where 900,000 persons is the intermediate assumption in the 2001 Trustees
Report.

Table 3 demonstrates that, if net annual immigration is changed from 900,000 persons, the
Trustees’ intermediate assumption, to 655,000 persons, the present value of the shortfall for
the period of estimated OASDI income relative to expenditures would increase to

$4,336 billion, from $4,207 billion. If the net annual immigration were changed to
1,210,000 persons, the present value of the shortfall would decrease to $3,983 billion.
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Table 3: Present Value of Estimated Excess of OASDI Income over Expenditures
with Various Ultimate Net Annual Immigration Assumptions
Valuation Period: 2001-2075

Ultimate Net Annual Immigration 655,000 Persons | 900,000 Persons | 1,210,000 Persons

Excessin Present Value Dollars (In billions) -$4,336 -$4,207 -$3,083

Charts 6 and 6A show estimates using the same assumptions about net annual immigration used
for the estimates in Table 3. Chart 6 shows the estimated annual OASDI net cashflow.

Chart 6 - Estimated OASDI Net Cashflow
with Various Ultimate Net Annual Immigration Assumptions
2001-2038
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The three patterns of estimated annual OASDI net cashflow estimates shown in Chart 6 are
similar. After increasing slightly in the first few years, the net cashflow estimates decrease
steadily through 2038. They remain positive through 2014 for assumed ultimate net annual
immigration of 655,000 persons and through 2015 for the other assumptions, after which the
annual net cashflow estimates are negative.

Very little difference is discernible in the early years among the estimates of net annual
cashflow based on the three assumptions about net annual immigration. However, as these
three levels of net annual immigration accumulate, variations in cashflows become more
apparent. Because immigration generally occurs at relatively young adult ages, the effects are
similar to those of total fertility rates, except that the ultimate effect occurs earlier. Thereisno
significant effect on beneficiaries (and, therefore, on benefits) in the early years but the effect
on workers (and, therefore, on payroll tax income) isimmediate. Thus, evenin the early years,
annual net cashflow, year by year, is higher (less negative in later years) for higher net annual
immigration. As more and more of the larger immigration cohorts enter the labor force, the
increased payroll taxes that accumulate are only partially offset by subsequent increased
benefits. Thus, annual net cashflow based on higher net annual immigration is increasingly
higher (less negative) than annual net cashflow based on lower net annual immigration.
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Chart 6A shows the present value of the estimated annual OASDI net cashflow.

Chart 6A - Present Value of Estimated OASDI Net Cashflow
with Various Ultimate Net Annual Immigration Assumptions
2001-2038
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Thethree patterns of the present values shown in Chart 6A are similar. After increasing for one
year, the present values decrease steadily through 2033. They remain positive through 2014 for
assumed ultimate net annual immigration of 655,000 persons and through 2015 for the other
assumptions, after which the present values are negative. Present values based on all three
assumptions about net annual immigration begin to increase (become less negative) in 2034.
Thus, in terms of today’s investment dollar, annual OASDI net cashflow, although still
negative, begins to increase (become less negative) at that time.

Real-Wage Differential - The real-wage differential is the difference between the percentage
increases in (1) the average annual wage in OASDI covered employment and (2) the average
annual Consumer Price Index (CPI). Table 4 shows the present values of the estimated excess
of OASDI income over expenditures for the 75-year period, using various assumptions about
the ultimate real-wage differential. These assumptions are that the ultimate real -wage differential
will be 0.5, 1.0 and 1.5 percentage points, where 1.0 percentage point is the intermediate
assumption in the 2001 Trustees Report. In each case, the ultimate annual increasein the CPl is
assumed to be 3.3 percent (as used in the intermediate assumptions), yielding ultimate percentage
increases in the average annual wage in covered employment of 3.8, 4.3 and 4.8 percent,
respectively.

Table 4 demonstrates that, if the ultimate real-wage differential is changed from 1.0 percentage
point, the Trustees' intermediate assumption, to 0.5 percentage point, the shortfall for the
period of estimated OASDI income relative to expenditures would increase to $4,660 billion
from $4,207 billion; if the ultimate real-wage differential were changed from 1.0 to

1.5 percentage points, the shortfall would decrease to $3,559 hillion.
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Table 4: Present Value of Estimated Excess of OASDI Income over Expenditures
with Various Ultimate Real-Wage Assumptions
Valuation Period: 2001-2075

Ultimate Percentage Change in Wages - CPI 38-33 43-33 48-33

Excessin Present VValue Dollars (In billions) -$4,660 -$4,207 -$3,559

Charts 7 and 7A show estimates using the same assumptions about the ultimate real-wage
differential used for the estimates in Table 4. Chart 7 shows the estimated annual OASDI net
cashflow.

Chart 7 - Estimated OASDI Net Cashflow
with Various Ultimate Real-Wage Assumptions
2001-2038
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The three patterns of estimated net annual OASDI cashflow shown in Chart 7 are similar. After
increasing in the early years, the net cashflow estimates decrease steadily through 2038.
Estimated net cashflow remains positive through 2013, 2015 and 2016 for assumed ultimate
real-wage differentials of 0.5, 1.0 and 1.5 percentage points, respectively, and is negative
thereafter.

Differences among the estimates of annual net cashflow based on the three assumptions about
the ultimate real-wage differential become apparent early in the projection period. Higher
real-wage differential sincrease both wages and initial benefit levels. Because the effects on wages
and, therefore, on payroll taxes areimmediate, while the effects on benefits occur with a substantial
lag, annual net cashflow is higher (less negative in later years) for higher assumed real-wage
differentials. In the early years, when the effects on benefits are quite small and the effects on
wages are compounding, the patterns of the estimates of annual net cashflow based on the

three assumptions diverge fairly rapidly.
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Chart 7A shows the present value of the estimated annual OASDI net cashflow.

Chart 7A - Present Value of Estimated OASDI Net Cashflow
with Various Ultimate Real-Wage Assumptions
2001-2038
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The three patterns of the present values shown in Chart 7A are similar. After increasing for
one year, the present val ues decrease steadily through the early 2030’s. They remain positive
through 2013, 2015 and 2016 for assumed ultimate real-wage differentials of 0.5, 1.0 and

1.5 percentage points, respectively, and are negative thereafter. Present values based on all three
assumptions begin to increase (become less negative) in the 2030’s (2033 for an assumed
ultimate real-wage differential of 0.5 percentage points and 2034 for the other two assumptions).
Thus, in terms of today’s investment dollar, annual OASDI net cashflow, although still
negative, begins to increase (become less negative) at that time.

Consumer Price Index - Table 5 shows the present values of the estimated excess of OASDI
income over expenditures for the 75-year period, using various assumptions about the ultimate
rate of change in the CPI. These assumptions are that the ultimate annual increase in the CPI
will be 2.3, 3.3 and 4.3 percent, where 3.3 percent is the intermediate assumption in the

2001 Trustees Report. In each case, the ultimate real-wage differential is assumed to be

1.0 percentage point (as used in the intermediate assumptions), yielding ultimate percentage
increases in average annual wages in covered employment of 3.3, 4.3 and 5.3 percent,
respectively.

Table 5 demonstrates that, if the ultimate annual increase in the CPI is changed from

3.3 percent, the Trustees’ intermediate assumption, to 2.3 percent, the shortfall for the period
of estimated OASDI income relative to expenditures would increase to $4,537 hillion, from
$4,207 billion; if the ultimate annual increase in the CPl were changed to 4.3 percent, the
shortfall would decrease to $3,863 billion. This seemingly counter-intuitive result--that higher
CPI-increases result in decreased shortfalls, and vice versa--occurs because varying
CPI-increases while retaining the same annual real-wage differentials affects earnings (and,
therefore, taxes) sooner than benefits (and, therefore, expenditures). See the discussion below
for a more complete explanation.
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Table5: Present Value of Estimated Excess of OASDI Income over Expenditures
with Various Ultimate CPI-Increase Assumptions
Valuation Period: 2001-2075

Ultimate Percentage Change in Wages - CPI 33-23 43-33 53-43

Excess in Present Value Dollars (In billions) -$4,537 -$4,207 -$3,863

Charts 8 and 8A show estimates using the same assumptions about the ultimate annual increase
in the CPI used for the estimatesin Table 5. Chart 8 shows the estimated annual OASDI net
cashflow.

Chart 8 - Estimated OASDI Net Cashflow
with Various Ultimate CPl-Increase Assumptions
2001-2038
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The three patterns of estimated annual OASDI net cashflow shown in Chart 8 are similar. After
increasing in the early years, the net cashflow estimates decrease steadily through 2038.
Larger increases in the CPI with the same real-wage differential s produce higher wages, which
produce both higher payroll taxes and higher initial benefits. Larger increases in the CPI also
produce higher benefits directly, by increasing the cost-of-living adjustments to benefits. Thus,
larger increases in the CPI result in both higher income and higher expenditures.

If expenditures were increased each year by the same percentage as income, the magnitude of
annual net cashflow would increase--positive annual net cashflow would become more
positive, and negative annual net cashflow would become more negative. Also, if positive net
cashflow were followed by negative net cashflow (or vice versa), the year in which the annual
net cashflow would cross zero would be unaffected by altering the assumed rate of changein
the CPI. As aresult, the patterns would cross each other at that time.

In practice, however, larger increases in the CPI cause income to increase sooner, and thus by
more in each year, than expenditures. The effect on wages and payroll taxes occurs
immediately, but the effect on benefits occurs with alag. Thus, the theoretical results
described above are shifted by the relatively large effect on income--positive annual net
cashflow is even more positive, and negative annual net cashflow is less negative or becomes
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positive. Chart 8 shows that annual net cashflow remains positive through 2014 for an assumed
ultimate annual increase in the CPI of 2.3 percent and 2015 for the other two assumptions, and
is negative thereafter. In addition, because of the shift described above, the patterns cross each
other about 2019 or 2020 rather than when the annual net cashflow is zero.

Chart 8A shows the present value of the estimated annual OASDI net cashflow.

Chart 8A - Present Value of Estimated OASDI Net Cashflow
with Various Ultimate CPl-Increase Assumptions
2001-2038
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The three patterns of the present values shown in Chart 8A are similar. The present values
decrease steadily through 2033 before beginning to increase. They remain positive through
2015 (2014 for assumed ultimate annual increase in the CPI of 2.3 percent) and are negative
thereafter. Present values based on all three assumptions begin to increase (become less
negative) in 2034. Thus, in terms of today’s investment dollar, annual OASDI net cashflow,
although still negative, begins to increase (become less negative) at that time.

The magnitudes of the present valuesin Chart 8A are lower, year by year, than the amounts in
Chart 8 because of the discounting process used for computing present values. This would be
the case even if the nominal interest rates on which the present values are based were assumed
to be the same for all three patterns of annual net cashflow. For this analysis, however, larger
increases in the CPI are combined with the same assumed real interest rates, thereby producing
higher nominal interest rates. The effect of these higher interest rates is to reduce the
magnitudes of the present values of annual net cashflow even more--the present values of
positive annual net cashflow become less positive, and the present values of negative annual
net cashflow become less negative. The compounding effect of the higher interest ratesis
strong enough, relative to the factors increasing benefits, to reduce the magnitudes of the
present values of the negative annual net cashflow of the later years sufficiently to eliminate
the crossover of the patterns that occurred in Chart 8.

Real Interest Rate - Table 6 shows the present values of the estimated excess of OASDI
income over expenditures for the 75-year period, using various assumptions about the ultimate
annual real interest rate for special-issue Treasury obligations sold only to the trust funds.
These assumptions are that the ultimate annual real interest rate will be 2.2, 3.0 and

3.7 percent, where 3.0 percent is the intermediate assumption in the 2001 Trustees Report.
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Changesin real interest rates change the present value of cashflow, even though the cashflow
itself does not change. Table 6 demonstrates that, if the ultimate real interest rate is changed
from 3.0 percent, the Trustees' intermediate assumption, to 2.2 percent, the shortfall for the
period of estimated OASDI income relative to expenditures, when measured in present-value
terms, would increaseto $6,125 billion, from $4,207 billion; if the ultimate annual real interest
rate were changed to 3.7 percent, the present-value shortfall would decrease to $3,025 billion.

Table 6: Present Value of Estimated Excess of OASDI Income over Expenditureswith
Various Ultimate Real-I nterest Assumptions
Valuation Period: 2001-2075

Ultimate Annual Real Interest Rate 292 3.0 37

Excess Present Value Dollars (In billions) -$6,125 -$4,207 -$3,025

Charts 9 and 9A show estimates using the same assumptions about the ultimate annual real
interest rate used for the estimatesin Table 6. Chart 9 shows the estimated annual OASDI net
cashflow.

Chart 9 - Estimated OASDI Net Cashflow
with Various Ultimate Real Interest Rate Assumptions
2001-2038

(In billions of dollars)

200

0 \
-200 1
2.2% \
-400
3.0%
3.7%
-600 \
-800 \

-1,000
N

'1 ,200 T T T T T T
2001 2006 2011 2016 2021 2026 2031 2036

Calendar Year

The three patterns of estimated annual OASDI net cashflow shown in Chart 9 are identical,
because interest rates do not affect cashflow. After increasing through 2006, the net cashflow
estimates decrease steadily through 2038. They remain positive through 2015 and are negative
thereafter.

Chart 9A shows the present value of the estimated annual OASDI net cashflow.
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Chart 9A - Present Value of Estimated OASDI Net Cashflow
with Various Ultimate Real Interest Rate Assumptions
2001-2038
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The three patterns of the present values shown in Chart 9A are similar. After increasing for one
year, the present values decrease steadily through the early 2030’s. They remain positive
through 2015 and are negative thereafter. Present values based on all three assumptions begin
to increase (become less negative) in the 2030’s (2035, 2034 and 2033 for assumed ultimate
real interest rates of 2.2, 3.0 and 3.7 percent, respectively). Thus, in terms of today’s
investment dollar, annual OASDI net cashflow, although still negative, begins to increase
(become less negative) at that time.

Chart 9A shows a crossover in the patterns of the present values of the net cashflow. The
crossover occurs at the time the net cashflow changes from positive to negative, which
happens in 2016. The crossover occurs because higher interest rates result in present values
that are lower in magnitude--positive amounts become less positive and negative amounts
become less negative. Thus, before the time of the crossover--when the net cashflow is
positive--the use of higher interest rates results in lower present values; after that time--when
the net cashflow is negative--the use of higher interest rates results in higher present
values--that is, present values that are less negative--thereby resulting in the crossover.

Ratio of Workers to Beneficiaries - Chart 10 below shows the estimated number of covered
workers per OASDI beneficiary using the Trustees' intermediate assumptions. As defined by
the Trustees, covered workers are persons having earnings creditable for OASDI purposes on
the basis of services for wages in covered employment and/or on the basis of income from
covered self-employment. The estimated number of workers per beneficiary will decline from
3.4in 2000 to 2.1 in 2038.

Chart 10 - Number of Covered Workers Per OASDI Beneficiary
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Social Security Assumptions
The estimates used in this presentation are based on the assumption that the programs will continue as presently
constructed. They are also based on various economic and demographic assumptions, including those in the

following table:
Table 7: Social Security Assumptions
Period Life
Expectancy Average Annual
At Birth® Percentage Change In;
Average
Age-Sex- Net Annual Real-Wage Annual Average
Total Adjusted Immigration | Differential® Wagein Annual
Fertility Death Rate? (personsper | (percentage Covered Real Interest
Ratel (per 100,000) | Male | Female year) points) Employment | CPI® | GDPP Rate’
2001 2.06 796.5 74.0 79.6 840,000 19 4.9 30 31 5.6%
2005 2.04 773.7 74.6 80.0 900,000 12 44 3.2 23 6.2%
2010 2.02 751.1 75.3 80.3 900,000 10 4.3 33 20 6.3%
2020 197 701.7 76.4 81.1 900,000 10 43 33 17 6.3%
2030 1.95 649.4 77.3 81.9 900,000 10 4.3 33 17 6.3%
2040 1.95 603.3 78.2 82.6 900,000 10 4.3 33 17 6.3%
1. Thetotal fertility rate for any year is the average number of children who would be born to awoman in her lifetime if she wereto

experience the birth rates by age observed in, or assumed for, the selected year, and if she were to survive the entire childbearing period.
The ultimate total fertility rate is assumed to be reached in 2025.

The age-sex-adjusted death rate is the crude rate that would occur in the enumerated total population as of April 1, 1990, if that
population were to experience the death rates by age and sex observed in, or assumed for, the selected year. It isa summary measure and
not a basic assumption; it summarizes the basic assumptions from which it is derived.

The period life expectancy for a group of persons born in a given year isthe average that would be attained by such persons if the group
were to experience in succeeding years the death rates by age observed in, or assumed for, the given year. It is a summary measure and
not a basic assumption; it summarizes the effects of the basic assumptions from which it is derived.

The real-wage differential is the difference between the percentage increases, before rounding, in the average annual wage in covered
employment, and the average annual Consumer Price Index.

The Consumer Price Index (CPl) isthe annual average value for the calendar year of the Consumer Price Index for Urban Wage Earners
and Clerical Workers (CPI-W).

The real Gross Domestic Product (GDP) is the value of total output of goods and services, expressed in 1996 dollars. It isasummary
measure and not a basic assumption; it summarizes the effects of the basic assumptions from which it is derived.

The average annual interest rate is the average of the nominal interest rates, which, in practice, are compounded semiannually, for special
public-debt obligations issuable to the trust fundsin each of the 12 months of the year.

These assumptions and the other values on which these displays are based reflect the intermediate assumptions of
the 2001 Trustees Report. Estimates made in certain prior years have changed substantially because of revisions to
the assumptions based on changed conditions or experience, and to changes in actuarial methodology. It is
reasonabl e to expect more changes for similar reasons in future reports.
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GPRA Performance Results

Summary of Achievement-FY 2001
Performance Goals

The performance data presented in this report are fundamentally complete and reliable as outlined
in the guidance available from the Office of Management and Budget. While we have identified no
material inadequacies, the Data Quality discussion in the Performance Goals and Results section of
Management’s Discussion and Analysis describes our continuing efforts to strengthen the quality
and timeliness of SSA's performance information to increase its value to SSA’s management,
policymakers and others. The results achieved for each FY 2001 goal are either discussed in this
report or will be included in afuture annual report. SSA’s managers routinely use this performance
datato improve the quality of program management and to demonstrate accountability in achieving
program results.

The chart below describes the results for the 68 Government Performance and Results Act (GPRA)
performance goals. We met 35 of the 68 goals. We did not establish targets for 3 of the 68
indicators, and they were not measured in FY 2001. However, they are discussed in the “Individual
Performance Indicator Results’ section.

16.2%
Not Met

51.5%

0,
14.7% Met

Almost
Met

11.7%
Data Not
Yet Available

5.9%
Not Measured in
FY 2001

On the next page, a summary chart displays al of the 64 GPRA measured performance indicators,
plus one non-GPRA key performance indicator for Supplemental Security Income (SSI)
redeterminations. This chart displays each target as “met,” “not met,” “not met by slim margin or
strongly positive trend toward target,” and “data not yet available.” The indicators are organized
under the objectives that they support; each objective has one or more performance indicators. We
include a summary of performance for each objective, which rolls up the performance for the
indicators that support it.

Following the summary chart areindividual discussions for each of our performance indicators. If
we did not have final FY 2000 performance datain time for the FY 2000 Annual Performance
Report, we include it here along with the FY 2001 discussion. We also include data definitions and
data sources (if available) for each indicator.
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OUR ACHIEVEMENT OF FY 2001 PER

Strategic Goal: Responsive Programs

Performance | ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or
Srong Positive Trend Toward Target

Target Not Met

e

Target Not Yet Available

FORMANCE TARGETS

BY GOAL AND OBJECTIVE

Performance Summary

Objective: Promote policy changes that shape the OASI and DI programs.

Key Pl: Barometer measures for assessing the
effectiveness of the OASDI program. t

Our resultsfor this Objective
were outstanding. We met all
4 performance targets and thus

Analyses and reports on the effect of OASDI
programs on different populations. t

advanced our research and analysis
of the OASI and DI programs,
helping us devel op appropriate

Analyses and reports on demographic,
economic and international trends and their t
effects on OASDI programs.

policy proposals for the future.

Key PI: Research and policy analysesto assist
in the development of proposalsto strengthen t
and enhance the solvency of OASDI programs.

Objective: Promote policy changes that shape the SSI

program.

Barometer measures for assessing the
effectiveness of the SSI program. t

Our resultsfor this Objective
were positive. We met 3 out of 4

Completion of data collection and report
on the SSI Childhood Disability Survey.

tar gets. We were unable to

compl ete data collection for the SSI
Childhood Disability Survey as
scheduled, but will be on schedule

Analysis on sources of support for the
SSI population.

to meet our FY 2002 and 2003
targets.

B 5 (&

Analysis of complex SSI policies.

Objective: Promote policy changes that shape the disal

bility program.

Research design for validating medical listings.

Our resultsfor this Objective
werepositive. Wemet 2 out of the

Reports on results of the National Study of
Health and Activity (NSHA).

3targets. We did not initiate the
NSHA main study data collection
as scheduled in FY 2001; data

D & D

Alternative return-to-work strategies.

collection will beginin late
FY 2002 or early FY 2003.
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Objective: Provide information for decisionmakers and others on the SS and
SSI programs.

Performance I ndicators (PI): Performance Summary

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

User rating of SSA's research and
analysis products.

Our resultsfor this Objective
wer e outstanding. We met both
targets. We established first
measures for user satisfaction
ratings and produced all major
statistical products on time.

D =2 $e&as

Timeliness of mgjor statistical products.

Srategic Goal: Customer-responsive world-class service

Objective: By 2004 and beyond, have 9 out of 10 customers rate SSA's overall service as
“good,” “very good” or “excellent,” with most rating it “ excellent”

Key PI: Customer service rating- “excellent,” Our resultsfor the Objective
“very good” or “good.” were positive. We met and
exceeded 3 performance tar gets
and missed 3 only by dlim

mar gins. The 800-number payment
and service accuracy rates are not
yet available and will bereported in
the FY 2002 Performance and
Accountability Report (PAR).
Public satisfaction ratings remained
stable but did not rise, since there
were no significant service
enhancementsin FY 2001 and we
had the impact of longer initial
disability claims and hearing
processing times. We are testing
new technol ogies expected to make
service improvementsin all areas.
Disability and hearings process
improvements, aswell asadditional
noticeimprovements, will aso help
us improve satisfaction.

Customer servicerating - “excellent.”

800-number access within 5 minutes.

800-number access on first attempt.

800-number call payment accuracy.

800-number call service accuracy.

Appointment waiting time 10 minutes or less.

No appointment waiting time 30 minutes
or less.

CHEEIR 2R AR RE
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Objective: By 2005, 60 percent of SSA’s customer-initiated services available to
customers either electronically via the I nternet or through automated telephone service.

Performance I ndicators (PI): Performance Summary

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

Our resultsfor this Objective
wer e outstanding. We exceeded
thetarget for FY 2001. In
addition, we continue to expand
the services available in thisnew
service channdl. In FY 2001, we
added 6 new SSA online
applications to bring the total
number to 17, and we are currently
analyzing 6 new proposals. We are
testing/piloting technologies to
authenticate identity online, and
thus increase security and privacy
of Internet transactions.

Key Pl: Customer initiated services
available to customers viathe Internet
or through automated tel ephone service.

= d &

Objective: Increase electronic access to information needed to serve SSA customers.

Electronic accessto States' human Our resultsfor this Objective
services (HS) and unemployment @ were positive. We missed both
information (U1) thesetargets but only by very
) small mar gins. Electronic accessto
L . from 66 percent of States, and the
statistics (V'S) and other material. @ combined trend for both HS and Ul

has been steadily upward from the

1999 level of 41 percent. FY 2001

was the first year we set agoal for

access to VS data and we expect to
meet our goal in FY 2002.
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Objective: To raise the number of customers who receive service and payments on time.

Performance I ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met

Target Not Yet Available

Performance Summary

Key PI: Initial disability claims average
processing time.

Hearings decisionsissued w/in 180 days.

Key PI: Hearings average processing time.

Hearings cases processed per workyear.

Appesls of hearings (Appeals Council)
decisionsissued within 105 days.

Appesls of hearings (Appeals Council)
decisions average processing time.

Appesls of hearings (Appeals Council)
decisionsissued per workyear.

Retirement and Survivors (OASI) claims
processed timely.

Supplemental Security Income (SSI) aged
claims processed timely.

Key PI: Origina and replacement Social
Security Number (SSN) cards issued timely.

D> | |2 @ @@ eaas laac

Our resultsfor this Objective
were mixed. We met only 4 out of
our 10 targets. We exceeded our
targetsfor SSN cards, OASI claims
processed and SS| aged claims
processed, continuing our positive
performance trends since FY 1998.
We did not meet any of our six
hearings and appeals goals
primarily because we have recently
implemented a hearings process
and Appeals Council process
improvements, and have not
realized benefits. In addition, until
recently, litigation has prevented us
from hiring Administrative Law
Judges (ALJ) to replace those lost
through attrition. With the recent
hiring of some replacement ALJs,
we are committed to moving
toward our long-range
improvement targets.
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receive cash benefits.

Objective: By 2005, increase by 100 percent from 1999 levels, the number of Social
Security and SSI disability beneficiaries who achieve steady employment and no longer

Performance I ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

Performance Summary

Increase in the number of Social Security
disability adult beneficiaries (DI) who begin a
trial work period (TWP).

Increase in the number of SSI disabled
beneficiaries, aged 18-64, participating
in 1619(a) status.

Activities to implement provisions of the
Ticket-to-Work and Self-Sufficiency Program
(TWSSP) and other employment strategies.

@l @& ¥ e

Our resultsfor this Objective
were mixed. We will not have the
actua datafor DIswho began a
TWP until February 2002. We did
not meet our targets for working
SSl disabled beneficiaries or
implementation of the TWSSP.
However, our results for this
Objective were adversely impacted
by several factors. Our goal was to
start distributing Tickets-to-Work in
FY 2001; thiswill not happen until
early FY 2002 because the required
final regulation was delayed due to
the time required to review

500 comments on the Notice of
Proposed Rulemaking, and
discussions with the Office of
Management and Budget. The
positive impact TWSSP will have
on beneficiaries returning to work
in greater numbers should begin in
2002. However, the path the
economy takes will also be an
important determinant of our
success. If the economy does not
recover in 2002, there will be a
negative impact on employment
opportunities for people with
disabilities.
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Srategic Goal: Program Integrity

Objective: To make benefit paymentsin the right amount.

Performance I ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or

Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

Performance Summary

Retirement, survivors and disability (OASDI)
(non-medical) payment accuracy.

Disability Determination Services (DDS)
net decisional accuracy rate.

DDS allowance performance
accuracy rate.

DDS denial performance
accuracy rate.

Hearings decisional accuracy rate.

SSI (non-medical) payment accuracy.

Key PI: SSI non-disability redeterminations
processed.

SSN issuance accuracy.
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Our resultsfor this Objective
appear to be positive, although
our assessment isincomplete
because much of the datais not
yet available. We met 2 of the 8
targets, did not meet 1, and are
waiting for data on 5. We met the
DDS (medical) allowance
performance accuracy target
because of continued focus on
decision quality, including training
on adjudication consistency. When
the final numbers arein, we expect
to meet our targets for

OASDI accuracy and hearings
decisional accuracy. We did not
meet the target for DDS denial
performance accuracy rate because
denial documentation requirements
are significantly more difficult and
we had to address rising claims
backlogs. The FY 2001 actual data
for OASDI payment accuracy,
DDS net decisiona accuracy,
hearings decisional accuracy, SS|
payment accuracy and SSN
issuance accuracy will be reported
inthe FY 2002 PAR.

Objective: To become current with DI and SSI CDR requirements by 2002

Key Pl: Percent of Continuing Disability
Review (CDR) plan completed.

L)

Our resultsfor this objective
wereoutstanding. We met our goal
and are on target to eliminate all
CDR backlogs by FY 2002.
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individuals' earnings records.

Objective: Maintain current levels of accuracy and timeliness in posting earnings data to

Performance I ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

Performance Summary

Percent of wage items (worker’s earnings)
posted by September 30.

Key PI: Percent of earnings posted
correctly.

» = | $a@c

Percent of employee reports (W-2s) filed
electronically.

L)

Our resultsfor this Objective
wer e outstanding. We exceeded
all 3targets. Our continuing efforts
to get more employersto file W-2s
electronically have paid off.
Electronic filing contributes to the
timeliness and accuracy of postings.

Objective: Aggressively deter, identify and resolve fraud.

Number of investigations conducted
(i.e., closed).

f

OASDI $ amounts reported from
investigative activities.

f

SSI $ amounts reported from
investigative activities.

L)

Number of criminal convictions.

f

Our resultsfor this Objective
wer e outstanding. We exceeded
all 4 targetslargely because of
expansion of national investigative
efforts, including the Office of the
Inspector Genera’s fugitive felon
program and Cooperative Disability
Investigative teams.

Objective: Increase debt collection by 7 percent annually through 2002.

OASDI debt collected.

g

SSI debt collected.

f

Our resultsfor this Objectiveare
positive. We did not meet the
OASDI target because of external
factors, i.e., the elimination of the
retirement test and subsequent
reduced debt available for
collection.
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Srategic Goal: Valued Employees

Objective: Tools and training to achieve a highly skilled and high-performing workforce.

Performance I ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

Performance Summary

Percent of officeswith direct access to
Interactive Video Teletraining (IVT).

Formal management development programs.

M anagement/leadership development
experiences.

G (e | $aad

Our resultsfor this Objective
were mixed dueto circumstances
beyond our control. We did not
meet the IVT goal because of
problems with getting the satellite
signalsto certain sitesand an
increase in the size of the universe
of total target sites. We were on
target to meet our Management/
leadership training experiences but
did not complete some because of
the events of September 11.

employee.

Objective: Physical environment that promotes the health and well-being of every

Percent of environmental air quality surveys
completed and percent of corrective actions
taken.

f

Number of facilities having water quality
testing and percent of corrective actions taken.

L)

Number of relocated offices having security
surveys and percent security
recommendations implemented.

g

Our resultsfor this Objective
were positive. We met essentially
all of our targets. We completed
all targeted testing and surveys.
Fewer offices actually relocated
than projected, and we completed
security surveysin al relocated
offices. We implemented more than
the target number of
recommendations.

Objective: To promote an Agency culture that successfully incorporated our values.

Create Agency change strategy.

4

Our resultsfor this Objective
were mixed. We conducted a
culture survey, gap anaysis and
benchmarking study. The
recommendations from the culture
study are pending. Future activity is
under consideration.
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Objective: To create a workforce to serve SSA’s diverse customersin the twenty-first

century.

Performance I ndicators (PI):

Target Met or Exceeded

Target Not Met by Slim Margin or
Strong Positive Trend Toward Target

Target Not Met
Target Not Yet Available

Performance Summary

Key Pl: Complete Agency Workforce
Transition Plan.

1)
I
3
=
1)

Srategic Goal: Srengthen Public Understanding

Our resultsfor this Objective
wer e outstanding. We met our
goalsto implement and update our
Plan, and developed and
implemented action items from our
employee survey.

Objective: By 2005, 9 out of 10 Americans will be knowledgeable about Social Security

programs.

Percent of public knowledgeable about
Social Security.

f

Key PI: Percent of individualsissued Social
Security Statements asrequired by law.

L)

Our resultsfor this Objective
wer e outstanding. We exceeded
our “public knowledgeable” target
by 3 percent. We have begun to
implement strategies to get usto
our 2005 goal, including targeting
segments of the population |east
knowledgeabl e about Social
Security.

| ndividual Performance Indicator Results

The following section reports and discusses our FY 2001 performance for each individua GPRA
performance indicator. In addition, for those performance indicators for which we did not have
final datawhen the FY 2000 Performance and Accountability Report was issued in

December 2000, we aso report final FY 2000 performance. The full information for key
performance indicators is not included here, but rather in the Performance Goals and Results/
FY 2001 Performance by Strategic Goal section located in the Management’s Discussion and

Analysis (MD&A) portion of this report. For each GPRA performance indicator, we also show the

definition and data source. Indicators are organized under the Strategic Goal and Strategic

Objective that they support.
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Strategic Goal: To promote valued, strong, and responsive social
security programs and conduct effective policy development, research
and program evaluation

Strategic Objective: To promote policy changes, based on research, evaluation and
analysis that: shape the OASI and DI programsin a manner that takes account of future
demographic and economic challenges, provides an adequate base of economic security
for workers and their dependents, and protects vulnerable populations

Performance Indicator 1: Identification, development and utilization of appropriate barometer
measures for assessing the effectiveness of Old-Age, Survivors and Disability Insurance (OASDI)
programs. We met our goal. Thisindicator isKey Performance Indicator 1in the
Performance Goals and Results section of the Management’s Discussion and

Analysis(MD& A). Please see page 37 for a detailed discussion.

Performance Indicator 2: Preparation of analyses and reports on the effect of OASDI programs
on different populationsin order to identify areas for policy change and develop options as

appropriate.
FY 2001 Goals. Prepare analyses and reportson the following topics.

(D--The effect of OASDI programs on various subgroups of beneficiaries, including women,
minorities and low-wage workers;

(2)--Study on characteristics of people receiving DI benefits; and

(3)--Analysis of the effect of changesin Social Security retirement benefitson the DI program.

FY 2001 Performance Discussion: We met our goals. In FY 2001, we met our goals to publish
specific reports that show the effects of our programs on different popul ations and analyzed options
for policy changes. These reports provide decisionmakers with a better understanding of the factors
that influence the programs’ abilities to provide an adeguate base of economic security to
beneficiaries, the characteristics of specific beneficiary populations and the impact of changesin
the retirement program on the disability program. Specifically:

(1)--We published two articlesin the Social Security Bulletin (Volume 63, Number 3, 2000)
focusing on women: “Divorced Baby Boomers in Retirement: Projections of Economic Well-
Being in the Near Future,” and “ A Benefit of One’'s Own: Older Women's Entitlement to Social
Security Retirement.” In January 2001, we released three working papers. “Widows Waiting to
Wed? (Re) Marriage and Economic Incentivesin Social Security Widow Benefits;” “ Analysis of
Social Security Proposals Intended to Help Women: Preliminary Results;” and “Reducing Poverty
Among Elderly Women: Preliminary Results.” We also produced fact sheets on women and
minorities that are available on our website. We have also completed a paper on the special
minimum benefit that is scheduled for publication shortly. The special minimum benefit was
enacted to increase the benefits of certain low-wage beneficiaries, who disproportionately are
women.

(2)--We have produced the first in an annual series of data books describing the population that
receives benefits based on their own disability. This population includes disabled workers, disabled
widow(er)s and disabled adult children. This databook will greatly expand the amount of statistical
information available to Agency decision makers and outside users. Thefirst issue, published in
October 2001, is based on data for December 2000.
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(3)--We have prepared a paper entitled “ Potential Impact of Solvency Proposals on the Disability
Insurance Program” that will be published as aworking paper or in the Social Security Bulletin.

Data Definition: We will consider these goalsto be achieved if we prepare reports on these topics.
The reports should provide information for decisionmakers to use in developing policy proposals
and should provide options for change when appropriate.

Performance Indicator 3: Preparation of analyses and reports on demographic, economic, and
international trends and their effects on OASDI programsin order to anticipate the need for policy
change and devel op options as appropriate.

FY 2001 Goals: Prepare analyses and reportson the following topics.

(1)--Labor forcetransitionsin the elderly population;

(2)--Implicationsfor retirement income security of shiftsfrom defined benefitsto defined
contribution plans through study of lump-sum payments from employer pensions;

(3)--Differences across subgroupsin saving; and
(4)--International retirement policy reforms.

FY 2001 Performance Discussion: We met our goals. In FY 2001, we met our goal to prepare
analyses of the effects of demographic, economic and international trends on our programs. The
analyses were produced in cooperation with researchers whose work was funded by SSA’'s
Retirement Research Consortium. These analyses will help decisionmakers develop proposals to
adapt the programs to the changing needs of wage earners and beneficiaries. Specifically:

(2)--We funded three projects that were completed in FY 2001 on labor force transitions in the
elderly population: 1) A study of self-employment and labor market transitions at older ages;
2) astudy of labor supply of the elderly; and 3) an analysis of earnings after age 50.

(2)--We funded two projects through a cooperative agreement with the Boston College Retirement
Research Consortium. Two papers have been prepared: 1) “What Happens When You Show Them
the Money?: Lump Sum Distributions, Retirement Income Security and Public Policy;” and

2) “The Effects of Public Policies Toward Pre-Retirement Pension Distributions. Evidence From
the Health and Retirement Survey.”

(3)--SSA has prepared a paper, “ Differences in Wealth by Race and Ethnicity,” which will be
released as aworking paper.

(4)-We completed a paper entitled, “ Social Security Privatization in Latin America,” which was
published in the Social Security Bulletin (Volume 63, Number 2, 2000). We also coauthored a paper
with the Federal Reserve Bank of Atlantaon “Social Security in Latin America: Recent Reforms
and Challenges,” which was published in the Federal Reserve Bank of Atlanta Economic Review.

Data Definition: We will consider these goals to be achieved if we prepare analyses reports as
indicated under the goals.

Performance I ndicator 4: Preparation of research and policy evaluation necessary to assist the
administration and Congress in devel oping proposals to strengthen and enhance the solvency of
OASDI programs. We met our goal. Thisindicator is Key Performance Indicator 2 in the
Performance Goals and Results section of the MD& A. Please see page 38 for a detailed
discussion.
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Strategic Objective: To promote policy changes based on research, evaluation and
analyses that shape the SSI program in a manner that protects vulnerable populations,

anticipates the evolving needs of SSI populations, and integrates SSI benefits with other
social benefit programs to provide a safety net for aged, blind, and disabled individuals

Performance Indicator 5: Identification, development and utilization of barometer measures for
assessing effectiveness of the SSI program.

