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Overview of the

Social Security Administration

Mission

To advance 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 and How They
Benefit the Public

Few Government agencies touch the lives of as many people as the Social Security Administration (SSA). Almost
53 million people - one in six of the total population - receive monthly Social Security or Supplemental Security
Income (SSI) benefit payments. Through their tax revenues, over 95 percent of America’'s 162 million workers are
earning valuable Social Security coverage for themselves and their families. The following table, Number of
Beneficiaries as of September 30™ of Each Year, provides the number of people receiving Old-Age, Survivors, and
Disability Insurance (OASDI), SSI, and/or the combined benefits. Over the ten-year period from the beginning of
October 1997 through the end of September 2006, the number of Old-Age and Survivors Insurance (OASI)
beneficiaries has grown by 7 percent, Disability Insurance (DI) by 39 percent and SSI (includes persons receiving
only SSI benefits and those who receive combined SSI and OASDI benefits) by 9 percent.

Number of Beneficiaries as of September 30th of Each Year (in Millions)

1997 | 1998 1999 2000 2001 2002 2003 2004 2005 2006
OASI 378 | 379 38.0 38.7 38.9 39.2 394 39.6 40.0 | 404
DI 6.1 6.3 6.5 6.6 6.8 7.1 7.5 7.8 8.2 85
SSI and OASDI 24 24 24 24 24 24 25 25 25 25
SSlonly 4.2 4.2 4.2 4.2 4.3 4.4 4.4 4.6 4.6 4.7
Total 48.1 | 484 48.7 49.5 50.0 50.7 51.3 52.0 528 | 53.6

Sum of OASI, DI, and SSI only

The OASDI program provides a comprehensive package of protection against the loss of earnings due to retirement,
disability and death. Monthly cash benefits are financed through tax revenues paid by workers and their employers
and by self-employed persons. Socia Security benefits are intended to replace a portion of these lost earnings and
people are encouraged to supplement Social Security with savings, pensions, investments, and other insurance. The
monthly benefit amount to which an individual (or qualifying survivors) may become entitled under the OASDI
programs is based on the individual’ s taxable earnings during his or her lifetime. The maximum amount of earnings
on which contributions were payable in 2006 was $94,200; it will increase to $97,500 in 2007.
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Old-Age and Survivors Insurance (OASI) Benefits

These benefits are financed by the OASI Trust Fund. To qualify for OASI benefits, aworker must have worked in
Social Security covered employment or self-employment and paid Social Security taxes (Federal Insurance
Contributions Act and/or Self-Employment Contributions Act) for at least 10 years (or 40 credits) over the course of
his or her lifetime, with the exception of those workers born before 1929 who need fewer credits to qualify.
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 their survivors.

Approximately 97 percent of persons age 20-49 who worked
in Socia Security-covered employment in 2004 have
survivor protection for their children under age 18 and
surviving spouses caring for children under age 16. As
shown in the chart, Population 65 or Over Receiving OAS
Benefits, 91 percent of the population over 65 were receiving
benefitsin 2005. In 2005, Social Security benefits comprised
37 percent of the aggregate share of all incometo single
people and married couples age 65 and over. Other sources
of income include assets (13 percent), earnings (28 percent),
and pensions (19 percent) both Government and private.

Population 65 or Over Receiving OASI Benefits
(2006)

Receiving No
OASI Benefits
9%

All Survivors 11.5%
Spouses 6.5%

Receiving
OASI
Benefits
91%

Retirees 82.00%

Data Source: U.S. Census Bureau’s Estimates of Resident Population

Percent of Elderly Beneficiary Income from
Social Security Benefits
(2005)

Asshown in the chart, Percent of Elderly Beneficiary Income
from Social Security Benefits, while many of the Nation's

31% of
Beneficiaries

50-89% of
Income

35% of
Beneficiaries

<50% of
Income

34% of
Beneficiaries

Data Source: U.S. Census Bureau’s Current Population Survey, March 2006

The chart, Pre-Retirement Earnings Replaced, shows

the earnings replacement rate in 2006 for single
workers and couples (e.g., worker with a spouse age
62 or older who is not insured) at various earnings
levels. Theselevels represent average earnings over

the worker’ s career, which are wage-indexed through

2005. Thelevel of pre-retirement (career-average)
earnings replaced by Social Security benefits for a
worker retiring at full retirement age varies because
the benefit formulais progressive. Itisweightedin

favor of workers who have lower earnings since they

have less opportunity to save and invest during their
working years.

Disability Insurance Benefits

married and single beneficiaries age 65 and older in 2005 have
income from other sources, a portion of the elderly population
relies heavily on Social Security benefits. Social Security
benefits comprise 90 to 100 percent of total income for one-
third of the elderly beneficiaries; and for two-thirds of the
elderly beneficiaries, it istheir major income source

(50-100 percent of their income).

Pre-Retirement Earnings Replaced
(Workers age 65 Entitled in January 2006)

Low
Earnings

100% -

Medium ($16,739)
80% Earnings
Maximum ($37,198)
60% - Earnings
($81,467)

40% -

20% A

B worker B Worker and Spouse

In addition to being fully insured to qualify for DI benefits, a person must meet atest of recent covered work before
becoming disabled. DI benefits provide a continuing income base for eligible workers who have qualifying
disabilities and for eligible members of their families. About 9 out of 10 people age 21 through 64, who worked in
Social Security-covered employment in 2005, received benefits when they became disabled and met other factors of
entitlement. Workers are considered disabled if SSA determines that they have a physical or mental impairment that
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prevents them from performing gainful work with earnings above a certain monthly amount. The disability must
have lasted, or be expected to last, for a continuous period of not less than 12 months or expect to result in death.

100% -

80%

60% -

40% o

20% -

Disabled Workers’ Earnings Replaced

(Workers Age 45 Entitled in 2006)

Maximum
Earnings
($90,794)

Medium
Earnings
($35,801)

B worker B worker and Dependent

Low
Earnings
($16,110)

81.6%

Once benefits begin, they continue for aslong as the person
is disabled and does not perform substantial gainful work.
However, Social Security offers programs that provide
incentives for people who would like to try to work. SSA
also conducts periodic continuing disability reviews to
determine whether beneficiaries are still disabled.

The chart, Disabled Workers' Earnings Replaced, shows
the earnings replacement rate in 2006 for disabled workers
and their dependents at various earnings levels. These
levels represent average earnings over the worker’s career,
wage-indexed through 2005.

The table, Medium Earnings Replaced — Historical Perspective, presents a historical perspective on medium
earnings replacement for each of the OASI and DI programs.

Medium® Earnings Replaced

Historical Perspective

1956 1966 1976 1986 1996 2006
Disabled Worker? NA 33.7% 45.7% 43.5% 43.7% 43.6%
Retired Worker® 28.3% 28.4% 41.6% 41.9% 42.9% 41.4%

1*Medium’ earnings refer to career-average earnings at about 100 percent of the national average wage index.

2Based on a 45-year-old disabled worker - Data are not available for disability benefit payments for 1956 since the disability program, which
began in 1957, was only extended to workers under age 50 in 1960.

® Based on a 65-year-old retired worker.

Supplemental Security Income Program

SSA aso administers the SSI program. SSI is a means-tested program designed to provide or supplement the
income of aged, blind or disabled people with limited income and resources. SSI payments and related
administrative expenses are financed from general tax revenues, not the Social Security OASDI Trust Funds (from
which OASDI benefits are paid). Children, aswell as adults, can receive payments based on disability or blindness.

The definition of disability for adults used in the SSI SSI Recipients Receiving OASDI Benefits

program, as well as continuing disability review procedures,
isthe same as that used in the DI program, with the exception
of statutory blindness for which different rules apply. There
is a separate definition of disability for children seeking SSI
benefits. There are general provisions to encourage working
and special incentives for those recipients who are disabled
or blind. The Federal benefit rate and eligibility
requirements are uniform nationwide; however, most States
provide a supplement to the Federal SSI benefit.

Aged SSI Recipients Blind & Disabled SSI Recipients

Receiving OASDI and SSI Receiving OASDI and SSI

42.6%

69.3%

Receiving SSI Only Receiving SSI Only

In September 2006, 35.2 percent of al SSI recipients also

received Social Security benefits. For most recipients, SSl is
their sole source of income. For 3.9 percent of the recipients, earnings were a source of additional income. As
illustrated in the chart, S3 Recipients Receiving OASDI Benefits, more aged recipients (57.4 percent) receive Social
Security benefits than blind and disabled recipients (30.7 percent).
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How Social Security Benefits the American Public

Social Security touchesthe lives of virtually every personin America. Whether after the loss of aloved one, at the
onset of disability, or during the transition from the workforce to retirement, Social Security programs and
employees are available to support the people of this country. Widely considered the Nation’s most successful
domestic Federal program, Social Security provides abasic level of protection to all covered workers based on their
past earnings. SSI provides abackup for the Social Security program by guaranteeing a minimum level of income
to needy aged and disabled adults and children.

Itisclear that Social Security and SSI benefits play a significant role in the improved economic security of the
Nation’s people. Poverty among elderly has been reduced by 34 percent over the past 30 years, decreasing from
15.3 percent in 1975 to 10.1 percent in 2005. Poverty rates of the elderly are expected to decline further in the
future because earnings, on which Social Security benefits and pensions are based, tend to increase more rapidly
than the poverty thresholds, which are indexed to price growth. 1n 1936, when Social Security Numbers were first
assigned to workers, most of the Nation’s elderly were living in poverty. Today, monthly benefits are an important
part of the quality of life of the elderly and millions more who are protected in the event of disability or death.

The portion of the population with enough work credits to be qualified for Social Security benefits has grown
steadily over the years. The percentage of people aged 20 and over with enough work credits to qualify for Social
Security benefits increased from 77 percent in 1970 to 87 percent in 2006. Although men are more likely than
women to have sufficient credits, the gender gap is shrinking. The proportion of men with enough work credits to
qualify for Social Security benefits has remained essentially stable at 91 percent. By contrast, the proportion of
women with enough covered work has increased from 63 percent in 1970 to 83 percent today.

Poverty Gap Filled by SSI Federal Benefits The chart, Poverty Gap Filled by S3 Federal Benefits, shows

(February 2006) that SSI recipients with little or no income may receive the full
Poverty Gap - $2,564 Poverty Gap - $2,352 SSI Federal benefit, _vvh_| c_h is 73.8 percent of the Federal
Individual Couple poverty level for an individual and 82.2 percent for a couple.
The portion of the poverty gap not filled by Federal SSI may
26.2% 7t be filled by State SSI supplemental payments. Also, SSI

recipients may be eligible for food stamps, Medicaid, low
income housing and other social services.

73.8%

Asshown in the chart, U.S Population Below Poverty Level,
the percentage of the population age 65 and over in the United
States who live below the Federal poverty level has been

SSI Guaranteed Income SSI Guaranteed Income i R K
$7,236 $10,848 consistently lower than that of the general population since the
Poverty Level Guidelines: Poverty Level Guidelines:
Individual $9,800 Per Year Couple $13,200 Per Year

1980s. In 2005, the poverty rate of the elderly was U.S. Population Below Poverty Line

10.1 percent compared with 12.6 percent for the total 16%

population. | /\
14% o~

Rates of poverty and program coverage provide an

indication of how Social Security and SSI benefits are
improving the lives of the Nation’s people. However, 12% +
the Agency’s programs are not the only factors that

affect the economic status of the aged and survivor 10% —
populations and persons with disabilities. Savings, |

investments, other public and private retirement plans, 8% , , , , , , ,
medical coverage, other Government programs, and 1975 1980 1985 1990 1995 2000 2005

the state of the economy also play important roles.
Moreover, most of the important features of SSA’s
programs are established by law and can only be
altered by Congress, not the Agency.

——All U.S. Population =— Population 65 and Over

Data Source: U.S. Census Bureau
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As discussions continue on how best to strengthen the Social Security programs for the future, the Agency’sgoal is
to ensure that the public has the information needed to understand the issues and to provide analyses and estimates
for the Administration and the Congress. SSA provides information to educate the public about the financing
challenges facing the Social Security programs through various outreach initiatives and SSA’s Frequently Asked
Questions website. SSA also conducts numerous analyses related to fiscal distributional and administrative aspects
of Social Security programs.

Workloads

In FY 2006, asin prior years, SSA’s administrative resources were primarily used to process its priority workloads.
These workloads included:

e Paying benefitsto over 53 million people every month;

e Making decisions on nearly 1.2 million hearings and appellate actions;

e |ssuing over 17 million new and replacement Social Security cards;

e Processing over 265 million earnings items for crediting to workers' earnings records;

e Handling nearly 60 million callsto SSA’s 800-number;

e |ssuing over 143 million Social Security Statements;

e Processing over 1.3 million periodic continuing disability reviews,

e Processing over 1 million non-disability SSI redeterminations to ensure that SSI eligibility is still met;

e Helping administer the Medicare programs, including calculating and withholding premiums, making eligibility
determinations, and taking applications for replacement Medicare cards; and

e Processing millions of actionsto keep beneficiary records current and accurate.

Agency Organization

SSA has been the primary face of the Federa Government, providing direct service to the American public at

critical juncturesin their lives and administering programs that touch the lives of over 95 percent of all Americans.
Providing service in arespectful, responsive, and reliable way is part of the Agency’s value-driven culture,
supporting an employee population that is dedicated to providing quality service. The Agency is highly regarded by
the public aswell as other Federal agencies. Overall, the public views the Agency’ s performance and service
favorably. Moreover, SSA has ranked among the premier agenciesin Government service for over 70 years. Asthe
Federal agency charged with managing and delivering important programs for many peopl e across the country, the
Agency’ s success is dependent upon how well it manages its resources to meet the needs of the American people.
SSA’s administrative expenses, driven by the size of the programs the Agency administers — both in terms of the
amount of work done and the number of people employed — are less than 2 percent of total outlays.

SSA'’ s organization is centrally managed with a nationwide network of over 1,500 offices, which includes Field
Offices, Regional Offices, Teleservice (800-Number) Centers, Program Service Centers, Hearing Offices, and State
Disability Determination Services. People can also conduct business and obtain information via SSA’ s website at
WWW.SOci al security.gov.
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SSA’s organizational structure is designed to provide timely, accurate and responsive service to the public. By
integrating support services for al of its programs, SSA enhances efficiency, avoids duplication of effort, and
increases opportunities to provide one-stop service to the public. SSA’s Field Offices are the primary points for
face-to-face contact with the public. Teleservice Centers offer national toll-free telephone service at
1-800-SSA-1213. The Program Service Centers process awide variety of workloads, as well as answer 800-number
calls. The Office of Central Operations, which includes the Data Operations Center, processes disability-related
workloads, international and earnings operations, and also has an expanding role in answering 800-number calls.
The Hearing Offices make decisions on appeals of SSA determinations.

As shown on the chart, 65,000 SSA Employees,
65,000 SSA Employees approximately 61,000 of SSA’s 65,000 employees deliver
(May 2006) direct service to the public or directly support the services
provided by the Agency’s front-line workers. The publicis
most familiar with the almost 34,000 employeesin SSA’s
30% 1,318 Field Offices (including Resident Stations) and 35
Teleservice Centers.
52%
They are also served by about 19,500 employeesin the
Program Service Centers, the Office of Central Operations,
the Hearing Offices, the Office of General Counsel, the

12% Office of the Inspector General, the Office of Public
6% Inqu? ri_es th_e Office pf QL_JaI ity Performance, and by staff
I Direct Service - Field Offices and Teleservice Centers prOdeg direct service viathe Internet. Another 7,700

employees in Regional Offices and Headquarters directly
support the services delivered by Socia Security’s front-
line workers. Additionally, the disability programs depend
[l Non-Direct Service Employees on the work of over 16,000 employeesin State Disability
Determination Services.

[l Direct Service - All Other Direct Service Offices

|:| Direct Service Support -Regional Offices & Headquarters

SSA’s remaining employees in non-direct service perform equally important functions in developing information
technology and public information products, ensuring sound fiscal stewardship, developing and implementing
uniform program policies and procedures, and supporting the workforce by providing, maintaining and safeguarding
the Agency’ sfacilities. Whether within SSA or at the Disability Determination Services, each and every employee
in front-line and staff positions plays an important role in the success of Social Security programs.

In FY 2006, SSA restructured its organization to improve management of its appeal s process and increase Agency
efficiency and quality. The reorganization created two additional executive components that report directly to the
Commissioner. Thefirst, the Deputy Commissioner for the Office of Disability Adjudication and Review,
administers the hearing and appeal s programs. The second, the Chief Quality Officer, focuses on the Agency’sfive
dimensions of quality: accuracy, productivity, cost, timeliness and service.
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Organization of the Social Security Administration

Commissioner of

Senior Social Security
Executive Officer
. Counselor to
|7 Deputy Commissioner the
Executive Commissioner
Secretary Chief of Staff
I I [ I [ I

Chief General Inspector Ch'Ef. Ch'ef. Ch'?f
Actuary Counsel General Infom_1at|on Straf[eglc Qua_\hty
Officer Officer Officer

I I I I
Deputy
Deputy Commissioner, De_pu_ty De_pu_ty
N S Commissioner, Commissioner,
Commissioner, Disability & .
o . Budget, Finance Human
Communications Income Security
& Management Resources
Programs
I I [ I
Deputy Deputy
Commissioner, Deputy Deputy Deputy Commissioner,
Legislation & Commissioner, Commissioner, Commissioner, Disability
Congressional Operations Policy Systems Adjudication

Affairs & Review
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Overview of Key Performance Indicators,
Goals and Results

FY 2006 Overview of Performance

In January 2006, the Social Security Administration (SSA) published its Agency Strategic Plan (ASP) for fiscal
years (FY) 2006 through 2011. The ASP reflects the priorities and direction of SSA’s Commissioner and the
Administration, setting the Agency’s course for achieving measurable results that improve American lives. The
ASP sfour strategic goals— SERVICE, STEWARDSHIP, SOLVENCY and STAFF — drive objectives and outcomes
that help support the Agency’s mission and provide the framework for allocating Agency resources. They articulate
the challenge of giving the public the service they deserve; improving program integrity through financial
stewardship; supporting reforms to ensure sustainable solvency for future generations; and maintaining the quality
staff SSA needs to provide service and stewardship.

The following figures represent the portion of the Agency’s FY 2006 operating expenses used in support of each
goal:

e Todedliver high-quality, citizen-centered SERVICE -- 81 percent
e To protect theintegrity of Social Security programs through superior STEWARDSHIP -- 14 percent

e To achieve sustainable SOLVENCY and ensure Social Security programs meet the needs of current and future
generations -- 1 percent

e To strategically manage and align STAFF to support the mission of the Agency -- 4 percent

Operating Expenses by Strategic Goal
($ millions)

FY 2006 FY 2005

Stewardship, $1,345 (14%) Stewardship, $1,476 (16%)

Solvency, $132 (1%)
Staff, $348 (4%)

Solvency, $144 (2%)
Staff, $401 (4%)

Service, $7,817 (81%) Service, $7,381 (78%)
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Every year SSA’s Annual Performance Plan (APP), which isincluded in the Agency’s performance budget,
describes how SSA will strategically achieve better performance in agiven fiscal year. It specifies performance
targets by which Agency goals and objectives can be measured. A primary purpose of this FY 2006 Performance
and Accountability Report (PAR) isto document the Agency’ s accomplishments for the performance measures
specified in the APP for FY 2006.

The Government Performance and Results Act (GPRA) requires al Federal agenciesto create performance
indicators and goals. Of the 39 GPRA performance measures, 15 have been designated as key performance
indicators (KPIs). These 15 indicators, described on the following pages, were selected because they characterize
the Agency’s efforts to address the measurable challenges it faces. Also, performance data for these indicators must
be available immediately after the close of the fiscal year. Having complete and accurate datafor the KPIsis
essential for SSA’s Office of the Inspector General (OIG) to determine the reliability of the Agency’sdata. (See
OIG'sFY 2006 report in alater section of this PAR.)

Performance for many KPIs has improved since FY 2001 based on the Commissioner’s established plan for
improving the Agency’s overall performance and disability process. For example, processing time for initial
disability claims decreased from 106 days to 88.4 days. The Agency has also processed alarger volume of work. In
FY 2006, the Agency processed 365,641 moreinitial disability claims, 163,413 more hearings and 696,585 more
retirement and survivor claims than were processed in FY 2001.

A list of all 39 performance measures and goals can be found in the Performance Section of this report beginning on
page 67. Historical information for each performance measure, where applicable, is aso shown, along with a
narrative about Agency performance for each measure.

The plan to improve disability performance was the introduction of an electronic process called “eDib”. The eDib
process was designed to move all organizational components involved in disability claims adjudication and review
from the paper-driven process to an electronic business environment. By replacing the paper disability folder with
electronic records that are easily accessible to case processing personnel across the country, SSA reduced the delays
inherent in the paper process, as well as the expense of shipping and storing folders. eDib isareality in all 50
States—already, 48 States and the territories of Guam, the Virgin Islands, and Puerto Rico are using afully
electronic process, and the remaining States will be fully electronic by the end of December 2006.

SSA isthe only Federal agency that commits to and achieves agency-wide productivity improvements. It isclear
that investmentsin SSA yield positive results for the American public. In fact, from FY 2001 through FY 2006,
SSA’soverall productivity improved by 13.09 percent.

The following tables, showing actual performance levels, group the FY 2006 KPIs according to the strategic goal
they support—SERVICE, STEWARDSHIP, SOLVENCY or STAFF.

SSA
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Strategic Goal 1: SERVICE

To deliver high quality, citizen-centered SERVICE

. FY 2006 See
Key Performance Indicator FY 2006 Goal Actual Page # !
Number of initial disability claims processed by the
1.1a Disability Determination Services (DDS) 2,663,000 2,532,264 &
Maintain the number of initial disability claims pending in
1.1b | the DDS (at or below the FY 2006/2007 goal) 577,000 555,071 75
1.1c | Number of SSA hearings processed 560,000 558,978 75
Maintain the number of SSA hearings pending (at or
1.1d | pelow the FY 2006/2007 goal) 756,000 715,568 76
1.1le | Average processing time for initial disability claims 93 days 88 days 2 77
1.1f | Average processing time for SSA hearings 467 days 483 days 78
300% growth 291.8% growth
1.3d Increase the usage of electronic entitlement and over FY 2004 over FY 2004 87
. supporting actions baseline baseline
(2,211,200) (2,165,865)
Increase the percent of employee reports (W-2 forms) 0 o 2
1.3e filed electronically 70% 75% 89
Percent of individuals who do business with SSA rating
1.3f | the overall service as “excellent,” “very good,” or 83% 82% 90

“good”

SSA is committed to delivering service the public expects and deserves. Changes in demographics, medical and

technological advances, and other related environmental factors have affected service delivery, particularly with

respect to disability programs. The Agency continually assesses its programs and looks for better, more efficient
ways to meet the needs of current and future beneficiaries. In FY 2006, the Agency established the first Chief

Quality Officer who reports directly to the Commissioner and directs the Agency-wide quality performance

management program. The Office of Quality Performance (OQP) focuses on the Agency’ s five dimensions of
quality to improve overall public satisfaction: accuracy, productivity, cost, timeliness and service.

Each claim for benefits that is processed by SSA trandlatesinto adecision and, in turn, a payment or a notice of
denial of benefits. Each transaction that SSA processes electronically - whether it is a posting to an earnings record,
a change of payment address, or the verification of a Social Security Number - trandates into savings in terms of
time and money.

! More detailed information can be found in the Performance Section on the pages cited in the chart above.
2 The actual number is rounded to the nearest whole number using the standard rounding convention of rounding up numbers
that are .5 or higher and rounding down those .4 or less.
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Strategic Goal 2: STEWARDSHIP

To protect the integrity of Social Security programs through superior
STEWARDSHIP

. FY 2006 See
Key Perf | FY 2 |
ey Performance Indicator 006 Goa Actual Page #
2 1a Suppleme_ntal_ Security Income (SSI) non-disability 1,244,000 1,070,822 o1
redeterminations processed
Number of periodic CDRs processed to determine
2.1b continuing entitlement based on disability 1,242,000 1,337,638 92
2.4b | DDS case production per workyear (PPWY) 262 2417 101
Achieve a status Achieved a
2.4g Get to “green” on the President’s Management Agenda “gresecr?’[eogffour Stigﬁ:ﬁgrgnc’f 106
(PMA) initiatives status scores of five PMA four of five
initiatives PMA initiatives

The people of America expect and deserve to know that Social Security will be there when they need it. Whether
they are applying for a Social Security number for a new baby or for disability benefits for themselves, they expect
and deserve timely service. And, the people of America, who fund the Social Security program through their payroll
tax contributions, and fund SSI through their income tax payments, expect and deserve well managed programs
providing accurate payments that safeguard their trust.

Strategic Goal 3: SOLVENCY

To achieve sustainable SOLVENCY and ensure Social Security programs
meet the needs of current and future generations

. FY 2006 See
Key Performance Indicator FY 2006 Goal Actual Page # 1
Provide support to the Administration Conduct analysis for the
and Congress in developing legislative Administration and Congress on
3.1a | proposals and implementing reforms to key issues related to Completed 107
achieve sustainable solvency for Social implementing Social Security
Security reforms

The Nation’s population is growing older, causing profound, long-term effects on the solvency of Social Security
programs as provided for by current law. According to Social Security’s 2006 Annual Report of the Board of
Trustees, the Comptroller General of the United States, and the former Chairman of the Federal Reserve, Social
Security is unsustainable over the long term at present payroll tax and scheduled benefit levels. The research and
analysis that the Agency conducts on behalf of the Administration and Congress provide objective information
needed to support or augment various proposals for reform.

! More detailed information can be found in the Performance Section on the pages cited in the chart above.
2 The actual number is rounded to the nearest whole number using the standard rounding convention of rounding up numbers
that are .5 or higher and rounding down those .4 or less.
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Strategic Goal 4: STAFF

To strategically manage and align STAFF to support the mission of the Agency

Key Performance Indicator FY 2006 Goal FY 2006 See 1
Actual Page #
Competency-based entry-level training
Minimize skill and curriculum will be developed for 100% of the
4.1a | knowledge gaps in mission- | remaining targeted public contact positions - Completed 109
critical positions Benefit Authorizers, Claims Authorizers, and
Technical Support Technicians

Social Security’s dedicated and hardworking employees are critical to maintaining a high level of service. Itis
anticipated that approximately 40 percent of SSA’s employees will be eligible to retire by 2010. Workloads are also
expected to grow dramatically as the baby boom generation approaches their peak disability and retirement years.
With these factors in mind, SSA continues to develop effective strategies to ensure that the Agency maintains a high
performing workforce to deliver quality service. SSA a so strives to promote superior employee performance and
encourage employee retention through strategic human capital planning. SSA’s overall retention rate for all
employees for FY 2005 was 93.4 percent compared to 91.6 percent Government-wide.

Electronic versions of the documents discussed can be viewed at the following Internet addresses:

e SSA’sSrategic Plan FY 2006 — FY 2011 can be found at: http://www.social security.gov/strategicplan.html

e SSA’sFY 2007 Annual Performance Plan/Revised Final FY 2006 Annual Performance Plan can be found at:
http://www.social security.gov/performance/

For a paper copy of either SSA’'s Srategic Plan or Annual Performance Plan, write to:

Social Security Administration
Office of Strategic Management
4215 West High Rise
6401 Security Boulevard
Baltimore, MD 21235

Performance Factors

President’s Management Agenda

SSA continued to make significant progressin FY 2006 in support of the President’s Management Agenda (PMA)
in the following areas. Expanded Electronic Government, Competitive Sourcing, Improved Financial Performance,
Budget and Performance Integration, Strategic Management of Human Capital and the program initiative,
Eliminating Improper Payments. SSA has achieved “green” statusin four of five PMAs. SSA incorporated the
PMA initiatives into its strategies for achieving the Agency’s mission and strategic goals. Multi-year plans for
achieving the goals of all PMA initiatives were developed. A detailed discussion of SSA’s achievements can be
found beginning on page 53.

Program Assessment Rating Tool (PART)

The PART is an Office of Management and Budget (OMB) devel oped diagnostic tool used to examine different
aspects of program performance to identify the strengths and weaknesses of a given Federa program. The
Disability Insurance and Supplemental Security Income (SSI) programs have been evaluated with PART and were

! More detailed information can be found in the Performance Section on the pages cited in the chart above.
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rated “moderately effective,” the second highest rating. Per the OMB definition, a program rated moderately
effective has set ambitious goals and is well-managed. A PART evaluation of the Agency’s Old-Age, Survivors,
and Insurance program is underway for the FY 2008 President’ s budget.

Financial and Performance Integration

SSA has worked diligently to emphasize the relationship between resources and results. The progressin this area
includes the Commissioner’s multi-year Service Delivery Budget Plan, which provides a context for making
decisions on needed improvements in service delivery and fiscal stewardship, and the requisite staffing to
accomplish both. The budget plan was developed as a multi-year plan to articul ate the resources required to keep up
with core workloads; process special workloads; eliminate backlogs of disability claims, hearings and appeals, and
other operational workloads; and to improve productivity and fiscal stewardship.

The Service Delivery Budget Plan aligns costs and workyears with overarching performance goalsin the ASP. For
example, the initial Service Delivery Budget Plan identified the resources required to eliminate backlogs by the end
of FY 2008 and took into account savings for efficiencies that the Agency expected to achieve from process and
technology changes. The Agency was able to show, each year through FY 2008, the costs of reducing backlogs or
simply keeping up with workloads. Agency accounting and cost analysis systems, which track the administrative
costs of SSA programs by workload, as well as employee production rates, were invaluable tools in helping develop
projections.

SSA isalso improving its core budget formulation system and devel oping an automated system that will build on the
current financial performance and management information systems. These systems will enable the Agency to
better project how resource changes affect various workload levels and outcomes. In addition, SSA has
implemented a budget formulation model which helps estimate what level of performance to expect at different
levels of funding and productivity.