FY 2001 Goal: Prepare summary and analysis on the barometer measures.

FY 2001 Perfor mance Discussion: We met our goal. In FY 2001, we met our goal by preparing
asummary and analysis of barometer measures for the SSI program. We al so updated these
barometer measures with the latest available data. The summaries and analyses of barometer
measures for the OASDI and SSI programs have been combined into one document. These
barometer measures can be found beginning on page 170. We will continue to update the

SSI barometer measures and publish annual updates.

Data Definition: We will consider this goal to be achieved if the Agency prepares a preliminary
analysis of certain measures to be used as ongoing barometers on how the SSI program, in
combination with many related factors, affects the economic well-being of the beneficiaries. These
barometers will be used to produce analyses and help formulate options for strengthening the
program.

Performance I ndicator 6: Preparation of areport and completion of data collection on the SS|
Childhood Disability Survey in order to assess the impact of welfare reform, identify areas of
potential policy change, and devel op options as appropriate.

FY 2001 Goal: Completeinterviewing for thefirst wave on the SSI Childhood Disability
Survey.

FY 2001 Performance Discussion: We did not meet our goal. The purpose of the Childhood
Disability Study isto evaluate the effect of the loss of SSI benefits, stemming from provisions of
the Personal Responsibility and Work Opportunity Reconciliation Act of 1996, on children and
their families. 1t will provide estimates of the number of children who would have been dligible
under previous program rules but are not eligible under current rules. It will also provide
information on the characteristics of the children affected by the law, including information on
family income, the cost of caring for disabled children, the use of SSI benefits and the availability
of other income. We did not meet our FY 2001 goal to compl ete study interviewing because: 1) The
completion of the contract for the design of the survey was delayed for several months due to the
complexities of the issues and other factors outside our control; and 2) the required Office of
Management and Budget approval was not completed until January 2001. Consequently,
interviewing could not start until July 2001 and will continue through February 2002. Despite this
delay, we expect to meet our FY 2002 goal of preparing datafiles for analysis and get back to the
overall study schedule.

Data Definition: We will consider this goal to be achieved if we complete interviewing for the
first wave of anational survey.
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Performance Indicator 7: Prepare analysis on the sources of support for the SSI population in
order to identify areas for better coordination with other social benefits and develop options as

appropriate.
FY 2001 Goal: Prepare analysisand report on child support enforcement.

FY 2001 Performance Discussion: We met our goal. This analysis will help us understand the
sources of support available to SSI recipients and develop policies that enhance the safety net

for these vulnerable populations. Fewer than half of al children who receive SSI benefits, and live
in single-parent homes, receive child support services. Our report to be published in the

Social Security Bulletin later in 2001 notes that, although filing for child support is a condition

of eligibility for income assistance programs such as Temporary Assistance for Needy

Families (TANF), it is not a condition of eligibility for SSI benefits. Such arequirement might
result in more children on SSI receiving child support. Since SSI rules exclude one-third of child
support when determining benefit amounts, receipt of child support improves the financial
well-being of SSI children. This report also discusses ways of improving access to child support
data and reducing SSI overpayments. The analysis of support for and economic status of SSI
beneficiaries was completed and presented in SSA's report on the SSI program, “ The SSI Program
at the Millennium,” which was issued in November 2000. The work of thisindicator is now
complete and it is discontinued effective FY 2002.

Data Definition: We will consider this goal to be achieved if the Agency prepares the subject
report.

Performance Indicator 8: Prepare analysis of complex SS| policies.
FY 2001 Goal: Prepare analysison SSI simplification opportunities.

FY 2001 Performance Discussion: We met our goal. SSA has been examining SSI policies
determined to be complex based on data and feedback from various internal and external sources.
The analyses take into account the tensions that can occur between simplification, benefit
adequacy, equity, cost and program integrity.

We issued the report Smplifying the Supplemental Security Income Program: Challenges and
Opportunitiesin December 2000. The report provides program and administrative cost estimates
and discusses the impact on beneficiariesin three areas: wage estimation and verification, resource
exclusions and in-kind support and maintenance. Options and analysisin the report pertaining to
wage averaging and consolidating resource counting are key items currently being considered by
SSA, with the dual goals of ssimplifying the SSI program and improving SSI payment accuracy.
Thisreport isthe final deliverable for thisindicator, which is discontinued effective FY 2002.

Data Definition: We will consider this goal to be achieved if the Agency prepares the subject
report.
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Strategic Objective: Promote policy changes based on research, evaluation and analyses
that shape the disability program in a manner that increases self-sufficiency and takes

account of changing needs, based on medical, technological, demographic, job market
and societal trends

Performance Indicator 9: Preparation of aresearch design to devel op techniques for validating
medical listings.

FY 2001 Goal: Prepareapreliminary report on the development of the validation
methodology.

FY 2001 Performance Discussion: We met our goal. Our current system for determining
eligibility for disability benefits presumes that persons who meet medical listings are severely
disabled and unable to work. We will develop a methodology to help us monitor and evaluate our
medical listings. The framework for validating medical listings should establish appropriate criteria
by which to assess an individual’s ability to work; identify and adopt appropriate research protocols
and statistical methods; and propose clinical or other testing methods to gather data. Under a
cooperative agreement with the Disability Research Institute (DRI), we have taken the first steps
towards devel oping the methodol ogy for validating our medical listings. In FY 2001, the DRI
produced several preliminary reports: 1) Their review of the literature on validation; 2) the criteria
by which our medical listings could be validated; and 3) the development of methods by which the
criteriamay be assessed. In FY 2002, we will complete development of the techniques for
assessing the validity of our medical listings and continue to report on our progress in developing
this methodol ogy.

Data Definition: Self-explanatory.

Performance Indicator 10: Preparation of reports on results of the National Study on Health and
Activity in order to identify potentially eligible disabled populations, interventions that enable
continued work effort among the disabled, and guide changes to the disability decision process.

FY 2001 Goal: Initiate main study data collection.

FY 2001 Performance Discussion: We did not meet our goal. We undertook this study to
provide information on: 1) The size of the population potentially eligible for disability now and in
the near future; and 2) the accommodations and interventions that permit some persons meeting
SSA’s definition of disability to continue to work. We will use this information to develop waysto
assist individualsto remain in the labor force rather than seek benefits. In FY 2000, we completed a
pilot study and intended to begin data collection for the main study in FY 2001. However, analysis
of the pilot study showed that significant revisions were needed in the study instruments and in the
medical examination component. To improve response rates, we needed to significantly shorten the
survey instrument and move away from atelephone to a face-to-face survey. The simulated
disability determination revealed a need for more targeted and precise medical evidence, requiring
arevision of the study’s medical examination component. If tests of the revised instruments prove
successful, we will initiate the main study data collection in late FY 2002 or early FY 2003.
Beginning in FY 2002, we will report annually on the status of our main study data collection.

Data Definition: After completion of a pilot study, data collection for the main study will beginin
2001. Thiswill include personal interviews, work assessments and collection of medical records.

Other Accompanying Information 127



Performance Indicator 11: Prepare analyses of aternative return-to-work strategies.
FY 2001 Goal: Design and initiate implementation of demonstration projects.

FY 2001 Performance Discussion: We met our goal. We are evaluating several strategiesto
encourage return-to-work among persons with disabilities, including a $1-for-$2 benefit offset
demonstration, an early intervention demonstration, a State partnership initiative and the
Ticket-to-Work program. In FY 2001, we conducted work in these areas as follows:

$1-for-$2 Benefit Offset Demonstration-SSA has developed a detailed statement of work for a
contract to design this demonstration. We are awaiting comments from the Ticket-to-Work and
Work Incentives Advisory Panel and expect to award the design contract in FY 2002.

Early Intervention Demonstration-We funded a cooperative agreement with the Disability Research
Institute (DRI) to begin development of this demonstration. One task was to design a method to
identify applicants with impairments, who may reasonably be presumed to be disabled, and who
are likely to benefit from early interventions. A second task was to design three or four early
interventions that may be tested in the demonstration project. The DRI has produced preliminary
draft reports and expects to complete afinal report by December 2001. We expect to award adesign
contract in FY 2002.

State Partnership Initiative-We awarded twelve 5-year grants to States in September 1998 to
develop an integrated service delivery system that will increase employment of individuals with
disabilities who receive SSDI or SSI. In FY 2001, the States finalized their intervention and
evaluation plans, began recruiting participants and began providing services. The SSA evaluation
contractor completed three reports which detail the evaluation plan, assess SSA administrative data
for evaluation and assess the model for creating comparison groups for the evaluation.

Evaluation of the Ticket-to-Work Program-We awarded a design contract for the evaluation of the
Ticket-to-Work Program. In FY 2001, the contractor produced three reports: 1) Aninitial
evaluation design; 2) adiscussion of how the evaluation will use SSA datato develop analysisfiles
and identification of additional data that will be needed; and 3) a survey and sample design. We
also wrote a paper on the design of an “adequacy of incentives’ study to be completed as part of the
Ticket-to-Work evaluation.

In FY 2002, we will continue these return-to-work projects and will report on continued progressin
their design and implementation.

Data Definition: Self-explanatory.

Strategic Objective: Provide information for decisionmakers and others on the Social
Security and Supplemental Security | ncome programs through objective and responsive

research, evaluation, and policy development

Performance Indicator 12: Percent of customers assigning a high rating to the quality of SSA’'s
research and analysis products in terms of accuracy, reliability, comprehensiveness, and
responsiveness.

FY 2001 Goal: Establish abasgline.

FY 2001 Performance Discussion: We met our goal. In FY 2001, we conducted our first
satisfaction survey about our research and analysis products. We surveyed subscribersto our policy
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publications, other persons with an active interest in social security issues, othersinterested in
SSA's statistical publications, and decisionmakers in high-level positions at SSA and related
Federal agencies. The computation of aquality rating is based on answers to the question, “How
satisfied were you with the overall quality of SSA’'sresearch, statistical or policy information in the
past 24 months?’ The survey also asks questions on satisfaction with such things as accuracy,
comprehensiveness and usefulness of these products. A 5-point scale was used ranging from

“very satisfied” to “very dissatisfied.” The proportion that was satisfied (answered “very satisfied”
or “somewhat satisfied”) was 86 percent. Those who answered “very satisfied” totaled 37 percent.
In FY 2002, we will make improvements to our measurement system and conduct subsequent
surveys periodically.

Data Definition: Thisgoal will be considered achieved if SSA establishes abaseline for this
measure in FY 2001 and begins devel oping a performance goal for FY 2002.

Performance Indicator 13: Percent of major statistical productsthat are timely.

FY 2001 Goal: Establish a baselinefor percent of major statistical productsthat are
produced on schedule.

FY 2001 Performance Discussion: We met our goal. Each year, we identify major statistical
products and establish a production schedule, with the goal of producing all products on time. In
2001, weidentified five products and issued a schedule for release of these publications both in
print and on the Internet. Three of these publications are annual; two are biannual.

» The schedulesfor the printed versions of the SS Annual Satistical Report and Fast Facts
About Social Security have been met.

» The Annual Satistical Supplement, Income of the Population 55 or Older, and Income of the
Aged Chartbook are expected to be in print on schedule in January, March and April 2002,
respectively.

» Fast Facts and Figures About Social Security was posted on the Internet on time.

» Sections of the Annual Satistical Supplement are being posted on the Internet on a flow
basisin 2001 prior to publication in January 2002.

A June 2001 directive requiresthat all material we put on our Internet site be accessible to the
visually impaired. Converting Annual Supplement tables to the Internet has been slower than
expected because of this requirement and the number and complexity of tablesin this publication.
We will incorporate the accessibility requirement in future production schedules to assure timely
publication.

Data Definition: Self Explanatory.
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Strategic Goal: To deliver customer-responsive wor ld-class service

Strategic Objective: By 2002 and beyond, have 9 out of 10 customers rate SSA's overall
service as “good,” “very good” or “excellent,” with most rating it “ excellent”

Performance I ndicator 14: Percent of SSA’s core business customers rating SSA's overall service
as“excellent,” “very good” or “good.” We missed our goal but not to a significant degree. This
indicator isKey Performancelndicator 3in the Performance Goalsand Results section of the
MD&A. Please see page 40 for a detailed discussion.

Performance I ndicator 15: Percent of SSA’s core business customers rating SSA's overall service
as“excellent.”

FY 2001 Performance Discussion: We did not meet our goal, but not to a significant degree.
Our actual performance was two percent lower than the target, but the decrease from the prior year
is not statistically significant and may only be the result of sampling variability. We continue
numerous service improvement initiatives, but there have been no service enhancements significant
enough during the past year to counterbal ance the negative influences on overall satisfaction,
including tel ephone access issues, no significant notice improvements and longer initial disability
claimg’hearings processing times. We are currently in a transition period as we test new

technol ogies expected to make significant service improvementsin the long term. We expect
satisfaction levels to remain relatively constant through FY 2002 and 2003, even asthe public’'s
expectations rise and we work within the current budget environment.

Year Goal Actual
1998 NA 30%
1999 NA 44%
2000 37% 29%
2001 30% 28%

Data Definition: The number of core business customers surveyed by SSA's Office of Quality
Assurance and Performance Assessment who rate overall service as“excellent” on a6-point scale
ranging from “excellent” to “very poor,” divided by the total number of respondents to that
guestion.

Data Source: For FY 1999 and earlier, the SSA Annual Customer Satisfaction Survey. For
FY 2000 on, the Interaction Tracking Surveys that capture customer satisfaction shortly after
service contacts (either by telephone or in-person) take place.
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Performance Indicator 16: Percent of employersrating SSA's overall service during interactions
with SSA as “excellent,” “very good” or “good.”

FY 2001 Performance Discussion: No actual performancewasmeasured for FY 2001. Prior to
FY 2001, we measured employer satisfaction using a sample of employers who responded to an
annual SSA survey. Responsesto that survey indicated that most employers do not regularly
interact with SSA to any great extent, so the percentage of respondents using SSA services was
low. Thisis because many employers use payroll providers and accountants to handle SSA
wage-reporting requirements. Accordingly, effective FY 2001, we changed our survey

methodol ogy to select the survey sample from the universe of those who have had direct
interactions with SSA. We also modified our employer satisfaction performance measures
accordingly. Using our revised methodol ogy, the employer satisfaction survey was initiated in
November 2001 and results are expected in July 2002. The results will provide baseline data and
will be used to develop FY 2002 targets for our two employer satisfaction measures.

Year Goal Actual
1999 NA NA
2000 NA 82%
2001 TBD NA

Data Definition: Thisisthe number of employers directly interacting with SSA who rate overall
service as excellent, very good, or good on a 6-point scale ranging from excellent to very poor,
divided by the total number of respondents to that question. For 2002, data will be based on results
of asurvey of employers who called SSA’'s Employer Reporting Service Center. In FY 2003,
additional types of employer interactions will be included.

Data Source: Annua Employer Interaction Survey conducted by the Office of Quality Assurance
and Performance Assessment (first survey planned for November 2001).

Performance Indicator 17: Percent of employersrating SSA's overall service during interactions
with SSA as“excellent.”

FY 2001 Performance Discussion: No actual performancewas measured for FY 2001. Seethe
discussion of the item directly above.

Year Goal Actual
1999 NA NA
2000 NA 6%
2001 TBD NA

Data Definition: Thisisthe number of employers directly interacting with SSA who rate overall
service as excellent on a 6-point scale ranging from excellent to very poor, divided by the total
number of respondents to that question. For 2002, data will be based on results of a survey of
employers who called SSA’s Employer Reporting Service Center. In FY 2003, additiona types of
employer interactions will be included.

Data Source: Annua Employer Interaction Survey conducted by the Office of Quality Assurance
and Performance Assessment (first survey planned for November 2001).
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Performance I ndicator 18: Percent of callers who successfully access the 800-number within
5-minutes of their first call.

FY 2001 Performance Discussion: We met and exceeded our goal. A key predictor of overall
public satisfaction with SSA's service is how quickly and efficiently the public gets through to us
by telephone. Our ability to provide prompt and hassle-free 800-number accessisachalengein
these times of increasing workloads, evolving demands/preferences and limited staffing. Successful
800-number accessis largely dependent upon the availability of sufficient staff, which requires a
major portion of our annual administrative resources. As we continue to expand the number of our
services available by telephone, we will make related automation and access improvements. We
expect to maintain 800-number accessratesin FY 2002. We are completing a benchmarking study
of 800-number service to help us determine if we should use different measures for this aspect of
our service delivery. If appropriate, we will move to improved performance measures beginning

FY 2003.
Year Goal Actual
1998 95% 95.3%
1999 95% 95.8%
2000 92% 92.9%
2001 92% 92.7%

Data Definition: Thisrateisthe percentage of unique call attempts that successfully “connect”
within 5 minutes of the first attempt within a 24-hour period. A successful “connection” occurs
when a caller selects either an automated or live agent and is connected with that option within

5 minutes of the first dialing of the 800-number.

Data Source: Automatic Number ID records provided by WorldCom.

Performance Indicator 19: Percent of callers who get through to the 800-number on their first

attempt.
FY 2001 Performance Discussion: We met and exceeded this goal. See discussion immediately
above.

Year Goal Actual

1998 90% 91.1%

1999 90% 92.9%

2000 86% 88.4%

2001 86% 89.2%

Data Definition: This rate reflects the number of individuals who reach the 800-number (either
live or automated service) on their first attempt, divided by the number of unique telephone
numbers dialed to the 800-number. An “attempt” is defined as the first attempted call of the day, or
a subsequent attempt after a previoudy successful call.

Data Source: Automatic Number ID records provided by WorldCom.
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Performance I ndicator 20: Percent of 800-number calls handled accurately - Payment Accuracy.

FY 2000 Performance Discussion: Wedid not meet our goal. Payment accuracy isameasure of
whether our 800-number representatives respond correctly to inquiries related to eligibility and
payment of benefits. Payment accuracy declined in FY 2000 as compared to FY 1999.

FY 2001 Performance Discussion: Data nhot yet available. Actual FY 2001 performance for
thisindicator will bereported in the FY 2002 Performance and Accountability Report (PAR).
Although we did not meet our FY 2000 goal, we do expect to meet our FY 2001 goal of 95 percent
as aresult of increased usage by our 800-number representatives of automated interviewing
screens; these screens help them respond correctly to public inquiries. We continue, on an ongoing
basis, to evaluate the causes of payment errors asidentified in annual quality assurance reports, and
to determine additional steps we can take to improve payment accuracy.

Year Goal Actual
1998 95% 94.7%
1999 95% 95.4%
2000 95% 94.5%
2001 95% NA

Data Definition: Payment accuracy isa measure of whether 800-number representatives respond
correctly to inquiries related to eligibility and payment of benefits.

Data Source: 800-number Service Evaluation Findings.

Note: Generally, thereis about aone year lag before quality datais available dueto the review and
validation of study datainput into the database, allowing time for rebuttals of errors, obtaining
universe counts and running/validating report tables.

Performance Indicator 21: Percent of 800-number calls handled accurately - Service Accuracy.

FY 2000 Performance Discussion: We did not meet our goal. However, we did improve service
accuracy in FY 2000 and the trend since 1998 is positive. Service accuracy is ameasure of whether
our 800-number representatives respond correctly to inquiries related to issues other than eligibility
and payment benefits.

FY 2001 Performance Discussion: FY 2001 datais not available at thistime and will be
reported in the FY 2002 PAR. We expect continued improvementsin service accuracy in

FY 2001 as aresult of increased usage of the automated interviewing screens that help our
representatives respond correctly to public inquiries. Given FY 2000 actual performance, however,
we do not expect to attain the 90 percent goal in FY 2001. We will retain the 95 percent (payment
accuracy) and 90 percent (service accuracy) goals because we believe it represents good service
within the bounds of available resources. We will continue, on an ongoing basis, to evaluate the
causes of service errors asidentified in annual quality assurance reports, and to determine
additional steps we can take to improve service accuracy.
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Year Goal Actual

1998 90% 81.7%
1999 90% 81.8%
2000 90% 84.9%
2001 90% NA

Data Definition: Service accuracy is ameasure of whether 800-number representatives respond
correctly to inquiries related to issues other than payment and eligibility. Service errorsinclude
major service delivery failures that do not have areasonable potential to improperly affect payment
or digibility.

Data Source: 800-number Service Evaluation Findings.

Note: Generally, thereis about aone year |ag before quality datais available dueto the review and
validation of study datainput into the database, allowing time for rebuttals of errors, obtaining
universe counts and running/validating report tables.

Performance Indicator 22: Percent of public with an appointment waiting 10 minutes or less.

FY 2001 Performance Discussion: We did not meet thisgoal, but our performancedid
improve as compared to last year. SSA tracks and manages the waiting times the public
experiencesin our field offices because waiting times are akey factor in overall satisfaction ratings.
Our strategy to improve field office waiting times is part of our broader strategy to test and
implement alternative service delivery options. These options can give the public more choicesin
how they access SSA's services, and allow us to make maximum use of field office resources to
provide face-to-face service to those with more complex service issues. Key strategiesinclude:

» Recent improvements to our 800-number and local telephone services that provide more
efficient routing of phone calls and encourage the completion of service by telephone;

» Theimplementation of an immediate claims-taking process that enables the filing of
retirement and survivors claims by telephone in centralized telephone units;

» The expansion of services available on our Internet site (ssa.gov), including the ability to
file Internet applications for retirement and spouse’s benefits;

» Thetesting of processesthat will alow the public to complete more of their businesswith us
in asingle contact; and

» The addition of centralized field office support unitsin some of our regionsto help alleviate
field office workload imbal ances.

Aswe face increasing workloads and the public’s demands, we will maintain our field office
waiting time performance in FY 2002 and beyond through continued implementation of our
strategy to provide them with aternate service delivery options.
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Year Goal Actual

1998 85% 87.4%
1999 85% 84.6%
2000 85% 84.2%
2001 85% 84.4%

Data Definition: The number of visitors with an appointment who wait 10 minutes or less, divided
by the total number of visitors with an appointment during the study time. Waiting time data are
collected from a representative sample of field offices during a 1-hour window, once a quarter.

Data Source: SSA Waiting Time Study. The waiting time study is conducted quarterly in loca
field offices.

Performance I ndicator 23: Percent of public without an appointment waiting 30 minutes or less.

FY 2001 Performance Discussion: We met our target. The strategy and all the planned
improvements/enhancements discussed in the prior indicator apply to thisindicator as well.

Year Goal Actual
1998 70% 71.9%
1999 70% 71.6%
2000 70% 73.2%
2001 70% 70%

Data Definition: The number of visitors without an appointment who wait 30 minutes or less,
divided by the total number of visitors without an appointment during the study time. Waiting time
data are collected from a representative sample of field offices during a 1-hour window, once a
quarter.

Data Source: SSA Waiting Time Study.

Strategic Objective: By 2005, make 60 percent of SSA's customer-initiated services
available to customers either electronically via the | nternet or through automated

telephone service, and provide customers interacting with SSA on the I nternet with the
option of communicating with an SSA employee while online

Performance Indicator 24: Percent of SSA’s customer-initiated services available to customers
either electronically viathe Internet or through automated tel ephone service. We met this goal.
Thisindicator isKey Performance Indicator 4 in the Performance Goals and Results section
of the MD& A. Please see page 41 for a detailed discussion.
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Strategic Objective: |ncrease electronic access to information needed to serve SSA
customers. Specifically by 2005:

Establish electronic access to human services and unemployment information with
90 percent of States;

Establish electronic access to vital statistics and other material information with
50 percent of States; and

I ncrease electronic access to information held by Federal Agencies, financial
institutions and medical providers

Performance I ndicator 25: Percent of States with which SSA has el ectronic access to human
services and unemployment information.

FY 2001 Performance Discussion: Wedid not meet thisgoal but only by avery small margin.

* Ninety percent of the Human Service and Unemployment agencies have indicated an
interest in providing SSA online accessto their records if we reciprocate.

» Our FY 2001 goal wasto havein place online access to human services (HS) datafrom
34 states; we obtained accessto HS data from 33 states (66 percent). Discussions are
planned with 16 Statesin FY 2002.

e Our FY 2001 goa wasto havein place online accessto Unemployment Insurance (Ul) data
from 25 States; we put in place online accessto Ul data from 23 States (46 percent). During
FY 2001, we conducted a successful online access pilot with Unemployment |nsurance
agencies. However, two factors impeded our Ul goal. First, the recent drop in State tax
revenue has decreased State expenditures for information technology improvements.
Secondly, we are still resolving issues around SSA approval to reciprocate with Ul agencies.
This reciprocation will enable Ul agenciesto verify Social Security numbers online and to
obtain Social Security payments where needed to offset Unemployment Compensation
payments. As Ul agencies move entirely to teleclaims and web-based claims, online access
to SSA becomes a critical part of their process. In FY 2002, we are increasing our activities
with the Association of State Ul Agenciesto further promote online data exchanges. We are
working with ten specific Ul agencies at this time. We expect to meet our FY 2002 goals.

Year Goal Actual
1999 NA 41%
2000 NA 50%
2001 59% 55%

Data Definition: The percent of State Human Service (HS) and Unemployment Insurance (Ul)
agencies from which data are available online out of atotal of 100 agencies (i.e., 50 HS and 50 Ul
agencies).

Data Source: Office of Automation Support website listing of State agency connections.
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Performance Indicator 26: Percent of States with which SSA has electronic access to vita
statistics and other material information.

FY 2001 Performance Discussion: We did not meet this goal but only by a small margin. We
have had little prior experience in contracting with the States for this data and this had a negative
impact on our FY 2001 performance. In addition, the contracting process has proven to take longer
than anticipated. We were under contract with 12 percent of the States by September 30, 2001;
however, we do not expect to have the data online from Rhode Island until latein FY 2002. We
expect to make up for the FY 2001 delays and meet our 14 percent FY 2002 goal. We currently are
in contract discussions with Indianafor a possible FY 2002 award and implementation of online
access. |n addition, we have awarded a contract to the Association of State Vital Statistics Agencies
for up to eight pilotsin FY 2002.

Year Goal Actual
1999 NA 10%
2000 NA 10%
2001 12% 10%

Data Definition: The percent of State Vital Statistics agencies from which data are available
online out of atotal of 50 agencies.

Data Source: Office of Automation Support website listing of State agency connections.

Performance Indicator 27: Milestones/deliverables demonstrating progress in increasing
electronic access to information held by other Federal Agencies, financial institutions and medical
providers.

FY 2001 Performance Discussion: No FY 2001 target was established. In FY 2001, we
analyzed the need for and feasibility of increasing electronic access to information held by other
Federal agencies, financial ingtitutions and medical providers, and based on this analysis have
developed performance targets for FY 2002. Asaresult of FY 2001 pilot activities, wewill begin a
project in FY 2002 that will use athird-party vendor to work with financial institutions nationwide
to check records concerning applicants’ and recipients’ eligibility for social security benefits. In
FY 2001, we also tested/pil oted several methods for securely submitting medical information over
the Internet. In FY 2002, we will complete this pilot, evaluate it and develop an implementation
plan.

Strategic Objective: To raise the number of customers who receive service and payments

on time

Performance Indicator 28: Initial disability claims average processing time. We met and
exceeded thisgoal. Thisindicator isKey Performance Indicator 5in the Performance Goals
and Results section of the MD& A. Please see page 42 for a detailed discussion.
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Performance Indicator 29: Percent of hearing decisionsissued within 180 days from the date the
request isfiled.

FY 2001 Performance Discussion: We did not meet goal. In FY 2001, we achieved an actual
performance of 19.4 percent of hearings dispositions issued within 180 days. Although our

FY 2000 performance for this measure was 28.4 percent, we were not able to maintain that level,
for a number of reasons, such as the implementation of our new hearing process, and the litigation
(Azdell v. OPM) that prevented us from hiring new AL Js to replace those lost to attrition. A
primary feature of the new hearing processiis early screening and analysis of all casesto identify
more quickly and efficiently possible on-the-record decisions and dismissals that can be disposed
of within 180 days. The new process al so includes enhanced management flexibility and takes
advantage of technology which includes enhanced management information and processing tools.
We are currently completing areview of the new hearing process to help us determine what
changes are needed, as we continue to strive to reduce processing time, improve productivity and
enhance the quality of service to claimants. We managed to come close to our FY 2001 goal of
20 percent. We anticipate that we will meet the FY 2002 goal of 20 percent dispositions within

180 days.
Year Goal Actual
1999 NA 26%
2000 NA 28.4%
2001 20% 19.4%

Data Definition: Beginning FY 2001, this new performanceindicator representsthe actual percent
of Medicare and SSA case dispositions issued during the particular report period in which the
elapsed time from the date of the request for hearing to the disposition date was 180 days or less.
(This measure does not include the time required by field offices, program service centers, or the
Office of Central Operations to process favorable decisions.)

Data Source: Actual performanceis reported in the Office of Hearings and Appeals (OHA)
Monthly Activity Report (MAR) derived from the Hearing Office Tracking System (HOTS).

Performance Indicator 30: Hearings average processing time (days). We did not meet thisgoal.
Thisindicator isKey Performance Indicator 6 in the Performance Goals and Results section
of the MD& A. Please see page 42 for a detailed discussion.
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Performance I ndicator 31: Number of hearings cases processed per workyear.

FY 2001 Performance Discussion: Wedid not meet our goal. Thiswas dueto two major factors
that adversely impacted our hearings processing capacity:

* Implementation of anew hearing process. This new hearing processincludes: anational
workflow model that combines pre-hearing activities so that fewer handoffs occur; early
case screening and analysis; early claimant contact through pre-hearing conferences;
certification of cases as ready-for-hearing; processing time benchmarks for critical steps
within the process; group-based accountability for case processing from start to finish; and
improved automation and data collection.

» Theimpact of legislation (Azdell v. OPM) that prohibited us from hiring ALJs and the
resulting increase in the number of hearings pending, which changed the entire environment
in which productivity calculations are made.

In FY 2002, we expect hearings productivity to improve somewhat from FY 2001 levels, aswe
begin to benefit from our recent one-time hiring of ALJs. We will continue to look for additional
ways to improve our hearings processing capacity and productivity. For example, we are
implementing refinements to the new hearings process, and we recently renegotiated a
Memorandum of Understanding (MOU) with one of our unions to afford more flexibility to local
hearing offices in the performance of certain administrative activities.

Year Goal Actual
1999 NA 98
2000 NA 97
2001 103 87

Data Definition: Thisindicator was revised effective FY 2001 to represent the average number of
hearings cases processed per “direct” workyear expended. A direct workyear represents actual time
spent processing cases. It does not include time spent on training, ALJ travel, leave, holiday, etc.

Data Source: OHA Monthly Activity Reports and the HOTS.

Performance Indicator 32: Percent of decisions on appeals of hearings issued by the Appeals
Council within 105 days of the appealsfiling date.

FY 2001 Performance Discussion: We did not meet our goal. We have been working to reduce
the time required by the Appeals Council to process requests for review of hearings decisions.
Although we saw improvement in the overall processing timein FY 2001, we did not meet this
goal dueto several factors:

* InFY 2001, we focused on completing as many aged cases as possible. By definition, aged
cases are already over the 105-day goal.

» It takes an average of 48 days for appeals on hearing decisions to reach the Appeals
Council; thisimpacts the overall processing time goal as well as the percentage of appeals
processed within 105 days. We are trying to determine the cause of this problem and a
solution that will reduce that time.
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» The expected benefits of a new case management process were not realized in FY 2001 due
to lower than expected claims receipts.

Our near-term approach to achieving Appeals Council process improvement is three-fold:

» Increase productivity of current employees through differential case management and
expedited decisionmaking initiatives,

» Increase workload capacity by adding resources, i.e., managers and new employees; and

*  Where feasible, make adjustments to incoming workloads.

In the long term, we will put in place amore streamlined case processing system that takes full
advantage of technology; improved operational planning; information analysis and management
support; and investments in employee training and career devel opment. We expect that both the
Appeals Council average processing time and the percentage of claims processed within 105 days
will improvein FY 2002, as additional benefitsfrom our initiatives are realized. In FY s 2001-2004,
we are obtaining and installing new information and technology systems. In addition, employees
hired in FY 2001 will become more productive as they gain experience.

Year Goal Actual
1999 NA NA
2000 NA NA
2001 20% 12.2%

Data Definition: Effective FY 2001, this performance indicator represents the actual percentage
of case dispositionsissued during the report period in which the elapsed time from the date of the
request for review to the disposition date was 105 days or less.

Data Source: Actual processing time for each case is maintained by the Appeals Council
Automated Processing System (ACAPS). Percentages will be calculated from information
extrapolated from ACAPS.

Performance I ndicator 33: Average processing time for decisions on appeals of hearings issued

(days).
FY 2001 Performance Discussion: Wedid not meet our goal. See discussion for the indicator
directly above.

Year Goal Actual

1999 NA 458

2000 NA 505

2001 285 447

Data Definition: Effective FY 2001, this performance indicator represents the 12-month average
processing time for dispositions issued during the report period. Processing time begins with the
date of the request and ends with disposition date.

Data Source: Actual processing time for each case is maintained by the ACAPS. Percentages will
be calculated from information extrapolated from ACAPS.
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Performance Indicator 34: Number of decisions on appeals of hearings issued per workyear.

FY 2001 Performance Discussion: We did not meet our goal. However, we did implement new
case processing procedures that will, in the long run, improve productivity. In FY 2001, we
concentrated on processing a sizable number of aged cases, primarily those involving the most
complex issues and requiring the longest processing times. Cases involving the most complex
issues require more time for employeesto review to ensure the highest level of quality. Clearing a
significant volume of these older casesin FY 2001 resulted in reduced production from FY 2000
levels. We believe that our efforts to maintain and improve quality, and devote slightly more review
time as we work through these aged and complex cases, is as important as our desire to increase
productivity and will have long-term benefits. Our performancein FY 2001, especially clearing
aged and complex cases, will provide abaseline for improvement and we are optimistic that we can
improve. In addition to near term initiatives to improve productivity and reduce the time to process
requests for review of hearing decisions, we are implementing a long-term plan to streamline the
case processing system. This plan will take full advantage of technology; improve operational
planning, information analysis and management support; and invest in employee training and
career development.

Year Goal Actual
1999 NA 231
2000 NA 284
2001 262 241

Data Definition: Effective FY 2001, thisindicator represents the average number of decisions on
appeal s of hearings processed per “direct” workyear expended. A direct workyear represents actual
time spent processing cases. It does not include time spent on training, leave, holiday, etc.
Decisions on appeals of hearings exclude decisions on new court cases, court remands, and quality
assurance reviews.

Data Source: Appeals Council Case Control System and ACAPS.

Performance Indicator 35: Percent of OASI claims processed by the time the first regular
payment is due or within 14 days from the effective filing date, if later.

FY 2001 Performance Discussion: We exceeded our goal. Our performance in adjudicating
claims for OASI benefits improved again this year, building on the increases that occurred in the
past three fiscal years. This performance reflects our continuing commitment to making timely and
accurate payments to our OASI claims customers.

Year Goal Actual
1998 83% 82.6%
1999 83% 84.3%
2000 83% 86.9%
2001 83% 89.2%
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Data Definition: This rate reflects the number of OASI applications completed through the SSA
operational system (i.e., award or denial notices are triggered) before the first regular continuing
payment is due or not more than 14 calendar days from the effective filing date, if later, divided by
thetotal number of OASI applications processed. Thefirst regular payment due date is based on the
appropriate payment cycling date which may be the 3rd of the month, or the 2nd, 3rd or 4th
Wednesday of the month.

Data Source: The MIICR System.

Performance Indicator 36: Percent of SSI Aged claims processed by the timethefirst payment is
due or within 14 days of the effective filing date, if later.

FY 2001 Performance Discussion: We exceeded our goal. For a number of years, we have been
steadily improving the timeliness of our SSI claims processing, and we met and exceeded our goal
for thefirst timein FY 2000. We continued this progress again in FY 2001. This continuously
improving performance demonstrates our commitment to paying our SSI Aged claimantsin a
timely manner.

Year Goal Actual
1998 66% 54.2%
1999 66% 63.5%
2000 66% 74.4%
2001 66% 79.9%

Data Definition: (FY 2001 on) This rate reflects the number of SSI Aged applications completed
through the SSA operational system (i.e., award or denial notices are triggered) before the first
regular continuing payment is due or not more than 14 days from the effective filing date, if |ater,
divided by the total number of SSI Aged applications processed. The first regular continuing
payment due date is based on the first day of the month that all eligibility factors are met and
payment is due.

Definition Before FY 2001: Percent of initial SSI Aged claims processed within 14 days of filing
date. The rate reflected the number of SSI Aged applications completed through the SSA
operational system (i.e., award or denial notices triggered) within 14 days of filing date, divided by
the total number of SSI Aged applications processed.

Data Source: The Title XVI Operational Data Store System.

Performance I ndicator 37: Percent of origina and replacement SSN cards issued within 5 days
of receiving all necessary documentation. We exceeded our goal. Thisindicator isKey
Performance Indicator 7 in the Performance Goals and Results section of the MD& A. Please
see page 43 for a detailed discussion.
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Strategic Objective: By 2005, increase by 100 percent from 1999 levels, the number of

SSDI and SSI disability beneficiaries who achieve steady employment and no longer
receive cash benefits

Performance Indicator 38: Increase in the number of DI adult worker beneficiaries who begin a
trial work period.

FY 2000 Performance Discussion: Wedid not meet the goal. Since 2000, we have been using
this measure to track the number of DI adult beneficiaries who begin atrial work period.

(Note: Thismeasureisa count of increased work activity during a calendar year (CY), not a
fiscal year.) Our CY 2000 goa was to increase the number of individuals working at this level by
10 percent over the 1997 baseline level. For 2000, this equated to 17,600 trial work period (TWP)
starts. We missed that target, with actual trial work period starts at 14,789 in CY 2000.