The Agency’ s budget clearly defines performance commitments, both in terms of the public service and program
integrity workloads that the Agency will handle and the outcomes it expects to achieve. SSA’s plans and budget
activities reflect evaluation and feedback from Congress, the Social Security Advisory Board, the Government
Accountability Office (GAO), and SSA’s OIG. Accountability is clearly defined for major Agency initiatives and
workloads, and productivity and/or process improvements are built in. For several years, the integrated Managerial
Cost Accountability System (MCAS) and the Social Security Unified Measurement System (SUMS) projects have
been important elements of the Agency’s efforts to link costs and results. Agency executives meet on a monthly
basisto review and discuss performance measures. Resource allocation decisions are then made based on
performance and projected workloads. Furthermore, results from the PMA are integrated into the Agency’s
decision-making process and are included in budget justification materials.

Major Management Challenges

The Agency also took action to address the Major Management Challenges identified by the GAO and SSA’s OIG.
Magjor Management Challenges linked to the strategic goal of Service include Managing the Disability Process,
Electronic Government, and Service Delivery. Under the strategic goal of Stewardship, the Major Management
Challengesinclude SSI, Information Security, Improper Payments, Performance Measures, Systems Security and
Critical Infrastructure Protection. The Major Management Challenge linked to Solvency is to strengthen Social
Security. Finaly, the Major Management Challenge linked to the strategic goal of Staff includes Management of
Human Capital. The Agency Challenges section of this report, which begins on page 24, describes these major
challenges and the steps SSA has taken, and will continue to take in the future, to address these issues.
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Data Quality

Social Security is committed to providing clear, reliable data for managerial decision-making and oversight. SSA
strives to ensure that its data are quantifiable and verifiable. Internal management controls are in place that reflect
the observations and directives provided by the Agency’s OIG and the GAO. These controls, which include
ongoing data quality reviews, aswell asreviews at al levels of management, audit trails, restricted access to
sensitive data and separation of responsibilities, are designed to safeguard the integrity and quality of Social
Security’s vast dataresources. SSA also has high security protections in place to protect the Agency’s electronic
data. SSA isproud that the Agency has not experienced any outside infiltrations of its programmatic mainframes.
The controls provide assurances that data in this PAR contain no material inadequacies, and further alow the
Commissioner to certify that, with reasonable assurance, Social Security isin compliance with the provisions of the
Federal Managers Financial Integrity Act of 1982.

Social Security Data Integrity Systems and Controls

Performance data for the 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 accuracy and public satisfaction measures come from surveys and workload samples
designed to achieve very high levels of statistical validity—usually with a 95 percent confidence level.

The Agency performs stewardship reviews and reports on the quality of Old-Age, Survivors and Disability
Insurance (OASDI) and SSI programs. The reviews continue to be the primary measure of quality for Agency
performance and provide the basis for reports to Congress and other monitoring authorities. The reviews provide an
overall accuracy measurement of paymentsto all Social Security beneficiaries that are based on monthly sample
selections from Social Security records consisting of beneficiaries currently receiving benefits. For each sampled
case, Socia Security interviews the recipient or representative payee, makes other contacts as needed, and
redevelops al non-medical factors of eligibility.

The Agency uses an evaluation process to provide quality feedback on recently processed OASDI cases. This
process also includes SSI claims and redeterminations. The process, known as Transaction Accuracy Reviews,
focuses on Field Office and Program Service Center quality. It relies on the case processing procedures as defined
by the Agency’ s Program Operations Manual System instructions. When these instructions have not been followed
and further development of the caseis required, a personal contact with the recipient or their representative payeeis
made to bring the issue in question into compliance with the instructions and to determine whether thereis any
effect on payments. If an error is apparent from the material in the Field Office file and does not require any further
development, the reviewer cites an error and determines the effect on payment. Quality feedback is provided to the
office that processed the case. The review samples atotal of about 20,000 cases annually—10,000 for each of the
OASDI and SSI programs. Results from these reviews are extrapolated to produce national and regional data on the
quality of approximately 5 million OASDI claims, aswell as 4.2 million SSI claims, redeterminations and other
actions processed each year.

Additionally, based on the findings from these quality reviews, targeted reviews are conducted on specific problems
identified at the national or regional level. Targeted reviews are not limited to Program Operations Manual System
compliance standards, but depend on the nature of theissue. Problem areas identified during the targeted reviews
drive the selection of topics for these targeted reviews of 8,000 cases annually—4,000 for each of the OASDI and
the SSI programs. The selections are distributed in proportion to the size of the recipient population of each Social
Security region.

Assessment visits to Field Offices comprise athird element of the review, whereby Regional Office staff conducts

field assessment visits to identify where work process improvements can be made. Reports are provided every six
months, covering arolling 12-month review period.
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Performance Report

The annual PAR isused to report on the Agency’s actual performance for the commitments outlined in the
corresponding APP. ThisFY 2006 PAR also includes the Agency’ s comprehensive review of management and
security controls for administrative and programmatic processes as well as accounting controlsin its financial
management systems.

Also discussed are the results of the audit of the FY 2006 financia statements and internal controls by
PricewaterhouseCoopers, an independent accounting firm. The Agency uses the results of such reviews and
assessments to take action to ensure that appropriate controls are in place to prevent unauthorized systems access
and to increase confidence in the reliability of performance data.

Role of Social Security’s Office of the Inspector General

OIG plays akey rolein auditing performance measure data systems to determine reliability, data utility and
relevance to policy decision-making. OIG annually audits a number of Social Security's performance measures and
corresponding performance data. In FY 2006, OIG initiated areview of six GPRA performance measures reported
in the Agency’s FY 2005 PAR and nine performance measures that are being reported in this FY 2006 PAR.

Due to systems limitations, the Agency cannot maintain afull fiscal year’sworth of detailed-level datarelated to
several of its performance measures. In addition, the Agency believes that the cost for the additional systems
storage would outweigh the return on investment. In response to the Agency’ s systems limitations, the OIG agreed
to implement a real-time auditing approach by reviewing nine GPRA performance measures that are being reported
inthisFY 2006 PAR. Theresults of the real-time audit will not be available until early in 2007 and will be reported
inthe FY 2007 PAR.

The OIG's contractor, PricewaterhouseCoopers LL P, performed the work, and their objectives were to:
o Assessthe effectiveness of internal controls and test critical controls over the data generation, calculation, and

reporting processes for the specific performance indicator.

o Assessthe overall reliability of the performance indicator’s computer processed data. Data are reliable when
they are complete, accurate and consistent, and are not subject to inappropriate alteration.

e Test the accuracy of results presented and disclosed in the PAR.

o Assessif the performance indicator provides a meaningful measurement of the program it measures and the
achievement of its stated objective.

Of the six audited GPRA performance measures reported in the Agency’s FY 2005 PAR, the OIG found the
following related to the reliability of the computerized data used to calculate the performance measures:

e The computerized data for two of the performance measures were found to be reliable

e  The computerized data for two of the performance measures were not available as the current contractor that
maintains the performance measure data is not contractually obligated to provide SSA management with access
tothedata. Asaresult, the auditors could not conclude on the reliability of the data. It should be noted that
management is updating the contract to require the contractor to provide SSA management with a SAS 70
report. The SAS 70 report will provide SSA with an assessment of the contractor’sinternal controls over data
maintained for SSA.

e For one of the performance measures, the calculation of results was not based on computerized data. Therefore,
the auditors did not complete an analysis of datareliability for this performance measure.
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e For one of the performance measures the auditors found the data to be unreliable because an SSA programmer
had direct access rights to the performance measure data. 1t should be noted that SSA management has since
removed the programmer’ s direct update access

SSA has already implemented or agreed to implement a mgjority of the audit recommendations. In response to the
audit observations made by the OIG, SSA is:

e Using arisk-based approach to evaluate access rights for al its programmatic and administrative systems. The
systemsidentified as most tempting for high-risk activity have been successfully secured.

e Working to improve the overall documentation and interna controls for performance measures.

e Coordinating with performance measures owners to ensure that the measures are results- oriented and show
progress in the accomplishment of the Agency’s strategic objectives and goals.

Audit of SSA’s FY 2006 Financial Statements

In accordance with the Chief Financial Officer’s Act of 1990, SSA’sfinancia statements were independently
audited by PricewaterhouseCoopers LLP. The objective of this audit was to determine whether the financial
statements fairly presented, in al material respects, the financial position of the Agency. The audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial statement. The
PricewaterhouseCoopers LLP audit report can be found in the Financial Section of this FY 2006 PAR.
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Agency Challenges

Each year, the Social Security Administration’s (SSA) Office of the Inspector General (OIG) and the Government
Accountability Office (GAQ) specify major management challenges for the Agency. The following table lists these
challenges, links the challenges to related Agency strategic goals and objectives, and shows the President’s
Management Agenda (PMA) initiatives most closely related to both the challenges and the goals.

Agency challenges are grouped by the Agency strategic goal — SERVICE, STEWARDSHIP, SOLVENCY and STAFF
— that addresses a specific challenge. PMAs are also listed to enhance the reader’ s understanding of the

relationships among the different elements.

SSA’S MAJOR MANAGEMENT CHALLENGES LINKED TO AGENCY STRATEGIC GOALS AND THE PMA

Major Management Challenges
as Designated by GAO and OIG

Strategic Goals and Objectives that
Address the Challenges

PMA Items Related to
Challenges and Goals

Management of the Disability Process
(01G)

Electronic Government (OIG’s Service
Delivery & Electronic Government)

Service Delivery (GAO)

Improve the Disability Determination
Service Process and Return to Work
(GAO)

Disability Insurance - High Risk (GAO)

SERVICE

Make the right decision in the disability
process as early as possible

Increase employment for people with
disabilities by expanding opportunities

Improve service through technology,
focusing on accuracy, security, and
efficiency

Expanded Electronic
Government

Supplemental Security Income (GAO)
Information Security (GAO)

Improper Payments and Recovery of
Overpayments (OIG)

Social Security Number (SSN) Protection
(0IG)

Internal Control Environment and
Performance Measures (OIG)

Systems Security and Critical
Infrastructure Protection (OIG)

STEWARDSHIP

Detect and prevent fraudulent and
improper payments and improve debt
management

Strengthen the integrity of the Social
Security Number (SSN) issuance process
to help prevent misuse and fraud of the
SSN and card

Ensure the accuracy of earnings records
so that eligible people can receive the
proper benefits due them

Manage Agency finances and assets to
link resources effectively to performance
outcomes

Competitive Sourcing

Improved Financial
Performance

Budget and Performance
Integration (including
Program Assessment Rating
Tool (PART) requirements)

Eliminating Improper
Payments®

President Bush, Congress, GAO, the
Congressional Budget Office, and the
Board of Trustees of Social Security
OASDI Trust Funds have called for
reforms to strengthen Social Security

SOLVENCY

Through education and research efforts,
support reforms to ensure sustainable
Solvency and more responsive retirement
and disability programs

There are no PMA items that
directly relate to Solvency.

! Program Initiative
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SSA’s MAJOR MANAGEMENT CHALLENGES LINKED TO AGENCY STRATEGIC GOALS AND THE PMA

Major Management Challenges Strategic Goals and Objectives that PMA Items Related to
as Designated by GAO and OIG Address the Challenges Challenges and Goals
STAFF
Managing Human Capital (GAO and OIG’s | Recruit, develop and retain a high- .
Service Delivery & Electronic performing workforce atJ;taerglcc: aM?tr:llgement of
Government) P

Source: OIG’s Memo to the Commissioner dated November 30, 2005 - Re: Top Issues Facing SSA Management — FY06

Agency Challenges by Strategic Goal

SSA’s current strategic goals and objectives, articulated in the Agency Strategic Plan published in January 2006,
provide a framework for prioritizing projects and initiatives and allocating Agency resources required to achieve
performance results as well as address management challenges. While strategic goals and objectives remain
unchanged until a new strategic plan is published, strategies to minimize the effects of major management
challenges can be modified.

A discussion follows of how Agency goals and objectives address the challenges identified by SSA’s OIG and GAO
as each challenge relates to the Agency’sgoals. It isimportant to note that many challenges cut across Agency
strategic goals and objectives. For instance, the Electronic Government challenge relates not only to the SERVICE
goal, but also to the Agency’s STEWARDSHIP goal. Other challenges overlap. “Better positioning SSA for future
service delivery,” for instance, is closely tied to other challenges such as “ Social Security Number integrity and
protection,” and “ Srengthen controls to protect the personal information SSA develops and maintains.” Because of
these interrelationships, it is more effective to group the challenges within the strategic goa to which they most
closely relate: SERVICE, STEWARDSHIP, SOLVENCY and STAFF.

Strategic Goal 1: SERVICE

To deliver high quality, citizen-centered SERVICE

SERVICE Challenges
e Management of the Disability Process

e Improve Programs that Provide Support for People with Disabilities
e Better Position SSA for Future Service Delivery Challenges, Including Information Technology
e  Electronic Government

SERVICE Strategic Objectives that Address the Challenges
o Makethe Right Decision in the Disability Process as Early as Possible

e Increase Employment for People with Disabilities by Expanding Opportunities
e Improve Service through Technology, Focusing on Accuracy, Security, and Efficiency

President’s Management Agenda Initiative Related to SERVICE

e Expanded Electronic Government
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Addressing the Service Challenges Through Changes to the Disability Process

The SSA is committed to providing the high quality service the American people expect and deserve. In light of the
significant growth in both the number and complexity of disability claims, major changesto the Agency’s disability
process were needed in order to provide timely and accurate service to its disability claimants. More efficient
processing required technological and process improvements, some large and some small, to achieve SSA’s Service
goal.

After several years of outstanding effort from within SSA and cooperation with parties outside of the Agency, the
new disability determination processis now becoming areality. Social Security’s strategic initiativesfall into two
main categories — the new Disability Service Improvement (DSI) process and Electronic Disability Processing.

Disability Service Improvement Process

For the first time in 50 years, the Agency made significant changes to the disability determination process — changes
that enhance the Agency’ s ability to make accurate, consistent, and timely decisions. The fina regulation amending
the Agency’ s disability determination process was published on March 31, 2006 and became effective on August 1,
2006. SSA isphasing inthe DS process on aregion-by-region basis over an estimated five year period, beginning
with the Boston Region. The new process, with the electronic disability claims process asits foundation, will
shorten decision times and pay benefits much earlier in the process to people who are clearly disabled. Asthe
Commissioner has said, “ The changes we are making in the disability process will greatly improve the quality of
service that Social Security provides to the millions of disabled workers and their families. The new process uses
21% century technology and improves accountability at every step. It reflects my goals of improving the accuracy,
consistency and fairness of the Agency’s process and ensuring that we make the right decision as early in the
process as possible.”

Changes Included in the DSI Process

Although DSI preserves many significant features of the current system, it includes important changes at every level
in the process which, taken as awhole, will result in greatly improving our service to people with disabilities. These
include: providing decisions within twenty days for people who are clearly disabled; eliminating the State Agency
reconsideration and creating afederal level of review earlier in the process to ensure consistent and more timely
decision-making nation wide; increasing the quality and availability of expert assistance for our disability
adjudicators at every step of the process; and gradually replacing the Appeals Council with a Decision Review
Board (DRB) which will promote accurate, consistent, and fair decision-making.

Establishing a Quick Disability Determination (QDD) Process: QDD isbeing used to identify and expedite
claims for applicants with impairments that reflect a high probability that the claimant will be found disabled under
SSA disability guidelines. Onceidentified, these claims are assigned to the State Disability Determination Service's
(DDS) QDD unit. The DDS QDD units are staffed by experienced disability examiners who possess the knowledge,
training, and experience to effectively carry out the QDD function. The number of QDD claims, relatively small at
first, will increase gradually as SSA gains experience with the QDD system. If afully favorable decision cannot be
made on a QDD claim, the caseis transferred to anon-QDD DDS unit and adjudicated using regular disability
determination procedures.

Requiring the State Agency to More Fully Document and Explain in Clear and Understandable Language
the Determination Made in Every Claim it Processes: Theincreased time devoted to these activitiesis
expected to be offset by the elimination of the reconsideration step.

Creating a Federal Reviewing Official (FedRO): The FedRO provides a Federal review of the DDS
determination much earlier in the disability appeal's process—thus addressing discrepancies among State Agency
allowance and denia rates and making the right decision as early in the process as possible. The FedRO isahighly
trained attorney who produces nationally consistent, carefully documented, and well-reasoned decisions. The
FedRO reviews any new evidence, and issues adecision to affirm, modify, or deny the initial DDS determination.
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The FedRO abtains clarification from the DDS when the rationale for the initial determination isincomplete or
unclear and provides feedback for continuous improvement. Reversals and claims with new and material evidence
are decided in consultation with the Office of Medical and Vocational Expertise (OMVE). The FedRO decisions
explain in clear and understandable language the specific reasons for the decision.

Creating the Office of Medical and Vocational Expertise (OMVE): The OMVE provides the expert assistance
that adjudicators need to make disability determinations (effectuated by the Disability Determination Services), and
decisions (rendered by the Hearings Offices) that are accurate, consistent, and fair. The OMV E advises adjudicators
on the nature of the expertise that they may need and arranges for the provision of that expertise. It includes a
national network of qualified medical, psychological, and vocational experts who are available to assist adjudicators
at al levels of the disability determination process through the Administrative Law Judge (ALJ) level.

Closing the Record and Improving the Timeliness of the Hearing Process: The record generally closes after
the AL Jissues a decision; however, there is provision for good cause exceptions, e.g., under certain conditions an
unusual, unexpected, or unavoidable circumstance may have prevented the submission of evidence earlier. In
addition, to improve the timeliness of the hearing process, the goal is to have an ALJ establish the time and place for
a hearing within 90 days of the date the hearing request isreceived. This goal emphasizes the Agency’s
commitment to providing timely service. To ensure adequate time to prepare for a hearing, the ALJ notifiesthe
claimant of the time and place of the hearing at least 75 days beforehand, unless the claimant agrees to a shorter
notice period. Claimants or their representatives are required to submit evidence as soon as possible, but no later
than 5 business days before the hearing unless an exception is met.

Establishing the Administrative Law Judge (ALJ) Decision as the Final Agency Decision: The ALJdecision
is generally the final decision of the Agency unless the DRB renders the final decision. Although claimants' rights
to request review of ALJdecisionsin disability determination cases are being eliminated, they may request ALJ
review of non-disability issuesand ALJ dismissals. Aspart of SSA’s careful implementation plan, the DRB is
reviewing 100 percent of ALJdecisionsin the Agency’s Boston Region.

Creating a Decision Review Board (DRB) to gradually replace the Appeals Council: The Appeals Council
will phase out as SSA implements DSI throughout the nation. The DRB, comprised of ALJs and Administrative
Appeals Judges, is an adjudicatory and advisory body that promotes accurate, consistent, and fair decision making
by reviewing ALJ decisions, both allowances and denials. The DRB evaluates and reviews AL J decisions which are
most likely to be problematic, before they are effectuated. The DRB also studies ALJ decisions that have been
effectuated, identifies issues that impede consistent adjudication at all levels of the disability determination process,
and recommends improvements to that process. The DRB may affirm, modify, or reverse ALJ decisions or remand
aclaimto the ALJfor further action.

Ensuring Both In-line and End-of-line Quality Review Throughout the Process: A magjor goal of the DSI
processisto improve the quality of decision-making at al levels of the claims process. This includes an in-line and
end-of-line quality review process, featuring an improved in-line review process by DDSs at the initial level, and a
new, centralized, Office of Quality Performance to replace our current quality control system. SSA’s new quality
process also includes feedback loops at every level of the disability determination process to ensure continuous
improvement. For example, the FedRO helpsimprove the quality of DDS determinations by explaining why the
FedRO agrees or disagrees with the DDS determination. The ALJ swritten decision provides similar feedback to
the FedRO, and the DRB contributes to the feedback loops for the ALJ, FedRO, and DDS levels of adjudication.

Establishing a Disability Program Policy Council: Thisentity provides aforum to discuss policy issues and to
make policy and procedural recommendations.

SSA isundertaking amajor effort to enhance its collection and use of management information. The Agency
intends to use improved management information to help make continuous improvements as the new DSI processis
rolled out.
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Electronic Disability Processing

To reduce delays inherent in the disability process, aswell as the expense of shipping and storing folders, SSA
implemented an electronic disability initiative known as electronic disability (eDib). The process replaces the paper
disability folder with electronic records that are easily accessible to case processing personnel all across the country.
eDib provides the foundation for DSI case processing. SSA is making great stridesin moving its beginning-to-end
disability claims processing/adjudication from a paper-laden environment to an electronic one. Thislaysasolid
foundation for expedited case processing. eDib allows more than one employee or component to work on aclaim at
the same time, thus speeding up the process. Medical records can be quickly scanned into the system and made
readily accessible to all adjudicators and experts. The system includes electronic safeguards to help adjudicators
avoid mistakes, which will result in more accurate decision-making. It also protects the confidentiality of claimant
information. SSA continues to make significant progress in implementing the electronic disability process. With all
but two States using a fully electronic process, eDib is transforming how the Agency is processing disability claims.
Beginning in July 2000 claimants were given the option of filing for disability benefits viathe Internet. After six
yearsin the process, over 91,000 initial disability claims have been filed using this option. The Electronic Disability
Collect Systemis being used to processinitial claimsin over 93 percent of SSA's Field Offices; these claims are
electronically transmitted to the State DDS.

To take full advantage of fully electronic processing, SSA has devel oped methods for receiving medical and other
documentation necessary for processing disability claims. SSA has developed a free, easy-to-use, secure website
called Electronic Records Express Services. This enables providers to submit electronic records (including scanned
paper records) that can be safely uploaded and directly submitted into the electronic folder. Use of the website
speeds the delivery of evidence and hel ps eliminate misplaced medical records.

Asof September 1, 2006, 48 States and the territories of Guam, the Virgin Islands, and Puerto Rico have
successfully completed Independence Day Assessment (IDA) certification, meaning they are certified to use
electronic files as the official Agency record. The remaining States will be certified by the end of December 2006.
Through September 2006, 84% percent of all DDS initial claims were processed electronically. Ninety-five percent
of Disability Examiners have been trained to use the Document Management Architecture which is the component
of the electronic file that storesimages and audio and video files.

e Thefollowing continuing activities support the move to the eDib process:

o Development of aprocess for electronic medical continuing disability reviews (CDRS);

e Expansion and improvement of Internet disability application and appeals services for applicants and their
representatives;

o Development of processes to speed the request and retrieval of electronic evidence from medical, educational,
and other third-party sources; and

e Expanded use of digital recording equipment in all SSA hearings offices, replacing equipment that had been in
place for over 20 years. Although most digital records are being stored on compact disc, SSA is beginning to
store digital recordings in the electronic folder.

Other Initiatives

Other initiatives to improve the disability determination process include reducing disability workload backlogs,
revising and updating the medical listings, updating vocational policy to reflect market changes (including
developing ways of more effectively measuring the physical and mental requirements of jobs that exist in the
national economy), and improving training of Disability Examiners.
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Addressing the Service Challenges Through Programs that Provide Support to People with

Disabilities

SSA serves adiverse population of people with disabilities through the DI and SSI programs. SSA’s beneficiaries
represent various age groups and have different impairments, levels of education, work experience, and capacities
for working. Many cannot work at all or on a sustained basis. Many, however, can work part-time or full-time with
reasonable accommodations, with or without ongoing supports. The Agency isworking to ensure that all
beneficiaries with disabilities have the opportunity to learn and develop skills that could enable them to return to
work. The strategies for increasing employment for people with disabilities are guided by and directly support the
President’ s New Freedom Initiative.

SSA’s Success In Increasing Employment Will:
= |ncrease the number of people with disabilities who are working.

= Result in an important contribution to the economy through the talents
and earnings of these people.

The Comprehensive Work Opportunity Initiative represents the Agency’ s overarching strategy to assist people with
disabilities who want to become more self-sufficient through employment. SSA recognizes that while many people
may want to return to work, there are multiple barriers that may hinder employment. Barriers such asthe:

e Lack of accessto training and employment services;

e Lossof ongoing employment supports,

e Lossof employment and difficulty with benefit reinstatement;

e Premature loss of benefits;

o Work related overpayments;

e Cash dliff (abrupt discontinuation of disability insurance benefits after an earnings threshold is reached);
e SSl asset limits; and

e Physical consegquence of delayed access to health care which may prevent a person from achieving their goa of
economic self-sufficiency.

Most people with disabilities, who want to work, face more than one barrier, often three, four or more. To
effectively assist them, Social Security isaddressing all barriers. To leave just one barrier standing isto keep a
person on benefits from working.

The Comprehensive Work Opportunity Initiative addresses these underlying issues through a three-pronged
approach. First, the Agency is continuing to market and strengthen the Ticket to Work program. Second, the
Agency is designing, implementing, and eva uating demonstration projects aimed at supporting the efforts of people
with disabilities who wish to enter or re-enter the workforce. For many of these projects, SSA isworking in
conjunction with other Federal and State agencies, such as the Department of Education and the Department of
Labor, to provide support across a broad range of areas. Third, the Agency is continuing to develop and offer
appropriate legislative and regulatory proposals aimed at encouraging beneficiaries and Employment Networks
(qualified private or public entities or groups that enter into an agreement with SSA under the Ticket to Work
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program to coordinate and deliver employment services to beneficiaries with disahilities) to participate in work
incentiveinitiatives.

Comprehensive Work Opportunity Initiative: Overcoming Multiple Barriers to Employment

Psychological Impact of the Disability Process .\

New Disability
Process
Regulation

Accelerated
Benefits
Demonstration

Lack of Access to Training and Employment Services

Loss of Ongoing Employment Supports Stay-in-School
Ongoing Regulation
Medical Support
Demonstrations Job Los_s and Difficulty of
Reinstatement
Work Activity/
Early . CDR Regulation
Intervention ‘.'
Demonstration Work
Work Related Revised
Ticket to Work
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= / DI Cash Cliff and SSI Asset Limits N\ [ one-Stop
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Youth L] / \ Navigators
Transition L \
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Prevention
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Ticket to Work Program

The Ticket to Work program directly supports the President’ s New Freedom Initiative to expand employment
opportunities for Americans with disabilities. The program provides beneficiaries with disabilities expanded options
for accessing employment services, vocational rehabilitation services, and other support services to help them work
and reach their employment goals. Tickets have been mailed out to more than 10 million beneficiaries nationwide
and in the United States territories. Tickets continue to be sent to approximately 85,000 new beneficiaries each
month as they are added to the disability rolls. Since the rollout began in 2002, more than 147,000 beneficiaries
have used their Tickets.

In May 2003, SSA contracted for an independent and comprehensive five-year evaluation of the Ticket to Work
program. Already, the Ticket evaluation has provided SSA with important feedback on the effectiveness and
potential of the Ticket program. Key evaluation findings provided crucia guidance and were used to propose
regulatory changes to strengthen the Ticket program.

In September 2005, SSA published a Notice of Proposed Rule Making to strengthen the Ticket to Work program.
The changes would improve the overall effectiveness of the program in assisting people with disabilities who want
to become more economically self-sufficient through employment. The proposed changes would:

e Expand the population of people eligible for Tickets to include those who are expected to improve medicaly;

e Modify therules for Ticket assignment to enable beneficiaries to take advantage of a much broader combination
of services from both Vocational Rehabilitation agencies and Employment Networks; and
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e Modify the Employment Network payment systems to accel erate the payment period to Employment Networks
serving DI beneficiaries, and increase the incentive for small or undercapitalized providers to participate as
Employment Networks. There are two methods of payment an Employment Network can select at the time it
enters into an agreement with SSA: the outcome payment system and the outcome-milestone payment system.
The outcome payment system provides a schedule of payments to Employment Networks for up to 60 months
(which do not have to be consecutive) per Ticket in which the beneficiary does not receive Socia Security
disability benefits or Federal SSI cash benefits because of work or earnings. For the outcome-milestone
payment system, there are four milestones for which the Employment Network can be paid. The milestones
must occur after the date on which the Ticket wasfirst assigned and after the beneficiary starts work.

The Agency has numerous promotional activities underway to increase participation in the Ticket to Work program
through:

e  Encouraging Employment Networks and prospective Employment Networks to assist disability beneficiariesin
finding and holding jobs;

e Conducting outreach and marketing activities to educate the public about programs and services that facilitate
entry into the workforce; and

e Partnering with other public and private groups to remove employment barriers for people with disabilities.

Full implementation of the Ticket to Work and Work Incentives I mprovement Act also involves two complementary
programs:

Benefits Planning, Assistance and Outreach (BPAQO) Program: The community-based BPAO program
continues to provide work incentives planning and assi stance to those beneficiaries with disabilities, conduct
ongoing research efforts to those beneficiaries potentially eligible to participate in Federal and State work incentive
programs, and work in collaboration with Federal, State, and private agencies and nonprofit organizations serving
beneficiaries with disabilities. Through FY 2006, 113 projects successfully provided the full range of benefit
planning servicesin al 50 States, the District of Columbia, and the U.S. Territories.

The Social Security Protection Act authorized and extended the program through FY 2009. For the provision of
services through FY 2009, SSA issued a new nationwide, competitive Request for Applications for the Work
Incentives Planning Assistance (WIPA) Program which replaced the BPAO Program when the cooperative
agreements were awarded on September 30, 2006. Thisimproved program places a new emphasis on return-to-
work support and jobs for beneficiaries. The WIPA awardees will work with One-Stop Career Centers, Disability
Program Navigators, Employment Networks, VVocational Rehabilitation agencies, and the Program Manager for
Recruitment and Outreach. Also, to ensure quality services for beneficiaries, the Agency is developing aregistry to
ensure that awardees hire and retain qualified Community Work Incentive Coordinators.