The number of beneficiaries for whom a TWP start isrecorded is partly afunction of: 1) The state
of the economy, which was relatively good but slowing in CY 2000; and 2) the efficiency with
which SSA discovers and records beneficiary work activity. Counts of TWP starts declined for
1998 and 1999, during rapid economic expansion, but increased slightly between 1999 and 2000.
Reductions in the number of SSA field staff, and increasing field office workloads, could have
delayed the posting of TWP start dates to the Master Beneficiary Record (MBR), and may have
contributed to the apparent declinein TWP starts. (Note: Significant retroactive reporting of
earnings and TWP starts for a given year continues for aleast 2 years afterward.) Performance
goalswill be reduced for FY 2002 and, as appropriate, in subsequent years to align them with the
actual CY 2000 levels. Nevertheless, in FY 2002 our goal isto increase the number of DI adult
beneficiaries who begin atrial work period by 5 percent. In FY 2003, we will raise our goal to a
10 percent increase, as we expect the Ticket-to-Work program to have a positive effect on
beneficiary work attempts.

FY 2001 Performance Discussion: Data not yet available. We measure the number of DI adult
beneficiaries who begin a TWP in a calendar year, as opposed to fiscal year basis. The datais an
output of aroutine annual MBR run of CY data conducted in January-February of each year.
Accordingly, the actual performance numbers for 2001 will not be available until February 2002,
and we will report them in the FY 2002 PAR.

Because preliminary data are not available at this time, we do not know whether we will achieve
our 2001 goal. However, we can anticipate some reductionsin TWP starts for FY 2001 for severa
reasons:

e First, the TWP earnings amount was increased from $200 to $530 in January 2001. We
should expect asignificant reduction in TWP starts during the last 9 months of FY 2001 due
to this higher standard.

* Second, the economy was slowing in FY 2001 and it islikely that work activity was
decreased for DI beneficiaries from FY 2000 levels.

e Third, the goal was set based on the impact of our return-to-work efforts during 2001.
L ater-than-expected publication of the regulation for this Ticket-to-Work program has
prevented us from issuing Tickets until early FY 2002. Accordingly, any benefit from this
program on beneficiary work attempts will not be realized until 2002. This may result in
some shortfall from the stated 2001 target for this measure. Nevertheless, in FY 2002 we
expect to see an increase in the number of DI adult beneficiaries who begin a TWP by
5 percent, and in FY 2003 an increase by 10 percent, due to the positive effect or the
Ticket-to-Work program.
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Year Goal Actual
10% 1.8%

2000 17,600 14,789
5%

2001 15,528 NA

Data Definition: For FY 2000, thisindicator represented the annual percentage increase in the
number of DI adult worker beneficiaries who begin a TWP during CY 2000, as compared to the
base year 1997, in which there were 16,000 TWP starts. Our CY 2000 goal was for a 10 percent
increase over the base year performance. Effective FY 2001, this indicator represents the annual
percentage increase over the prior calendar year’s actual level of 14,789, equivalent to 15,528 TWP
starts. Our CY 2002 goal is a5 percent increase over CY 2001 actual performance.

Data Source: Master Beneficiary Record.

Performance Indicator 39: Increase in the number of SSI disabled beneficiaries, aged 18-64,
participating in 1619(a) status.

FY 2001 Performance Discussion: We did not meet our goal. This measure tracks the number
of disabled individuals receiving SSI benefits who are working and earning at least $740 per
month. Our FY 2001 goal wasto increase the number of individuals working at thislevel by
5 percent. In FY 2001, the number of individuals working at thislevel fell from 25,772 to 24,816.

Several factors may have arole in causing the numbersto fall from FY 2000 to FY 2001. First, the
economy has been in decline throughout FY 2001, and it islikely that jobs were harder for
beneficiariesto find. Also, we had anticipated that the Ticket-to-Work program would be
operational well before the end of the fiscal year, but its startup was delayed. While we hope that
the Ticket program has an immediate impact on return-to-work among beneficiaries, it is not clear
how long it will take for the Ticket program to catch on with beneficiaries and supporting service
providers.

In FY 2002, wewill continueto aim for a5 percent increase over the actual number of beneficiaries
in 1619(a) statusin FY 2001. The FY 2002 target will be revised from 28,414 to 26,057 in our
Revised Final FY 2002 Annual Performance Plan. If the economy improves over the next year, we
could see adramatic increase in the numbers of beneficiariesin 1619(a) status. If not, it islikely
that the numbers will be fairly flat. In years beyond FY 2002, the impact of the Ticket-to-Work
program should slowly emerge with corresponding increases in work activity reflected in more
beneficiariesin 1619(a) status.

Year Goal Actual
10%

2000 21,744 25,772
5%

2001 27,061 24,816
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Data Definition: Effective 2001, our goal isa5 percent annual increase over the prior year’'s
performance in the number of SSI disabled beneficiaries aged 18-64 who are participating in
1619(a), i.e., working at the Substantial Gainful Activity level but still receiving benefits; for

FY 2001 the equivalent of 27,061. Our FY 2002 goal isfor a5 percent increase over FY 2001, the
equivalent of 26,057. Beginning FY 2003, our goal will befor 10 percent annual increases. In years
prior to FY 2001, the indicator represented the annual percentage increase relative to the base year
1997. This Performance Indicator is an interim measure that will be replaced with the long-term
Indicator: “Percent increase in the number of SSI disabled beneficiaries who no longer receive
benefits due to work (1619(b) status) and have earnings of at least $740 per month.” This new
long-term Indicator will bein our FY 2003 Final APP (issued in Spring 2002) and will be effective
FY 2003.

Data Source: “SS| Disabled Recipients Who Work” report.

Performance I ndicator 40: Activitiesto implement provisions of the Ticket-to-Work and
Self-Sufficiency Program (TWSSP) and other employment strategies.

FY 2001 Goals. 1. Publish final regulationsfor Ticket-to-Work Program.
2. Distribute Ticketsto beneficiariesin Phase 1 States.

FY 2001 Performance Discussion: We did not meet our goals. The TWSSP isanew program
that began in FY 2001. It provides Ticketsto pay for service providers who will help beneficiaries
return to work. The service provider will be paid only if the beneficiary leaves the disability rolls
due to work or meets certain milestone criteria. A grants program will help beneficiaries gain
employment. During FY 2001, we made significant progressin building the infrastructure
necessary to issue Ticketsin the first round of States that will participate in the program. Our goal
wasto start distributing Ticketsin afirst round of Statesin FY 2001, with the second round of
distribution to Statesin FY 2002, and the third round in FY 2003. In order to begin this Ticket
distribution, final regulations must be published authorizing this activity and describing the rules
for the program. When we set this goal in late 2000, we expected to have the final regulation
published by mid-2001 at the latest. However, the process of responding to over 500 comments on
the Notice of Proposed Rule Making (i.e., proposed regulation) for the Ticket program took much
longer than anticipated. The draft final regulation went to the Office of Management and Budget
(OMB) in mid-August 2001. We continue to work with OMB on finalizing the regulations, and we
hope to be able to issue Tickets to beneficiariesin early FY 2002. The delay in meeting these two
goa swill not impact our ability to continue to rollout the Ticket program as originaly planned. As
per the original schedule, we will issue the second round of Ticketsin FY 2002.

Data Definition: Thisindicator represents the milestones in implementing provisions of the
TWSSP and other employment strategies.

Data Source: New data system being developed to allow SSA to administer the Ticket-to-Work
program.
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Strategic Goal: To ensuretheintegrity of Social Security programs,
with zero tolerance for fraud and abuse

Strategic Objective: To make benefit paymentsin the right amount, specifically:

e Maintain through 2002 the accuracy of OASI payment outlays;
* Maintain or improve through 2002 the accuracy of DI payment outlays; and
* By 2002, raiseto 96 percent the accuracy of SSI payment outlays

Performance Indicator 41: Dollar accuracy of OASDI payment outlays: Percent without
overpayments and percent without underpayments.

FY 2000 Performance Discussion: We met and exceeded our goalsfor payment outlays
without over payments and without under payments. For several years, we have continued to
maintain this high level of dollar accuracy of OASI payment outlays.

FY 2001 Performance Discussion: FY 2001 dataisnot available at thistime and will be
reported in the FY 2002 PAR. In FY 2000 and FY 2001, we continued our progress in increasing
automation and providing OASI training, as well as monitoring our processes to identify and
correct any problem that might affect our payment accuracy. We believe that these initiatives will
continue to provide the necessary support to maintain this high level of accuracy into FY 2002 and
beyond. Beginning in FY 2001, we expanded our payment accuracy measure to include the
accuracy of benefits paid to DI beneficiaries. We have in place an action plan to continuously
improve DI payment accuracy and expect to meet our FY 2002 goals of 99.8 percent for

OASDI payments without overpayments and underpayments.

Percent without over payments

Year Goal Actual
1998 99.8% 99.9%
1999 99.8% 99.8%
2000 99.8% 99.9%
2001 99.7% NA

Per cent without under payments

Year Goal Actual
1998 99.8% 99.9%
1999 99.8% 99.9%
2000 99.8% 99.9%
2001 99.8% NA
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Data Definition: Stewardship accuracy is divided into accuracy for payment dollars without
overpayments and accuracy for payment dollars without underpayments. The overpayment
accuracy is computed by subtracting the overpayment dollars paid for the FY from the dollars paid
and dividing the remainder by the dollars paid ((dollars paid - o/p dollars)/dollars paid). This error
rate is subtracted from 100 percent to attain the accuracy rate. Similarly, the underpayment
accuracy is computed by subtracting the underpayment dollars paid for the FY from the dollars
paid and dividing the remainder by the dollars paid ((dollars paid - u/p dollars)/dollars paid). This
error rate is subtracted from 100 percent to attain the accuracy rate. Prior to FY 2001, the accuracy
of only OASI outlays was included. Effective FY 2001, the non-medical accuracy of DI outlays
was added to the measure. The General Accounting Office (GAO) raised a concern that combining
payment accuracy datafrom the OASI and the DI programs may affect SSA's ahility to sufficiently
monitor and manage performance. While the Annual Performance Report combines data from
these two programs, stewardship reports continue to include the accuracy of OASI and DI payment
outlays separately. We still have data available to discretely monitor and manage performancein
both the OASI and the DI programs. For our monitoring and management purposes, thereis no
danger that the accuracy of each of these programs will be obscured by the GPRA reporting of the
combined goal.

Data Source: OASDI Stewardship Report.

Performance Indicator 42: DDS net decisional accuracy rate.

FY 2000 Performance Discussion: We did not meet our goal even though SSA and the DDSs
continue to focus on achieving a high level of quality of allowance decisions, through ongoing
training initiatives that foster consistent application of laws, regulations and rulings at all stages of
the disability adjudication process. FY 2000 marked the third successive year in which available
resources were not sufficient to address all incoming disability claims, and backlogs continued to
rise. The DDSs were under considerable pressure to keep cases moving, and this resulted in less
than the desired level of development, which impacts accuracy rates. This pressure particularly
affected denial accuracy because of the additional documentation requirements that must be met.

FY 2001 Performance Discussion: Data not yet available. Thisindicator measures the
percentage of correct decisionsissued by the State DDSs, both allowances and denias. Datawill be
available in January 2002 and the actual FY 2001 performance will be reported in the FY 2002
PAR. The performance goal was set at an approximate target level, and the deviation from that goal
is expected to be slight. There will be no effect on overall program or activity performance. This
indicator will be discontinued in FY 2002, leaving two more detailed performance accuracy
indicators and goals: DDS allowance performance accuracy rate and DDS denial performance
accuracy rate (see the following two indicators). The data will be more timely and in line with key
recommendations made by the Office of the Inspector General, GAO and others.

Year Goal Actual
1998 NA 96.2%
1999 NA 96.7%
2000 97% 96.4%
2001 97% NA
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Data Definition: Thisindicator measures the percentage of correct decisions issued by the State
DDSs, both allowances and denials. The DDS net decisional accuracy of disability claims - both DI
and SSI - reflects the percentage of correct initial determinations - both allowances and denials -
issued by State DDSs.

Data Source: Annual Disability Quality Assurance Reports.

Performance I ndicator 43: DDS allowance performance accuracy rate.

FY 2001 Performance Discussion: We met this goal. This measure reflects the percentage of
initial disability allowances that do not have to be returned to the DDSs for devel opment of
additional documentation or correction of the disability determination. We met this goal because
SSA and the DD Ss continue to focus on achieving a high level of quality on allowance decisions.
Ongoing training initiatives that foster consistent application of laws, regulations and rulings at all
stages of the disability adjudication process have been particularly effective. We expect to maintain
high levels of allowance quality in FY 2002.

Year Goal Actual
1998 NA 96.1%
1999 NA 96.5%
2000 NA 97%

2001 96.5% 96.8%

Data Definition: The allowance accuracy rate reflects the estimated percentage of initial disability
allowances that do not have to be returned to the DDSs for development of additional
documentation or correction of the disability determination.

Data Source: Annual Disability Quality Assurance Reports.

Performance I ndicator 44: DDSdenia performance accuracy rate.

FY 2001 Performance Discussion: We did not meet this goal. This measure reflects the
percentage of initial disability denialsthat do not have to be returned to the DDSs for devel opment
of additional documentation or correction of the disability determination. We did not meet this goal
even though SSA and the DD Ss continue to focus on achieving ahigh level of quality on allowance
decisions, through ongoing training initiatives that foster consistent application of laws, regulations
and rulings at all stages of the disability adjudication process. FY 2001 marked the fourth
successive year in which available resources were not sufficient to address all incoming disability
claims, and backlogs continued to rise. The DDSs were under considerable pressure to keep cases
moving, and this resulted in less than the desired level of development which impacted accuracy
rates. This pressure particularly affected denial accuracy because of the additional documentation
requirements that must be met. In FY 2002, resource issues could impact our ability to meet our
93.5 percent goal for thisindicator.
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Year Goal Actual
1998 NA 92.3%
1999 NA 93%
2000 NA 92.4%
2001 93.5% 92%

Data Definition: The denial accuracy rate reflects the estimated percentage of initial disability
deniasthat do not have to be returned to the DD Ss for devel opment of additional documentation or
correction of the disability determination.

Data Source: Annual Disability Quality Assurance Reports.

Performance I ndicator 45: OHA decisiona accuracy rate.

FY 2000 Performance Discussion: We met and exceeded this goal by taking a number of steps
to enhance the quality of adjudication of hearings decisions, including ongoing training initiatives
for decisionmakers and quality reviews of hearings decisions. The quality reviews are done at two
points in the hearings decision adjudication process and involve: 1) ALJ participation in peer
reviews of hearings decisions; and 2) ALJ quality reviews of allowance decisions before they are
effectuated. These in-depth evaluations demonstrate our commitment to quality. By meeting our
FY 2000 decisional accuracy goal and maintaining an 88 percent accuracy rate for two yearsin a
row, we have demonstrated our progress in improving the quality of our ALJ decisions and the
value of our training and evaluation initiatives. We have come along way from the 81 percent
accuracy rate seen in our first ALJ peer review in 1995.

FY 2001 Performance Discussion: Data not yet available. The data for this goal will be
available in January 2002 and will be reported in the FY 2002 PAR. We believe we will meet this
goal by continuing to take steps to enhance the quality of adjudication of hearings decisions,
including ongoing training initiatives for decisionmakers and quality reviews of hearings decisions.
By historically meeting our decisional accuracy goal, and maintaining an 88 percent accuracy rate
since 1999, we demonstrated our progress in improving the quality of our ALJdecisions and the
value of our training and evaluation initiatives. Accordingly, we expect to meet our FY 2001 goal
and the planned quality rate increases to 89 percent and 90 percent for FY 2002 and FY 2003. In
FY 2001, we continued to work toward improving our OHA decisional accuracy rate.

Year Goal Actual
1998 85% 87%
1999 85% 88%
2000 87% 88%
2001 88% NA

Other Accompanying Information

149



Data Definition: The decisiona accuracy of hearings reflects the percentage of disability hearing
decisions-both favorable and unfavorable-supported by “ substantial evidence.” Thisisthe standard
used by the Federal Courts to evaluate accuracy of decisions, and by the Appeals Council in
determining which hearing decisions to review.

Data Source: Bi-annual Disability Hearings Quality Review Process Peer Review Reports.

Performance Indicator 46: Dollar accuracy of SSI payment outlays: Percent without
overpayments and Percent without underpayments.

FY 2000 Performance Discussion: We did not meet the goal. We identified severa initiatives
that we believed would improve SSI payment accuracy. These initiatives included increasing the
total number of non-disability redeterminations, more timely development of computer match
alerts and implementing a new data exchange with financial institutions. Our FY 2000 goal
assumed that we would have sufficient resources to fully implement those initiatives. However, our
FY 2000 budget did not include the additional resources we needed. We did, however, improve our
redetermination profiling system, the system by which we identify cases which are more likely to
bein error, and this had positive impact on SSI payment accuracy, particularly underpayment
accuracy. We completed redeterminations of certain SSI cases to ensure that the non-disability
factors of eligibility continue to be met, and that the payments are in the correct amount.

FY 2001 Performance Discussion: Data not yet available. Actual FY 2001 performance for this
indicator will be reported in the FY 2002 PAR. In FY 2001, we believe the various initiatives we
had in place had a positive impact on our ability to meet our SSI payment accuracy goals. In

FY 2002 and FY 2003, our planisto again increase the number of non-disability redeterminations
that we process. However, to compl ete the additional redeterminations without increasing backlogs
that currently exist in our field offices, SSA will need to receive the additional funding in our

FY 2002 and FY 2003 budget requests.

Percent without over payments

Year Goal Actual
1998 NA 93.5%
1999 NA 94.3%
2000 95% 93.6%
2001 94.7% NA

Per cent without under payments

Year Goal Actual
1998 NA 98.8%
1999 NA 98.3%
2000 98.8% 98.6%
2001 98.8% NA
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Data Definition: The SSI payment accuracy rate is determined by an annual review of a
statistically valid sample of the beneficiary rolls. Separate rates are determined for the accuracy of
payments with overpayment dollars and the accuracy of payments with underpayment dollars. The
rates are computed by dividing the dollars overpaid or dollars underpaid by thetotal dollarspaid for
the fiscal year. This percentage is subtracted from 100 percent to attain the accuracy rate. The
current measurement system captures only the accuracy of the non-medical aspects of digibility for
SSI payment outlays.

Data Source: SS| Stewardship Report.

Performance Indicator 47: Percent of Social Security numbers issued accurately.

FY 2000 Performance Discussion: We did not meet our goal. We issued 99.7 percent of SSNs
accurately. The difference in accuracy from prior years performanceis not statistically significant.
We are, however, continuing efforts to improve the quality of the enumeration process through
continuing reminder items focused on deficiencies identified in quality reviews and enumeration
studies, and through the activities of SSA’s enumeration task force that isidentifying both

short- and long-term changes to improve the accuracy and integrity of the enumeration process.

FY 2001 Performance Discussion: Data not yet available. Actual FY 2001 performance for this
indicator will be reported in the FY 2002 PAR.

Year Goal Actual
1998 99.8% 99.8%
1999 99.8% 99.8%
2000 99.8% 99.7%
2001 99.8% NA

Data Definition: The percentage rate for SSNsissued accurately is based on an annual review of a
sample of approximately 2,000 SSN applications to verify that the applicant has not been issued an
SSN that belongs to someone else, or that multiple SSNs assigned to the same applicant have been
cross-referred. The data excludes SSNs assigned via the Enumeration-at-Birth process and major
errors identified by the Office of Quality Assurance that do not result in an SSN card being issued
erroneously.

Data Source: Enumeration Process Quality Review Report.

Strategic Objective: To become current with DI and SSI CDR requirements by 2002

Performance I ndicator 48: Percent of multi-year (FY 1996 - 2002) CDR plan completed. We
met our goal. Thisindicator is Key Performance Indicator 9 in the Performance Goals and
Results section of the MD& A. Please see page 45 for a detailed discussion.
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Strategic Objective: To maintain through 2002, current levels of accuracy and timeliness

in posting earnings data to individuals' earnings records

Performance I ndicator 49: Percent of wage items posted to individuals' records by
September 30.

FY 2000 Performance Discussion: We met our goal. In the FY 2000 Performance and
Accountability Report, we stated that we did not meet our FY 2000 goal of posting 98 percent of
wageitemsto individual records by September 30. We reported that the calculation of our FY 2000
performance was based on an estimated humber of itemsto be posted, and that the actual number of
items would not be known until January 2001. Our Actuary estimated that 251 million wage items
would be posted for tax year (TY) 1999. The actual number of wage items posted when the
database closed in January was 248 million. We can now report that we did, in fact, meet and
exceed our goal of 98 percent, with an actual posting of 98.9 percent of wage items by

September 30, 2000.

FY 2001 Performance Discussion: We met and exceeded our goal. SSA’s FY 2001 goal of

98 percent relates to the number of TY 2000 earnings items posted through September 30, 2001,
divided by the estimated total earningsitemsto be posted for TY 2000. As of September 30, 2001,
SSA had posted 99.3 percent of the estimated 253,900,000 wage items to be posted. The total
number of wage items posted for TY 2000 will not be known until the database closesin

January 2002. However, at this point in time, we believe final datawill show that SSA has matched
(if not exceeded) its FY 2000 accomplishment of posting nearly 99 percent by September 30.

Year Goal Actual
1998 98% 98.5%
1999 98% 92.9%
2000 98% 98.9%
2001 98% 99.3%

Data Definition: The computation of thisrate isthe number of prior tax year wage items posted by
the end of September divided by the number of prior tax year wage items posted by the end of the
processing year (mid-January). Wage items include W-2s, tips, earnings in excess of taxable
maximum wages, etc.

Note: Tracking throughout the year is based on estimates of potential receipts, compared to actual
items processed by the posting system. The actual performance reported in the FY 1999 and 2000
Performance and Accountability Report is based on the updated estimates compared to the actual
items processed. Each year, once all known earnings reports have been received, performanceis
recal culated based on actual data. For this reason, the actual FY 2000 performance for this measure
has now been updated based on the recal culation using actual data. Accordingly, beginning

FY 2001, we will post performance under “Estimated” performance until all earnings reports are
received and the recalculation is based on actual data.

Data Source: Earnings Posted Overall Cross Total/Year-to-Date System (EPOXY).

152 SSA’sFY 2001 Performance and Accountability Report



Performance I ndicator 50: Percent of earnings posted correctly. We met our goal. This
indicator is Key Performance Indicator 10 in the Performance Goals and Results section of
the MD& A. Please see page 46 for a detailed discussion.

Performance Indicator 51: Percent of employee reports (W-2s) filed electronically.

FY 2001 Performance Discussion: We exceeded our goal to a significant degree. In FY 2001,
we received electronically more than 27 percent of the annual wage reportsfor TY 2000,
amounting to 68.5 million W-2s, with over 24 million of those submitted over the Internet. Our
continuing efforts to encourage more empl oyers to convert to electronic wage reporting, and our
offering of improved services and customer support, have contributed significantly to our success
this year. In 2001, we introduced expanded web-based employer information services, an
Integrated Registration for Employers and Submitters process, the ability to upload wage reports,
and the ability to download from the Internet a self-test AccuWage software product to check the
accuracy of the wage reporting format. We a'so piloted the use of Public Key Infrastructure to
provide additional data security for employer wage reporting via the Internet. These efforts are
expected to continue to improve so that SSA will meet the increasing goals set for this performance
measure. Thisyear’s performance is agood sign for achieving the goals set for electronic reporting
over the next few years.

Year Goal Actual
1999 NA 6.6%
2000 NA 18.4%
2001 20% 27%

Data Definition: The computation of this rate is the number of W-2sfiled electronically and
processed to completion for atax year divided by the total number of W-2sfor that tax year
processed to completion by the end of the processing year (mid-January).

Data Source: Earnings Management Information Operational Data Store (EMODS) reports.

Strategic Objective: Aggressively deter, identify, and resolve fraud

Performance Indicator 52: Number of investigations conducted (i.e., closed).

FY 2001 Performance Discussion: We met and substantially exceeded our goal. In FY 2001,
we showed a significant increase in the number of Office of the Inspector General’s (OIG)
investigations conducted and closed. Thisincreaseis largely due to the expansion of some national
investigative efforts such as those associated with the OlIG’s fugitive felon program and the
Cooperative Disability Investigative (CDI) teams. The OIG continues to increase the number of
CDI teamsin operation each year. This annual increase has resulted in annual risesin productivity
and results. The OIG continues to review productivity reportsto determine if future performance
goasarerealistic. Based on past history, it appears that the goal set for FY 2002 continues to be

appropriate.
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Year Goal Actual
1998 NA 5,448
1999 5,700 7,308
2000 7,600 8,051
2001 8,000 9,636

Data Definition: Investigations result from allegations that have sufficient information or
potential risk to warrant further review or action by a criminal investigator. Investigations are
counted as “conducted” when all OIG actions have been completed, i.e., the investigator has
presented the facts of the case to a prosecutor or has determined that further action is not warranted
dueto lack of investigative leads.

Data Source: Allegation and Case Investigative System (ACIS).

Performance I ndicator 53: OASDI dollar amounts reported from investigative activities.

FY 2001 Performance Discussion: We met and exceeded our goal. In FY 2001, we showed a
significant increase in the OASDI dollar amounts reported as aresult of the OIG investigative
activities. Thisincrease is largely due to the expansion of some national investigative efforts such
as those associated with the OIG special project on deceased auxiliary beneficiaries. This project
focused on deceased widows and widowers of Social Security beneficiaries, who were in current
payment status even though a date of death was posted to the Numident datafile. Theincreasein
CDI teamsin FY 2001 also added to our performance for this goal.

Amounts shown in millions of dollars

Year Goal Actual
1999 $17 $45
2000 $40 $46
2001 $55 $86

Data Definition: OASDI dollars from penalties, assessments, savings, recoveries and restitutions
related to investigative activities that are reported by OIG field divisions and included in the OIG
semi-annual reports. Beginning in FY 1999, dollar amounts reported are segregated by program.

Data Source: Allegation and Case Investigative System (ACIS).
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Performance Indicator 54: SS| dollar amounts reported from investigative activities.

FY 2001 Performance Discussion: We met and substantially exceeded our goal. In FY 2001,
we showed a significant increase in the SSI dollar amounts reported as a result of the OIG
investigative activities. Thisincrease islargely due to the expansion of some national investigative
efforts such as those associated with the Ol G’s fugitive felon program and the CDI teams. The OIG
continues to increase the number of CDI teams in operation each year. These annual increases have
contributed to annual risesin productivity and results. The OIG continuesto review productivity
reports to determine if future performance goals are realistic. Based on past history, it appears that
the goal set for FY 2002 continues to be appropriate.

Amounts shown in millions of dollars

Year Goal Actual
1999 $18 $140
2000 $80 $128
2001 $90 $129

Data Definition: SSI dollars from penalties, assessments, savings, recoveries and restitutions
related to investigative activities that are reported by OIG field divisions and included in the OIG
semi-annual reports. Beginning FY 1999, dollar amounts reported are segregated by program.

Data Source: Allegation and Case Investigative System (ACIS).

Performance I ndicator 55: Number of criminal convictions. We met and exceeded our goal.
Thisindicator isK ey Performance Indicator 11 in the Performance Goals and Results section
of the MD& A. Please see page 47 for a detailed discussion.

Strategic Objective: To increase debt collections by 7 percent annually through 2002

Performance I ndicator 56: OASDI debt collected.

FY 2001 Performance Discussion: We did not meet our goal. While SSA’s objectivein
managing the OASDI program isto achieve the highest accuracy rate possible, it isinevitable that
some debt will be created because of the dynamics of the programs. Our stewardship
responsibilities require that we recover as much of this debt as possible. Each year since FY 1998,
our aim has been to increase OASDI debt collections by an average of 7 percent. Due to annual
fluctuations in available debt and the impact of SSA's efforts to prevent and detect debt, the
year-to-year increase in the amount of debt collected will vary above and below the average of

7 percent. In FY 2001, we did not meet our goal; we recovered $1,121.1 million in OASDI debt.
We did not meet our goal because the actual amount of OASDI debt available for collection was
reduced in FY 2001. This reduction was due to the elimination of the retirement test and
subsequent reduction in overpayments due to previously unreported beneficiary earnings from
work. Our recovery of a substantial amount of OASDI debt was due, however, to our effective use
of available debt recovery tools. Beginning in FY 2002, we will eliminate thisindicator and replace
it with a measure that better expresses our performance and is a better management tool. The new
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debt collection measure will establish a targeted percentage of outstanding OASDI debt thatisin a
repayment agreement, under appeal, or newly detected, versus debt that isin pursuit. We are
currently developing baseline data and will publish our new measure in Spring 2002 in our

FY 2003 Annual Performance Plan.

Amounts shown in millions of dollars

Year Goal Actual

1998 NA $1,103.4
1999 NA $1,1915
2000 $1,274.9 $1,343.5
2001 $1,364.1 $1,121.1

Data Definition: Overpayment collections for the combined total of the OASI and DI programs.

Data Source: Data are extracted from the Recovery of Overpayment Accounting Reporting
(ROAR) system.

Performance Indicator 57: SSI debt collected.

FY 2001 Performance Discussion: We met our goal. While SSA’s objective in managing the
SSI program is to achieve the highest accuracy rate possible, it isinevitable that some debt will be
created because of the dynamics of the programs. Our stewardship responsibilities require that we
recover as much of this debt as possible. Each year since FY 1998, our aim has been to increase
SSI debt collections by an average of 7 percent. Dueto annual fluctuationsin available debt and the
impact of SSA's efforts to prevent and detect debt, the year-to-year increase in the amount of debt
collected will vary above and below the average of 7 percent. In FY 2001, we met our goal; we
recovered $795.5 million in SSI debt. Our recovery of this substantial amount of SSI debt was due
to our effective use of available debt recovery tools. Beginning in FY 2002, we will eliminate this
indicator and replace it with a measure that better expresses our performance and is a better
management tool. The new debt collection measure will establish atargeted percentage of
outstanding SSI debt that isin arepayment agreement, under appeal, or newly detected, versus debt
that isin pursuit. We are currently developing baseline data and will publish our new measure in
Spring 2002 in our FY 2003 Annual Performance Plan.

Amounts shown in millions of dollars

Year Goal Actual
1998 NA $539.2
1999 NA $640.0
2000 $684.8 $701.6
2001 $732.7 $795.5

Data Definition: Overpayment collections for the combined total of the SSI-Federal and SSI-State
programs.

Data Source: Data are extracted from the Supplemental Security Record (SSR) and Overpayment/
Underpayment Processing System (OUPS).
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Strategic Goal: To be an employer that values and investsin each
employee

Strategic Objective: To provide the necessary tools and training to achieve a highly
skilled and high-performing workforce

Performance I ndicator 58: Percent of offices with direct access to Interactive Video
Teletraining (IVT).

FY 2001 Performance Discussion: Wedid not meet the goal. Prior to FY 2001, our goal wasto
equip SSA officeswith IVT so that employees would be within a 30-minute commuting distance.
Beginning in FY 2001, we redefined our goal so that employees would have accessto IVT in their
home offices, and would be able to receive the training they need without having to travel to other
locations. The net result will be the ability to address growing individual training needs while
concurrently meeting increased workload demands. In FY 2001, we set our goal at 67 percent of all
offices having direct IVT access. However, we fell short of that goa due to a number of factors
outside of our direct control, including adelay in converting sites to frame relay, an inability to get
the satellite signal to particular sites, blockage of the satellite signal, and non-cooperation of
landlords. We must have permission to install a dish on the roof and run cabling through the
building at leased |ocations. We were unabl e to obtain such approvals at anumber of sites. We have
increased the universe of sitesthat we will enable with IVT from 1,500 to 1,630 to include sites not
originally scheduled due to size, and sitesinitially believed capable of sharing IVT access. Taking
into account FY 2001 installations and the increase in the universe of sites, our FY 2002 goal isto
have direct accessto IVT at 76 percent of SSA offices.

Year Goal Actual
1999 NA NA
2000 NA NA
2001 67% 57.7%

Data Definition: Thisgoal for equipping SSA’s officeswith IVT has been redefined effective

FY 2001. The prior goal was defined as accessto IV T in offices within a 30-minute commute. The
new Indicator is defined asdirect accessto IVT in each office. The total number of sites planned for
installation number approximately 1,630. Employees will receive the training they need without
having to travel to other locations. The net result will be the ability to address growing individual
training needs while concurrently meeting increased workload demands.

Data Source: Office of Training records.
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Performance Indicator 59: Formal management devel opment programs implemented.

FY 2001 Goal: All leadership programs continued. Decisions on future Senior Executive
Saff/Candidate Development Program & Advanced L eadership Program have yet to be
made.

FY 2001 Performance Discussion: We met the goal. To maintain ahighly skilled, high
performing, and highly motivated workforce to achieve our mission, we are providing career
development opportunities to our best employees to prepare them for management, |eadership and
other positions. During FY 2001, all leadership programs continued as stated in the goal .

» Employees continued to participate in the Leadership Development Program (LDP).
Approximately 50 percent of all LDP participants have been promoted into leadership
positions.

* The Advanced Leadership Program (ALP) was announced in Spring 2001 and
approximately 70 people were selected for the program in September 2001.

The next Senior Executive Service Candidate Development Program will be announced by
December 2001. The next LDP is expected to be announced by January 2002. As part of our
comprehensive employee development agenda, new development programs will continue to be
announced on aregular basis. These programs continue to receive the staff support and budget
resources needed for assignments and training. We are on target with plans for the selection process
for upcoming programs and also to provide staff support for those selected. Evaluations of the
effectiveness of the programs are being done on an ongoing basis. Evaluations of the candidates
performance are also completed regularly.

Data Definition: Goals for thisindicator represent milestones, i.e., announcement selection and
implementation for management development programs

Data Source: Office of Training Records

Performance I ndicator 60: Percent of managerial staff participating in management/leadership
development experiences.

FY 2001 Performance Discussion: We did not meet the goal, dueto extraordinary
circumstancesoutside our control. Actual performance achieved during FY 2001 was 28 percent.
One-day seminars were scheduled for delivery to one-third of all SSA managers and supervisors
nationwide, but were only delivered to 28 percent of managerial staff. Various highly rated vendors
provided training on leadership competencies valued by SSA. The sessions were delivered
beginning in April 2001 and were all scheduled to end by September 2001, in al 10 SSA regions
and Headquarters. However, the training scheduled for September was deferred following the
events of September 11 and the subsequent travel restrictions. As soon as funds become available,
we will reschedule classes.

Pending the availability of travel and tuition funds, we expect to achieve the one-third goal for

FY 2002. At the end of FY 2002, the 3-year cycle of training one-third of SSA managers/
supervisors per year, which began in FY 2000, will be completed. We are eliminating thisindicator
effective FY 2002 in favor of more challenging indicators focusing on devel oping employee
competencies to support our long-range service vision.
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Year Goal Actual
1999 NA 60%
2000 331/3% 33 /3%
2001 331U3% 28%

Data Definition: Number of managerial employees, those with position descriptions designated as
supervisory, who participate in at least one training experience during afiscal year. Initially all
managerial employees will receive an experience over atwo-year period, with an ongoing goal of
1/3 annually beginning in FY 2000.

Data Source: Office of Training counts.

Strategic Objective: To provide a physical environment that promotes the health and

well-being of every employee

Performance I ndicator 61: Percent of employees reporting they are satisfied with the level of
security in their facility.

FY 2000 Performance Discussion: We met our goal. A component of SSA’s comprehensive
safety program isa biennial survey to determine employees’ perceptions of the level of security in
their workplaces. The first agencywide survey of randomly selected employees was conducted in
FY 1996, with actual satisfaction reported at 64 percent. A second survey was conducted in

FY 1998, after completion of the majority of security upgrades and changes identified in the
security contractor’s reports, and actual satisfaction was reported at 74.4 percent. A third survey in
FY 2000 was used to identify any areas where employee perceptions may have changed; actual
satisfaction was reported at 78.5 percent. Compared to survey data collected in 1996 and 1998, a
larger proportion of SSA employees now feel safe and secure in their work environment. We
believe the goal was exceeded because of the cumulative effect of physical security enhancements.

FY 2001 Performance Discussion: No actual performance will be measured for FY 2001.
Since thisis abiennial survey, we have collected the levels of employee satisfaction with security
for FY 1996, 1998 and 2000. We did not collect this datafor FY s1997, 1999, or 2001. Although no
data was collected for those years, we continued in FY 2001 to make additional security
enhancements based on data collected in the FY 2000 survey. This performance indicator is
discontinued effective FY 2002 and will be incorporated in the more-comprehensive performance
indicator “Percent of employeeswho are satisfied with their overall physical environment, i.e., itis
professional, accessible, safe and secure.”

Year Goal Actual
1998 64% 74%
1999 70% NA
2000 5% 78.5%
2001 75% NA
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Data Definition: Results of biennial employee surveys determined the perception employees have
of physical and protective security. The computation of this rate is the number of employees who
rate security as satisfactory or better, divided by the total number of employees responding to that
question. Because thisis abiennia survey, no actual results are collected and reportable for

FY 1999 or FY 2001.

Data Source: SSA Employee Physical Security Survey

Performance I ndicator 62: Percent of environmental air quality surveys completed and percent
of corrective actions taken when called for.

FY 2001 Performance Discussion: We met our goals. We achieved the FY 2001 goals for
surveying 20 percent of facilities and implementing 75 percent of corrective actions as called for in
theindoor air quality reports filed on these sites. This activity involves collecting indoor air quality
screening information at all SSA field and hearings offices. When baseline screening identifies
potential air quality problems, acomprehensive indoor air quality survey is conducted and

resol ution/remediation of the condition is undertaken. We were successful in meeting our

75 percent corrective action goal with adequate FY 2001 funding levels. This performance
indicator is discontinued effective FY 2002 and will be incorporated in the more-comprehensive
performance indicator “Percent of employees who are satisfied with the overall physical
environment, i.e., it is professional, accessible, safe and secure.” This new indicator better assesses
employees’ satisfaction with their overall working environment.

Facilities Surveyed

Year Goal Actual
1999 20% 37%
2000 20% 20.6%
2001 20% 20%

Data Definition: Indoor air quality surveys are conducted in 20 percent of the non-headquarters
facilities each year. The percent of surveys completed is based on 1,800 surveys: (1,500 facilities
and an allowance for 300 potential additional surveys required for officesthat relocate).

Data Source: Comprehensive Indoor Air Quality Surveys.

Percent Corrective Actions Taken

Year Goal Actual
1999 5% 76%

2000 75% 76.6%
2001 5% 76.3%

Data Definition: The percent of corrective actions taken is the result of dividing the number of
required corrective actions taken and interim protective measures that have been implemented by
the total number of required corrective actions identified by the surveys.

Data Source: Comprehensive Indoor Air Quality Surveys.
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Performance I ndicator 63: Number of facilities having water quality testing and percent of
corrective action taken when called for.

FY 2001 Performance Discussion: We exceeded our goal. We exceeded our goal of testing
water in 42 facilities and completing 100 percent of corrective actions when required. This activity
involves testing field offices and hearings officesfor lead, copper, and other contaminantsin water,
and then funding and undertaking remediation of potential or actual problems at individual sites.
Prior to FY 2001, we completed testing in the majority of the officesin the SSA facility inventory.
In FY 2001, we tested those offices not previously tested. We will continue conducting water
testing in newly relocated offices and in offices that undergo plumbing renovations. This
performance indicator will be discontinued in FY 2002 and will be incorporated into the more
comprehensive performance indicator “ Percent of employees who are satisfied with the overall
physical environment, i.e., it is professional, accessible, safe and secure.” This new indicator better
assesses employees’ satisfaction with their overall working environment.

Facilities Tested
Year Goal Actual
1999 600 662
2000 600 291
2001 42 65

Data Definition: A number of SSA field facilities will receive water sampling each year and
remediation will be done in 100 percent of offices identified with contaminants. The computation
of thisrate isthe number of offices requiring remediation divided by the number of offices
identified to have drinking water with elevated contaminant levels.

Data Source: Water Sampling Survey Report.

Percent Corrective Actions Taken

Year Goal Actual
1999 100% 100%
2000 100% 100%
2001 100% 100%

Data Definition: See definition above.

Data Source: Water Sampling Survey Report.

Other Accompanying Information

161



Performance I ndicator 64: Number of rel ocated offices having security surveys and percent of
SSA-accepted security recommendations implemented.

FY 2000 Performance Discussion: We exceeded our goals. We completed the work to
implement 90 percent of the recommendations that we accepted in FY 2000 as a result of physical
security reviews conducted that year in our facilities. Most of the work was completed in FY 2000,
with the balance completed in FY 2001 after contracts were put in place and fulfilled.

FY 2001 Performance Discussion: We did not meet our goalsto survey 150 relocated offices
because only 74 officesrelocated and we surveyed them all. We exceeded our goal for
implementing adopted security recommendations. In FY 2001, we conducted security surveys
inall 74 offices that relocated, and we compl eted the work to implement 90 percent of
recommendations that we accepted. In developing the FY 2001 goal, we initially estimated that
150 offices would relocate in FY 2001. Many factors can influence a rel ocation including but not
limited to the availability of space, workload implications, renovation delays, longer leases and
lease extensions, etc. As aresult of these factors, only 74 offices actually relocated and we
surveyed all 74 offices. For years, as part of SSA’s ongoing security program, security surveys had
been conducted in a sampling of offices. Following the bombing of the Murrah Federal Building in
Oklahoma City, Oklahoma, security contractors were hired to conduct surveysin al SSA facilities.
In 1996, the larger regional and field facility buildings were surveyed to determine their security
vulnerahilities. In subsequent years, Headquarters facilities and smaller field facilities were
surveyed. Since thisinitial contract work was completed, we have been sampling officesto ensure
completion of security upgrades and to maintain information on the Agency’s security posture. In
addition, all newly relocated offices are being surveyed. We will continue these ongoing activities
aswell as upgrade security measures as warranted. This performanceindicator will be discontinued
in FY 2002 and will be incorporated in the more comprehensive performance indicator “ Percent of
employees who are satisfied with the overall physical environment, i.e., it is professional,
accessible, safe and secure.” This new indicator better assesses employees’ satisfaction with their
overall working environment.

Number of offices surveyed

Year Goal Actual
2000 150 152
2001 150 74

Data Definition: A contractor will perform security surveysfor all SSA field offices that relocate
during afiscal year. Recommendations from the contractor will be accepted for implementation if
the Agency’s management deems them appropriate in context of other service delivery factors. For
example, arecommendation that would create unnecessary barriers between SSA employees and
customers may be considered unacceptable.

Data Source: Physical Survey reviews.
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Per cent of accepted recommendationsimplemented

Year Goal Actual
2000 85% 90%
2001 87% 90%

Data Definition: See above for definition.

Data Source: Physical Security reviews.

Strategic Objective: To promote an Agency culture that successfully incorporated our

values

Performance Indicator 65: Create Agency change strategy.

FY 2001 Performance Discussion: We did not meet our goal. To support our objective to
promote an Agency culture that successfully incorporates our values, in FY 2000 we conducted an
organizational culture survey, completed a gap analysis and conducted a benchmarking study, all
geared to support the development of a culture change strategy. In November 2000, afinal report of
that initiative was presented to SSA leadership. At that time, it was decided that action would be
deferred pending new Administration leadership coming on board at SSA. In recent months, we
have been focusing on developing and refining SSA initiatives related to the President’s
management agenda and our workforce restructuring plan. As part of that work, we will consider
how the Agency culture factors into our priorities. In the interim, we are discontinuing use of this
indicator effective FY 2002.

Data Definition: Thisgoal will be met if we implement our strategy.

Strategic Objective: To create a workforce to serve SSA's diverse customersin the

twenty-first century

Performance I ndicator 66: Complete Agency plan for transitioning to the workforce of the
future. We met our goals. ThisisKey Performancelndicator 12 in the Performance Goals and
Results section of the MD& A. Please see page 48 for a detailed discussion.
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Strategic Goal: To strengthen public under standing of Social Security
programs

Strategic Objective: By 2005, 9 out of 10 Americans (adults age 18 and over) will be

knowledgeable about the Social Security programs in three important areas:

e Basic program facts;
» Valueof Social Security programs; and
» Financing Social Security programs

Performance Indicator 67: Percent of public who are knowledgeable about Social Security
programs.

FY 2000 Performance Discussion: We exceeded our goal to an exceptional degree. Several
factors contributed to our attainment of a 75 percent knowledge level:

» First, the second year of performance measurement at the national and regional levels
increased the level of attention being paid to attainment of the strategic objective;

» Second, the expansion in the number of public affairs professionalsin SSA'sfield structure
and the increased public affairs activity by field office managers permitted more and
better-targeted information to be directed to members of the public; and

» Third, the educational impact of the Social Security Satement was considerable. Exceeding
our goal in FY 2000 positions us to maintain a reasonable level of public knowledge in the
face of resource challenges and program issues. It also permits usto create new strategiesto
focus on raising the level of knowledge among various segments of the population who are
more difficult to reach with our messages.

FY 2001 Performance Discussion: We exceeded our goal for FY 2001. The percent of the
public considered “knowledgeable” about Social Security stands at 78 percent in FY 2001, up

3 percentage points from the FY 2000 level of 75 percent. While the survey will need to be
reconfigured to provide more detailed information about the extent of the public’s knowledge of
Social Security funding and other issues, this performance level shows a positive trend toward our
FY 2005 goal of 90 percent.

We are pleased that our efforts helped the public retain its high level of knowledge this past year. A
series of localized studies conducted in FY 2000 showed that additional attention and resources
devoted to public affairs activities could have a measurable effect on public knowledge, and the
results of the FY 2001 survey clearly indicate that thisis so. There are several factors that may have
had an effect on the level of knowledge achieved this year:

» Theresults suggest that the Satement remains an effective communicationstool, and we
expect to continue to use it asatool for improving the public’s understanding of Social
Security. We also will focus on other very important means of communications, such as
broadcast messages and the news media.

» We developed and have begun a series of strategies that target the segments of the
population who know the least about Social Security.
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» Theissuance of another award-winning public service announcement, increased availability
of information and applications over the Internet, continued attention to relationships with
external community-based groups and the media, as well as sustained high-quality
communications throughout the SSA field community, have helped maintain public
knowledge.

Wewill be making major changesin our strategiesto ensure that members of the public know what
they need to know about Social Security. To help regional and field staff put in place effective
communications programs, we have begun to survey enough individual s to provide statistically
valid performance information at State and service-area levels, and we will be developing new
tools with which to address communications needs at the local, regional and national levels.

Year Goal Actual
1999 NA 55%
2000 65% 75%
2001 75% 78%

Data Definition: Percent of Americans (adults age 18 and over) determined as “knowledgeable”
in the annual PUMS Survey.

Data Source: Annual public survey of adults age 18 and over.

Performance Indicator 68: Percent of individualsissued SSA-initiated Socia Security
Statements as required by law. We met our goal. Thisindicator isKey Performance

Indicator 13 in the Performance Goals and Results section of the MD& A. Please see page 51
for a detailed discussion.

Other Accompanying Information

165



Selected Budgeted Workloadsin Support of Strateqgic Goals

The selected budgeted workloads, shown below, are major categories of our work that provide
service to the public and/or ensure the integrity of our programs. These substantial day-to-day base
workloads are the largest factor driving overall SSA administrative resource needs. Displayed

bel ow are the workloads we expected to processin FY 2001, and what we actually processed in FY
2001.

Workload 1: RSl Claims Processed

FY 2001 Performance Plan: 3,125,000

FY 2001 Actual: We processed fewer than the projected workload of Retirement and
SurvivorsInsurance (RSI) claims.

Discussion: One of SSA's key ongoing operational responsibilitiesis to processthe RSI claimsit
receives. Each year we estimate the RSI claims workload that we expect to receive based on
actuarial estimates, prior years' claimsreceipts, legisative or policy changes, and other factors. In
FY 2001, the projected workload of 3,125,000 RSI claims did not materialize, so we did not
process that number of claims.

Thisisunlike the FY 2000 goal, when we processed 3,404,938 RSI claims. This large number of
claims was mostly due to the enactment of legidation that partially repeal ed the annual earnings
test. This caused asurgein RSI applicationsin FY 2000 that was not matched in FY 2001. In

FY 2001, we actually processed 3,092,743 RSI applications. We allocated sufficient administrative
resourcesin FY 2001 to process the workload.

We are not likely to process more than that number in FY 2002. The number of RSI claims received
and processed in FY 2002 and subsequent years will depend in large part on the number of people
who are ready to retire and file, or the number of wages earners who die and leave eligible
survivors. For FY 2002, we currently estimate our RSI claims workload at 3,137,000.

Workload 2: SSI Aged Claims Processed

FY 2001 Performance Plan: 150,000

FY 2001 Actual: We processed morethan the projected number of Supplemental Security
Income (SSI) aged claims

Discussion: One of SSA’s key ongoing operational responsibilitiesisto process the SSI claimsiit
receives. Each year we estimate the SSI claims workload that we expect to receive based on
actuarial estimates, prior years' claimsreceipts, legidative or policy changes, and other factors.

In FY 2001, we processed 153,563 SSI aged claims, which was more than the 150,000 claims
projected. We allocated sufficient administrative resourcesin FY 2001 to process the workload.

In the absence of new legidlation, the number of SSI aged claims received in any year is entirely
dependent on the number of people who meet citizenship, income and resource requirements, and
who elect to file for benefits. The number cannot be predicted, but based on the experience of the
past two fiscal years, we expect to receive and process approximately 155,400 SS| aged claimsin
FY 2002.
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Workload 3: Initial Disability Claims Processed

FY 2001 Performance Plan: 2,097,000

FY 2001 Actual: We processed 2,166,623 initial disability claims, which ismorethan the
targeted number.

Discussion: We were able to process more than the targeted number of initial disability claims
because we reallocated over $30 million to the State DDS budget to enable the DDSs to increase
case processing capacity. By exceeding our target through additional funding, the growth of
backlogged disability claims has slowed and the DDSs are better positioned to meet future
processing targets. Future disability claims processing targets are based on past performance and
future actuarial projections and, with sufficient funding, should be met.

Workload 4: Hearings Processed

FY 2001 Performance Plan: 526,000

FY 2001 Actual: We processed 465,228 hearings, which isfewer than thetar geted number of
hearings.

Discussion: Several factors adversely impacted our ability to achieve the projected level of
hearings processed in FY 2001. First, from April 1999 until September 24, 2001, SSA was
prevented from hiring AL Jsto fill existing vacancies. Thiswas asaresult of litigation involving the
Office of Personnel Management (OPM) (Azdell v. OPM), which prohibited OPM from providing
Federal agencies with an ALJ certificate from which to hire new ALJs. Accordingly, the ALJ corps
continued to diminish in size during FY 2001, and from FY 1999 through June 2001, we lost

172 AL Js. On September 24, 2001, we were granted a one-time exception to hire 126 AL Js,
pending along-term resolution of the issue, and we took immediate action to hire. We also were
unableto fill many new staff positions until late in the FY (due to the Continuing Resolution and a
brief hiring freeze) and implemented a new hearing process.

We continue to look for ways to improve productivity. We are evaluating the new hearing process,
and recently renegotiated a Memorandum of Understanding with one of our unions to afford more
flexibility to local hearing offices in the performance of certain administrative activities. We
believe we are positioned to meet our FY 2002 workload target. Also, we are hiring 126 new ALJs
earlier in the FY than anticipated. This hiring will have some impact on total hearings processed in
the second half of the new fiscal year.

Workload 5: SSN Requests Processed

FY 2001 Performance Plan: 16,460,000

FY 2001 Actual: We processed 18,179,115 SSN requests, which is more than the targeted
workload.

Discussion: One of SSA’s key ongoing operational responsibilitiesis to process the requestsit
received for original or duplicate SSNs (i.e., original or replacement SSN cards). Each year we
estimate the SSN reguest workload that we expect to receive. However, the number of requests
processed in agiven year is dependent upon the number of people who need a new or replacement
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SSN, and who meet citizenship or residency requirements. This year, we received and processed
18,179,115 requests. We allocated sufficient administrative resourcesin FY 2001 to process the
workload.

At thistime, we expect to process approximately 17,000,000 requests for SSNsin FY 2002. The
number of SSN requests could increase in FY 2002 if certain legidative proposals are enacted;
e.g., affecting residency status of undocumented workers.

Workload 6: 800 Number CallsHandled

FY 2001 Performance Plan: 60,000,000

FY 2001 Actual: We processed 59.3 million 800-number calls, which isfewer than projected.

Discussion: In FY 2001, we received and processed 59.3 million 800-number calls. We believe
there are two reasons for the smaller 800-number workload in FY 2001. First, an increased number
of callersare taking advantage of the services available on SSA’s Internet site. Second, we received
approximately 1.4 million fewer callsin September 2001 as compared to September 2000.

We know that the public is showing a continuing preference for dealing with SSA by telephone and
that overall customer satisfaction with our service is significantly influenced by the quality and
scope of our telephone service.

Our ability to handle the 800-number calls we receive each year is akey factor in our continued
ability to process our work in these times of increasing workloads, evolving customer demands and
preferences, and limited staffing. Processing this day-to-day workload requires a major portion of
our annual administrative resources. Aswe continue to expand the number of services available by
telephone, we will continue to make related improvements in automation and implement other
initiatives to improve access for customers to our 800-number.

Workload 7: Periodic Continuing Disability Reviews

FY 2001 Performance Plan: 1,729,000
FY 2001 Actual: We processed 1,730,192 CDRs, which ismore than the targeted number.

Discussion: SSA conducts very effective periodic reviews called continuing disability reviewsto
determine whether individual s receiving disability have medically improved and no longer meet
the statutory definition of disability, and therefore should have their disability benefits terminated.
SSA’s annual targets are set in accordance with our 7-year CDR plan, which covers FY's 1996
through 2002. The goal of our 7-year plan isfor SSA to process its entire backlog of CDRs by

FY 2002, and then to keep current with processing this critical workload. Congress provides special
funding to SSA to process our 7-year plan workload.

In FY 2001 we processed the target number of CDRs with the special funding and by undertaking
initiatives to enhance the efficiency and integrity of CDR processing. These initiatives included
improving our ability to identify factors that may indicate that a beneficiary has medically
improved. We use these factors in a profiling process to determine the type of CDR path a case
should follow: either afull medical review or an abbreviated process using a CDR mailer
guestionnaire.

In FY 2002, we expect to process the targeted number of CDRs.
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Workload 8: SSI Non-Disability Redeter minations

ThisisKey Performance Indicator 8 in the Performance Goals and Results section of the
MD&A. Please see page 44 for a detailed discussion.

Workload 9: Annual Earnings Processed:

FY 2001 Performance Plan: 270,200,000

FY 2001 Actual: We processed 274,427,394 annual ear ningsitems, which ismore than the
targeted workload.

Discussion: Annual earnings items reflect the total number of paper annual wage items processed
through the balancing operation plus the total number of magnetic media and self-employment
items posted for a given fiscal year. In FY 2001, we processed 274,427,394 annual earnings items.
We attribute our achievement in FY 2001 to our continued pursuit of several effective initiatives,
including: 1) Improved management information that tracked magnetic media submittals by
processing location, provided processing time, and provided the number of wage items associated
with each submittal; 2) targeting and tracking of large submitters to ensure their submittals were
processed timely; 3) follow-up on magnetic media returns and corrections earlier in the

TY process; and 4) improved communication internally within SSA and between SSA and the
employer community. In FY 2002, we expect to process approximately 268,000,000 earnings
items.

Workload 10: Representative Payee Actions:

FY 2001 Performance Plan: 6,858,000

FY 2001 Actual: We processed 7,135,770 representative payee actions, which ismorethan
thetarget workload.

Discussion: The number of representative payee actions consists of two workloads: the number of
representative payee applications processed and the number of representative payee accountings
processed. SSA haslittle control over the number of applications received, and therefore needing to
be processed, because we cannot accurately predict the number of beneficiaries that will need
representative payeesin any given year. This also impacts the number of payee accountings
released for processing. SSA’'s continued intention is to process al the applications received and
accountings released for processing in agiven year. In FY 2002, we expect to process
approximately 7,000,000 representative payee actions.
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Barometer M easur es

An agency’s strategic and performance plans are used to assess its performance in terms of
outcomes achieved and outputs produced. SSA’s mission isto promote the economic security of the
nation’s people, to issue benefit checks in the correct amount on atimely basis, and to ensure
world-class service. SSA’s programs, however, are not the only factors that affect the economic
status of the aged, disabled, and survivor populations. Personal choices, socid attitudes, and the
economic climate also play important roles. Thus, it is not feasible for the Agency to establish
numerical goalsfor such measures as levels of income or rates of poverty.

Although we cannot set goals for these measures, SSA has committed to identifying and defining
guantitative indicators to assess the outcomes of the Agency’s programs. SSA uses the indicators,
which are called barometer measures, to analyze the programs’ effects on the economic security of
the nation’s people and to help formulate options for strengthening the programs. The barometer
measures will also guide future research and policy development.

The strategic goa “to promote valued, strong, and responsive socia security programs and conduct
effective policy development, research, and program evaluation” acknowledges SSA's
responsibility to help shape the dialogue on critical long-term and short-term Social Security issues.
SSA has made a commitment to provide information and policy options for the OASDI and

SSI programs for use by decisionmakers. The barometer measures provide a measure of how
Social Security benefits, in combination with many related factors, affect the economic well-being
of the public.

No single measure can capture the effectiveness of asocia program. Therefore, SSA has devel oped
anumber of barometer measures for both the OASDI and SSI programs and other economic
factors. Each barometer contains multiple data measures that reflect the different bases and
objectives of each program: earnings-based for OASDI and needs-based for SSI. Barometer
measures should be considered both within the context of each other and in relation to external
economic, social, and other factors.

Several changes have been made from last year’s presentation which established baselines for the
barometer measures. We have reordered the measures, combined the discussions of OASDI and
SSI barometers, and added new measures. For example, estimates of Social Security replacement
ratesin last year's report were based only on hypothetical workers. This year we have added a
complementary measure based on actual workers and their work records to provide an estimate of
replacement rates. We have also devel oped additional barometer measures relating to private
provision for retirement including pension coverage, financial assets and net worth.

Finally, we have added labor force participation as the very first barometer measure to recognize
work and earnings as the key factors that lead to economic security. The five barometer categories
are:

I.  Program Coverage and Eligibility

1. Benefit Adequacy and Equity

I1l. Reliance on Social Security Programs

IV. Return-to-Work Among Persons with Disabilities
V. Private Provision for Retirement

This report provides a brief summary and analysis of the five areas followed by the measures
related to each one.
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I. Measuresof Program Coverage and Eligibility

The fundamental factor in ensuring economic security for the vast number of peopleisajob or jobs
that provide sustained and consistent income. Participation in the labor force, therefore, isthe
foundation on which to build financial security for retirement and for unexpected risks such as
disability and death.

OASDI benefits are based on lifetime labor force participation. Participation rates vary greatly by
age and sex and have been changing over time, especially for women. Labor force participation
increases with age for men to well over 90 percent through about age 39 and then declines with age
until only about 28 percent of men aged 65 to 69 are still in the workforce. Labor force
participation for women, while still lower than that for men overall, has increased in recent years.
Over 70 percent of women aged 25 to 29 are now in the workforce compared with less than

40 percent 40 years ago (Barometer 1A).

In addition to labor force participation rates being lower for women than for men, newly retired
male workerstypically earn more quarters of credit for Social Security coverage than newly retired

female workers and experience fewer years with no earni ngs.1 Men, on average, earned 85 percent
of the quarters of coverage they could have earned from age 22 to the year before first collecting
retired-worker benefits, compared with 59 percent of women. And men had, on average, 5 years
with no earnings from age 22 to retirement compared with 14 years for women (Barometer 1B).
Because of those extra years with no earnings, and their lower lifetime earnings generally, women
who collect benefits as aretired or disabled worker have lower benefits on average, than men.

Approximately 95 percent of individuals aged 62 or older were eligible (either insured for benefits
or could receive benefits based on the work record of an insured worker) for OASDI benefitsin

2000 (Barometer |C). About 80 percent were insured for disability (Barometer ID).? Fewer women
were insured for disability benefits than men (74 percent compared with 85 percent). And fewer
individual s between age 62 and the normal retirement age were eligible for disability benefits than
younger persons (among women 60 percent aged 62 to the normal retirement age compared with
75 percent aged 20 - 49).

Social Security provides benefits not only to workers but also to spouses and survivors. More
women receive OASDI benefits based on their own work record than as a spouse. In 2000,

36 percent of the 19 million female beneficiaries aged 65 or older were receiving “retired-worker
only” benefits, 29 percent were dually entitled to their worker benefit and a higher spouse benefit
and 35 percent were eligible for awife or widow benefit only (Barometer 1E). When considering
changesto the program such as raising the early retirement age or modifying auxiliary benefits, the
effects on women should be especially considered.

1. Forty quarters of coverage are required to establish eligibility for retirement benefits.
2. Among those not eligible for Social Security are those without enough work credits and those who work in
non-Social Security-covered employment, such as some state and local governments.
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IA. Labor Force Participation Rates for Men, by Birth Year?, in percent

Age 1930 | 1935 | 1940 | 1945 | 1950 | 1955 | 1960 | 1965 | 1970

20-24 86 84 84 86 85 85 84

25-29 97 96 95 94 94 94 93 93

30-34 98 98 97 96 95 95 94 93

35-39 98 97 96 96 95 94 93

40-44 96 95 95 94 93 92

45-49 93 93 93 92 91

50-54 89 89 88 87

55-59 79 79 78

60-64 54 54

65-69 28

Source: Office of the Chief Actuary, 2000 Social Security Trustees Report; and Bureau of
Labor Statistics, Household Survey, 2000.

1. Each birth year represents a 5-year period, with the year shown being the middle year.
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IA. Labor Force Participation Rates for Women, by Birth Yearl, in per cent

Age 1930 | 1935 | 1940 | 1945 | 1950 | 1955 | 1960 | 1965 | 1970

20-24 48 53 60 67 70 72 71

25-29 37 42 50 62 69 73 74 76

30-34 37 40 47 57 67 72 73 75

35-39 46 51 59 67 74 76 76

40-44 54 60 68 75 78 79

45-49 58 65 71 76 78

50-54 58 63 69 72

55-59 52 57 60

60-64 36 39

65-69 18

Source: Office of the Chief Actuary, 2000 Social Security Trustees Report; and Bureau of
Labor Statistics, Household Survey, 2000.

1. Each birth year represents a 5-year period, with the year shown being the middle year.
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IB. Quartersof Coverage (QC) and Number of Yearswith Zero Earnings

of New Retired-Worker Beneficiaries, in 1996-1998

Aver age Percentage
of QC’'s Earned?

Average Number of Years
with Zero Earnings®

Total 72 9.3
Men 85 4.7
Women 59 14.2

Source: SIPP and SSA program records, 1996-1998.

1. The average percentage of quarters of coverage earned is the number of quarters actually earned divided by
the total number of quarters from age 22 to the year before first collecting retired-worker benefits.

2. Yearsof zero earnings are al so measured from age 22 to retirement. This cal cul ation does not subtract out the
lowest 5 years asis done in the benefit calculation.

IC. Population Aged 62 or Older Eligible! for OASDI Benefits, in December 2000

Percent Number (millions)
Total 95 39.9
Men 93 16.8
Women 96 231

Source; Estimate of SSA Office of the Chief Actuary, December 2000.

1. Insured for OASDI benefits or could receive benefits based on the work record of an insured worker.

ID. Percentage Who Meet Work Requirementsto Be lnsured for Disability Benefitsin
December 2000

Age Men Women
Total 85 74
20-49 85 75
50-61 85 72
62-NRA 78 60
NOTE: NRA = normal retirement age
Source: Estimate of the SSA Office of the Chief Actuary, December 2000.
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IE. Women Aged 65 or Older Receiving OASDI
Ben€fits, in percent,

in December 2000

Retired Worker Only 36.4
Dually Entitled 28.9
Wife 12.6
Widow 17.3
Wife or Widow Only 34.7
Wife 12.6
Widow 220
Total 100.0
NOTE: Total number of women aged 65 or older receiving
OASDI benefitsis 19.2 million.
Source: Master Beneficiary Record (MBR),
December 2000.
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Il. Measures of Adequacy and Equity

Because of Socia Security’s progressive benefit formula, low-wage workers experience higher
replacement rates than other workers. Replacement rates measure the adequacy of OASDI benefits
in retirement relative to prior earnings. OASDI benefits replace 70 percent of earnings for
hypothetical life-time low-wage workers, 39 percent for average-wage workers, and 24 percent for
maximum-wage workers (Barometer [1A).

We have also calculated replacement rates based on actual earnings for newly retired-workers
based on the worker’s own earnings. Average replacement rates range from 71 percent for those in
the lowest earnings group to 31 percent for those in the highest group (Barometer 11B).

Measures of poverty provide a broader assessment of the adequacy of income of those who receive
OASDI benefits and SSI benefits, including other sources of income of beneficiaries and other
family members. In 1999, 8.1 percent of OASDI beneficiaries aged 65 or older (2.4 million
individual s) were below poverty (Barometer |1C). Without their benefits, 48 percent of

OASDI beneficiaries would be in poverty, assuming no other change in income. (Barometer 11D).
One measure of the effectiveness of SSI in providing adequate income is the extent to which it
reduces the gap between incomes of SSI recipients and the poverty line. SSI reduces the annual
poverty gap by 67 percent, on average (Barometer I1E). In 2000, an individual who had no
countable income and was eligibl e to receive the maximum SS| Federal benefit amount of $513 per
month would be at 70 percent of the poverty threshold. Some State supplements bring persons
much closer to the poverty line (Barometer |1F).

Oneindicator of benefit equity isameasure of OASDI benefit amounts by varying levels of the
Primary Insurance Amount, which isrelated to earnings levels. That measure shows that while
low-income workers receive proportionately higher OASDI benefits relative to past earnings,
high-earning workers receive higher OASDI benefits in absolute terms. Thus, the more one works
and the more one earns, the higher benefits will be. On average, personsin the lowest earnings
group received an annual benefit of $4,512 in 2000, those in the middle received $10,548, and
those in the highest group received $15,984 (Barometer 11G). Similarly, while low-income
beneficiaries rely on OASDI benefits for a much higher proportion of their total income, the
highest-income beneficiaries received about twice as much in aggregate benefits as the
lowest-income beneficiaries (Barometer [1H).

While historical data show that the poverty rate for the aged overall has declined greatly, poverty
rates vary substantially for subgroups of beneficiaries. Younger beneficiaries, women, and
minorities have much higher poverty rates. On the other hand, replacement rates are low at high
incomes. Concerns about adequacy must be balanced with equity across subgroups.
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I1A. Hypothetical Replacement Rates of Retireesat NRA, in percent,
in 2000

Benefits at Normal Retirement Age asa Percent of Last Year's Earnings
Assuming Wagesfor All YearsWere:

Maximum Taxable
Minimum Wage! Aver age Wages Earnings

70 39 24

Source: Calculation by SSA Office of Research, Eval uation and Statistics, 2000.

1. Many retirees, particularly women, have years with no earnings or work part time and earn less than
the minimum wage. Assuming that wages for all years were three-fourths of the minimum wage, the
replacement rate would be 79 percent.

[IB. Actual Earnings Replacement Rates of Retirees at First Benefit Receipt,

in percent, in 1996-1998

Total Male Female
40 36 49
AIME Quintiles
L owest Second Third Fourth Highest
71 50 40 35 31

NOTE: The replacement rate is the median monthly benefit amount based on the
worker’s own earnings, divided by the average indexed monthly earnings (AIME). The
AIME, which is used in the calculation of Social Security benefits, is aworker’s highest
35 years of actual past earnings that have been adjusted by changes in the average wage
index. AIME quintile limits are $711/$1,350/$2,170/$3,040.

Source: SIPP and SSA program records, 1996-1998.
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I1C. OASDI Beneficiariesin Poverty in 1999

Per cent of Group Below

Number of Peoplein

Age Poverty Poverty (Millions)
65+ 8.1 24
18-64 16.6 14
Under 18 20.2 10

food stamps.

NOTE: Beneficiaries aged 65+ and 18 to 64 are individual s who report receiving Social
Security. Beneficiaries under age 18 are children in families who report receiving Social
Security. Poverty is based on family money income, not including non-money transfers such as

Source: March 2000 Current Population Survey (CPS), for 1999.

I1D. Percent of OASDI Beneficiariesin Poverty Without Social Security in 1999

Age Per cent
65+ 48
18-64 45
Under 18 37

food stamps.

NOTE: Beneficiaries aged 65+ and 18 to 64 are individual s who report receiving Social
Security. Beneficiaries under age 18 are children in families who report receiving Social
Security. Poverty is based on family money income, not including non-money transfers such as

Source: March 2000 CPS, for 1999.
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[IE. Annual Poverty Gap With and Without SSI, in 1998

Without SS| With SS| Percent Reductionin
Age (millions of dallars) (millions of dollars) Gap Dueto SS|
All 25,032 8,307 67
65+ 6,143 1,945 68
18-64 16,651 5,721 66
Under 18 2,238 641 71

NOTE: The poverty gap is the dollar amount needed to bring income of SSI recipients (and
spouses) as of December 1998 to the poverty level. Poverty is based on family money incomein
1998, not including non-money transfers such as food stamps. SSI amounts from the Survey of
Income and Program Participation have been replaced with SSI Federal and federally
administered State supplemental payments from SSA's program records that have been matched
to the SIPP. This measure has been changed from monthly to annual.

Source: Survey of Income and Program Participation (SIPP) and SSA program records, 1998.
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IIF. SSI asa Percent of the Poverty Threshold in Stateswith “Broad Coverage’ State

Supplement Groups, in 2000

Number ina
Broad SSI SSI as Percent
Coverage Percent of SSI Annual of Poverty
Group All Sate IncomelL evel Threshold for
(Thousands) Recipients (dollars) One Person
Federal Benefit With
Sate Supplement*
California 807 75 8,304 95
M assachusetts 81 48 7,692 88
Michigan 192 91 6,312 72
New Jer sey 110 75 6,516 74
New York 313 51 7,188 82
Pennsylvania 248 89 6,468 74
Federal Benefit Only 6,608 NA 6,156 70

* Federal SSI plus federally administered State supplementsin the above States for one person.

NOTES: A broad coverage group includes persons with the most common type of living
arrangement within each State, which varies from State to State. Individualsin such living
arrangements receive an SSI federally administered State supplement together with the Federal
payment that moves them closer to the poverty threshold than the federal payment alone.

NA = not applicable.

Source: SSR and data from States, 2000.
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I1G. Average Primary Insurance Amounts (Pl A) And Benefits Paid for Newly Retired

Workersin 2000, by PIA Quintiles (in dollars)

Yearly Average
PIA Quintiles PIA Benefit
L owest 4,380 4,512
Second 8,184 7,368
Third 11,700 10,548
Fourth 15,348 14,136
Highest 17,760 15,984

NOTE: The Primary Insurance Amount (PIA) is the benefit amount payable to aretired worker
who beginsto receive benefits at full retirement age. About one-third of the lowest quintileis
dually entitled to worker and spouse benefits; thus the monthly benefit is somewhat higher than
the PIA. Dual entitlementsin the four other quintiles are minimal. Benefits are generally less
than PIAs on account of reduction for early retirement.

Source: MBR, benefits newly awarded in 2000.

I1H. Percent of All OASDI Dollars Paid in 1999

Income Quintiles 65+ 18- 64
L owest 12 12
Second 19 19
Third 22 23
Fourth 23 23
Highest 24 22

NOTE: The family income quintile limits for those aged 65 or older are $13,057/$21,065/
$31,353/$51,493. The family income quintile limits for those 18 - 64 are $11,969/$21,001/
$35,656/$57,736.

Source: March 2000 CPS, for 1999.
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1. Measuresof Reliance on Social Security Programs

Over half of beneficiaries aged 65 or older and over two-fifths of beneficiaries aged 18 to 64 relied
on OASDI for half or more of their family incomein 1999, and 14 percent of both age groupsrelied
on OASDI for al of their income (Barometer [11A). Reliance was higher for women, racial

minorities, and low-income groups. For example, OASDI provided over 80 percent of the income
of beneficiariesin the lowest income quintile compared with less than 20 percent for those in the
highest income quintile (Barometer 111B). Reliance on SS| is measured for individua beneficiaries
rather than for families. On that basis, SSI constituted over half of total income for almost
two-thirds of SSI recipients aged 18 to 64 in 1998 and was the only income for almost one-third of
that group. (Barometer 111C). Adult beneficiaries were less reliant on SS| than were children.

OASDI was designed to be a partial replacement of income lost because of retirement, disability or
death of aworker. SSI was enacted as a means tested program for the aged and disabled poor. The
barometer measuresin this section show both the extent to which individual s have other sources of
the income they need to ensure economic security and the comparative role that OASDI, SSI and
other sources play in economic security. The measures al so indicate which groups would be most
affected, by virtue of their heavy reliance on these programs, by changes to the program.

I11A. OASDI asa Percent of Total Family Income, in 1999

Percent Who Rely on OASDI for:
Half or Moreof Total | 90% or Moreof Total 100% of Total
Age Income Income Income
65+ 56 22 14
18-64 43 20 14

NOTE: Countsthe family OASDI income of persons aged 18 or older as a percent of the
family’stotal income. A regular SSA data series presents somewhat different figures for those
65 or older counting individuals and married couples based on their own benefits as a percentage
of their own income. The numbers under that calculation are 64, 29 and 18 percent. We use a
different method here so that age groups are measured similarly and because the method used for
the aged is not appropriate for younger groups.

Source: March 2000 CPS, for 1999.

3. Current Population Survey (CPS), for 1999.
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I11B. Percent of Incomefrom OASDI, in 1999

Income Quintiles 65+ 18- 64
L owest 88 83
Second 74 66
Third 58 45
Fourth 40 29
Highest 17 14

NOTE: Counts persons based on family money income quintilesand family reliance on OASDI.
A regular SSA data series presents somewhat different figures for those 65 or older, counting
individuals and married couples on the basis of their own income quintiles and their own
reliance on benefits. The numbers under that cal culation are 84, 80, 64, 45 and 18 percent. We
use a different method here so that age groups are measured similarly and because the method
used for the aged is not appropriate for younger groups. The family income quintile limits for
those aged 65 or older are $13,057/$21,065/$31,353/$51,493; the family income quintile limits
for those 18 to 64 are $11,969/$21,001/$35,656/$57,736.

Source: March 2000 CPS, for 1999.

I1IC. SSlI asa Percent of Total Income, in 1998

Percent Who Rely on SSI for:
Half or Moreof Total | 90% or Moreof Total 100% of Total
Age Income Income Income
65+ 42 19 14
18-64 63 38 30
Under 18 99 99 95

NOTE: Countsthe person’s SSI as a percentage of the person’s total money incomein 1998, not
including non-money transfers such as food stamps. SSI amounts from Sl PP have been replaced
with SSI Federal and federally administered State supplementary payments from SSA’s program
records that have been matched to the SIPP. This measure has been changed from monthly to
annual.