Protection and Advocacy for Beneficiaries of Social Security (PABSS) program: Nationaly, 57 PABSS
projects provide a broad range of advocacy-related servicesto beneficiaries with disabilities. Theseinclude
providing information and advice about obtaining vocational rehabilitation and other related employment services,
and advocacy or other services that a disabled beneficiary may need to secure, maintain or regain gainful
employment. The Social Security Protection Act reauthorized and extended the PABSS program through FY 2009.

Demonstration Projects

As part of the Comprehensive Work Opportunity Initiative, SSA’s demonstration projects and other innovative
initiatives test strategies to increase opportunities and break down potential barriers for people with disabilities who
wish to enter or re-enter the workforce. The following website provides more in-depth information regarding each
of the demonstration projects described below: www.social security.gov/disabilityresearch.
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Initiatives Included in Disability Service Improvement

Accelerated Benefits Demonstration: This project, scheduled to begin in Spring 2007, will provide immediate
health benefits and employment supports to certain newly-hired DI beneficiaries who have medical conditions that
are expected to improve (or could possibly improve within two to three years) with access to appropriate medical
care. Under current law, most DI beneficiaries must wait 24 months after cash benefits begin before they become
entitled to Medicare. The demonstration project will test whether providing immediate health benefits, followed by
appropriate employment supports, might improve the health and return-to-work outcomes for these beneficiaries and
improve their self-sufficiency through employment. The project will also help SSA determine the costs and benefits
associated with providing immediate medical benefits to these beneficiaries.

Youth Transition Demonstration: SSA has cooperative agreements to assist young SSI and DI beneficiaries
(ages 14-25) to successfully transition from school to employment and ultimately to economic self-sufficiency. The
projects provide a broad array of transition-related services and support for participants. Projects will continue to
provide services through 20009.

Benefit Offset Demonstration: Thisdemonstration will allow SSA to test the effect and cost of asliding scale
benefit offset for DI beneficiaries and applicants. Under thistest, disability benefits would be reduced $1 for every
$2 a DI beneficiary earns above a certain threshold. Under current rules, a beneficiary will lose DI entitlement and
cash benefits after earning a substantial income for nine months. This potential |oss of benefits and eventually the
corresponding access to Medicare benefitsis thought to discourage many beneficiaries from attempting to work.
The study will include an early intervention model which will test whether providing supports and services to
disability applicants would reduce entry into the Social Security disability program and result in improved
employment, earnings, and other outcomes for people with disabilities. As of the end of July 2006, 608 participants
were enrolled in four pilot States - Connecticut, Utah, Vermont, and Wisconsin. Findings from this pilot will
provide information for the Benefit Offset National Demonstration, which is scheduled for implementation in 2007.

Other Ongoing Employment Support

Mental Health Treatment Study: Thisstudy istesting the effect that better access to treatment and rehabilitation
services has on outcomes such as medical recovery, functioning, employment, and benefit receipt for DI
beneficiaries with schizophrenia or an affective disorder as a primary impairment. The study uses provider networks
that offer arange of integrated mental health disorder treatments (psychotherapeutic and pharmaceutical) and
employment supports. The project provides an individualized, comprehensive care and support plan for each
participant. The participant enrollment process began in September 2006.

California Human Immunodeficiency Virus/Auto Immune Disorders Demonstration Project: This project
to be implemented in four California counties will provide support services and private health benefits to current
Social Security Disability Insurance beneficiaries with adiagnosis of HIV/AIDS, immune disorder, and/or auto-
immune disorder. Participating beneficiaries will receive a health benefits package and comprehensive employment
support service coordination. An Expert Medical Unit will also be established to ensure that project participants are
receiving the medical, vocational, and psychosocial services required to address the multiple issues inherent with
these diagnoses. Each enrolled beneficiary will be assessed to determine the type of services and/or interventions
needed for a sustained and successful return to work. Results derived from this demonstration project will help SSA
to determine if such interventions can help beneficiaries achieve afaster and sustained return to work.

Other Initiatives

Disability Program Navigator (Navigator): Navigator, a cooperative project with the Department of Labor
(DOL), provides seamless employment services to people with disabilities seeking to enter or re-enter the
workforce. Navigatorswork in DOL’s One-Stop Career Centers administered by the State Workforce Investment
Boards. They provide acritical link to the local employment market and facilitate access to programs and services.
The establishment of these centersis now completed. SSA has discussed with DOL the option of including the One-
Stop Centersin the design of the Benefit Offset Demonstration project.
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Leqgislative and Requlatory Changes

In addition to the changes to the Ticket to Work program, SSA has implemented and proposed several regulatory
changes aimed at breaking down barriersto work. (See chart on page 30.) SSA’s proposed work activity/CDR
regulation modifies rules regarding CDRs for some beneficiaries to remove the potential disincentive of work
activity. The Agency’srecent final regulatory changes to remove barriers to employment include: 1) the Stay-in-
School Regulation and 2) the Expedited Reinstatement Regulation. The first allows the continuation of benefit
payments to certain participants in a program of vocational rehabilitation services, employment services, or other
support services and extends ligibility for continuing benefits to students age 18 through 21 who have an
individualized education plan. The second provides an expedited process for benefit reinstatement if a former
disability recipient is no longer able to work.

Automation Initiatives

Overpayment prevention is an ongoing initiative aimed to prevent or minimize overpayments for disability
beneficiaries. SSA has undertaken several automation initiatives including the Disability Control File, eWork,
expanding access to the Office of Child Support Enforcement’ s earnings information, reporting wages via telephone
during the Monthly Wage Reporting pilot, and using automated earnings verification procedures. These combined
effortswill alow the Agency to identify and verify earnings more quickly, maintain control of work activity
workloads more effectively, increase the efficiency of SSA’s disability work-related work processes, and obtain
better management information. 1n addition, SSA has been issuing report receipts while devel oping awork report
database. This allowsthe Agency to maintain control of work reports from inception through the final
determination process.

Addressing the Service Challenges Through Use of Technology

Advances in information technology are essential in meeting the Agency’ s future productivity challenges. The
Social Security Advisory Board noted that the combination of dramatic workload growth and SSA’s employee
retirement wave “will place extraordinary pressures on the Agency to meet the public’s need for service.” Inthe
face of these challenges, adopting technological solutionsis essential to maintaining efficiency and supporting
Agency employees who deliver the level of service the American public has come to expect.

Through SSA’s Initiatives To Improve Service Through Technology,
The Agency :

e Provided the public with easy and efficient access to SSA services
without leaving their homes or workplaces, ultimately saving time and
resources for the public.

e Improved Agency productivity and service through increased
processing efficiencies.

e Conserved OASDI Trust Funds and general revenue monies.

SSA continually assesses the service needs of the public to determine how the Agency can meet those needs
appropriately, efficiently and in atimely manner. An essential element in this processis the active public
involvement in determining the form and content of needed services. To maximize the availability of automated
telephone and Internet service, SSA takes advantage of technological advances and related policy changes that
respond to the public’s needs. Improvements in electronic service options benefit the public, whether they receive
services through Agency employees or through the Internet or automated telephone services.

SSA’s Executive Steering Committee ensures cost-effective electronic service delivery by guiding decisions
regarding enhancements to the Agency’ s e-Government services. Although new services are added, the primary
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objective is to enhance the functionality and the usability of current applications. Specific projects and services will
be selected based on sound business case justifications.

The PMA requires Federal agencies to use modern technology to provide high-quality service, improve access to
services, and reduce costs. SSA is committed to achieving the goals of expanded electronic Government while
ensuring the security of its information infrastructure. By improving systems security and controls, the Agency can
use current and future technology more effectively to fulfill the public’s need.

With the increased volume and sophistication of online Governmental and private transactional applications, public
expectations for Internet services continue to grow. These applications allow people to complete their business at
theinitial point of contact. The Agency continues to expand use of these services by improving their availability,
encouraging the public to use the Agency’ s Internet website, and partnering with other Governmental and private
entities to promote integrated service delivery.

For the foreseeable future, automated tel ephone service will remain one of the Agency’s most important and
effective service channels. The Agency has taken steps to automate more calls and to minimize the time it takes a
caller to select a particular service. The implementation of speech recognition technology has reduced the time
callers spend navigating through menu prompts and has reduced the Agency’ s manual workloads.

Electronic Service Delivery That Benefits the Public

Expanded electronic service delivery iscritical to the ambitious goa of keeping up with growing core workloads.
SSA continuesto make it easier for people and organizations to get the service they need at its website --
www.socialsecurity.gov. SSA hasimplemented several strategies to gather more feedback in order to gain better
insights about users of itsweb services. As part of this effort, SSA uses the American Customer Satisfaction Index
(ACSI) online surveys on its website where both application and information pages are measured for satisfaction. In
the September 2006 ACSI, the Internet Social Security Benefits Application and the information page “Help with
Medicare Prescription Drug Plan Costs’ received the highest scores among government websites. SSA’s websites
have an average satisfaction score of 80, outperforming the government index by six percent.

Specific strategies and activities for improving service delivery

Allowing Access to Online Services with Existing Identity Credentials: SSA has been piloting the use of
existing identity credentials (e.g., PIN/Passwords issued to citizens by athird party) to access some of Social
Security's online services. Thisfirst phase of the pilot, referred to as E-Authentication, allows people holding a
credential issued by atrusted financial ingtitution to start or change their direct deposit using the SSA Internet Direct
Deposit application. The online application has continued to operate successfully since it wasimplemented in
October 2005. SSA has aso completed the development, and will soon implement, a second web-based application
- Change of Address.

Promotion of the Agency’s Website: SSA’s Office of Communications continues to implement a national
marketing plan to promote the Agency’swebsite. In addition, Regional offices are encouraging third parties, such
as large employers and medical institutions, to promote use of SSA’s website throughout their communities.
Furthermore, SSA is redesigning its home page, compiling like items under “drop down” menu windows and
rearranging some of the most important items to appear in more eye-catching areas.

Use of Video Technology: SSA uses video technology to take claims and provide other services in three western
States - North Dakota, Wyoming, and South Dakota. This serviceisin addition to the video hearings offered by the
Office of Disability Adjudication and Review. SSA has entered into ajoint venture with the University of North
Dakota, the General Services Administration, local Government, and tribal |eaders to establish video networks.
Many people live in remote areas of the United States and have restricted access to SSA Field Offices. The video
sites offer many of the services provided in aField Office. SSA plansto expand the video network to provide
additional sites and services. Locationsin Montana are being considered, as well as establishing links between
claimants and State DDS. The number of claims taken has increased significantly in areas offering video
conferencing. Through video technology, SSA is better serving the public.
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Enhancement of Security Program: While SSA implemented all Federal Information Security Management Act
(FISMA) major program requirements within 18 months after the enactment of FISMA in December 2002, the
Agency continues to evaluate and enhance its security program annually. A Congressional report card rates SSA’s
computer security efforts as among the best in Federal Government. The report issued by the House Government
Reform Subcommittee on Technology Information Policy, Intergovernmental Relations and Census gave SSA an
“A+" grade. Thiswas one of the highest among Federal agencies, with grading based upon the FISMA reporting
requirements.

SSA has now developed a stringent and comprehensive FISMA Certification and Accreditation program to ensure
that it continues to improve its FISMA security programs annually. Thisinvolves human resources from various
Agency components.

In addition to providing easier access to information, expanded el ectronic service delivery is critical to keeping up
with growing workloads and providing moretimely service. SSA developed a portfolio of servicesto provide
online transactions and increased opportunities for the public to conduct Agency business electronically in aprivate
and secure environment.

Accomplishments in Electronic Service Delivery

Internet Social Security Benefit Applications: Such applications alow the public to apply for Social Security
retirement, spouse, and disability benefitsonline. As of September 2006, 334,900 applications for Social Security
benefits were submitted online through secure Internet connections.

Improved Speech Recognition through SSA’s Automated 800-Number Service: Thisimprovement alows
people to select and interact with an automated program by selecting options and responding to questions orally
instead of using the numeric keypad on the telephone. Speech enabled automated tel ephone applications allow
callers to conduct business and obtain programmatic related information. In FY 2006, there were 10,780,381
transactions for speech enabled automated applications, such as requesting replacement Medicare cards, proof of
income letters, change of address, and direct deposit applications as well as requesting other forms and publications.
This enhanced service increased network call handling capacity as more calls are handled via automated services.

Electronic Services for Current Beneficiaries: These services include requests for changes of address and direct
deposit arrangements, replacement Medicare cards, proof of income letters, and replacement Internal Revenue
Service (IRS) Form 1099. Cumulatively, the Internet and 800-number speech recognition service features handled
over 12 million transactionsin FY 2006.

Services for the General Public: These services include the Benefits Planner, Online Social Security Statement
Request and Benefit Eligibility Screening Tools, which provided servicesto over 5 million website visitors as of
September 2006.

Medicare Part D Subsidy Applications: These applications are available online to Medicare beneficiaries with
limited income who want to apply for subsidized prescription drug coverage. The subsidy determination process
can also be completed electronically using automated processes and computer matching operations. As of the end of
September 2006, more than 5.5 million people applied for the extra help available for Medicare prescription drug
costs. The extra help will pay most of the cost of monthly premiums, annual deductibles and prescription co-
payments—an average of $3,700 per person in extra help per year.

Screen Pop: Screen Pop isanew application that SSA launched this year which provides Teleservice
Representatives (TSRs) with quicker access to information. When a person calls the 800-number, a TSR must
verify the identity of the caller before disclosing information or making changes to SSA records. Prior to Screen
Pop, the TSR had to manually enter the caller’s Social Security Number (SSN) and then use the caller information
screen to process the call. Screen Pop allows callers to enter their SSN on the telephone keypad prior to speaking to
aTSR. Screen Pop will fill-in acaller’s SSN to the call information screen, which contains basic information from
the caller’s SSA records and assists the TSR in processing the call. If the caller does not enter an SSN, their call is
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then routed to the next available TSR who will manually complete the call information screen. Through the
technology of Screen Pop, TSRs provide more timely service to callers.

Electronic Service Delivery That Benefits Other Agencies

SSA’sinitiatives have improved not only service to the public, but also Government-wide services. By establishing
partnerships with other agencies, SSA and other Government agencies share best practices and find solutionsto
common problems. In further support of the electronic Government initiative, SSA participatesin 19 of the 24
Presidential electronic Government initiatives and holds lead responsibility for one of these, €Vital.

The eVital vision is to automate the current paper-based, manually intensive process used by health professionals,
State registrars, and Federal agenciesto report and obtain vital recordsinformation. One project, Electronic Death
Registration, is an online real-time system that facilitates the timely registration of deaths by automating the current
paper-based processes used to collect, process, analyze, and disseminate death information. SSA currently receives
death data via Electronic Death Registration from 14 States, the District of Columbia and New Y ork City. Seven
additional States are in various phases of implementation. The Agency awarded funding to nine additional Statesin
FY 2006.