Source: SIPP and SSA program records, 1998.
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V. Measures of Return-to-Work Among Personswith Disabilities

Since their inception, the Disability Insurance (DI) and SSI programs have emphasized the
importance of beneficiaries returning to work when possible. However, moving DI and SSI
beneficiaries into employment has proved to be a substantial challenge. In 2000, only 0.2 percent
of all DI beneficiaries, after completing atrial work period, lost their benefits because they had
earnings above the substantial gainful activity (SGA) level. However, in 1998 (the most recent
year for which data are available) 16 percent of DI worker beneficiaries were working, earning an
average of about $7,000 for the year. Note that the median earnings level - $3,167 for

DI beneficiaries who worked - was less than half of average earnings; thus, the majority had
relatively low earnings. (Barometer IVA). In December 2000, 7 percent, or almost 263,000, of

disabled SSI beneficiaries aged 18 to 64 were working, with 90 percent working at or below SGA.*
(Barometer 1VVB). Of those working in the last quarter of 2000, about 6 percent (16,200) stopped
receiving cash SSI benefits because of their earnings. That group constituted less than 1 percent of
all SSI beneficiaries (Barometer IVC).

SSA isimplementing several projectsto facilitate work among DI and SSI beneficiaries, including
the Ticket to Work Program, which Congress passed in 1999. A demonstration is being designed
that would modify the cliff currently faced by DI beneficiaries who earn above SGA. Under this
demonstration, DI beneficiaries would lose one dollar of benefits for each two dollars earned. Also,
in an Early Intervention Demonstration, SSA will identify program applicants with impairments
that may reasonably be presumed to be disabling. Strategies to provide work payments, early
Medicare, benefit offsets, and employment-related services to such applicants will be part of that
demonstration.

Major efforts should continue to focus on implementing the Ticket to Work legislation which
includes the provision of tickets, new grant programs, and demonstration projects.

IVA. Work Among DI Beneficiaries

Percent of All
Number DI Beneficiaries
Working and Receiving
Benefitsin 1998 694,000 16.0
Benefits Suspended
Because of Work Above
the SGA Level After
TWP in 2000 10,700 0.2

NOTE: DI beneficiaries working and receiving benefitsin SIPP are those who had any earnings
in December 1998 and whose entitlement began in December 1996 or earlier. Average yearly
earnings were $6,944; median yearly earnings were $3,167. SGA = Substantial Gainful Activity
($700 per month in 2000). TWP = Trial Work Period.

Source: Datafor working and receiving benefits are from SIPP and SSA program records, 1998.
Data for benefits suspended because of work above SGA after a TWP are from MBR, 2000.

4. Through section 1619(a) of the Social Security Act, SSI recipients who earn more than SGA can continue to
receive cash benefits until their benefit amount, or the Federal benefit rate minus their countable income, reaches
zero.
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IVB. Disabled SS| Beneficiaries Aged 18-64 Who Worked in December 2000

Working Working At or Total All Disabled
Above SGA Below SGA Working! Beneficiaries
Number 27,000 235,000 263,000 3,660,000
Percent of All
Disabled
Beneficiaries 0.7 6.4 7.1 NA
Average Gross
Monthly
Earnings
(dollars) 946 244 316 NA
Source: Supplemental Security Record (SSR), December 2000.

1. Doesnot include 84,000 persons whose earnings preclude a cash payment. They remain SSI beneficiaries for

Medicaid purposes. NA = not applicable.

IVC. Disabled SSI Beneficiaries Aged 18-64 Whose Benefits Ceased in October to
December 2000 Because of Work

Number

Percent of All SS|
Recipients

Percent of All Workers

16,200

04

6.2

NOTE: Number of recipients whose benefits (cash, Medicaid or both) ceased during the
guarter ending December 31, 2000. These data are reported quarterly. Quarterly numbers
cannot be added together because doing so would produce an overcount of people who start and
stop work multiple times during a year.

Source: SSR, December 2000.
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V. Measuresof Private Provision for Retirement

OASDI wasintended to be afloor of protection in retirement that would be supplemented by
employer pensions and individual savings. Adequacy of income in retirement is highly dependent
on having sources of income other than OA SDI, such as employer-sponsored pensions and income
from one's own savings. In 1995, slightly more than half (54 percent) of the working population
had coverage in an employer-sponsored pension plan. Plan participation was highest among
workers aged 40 to 54, with 60 percent reporting empl oyer-provided pension coverage. The largest
group had only a defined benefit plan (38 percent). However, a substantial proportion had only a

defined contribution plan (22 percent), and 10 percent had both types of plans®. Plan participation
was substantially lower for the total population than for the working population (37 percent
compared with 54 percent) (Barometer VA).

Assets can provideincome, such asinterest or dividends, and they can be spent. Income from assets
comes largely from financial assets, but the most important component of most people’s assetsis
the value of their home. Measures of both financial assets and net worth, which includes the value
of the principal residence and other property and businesses, are shown here. In 1998, median
family financial assets were $63,300 and median net worth was $217,600 for married individuals
aged 65 or older, and nonmarried individuals aged 65 or older had median financial assets of
$15,800 and a median net worth of $87,600. (Barometer VB). As these figures indicate, asset
amountsvary greatly by marital status. They also vary greatly by age, with persons aged 65 or older
having the largest asset values.

Participation in employer pension plansisfar from universal. Historical data show that pension
coverage leveled off in the 1970s at roughly half the work force covered and has remained at that
level sincethat time. Also, pension plan participation is shifting from largely defined benefit plans
toward defined contribution plans, which add more personal choice but also add risk in
accumulating a pension. The amounts of assets accumulated varies greatly with some groups
having very little accumulated in old age.

VA. Percent Participating in an Employer-Sponsored Pension Plan in 1995

Age Total Population Working Population
Total 37 54
25-39 36 48
40-54 43 60
55-64 25 55

NOTE: Includes private pensions, Federal employee pensions, military retirement and State and
local pensions. Does not include IRAS or Keoghs.

Source: Survey of Income and Program Participation, Pension Plan Coverage and Retirement
Expectations Topical Module, 1995.

5. Inadefined benefit plan, an employer provides a guaranteed retirement benefit usually based on the employee’s
salary and number of years of service. In a defined contribution plan, contributions are made into individual
employee accounts and the amount of the retirement benefit depends on the balance in the account, which is the
sum of all contributions plusinterest, dividends and capital gains or losses.
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VB. Median Family Financial Assetsand Total Net Worth in 1998 (in dollars)

Financial Assets Net Worth
Age Married Nonmarried Married Nonmarried
25-54 22,000 4,790 81,870 17,280
55-64 59,000 17,500 203,300 71,500
65 or older 63,300 15,800 217,600 87,600
Total 19,700 78,850

NOTE: Financial assetsin the Survey of Consumer Finances include transaction accounts,
certificates of deposit, bonds, stocks, mutual funds, tax-deferred retirement accounts (IRAS,
Keoghs, and certain employer-sponsored accounts from which withdrawals can be made), the
cash value of life insurance and other assets such as personal annuities, trusts and royalties. Net
worth, in addition to financial assets, includes the equity in homes, nonresidential property,
businesses, vehicles and other tangible items. Asset levels vary greatly, depending on the survey
and the definition used. For example, SIPP does not include tax-deferred retirement accounts or
the cash value of lifeinsurance in assets. SSA will study these differences asit updates this
barometer measure in future years.

Source: Survey of Consumer Finances, 1998.

In summary, the barometers help us understand the impact of SSA programs, individual work
choices, and other factors on income security.

. Program Coverage and Eligibility

. Labor force participation is the foundation of economic security for most.
. Coverage for disability is lower for women than men.

*  One-third of women receive benefits only as wives or widows.

*  Another 28 percent of women receive both worker and auxiliary benefits.

The effects on the well-being of subgroups should be assessed when changes to benefits are
considered.

II. Adeguacy and Equity of Benefits

. Poverty rates have been reduced but still vary greatly.

*  Theyoung, women, and minorities are more likely to be poor.

»  The current benefit formula provides higher replacement rates to low earners.
. Higher lifetime earners receive higher benefits but lower replacement rates.

Although Social Security has helped to reduce poverty rates, both adequacy and equity issues are
important to continuing public support.
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I11. Reliance on Social Security and SSI

e About half of beneficiary families receive 50 percent or more of their income from
Social Security.

. Reliance on Social Security is higher for older and low-income beneficiaries.

. For two-thirds of SSI beneficiaries, SSI payments provide 50 percent or more of their
income.

Too much reliance on OASDI and SSI benefits can result in inadequate income for beneficiaries;
plans for diverse sources of income are critical.

V. Return-to-Work Opportunities Among Per sons with Disabilities

*  About 16 percent of SSI beneficiaries and 7 percent of SSI disabled beneficiaries
work.

. Lessthan 1 percent of SSDI and SSI disabled beneficiaries|ost benefits dueto work.

Implementing the Ticket to Work, national work incentive grants and demonstration projects
should remain an important priority.

V. Private Provision for Retirement

*  About haf of today’s workers have pension coverage.

. Increasingly, these plans are defined contribution plans, increasing the potential of
higher returns together with individual risk.

. Levels of financial assets and net worth indicate that many have little private savings
to supplement Social Security.

Planning for retirement should be a priority to ensure greater economic security.

Program Evaluation

SSA has broadened the scope of its evaluation activities beyond studies of outputs and performance
measures, to include evaluation of our program outcomes and their effects on the lives of
Americans. We use multi-dimensional evaluations that combine quality, satisfaction, timeliness
etc., to build models and create baseline information that helps us address our long-range issues.

We use various types of program evaluations to examine program performance and context. \We
prepare an annual Agency coordinated evaluation plan that covers our Agency's goal's, objectives
and business processes, and ensures that there are no overlaps, duplications or gaps. In addition to
the ongoing, recurring periodic evaluations of accuracy, service, etc., the evaluation activities
described below were completed in FY 2001. The findings from many of these activities are woven
throughout this report. Copies of the evaluation results can be obtained by writing to:

The Office of Strategic Management
Social Security Administration
500 Altmeyer Building
6401 Security Boulevard
Baltimore, MD 21235
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We use four main types of program evaluation, along with other information, to study the benefits
of aprogram or how to improve it. They are:

» process evaluation--to assess whether a program is operating as it was intended (i.e.,
conformance to statutory and regulatory requirements, program design, and professional
standards or public expectations;

» outcome evaluation--to assess the extent to which a program achieves its outcome-oriented
objectives. The focusis on outputs and outcomes (including unintended effects), but may
al so assess program processes;

» impact evaluation--to assess the net effect of a program by comparing program outcomes
with an estimate of what would have happened in the absence of the program. This form of
evaluation is used extensively to assess the Responsive Programs goal; and

»  cost-benefit /cost-effectiveness analysis--to compare a program's outputs or outcomes with
the costs (resources expended) to produce them. They determine the cost of meeting asingle
goal or objective and identify the least costly alternative to meet it.

Many of SSA's evaluations are combinations of the above. Following are brief summaries of those
completed in FY 2001, with an annotation of how they link to key program outcomes:

e 800 Number Evaluation Findings for April 1999 through March 2000 is based on
monitoring 3,916 calls during this 12-month period. Payment accuracy continued to be high
and service accuracy increased significantly, perhapsin part due to the rollout of decision
support software to all teleservice centers. Call length increased from 5 to 5.4 minutes,
which should be balanced with accuracy improvements and an increase in issues processed
to completion at the time of the first call. (Providing timely, accurate, and useful
information and services to the public).

» 800 Number Evaluation Findings for FY 2000 provided a thorough assessment of national
toll-free number customer service. Results presented a mixed picture of performance. There
was a gradual upward trend in service accuracy although still short of the 90 percent goal.
Failure to comply with the identity requirement continued to be a major source of error.
Payment accuracy declined and fell below the 95 percent goal. The most common payment
errorsinvolved thefailureto protect filing and/or inform callerswhen adelay infiling could
result in aloss of benefits, and failure to act on a caller’s request to appeal a payment-
affecting decision. Corrective action for these errors was initiated where recontact was
possible. (Providing determinations that are more timely and accurate).

» Survey of 800 Number Callersfor August 2000, the semi-annual interaction tracking survey
under our Market Measurement Program measures caller satisfaction with service received
during adiscrete 800 number contact. Eighty percent of the survey respondents rated service
as good, very good or excellent, which isidentical to the February 2000 and August 1999
rates. Over half of those who rated the service asfair, poor or very poor were dissatisfied
with having to wait too long, difficulty getting through, or not receiving answers to their
guestions. Accessto service wasrated at 75 percent, not a statistically significant difference
from 77 percent for February 2000 and 76 percent for August 1999. (Providing timely,
accurate, and useful information and services to the public).

» Report on the 800 Number Multiple Caller Survey is atargeted survey to address our
concerns about people who call SSA’s 800 number multiple times on a given day.
Forty-six percent of the repeat calls were caused by access difficulties, i.e., hanging up in
gueue or receiving a busy signal or message. Results represent the opinions of 1,842 callers
who made 2 or more “completed” callsto SSA's 800 number on a single day during a
3-week sample period in September 2000. Over one-third of the responders comments/
suggestions related to easier and faster access to live service. Recent revisions to the
800 number script may alleviate caller frustration at having to listen to alist of automated
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services before reaching a representative. (Providing timely, accurate, and useful
information and services to the public).

» Organizational Culture Project gathered baseline information about our current culture and
conducted a gap analysis between the current and the desired culture. “Zero tolerance for
fraud and abuse” and “knowing what is expected [of me] at work” were the two practices
rated highest by employees. The two lowest rated practices were “the performance appraisal
system” and “ understanding the administrative budget.” This study revealed healthy beliefs,
behaviors, practices, values, and attitudes on the part of SSA employees. (To promote an
Agency culture that successfully incorporates our values).

» Hearing Process Improvement Process Analysis evaluated the hearing process for
“bottlenecks’ and suggested more efficient process'workflow modifications, evolving into
the Hearing Process Improvement (HPI) plan. This plan outlines process changes that
should reduce processing times without additional resources, and refinements to ensure high
quality service from SSA’s Office of Hearings and Appeals (OHA). (Providing
determinations that are more timely and accurate).

» Disability Claim Manager (DCM) Phase || Nonmedical Payment Accuracy Report provided
findings regarding the accuracy of the DCM’s decisionmaking. Under the 1994 Disability
Redesign Plan and DCM test, the DCM is the decisionmaker on both the medical and the
nonmedical aspects of the claim. Accuracy rates for Social Security disability DCM
awarded cases were statistically comparable to our ongoing disability accuracy review, the
Index of Dollar Accuracy (IDA) review, for FY 2000. The DCM case accuracy rate for
awarded SSI cases was significantly higher than the IDA review, with payment accuracy
being comparable. The findings were based on about 650 Social Security disability cases
and about 730 SS| cases. (Providing determinations that are more timely and accurate).

» Socia Security Retirement and Survivors Insurance (RSI) Program Disallowances Report
evaluates the accuracy results of 1,424 RSI cases disallowed from FY 1996 through
FY 1999. Fifty-nine cases were found to have errors, or aweighted case accuracy rate of
97.1 percent, resulting in $179.9 million projected underpayments over the lives of these
claims. A September 2000 Payment Accuracy Task Force used this report to develop
recommendations for improvements. (Providing timely, accurate, and useful information
and services to the public).

o Causes of SSI Overpayments-FY 1996-1999 examined four years of datato determine the
causes of SSI overpayments. Consistent with SSI stewardship findings for FY 1999, wages
and excess resources were the top causes of overpayments. Overpayments caused by
prisoner status jumped to third placein FY 1998 and remains there, probably the result of
the new prisoner eligibility rules and increased detection from prisoner computer matching.
Overpayments caused by the recipient’s move to a nursing home decreased each year,
perhaps due in part to the new nursing home computer match runs. (Providing timely,
accurate, and useful information and services to the public).

e FY 1999 SSI Payment Accuracy (Stewardship) Report is based on a monthly sample of
SSI cases reviewed for non-medical factors of eligibility, and provides the data for an
SSI performance indicator and SSA reports to Congress and other authorities. At the end of
FY 1999 there were 6.6 million SSI recipients receiving about $29.6 hillion SSI benefits
during the year. SSI payment accuracy (based on a projected $1.8 hillion in overpayments)
was 94.3 percent for FY 1999, compared to 93.5 percent for the previous year. Thisisthe
second time an increase in the accuracy rate has occurred in the past 10 years. Wages and
financial accounts continue to be error-prone areas. To reduce payment errors due to wage
deficiencies, we began in January 2001 to access the Office of Child Support Enforcement’s
quarterly wage database. (Providing timely, accurate, and useful information and servicesto
the public).
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« FY 1999 Title Il Payment Accuracy (Stewardship) Report is based on a monthly sample of
Social Security (Title 1) cases reviewed for non-medical factors of eligibility, and provides
the data for a performance indicator and SSA reports to Congress and other authorities.

» InFY 1999 thirty-eight million beneficiaries received nearly $322.4 billion in Socia
Security retirement and survivors insurance payments. The FY 1999 payment accuracy
rates (99.8 percent accuracy for overpayments and 99.9 percent accuracy for
underpayments) are virtually the same as for FY 1997 and FY 1998.

» Thereview aso includes non-medical aspects of Social Security disability (DI)
payments reporting 99.2 percent overpayment accuracy and 99.1 percent underpayment
accuracy. |mproper imposition of workers' compensation (WC) offset provisionsare a
major source of DI errors. We are giving high priority to preventing these errors,
including planned systems enhancements to improve future WC accuracy. (Providing
determinations that are more timely and accurate).

e FY 1998 and 1999 SSl Index of Dollar Accuracy Reports provides the Index of Dollar
Accuracy (IDA) for SSI initial claims awards and field office processed redeterminations,
based on areview of nonmedical factors of entitlement/eligibility. IDA dataare included in
SSA’s Performance and Accountability Report and provide a measure of the quality of
SSI service delivery. After bottoming out at 93 percent in FY 1997, the SSI IDA rate inched
upward to 93.9 percent for FY 1998 and 94.2 percent for FY 1999. Neither increase is
statistically significant, but it may signal areversal of the downward trend in accuracy since
1990. The two leading types of error were earned income and unearned income. Over half
of the deficiencies were attributed to recipients not providing complete or accurate
information at the time they were initially awarded benefits or during redeterminations, or
not reporting information about changesin income. (Providing determinationsthat are more
timely and accurate).

» Aged Disabled Noncitizen Nonmedical Denial Study provided findings on all “failure to
cooperate” denial cases (about 1,100) from August 1997 through mid-February 1999 where
no appeal had been filed. The purpose of this study was to identify how many claims had
been processed incorrectly before additional instructions on the subject were issued in
February 1999. The results were inconclusive because the cases were already 9 months to
2 years old when the review began and a tenth of the cases could not be reviewed because
the folder, folder materials, or the claimant could not be located. (Providing determinations
that are more timely and accurate).

» 15-Year Work-History Documentation Study provided an assessment of the impact of
shortening the documentation requirement to either ten or five years and how such a change
may affect the disability allowance rate. Over 2,100 cases were examined to seeif a
shortened work history would have resulted in the same decision. The study showed that the
evidencein filewould have supported the same decision in nearly 1,700 cases under either a
10-year or a 5-year documentation requirement. Any increase in the disability alowance
ratewould bevirtually negligible, if either a10-year or a5-year work history documentation
requirement were adopted. (Providing determinations that are more timely and accurate).

» FY 2000 Dismissal Report evaluated the results of 1,200 hearing dismissal decisions from
late FY 1999 and early FY 2000 that were reviewed by Administrative Law Judges (ALJ)
acting as reviewing judges. And for the first time, medical consultants and disability
examiners reviewed some of these dismissals (240 cases). Problems were found with
following pre- and post-hearing date contact and follow-up procedures. Some claimants
improperly received dismissals even though they may have met the medical or medical/
vocational criteriafor disability. We will revisit this subject in FY 2002 and evaluate the
impact of the Hearings Process Improvement Plan (implemented after this study) on the
frequency and quality of dismissal decisions. (Providing determinations that are more
timely and accurate).
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* Report on Prototype Rationale Review Findings for the Period December 1999 — December

2000 measured disability determination services (DDS) adherence to the rationale
requirements and evaluated the quality of rationales prepared by the Prototype sites in the
10 Prototype States. Of the 7,531 cases reviewed, there were 921 cases that contained at
least one rational e deficiency. Forty-eight percent of the deficiencies for which areason was
shown occurred because the explanation was incomplete, and not because the explanation
was either missing or incorrect. For this reason, the overall rationale deficiency rate of

12.2 percent is not considered a cause for serious concern. (Providing determinations that
are moretimely and accurate).

» Field Office Caller Survey Report for November 2000 is our second survey of field office
(FO) callers, conducted under our Market Measurement Program. This survey obtains
callers perceptions of the service they received shortly after their contact with us. The
FY 2001 survey was based on the responses of nearly 1,200 callers who called FOs during
November 2000. Seventy-eight percent rated overall service satisfaction as good to
excellent, including 25 percent who rated it excellent. These results were comparable to our
first survey in November 1999. Beginning FY 2002, this survey will be conducted
semiannually in November and May. (Providing timely, accurate, and useful information
and services to the public).

* Report on the Quality of the Enumeration Process, FY 2000. The findings from our review
of the enumeration process are used as the Agency’s measurement of performance accuracy
for the process. In FY 2000, we reviewed arandom sample of 2,695 records from all
applications for original and replacement cards processed in the year, excluding
enumeration at birth transactions. Fifteen percent were applications for an original SSN and
87 percent were applications for a replacement card. The review identifies errors that result
in the misassignment of an SSN (acritical error), or incomplete/incorrect information on the
Numident record (a major error). The rate of cases free of critical error in FY 2000 was
99.7 percent; the rate of cases free of major error was 92.5 percent. (Providing
determinations that are more timely and accurate).

» The Visitor Information Service Analysis Evaluation Report provides a preliminary
evaluation of our pilot to automate our FO reception area process. We purchased equipment
to run the VISA system for offices with high walk-in traffic. This customer traffic
management system uses ticket dispensers, personal computers and voice activated
announcements to direct traffic and obtain management information on waiting and service
times. The report concludes that the VISA system may eliminate the need to conduct
waiting time studies and collect data manually, provides “real time” management
information, and has significant customer service benefits, including reduction in stand-up
waiting times and increased customer privacy. (Providing timely, accurate, and useful
information and services to the public).

» Resultsfrom Three of the Initial Models of the SSA Medicare Part B Buy-in Demonstration
evaluates efforts to increase participation in Medicare Buy-in programs. Low-income senior
citizens and individual s with disabilities, enrolled in M edicare, may be eligible for Medicaid
Buy-in assistance which pays Medicare Part B premiums and, in some instances, Medicare
co-payments and deductibles. Since March 1999, we have been conducting demonstration
projects to determine how best to increase participation in Medicaid Buy-in programs. This
study looks at three initial models and concludes that they increased Buy-in enrollment by
about 10 percent. The application model, which involved SSA staff to a greater extent than
the other models, had the greatest impact on Buy-in enrollment. (Providing timely, accur ate,
and useful information and services to the public).

* Resultsfrom the SSA Buy-In Demonstration provides detailed information on the outcomes
of three of the six models tested as part of a national demonstration to determine how to
increase participation in “Buy-in” programs that pay for Part B Medicare premiums. This
was the fourth and final report. The analyses focused on the impact of each model over a
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nine-month period. Overall, the demonstration increased enrollment by approximately
seven percent. The modelsthat used SSA's toll-free number, and appointments for
potentialy eligible callers, had a much greater positive impact on enrollment rates than
models that required the beneficiary to take several steps with less assistance. (Providing
timely, accurate, and useful information and servicesto the public).

Enumeration Process Focus Groups were conducted in Florida, Washington, D.C., and
Seattle with individuals who had recently applied for original or replacement Social
Security Number (SSN) cards. The purpose was to hear about their expectations,
experiences and recommendations for the enumeration process. We are studying the
feasibility of implementing specific recommendations contained in a report of findings.
(Providing determinations that are more timely and accurate).

The Field Office (FO) Caller Survey Report evaluated caller satisfaction by interviewing
over athousand callers who had called a FO during November 1999. About 80 percent rated
service as good or better, with 28 percent rating service as excellent. These are almost
exactly the same ratings as found in the 800 Number customer survey, and are presented in a
combined report with the “800 Number Caller Survey” and the “ Office Visitor Survey.”
(Providing timely, accurate, and useful information and services to the public).

Evaluation of SSI Match with HCFA Nursing Home Data Final Report provided an
assessment of computer database matching between SSA and HCFA, to identify SSI
recipients ineligible during an extended stay in a nursing home. In FY 1999 the computer
match runs generated about 72,000 nursing home alerts, which cost $6.8 million to process
but led to the prevention or recovery of about $27 million in overpayments (a4 to 1 benefit
to cost ratio). As nursing homes become more familiar with the new reporting system, the
quality of data received in the match is expected to improve to the point that FOs can take
action in some situations without further development. We are planning a follow-up study.
(Reducing fraud, waste and error in the S3 program).

Office Visitor Survey Report for the Second Quarter, FY 2000 provided the service
satisfaction survey results for visitorsto our field and hearing offices. The survey sampled
2,157 visitorsto 52 field and 13 hearing offices shortly after their visit, and asked about
their satisfaction with service. Eighty-eight percent of responders rated service as excellent,
very good or good, indicating a high degree of satisfaction. This rate does reflect a small
statistically significant decline from the 91 percent rate reported in the survey for the July
1999 quarter. Since the January quarter is usually our busiest, this could account for the
dightly lower satisfaction levels. Those who rated service as excellent most often attributed
their satisfaction to the way they were treated by staff. (Providing timely, accurate, and
useful information and services to the public).

Employer Satisfaction Survey Report provided information on employers' 1) satisfaction
with our wage reporting services, 2) use of these services, and 3) opinions about our plansto
improve these services. Of the 1,325 employers who responded (about a 40 percent
response rate), 82 percent rated our wage reporting services as good, very good or excellent,
indicating general satisfaction. However, we did not meet our 93 percent goal. The survey
also told us that our wage reporting services are seldom used; about half of the employers
were not aware the service exists. Recent publicity on SSA’s website and in other
publications may help correct this. About 35 percent of employers use athird party, such as
apayroll service, to complete their wage reports; we had little success getting responses
from such proxies. Due to the low response rate, we are exploring a new methodology for
measuring employer satisfaction. (Providing timely, accurate, and useful information and
services to the public; providing deter minations that are more timely and accurate;
reducing long-term disability benefits because people return to the workplace; providing
timely information to decisionmaker s necessary to address program policy issues such as
long-term trust fund solvency; and reducing fraud, waste and error in the SS program).
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e Socia Security Online Customer Survey Report provided the results of our first interaction
tracking survey of online website visitors, who viewed any of 13 designated pages from
February 16 to March 6, 2000. Visitors to these pages were automatically linked to a survey
guestionnaire, and we received over 4,300 hits and 1,700 survey forms. We got a 79 percent
good or better satisfaction rating. Some respondents reported difficulties with site
navigation. We are aggressively pursuing enhancements to the website, as we continue to
expand, provide more services, and improve functionality. (Providing timely, accurate, and
useful information and services to the public).

» Analysis of Instances Where Multiple Social Security Numbers (SSNs) Are Assigned to
One Individual studied whether an existing database, containing information regarding
cross-referenced SSNs, could help us find issues of identity fraud. The study found no hint
of fraud and recommended no further action be taken to investigate multiple SSNs on this
particular database. (Reducing fraud, waste and error in the SS program).

» Findings from the Office of Quality Assurance and Performance Assessment Talking and
Listening to Customers (TL C) Customer Survey included all people who “registered”
a compliant, compliment or suggestion using TL C between October 27 and
December 1, 2001. TLC is an agencywide automated process enabling us to capture,
analyze and address spontaneous public complaints, compliments and suggestions. Our goal
isto resolve public concerns and identify/address larger systemic problems and trends.
Ninety-one percent of respondentsindicated that it is very important for SSA to have such a
process. Only about half of the respondents realized that they had “registered” a complaint,
compliment, or suggestion. Over 75 percent of respondents were satisfied with what we did
to resolve the issue, but less than two-thirds were satisfied with the timeliness of the
resolution. (Providing timely, accurate, and useful information and services to the public).

» Disability Claim Manager (DCM) Phase Il Claimants Survey Report evaluated claimants
experience filing for initial disability benefits through a DCM and measured satisfaction
with the process. The survey, conducted in August and September 2000, included
individuals who received amedical decision made from April 30 through June 30, 2000.
The decisional outcome of the claim strongly affected the claimant’s opinion of service with
94 percent of awarded claimants rating overall service as good or better, and 68 percent of
denied claimantsrating overall service as good or better. The overall satisfaction level of
awarded claimants was comparable to the current process; however, denied claimant
satisfaction was significantly higher. The DCM process was rated higher in many areas of
claimant satisfaction, as compared to the current process, for both awarded and denied
claimants. This was particularly evident in ratings of employee attributes such as
hel pfulness, courtesy, job knowledge, and time spent with the claimant. (Providing timely,
accurate, and useful information and services to the public).

» Follow-up Contacts with Internet Retirement Benefit (IRIB) Filers analyzed why over
4000 retirement applications (22 percent), filed online from October 2000 through
January 2001, remained pending without a signed application. We interviewed
216 applicants who had not returned their applications. Almost 80 percent of the
interviewees planned to submit asigned application, but more than half were uncertain what
to do and needed some assistance. Most of this uncertainty could be minimized through
routine follow-up. Also, our online screens need to reinforce the requirement to submit a
signed application, and to do so before the 6-month protective filing period elapses.
(Providing timely, accurate, and useful information and servicesto the public and providing
determinations that are more timely and accurate).

» Cost Benefit Analysis (CBA) for the Computer Match between the Bureau of Public Debt,
Department of the Treasury Savings Bond Registration Records and Supplemental Security
Records analyzed if the match was cost effective. The analysis confirmed that the match
operation is cost effective at arate of 6.2 to 1. The match identified $2.52 million per year
for both: 1) Incorrect payments that were avoided; and 2) overpayments that would have
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otherwise gone undetected. The costs for performing the match totaled $402,000. (Reducing
fraud, waste and error inthe S3 program).

Reports of Claimant Satisfaction Survey of the Disability Redesign Prototype measured
satisfaction with the Prototype experience, as compared to claimant satisfaction with the
current disability process per the FY 2000 Market M easurement Program. The survey was
conducted during August and September 2000; 861 claimants were contacted whose
decision was rendered during the period of June 1 through July 14, 2000. Overall
satisfaction of claimants who were awarded benefits through the Prototype process was
about the same as that of the current process (92 vs. 91 percent respectively). Denied
Prototype claimants, who had a claimant conference, had higher levels of overall
satisfaction than those denied under the current process (64 vs. 55 percent). The claimant
conference interview seemed to have a positive effect on: 1) The number of contacts needed
to complete the application; and 2) the clarity of the decision explanation. However,
Prototype claimants, denied after a conference, were |ess satisfied with the caring/hel pful
attributes of employees and the amount of time spent with them, than claimants were under
the current process. (Providing timely, accurate, and useful information and services to the
public and providing determinations that are more timely and accurate).

PIN (Personal Identification Number)/Password User Survey Report obtained public
reaction to a PIN/password process that allows the public secure access to information and
the ability to make changesin their SSA records viathe Internet. The survey involved
retirement applicants who filed claims via the Internet during the week of March 9, 2001.
Nearly al (98 percent) who registered a PIN/password found the instructions very or
somewhat easy to follow. Overall, these users rated SSA’s current Internet services as good
to excellent. Those declining to request a PIN/password cited a variety of reasons for not
doing so. Well over athird stated they didn't see aneed for one or didn’t have enough
information regarding available Internet services. (Providing timely, accurate, and useful
information and services to the public).

Evauation of Field Office (FO) Telephone Service Findings for October 1999 Through June

2000 evaluated the quality and courtesy of FO telephone service. About 100 FOs
participated in the survey and handled about 6.4 million incoming calls during the survey
period. Using this data, the annualized projected volume of incoming calls for all FOs was
estimated to be 85 million for FY 2000. We monitored 1,806 calls. Telephone payment
accuracy was 96.1 percent and service accuracy was 90.4 percent. FO employees were
extremely courteous to callers with only one incidence of discourteous service noted.
(Providing timely, accurate, and useful information and servicesto the public).

Report on Customer Segment Surveys of Social Security and SSI Postentitlement
Customers focused on the public’s experiences with SSA, their perceptions, expectations,
and suggestions for improvement. From May through September 1999, opinions were
obtained from about 900 Social Security respondents and 900 SSI respondents who rated
service as good or better 85 and 89 percent of the time, respectively. Those who rated
service asfair, poor, or very poor, most often cited poor employee performance. (Providing
timely, accurate, and useful information and services to the public).

Interaction Tracking Survey Results--Combined Satisfaction Rates for FY 2000
Performance Reporting measured the percentage of core business customers rating overall
service as good or better, and the percentage that rated service as excellent (on SSA’'s
6-point world-class service rating scal€). Eighty-two percent rated overall service asgood or
better and 29 percent rated it as excellent, indicating a high degree of satisfaction with
service. However, we fell short of our respective FY 2000 88 and 37 percent goals.
(Providing timely, accurate, and useful information and services to the public).
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» Internet Retirement Benefit (IRIB) Non-User Survey Report surveyed 593 claimants who
did not use the Internet to file their Retirement claims. Fifteen percent said they preferred to
complete the application with afield office employee, and 40 percent said they had no
Internet or computer access. Only 3 percent cited privacy or security as a reason for not
filing over the Internet, and 4 percent found the application too complicated or the questions
too difficult. (Providing timely, accurate, and useful information and services to the public
and providing deter minations that are more timely and accurate).

» Fiscal Year (FY) 2000 Supplemental Security Income (SSI) Redeterminations Change Rate
Study randomly sampled 12,000 high error-prone redetermination cases, and
4,000 redetermination cases of various types, including limited issue cases. Results
projected an estimated $2.1 billion in overpayments and $933 million in underpayments.
(Reducing fraud, waste and error in the S program).

» Report on the Social Security Replacement Card Fee Survey collected information on who
requested replacement Social Security cards and whether/why they would pay for the cards.
The survey was conducted in 50 field offices in January and February 2000. It costs SSA
$17 to replace one Social Security card, resulting in atotal expenditure of $187 million each
year. Nearly 90 percent of the applicants were willing to pay a$5 fee for areplacement card,
with athird willing to pay $20. If everyone paid $20 for a replacement card, SSA would
save $197 million per year. If $5 was paid for areplacement card, and exceptions were made
for SSI recipients, persons requesting name changes or corrections, and persons requesting a
first or second replacement card, $22 million would be saved each year.

» Appeals Council (AC) Review Process Focus Groups were conducted with claimants and
attorneys who have filed appeals disability denials through the AC process. The purpose
was to discuss their expectations/experiences with the AC process, solicit their reactions to
our AC Process Improvement Plan, and get their recommendations for process
improvement. A report of findings/'recommendations is under Agency consideration.
(Providing timely, accurate, and useful information and servicesto the public and providing
determinations that are more timely and accurate).

» SSA Management Association In-depth Interviews identified 1) key management concerns
about technology and communication, and 2) recommendations about how we can improve
service to external customers, stakeholder organizations, and the managers of SSA’'s
workforce. (Providing timely, accurate, and useful information and services to the public)

» AFGE Union Representatives In-depth Interviews with representatives of SSA’s labor
organizations obtained their input about how well SSA is providing service to the public.
They provided their views on these critical aspects of service: 1) The knowledge level of
employees; 2) how helpful SSA isto the public, and 3) and how responsive we are as an
Agency. Interview findings are under Agency consideration. (Providing timely, accurate,
and useful information and services to the public).

» The Public Understanding M easurement System (PUMS) is the primary evaluation tool for

measuring SSA’s progress toward achieving our Strategic Goal: “ Strengthening public
understanding of Social Security programs,” and meeting our Strategic Objective: “By
2005, 9 out of 10 American adults will be knowledgeable about these programs.” The
PUMS is designed to measure public knowledge, the effectiveness of our public education
programs, and the effectiveness of our communication activities, including the Social
Security Statement. PUMS is anational phone survey of adult Americans (age 18 and over)
conducted annually for SSA by the Gallup Organization. Based on FY 2000 PUM S data, we
find that 75 percent of Americans (adults age 18 and over) are knowledgeable about Social
Security programs. PUM S results also reveal that 80 percent of Americanswho contact SSA
for information, or who recalled receiving a Social Security Statement, were knowledgeable
about Socia Security. (Providing timely, accurate, and useful information and services to
the public).
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The Office of the Inspector General, Office of Audit (OIG/OA) also contributes to SSA's effortsto
assure audit and eval uation coordination, and coverage of SSA goals, objectives, key initiativesand
business processes. OIA/OA conducts the following types of audits and evaluations:

» Financial statement audits provide reasonable assurance about:

1. Whether the financial statements of an audited entity present fairly the financial position,
results of operations, and cash flows in conformity with generally accepted accounting
principles; and

2. whether the entity has complied with laws and regulations that may have amaterial effect on
the financial statements.
* Financial-related audits determine whether:
1. Financial information is presented in accordance with established or stated criteria;
2. theentity has adhered to specific financial compliance requirements; or
3. theentity'sinternal control structure over financial reporting and/or safeguarding assetsis
suitably designed and implemented to achieve control objectives.
» Economy and efficiency audits/evaluations determine:

1. Whether the entity is acquiring, protecting, and using its resources economically and
efficiently;

2. the causes of inefficiencies; and
3. whether the entity has complied with laws and regulations on matters of economy and
efficiency.
* Program audits/evaluations determine:

1. The extent to which the desired results or benefits established by the legislature or other
authorizing body are being achieved;

2. theeffectiveness of organizations, programs, activities, or functions; and
3. whether the entity has complied with significant laws and regulations applicable to the
program.

Further details on specific reports may be found in the Office of the Inspector General’s
Semiannual Reportsto Congress.
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Supplemental Information

Adequacy of Trust Fund Financing

Calendar Year 1951 1961 1971 1981 1991 2001

Trends in factors affecting revenues
- Taxable wage base for coverage:
Social Security $3,600 $4,800 $7,800  $29,700  $53,400  $80,400
Medicare (HI) NA NA 7,800 29,700 125,000 No Limit
- Tax contribution & distribution rates:

- FICA tax rate (employers and employees, each)

OASI (initiated 1937) 1.50% 2.75% 4.05% 4.70% 5.60% 5.30%
DI (initiated 1957) NA 25% .55% .65% .60% .90%
HI (initiated 1966) NA NA .60% 1.3% 1.45% 1.45%
Combined 1.50% 3.00% 5.20% 6.65% 7.65% 7.65%
- SECA tax rate
OASI (initiated 1951) 225%  4.125%  6.075%  7.025%  11.20%  10.60%
DI (initiated 1957) NA 375% .825% 975% 1.20% 1.80%
HI (initiated 1966) NA NA .60% 1.30% 2.90% 2.90%
Combined 2.25% 4.50% 7.50% 9.30%  15.30%  15.30%
- Percent of benefits taxed NA NA NA NA  50.0%! 85.0%?
Trends in factors affecting outlays
- No. of beneficiaries (in millions)? 4.4 16.5 26.8 36.0 40.6 45.8*
Retirees/dependents 3.0 11.7 17.2 23.9 28.8 32.04
Survivors of deceased workers 1.4 3.8 6.7 7.6 7.3 7.0*
Disabled workers/dependents NA 1.0 2.9 4.5 4.5 6.8*
- Benefit payment COLA increase® NA NA NA 11.2% 5.4% 3.5%
- No. of workers per beneficiary® 14.5 4.7 3.6 3.2 33 3.4*
- Retirement Age
Largest Benefits’ 65 yrs. 65 yrs. 70 yrs. 70 yrs. 70 yrs. 70 yrs.
Full Benefits® 65 yrs. 65 yrs. 65 yrs. 65 yrs. 65 yrs. 65 yrs.
Reduced Benefits NA?  62yrs.” 62 yrs. 62 yrs. 62 yrs. 62 yrs.

1. Income over $25,000 for an individual or $32,000 for a couple.

2. Income over $34,000 for an individual and $44,000 for a couple; income between $25,000 and $34,000 for an
individual and between $32,000 and $44,000 for a couple are taxed at 50%.

3. The first old-age and survivors benefit checks were issued in 1940 and the first disability checks in 1957. Number of
beneficiaries are those current-payment status for December 31.

4. Estimated, based on the intermediate economic and demographic assumptions in the 2001 Trustees Report. Totals
may not add due to rounding.

5. Prior to 1975, benefit increases were at the discretion of Congress. Data represents the increase in the benefit check

received during the calendar year. Cost of Living Adjustment for FY 2000 is effectively 2.5% pursuant to Public Law

106-554.

Per OASI beneficiary in 1951; per OASDI beneficiary in 1961, 1971, 1981, 1991 and 2001.

Delayed retirement credits, increasing benefits up to age 70, became available in 1971.

Age at which there is neither a reduction in benefits for early retirement nor an increase for delayed retirement.

Reduced benefits were not offered until 1956 for women and 1961 for men.

0 X =
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Anti-Fraud Activities

SSA is committed to a policy of zero tolerance for fraud, waste and abuse (see Major Issues
Facing SSA section for more information). Section 206(g) of the Social Security Independence
and Program Improvements Act, Public Law 103-296 requires SSA to report annually on the
extent to which cases of entitlement to monthly OASI, DI and SSI benefits have been
reviewed; and the extent to which the cases reviewed were those that involved a high
likelihood or probability of fraud.

Entitlement Reviews

Entitlement reviews help ensure that continued monthly payments are correct, even though
fraud is not an issue in the vast majority of cases. Cases are selected and reviews undertaken,
both prior to and after effectuation of payment, to ensure that development procedures and
benefit awards are correct. Listed below are major entitlement reviews conducted by the
Agency along with a page reference for further discussion of these reviews:

*  OASI and SSI quality assurance reviews (pages 146 through 151)
» Disability quality reviews (pages 208 and 209)

*  SSIredetermination (pages 44 and 45)

*  CDRs (pages 45 and 212)

Numerous computer matching programs and other payment safeguard activities assist us in
finding and correcting erroneous payment actions and in identifying and deterring fraud in our
entitlement programs. In continuing efforts to improve payment accuracy, SSA invested more
than $1 billion in processing over 9 million alerts in FY 2001. Current estimates indicate that
these payment safeguard activities provided benefits to the trust funds of $7.1 billion in
overpayments detected and/or prevented.

Anti-Fraud Activities

In FY 2001, as part of its fraud detection and prevention program for safeguarding the
Agency’s assets, SSA worked with our Office of Inspector General (OIG), the U.S. Attorney
and other State and local agencies on cases involving fraud and abuse. The following charts
summarize OIG’s involvement in fraud activities throughout the FY.

Total Fraud Allegations
by Category
Fiscal Year 2001

Other

/ 2,296

SSI-DI

SSN 19,737

65,220

538

Sources of All Fraud

Allegations
Fiscal Year 2001

Anonymous
22,757

Private
Citizens

Law 64,978

Enforcement

Public

Agencies Other

2,953 Beneficiaries 60
2,280
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The integrity of SSA’s records and payments is maintained through an overall security
program which controls access to SSA data bases and refers suspected fraud and abuse cases to
OIG for investigation and, if indicated, prosecution by the Department of Justice. Protection of
data security violations continues to remain excellent with 99.9 percent of business
transactions occurring without incident.

Disposition of All

Fraud Cases
Fiscal Year 2001

Cases Opened 10,767
Cases Closed 9,639
Presented to US Atty
Accepted by US Atty
Declined by US Atty

Convictions

Pending

Debt Management

During the 1990s, SSA has focused on expanding its use of aggressive debt collection tools.
As a result of its efforts, the Agency has had many noteworthy successes. In 1992, SSA
implemented its tax refund offset (TRO) program to collect delinquent DI (Title IT)
overpayments, in the process collecting over $50 million in that year alone. In 1995 and again
in 1998, the Agency expanded its use of the TRO program to include other classes of DI
delinquent debts, as well as SSI (Title XVI) debts.

In addition, SSA began using the Treasury Offset Program (TOP) in 1998. TOP assimilated the
former TRO program and added the capability of using administrative offset, or collection of a
debt from a Federal payment other than a tax refund. To date, TRO and TOP have yielded $535
million in debt collections.

Also in 1998, SSA began reporting its delinquent title II debtors to credit repositories as a way
to induce repayment of the delinquent debts. To date, SSA has reported over 100,000
delinquent debtors to two major credit repositories -- Trans Union and Equifax Credit
Information Services Inc. As a result of credit bureau reporting, many debtors have repaid
their debts in full or have resumed regular monthly payments of their debts.

FY 2001 saw a continuance of all of the foregoing debt collection activities. FY 2001 was also
a time of planning and development of two major debt collection projects that are expected to
yield direct collections of more than $115 million over five years. The two projects, cross
program recovery and administrative wage garnishment, will enable SSA to collect both DI
and SSI delinquent debts.

Cross program recovery was authorized as law in October 1998, and SSA immediately began
developing this tool. Cross program recovery is the collection of a former recipient’s SSI debt
from any DI benefits due that person. Plans are to implement it in January 2002.
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Administrative wage garnishment was authorized by the Debt Collection Improvement Act of
1996; it allows Federal agencies to serve garnishment orders directly upon a debtor’s
employer. SSA wrote a Notice of Proposed Rulemaking for garnishment, which will be
implemented after the final regulations are published.

In December 1999, the Foster Care Independence Act of 1999 was signed into law. This
legislation authorizes the use of all available debt collection tools for recovering SSI debts.
These tools include administrative offset, interest charging, Federal salary offset, credit bureau
reporting and the use of private collection agencies. Shortly after this legislation was passed,
planning and development for two of the debt collection tools, administrative offset and credit
bureaus reporting, was set in motion. SSA wrote final regulations for these two tools, which
will be implemented after the regulations are published.

The following collection data includes all the program debt owed to SSA and is presented on a
combined basis without intra-Agency eliminations. Collection data shown in the GPRA
performance report only includes legally defined overpayments in which beneficiaries have
certain due process rights.

SSA’s Debt Management Activities FY 1997 FY 1998 FY 1999 FY2000 FY 2001

Total debt outstanding end of FY
(in millions) $5,119.1 $5,727.3  $6,524.4  $7,107.7 $11,437.1

% of outstanding debt

- Delinquent 14.5% 14.6% 13.5% 15.5% 9.3%
- Estimated to be uncollectable 28.0% 29.0% 30.2% 33.9% 25.3%
New debt as a % of benefit outlays 0.8% 0.8% 1.0% 0.9% 1.7%
% of debt collected 38.9% 33.2% 34.0% 33.5% 19.9%
Cost to collect $1 $0.09 $0.11 $0.11 $0.10 $0.11
% change in collections from prior FY 12.4% (11.9%) 16.5% 7.6% (4.4%)
% change in delinquencies from prior FY 125.1% 12.1% 5.4% 25.6% (3.5%)
Debt clearance rate 36.1% 30.1% 30.8% 31.0% 21.5%
Collections as a % of clearances 69.2% 76.2% 73.3% 73.7% 70.8%
Total write-offs of debt (in millions) $887.60 $595.1 $807.6 $850.8 $941.3

Average number of months to clear receivables:

- OASI 12 13 12 12 14
-DI 29 29 25 26 32
- SSI 25 23 20 27 4
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FY 2001 Quarterly Data (In Millions)

1st Qtr 2nd Qtr 3rd Qtr 4th Qtr

Total receivables (cumulative) $7,228.40 $7,612.1 $7,394.4 $11,437.1
Total collections (cumulative) 575.7 1,185.8 1,705.6 2,280.6
Total write-offs (cumulative) 195.9 442.8 713.3 941.3
TOP collections (cumulative) 1.6 46.3 79.7 96.8

Aging schedule of delinquent debt:

- 180 days or less $520.6 $459.3 $464.6 $525.7
- 181 to 10 years 500.9 531.0 511.9 524.6
- Over 10 years 113 113 113 11.2
- Total delinquent debt $1,032.8 $1,001.6 $987.8 $1,061.5

Biennial Review of User Fee Charges

Summary of Fees
User fee revenues of $246 and $253 million in FY 2000 and FY 2001, respectively, accounted

for less than 1 percent of SSA’s total annual revenue. Over 95 percent of user fee revenues are
derived from agreements with 25 States and the District of Columbia to administer some or all
of the States’ supplemental SSI benefits. During FY 2001, SSA charged a fee of $8.10 per
payment for the cost of administering State supplemental SSI payments. As required by law,
this fee will increase to $8.50 for FY 2002. Starting in FY 2003, the user fee will be adjusted
based on the Consumer Price Index unless the Commissioner of Social Security determines a
different rate is appropriate for the States. SSA charges full cost for other reimbursable activity
such as earnings record requests from pension funds and individuals.

Biennial Review

The Chief Financial Officers’ Act of 1990 requires biennial reviews by Federal agencies of
agency fees and other charges imposed for services rendered to individuals, as opposed to the
American public in general. The objective of these reviews is to identify such activities, charge
fees as permitted by law and periodically adjust these fees to reflect current costs or market
value. SSA is planning to perform a review of these fees during FY 2002.
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Programmatic Information

This section provides detail on how effectively and efficiently SSA performs its day-to-day
program processes and service delivery functions. Included are performance indicators to
assess the effectiveness in achieving intended results relating to service delivery goals and
objectives outlined in the Agency’s strategic plan and unit cost data to measure the efficiency
of operations.

“N/A” indicates that actual data are unavailable for that particular fiscal period. When current
dollars are presented to restate prior period costs at the 2001 cost levels, the conversion from
“actual dollars” to current dollars is calculated based on the change in the cost of an average
SSA workyear. The indices used to adjust prior period costs are 1.053011 for 2000, 1.119658
for 1999 and 1.132708 for 1998.

Enumeration Process

Enumeration is the process by which SSA assigns Social Security numbers (SSN) to
individuals who request them and issues original and replacement cards as a record of each
number assigned to a particular individual. The purpose of the number is to maintain accurate
records of earnings covered by the Social Security Act and to pay benefits accurately under
various Social Security programs.

Social Security Numbers Issued (in millions)

FY 98 FY 99 FY 00 FY 01
Original at Birth 3.8 3.8 4.0 3.8
Other Original 1.7 1.7 1.8 2.0
Replacement 10.7 10.9 11.3 12.3

Application for both original and replacement cards is made through SSA field offices and the
data is transmitted to SSA Headquarters in Baltimore where the numbers are assigned and the
cards are issued. Application for original SSNs for newborns is also made through another
process called Enumeration at Birth, which accounts for the majority of original SSN cards
issued. As part of the State’s birth registration process in the hospital, a parent can request an
SSN be assigned to his/her newborn. The State’s Office of Vital Statistics then extracts the data
SSA needs to assign a number and transmits the data to SSA Headquarters where the cards are
issued .

The issuance of original and replacement cards must be prompt and efficient. SSA’s ability to
advise applicants of their assigned SSN within 24 hours of initial processing has remained
very high over the last several years.

% of applicants that can be notified orally of their SSN within 24 hours of initial

processing of application

FY 98

FY 99

FY 00

FY 01

98.9%

96.5%

96.8%

96.8%
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Requests for SSNs are processed timely, without sacrificing the integrity of the numbers
issued. SSA has assigned over 400 million SSNs since the program began in 1936.

Average Processing Time (days)

FY 98 FY 99 FY 00 FY 01

0.1 0.3 0.3 0.3

Enumeration Workload Data FY 98 FY 99 FY 00 FY 01
Workyears 2,902 2,692 2,909 3,036
Production Per Workyear 5,584 6,063 5,888 5,988
Unit Costs (Current $) $15.86 $15.55 $16.10 $16.26

Earnings Process

Reports of earnings must be filed annually by every employer who is liable for Social Security
and Medicare taxes. Employers may submit wage reports to SSA on paper or on electronic or
magnetic media. To ensure completeness of earnings data, wage items are matched yearly
against employer tax data reported to the Internal Revenue Service (IRS). Record corrections
may be initiated by an employer, IRS, SSA or an employee. Individuals may request
statements of their earnings records and corrections to those records by contacting SSA in
person, by phone, through the mail or the Internet.

The data on the following charts shown as FY 2001 performance relates to the processing of
tax year 2000 data. SSA annually estimates the number of annual wage reports (AWRs) and
the amount of self-employment income that will be posted for a particular tax year. These
estimates are used to monitor current year processing. Once all wage and self-employment

income information is processed, these measures are recalculated using actual data.

Number of months to post 98.5 percent of AWRs for the tax year

FY 98 FY 99 FY 00 FY 01
9.0 9.5 8.5 8.0
% of AWRs Posted Following Close of the Tax Year
FY 98 FY 99 FY 00 FY 01
Within 6 Months 83.0% 83.1% 91.3% 94.0%
Within 9 Months 98.5% 92.9% 98.9% 99.3%

204 SSA’s FY 2001 Performance and Accountability Report




% of Self Employment Income Posted Following the Close of the Tax Year

FY 98 FY 99 FY 00 FY 01
Within 9 Months 89.5% 88.5% 88.4% 87.0%
Within 12 Months 99.8% 100% 99.9% N/A
Earnings Workload Data FY 98 FY 99 FY 00 FY 01
Earnings Processed 266,011,984 | 249,867,974 | 277,145,696 | 274,427,394
Workyears 1,223 1,007 904 809
Production Per Workyear 217,440 248,131 306,577 339,218
Unit Costs (Current $) $0.40 $0.33 $0.26 $0.23

Earnings Suspense File

Each year SSA receives annual wage reports from employers and self-employment income
from the Internal Revenue Service. These earnings records are used to determine eligibility
and benefit amounts for OASDI. Once received, the reports are matched with SSA’s Numident
File (the repository for all issued SSNs) to verify an individual’s name and SSN. Some annual
wage reports have invalid name and SSN combinations. The invalid combinations are placed
in the Earnings Suspense File (ESF). Once the item is placed on the ESF, another series of
processes are used in an attempt to determine the correct identity (name/SSN) so the reported
earnings can be posted to the correct individual’s Master Earnings File. SSA hired an outside
contractor to ensure we follow sound business practices and more properly reflect the
Agency’s activity regarding unidentified earnings reports in its records. Many objectives were
set forth under the contract, including identifying alternative approaches for managing the
ESF, recommending ways to improve the integrity of the data maintained in the ESF and
recommending approaches to administer the ESF in a more cost effective way. In July 2001
the contractor completed their analysis and provided many recommendations to SSA on how
to improve the ESF process. SSA is currently evaluating the recommendations by the
contractor.

Claims Process

To become entitled to benefits under any of the programs that SSA administers, an individual
must file an application and submit proof of eligibility. Those who are dissatisfied with SSA’s
decisions may request further review. The claims process comprises the actions that SSA takes
to determine an individual’s eligibility for benefits, beginning with the individual’s initial
contact through payment effectuation or administrative appeal.

The process for determining eligibility for benefits involves certain basic functions that are
consistent across each of the programs that SSA administers: outreach and information, intake,
evidence collection, determination of eligibility, notification of award or denial and initial
payment. However, eligibility requirements vary considerably by program and type of benefit.
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Following are several performance measures for the claims process.

Initial Claims Processing Times (in Days)

FY 98 FY 99 FY 00 FY 01
OASI 15.7 14.4 12.0 11.5
SSI Aged 32.6 20.8 14.6 11.2
DI 90.1 94.3 93.4 99.8
SSI Blind/Disabled 108.8 114.0 109.9 112.0

% of continuing monthly payments made on the scheduled delivery date

FY 98 FY 99 FY 00 FY 01
OASI 99.9% 99.9% 99.9% 99.9%
SSI 99.9% 99.9% 99.9% 99.9%

The “Initial Payment Accuracy Rate” is the measure of accuracy of the first payment made to
newly awarded OASI and SSI claimants. It is calculated by dividing the amount of payments
made correctly by the total amount that should have been paid. The Accuracy Rates from

FY 1999 to FY 2000 have increased.

Initial Payment Accuracy Rate

FY 98 FY 99 FY 00 FY 01
OASI 97.1% 93.4% N/A N/A
SSI 93.3% 91.6% 92.8% N/A

The Index of Dollar Accuracy is based on a statistically reliable sample of the workloads
reviewed. It measures the dollar accuracy of adjudicative decisions over the retrospective,
current and prospective lifetime of the payment. For OASI, the Index of Dollar Accuracy rate
represents total dollars paid divided by dollars that should have been paid over the life cycle of
the award. For SSI, it expresses the relationship of field office processed initial claims and
redetermination dollars paid to dollars that should have been paid over the expected life of the
award or determination. The lifetime of the SSI award continues until termination or
redetermination. The percent of lifetime OASI initial awards has remained consistently high
for the past several years. The changes in the SSI index of dollar accuracy rate from one year

to the next are not statistically significant.
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% of lifetime dollars from a claims award or redetermination

that are paid correctly

FY 98 FY 99 FY 00 FY 01
OASI 99.8% 99.6% N/A N/A
SSI 93.9% 94.2% 94.0% N/A
- Awards 94.8% 93.2% 93.3% N/A
- Redets. 93.5% 94.5% 94.2% N/A
Claims Workload Data FY 98 FY 99 FY 00 FY 01
Workload Receipts
-OASI 2,992,786 3,041,782 3,368,093 3,071,173
-DI 1,487,545 1,505,689 1,598,479 1,747,539
-SSI Aged 138,570 149,716 153,536 153,678
-SSI Blind/Disabled 1,444,351 1,480,536 1,546,883 1,620,902
Total 6,063,252 6,177,723 6,666,991 6,593,292
Year-To-Year Change -3.2% 1.9% 7.92% -1.11%
Workloads Processed
-OASI 3,020,268 3,076,937 3,404,938 3,092,743
-DI 1,536,900 1,513,780 1,577,815 1,733,537
-SSI Aged 135,442 148,382 153,474 153,563
-SSI Blind/Disabled 1,429,247 1,440,689 1,493,390 1,585,246
Total 6,121,857 6,179,788 6,629,617 6,565,089
Year-To-Year Change -4.6% 0.6% 8.29% -$0.97
End-of-Year Pendings
-OASI 55,505 38,531 30,667 154,440
-DI 259,018 291,104 343,362 395,482
-SSI Aged 8,469 9,101 7,602 12,845
-SSI Blind/Disabled 328,260 365,281 412,495 438,922
Total 651,252 704,017 794,126 1,001,689
End of Year Pendings as % of Current Year’s Dispositions
-OASI 1.8% 1.3% 0.9% 5.0%
-DI 16.9% 19.2% 21.8% 22.8%
-SSI Aged 6.3% 6.1% 5.0% 8.4%
-SSI Disabled 23.0% 25.4% 27.6% 27.7%
Workyears 17,263 16,714 17,236 17,101
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Claims Workload Data FY 98 FY 99 FY 00 FY 01
Production Per Workyear 355 370 385 384
Unit Cost (Current $)

-OASI $257.12 $212.60 $199.90 $210.04
-DI 765.00 678.07 649.60 615.42
-SSI Aged 385.79 298.76 236.56 228.96
-SSI Disabled 684.90 585.11 572.71 548.34
Overall Average 487.35 415.53 391.76 399.21

Disability Determination Services (DDS)

The following tables illustrate the DDS performance accuracy for disability determinations.
Performance accuracy rates reflect the estimated percentages of initial disability
determinations and reconsideration disability determinations that do not have to be returned to
the DDS for development of additional documentation or correction of the disability
determination. Accuracy of initial disability determinations have remained relatively constant
over the last 4 years.

Performance Accuracy -- Initial Disability Determinations

FY 98 FY 99 FY 00 FY 01
Overall Average 93.7% 94.3% 94.2% 93.9%
Allowances 96.1% 96.5% 97.0% 96.8%
Denials 92.3% 93.0% 92.4% 92.0%

Performance Accuracy -- Reconsideration Disability Determinations

FY 98 FY 99 FY 00 FY 01
Overall Average 91.6% 92.3% 92.2% 91.0%
Allowances 95.6% 96.0% 96.9% 96.8%
Denials 90.9% 91.6% 91.3% 89.9%

The table on the following page reflects the net accuracy of initial disability determinations.
Net accuracy is the percentage of correct DDS disability determinations. The net accuracy rate
is based on the net error rate (defined as the number of corrected deficient cases with changed
disability decisions, plus the number of deficient cases that are not covered by the report)
divided by the number of cases reviewed. Fiscal year net accuracy is calculated approximately
3 months following the end of the fiscal year. Net accuracy of initial disability determinations
has remained fairly stable over the past 4 years.
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Net Accuracy of Initial Disability Determinations

FY 98 FY 99 FY 00 FY 01
Overall Average 96.2% 96.7% 96.4% NA
Allowances 97.9% 98.0% 98.4% NA
Denials 95.3% 95.8% 95.2% NA

SSA is mandated by statute to review at least 50 percent of the favorable disability insurance
determinations made by State DDSs. These reviews of initial and reconsideration allowances
are conducted prior to effectuation of the DDS determination. We also perform
preeffectuation reviews of DDS determinations of continuing eligibility. SSA uses a profiling
system to select cases for review. This helps to ensure the cost-effectiveness of
preeffectuation reviews, and satisfies the legislative requirement that the cases reviewed are
those that are most likely to be incorrect.

Preeffectuation Reviews

FY 98 FY 99 FY 00 FY 01
% of accurate decisions to allow or
continue benefits by State DDSs 96.4% 96.4% 96.6% 96.8%
No. of cases reviewed 241,611 254,134 259,785 298,150
No. of cases returned to DDS due to
error or inadequate documentation 8,729 9,082 8,748 9,602

SSA also performs quality assurance reviews to measure the level of decisional accuracy for
the State DDSs against standards mandated by regulations. These reviews are conducted prior
to effectuation of the DDS determinations and cover initial claims, reconsiderations and
determinations of continuing eligibility. The tables below show that the State DDSs have

consistently made the correct decision to allow benefits.

Quality Assurance Review

FY 98 FY 99 FY 00 FY 01
% of accurate decisions to allow or
continue benefits by State DDSs 96.1% 96.1% 96.7% 96.8%
No. of cases reviewed 42,303 43,863 42,196 39,515
No. of cases returned to DDS due to
error or inadequate documentation 1,638 1,705 1,381 1,281
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DDS Workload Data FY 98 FY 99 FY 00 FY 01
Workload Receipts

- Initial Disability Cases 2,040,738 2,053,492 2,116,667 2,209,275
- Total Cases 3,848,878 3,786,564 3,887,035 3,765,764
Workload Processed

- Initial Disability Cases 2,023,748 2,012,047 2,035,627 2,166,623
- Total Cases 3,792,151 3,774,209 3,756,923 3,770,212
End-of-Year Pendings

- Initial Disability Cases 416,378 457,823 535,407 578,524
- Totals Cases 760,026 772,381 900,502 891,037
Production Per Workyear 265 258 264 262

Due Process Operations

Due process operations consists of reconsiderations, hearings and appeals.

Reconsiderations of initial claims constitute the majority of all reconsideration actions. Should
a reconsideration be filed, it is expected that the beneficiary will receive a prompt reply. In
prior years, data was collected on the percent of requests for reconsideration completed within
60 days of filing. However, beginning with FY 2001, disability reconsiderations are
considered timely if they are processed with an overall time of 120 days or less. In FY 2001,
74.7 percent of reconsiderations were processed within 120 days or less.

Data for the hearings processing time performance indicator may be found in this report on
page 42 and pages 138 through 141.

In FY 2001, the processing time for appeals workload decreased to an average of 447 days.

The average processing time was 58 days less in FY 2001 than in FY 2000. Early in calendar
year 2001, the Appeals Council Process Improvement (ACPI) Plan was implemented with an
eye toward reducing average processing time for the appeals workload. Differential case
management was implemented as one means of increasing the number of appeals processed.
Additional sources were tapped to increase the number of adjudicators available to process
claims.

Appeals Council Processing Time (Days)

FY 98 FY 99 FY 00 FY 01

430 458 505 447

As a result of these initiatives, productivity increased and the decline in the pending level,
begun in FY 2000, continued. Likewise, a corresponding decrease occurred in the average time
required to process these claims. However, another major initiative, which emphasized the
processing of aged claims, limited the extent of this decrease in processing time. This year we
tracked the percent of Appeals Council claims that have decisions made within 105 days after
the appeals filing date.
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Early in calendar year 2000, the Appeals Council implemented the ACPI Plan. The Plan
contained numerous initiatives aimed at reducing both the number of pending requests for
review cases as well as the processing time. These initiatives included differential case
management and hiring to increase the number of adjudicators available to process claims. As
a result of these efforts, the pending level has decreased. However, at the same time, other
initiatives impacted negatively on the Council’s endeavor to process claims within 105 days.
Most importantly, the Council made a concerted effort to reduce its pending workload of aged
cases. By definition, aged cases are already over the 105-day limit. As the Council has reduced
the number of pending request for review cases, including the number of aged claims over the

past year, the percent of cases processed within 105 days has gradually increased. At the
beginning of the fiscal year, in October 2000, only 5.94 percent of appeals were processed
within 105 days. By September, this percentage had increase to 17 percent. The cumulative
percent for the year was 12.2 percent. In FY 2000, we tracked the percent of these claims that
had decisions within 90 days after the filing date and found that only 2 percent were processed

within that time frame.

Due Process Workload Data FY 98 FY 99 FY 00 FY 01
Workload Receipts

- Hearings 519,179 524,644 569,276 554,376
- Appeals 129,033 135,379 130,534 104,864
Workloads Processed

- Reconsiderations 1,054,512 981,347 910,921 780,039
- Hearings 618,578 596,999 539,426 465,228
- Appeals 119,271 109,691 146,980 135,912
End-of-Year Pendings

- Hearings 384,313 311,958 346,756 435,904
- Appeals 127,367 153,056 136,002 104,457
End-of-Year Pendings as a % of Current Year’s Dispositions

- Hearings 62.1% 52.3% 64.3% 93.7%
- Appeals 106.8% 139.5% 92.5% 76.9%
Workyears 13,218 12,951 12,149 11,582
Production Per Workyear (total) 136 130 131 119
Unit Costs (Current $)

- Reconsiderations $435 $454 $450 $457
- Hearings 1,569 1,570 1,590 2,157
- Appeals 515 576 463 762
- Overall Average 889 911 883 $1,060
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Postentitlement Process
Once individuals become entitled to Social Security or SSI benefits, any changes in their
circumstances that affect the amount or continuation of payment must be reflected in SSA’s
records. The postentitlement process encompasses the actions that SSA takes, after an OASDI
or SSI claim is processed to an initial award, to ensure continuing eligibility and timely and
correct payment of benefits. Examples of these actions include change of address, benefit
recomputations, overpayments and reviews of disability beneficiaries to determine their
continuing eligibility for benefits. The performance accuracy of these continuing disability
reviews (CDRs) is displayed below.
FY 98 FY 99 FY 00 FY 01
Overall Average 94.8% 95.3% 96.1% 96.1%
Allowances 95.7% 95.8% 96.5% 96.4%
Denials 91.5% 93.3% 93.6% 93.8%
Postentitlement Workload Data FY 98 FY 99 FY 00 FY 01
Workloads Processed
- OASI 64,970,602 58,571,017 63,883,455 63,140,789
-DI 14,101,384 13,139,294 14,158,427 14,376,519
- SSI 21,783,670 20,192,328 20,379,354 22,395,858
- Total 100,855,656 91,902,639 98,421,236 99,913,166
Workyears 20,175 20,420 20,236 20,832
Production Per Workyear 4,999 4,501 4,864 4,796
Periodic CDRs Processed 1,391,889 1,703,414 1,836,510 1,730,192
Redeterminations Conducted 1,852,842 2,122,279 2,182,027 2,315,856
Representative Payee Actions 7,063,595 7,644,563 6,151,264 7,135,770
Unit Costs (Current $)
- OASI $10.69 $11.35 $10.51 $10.76
-DI 41.65 41.57 39.59 41.61
- SSI 45.24 56.15 51.03 46.30
- Overall Average
- Per Work Unit 22.49 25.52 23.08 23.17
- Per Beneficiary 44.84 46.09 44.26 44.36
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800-Number Telephone Service

In addition to providing face-to-face service, SSA offers a single nationwide toll-free number
(1-800-SSA-1213) weekdays from 7 a.m. to 7 p.m. in each time zone. Service is available for
the hearing-impaired community during the same hours using a telecommunications device for
the deaf. Automated services are also available at all times including after normal business
hours, on weekends and holidays. Using the automated services, callers can request
applications for SSNs, Social Security statements, verification of monthly benefit amounts,
Medicare information and a replacement Medicare card, and recorded information on local
field offices and Medicare carriers and intermediaries.

SSA conducts an ongoing evaluation of the national 800-Number service. National
800-Number accuracy rates are derived from the remote monitoring of calls handled by
teleservice representatives and program service center SPIKE employees (individuals in
program service centers who answer 800-Number calls during high volume periods).

Portion of National 800-Number calls handled accurately

FY 98 FY 99 FY 00 FY 01

% of responses leading to correct

payments (payment accuracy - all
calls) 97.0% 97.4% 97.1% NA

% of responses leading to correct

payments (payment accuracy -
payment affecting calls) 94.7% 95.4% 94.5% NA

% of responses which did not result
in inconvenience to the caller or

cause additional SSA workloads
(service accuracy) 81.7% 81.8% 84.9% NA

The payment accuracy rates represent the percentage of all calls free of teleservice failures
which have a reasonable potential to improperly affect payment of or eligibility to benefits.
There are two measures of payment accuracy: 1) Payment accuracy based on the universe of
all calls; and 2) payment accuracy based only on calls with the potential to affect payment of
or eligibility to benefits. Service accuracy is a measure of whether SSA’s 800-Number
representatives respond correctly to all non-payment eligibility inquiries. Service errors
involve situations which can: 1) Result in inconvenience to the public; 2) cause additional SSA
workloads; or 3) result in situations where information is released from SSA records or reports
which affect SSA records and are accepted before obtaining all identifying information
required by SSA.

The public’s perception of SSA’s 800-Number service remained stable in FY 2001, as reflected
in the results of the semi-annual interaction tracking surveys of 800-Number callers. The FY
2001 overall satisfaction rate of 80 percent was comparable to the FY 2000 result of 81
percent, and staff courtesy again received a high rating of 91 percent excellent, very good or
good. Other aspects of staff performance, such as helpfulness and job knowledge, received
similarly high ratings. The public continued to see access, including time on hold, as the
weakest aspect of 800-Number service: Only 73 percent of survey responders rated how
quickly they got through as excellent, very good or good. As in the past, poor perceptions of
access contributed to negative impressions of 800-Number service overall.

The chart below displays SSA’s 800-Number workload data. Calls placed represent the actual
number of calls placed to the 800-Number including busy signals. Calls received consist of all
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Staff Courtesy

FY 98

FY 99

FY 00

FY 01

97%

90%

91%

91%

Service Satisfaction

FY 98

FY 99

FY 00

FY 01

83%

84%

81%

80%

callers that get through and either conduct business or hang up while on hold. Calls handled
represent all callers that conduct business with SSA.

SSA’s 800 Number Workload Data

(In Millions) FY 98 FY 99 FY 00 FY 01
Calls Placed 78.9 78.7 87.1 85.9
Calls Received 70.5 71.8 76.0 74.8
Calls Handled 54.7 58.8 59.5 59.3

Strengthening Public Understanding

One of SSA’s core responsibilities -- and one of its strategic goals -- is to “strengthen public
understanding of Social Security programs.” To define success in achieving this goal, SSA
established the strategic objective that, by 2005, 9 out of 10 American adults age 18 and over
will be knowledgeable about Social Security programs.

Reaching this objective requires that SSA engage in strategies to deliver products and services
focused on effectively communicating our key Agency messages. Working with the Gallup
Organization, SSA uses data from the Public Understanding Measurement System (PUMS) to
provide an independent and objective measure of the public’s knowledge of Social Security. In
FY 2000, the level of public knowledge, according to the latest PUMS data, stands at 75
percent.

Strengthening public understanding about Social Security programs is a cornerstone of SSA’s
mission for a number of very important reasons.

to discharge our ultimate responsibility as an agent of the public’s trust by ensuring that mem-
bers of the public understand the programs for which they pay;
to ensure that the public knows about the major programs and benefits to which they might

become entitled;

to support our ability to administer the programs effectively and efficiently;
to ensure continued support for the programs and for government in general by underscoring
the value of Social Security to American society;
to help members of the public plan for their financial future;
to support the public’s ability to engage in a national discussion about how to strengthen and
modernize the Social Security program.
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In FY 2001, SSA released its five-year communications plan, Strengthening Public
Understanding of Social Security in the New Millennium, which contains the principles and
strategies that will guide SSA in reaching its strategic objective.




Using this plan, SSA continued in FY 2001 with an aggressive national public education
program that focused on and accomplished the following:

Reinforcing SSA as the place to go for information about the programs

According to the latest PUMS data, over 20 percent of the public (about 40 million Americans)
contacted SSA for information in the past year. Over 85 percent of those were “very satisfied”
or “somewhat satisfied” with the information received.

Enhancing the Social Security Statement as the centerpiece for mainstream communications
In FY 2001, SSA issued nearly 135 million Social Security Statements automatically and over
1 million more by request. The latest PUMS data show that the overall level of public
knowledge continues to be higher for individuals who received the Statement than for other
Americans. The PUMS data also show that public satisfaction with the Statement is very
positive. Over 80 percent of those who recall receiving a Statement report it to be useful in
increasing their knowledge of benefits that may affect them directly, and they find it to be
“very easy” to “somewhat easy” to understand. Individuals who receive a Statement also report
being much more likely to take action to increase their own financial security and to plan for
their retirement.

Creating a strong program of community engagement

The strength of SSA’s programs to inform the public has always been anchored in the
community-based activities of SSA’s local field managers and public affairs specialists. In past
years, SSA has made tremendous strides in revitalizing and strengthening this function.
Approximately 100 full-time community-based public affairs specialists are now deployed.
These specialists help spearhead SSA’s participation in over 10,000 local and media events by
working closely with community organizations, local governments, financial organizations
and local media on a variety of ongoing, innovative, informative programs tailored to the local
community. SSA knows that these efforts are successful, as our PUMS data show that persons
who received information from SSA are significantly more knowledgeable about Social
Security programs than other Americans.

Tailoring tools and tactics and using a variety of technologies to reach all audiences

SSA continues to expand the use of the Internet as an information source. SSA’s website
(www.ssa.gov) is recognized as among the most innovative and information-rich in
government. The website provides visitors with program information and downloadable
versions of many SSA forms used by the public. In FY 2001, the public downloaded 8,141,698
copies of SSA’s 22 most commonly used forms using our Internet site. The website presents
several online applications that the public can use to transact business, including an online
retirement application. It also provides access to a “Benefit Planner” that allow individuals of
any age to compute estimates of their Social Security benefits. These calculators provide
benefit calculations and estimates based strictly on input from users to ensure that there are no
privacy concern.

SSA’s website also offers both English- and Spanish-language versions of nearly all
information pamphlets and fact sheets that SSA publishes on its benefit programs as well as
informational material on the SSI and Medicare programs. In FY 2001, SSA introduced its
“Multi-Language Gateway” website, containing a number of information products in 14
additional languages.
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In the last two years, SSA introduced websites specifically directed to women, immigrants and
client representatives. Additionally, the Newsletter on Newsletters awarded SSA its prestigious

Gold Award for eNews, SSA’s electronic newsletter, which reaches nearly 200,000 subscribers.