SSA continues to support the Department of Health and Human Services (DHHS) in implementing the Intelligence
Reform and Terrorism Prevention Act (IRTPA) provisions related to minimum standards for birth certificates. Asa
result of the passage of the IRTPA, the Electronic Death Registration project is being transitioned to DHHS since
provisionsin the legidation give DHHS the authority to award grants to the States to computerize birth and death
records, match birth and death records within and among States, and to note the fact of death on birth certificates of
deceased persons. IRTPA also requires DHHS, in coordination with the States and other Federal Agencies, to
develop minimum standards for birth certificates. When the minimum standards go into effect, no Federal agency
may accept a birth certificate that does not meet these standards. SSA isworking with DHHS to devel op these
standards since this aspect of IRTPA will affect the Agency’s evidentiary requirements.

SSA has numerous agreements in place to exchange data with other agencies to ensure that programs across
Government agencies are administered fairly and accurately. These agreements allow SSA and other agenciesto
provide timely, seamless service to the public.

Current Data Exchanges

State Motor Vehicle Administrations: SSA has entered into agreements with the State Motor Vehicle
Administrations to verify the name, SSN, and date of birth for drivers' licenses and State issued identification cards.
SSA also provides, through the Motor Vehicle Administration in each State, a method for verifying the name, date
of birth and last 4 digits of an SSN for people who do not have adriver’s license or State issued identification card.
SSA has entered into agreements with the States to provide these verifications through the American Association for
Motor Vehicle Administration in response to the Help America Vote Act of 2002.

Other Agencies: Medicare Modernization Act matches have been negotiated with the Internal Revenue Service,
Department of Veterans Affairs, Railroad Retirement Board, Health and Human Services/Office of Child Support
Enforcement, Bureau of Public Debt, Treasury and the Office of Personnel Management for income verification to
determine subsidy €ligibility for the new Medicare Part D (Prescription Drug coverage) premium. SSA is
responsible for collecting information regarding an applicant’ s income and resources to determine whether the
applicant is eligible for a subsidy, and if so, the percentage of the subsidy.

Department of the Treasury and Financial Institutions: The National Direct Deposit Initiative is a data
exchange with the Department of the Treasury and financial institutions to increase direct deposit enrollment. In
October 2005, the first data exchange was done with a Mississippi bank. SSA identified 4,852 customers who were
receiving Old-Age, Survivors, and Disability benefits via paper checks and who did not have a representative payee.
A direct deposit enrollment form was mailed to them and, as aresult, SSA has now enrolled 9.5 percent of the
selected customers into direct deposit. SSA continues to promote this initiative and to work with Treasury on
outreach and marketing to major banks.
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Electronic Service Delivery That Benefits Emplovyers

SSA made improvements in the electronic service delivery provided to employers and the business community,
resulting in efficienciesin SSA’s operations.

Strategies for Improving Service Delivery to Employers

Electronic Wage Reporting: Electronic wage reporting simplifies the process for businesses by allowing them to
submit employee wage reports online. The W-2 Online internet-based system sends the wage and tax information to
SSA, saving time and money for both the employer and the Agency. The service also includes the AccuWage tool
for businesses that improves reporting accuracy and reduces the volume of error correction and necessary follow-up
contacts. As of mid September 2006, SSA processed 74.7 percent (181 million) of the expected tax year (TY) 2005
W-2s electronically, exceeding its expectations of 70 percent. Also, as of late September 2006, SSA processed over
20,185 tax year 2005 W-2 corrections using the W-2 Correction online service which was implemented in January
2005 as part of the Electronic Wage Reporting process.

SSN Verification Service (SSNVS) and the Basic Pilot Program: Both of these initiatives support Electronic
Service Delivery that Benefits Employers as well as the Employee Verification Programs. A detailed description of
both of theseinitiatives can be found on pages 46-47.

The Certificates of Coverage Internet Application: This application allows employers to request proof of
Social Security coverage for their employees working abroad. The Certificate of Coverage issued by SSA serves as
proof that the employer and employee are exempt from Social Security taxesin the other country. This Internet
application eliminates paper form filing, mailing, and processing. In FY 2006, SSA processed atotal of 42,271
requests from employers seeking certification of employee Social Security coverage; 13,558 of these requests were
submitted using the Internet-based application.

Opportunities still exist to make improvements in the el ectronic wage reporting service. By the end of the year, SSA
will eliminate the use of tapes, cartridges and diskettes in an effort to increase el ectronic reporting over the Internet.
This coincides with SSA’s plans to accommodate more business by way of the Internet, improve earnings products
and services for employers and employees, and improve the earnings establishment, correction and adjustment
processes.

Strategic Goal 2: STEWARDSHIP

To protect the integrity of Social Security programs through superior
STEWARDSHIP

STEWARDSHIP Challenges:
e Integrity of the Supplemental Security Income Program

Improper Payments

e Social Security Number Integrity and Protection

e Interna Control Environment and Performance Measures

e Strengthen Controls to Protect the Personal Information SSA Develops and Maintains

e  Critical Infrastructure Protection and Systems Security
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STEWARDSHIP Strategic Objectives that Address the Challenges:

e Detect and Prevent Fraudulent and Improper Payments and Improve Debt Management

e  Strengthen Integrity of the Social Security Number | ssuance Process to Help Prevent Misuse and Fraud of the
Social Security Number and Card

o Ensurethe Accuracy of Earnings Records so that Eligible People Can Receive the Proper Benefits Due Them
e Manage Agency Finances and Assetsto Link Resources Effectively to Performance Outcomes

PMA Initiatives Related to STEWARDSHIP:
o Competitive Sourcing

Improved Financial Performance

Budget and Performance Integration (including PART requirements)

Eliminating Improper Payments (Program Initiative)

e-Government

Addressing the Stewardship Challenges Through Detecting and Preventing Fraudulent and

Improper Payments and Improving Debt Management

This objective encompasses SSA’ s efforts to ensure that the Agency pays the right person the right amount. It
includes activities for detecting and preventing payment error and fraud, and extends to recovery of overpayments
and payment restitution.

Social Security’s payment error rate for the Old-Age, Survivors, and Disability Insurance (OASDI) program is
extremely low —alittle less than one-half of a percent with respect to overpayments and alittle less than two-tenths
of apercent with respect to underpaymentsin FY 2005. Despite these low error rates, the Agency is committed to
further reducing them, because in a program the size of Social Security each one-half of a percent increasein
payment accuracy equates to $2.6 hillion of error prevented.

SSA’s Initiatives To Detect, Prevent, And Collect Fraudulent And
Improper Payments:
e Ensure that the public receives the benefits they are due.

o Assure taxpayers that OASDI Trust Fund monies and general revenue
funds are correctly administered and disbursed.

The following discusses how SSA detects, prevents and corrects improper payments. (Also, see the Appendix,
Improper Payment Information Act of 2002 Detailed Report.) In FY 2006, SSA’s benefit payments were $578
billion. Superior stewardship of these dollarsis one of the Agency’s primary goals. SSA’s ongoing and broad-
based stewardship efforts begin with training employees to administer technically complex programs and end with
quality assurance reviews and outcome analyses of performance measures. These efforts are critical to eliminating
improper payments. The PMA program initiative, Eliminating Improper Payments (see page 54), is addressed by
this strategic objective.
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In FY 2006, SSA targeted initiatives that have the most potential to improve the integrity of the Agency’s programs
across three fronts: improper payment detection; improper payment prevention; and debt collection - recovery of
overpayments. Particular emphasis has been given to improving the more administratively and technically complex
and more error-prone Supplemental Security Income (SSI) program. Some of these initiatives are discussed in
greater detail below:

Detection and Prevention Activities

Pre-Effectuation Review

On February 8, 2006, the President signed the Deficit Reduction Act of 2005. It requires Social Security to conduct
reviews of a specific percentage of SSl initial disability and blindness cases of people aged 18 and older that are
allowed by the State Disability Determination Services (DDS). The provision was phased in beginning April 2006.
In FY 2007, the review requirement will be 40 percent; for FY's 2008 and thereafter, 50 percent of all DDS
allowances will be reviewed. SSA projects that these pre-effectuation reviews will save approximately $490 million
over 10 years. By the tenth year, projections are that these reviews will have identified and prevented improper
payments in approximately 25,000 SS| disability and blindness determinations.

Medical Continuing Disability Review (CDR)

These reviews, which determine whether beneficiaries continue to be entitled to benefits based on their medical
conditions, help ensure the integrity of the disability program. The Agency has made progressin its efforts to
improve the CDR profiling process and procedures. Profilesidentify for review those cases where medical
improvement is much more likely. Those reviews dealing with severe impairments can be processed with alimited
amount of contact that investigates only if there has been a change in the person’ s condition or work activity. CDRs
have proven to be cost-effective, returning more than $10 for each $1 spent on this workload. Recognizing the
financial return-on-investment, one of the Agency’s long-term objectivesisto reduce its backlog of cases requiring a
CDR, which is contingent on annual funding.

eWork System

Work CDRs are used to develop and evaluate the worth of the beneficiary’ s earnings to determineif disability
benefits should continue or cease. The éWork system, implemented nationwide in December 2004, provides a
means of controlling and processing reports of work and earnings made by people receiving disability benefits. The
system allows for improved coordination between Field Offices, enabling earnings information to be recorded at the
point-of-contact, thereby reducing the occurrence of overpayments. The eWork system allows SSA employeesto
process work CDRs more efficiently, timely and accurately. The application provides improved management
information and tighter controls on the work CDR process.

SSI Non-Disability Redeterminations

These redeterminations are used to detect and prevent SSI overpayments and underpayments. Required by law, the
redeterminations are periodic reviews of non-medical factors of SSI eligibility. In FY 2006, nearly 1.1 million SSI
recipients had their eligibility reviewed at some point during the year. The estimated benefits from the FY 2005
redeterminations totaled nearly $1.5 billion in overpayments collected or prevented and amost $1.1 billionin
underpayments paid or prevented. SSI non-disability redeterminations have proven to be cost-effective, returning
more than $7 for each $1 spent on thisworkload. Recognizing the financia return-on-investment, one of the
Agency’s long-term objectivesis to reduce its backlog of cases requiring a SSI non-disability redetermination,
which is contingent on annual funding.

eRz

The eRZ (electronic redeterminations) project will assist the Agency in avoiding overpayments and erroneous
payments to ineligible beneficiaries through quicker and more aggressive actions taken in error-prone and
problematic workloads. Scheduled redeterminations are selected depending on an assigned error profile or
likelihood of changes in circumstance that may affect either a person’s or a couple’ s SSI payment eligibility or
payment amount. These redeterminations are profiled and ranked according to the probability of error. Currently,
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Claims Representatives at Field Offices handle high-error profile redeterminations through face-to-face or telephone
interviews. SSA’seRZ project is developing a mailer for high error profile redeterminations to enable these
redeterminations to be handled electronically. The proposal calls for a phased-in approach with 60,000 mailers sent
out in October 2006 and full implementation to occur in October 2007.

Computer Matching Activities

SSA’s extensive computer matching programs ensure that benefit entitlement status and payment amounts are
accurate. These automated matches are done on an ongoing, periodic basis (usually monthly) and alert SSA to such
events as nursing home admissions, changes in prisoner status, deportation, and recent employment of people paying
child support.

Information and data exchanges between SSA and other Government agencies result in programmatic and
administrative savings of over $2 billion each year. Data exchanges currently being used include the:

“Secondary Payer” Match: This match involves the Internal Revenue Service (IRS), SSA and the Centers for
Medicare and Medicaid Services (CMS). The three agencies share pertinent data, allowing CMSto identify
Medicare beneficiaries eligible for private health insurance through a spouse’ s employer and allowing for recovery
of Medicare payments from the primary carrier. This provides better health insurance coverage for the beneficiary
along with lower costs to the Government.

Veterans Administration Benefit Match: This match allows SSA to determine if an SSI recipient isalso
receiving aVeteran's pension or compensation, since SSI payments are reduced for other types of income. It also
detects changes to the Veteran’ s benefit that allow earlier offset to the SSI payment.

Social Security/Railroad Retirement Board Match: This match allows for automatic exchange of eligibility
information needed by both programs.

Department of Labor and Social Security Exchange: This exchange facilitates data sharing between State
Workforce Agencies and SSA. The exchange permits SSA Field Office employees to obtain unemployment and
wage dataonlinein 35 States. State Workforce Agencies obtain Social Security Numbers and payment data based
on agreementsin 15 States. SSA started exchanging data in September 2004.

IRS Match: SSA receivesinformation about unearned income for use in the SSI program. This match alone saves
the SSI program over $47.9 million per year.

Unreported Wages as a Source of Improper Payments

Unreported wages have been the second |eading cause of improper payments for the last 5 years.

Reci pient/representative payee failure to provide an accurate and timely report of wages was the magjor factor in
wage-related improper payments, occurring in 89 percent of overpayment dollars. SSA is addressing thisissue
through the two wage reporting pilots described below.

Telephone Wage Reporting Pilot: SSA seeks to reduce improper payments in the SSI program by testing various
methods of providing the public with aquick and easy way to report earnings changes. The Telephone Wage
Reporting Pilot is designed to allow SSI recipients and other persons whose income may affect benefits and
eligibility to report wages viathe telephone. The phone system allows the SSI recipient to report wages either orally
using voice-recognition software or by using the phone keypad. It also produces areceipt to recipients with the
reported wage amount. Timely reporting of wage changeswill help SSA issue more accurate payments to recipients.

Software for the current Telephone Wage Reporting Pilot was completed in mid-December 2005. Users reported
their wages from January through September, 2006. After aformal evaluation, a decision will be made on making
the system available on awider basis.
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Mid-America Program Service Center (MAMPSC) Wage Reporting Pilot: A separate Centralized Monthly
Wage Reporting Test was conducted during calendar year 2005 and 2006 in the Mid-America Program Service
Center. The purpose of this pilot was to determine if SSI payment accuracy could be improved by processing wage
reports at a centralized site. The Kansas City Regional Office of Quality Performance was involved in the
evaluation. Evaluation of the pilot showed that the participation rate of the wage reporters and the accuracy of
ongoing SSI payments can be improved by identifying potential reporters and then controlling and following-up on
missing reports. Evaluation of the pilot showed that a centralized process does not improve the timeliness of
handling earnings reports. As aresult, when the centralized pilot ended in September 2006, the wage reports
formerly handled by the Mid-America Program Service Center began to be processed by Field Offices. The Agency
is reviewing the current SSI wage reporting process with agoal of developing recommendations for the
establishment of anational structured wage reporting process. Each region will develop a customized plan which
may include centralized units within the region.

Automation of the Federal Fugitive Felon Database

SSA recently implemented the Fugitive Felon SSA Control File. The Fugitive Felon SSA Control File automates a
former manual process and is used to record, monitor, and control warrant information received from law
enforcement agencies. A person avoiding prosecution for afelony, avoiding confinement after conviction of a
felony, or who violated a condition of parole or probation is not eligible to receive Social Security or SSI benefits.