Strengthening Public Understanding
Workload Data FY 98 FY 99 FY 00 FY 01

Earnings Statements

- Total Number Issued 24,109,695 | 30,140,944 | 137,538,881 | 136,708,746
- Workyears 267 252 220 35
- Unit Costs (Current $) $1.01 $0.73 $0.48 $0.34

Face-to-Face Service

SSA has a long tradition of providing face-to-face service for the public in its field offices
(FO). SSA has 1,338 FOs nationwide which provide a full array of services for the public,
from answering general questions about programs to making complex eligibility
determinations. Providing prompt, courteous service in our FOs is crucial to becoming an
Agency that truly provides “World-Class Service.” An indicator of this type of service is the
length of time visitors spend in FOs waiting for service.

The following tables display the results of the waiting times in SSA’s FOs.

National Field Office Waiting Times

FY 98 FY 99 FY 00 FY 01

Wait time to first contact (in minutes) 12.5 12.9 14.3 15.2

National Field Office Waiting Times -- Visitors with Appointments

FY 98 FY 99 FY 00 FY 01
Average wait time (in minutes) 5.8 6.6 6.2 6.1
% seen within 10 minutes 87.4% 84.6% 84.2% 84.4%
% seen within 15 minutes 92.5% 89.9% 90.2% 90.2%

National Field Office Waiting Times -- Visitors without Appointments

Average wait time (in minutes) 25.8 25.6 24.3 27.2
% seen within 30 minutes 71.9% 71.6% 73.2% 70.0%
% seen within 60 minutes 89.9% 90.4% 91.5% 89.4%

In FY 2001, SSA’s semi-annual interaction tracking surveys of office visitors again found that
visitors were highly satisfied with the service they received during in-person contacts. The
overall satisfaction rating from persons who had recently visited field or hearings offices was
89 percent excellent, very good or good. Although this rating appeared slightly lower than the
FY 2000 result of 91 percent, the difference was not statistically significant. As illustrated in
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the table below, which displays satisfaction ratings for individual aspects of office service,
office visitors had a very positive view of the service provided by SSA staff. While the more
tangible aspects of service, such as waiting time and privacy in the office, received much
lower ratings, these factors clearly did not have as strong an impact on the overall perception
of service in SSA offices as staff quality.

The table below provides satisfaction ratings, defined as the percent rating service as
excellent, very good or good, for the various aspects on office survey rated in the survey.

Office Visitors

Aspect of Service: Percent “Satisfied”
Employee Attributes

Staff helpfulness 90%

Staff courtesy 91%

Staff knowledge 93%

Clarity of staff explanations 90%

Office Environment

Office location 89%
Office hours 88%
Signs/Instructions in waiting area 85%
Office comfort 79%
Office privacy 70%

Access to Service

Appointment convenience 92%

Waiting time 72%

Forms Completion

Ease of completion 93%

Mail

The public can initiate requests for all information and services by writing to SSA. Though
members of the public do not often make their first contact with SSA through the mail, SSA’s
need to make contact on a large scale means that SSA frequently interacts with the public by
mail. General program information is mailed to requesters and notices are sent to explain
eligibility and payment decisions and to inform clients of their rights and responsibilities.

Previous Accountability Reports have included an annual public rating of the clarity of SSA
mail. This rating, which was derived from a survey of the public, has helped us monitor the
effect on public satisfaction of notice language and the notice improvements we make.
Throughout the 1990°s, there was a gradual increase in the percent of the public’s rating SSA
notices as good to excellent. Satisfaction rose from 78 percent in 1996 to 86 percent in 1999.
We discontinued that measure to pursue targeted notice studies that will provide specific
information to help us improve clarity of our most difficult notices.
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Although approximately 90 percent of SSA notices have been improved, some of our most
difficult notices are yet to be improved. In General Accounting Office (GAO) audit number
11999024, “SSA: Longstanding Problems in SSA’s Letters to the Public Need to be Fixed,”
GAO recommended that SSA develop performance measures to assess whether changes to
notices achieve intended results.

We are in the process of securing benchmark information about how well our beneficiaries
currently understand some of our problematic notices. In September 2001, we initiated a
survey to measure satisfaction with Title I overpayment notices that explain the outcome of
processing work and earnings actions. We will begin a targeted benchmark survey of certain
problematic SSI notices in FY 2002.

Using the feedback from the benchmark surveys, we will develop performance measures that
address GAO’s concerns. As we continue to revise notice language, we will conduct follow-up
surveys targeted to measure the level of public understanding of the revised notices and the
degree to which the desired performance has been achieved.
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SOCIAL SECURITY

Office of the Inspector General

SO,

December 11, 2001

To: Jo Anne B. Barnhart
Commissioner

This letter transmits the PricewaterhouseCoopers LLP (PwC) report on the audit of the Fiscal Years (FY)
2001 and 2000 financial statements of the Social Security Administration (SSA) and the results of the Office
of the Inspector General's (OIG) review thereof. PwC's report includes the firm’s Opinion on the Financial
Satements, its Report on Management's Assertion About the Effectiveness of Internal Control, and its report
on SSA's Compliance With Laws and Regulations.

Objective of a Financial Statement Audit

The objective of afinancial statement audit is to determine whether the financial statements are free of
material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and
disclosuresin the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation.

PwC’s examination is required to be made in accordance with generally accepted auditing standards,
Government Auditing Standards issued by the Comptroller General of the United States, and the Office of
Management and Budget (OMB) Bulletin No. 01-02. The audit includes obtaining an understanding of the
internal control over financial reporting, and testing and evaluating the design and operating effectiveness of
theinternal control. Dueto inherent limitationsin any internal control, thereisarisk that error or fraud may
occur and not be detected. Therisk of fraud isinherent to many of SSA’s programs and operations,
especially within the Supplemental Security Income (SSI) program. In our opinion, people outside of the
organization perpetrate the majority of frauds against SSA.

Audit of Financial Statements, Effectiveness of Internal Control, and Compliance with Laws and
Regulations

The Chief Financia Officers (CFO) Act of 1990 (P.L. 101-576), as amended, requires SSA's | nspector
General (1G) or an independent external auditor, as determined by the |G, to audit SSA'sfinancial statements
in accordance with applicable standards. Under a contract monitored by the OIG, PwC, an independent
certified public accounting firm, performed the audit of SSA's FY 2001 financial statements. PwC also
audited the FY 2000 financia statements, presented in SSA's Performance and A ccountability Report for FY
2001 for comparative purposes. PwC issued an unqualified opinion on SSA's FY 2001 and 2000 financial
statements. PwC also reported that SSA management’ s assertion, that its systems of accounting and internal
control are in compliance with the internal control objectivesin OMB Bulletin No. 01-02, isfairly stated in
all material respects. However, the audit identified one reportable condition in SSA'sinternal control. The
control weakness identified is: SSA Needsto Further Strengthen Controlsto Protect Its Information.
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Thisisarepeat finding from prior years. It isthe opinion of PwC that, SSA has made notable progressin
addressing the information protection issues raised in prior years. Despite these accomplishments, SSA’'s
systems environment remains threatened by security and integrity exposures impacting key elements of its
distributed systems and networks. The general areas where exposures occurred included:

* Implementation, enforcement, and ongoing monitoring of technical security configuration
standards;

* Implementation, enforcement, and ongoing monitoring of technical standards and rules
governing the operation of firewalls on the SSA network;

* Monitoring controls over security violation, periodic review of user access, and firewall logs;
and

* Physical access controls at non-headquarters locations.

Theresults of PwC'’ stests of compliance disclosed no instances of noncompliance with laws and regulations
that are required to be reported under Government Auditing Sandards or OMB Bulletin No. 01-02.

Ol G Evaluation of PwC Audit Performance

To fulfill our responsibilities under the CFO Act and related legislation for ensuring the quality of the audit
work performed, we monitored PwC's audit of SSA's FY 2001 financial statements by:

* Reviewing PwC's approach and planning of the audit;

» Evaluating the qualifications and independence of its auditors;

* Monitoring the progress of the audit at key points;

» Examining its workpapers related to planning the audit and assessing SSA's internal control;

* Reviewing PwC's audit report to ensure compliance with Government Auditing Standards and
OMB Bulletin No. 01-02;

* Coordinating the issuance of the audit report; and

» Performing other procedures that we deemed necessary.

Based on the results of our review, we determined that PwC planned, executed and reported the results of its
audit of SSA's FY 2001 financial statements in accordance with applicable standards. Therefore, it isour
opinion that PwC's work provides a reasonable basis for the firm's opinion on SSA's FY 2001 and 2000
financial statements and SSA management's assertion on the effectiveness of itsinterna control. Based on

our oversight of the audit, we concur with PwC’ s finding of a reportable condition related to aweaknessin
interna control.

James G. Huse, Jr
Inspector General of Social Security
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PricewaterhouseCoopers LLP
1616 N. Fort Myer Dr.
Arlington VA 22209-3195
Telephone (703) 741 1000
Facsimile (703) 741 1616

REPORT OF INDEPENDENT ACCOUNTANTS

To Ms. Jo Anne B. Barnhart
Commissioner of Social Security

In our audit of the Social Security Administration (SSA), we found:

e The consolidated balance sheets of SSA as of September 30, 2001 and 2000, and the related
consolidated statements of net cost, consolidated statements of changes in net position, combined
statements of budgetary resources, consolidated statements of financing, and statements of custodial
activity for the fiscal years then ended are presented fairly, in all material respects, in conformity with
accounting principles generally accepted in the United States of America;

e  Management fairly stated that SSA’s systems of accounting and internal control in place as of
September 30, 2001 are in compliance with the internal control objectives in the Office of
Management and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal Financial
Statements, requiring that transactions be properly recorded, processed, and summarized to permit the
preparation of the consolidated and combined financial statements in accordance with accounting
principles generally accepted in the United States of America and that assets be safeguarded against
loss from unauthorized acquisition, use or disposal; and

e No reportable instances of noncompliance with the laws and regulations we tested.

The following sections outline each of these conclusions in more detail.

OPINION ON THE FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of SSA as of September 30, 2001 and
2000, and the related consolidated statements of net cost, consolidated statements of changes in net
position, combined statements of budgetary resources, consolidated statements of financing, and statements
of custodial activity for the fiscal years then ended. These financial statements are the responsibility of
SSA’s management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America, the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States, and OMB Bulletin No. 01-02. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated and combined financial statements referred to above and appearing on
pages 65 through 85 of this performance and accountability report, present fairly, in all material respects,
the financial position of SSA at September 30, 2001 and 2000, and its net cost, changes in net position,
budgetary resources, reconciliation of net cost to budgetary resources, and custodial activity for the fiscal
years then ended in conformity with accounting principles generally accepted in the United States of
America.
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REPORT ON MANAGEMENT’S ASSERTION ABOUT THE EFFECTIVENESS
OF INTERNAL CONTROL

We have examined management’s assertion that SSA’s systems of accounting and internal control are in
compliance with the internal control objectives in OMB Bulletin No. 01-02, requiring management to
establish internal accounting and administrative controls to provide reasonable assurance that transactions
are properly recorded, processed, and summarized to permit the preparation of the consolidated and
combined financial statements in accordance with accounting principles generally accepted in the United
States of America and that assets be safeguarded against loss from unauthorized acquisition, use or
disposal. SSA’s management is responsible for maintaining effective internal control over financial
reporting. Our responsibility is to express an opinion on management’s assertion based on our examination.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants (AICPA), the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States, and OMB
Bulletin No. 01-02 and, accordingly, included obtaining an understanding of the internal control over
financial reporting, testing and evaluating the design and operating effectiveness of internal control, and
performing such other procedures as we considered necessary in the circumstances. We believe that our
examination provides a reasonable basis for our opinion. Our examination was of the internal control in
place as of September 30, 2001.

Because of inherent limitations in any internal control, misstatements due to error or fraud may occur and
not be detected. Also, projections of any evaluation of internal control over financial reporting to future
periods are subject to the risk that the internal control may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assertion that SSA’s systems of accounting and internal control are in
compliance with the internal control objectives in OMB Bulletin No. 01-02, requiring that transactions be
properly recorded, processed, and summarized to permit the preparation of the consolidated and combined
financial statements in accordance with accounting principles generally accepted in the United States of
America and that assets be safeguarded against loss from unauthorized acquisition, use or disposal, is fairly
stated, in all material respects, as of September 30, 2001.

However, we noted certain matters involving the internal control and its operation that we consider to be a
reportable condition under standards established by the AICPA and by OMB Bulletin No. 01-02. A
reportable condition is a matter coming to our attention relating to significant deficiencies in the design or
operation of internal control that, in our judgment, could adversely affect the agency’s ability to meet the
internal control objectives described above. The reportable condition we noted is that SSA needs to further
strengthen controls to protect its information.

A material weakness, as defined by the AICPA and OMB Bulletin No. 01-02, is a reportable condition in
which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements in amounts that would be material in relation to the principal
financial statements being audited or to a performance measure or aggregation of related performance
measures may occur and not be detected within a timely period by employees in the normal course of
performing their assigned duties. We believe that the reportable condition that follows is not a material
weakness as defined by the AICPA and OMB Bulletin No. 01-02.
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SSA Needs to Further Strengthen Controls to Protect Its Information

SSA has continued to make progress in addressing the information protection issues raised in prior years.
Specifically, in FY 2001 the agency has:

Conducted a risk assessment to identify critical assets and vulnerabilities as part of the Critical
Infrastructure Protection project;

Issued a final security policy for the State Disability Determination Service (DDS) sites in accordance
with the information security requirements included in the National Institute of Standards and
Technology (NIST) Special Publication 800-18;

Established and published technical security configuration standards for NT, Unix, AS 400, and
firewall servers;

Completed updates for accreditation and certification of key systems; and

Further strengthened physical access controls over the National Computer Center (NCC).

Although SSA has made improvements to its entity-wide security program and standards, we identified
weaknesses in controls that expose key elements of SSA’s distributed systems and networks to
unauthorized access to sensitive data. The general areas where exposures occurred included:

Implementation, enforcement, and ongoing monitoring of technical security configuration standards
throughout the SSA environment, including systems housed in the NCC and off-site housed systems;
Implementation, enforcement, and ongoing monitoring of technical standards and rules governing the
operation of firewalls on the SSA network;

Monitoring controls over security violations, periodic reviews of user access, and firewall logs; and
Physical access controls at non-headquarters locations, including SSA’s Regional Offices, Program
Service Centers, and selected State DDS facilities.

These exposures exist primarily because SSA is in the process of implementing its enterprise-wide security
program. The following diagram represents a framework for a fully integrated and functional enterprise-
wide security program. This information security framework diagram incorporates the key system security
provisions of OMB Circular A-130, Appendix III, and associated NIST guidelines.
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Information Security Framework
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During fiscal year 2001, SSA has made progress in certain elements of this information security
framework; however, the weaknesses we identified show that elements of the framework related to the
implementation, enforcement, and monitoring of security policies and technical security standards need to
be addressed. Disclosure of detailed information about these weaknesses might further compromise
controls. Rather than provide such details in this report, we present them in a separate, limited-distribution
management letter, and we present in this report the following examples, which provide an overview of the
types of weaknesses we identified.

e Technical Standards Implementation and Ongoing Enforcement - Security configurations for four
technical environments were inconsistent with SSA guidelines for system configurations. These
inconsistencies represent weaknesses in controls over these systems, which could be exploited to
improperly access sensitive SSA systems and data. Further, no process has been established to monitor
configurations to determine that they remain consistent with the technical configuration standards once
implemented. Finally, a configuration standard has not been established to consistently address
security for one of the SSA platforms.

e  Monitoring Processes - Monitoring of systems security within SSA’s network and distributed systems
environment has been inconsistent. Although SSA’s program for monitoring controls over internal
modems for dial-in access has been effective, its use of violation reports to monitor the effectiveness of
the mainframe security requires enhancement. Mainframe system security monitoring at headquarters
and non-headquarters facilities, such as SSA’s Regional Offices and Program Service Center sites and
State DDS facilities, was weak. Also, the monitoring of employees’ access to systems has not been
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periodically performed. Finally, the review of firewall logs is not consistently performed for the SSA
firewalls.

e Physical Security Enforcement Processes - Enforcement of security policies and procedures for
physical access to information resources at non-headquarters locations, including SSA’s Regional
Offices, Program Service Centers and selected State DDS facilities was not sufficient. We noted
weaknesses in physical security at these sites that could allow unauthorized employees or visitors to
access sensitive SSA information.

Until a complete security framework is implemented and maintained, SSA’s ability to mitigate effectively
the risk of unauthorized access to, and/or modification or disclosure of, sensitive SSA information will be
impaired. Unauthorized access to sensitive data can result in the loss of data, loss of Trust Fund assets,
and/or compromised privacy of information associated with SSA’s enumeration, earnings, benefit payment
processes and programs. The need for a strong security framework to address threats to the security and
integrity of SSA operations will grow as the agency continues to implement Internet and Web-based
applications to serve the American public.

Recommendations
We recommend that SSA continue its efforts to fully implement the information security framework by:

e  Assigning specific resources to complete the full information security framework, with priority given
to implementation, enforcement, and monitoring of technical security standards;
Fully implementing technical security configuration standards;
Establishing a process to determine that configuration standards remain consistently enforced;
Establishing and enforcing effective procedures for monitoring security violations, periodic review of
access assignments and firewall log reviews; and,

e Consistently enforcing policies and procedures for physical access to information resources based on
the concept of access required to perform assigned job responsibilities.

REPORT ON COMPLIANCE WITH LAWS AND REGULATIONS

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, the standards applicable to financial audits contained in Government Auditing Standards issued
by the Comptroller General of the United States, and OMB Bulletin No. 01-02.

The management of SSA is responsible for complying with laws and regulations applicable to the agency.
As part of obtaining reasonable assurance about whether the agency’s financial statements are free of
material misstatement, we performed tests of SSA’s compliance with certain provisions of applicable laws
and regulations, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts and certain other laws and regulations specified in OMB Bulletin No. 01-02,
including the requirements referred to in the Federal Financial Management Improvement Act (FFMIA) of
1996. We limited our tests of compliance to these provisions and we did not test compliance with all laws
and regulations applicable to SSA.

The results of our tests of compliance disclosed no instances of noncompliance with laws and regulations
that are required to be reported under Government Auditing Standards or OMB Bulletin No. 01-02.

The objective of our audit of the financial statements was not to provide an opinion on overall compliance
with such provisions of laws and regulations and, accordingly, we do not express such an opinion.
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INTERNAL CONTROL RELATED TO KEY PERFORMANCE MEASURES

With respect to internal control related to those performance measures determined by management to be
key and included on pages 36 to 51 of this performance and accountability report, we obtained an
understanding of the design of significant internal control relating to the existence and completeness
assertions, as required by OMB Bulletin No. 01-02. Our procedures were not designed to provide assurance
on the internal control over reported performance measures, and accordingly, we do not express an opinion
on such control.

CONSISTENCY OF OTHER INFORMATION

Our audit was conducted for the purpose of forming an opinion on the consolidated and combined financial
statements of SSA taken as a whole. The other accompanying information included on pages 1 to 6, and

111 to the end of this performance and accountability report, is presented for purposes of additional
analysis and is not a required part of the consolidated and combined financial statements. Such information
has not been subjected to the auditing procedures applied in the audit of the consolidated and combined
financial statements and, accordingly, we express no opinion on it.

The required supplementary information included on pages 7 to 62, and 90 of this performance and
accountability report and the required supplementary stewardship information included on pages 91 to 110
of this performance and accountability report, is not a required part of the consolidated and combined
financial statements but is supplementary information required by OMB Bulletin No. 01-09 and the Federal
Accounting Standards Advisory Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the consolidated and combined financial
statements of SSA taken as a whole. The consolidating and combining information included on pages 86 to
88 of this performance and accountability report, is presented for purposes of additional analysis of the
consolidated and combined financial statements rather than to present the financial position, changes in net
position, and reconciliation of net cost to budgetary resources of the SSA programs. The consolidating and
combining information has been subjected to the auditing procedures applied in the audit of the
consolidated and combined financial statements and, in our opinion, is fairly stated in all material respects
in relation to the consolidated and combined financial statements taken as a whole.

Our audit was conducted for the purpose of forming an opinion on the consolidated and combined financial
statements of SSA taken as a whole. The required supplementary information, Schedule of Budgetary
Resources, included on page 89 of this performance and accountability report, is not a required part of the
consolidated and combined financial statements but is supplementary information required by OMB
Bulletin No. 01-09. This information is also presented for purposes of additional analysis of the
consolidated and combined financial statements rather than to present the budgetary resources of the SSA
programs. This information has been subjected to the auditing procedures applied in the audit of the
consolidated and combined financial statements and, in our opinion, is fairly stated in all material respects
in relation to the consolidated and combined financial statements taken as a whole.

% sk sk ok ok

We noted other matters involving the internal control and its operation that we will communicate in a
separate letter.
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This report is intended solely for the information and use of the management and Inspector General of
SSA, OMB, and Congress and is not intended to be and should not be used by anyone other than these
specified parties.

Vwmaﬂ

Arlington, Virginia
November 30, 2001
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SOCIAL SECURITY

Office of the Commissioner

November 21, 2001

PricewaterhouseCoopers LLP
1616 N. Fort Myer Drive
Arlington, Virginia 22209

Ladies and Gentlemen:

We have reviewed the draft combined report containing the Fiscal Year 2001 Report of
Independent Accountants, Report on Management’s Assertion About the Effectiveness of
Internal Control and the Report on Compliance with Laws and Regulations. We agree with all
the findings, recommendations and conclusions contained in the report and our response and
comments are enclosed.

We are pleased that the report indicated that the Social Security Administration has continued to
make progress in addressing the reportable condition concerning the need to further strengthen
controls to protect itsinformation. We are also pleased that your testing of compliance with laws
and regulations disclosed no instances of noncompliance with the laws and regulations required
to be reported under Government Auditing Standards and Office of Management and Budget
Bulletin Number 01-02.

Please direct any questions on our comments to Thomas G. Staples, A ssociate Commissioner for
Financial Policy and Operations, at (410) 965-3839.

Sincerely,

gsamé Bonhar”

Jo Anne B. Barnhart
Commissioner

Enclosure

SOCIAL SECURITY ADMINISTRATION BALTIMORE MD 21235-0001
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Comments of the Social Security Administration (SSA)
on PricewaterhouseCoopers (PwC) Draft Combined Report
Containing the Fiscal Year (FY) 2001 Report of |ndependent Accountants,
Report on M anagement’s Assertion About the Effectiveness of | nternal Control and the Report on
Compliance with L aws and Regulations

General Comments

Thank you for the opportunity to comment on your combined draft report containing the report of independent
accountants, the report on management’s assertion about the effectiveness of internal control and the report on
compliance with laws and regulations. We welcome your opinion that management’s assertion that SSA’s systems
of accounting and internal control arein compliance with the internal control objectives in Office of Management
and Budget (OMB) Bulletin No. 01-02 isfairly stated, in all material respects as of September 30, 2001.

We are pleased that there were no new reportable conditionsidentified since last year’s report. We are also pleased
that you acknowledged that SSA continues to make progress in addressing the information protection issues raised
in prior years that comprise the reportable condition that SSA needs to further strengthen controls to protect its
information. The fact that the major thrust of these findings discussed in the report focus on monitoring and
enforcement, rather than the development of policies, isa clear indicator of the progress SSA has made. Asthis
reportable condition continues to become more focused and defined, SSA remains committed to continue making
improvements to its overall information protection control structure by completing all planned actions and
addressing any issues that emerge.

Furthermore, SSA is pleased that your testing of compliance with laws and regulations disclosed no instances of
noncompliance with the laws and regulations required to be reported under Government Auditing Standards and
OMB Bulletin No. 01-02.

SSA agrees with all the recommendations provided concerning the reportable condition that SSA needs to further
strengthen controls to protect its information. Below are additional comments on the recommendations.

Recommendations

Werecommend that SSA continueits effortsto fully implement the information security framework by:

» Assigning specific resourcesto complete the full infor mation security framework, with priority given to
implementation, enforcement, and monitoring of technical security standards;

SSA Comment

We have assigned resources to compl ete security configuration standards, complete implementation and establish
monitoring policy and procedures. The program, which will bein effect in FY 2002, includes improvements to
security reporting (SMART report) for Headquarters and non-Headquarters facilities and monitoring of firewall
logs.

* Fully implementing technical security configuration standards;
SSA Comment

SSA isin the process of providing and fully implementing technical security configuration standards for three of the
four environments. The technical security configuration standard for the final SSA platform will be established and
implemented in the next calendar year. We are also acquiring and testing monitoring packages and establishing the
monitoring policies for these environments. Ongoing enforcement will bein place during the next calendar year.
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» Establishing a processto determine that configuration standards remain consistently enforced;
SSA Comment

SSA isdeveloping a process to monitor and enforce the technical security configuration standards implemented for
SSA's systems platforms. As part of that development, SSA has procured and isin the process of implementing
products that will provide better automated monitoring of compliance of the configuration standards. In addition to
these platform specific monitoring products, SSA employs a variety of additional security tools to monitor such
items as password and access compliance.

» Establishing and enforcing effective proceduresfor monitoring security violations, periodic review of
access assignments and firewall log reviews; and,

SSA Comment

SSA isin the process of implementing a revised security violation report and procedures that are useful and relevant
to monitor SSA's access security policies. In addition, SSA continues to improve the SMART report to facilitate its
effectiveness as amonitoring tool. A planis currently being developed for the annual recertification of mainframe
access. We expect that a prototype of the recertification process will be developed in early 2002 with expansion to
the rest of the Agency by the end of 2002. We understand PwC'’s concern regarding Disability Determination
Services (DDS) firewall log reviews. Firewall policy and implementation documents have been issued. These
documents capture the standards and procedures SSA has been following for many years while successfully
protecting SSA assets. Firewall monitoring and an Intrusion Detection Service have a so been in place for many
yearsfor the access firewalls. Over the past year SSA has taken the initiative by establishing an Intrusion Protection
Team with a specific mandate to increase the level and sophistication of the analysis of information culled from all
firewalls. Aspart of this process the team will review compliance of the firewalls with the standards.

» Consstently enforcing policies and procedures for physical access to information resour ces based on the
concept of accessrequired to perform assigned job responsibilities.

SSA Comment

SSA’s physical and systems security policies for Agency and DDS sites are written to address the need to limit
access to space and/or systems. SSA management is committed to enforcing existing policy and procedures by
conducting periodic reviews and developing new strategies where needed to meet changing requirements. SSA will
also continue to help our DDS partners fully implement physical security policiesto ensure the integrity of SSA
sensitive data.
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SOCIAL SECURITY

Office of the Inspector General
December 7, 2001

The Honorable Jo Anne B. Barnhart
Commissioner

Dear Ms. Barnhart:

In November 2000, the President signed the Reports Consolidation Act of 2000, which requires
Inspectors General to provide a summary and assessment of the most serious management and
performance challenges facing the agencies and the agencies’ progress in addressing them. This
document responds to the requirement to include this statement in the Fiscal Year (FY) 2001
Social Security Performance and Accountability Report.

In January 2001, we identified the following 10 significant management issues facing the Social
Security Administration (SSA) for FY 2001.

Critical Information Infrastructure Disability Redesign

Earnings Suspense File Enumeration

Fraud Risk Government Performance and Results Act
|dentity Theft Representative Payees

Service to the Public Systems Security and Controls

In FY 2001, SSA took action to address these issues, many of which are of along-term nature and
do not lend themselves to quick fixes. Our assessment of the status of these 10 management
challengesis enclosed.

Sincerely,

James G. Huse, Jr.

Inspector General of Social Security
Enclosure

SOCIAL SECURITY ADMINISTRATION BALTIMORE MD 21235-0001
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Critical Information Infrastructure

As technology advances and our reliance on technology increases, the need for a strong
information infrastructure becomes more important. Protection of critical information and its
infrastructure is an issue that is significant not just to the Agency, but to the entire Government.
For example, Presidential Decision Directive (PDD) 63, issued in 1998, requires Federal agencies
to identify and protect their critical infrastructure and assets. One of the Social Security
Administration’s (SSA) most valuable assetsis the information it collects and uses to completeits
mission. SSA is depending on technology to meet the challenges of ever-increasing workloads
with fewer resources. A physically and technologically secure Agency information infrastructure
isafundamental requirement.

SSA Has Taken Steps to Addressthis Challenge

SSA addresses critical information infrastructure and systems security in avariety of ways. It has
established workgroups to conduct ongoing system reviews, including a Critical Infrastructure
Protection workgroup that works toward compliance with PDD 63. The workgroup has created
several components throughout SSA to handle systems security.

Government Information Security Reform Act:  The Government Information Security
Reform Act requires each agency to develop and implement an agency-wide information security
plan for its assets and operations, and requires the agency's Office of Inspector General (OIG) to
determine the efficiency and effectiveness of the overall security program and practices. SSA has
initiatives underway in support of key Governmentwide initiatives focused on information
assurance and data protection. For this mandate, SSA completed an assessment of its security
program using a self-assessment tool provided by the National Institute of Standards and
Technology.

PDDs 63 and 67: PDDs 63 and 67 address the new physical and cyber threats to our national
infrastructure. PDD 63 callsfor anational level effort to assure the security of increasingly
vulnerable and interconnected infrastructures of the United States, and provides for a protection
plan for national assets from both physical and cyber attack. SSA hasidentified its most critical
assets and their relationship to other critical functions of Government and private industry. It has
begun vulnerability analyses of these most critical assets.

PDD 67 directs al executive agencies to have aviable continuity of operations plan to enable the
agency to continue essential functions during an emergency. SSA revised PDD-67 plan to reflect
current Agency priorities, and further actions are planned to permit automated updating and
access of information.

Additionally, SSA is planning to increase its information infrastructure to better meet the

American public’s expectations and needs. SSA isbuilding an Internet infrastructure to allow its
users and business partners to enter information about life events directly into its programmatic
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systems, rather than calling or visiting ateleservice center or field office (FO) and having SSA
employees enter the data. SSA expects to make the conversion to this new architecture within the
next 2 years.

SSA Needs to Continue to Address this Challenge

SSA hastaken stepsto strengthen its critical information infrastructure, however, further actionis
needed to protect the systems and information SSA is charged with managing and protecting.

Exposures exist primarily because SSA has not completed implementation of its enterprise-wide
security program. Until a complete security framework isimplemented and maintained, SSA’s
ability to mitigate effectively the risk of unauthorized access to, and/or modification or disclosure
of, sensitive SSA information will be impaired. Unauthorized access to sensitive data can result
intheloss of data, loss of trust fund assets, and/or compromised privacy of information associated
with SSA’s enumeration, earnings, and benefit payment processes and programs. The need for a
strong security framework to address threats to the security and integrity of SSA operations will
continue to grow as SSA implements Internet and Web-based applications.

We have recommended SSA continue its efforts to fully implement the information security

framework by:

» Assigning specific resources to complete the full information security framework, with prior-
ity given to implementation, enforcement, and monitoring of technical security standards,

* Fully implementing technical security configuration standards;

» Establishing a process to determine that configuration standards remain consistently enforced;

» Establishing and enforcing effective procedures for monitoring security violations, periodic
review of access assignments, and firewall log reviews; and

» Consistently enforcing policies and procedures for physical access to information resources
based on the concept of access required to perform assigned job responsibilities.

The continuing expansion of SSA’sinformation infrastructure is an essential part of SSA’s plans
to meet its future workloads. However, expansion of the critical information infrastructure must
be implemented in a balanced manner. SSA must continue to ensure that its critical information
infrastructure is secure as it expands to better meet the demands of the American public and an
ever-increasing workload.
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Disability Redesign
SSA'sinitiativesto redesign its disability determination process have not resulted in significant
improvements. SSA administers two programs providing benefits based on disability: Disability
Insurance (DI1) and Supplemental Security Income (SSI). Most disability claims areinitially
processed through Social Security FOs and State Disability Determination Services (DDS).
SSA’s FO staff are responsible for obtaining applications for disability benefits and verifying
non-medical eigibility requirements, which may include age, employment, or marital status
information. The FO sends the case to aDDS for a disability evaluation. DDSs are State
agencies fully funded by SSA responsible for developing medical evidence and rendering the
initial determination on whether the claimant islegally disabled or blind. In Fiscal Year (FY)
2001, some 2,166,623 initial disability claims were processed, and the average processing time

was 106 days.!

If aclaimant isnot satisfied with aDDS decision, the individual may file an appeal. The Office of
Hearings and Appeals (OHA) is responsible for holding hearings and issuing decisions at two
distinct stagesin SSA’ s appeal s process—in hearing offices and at the Appeals Council.
Administrative Law Judges (ALJ) hold hearings and issue decisions in hearing offices
nationwide. In FY 2001, hearing offices disposed of 465,228 cases, and the averagetime a

claimant waited for a decision on an appeal was 308 days.2 The Appeals Council isthefinal level
of administrative review for claimsfiled under SSA’ s disability programs. The Appeals Council
reviews ALJ decisions and dismissals upon the claimant’ s request for review. In FY 2001, the
Appeals Council disposed of 115,589 cases.

SSA Has Taken Steps to Address this Challenge

SSA hastested several improvementsto the disability claims process asaresult of concerns about
the timeliness and quality of its service. SSA’s Disability Redesign plan combinesinitiatives that
have been tested and piloted over the last few years and includes all levels of digibility
determinations beginning with State DDSs and continuing through the hearings and appeals
processes.

The Disability Redesign plan was originally issued in September 1994, but SSA has revised its
plans several timesto accommodate changes in the improvement initiatives. SSA’s updated plan
entitled, Social Security and Supplemental Security Income Disability Programs: Managing for
Today Planning for Tomorrow, was issued on March 12, 1999. The updated plan had four broad
goals: Improve the Disability Adjudication Process; Enhance Beneficiaries Opportunities to
Work; Safeguard the Integrity of Disability Programs; and Improve the Knowledge Base for the
Next Century.

1. InFY 2000, the average processing time was 102 days.
2. InFY 2000, aclaimant waited 297 days for a decision on an appeal .
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To date, SSA'sinitiatives have not resulted in significant improvements to the disability

determination process.

* Asof May 2, 2001, decisions about the expansion of a prototype initiative at additional DDSs
were delayed. Preliminary data from the prototypes raised questions about the program costs
of national implementation.

e On October 22, 2001, the Disability Claim Manager (DCM) initiative was cancelled. The
DCM test results showed that case-processing costs increased and more resources would be
needed to support a blended Federal/State process.

* A planfor anew quality assurance (QA) system has not been developed. Inreviewing SSA's
QA system, a contractor informed SSA that modifying the system would not move SSA
toward its quality improvement goals. Instead, SSA should adopt an advanced quality man-
agement system. In July 2001, the Acting Commissioner appointed a senior-level steering
committee to devel op recommendations for a new quality process. The results of the commit-
tee's work have not been released.

» The Hearings Process Improvement (HP!) initiative has not resulted in the planned improve-
mentsin OHA productivity and processing times.

SSA Needsto Continue to Address this Challenge

SSA needsto continue to improve the disability process. Whileit created aframework to address
weaknesses in the disability process, it continues to fall short of most of its established disability-
related performance goals. SSA did not meet 10 of 14 disability-related performance goals
contained in SSA’s FY 2001 performance report. Particularly troublesome is the hearings and
appeals process. SSA did not meet any of its goals related to the hearings and appeal s process,
and often failed to get within 5 percent of itsgoalsin thisarea. The disability process continuesto
be a serious concern given the level of resources SSA has devoted to its disability process
improvement initiatives and the lack of substantial improvement to date.

During FY 2001, we obtained and evaluated employee assessments of the results of OHA’s
implementation of Phase 1 of the HPI plan. Our evaluation identified areas that SSA needed to
improve during full implementation of the HPI plan. These areas included staffing, training, and
ALJinstructions. Improvements were also needed in the staff's perception of quality of service,
processing efficiency, and job satisfaction. Additionally, we found that the current medical
evidence collection process accounts for a considerable portion of overall disability claims
processing times. We calculated the time it took 8 DDSs to receive 663,293 medical evidence of
record folders (MER) from claimant treating sources during FY 1998. For 35 percent of the
MERs, the DDSs waited more than 30 daysto receive them. Delaysin receiving MERs from
treating sources resulted in SSA paying over $1 million for MERs that were not received by these
DDSs until after the disability decision was made. We made recommendations for SSA to
improve DDS medical collection processes.
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Earnings Suspense File

SSA’s Earnings Suspense File (ESF) represents a major management challenge because its size
and rate of growth may impact the calculations of beneficiaries benefits, adds administrative
costs, and represents a sizeable portion of nationwide Social Security number (SSN) misuse.

The ESF primarily consists of reported earnings that are put into suspense because the name/SSN
combination does not match validation criteria within SSA’s systems. Although SSA has
reported it correctly posts over 99 percent of al wages received, those wages that cannot be
posted to earners accounts continue to accumulate in the ESF. Between Tax Y ears 1937 and
1999, the ESF grew to about $333 billion in wages representing approximately 227 million wage
items. Each year, SSA receives about 21 million wage items that have an invalid name and SSN
combination, and, through extensive computer matches and manual efforts, this number is
reduced to about 6.5 million items, annually. However, further efforts to resolve invalid
wage items can take years.

The integrity of SSA’s process for posting workers' earningsis critical to ensuring eligible
individuals receive the full retirement, survivor, and/or disability benefits due them. If earnings
information is reported incorrectly, or not reported at all, SSA cannot ensure that all eligible
individuals are receiving the correct payment amounts.

Finally, the ESF isindicative of anationwide problem of potential fraud and misuse that not only
affects SSA programs but crosses over to other Federal entities such as the Internal Revenue
Service (IRS) and the Immigration and Naturalization Service (INS). The IRS uses Wage W-2s
to enforce tax laws and can penalize employers and employees for providing incorrect
information. The INS has oversight responsibility for unauthorized noncitizens. The
Immigration Reform and Control Act of 1986 made it illegal for employers to knowingly hire or
continue to employ unauthorized noncitizens. Employers must request newly hired employeesto
present documents that establish their identity and eligibility to work.

SSA Has Taken Steps to Address this Challenge

SSA developed Key Initiatives within its annual performance plan containing an overall strategy
and several individual projects designed to reduce the ESF s size and rate of growth. For
example, SSA plansto expand the use of the voluntary Employee Verification Service (EVS) to
assist employersin verifying new hire names/SSNs. Under the Key Initiatives, SSA isalso
evaluating the results of two pilot projects that used the data bases of other Federal agenciesto
assist employersin verifying employees names/SSNs. However, the success of many of these
projects and pilots depends on the collaboration with and support from other agencies, such asthe
IRS, the INS, and the Office of Child Support Enforcement (OCSE).
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SSA aso hired a national accounting firm to review the ESF and provide recommendations and
alternatives for management of thisfile. The contractor provided the final report to SSA in July
2001. The Agency is currently considering the recommendations made in the report.

SSA has devel oped other processes to validate the earnings data in the Master Earnings File
(MEF). Inrecent years, SSA started mailing Social Security statements to individuals who had
earnings and were age 25 or older. In FY 2001, SSA mailed 137 million of these statements.
However, over 7 million were returned to SSA as undeliverable. If anindividual contacts SSA
about missing earnings, these amounts are either reinstated from the ESF to the MEF, if they are
currently in suspense, or added as new earnings to the MEF.

SSA Needsto Continue to Address this Challenge

We commend SSA for its ESF Key Initiatives, but the changes called for in the Initiative are long-
term, and several factors, both internal and external to SSA, hinder the efforts with the most
potential to reduce the ESF s size and growth. Some of the internal factors include a higher
priority placed on other automated system developments and the fact that SSA has not linked
available information in its data base to identify chronic “problem” employers who continually
submit annual wage reports with multiple errors. External factors include other Federal agencies
with separate yet related mandates, such as the IRS failure to sanction employers for submitting
invalid wage data and the INS' complicated employer procedures for verification of eligible
employees.

Recent OIG reviews have found SSA needs to improve communications with employers and
enforce existing regulationsif it expects to improve the accuracy of reported wages. For example,
in arecent review, we found a chronic problem employer was not familiar with SSA's verification
programs that could have prevented as much as 76 percent of the employer's wages from entering
the ESF. In another audit, we found that SSA did not maintain sufficient controls over the wage
reporting process to ensure employers were submitting quality earnings data. The audit noted that
285 employers submitted wage reports that failed SSA's wage reporting accuracy threshold 3
yearsin arow without SSA taking any action, even though more than $8.5 million in IRS
penalties could have been assessed.
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Enumeration

Enumeration, the process of assigning SSNsto U.S. workers and Social Security beneficiaries, is
amajor management challenge since it is one of the key elements SSA employsto effectively
administer the Nation’s Social Security system. The enumeration process also includesissuing
replacement cards to people with existing SSNs and verifying SSNs for employers and other
Federal agencies. In FY 2001, SSA issued over 18 million original and replacement SSN cards.

The magnitude of SSA’s enumeration area and the importance placed on SSNs provides a
tempting motive for unscrupulous individual s to fraudulently acquire an SSN and useit for illegal
purposes. To effectively combat these criminals and reduce the occurrences of fraudulent SSN
attainment, SSA must employ effective front-end controls in its enumeration process.

SSA Has Taken Steps to Address this Challenge

Some of the Agency’ s current and planned initiatives include the following:

» SSA, INS and the Department of State are working on agreements that will enable INS and
the Department of State to collect enumeration data from aliens entering the United States.

» SSA implemented an enhancement to the Comprehensive Integrity Review Program (CIRP).
CIRP is abusiness function used to deter and/or identify fraud by selecting fraud prone
transactions for review on aregular basis. The enhancement to CIRP entailed automating a
process to identify instances in which five or more SSN cards are sent to the same address
within a 5-week period.

» SSA isworking with States through the National Association of Public Health Statistics and
Information Systems to allow FOs on-line access to State vital records data. Once
implemented, FOs will be ableto verify all U.S. birth certificates presented in support of SSN
applications.

» SSA established aworkgroup to identify enhancements that could be made in the Modernized
Enumeration System to address certain fraud-prone situations.

SSA Needsto Continue to Address this Challenge

The September 11" terrorist attacks have only highlighted the importance of having a secure and
efficient enumeration process. Before the attacks, we made several recommendationsto addressa
variety of enumeration weaknesses. We believe these recommendations are still relevant today

and will help to make the enumeration process more secure. Specifically, we recommended SSA:

» Obtain independent verification from the issuing agency (for example, INS and State
Department) for all evidentiary documents submitted by noncitizens before issuing an original
SSN;
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Establish a reasonable threshold for the number of replacement SSN cards an individual may
obtain during ayear and over alifetime;

Educate SSA staff about counterfeit documents; and

Continue public policy discussions through interaction with the Departments of Justice and
Treasury aswell asthe Federal Trade Commission.

Additionally, as we reported to Congress, we believe Congress and SSA should consider the
following steps:

Increase the number of investigative and enforcement resources provided for SSN misuse
Cases,

Expand the Agency’ s data matching activities with other Federal, State, and local
Government entities; and

Explore the use of other innovative technologies such as biometrics in the enumeration
process.

Since the events of September 111" SSA created the Enumeration Response Team to develop
proposals to strengthen the enumeration process. The OIG is a partner on the Response Team.
As aresult of the team's work, the Acting Commissioner approved the following seven
recommendations:

Provide refresher training on enumeration policy and procedures, with emphasis on
enumerating noncitizens, for all involved staff;

Convene ajoint task force between SSA, INS, the Department of State and the Office of
Refugee Resettlement to work out procedures for verifying noncitizen documentation;
Eliminate driver’s licenses as areason for a nonwork SSNs to be implemented through the
Program Operations Manual System (POMS);

Provide an alternative to giving out Numident printouts for SSN verification. The Numident
contains much of the information needed to establish credit or to get other “breeder”
documents to perpetrate identity theft;

Conduct amandatory interview for applicants over the age of 12 applying for an original card
and require evidence of identity for all children, regardless of age;

Expedite implementation of a pilot to photocopy or scan all documentary evidence submitted
with the Form SS-5 applications; and

Change the Modernized Enumeration System to provide an electronic audit trail, regardless of
the mode used to process the Forms SS-5.

Implementation of these recommendations and continued vigilance in this area is absolutely
necessary to ensure the integrity of the enumeration process. We understand the Agency has a
difficult task in balancing service and security. However, we believe the Agency has a duty to the
American public to safeguard the integrity of the enumeration process.
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Fraud Risk

Fraud risk is a major management challenge since it drains needed resources away from SSA’s
programs and beneficiaries, and attacks the very credibility of SSA’s programs. AsSSA’s
payments to beneficiaries approach half atrillion dollars annually, its exposure to fraud increases
proportionately. Many unscrupulous individuals target SSA’ s programs to secure funds for their
own persona gain. Fraudisaninherent risk in all of SSA’s core business processes.
enumeration, earnings, claims, and post-entitlement. All of these processes include
vulnerabilities that provide individual s the opportunity to defraud third parties, SSA, and/or
SSA’ s beneficiaries and recipients. Our focus on fraud risk is based on program eligibility factors
that individuals misrepresent to attain or maintain eligibility.

Examples of the éligibility factors under the Old-Age, Survivors and Disability Insurance
(OASDI) program include family relationships and, for surviving spouses under age 60, children
in-care. SSA’sdifficultiesin monitoring eligibility factors for SSI recipientsis akey reason the
SSI program has remained on the General Accounting Office’s (GAO) list of “high-risk” Federal
programs since 1997. Because the SSI program is means-based, it includes eligibility factors that
tend to be more difficult for SSA to verify and monitor. These include income, resources, living
arrangements, U.S. residency, and deemed income. While SSA is addressing the factors affecting
the complexity of the SSI program, the Agency still relies on self-reporting of income, living
arrangements and medical improvement in determining whether an individual is eligible for SSI
payments. Other key risk factors common to both programs are the detection of beneficiary
deaths and the monitoring of medical improvements for disabled beneficiaries.

SSA Has Taken Steps to Address this Challenge

SSA hastaken an active role in addressing the integrity of the OASDI and SSI programs through
its“zero tolerance for fraud” initiative. Key projects under thisinitiative include Prisoners,
Fugitive Felons, and Electronic Death Registration. Additionally, through its Access to State
Records On-line program, SSA has obtained on-line query access to selected records in

69 agenciesin 42 States. SSA has also implemented a program for FO staff to identify recipient
income before awarding SSI payments. This program provides FO staff with direct access to
OCSE data bases related to wages, new hires, and unemployment insurance.

In addition to these new initiatives to address program fraud, SSA and the OIG continue to
expand existing programs. SSA’s Office of Operations and Office of Disability, in conjunction
with the OIG, have formed 13 Cooperative Disability Investigation (CDI) teams. To combat
disability fraud, these teams rely on the combined skills and specialized knowledge of OIG
investigators, State and local law enforcement officials, and SSA and DDS personnel. During
FY 2001, CDI teams prevented over $52 million in improper payments.
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SSA’s effortsto identify and terminate payments to incarcerated beneficiaries and recipients
continueto befruitful. SSA has agreementswith 5,782 correctional facilitiesthat cover over

99 percent of the inmate population. SSA estimates the suspension of payments to prisonersis
saving the OASDI and SSI programs $500 million, annually. Incentive payments under the 1996
Welfare Reform Act have contributed to that success. From March 1997 through July 2000, SSA
paid $31.57 million in incentive payments. SSA’s Actuary estimates that cumulative 7-year
savings through the year 2001 will be $3.5 billion. Furthermore, a study based on Calendar Y ear
1996 data conducted by SSA’ s Office of Quality Assurance and Performance Assessment (OQA)
estimated that 45 percent of prisoner alerts were productive with identification of retroactive
overpayments totaling $202 million. In addition, OQA found that about $20 million per monthin
incorrect benefit payments were prevented.

SSA Needsto Continue to Address this Challenge

For SSA to fulfill itsrole as a steward of public dollars, it isimperative that the universe or
magnitude of fraud be identified. For example, the insurance, retail, and banking industries have
baselines to estimate potential dollarslost to fraud. A specific and significant fraud risk isthe
detection of unreported beneficiary and recipient deaths. SSA relies on its Death Alert, Control,
and Update System (DACUYS) to identify unreported deaths from Federal and State data bases
through computer matches. One audit disclosed that about 881 auxiliary beneficiaries were paid
about $31 million after their deaths because DACUS could not properly match their records.
Another audit found inadequate controls over DACUS and identified 26 individuals who
appeared to have fraudulently negotiated benefits of $429,779 paid for deceased beneficiaries.

Our audits have disclosed the need for SSA to improve its capability to avoid improper payments
to fugitive felons. One audit disclosed that, without effective matching of State fugitive files,
SSA would pay fugitives at least $30 million in SSI payments per year. Asof October 2001, SSA
had obtained and matched against the SSI benefit rollsfugitive datafiles from a number of States,
the National Crime Information Center, and the U.S. Marshals Service.

Our investigative efforts to administer the Fugitive Felon Program since August 1, 1996 have
identified 45,071 fugitives who were overpaid more than $81.6 million. Of the 45,071 fugitives,
5,019 were arrested, and we estimated the related savings to be about $133 million for the SSI
program. While SSA has made progress in obtaining fugitive data, much more work remainsin
this area.

Another audit recommended that SSA pursue legislation to prohibit the payment of OASDI
benefits to fugitives. We estimated that fugitives would receive at least $39 million in OASDI
benefits annually unless legidation is enacted to prohibit these payments. While SSA agreed to
pursue thislegidation, it was not included in SSA’s FY 2003 legidlative package sent to
Congress.
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Government Performance and Results Act

The Government Performance and Results Act of 1993 (GPRA) established a system of strategic
planning and performance measurement across the Federal Government. GPRA callsfor Federal
agencies to develop 5-year strategic plans, annual performance plans and annual performance
reports. While SSA has made strides toward improving its performance measures, SSA can
further strengthen its use of performance information by fully documenting the methods and data
used to measure performance, and by improving the data sources that appear to be unreliable.

President Bush has placed great emphasis on the management and performance of Federal
agencies. Through the Office of Management and Budget (OMB), the President has outlined
Governmentwide management reforms and specific priority management issues for SSA to
address. The Governmentwide reforms are budget and performance integration, strategic
management of human capital, competitive sourcing, improved financial performance, and
expanding electronic Government. The specific priority management issues that OMB outlined
for SSA to address are the implementation of the Ticket-to-Work program, disability process
redesign, and an updating of the disability medical listings. OMB also called for specific
performance measures to be included within SSA’s FY 2003 budget, including measures on
disability claims processing costs, retirement claims processing costs, disability claims processing
times, and amounts of improper payments paid to beneficiaries each year.

Recognizing the importance of GPRA and the results-oriented management it mandates, we
developed awork plan to review SSA’simplementation of GPRA. Our work has focused on two
issues that are critical to the success of SSA’s efforts to manage for results; determining the
reliability of SSA’s performance data and ensuring SSA’ s implementation of GPRA isin
accordance with its requirements.

SSA Has Taken Steps to Address this Challenge

In response to GPRA, SSA also devel oped strategic plans, annual performance plans, and annual
performance reports. 1ts most recent performance report for FY 2001 isincluded within SSA's
Performance and Accountability Report. The FY 2001 performance plan and report are organized
by SSA’sfive strategic goals, for which SSA describes the activities performed in support of each
goal. There are 17 strategic objectives and 2 categories of output measures for major budgeted
workloads supporting the 5 strategic goals. Under the objectives and categories, there are

71 specific performance indicators. SSA provides a general rationale, baseline performance
information, data sources, and background information for each indicator.

To date, SSA has released multiple annual performance plans and reports. It has continually

updated its annual performance plans, taking in to consideration changing priorities and
workloads, as well as recommendations from the OIG and GAO.
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SSA Needs to Continue to Address this Challenge

Our performance reviews over the last few years have found most of SSA’ s datato be reliable.
We have, however, found that SSA often lacks documentation of the methods and data used to
measure its performance. Despite these deficiencies for most measures, we were able to
reproduce or obtain enough of the needed documentation to support our conclusions.

In some cases, the lack of documentation was significant and did not allow us to conclude on the
quality of SSA’s performance data. In FY 2001, we could not conclude on the reliability of the
data, dueto alack of required documentation, for 6 of the 15 performance measures we reviewed.

Other reviews concluded that some data sources did not provide areliable assessment of
performance of the program being measured. We found the data for 5 of the 15 performance
measures we reviewed in FY 2001 to be unreliable.

GPRA provides a framework by which SSA management can strategically plan and manage to
meet its mission. SSA has made a commitment to use GPRA to develop plans and strategies that
help it strategically manage and meet its mission. Our work has found that SSA can further
strengthen its use of GPRA in its management through additional improvementsto its
performance plans and reports, by fully documenting the methods and data used to measure
performance, and by working to improve the data sources where we found such sources to be
unreliable estimates of performance.
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| dentity Theft

One of the fastest growing areas of concern for SSA and the OIG is the misuse of SSNsto commit
crimes, particularly in the area of identity theft. In most cases, identity theft begins with the
misuse of an SSN, and, while the ability to punish identity theft isimportant, the ability to prevent
itiseven more critical.

The public’s growing concern with SSN misuse and identity theft is reflected in the large number
of allegations our Fraud Hotline receives annually. In FY 2001, over 56 percent of the

115,101 allegations received involved SSN misuse and/or identity theft. The growth of these
numbersisonly limited by our capacity to answer the calls. We believe identity theftisa
significant problem, and it isgrowing. We anticipate the complaints will increase unless SSA and
Congress take firm actions to regulate the uses of SSNs.

| dentity theft was already a significant problem facing law enforcement, the financial industry,

and the American public before September 111, 1n the weeks since that terrible day, it has
become increasingly apparent that improperly obtained SSNs were a factor in the terrorists
ability to assimilate themselves into our society while they planned their attacks. While this has
heightened the urgency of the need for Congress, SSA, and the OIG to take additional stepsto
protect the integrity of the SSN, it has not altered the nature of the steps that must be taken.

SSA Has Taken Steps to Addressthis Challenge

SSA employs a number of methods to combat identity theft. Specifically, SSA protects the
privacy of the American public by using personal identifying information for Social Security
purposes only—SSA does not give, sell, or transfer personal information to third parties. To
assist in the prevention of invalid SSN use in the workplace, SSA provides a mechanism through
which States and employers can verify SSNs provided by employees. SSA has also provided
training to its FO employees on how they can best advise the public on how to prevent identity
theft as well as helping victims resolve their problems. To detect, identify, and deter potential
employee and client fraud within the Social Security programs, SSA usesits CIRP. CIRPisa
business function used to deter and/or identify fraud by selecting fraud prone transactions for
review on aregular basis. High-risk transactions are selected for review based upon selection
criteriadesigned to identify transactions that have the highest fraud potential. Additionally, SSA
has entered into partnerships with other agencies, such as the Federal Trade Commission, to fight
identity crimes.

SSA Needsto Continue to Address this Challenge

To successfully address identity theft, we believe SSA must focus on three stages of protection:
upon issuance of the SSN card, during the life of the SSN holder, and upon that individua’s
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death. For example, birth records, immigration records, and other identification documents
presented to SSA must be independently verified as authentic before SSA issuesan SSN. While
this may subject the enumeration process to delays, such delays may be necessary to ensure the
integrity of the SSN.

Protecting the integrity of an SSN during the life of the SSN holder isadifficult charge. The SSN
has become an integral part of every day life, particularly in financial transactions, which makesit
more difficult to give the number the degree of privacy it requires. Legislation, and more
importantly, coordination between SSA and the financia servicesindustry, can help limit the
SSN's public availability to the greatest extent practicable.

Finally, SSA must do more to protect the SSN after the SSN holder’s death. SSA receives death
information from awide variety of sources and compiles a Death Master File, which is updated
monthly and transmitted to various agencies. It isalso required to be offered for sale to the public
and can be accessed over the Internet through a number of sources. Accuracy inthisareais
critical to SSA in the administration of its programs, to the financial services industry, and to the
American people. Our audit work has revealed systematic errorsin the Death Master File, and we
have recommended steps that SSA can take to improve the reliability of this critical data.

The OIG plays an important role in helping other law enforcement agencies in their
investigations. Because the SSN is such awidely-used means of identification, we are frequently
contacted by Federal, State, or local law enforcement agencies seeking to verify that a name and
SSN match.

Under existing law, the authority of the Commissioner of Social Security to provide this
information is tenuous at best, and the authority of the Inspector General (1G) to do so is non-
existent. We have entered into an agreement with the Commissioner by which the |G can provide
thisinformation under limited circumstances, but the authority should be statutory, unconditional,
and irrevocable. In our current environment, this critical information should be available to law
enforcement, and we should have the authority and the duty to provide it.

Privacy safeguards protecting IRS information in the possession of SSA are more restrictive than
those protecting other SSA information, and rightly so. However, since the events of September

11" there needs to be amechanism in place so that information can be disclosed to law
enforcement in emergency situations. Specifically, there should be aprovision in law under
which either the Commissioner of SSA (who has possession of the necessary information) or the
SSA 1G (who receives requests from the Federal Bureau of Investigation [FBI] and others) can
make the determination that disclosure is necessary, then authorize and make the necessary
disclosures to the law enforcement community in an expeditious manner.
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Representative Payees

Some individuals cannot manage or direct the management of their finances because of their age
or mental and/or physical impairments. While Representative Payees (Rep Payee) provide a
valuable service for beneficiaries, SSA must employ appropriate safeguards to ensure they meet
their responsibilities to the beneficiaries they serve.

Congress granted SSA the authority to appoint Rep Payees to receive and manage these
beneficiaries’ payments. A Rep Payee may be anindividual or an organization. SSA selects Rep
Payees for OASDI beneficiaries or SSI recipients when representative payments would serve the
individual’ sinterests. Rep Payees are responsible for using benefitsin the beneficiary or
recipient’s best interests. There are about 4.2 million Rep Payees who manage approximately
$45 hillion in annual benefit payments for 6.5 million beneficiaries.

SSA Has Taken Steps to Addressthis Challenge

SSA has devel oped a monitoring program for certain Rep Payees. This program consists of

Triennial On-site Reviews—On a 3-year cycle, SSA conducts on-site reviews of all fee-for-
service Rep Payees, all volume organizational payees (serving over 100 beneficiaries), and al
individual payees serving 20 or more beneficiaries.

Annual Certification—SSA annually verifies that the required license or bond is current for
all fee-for-service Rep Payees.

Random Reviews—SSA conducts reviews of arandom sample of 30 percent of al volume
organizational and fee-for-service Rep Payees.

6-Month Ste Visits—SSA visits fee-for-service Rep Payees 6 months after their initia
appointment as a Rep Payee to ensure they fully understand their duties and responsibilities.

Quick Response Checks—SSA conducts reviews of organizational Rep Payees as needed in
response to certain “trigger” events, such as third-party reports of misuse, complaints from
vendors of failure to receive payment, or failure to complete the annual Rep Payee Report.

Finally, SSA has established a Rep Payee Task Force to perform a comprehensive review of the
features and vulnerabilities of the Rep Payee program. The Task Force is comprised of three
subgroups concentrating on monitoring Rep Payees; systems support for the Rep Payee program;
and bonding and licensing of Rep Payees.
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SSA Needs to Continue to Address this Challenge

In FY 2001, we performed six financial-related audits of Rep Payees. Our audits showed that Rep
Payees did not always meet their responsibilities to the beneficiaries they served. We identified
deficiencies with the financial management of, and accounting for, benefit receipts and
disbursements; vulnerabilities in the safeguarding of beneficiary payments; poor monitoring and
reporting to SSA of changes in beneficiary circumstances; and inappropriate handling of
conserved funds.

We continue to identify problemswith SSA’s oversight of Rep Payees. For example, in March
2001, we aerted SSA to a condition whereby individuals were serving as Rep Payees who also
had a Rep Payee to manage their own Social Security benefits. SSA subsequently identified
approximately 3,800 instances where this had occurred.

Much isleft for SSA to do to address the vulnerabilities and weaknesses in the Rep Payee
program. Thiswork includes the following:

Selection of Rep Payees—SSA has not determined how it will stop the selection of those Rep
Payees who are most likely to commit misuse. Currently, SSA does not perform background
checks of Rep Payees to determine whether they have financia problems, bad credit, or have been
convicted of afelony. However, SSA hasissued a contract to research options for criminal and
financial background checks.

Rep Payee System—SSA isworking to correct a number of system weaknesses we previously
identified. Our findingsin this areainclude:

» SSA’ssystemsdo not effectively track Rep Payees who do not respond to and complete Rep

Payee Reports.
» SSA cannot always locate and retrieve completed Rep Payee Reports when needed.

» SSA’ssystemsdo not include information on all Rep Payees, and beneficiaries who have Rep
Payees, as required by law.

Bonding and Licensing of Rep Payees—SSA’ s policy specifies neither the amount of bond
necessary to adequately protect beneficiaries nor the type or nature of licenses that are required.
To date, SSA has not made any revisions to its policy to address these vulnerabilities.

Sored Value Cards®¥: We are exploring the use of Stored Value Cards (SVC) to help ensure
the proper management of beneficiaries’ funds. SSA may be able to employ the use of SVCsto
better monitor its Rep Payees and reduce the administrative costs related to mailing, processing
and storing annual Rep Payee Reports.

3. An SVCisaprepaid spending card that can be used everywhere a credit card is accepted.
SV Csdo not have aline of credit and can be used to make automated teller machine
withdrawals.
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Service to the Public

SSA is committed to providing responsive, world-class service. Providing quality service
remains acritical management issue facing SSA, and SSA recognizes there are significant service
delivery problems that need attention. SSA’sworkloads will continue to increase as “ baby
boomers’ reach retirement age, challenging SSA to keep pace. Asthe Social Security Advisory
Board reported, the result has been, and will continue to be, uneven service. Personsfiling for
retirement or survivor benefits are likely to be satisfied with the service provided. However,
individuals with complicated cases, such as DI or SSI, may encounter problems. Asworkloads
increase, the dimensions of SSA’s problems can be expected to grow. If left unattended, the
public will be faced with crowded reception areas, long waiting times, inadequate telephone
service, and reduced quality of work.

SSA Has Taken Steps to Addressthis Challenge

SSA has devel oped a long-term Service Vision to describeits 10-year plan. TheVisionisbased on
the premise that the convergence of the forecasted trends will provide SSA with the opportunity
to (1) reshape its business processes, (2) reform its management of human capital and technology,
and (3) deliver the service the American public demands. SSA plansto allow individualsto have
access to one-stop shopping with single-points-of-entry to high quality Government services.
Business partners that use SSA’ s earnings reporting process will switch from paper and magnetic
tape reporting to Internet reporting, reducing their costs as well as SSA’s. SSA plans on sharing
information with Federal and State Government partners to serve the American public better.
Additionally, SSA will rely on e-government solutions to increase its productivity and allow it to
bridge the resource gap that will be created by the expected explosive growth in its workloads.

SSA Needs to Continue to Address this Challenge

While SSA met or came close to al of its goalsrelated to its service, it will need to maintain
existing service levels while exploring new and innovative ways to address service delivery
problems. To accomplish this, SSA must recruit and retain a cadre of highly skilled employees.
However, even at current staffing levels, SSA finds it difficult to maintain an acceptable level of
service especially in its most complicated workloads. To make matters worse, SSA isfacing an
unusual wave of management and staff retirements. At the same time, the Agency may find it
difficult to replace employee losses as the Nation’ s labor force of people between the ages of 25
to 44 is expected to shrink. If predicted shortages in human capital are realized, SSA may not be
able to strengthen and revitalize future employee ranks as its workloads continue to grow in
volume and complexity. Increasing workloads coupled with human capital shortages will further
stress SSA’ s ahility to provide quality service to the public.
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In January 2001, GAO designated strategic human capital management as a high-risk,
Government-wide issue needing immediate attention. Thisissue involves four pervasive Federal
agency human capital challenges:

Acquisition and development of staffs whose size, skills, and deployment meet agency
needs—ensuring current and future human capital needs are identified and gaps are filled through
such efforts as effective recruiting, training, and contracting.

Leader ship continuity and succession planning—ensuring there are qualified people
available to assume top leadership positions before they become available.

Srategic human capital planning and organizational alignment—ensuring human capital
strategies support strategic and program goals so an agency’ s mission, vision, and objectives are
realized.

Creation of results-oriented organizational cultures—ensuring staff is empowered and
motivated in conjunction with workplace accountability.

OIG and GAO have identified specific SSA human capital challenges and vulnerabilities that
impact the Agency’ s ability to meet projected service delivery needs. These include:

Increasing demands for services—Beginning around 2008, the 76 million “baby boomers’
will begin to move into their disability-prone years and begin to retire. SSA anticipates that by
2010, applicationsfor DI will increase by as much as 54 percent over 1999 levels and applications
for retirement benefits by 20 percent over 1999 levels. A large proportion of retireesis expected
to be non-English speaking. Also, many disability cases are expected to be mental-related
impairments. Demands for the way services will be delivered are also expected to change, with
citizens wanting different modes of accessibility, for example, using the Internet and “ one-stop
shopping” to access services and programs through one interaction with the Government.

Retirement of a substantial portion of SSA’s workforce—SSA workforce retirements will
peak between 2007 and 2009 with about 3,000 employeesretiring per year. For example, over 80
percent of SSA’s upper-level managers and executives will be eligible to retire by 2010.

Mixed successin past technological investments—T o address anticipated increased workload
demands, SSA plansto rely heavily on information technology. However, according to the OIG
and GAO, some of the Agency’s past experiences have shown mixed success.

Ensuring funds are available to support human capital management efforts—SSA must
ensure that its future budget request are adequate to address its human capital needs for the future.
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Systems Security and Controls

The importance of computer system security increases as opportunities for usersto disrupt critical
systems, modify key processes, and read or copy sensitive dataincreases. Strong systems security
and controls are needed to prevent access to confidential information and critical systems and the
fraudulent use of SSA data. SSA continues to address systems vulnerabilities that could lead to
unauthorized access or sabotage. Many of these vulnerabilities have been identified during the
annual audit of SSA’sfinancial statements, which have included reviews of SSA’s systems
security and controls.

SSA Has Taken Steps to Addressthis Challenge

SSA hastaken steps to strengthen its system security and controls. Its security program has a
number of key components created to help protect its systems:

e SSA uses an access control package to enforce its policies of separation of duties. The
package a so includes an authentication process that users must complete prior to accessing
SSA systems;

» SSA continues to enhance its CIRP, which is a business function used to deter and/or identify
fraud by selecting fraud-prone transactions for review on aregular basis. SSA has an audit
trail system that can identify individuals who have accessed or processed specific records.
This system can identify suspected problems and support investigation of these problems;

* All employees with access to SSA systems are required to sign an annual acknowledgement
of the Agency's sanctions for systems access violations,

» SSA usesfirewall technology to protect its network. The technology includes alerts and
anomaly detection that identifies suspect activity; and

* SSA monitorsits network 24 hours a day, 365 days a year.

Additionally, SSA has many on-going initiatives and new projects to further security awareness
including:

* The Systems Security Handbook is available to all employees on SSA’s Intranet;

» SSA’slIntranet aso has avariety of information for users of SSA systemsincluding virus
alerts and descriptions, listings of security officers and contacts, and links to other security
web sites;

»  Security training for al new employees and new supervisors;
* Risk/management training for all SSA systems managers and security personnel;

» Hosting security and anti-fraud conferences, as well as participation in numerous security
conferences/symposiums hosted by other organizations;

*  Producing desk-to-desk security aerts; and
» Caertification training for SSA security professionals.
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SSA established the Division of Systems Security and Program Integrity within its Office of
Operations to enhance its security and integrity network and provide afocal point to address
security issues. The Office of Operations also established Centers for Security and Integrity
within each region and the Office of Central Operations to provide the proper level of focus on
security and integrity issues nationwide.

SSA Needsto Continue to Address this Challenge

Strong systems security and controls are essential to protecting SSA’s critical information
infrastructure. SSA’s current information security challenge isto understand system
vulnerabilities and how to mitigate them. By improving systems security and controls, SSA will
be able to use current and future technology more effectively to fulfill the ublic’s needs.

To better protect its systems and the information contained within them, SSA should centralize al
of its systems security management structure under the Chief Information Officer (CIO) to
comply with the Government Information Security Reform Act (GISRA) and other lawsto ensure
all key security components responsible for agencywide security, policy, and administration
report directly to the CIO. Currently, these functions are spread across several componentswithin
SSA.

GISRA requires each Agency to develop and implement an agencywide information security plan
for its assets and operations, and requires the OI G to determine the efficiency and effectiveness of
the overall security program and practices. SSA has devel oped and implemented an agency-wide
information security plan for its assets and operations. Our assessment of SSA's compliance with
GISRA concluded that SSA generally meets the requirements of GISRA; however, there are
opportunities for the Agency to strengthen its information security framework to ensure full
compliance with GISRA and the information security-related laws and regulations that provide
the foundation for GISRA.

Our work to date has noted other control weaknesses, including:

» SSA needsto perform background checks on SSA employees and contractors to protect its
most sensitive data;

* SSA needsto limit employee access to those on a need to know basis;

» SSA needsto implement more stringent physical security measures at all SSA facilities so its
most valuable asset, its human capital, is properly protected;

» SSA needsto develop performance measures to protect its critical physical assets, and con-
tinue to perform risk and possibly vulnerability assessments; and

» SSA needsto strengthen its information security framework to ensure full compliance with
GISRA. Specifically, SSA needsto (1) have specific security performance measures,
(2) evaluate al of its critical assets, (3) globally track information technology (1T) security
training by its security staff, and (4) itemize I'T security costs by projects.
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AC
ACAPS
ACIS
ACPI
AICPA
AIME
ALJ
ALP
APP
APR
AWR

BL

CAR
CBA
CDI
CDR
CIAO
CIP
CMS
COLA
COTS
CPI
CPS
CSRS
CYy

DCM
DDS
DI
DOD
DOL
DOS
DRI
DT

Glossary of Acronyms

Appeals Council

Appeals Council Automated Processing System
Allegation and Case Investigation System
Appeals Council Process Improvement Plan
American Institute of Certified Public Accountants
Average Indexed Monthly Earnings
Administrative Law Judge

Advanced Leadership Program

Annual Performance Plan

Annual Performance Report

Annual Wage Report

Black Lung

Corrective Action Review

Cost Benefit Analysis

Cooperative Disability Investigations
Continuing Disability Review

Critical Infrastructure Assurance Office
Critical Infrastructure Protection
Centers for Medicare and Medicaid Services
Cost-of-Living Adjustment
Commercial Off-The-Shelf Software
Consumer Price Index

Current Population Survey

Civil Service Retirement System
Calendar Year

Disability Claim Manager
Disability Determination Service
Disability Insurance

Department of Defense
Department of Labor
Department of State

Disability Research Institute
Department of Treasury

Glossary of Acronyms
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E

EM Earnings Modernization

EMODS Earnings Management Information Operations Data Store
EPOXY Earnings Posted Overall Cross Total/Year-to-Date System
ESF Earnings Suspense File

ESR Employment Support Representative

ETA Electronic Transfer Account

F

FACTS Financial Accounting System

FASAB Federal Accounting Standards Advisory Board
FBI Federal Bureau of Investigation

FECA Federal Employeesi Compensation Act

FERS Federal Employeesi Retirement System

FFMIA Federal Financial Management Improvement Act
FICA Federal Insurance Contributions Act

FMFIA Federal Managersi Financial Integrity Act

FMS Financial Management Systems

FO Field Office

FY Fiscal Year

G

GAAP Generally Accepted Accounting Principles

GAO General Accounting Office

GDP Gross Domestic Product

GISRA Government Information Security Reform Act
GPRA Government Performance and Results Act

GSA General Services Administration

H

HCFA Health Care Financing Administration

HI Hospital Insurance

HI/SMI Hospital Insurance/Supplemental Medical Insurance
HOTS Hearing Office Tracking System

HPI Hearings Process Improvement

HS Human Services

I

ID Identification

IDA Index of Dollar Accuracy

IDD International Direct Deposit

IG Inspector General
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INS

IRA

IRIB

IRS

ISBA

IVT

IVT/IDL
IWMS/DOWR

JFMIP

KI
KPI

LAE
LDP

M

MAR
MBR
MD&A
MIICR
MINT
MMP
MOU
MOURS
MSSICS

N

NA
NCC
NIST
NRA
NSHA

OA
OASDI
OASI

Immigration and Naturalization Service

Individual Retirement Account

Internet Retirement Benefit Filers

Internal Revenue Service

Internet Social Security Benefits Application

Interactive Video Training

Interactive Video Training/Interactive Distance Learning

Integrated Work Measurement System/District Office Workload Report

Joint Financial Management Improvement Program

Key Initiative
Key Performance Indicator

Limitation on Administrative Expenses
Leadership Development Program

Monthly Activity Report

Master Beneficiary Record

Managementis Discussion and Analysis

Management Information Initial Claims Report

Modeling Income in the Near Term

Market Measurement Program

Memorandum of Understanding

Modernized Overpayment and Underpayment Reporting System
Modernized Supplemental Security Income Claims System

Not Available

National Computer Center

National Institute of Standards and Technology
Normal Retirement Age

National Study of Health and Activity

Office of Audit
Old-Age, Survivors and Disability Insurance
Old-Age and Survivors Insurance

Glossary of Acronyms
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OCACT Office of the Chief Actuary

OCOMM Office of the Deputy Commissioner for Communications
ODCP Office of the Deputy Commissioner for Policy

OHA Office of Hearings and Appeals

OIG Office of the Inspector General

OIG/OA Office of the Inspector General/Office of Audit

OMB Office of Management and Budget

OPM Office of Personnel Management

OQAPA Office of Quality Assurance and Performance Assessment
OUPS Overpayment/Underpayment Processing System

P

PAR Performance and Accountability Report

PDD Presidential Decision Directives

PI Performance Indicators

PIA Primary Insurance Amount

PIN Personal Identification Number

PL. Public Law

PP&E Property, Plant and Equipment

PSC Program Service Center

PUMS Public Understanding Measurement System

PwC PricewaterhouseCoopers LLP

QC Quarters of Coverage

R

RO Regional Office

ROAR Recovery of Overpayments, Accounting and Reporting System
RRB Railroad Retirement Board

RRI Railroad Retirement Interchange

RSI Retirement and Survivors Insurance

S

SBR Statement of Budgetary Resources

SDLC Systems Development Life Cycle

SECA Self-Employment Contributions Act

SGA Substantial Gainful Activity

SIPP Survey of Income and Program Participation
SMART Security Management Action Report

SOF Status of Funds

SSA Social Security Administration

SSDI Social Security Disability Income
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SSI
SSICR
SSN
SSR

TBD
TLC
TOP
TRO
TWP
TWSSP
TY

Ul

A

wC

YES

Supplemental Security Income

Supplemental Security Income Claims Report
Social Security Number

Supplemental Security Record

To Be Determined

Talking and Listening to Customers

Treasury Offset Program

Tax Refund Offset

Trial Work Period

Ticket-to-Work and Self-Sufficiency Program
Tax Year

Unemployment Information

Vital Statistics

Workersi Compensation

Youth Employment Strategy

Glossary of Acronyms
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