A fugitive felon is also prohibited from serving as arepresentative payee. A separate software program, the Fugitive
Felon Automated Processing, is used to monitor SSI beneficiaries. SSA’s Office of the Inspector General and other
SSA components work together in the Fugitive Felon program to identify and take action against fugitive felons and
parole or probation violators who are collecting benefits. Since the inception of this program in 1996, the Office of
the Inspector General has identified over 303,000 fugitives receiving SSI or OASDI benefits or acting as
representative payees. As of June 2006, investigations have resulted in the apprehension of more than 41,500
fugitives. The Fugitive Felon SSA Control Fileis helping SSA make more timely suspension decisions, detect fraud
and prevent erroneous payments.

Access to Financial Information

By law, SSA can now obtain a permanent authorization to verify any financial account information for SS|
applicants/recipients or people whose resources are material to SSI eligibility, e.g., aspouse. Thisisnow a
condition of SSI dligibility. Starting in November 2006, SSA will begin collecting authorizations to access financial
records, allowing the Agency to identify individuals with undisclosed bank accounts, or accounts that exceed SSI
program resource limits. Through this program, SSA expectsto eliminate a substantial number of improper SSI
payments caused by excess financial account resources.

Residency Violations

SSA has tested the feasibility and effectiveness of a new process to detect potential residency violations by
examining 6,000 images of SSI checks, looking for those that were endorsed by financial institutions outside the
United States. In addition, the Agency monitors the withdrawal records from automated teller machinesin foreign
countries for SSI recipients receiving their benefits by direct deposit. The Agency also implemented an automated
match with the Department of Homeland Security in July 2005 to notify SSA of people who have left the United
States.

Cooperative Disability Investigation

This program represents one of SSA’s most successful anti-fraud initiatives. Cooperative Disability Investigation
units represent ajoint effort between SSA’s Office of the Inspector General, the State DDSs, and SSA. Currently,
19 Cooperative Disability Investigation unitsin 17 States investigate suspicious Social Security and SS| disability
claims at theinitia claims phase and later, and then report the results of their investigations to the State DDSsto
facilitate accurate and timely decisions. The unit’sreports are also used to pursue criminal, civil, civil monetary and
administrative remedies when fraud or similar fault is discovered. Based on these investigations, SSA is ableto:
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Prevent payments to recipients who are not disabled;

Stop payments for recipients who have disguised or falsified medical improvement or work activity;

Reopen cases and stop payments to recipients who should never have been entitled to disability benefits; and

e Pursue Civil Monetary Penalties or administrative actions.

Since itsinception in 1998, Cooperative Disability Investigation efforts have resulted in preventing over $575
million in improper payments. In addition, Cooperative Disability Investigation units have received more than
19,200 allegations of fraud in the disability programs. The vast mgjority came directly from DDS adjudicatorsin
thefield. Theinvestigative results have been used to support over 10,000 disability related denials or terminations.

Agency Strategies for Recovering Overpayments

SSA uses aggressive debt collection tools to recover delinquent benefit overpayments from former beneficiaries.
SSA refers delinquent debts to the Treasury Offset Program (TOP) to recover debts from Federal tax refunds and
other Federal payments. SSA withholds SSI overpayments from the benefits of persons who become entitled to
Old-Age, Survivors, and Disability Insurance benefits, refers debts to credit bureaus, and requests employersto
offset wages of delinquent debtors. The Non-citizen Benefit Clarification and Other Technical Amendments Act of
1998 authorized cross-program recovery to collect a person’s SSI debt from any Social Security benefits due that
person at the rate of 10 percent of the debtor’s SSA benefit. The Social Security Protection Act of 2004 expanded
“Cost Program Recovery” to alow 100 percent withholding from underpayments and withholding of SSA debts
from SSI benefits. Additionally, SSA’s strategy for increasing the recovery of overpayments includes the following
initiatives:

e Building a scoring system that prioritizes unresolved debts. Thiswill help to balance debt workloads with
operational resources. It will also ensure that these resources are expended on the debt that has the most
potential for recovery; and

e Providing SSA operating components with atool that organizes debt information more efficiently for individual
case processing and better workload management. Thistool, OP-WIZ, isnow in use in Field Offices and
Program Service Centers. A new tool is being developed specifically for use in contacting debtors by
telephone.

Agency Strategies for Debt Collection

To monitor debt recovery performance, SSA created a performance measure that characterizes the debt owed to the
Agency in terms of the recovery status of the debt, i.e., the proportion of the debt being recovered either by
withholding benefits or by payments made by the debtors.

Theresidual debts are categorized into one of three additional classifications. New Debts are those debts which have
been detected within the past 60 days. This corresponds with the amount of time they are afforded to exercise their
due process rights. Debts Under Appeal are those debts where the debtor has filed an appeal, reconsideration or
waiver request, and for which the determination is pending within 90 days of the request. Debts Not in a Collection
Arrangement includes all those debts that have not been written off and do not fit into the other categories. These
are essentially the debts which require some action on the part of the Agency to either get them into a collection
arrangement or to write them off.

This measure focuses on the desired status of pending debts, recognizing that there is some level of debt that is not
yet at the point where it is subject to being in a collection arrangement, i.e., new debt and debt under appeal. It
represents the desired actions that should be taken on pending debts, collections, a collection arrangement, or a
write-off. Collections and write-offs influence the measure by reducing the size of the universe of debts being
measured, while new collection arrangements increase the percent of debt relative to the performance target.
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Write-offs are intended to identify those debts that will not be collected by refund and for which continued
application of resources to collect by refund is aloss to the taxpayer. These debts are not subject to a statute of
limitations and are therefore recoverable when these persons return to the benefit rolls. Also, even though they have
been written off, they can till be considered for recovery under the Treasury Offset Program (TOP).

In order to achieve thislevel of performance, SSA uses aggressive debt collection tools. Debts are subject to SSA’s
internal debt collection program that uses automated processes to bill and follow-up with persons who do not set up
repayment arrangements. SSA’s debt collectors pursue those persons who do not respond to automated billing and
follow-up. Delinquent debts are referred to the Treasury Department for inclusion in its TOP. The TOP alows for
recovery of debts from Federal tax refunds and other Federal payments, including Federa pensions. SSA also
withholds payments from debtors in one benefits program who are receiving payments in other SSA administered
programs. In addition, to encourage voluntary repayment, SSA reports delinquent debtors to credit bureaus.
Beginning in FY 2005, SSA began garnishing the wages of delinquent debtors.

In order to improve its ability to recover outstanding debts, SSA either has underway or plans to implement the
following:

e Systems capabilities that will increase the ability to recover debts that are subject to benefit offset when the
debtor is receiving benefits in a program other than the one in which the debt exists; and

e Regulationsto permit SSA to recover debts owed by Federal employees by offset of their salaries.

SSA isexploring other ways to implement additional debt recovery tools. Among them are: interest charging;
private collection agencies; and use of Treasury’s collection centers.

Addressing the Stewardship Challenges Through Improvements to the Social Security

Number (SSN) Assignment and Issuance Process

The process of assigning and issuing SSNs (known as enumeration) is a core Agency function. The original purpose
of the SSN was to enable SSA to keep an accurate record of earnings covered under Socia Security and to pay
benefits based on those earnings. The Socia Security card provides awritten record of the number that has been
assigned to the individual so that employers can accurately report each worker’s earnings. Although SSA’s purpose
for assigning a number and issuing a card has not changed, the use of the SSN as a convenient means of identifying
records in large public and private systems of records has increased over the years. The cumulative effect has been
that the SSN has become the most widely used records identifier by both Government and the private sector. An
unintended consequence is that the SSN has also been used by people intent on stealing another person’s identity or
committing SSN fraud. As stewards of the Social Security program, one of SSA’s strategic objectivesisto
strengthen the integrity of the enumeration process. To minimize SSN misuse and protect against identity fraud
SSA continues to strengthen the integrity of the SSN through:

¢ Introducing new policy initiatives;

e Improving automated systems processes,
e Enhancing verification services,

e  Combating identification theft; and

e Collaborating with other agenciesin support of National security.
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Ways SSA Strengthens The Integrity Of The SSN

e Implements robust evidence standards for getting an SSN
e Redesigns enumeration systems to ensure accurate processing

e Works in partnership with DHS to strengthen the Basic Pilot
employment eligibility process

Improving Automated Systems Processes

SSA has developed and implemented automated processes in coordination with other agencies to further strengthen
the integrity of the enumeration process.

Automated Processes

Assigning SSNs to 90% of U.S. Born Children via Enumeration at Birth (EAB): EAB isaprocessfor assigning
SSNs to newborns as part of the birth registration process at the hospital or birthing center.

Assigning SSNs through Enumeration at Entry (EAE) to Adult Permanent Resident Aliens: Based on data
collected as part of the immigration process, SSA and the Department of Homeland Security are discussing
expanding the program to other groups of aliens, such as certain work authorized non-immigrants.

SS-5 Assistant: SSA introduced improved software, known as the SS-5 Assistant, for use by SSA employees to
ensure compliance with SSA’s comprehensive enumeration policies and procedures. The SS-5 Assistant became the
mandatory front-end input mechanism for processing all enumeration actions. The application simplifies the
complex policies and documentation requirements associated with the enumeration workload by determining what
documents, proofs and verifications are needed prior to processing of the application. Use of this application
ensures that the appropriate documentation and third party verifications are completed prior to processing the SS-5,
thereby maintaining the integrity of the SSN.

Introducing New Policy Initiatives

New policy initiatives have been implemented under the Intelligence Reform and Terrorism Prevention Act
(IRTPA) of 2004, PL 108-458. Effective December 17, 2005, SSA:

e Limited the number of replacement SSN cards an individual can receive to 3 per year, 10 per lifetime with
certain exceptions;

e  Established minimum standards for evidence documents or records submitted to establish digibility for original
or replacement SSN cards other than for purposes of enumeration at birth; and

e Required independent verification of any birth record for a person applying for an original SSN including those
under age 1.

Procedural verification requirements increase the accuracy of SSN assignment. Current policy requires:

e Vaerification with the issuing vital records office of all U.S. birth certificates for persons applying for original
SSNs; and

e Verification of immigration documents for all non-citizens and verifying refugees’ documents with the
Department of State (DOS) outside of the EAE process.

SSA

44 FY 2006 Performance and Accountability Report



Enhancing Verification Services

SSA provides over 500 million SSN verifications annually. Of these, approximately 220 million are for State and
Federal agenciesinvolved in income or health maintenance programs. SSA checks death reports as part of the
verification process on requests from employers. Additionally, pursuant to IRTPA, SSA is developing fraud
indicators to be included in verification processes used by employers and State agencies. SSA implemented SSN
verification process changes designed to further improve the Agency’ s service to employers and the wage reporting
process, and to combat SSN fraud.

Verification Process Changes

Death Indicator: The addition of adeath indicator in March 2006 to the verification processes used by employers
and State agencies (required by IRTPA). SSA plansto add death indicators to the remaining verification processes
in 2007.

Expansion of the Social Security Number Verification System (SSNVS): This expansion will allow employers
to verify up to 10 SSNs at a time instantaneously or up to 250,000 with a response returned on the next business day.
Additionally, pursuant to IRTPA, SSA is developing fraud indicators to be included in verification processes used
by employers and State agencies.

Combating ID Theft

SSA policy and procedures protect against identity theft by limiting the disclosure of SSN information to properly
identified individuals and authorized users. SSA encrypts data transmitted to other Federal, State, and local agencies
and has security policies that limit access to sensitive personal information to those who have a “need to know.”
Proceduresin place to limit disclosure of SSN information only to appropriate persons include:

e Not releasing SSNs or any personal information to a caller who cannot provide his or her SSN;
e Displaying only a“truncated” SSN (the last 4 digits of the SSN) on the Social Security Satement; and
e Removing the SSN from checks issued by the Department of Treasury.

Collaborating with other Agencies in Support of National Security
SSA has been working with other agenciesin order to strengthen the integrity of the SSN.

Interagency Task Force: Asrequired by IRTPA, SSA formed an interagency task force to further secure the SSN
card from counterfeiting, tampering, ateration and theft. The task force completed its work, and SSA developed a
plan for producing a new, more secure Socia Security Card, based on the task force requirements. Final execution
of the plan is on hold pending developments on immigration reform which could significantly change the new
Social Security Card.

Timely Posting of Death Information: SSA workswith the Bureau of Vital Statisticsin each State to ensure
timely reporting and posting of death information. Asthe Electronic Death Registration process (see page 36) is
implemented in more jurisdictions and verification processes arein place, this data will be used to further bolster the
integrity of the SSN and associated verifications.

Social Security Card Centers: The Social Security Card Centers, ajoint effort of SSA, SSA’s Office of the
Inspector General, and DHS, strengthen SSN application procedures and ensure that applications are processed with
a high degree of integrity, efficiency and expertise. To improve the Agency’s ability to better serve the public and
maintain the integrity of the SSN, SSA opened Social Security Card Centersin Las Vegas, Nevada and Brooklyn
and Queens, New York. The Agency plans to open additional centers as resources permit over the next several
years, based on SSN workloads and other service delivery factors.
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Addressing the Stewardship Challenges Through Ensuring the Accuracy of Earnings

Records

Maintaining accurate records of earningsis critical to effective stewardship of SSA’s programs and resources. SSA
uses these reported earnings to determine a person’ s eligibility for, and the amount of , retirement, survivors,
disability and health insurance benefits. SSA validates the names and Socia Security Numbers (SSNs) on the Wage
and Tax Statements (Forms W-2) the Agency receives against information in its own records. When an earnings
report contains a name and/or SSN that does not match SSA's records and cannot be resolved, the report cannot be
posted to the correct earnings record in SSA's Master Earnings File. Instead, the report is posted to the Earnings
Suspense File, arepository for unmatched wages. Over the years, SSA has devel oped various tools to assist
employers in verifying an employee’s SSN, so that Social Security can properly credit the earnings record.

SSA’s Actions To Increase The Accuracy Of Earnings Records:
e Ensure that eligible taxpayers receive the full Social Security benefits
to which they are entitled.

e Protect the OASDI Trust Funds by ensuring that benefits are being paid
accurately.

e Increase the public’s confidence in the reliability of the Social Security
system.

Because one of the SSA's most important responsibilitiesis to maintain reliable records of wages employers pay
workers, accuracy in recording those earningsiscritical. SSA's ability to do so, however, greatly depends on
employers and employees correctly reporting names and SSNs. As such, SSA provides employers information and
services to help them with this responsibility. SSA maintains a comprehensive website designed especially for
employers and the business community at http://www.social security.gov/employer.

The Agency aso provides the following telephone and fax services for employers:

o Employers can verify up to five SSNs at no cost by calling SSA's toll-free number for employers
(1-800-772-6270). Employers may also use this number to get answers to any questions they may have or to
request assistance.

o Employers also have the option to fax a paper listing to the local Social Security office to verify up to 50 names
and SSNs.

Employee Verification Programs

The Employee Verification System (EV S) and its successor - the Social Security Number Verification System
(SSNVS), are SSA's free, automated, and most widely used verification programs available to employers to verify
large numbers of employees names and SSNs. Participation in EVS/SSNV Sisvoluntary and is available to
employers to ensure information related to their current and new employeesis valid before the employer submits
their Forms W-2 to SSA. Employers must register to gain accessto EVS/SSNVS.

The SSNV S online system was implemented nationally in June 2005. In addition to the required data fields
(employee’s SSN, first and last name), employers can also provide optional information, such as an employee's date
of birth and gender for more detailed verification of information. SSA confirms whether the information the
employer submitted matches SSA's records. Additionally, in January 2004, SSA started disclosing information
when records indicated the SSN belonged to a deceased worker.
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SSA continues marketing efforts through Employer Service Liaison Officer (ESLO) seminars. The high volume of
new SSNV S users and total verification requests shows that SSA’ s approach has been successful. 1n November
2005, over 4 million numbers were verified. Thisis more than five times the total for November 2004 when SSNV S
was still apilot. Further, in the first six months of 2006, the Agency processed over 17.4 million verifications for
over 21,000 employers.

Employers may verify requests of:

e Upto 50 names and SSNs on paper;

e Any number of SSNs by magnetic media;

e Upto 10 SSNsvia SSNV S on the Internet with an immediate online reply; or

e Upto 250,000 SSNsviaSSNVS' overnight request with a next Government business day reply.

Basic Pilot

The Basic Pilot is a program conducted jointly by SSA and the Department of Homeland Security (DHS), whereby
employers electronically verify the employment eligibility of newly-hired employees. This voluntary program helps
employers determine whether a person is eligible to work in the United States. Basic Pilot isviewed as akey
component of proposed comprehensive immigration legislation that would mandate and extend its use.

Participating employers register with DHS to use their automated system to verify an employee’s SSN and work
authorization status. The information the employer submits to DHS is sent to SSA to verify that the SSN, name and
date of birth match information in SSA records. The Basic Pilot system first checks the information entered by the
employer against SSA's database to verify the name, SSN, and date of birth of all newly-hired employees, regardless
of citizenship. When SSA’s enumeration records show the number holder isa U.S. citizen, the Basic Pilot
automated system confirms employment eligibility. If the employer enters an Alien Registration Number or 1-94
Number after SSA confirms the SSN, name and date of birth, the Basic Pilot system automatically checks the data
against the DHS' database.

If the Basic Pilot finds that the employee’ s name, SSN, and/or date of birth do not match SSA's records, or that an
employee who represented him or herself to be a citizen is not a citizen, the employer will receive an "SSA
Tentative Non-Confirmation.” |If the Basic Pilot finds that the employee has presented a non-work SSN for work
purposes, the employer will receive a"DHS Tentative Confirmation.” In either case, the employer asks the
employee whether he/she wishes to contest the tentative non-confirmation. If contested, the employee must contact
SSA or DHS within eight Government business days of the notification. After the employee contacts SSA or DHS
to correct the record, the employer resubmits the information through the Basic Pilot system. If the system till does
not confirm employment eligibility after the employer resubmits the information, the employer may terminate the
new-hire.

Asof July 17, 2006, DHS and SSA had signed agreements with over 10,000 employers, representing about 36,000
employer sites. For FY 2005, SSA received approximately 100,000 Basic Pilot queries each month. So far, for FY
2006, SSA isreceiving an average of 150,000 Basic Pilot requests a month. In June 2006, the Agency received over
182,000 queries.

Other Initiatives

In addition, SSA has an employer education campaign in place to tell employers about electronic reporting through
promotional materials, conferences, articles for trade publications and direct contact. Included in the campaign are
visitswith large payroll service providers and other companies to educate and encourage them to report earnings
electronically. In May 2006, a National Payroll Reporting Forum was sponsored by SSA and the Internal Revenue
Service. The purpose of the forum was for Federal agencies and the business community to meet to identify, discuss
and resolve common wage and tax reporting issues.
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SSA continuesto send out annual Social Security Statements to eligible persons age 25 and over who are not yet in
benefit status. As of August 2006, 138,086,598 Statements were issued. People are asked to review their earnings
history for completeness and accuracy and to notify SSA if they believe any of the information isincorrect.

Addressing the Stewardship Challenges Through Managing Agency Finances and Assets to

Link Resources Effectively to Performance Outcomes

Three aspects of SSA’sresponse to the STEWARDSHIP challenges also relate directly to the President’s
Management Agenda. Discussions on Budget and Performance Integration, Improved Financial Performance and
Competitive Sourcing can be found in the subsection beginning on page 54. The remaining initiatives, which relate
both to Agency stewardship and challenges, are discussed in this section.

SSA’s Actions To Efficiently Manage Agency Finances And Assets And Effectively
Link Resources To Performance Outcomes Ensure That:
e Tax dollars are used efficiently and effectively.
e Tax dollars are properly managed.

e Tax dollars are spent wisely and responsibly for the greatest public benefit.

Management Information Improvements

Timely, useful and reliable data are necessary for internal and external decision-makers to support effective
management. This includes performance evaluation, resource allocation, and workload prioritization. The
responsibility for ensuring that performance and financial data are available, valid and reliable extends to all
segments of the Agency.

The Managerial Cost Accountability Systemis considered a key enabler in monitoring and reporting on Agency
progress toward achieving its strategic goals and objectives and tracking resource expenditures. The system focuses
on providing critical performance and financia information needed by managers and staff. It processes avariety of
data from widely dispersed Agency processes, programs, workloads and financial systems, and combines the data
into a modern managerial accountability system. The system promotes performance accountability for the programs
that SSA administers. For example, the system could be used to generate detailed managerial cost accountability
information that could be used to identify which of SSA’s 1,318 Field Offices has a particularly high production or
efficiency rate, and hence lower costs per unit of work, for a particular workload. Best practices for processing that
workload could then be identified and shared with all Field Offices.

The Agency’s Security Plan

SSA continues to be proactive in evaluating and enhancing its security program annually. Providing adequate
security isasignificant undertaking. SSA is proud of itstrack record in safeguarding the Agency’s mainframes. In
addition, SSA isin compliance with the Federal Information Security Management Act, by having a Security Plan in
place that documents SSA’sinitiatives to develop, implement and maintain an Agency-wide security program. Itis
an essential part of ensuring the confidentiality and integrity of Agency data and the protection of SSA’slarge-scale
computers.

Major Areas of Continuous Security Control

Rules of Behavior and Personnel Security Controls: SSA’sInformation Technology Security Program includes
aRules of Behavior document and personnel security controls such as separation of duties, individual accountability
and access controls that include the principle of “least” privileges, i.e., people are given only the level of access
needed to do their jobs. The access controls also identify position-sensitivity and risk levels for automated
information systems.
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Training: SSA’sthree-pronged Information Technology security training program includes basic ongoing
awareness training for all employeesto adequately fulfill their responsibilities, training adaptable for employee-
specific needs, and training for employees whose primary responsibility is security.

Incident Response Capability: The Agency has long had security-related reporting procedures in place for
variousincidents. The plan includes the SSA Security Response Team, which was formed to address threats against
the Agency’ sinformation systems and to assist the workforce with handling systems incidents.

Risk Management: SSA’s Risk Management program ensures a continuous review and monitoring of
development, implementation, and maintenance of the major Information Technology automated systems and their
controls, which are critical to the Agency’s mission. Thisincludes the certification and accreditation of these
systems. The certification and accreditation process occurs every 3 years. SSA uses a number of approaches to
satisfy risk management requirements, i.e., risk analysis, risk management reviews, the annual self-assessment, the
consolidated integrity review process, and a systems security life cycle process. Management, technical, and
security personnel are included and consulted at each stage of systems devel opment.

Contingency Planning and Disaster Recovery

SSA’s contingency planning is designed to minimize the occurrence of situations that could compromise the
confidentiality and integrity of Agency data, the availability of resources and the services needed to continue
essential business operations. To ensure the continuity of essential operations in an emergency situation, a series of
Presidential Executive Orders, Presidential Directives and preparedness circulars mandate the devel opment of
Continuity of Operations Plans for all Federal agencies.

These directives, including a Homeland Security Presidential Directive issued in December 2003, call for anational
effort to ensure the security of interconnected infrastructures for Federal, public and private entities, and provide for
protection plans covering national assets from physical and cyber attacks. SSA established an Agency-wide Critical
Federal Infrastructure Protection Workgroup that developed a plan outlining a comprehensive approach for the
protection of cyber systems, physical security and for continuity of operations.

Safety and Physical Security Practices

Safety and physical security practices at SSA comply with the Federally-directed alert level mandated by the
Department of Homeland Security. SSA identifies and addresses new vulnerabilities and replaces aging equipment
when its systems life ends. Additionally, expanded environmental health and safety programs ensure all Agency
employees work in safe surroundings. Guards are on duty at all SSA offices during working hours. Agency
practices also provide for education and resources committed to preventing accidents and exposures to potentially
dangerous conditions, and to respond in the event of environmental health hazards or other dangerous situations.

The Agency Information Technology Infrastructure

The information technology infrastructure supports all of SSA’s programmatic and administrative workloads. Most
Agency service delivery channels rely on this sophisticated and complex basis of computer operations. The
information technology policies provide for periodic hardware and software upgrades, technology refreshments and
improved economies-of-scale in the information technology environment. The foundation of this aspect of Agency
policy rests on three operational basics:

Availability: Users have access to information technology services during the hours of operation of SSA’s Field
Offices, and toll-free telephone service is available to the public from 7 AM to 7 PM. Recorded information and
services are available at the toll-free telephone service 24 hours aday. Online services and claims are available to
the public from5 AM to 1 AM Monday through Friday, 5 AM to 11 PM on Saturday and 8 AM to 11:30 PM on
Sunday.

Stability: Services are continuously available during expected access hours, barring even brief outages.
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Maintainability: Information technology hardware and software is widespread; critical production useis
maintained at near-current release levels to ensure quality support service from vendors and suppliers.

Strategic Goal 3: SOLVENCY

To achieve sustainable SOLVENCY and ensure Social Security programs
meet the needs of current and future generations

For many years, Socia Security’s trustees have called for timely changes to be made to Socia Security to protect
future generations. As the Required Supplementary Information: Social Insurance section of the Performance and
Accountability Report (see page 160) shows, there is a present value shortfall of $4.6 trillion over the 75-year
period, which means that $4.6 trillion today earning interest would be sufficient to cover the 75-year shortfal. In
2017, Socia Security benefit payments will exceed income and tax revenues to the program. By 2040, if no
changes are made, the OASDI Trusts Fund will be exhausted and benefits would have to be cut by 26 percent in that
year.

To address Social Security reform issues related to the solvency of the OASDI Trust Funds, SSA will provide
analytical and data support to the Administration and Congress on legislative proposals. Thisincludesitems such as
estimating how much a proposal is going to cost (cost estimates) and attempting to determine the effects of given
proposals on specific demographic segments of the population (distributional analysis). For example, the SSA
Office of the Chief Actuary provides cost estimates for numerous congressional and other proposals to sustain
solvency, including effects on the unified budget, the OASDI Trust Fund operations, and the cash flow between the
OASDI Trust Funds and the general funds of the Treasury.

The SSA Office of Policy prepares distributional analyses on projected outcomes under current law and proposed
changes to current law. The Office of Research, Evaluation, and Statistics devel ops and maintains several projection
models for undertaking such analyses, and it produces more than a dozen regular statistical reports that provide
detailed data on program size and trends. SSA maintains three Retirement Research Centers that focus research on
Social Security solvency and reform, retirement planning and risk management, measures of retiree well-being, and
trendsin labor force participation. The annual Retirement Research Consortium conference highlights key findings
from this research.

SSA isalso actively involved in educating the American people on the solvency issues facing the Old-Age and
Survivors Insurance and the Disability Insurance programs and in working with the Administration and Congress on
proposals that would address these solvency issues. Actuarial projections indicate that these programs are not
solvent in the long term. SSA’s Solvency god is a pledge that the Agency will continue to participate in the
national discussion on how to make its programs solvent for the long term. To date, no consensus has been reached
on a set of reforms that would achieve sustainable solvency for these two programs.

Strategic Goal 4: STAFF

To strategically manage and align STAFF to support the mission of the Agency

STAFF Challenge:
e Human Capital

STAFF Strategic Objective that Addresses the Challenge:
e Recruit, Develop and Retain a High-Performing Workforce

PMA Initiative Related to STAFF:
e  Strategic Management of Human Capital
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Addressing the Staff Challenge Through Recruiting, Developing and Retaining a High

Performing Workforce

SSA has demonstrated outstanding leadership among Federal agencies in the human capital arena. SSA won the
Leading Edge Award for its forward-thinking and strategic approaches to workforce planning, and administration
and delivery of its high-performing human capital initiatives.

SSA has a staff of committed, creative and highly capable employees, who are the Agency’s most critical asset in
maintaining the highest level of service to the public. By 2010, it is anticipated that approximately 40 percent of
SSA’s employees will be eligible to retire. The Agency’ s workloads are also expected to grow dramatically as the
baby boom generation approaches their peak disability and retirement years. Asaresult, the greatest organizational
challenge facing SSA isto ensure that it has aworkforce with the skills and tools necessary to process increasing
workloads. In addition, the Agency needs to promote superior employee performance and encourage employee
retention.

SSA’s Strategies To Recruit, Develop And Retain A High-Performing
Workforce Will Allow The Agency To:

e Continue to provide service to the public that is timely and of the
highest quality, and

¢ Increase productivity resulting in a savings to the OASDI Trust Funds
and general revenues.

Like the baby boomers in the general workforce, SSA employees will begin to retire in greater numbers. By 2015,
54 percent of current employees will become eligible for retirement. Without effective planning and preparation,
this anticipated wave of retirements can affect SSA’s ability to maintain its current high level of serviceto the
public. It could also result in asignificant drain to the Agency’ s ingtitutional knowledge and expertise.

SSA hasinitiatives in place to effectively manage escalating workload growth and the potential increasein
employee retirements. The Agency employs awide variety of tools, activities and strategies to recruit, engage,
support, and retain its high-performing workforce. It optimizes organizational structures, uses state-of-the-art
automation in its many processes, emphasizes training and offers alarge array of job enrichment and leadership
development programs. The Agency employs strategic succession planning techniques and emphasizes the value of
effective performance management systems that help managers make distinctions among individual levels of
performance. Some of these strategies and results (based on FY 2005 data) are summarized below. Results based
on FY 2006 datawill be available for the 2007 Performance and Accountability Report.

Recruitment

SSA continues to use personnel hiring flexibilities strategically. In addition, the hiring process is strategically
managed to ensure timely selections and has expanded the use of structured interviewing in order to select the best
possiblejob candidate. In serving a diverse population, SSA successfully maintains a high degree of diversity inits
workforce, and ensures that specific groups are not under-represented. From FY 2001 through FY 2005 the Agency
has hired over 18,000 new employees, replacing the 17,700 who retired or resigned during the same period. This
has positioned SSA well asthe peak of the retirement wave approaches. In this massive recruitment effort, the
Agency hired 2,200 new front-line employees in support of the Medicare legislation. SSA’s average time to hire
during FY 2005 averaged less than 27 days.

Diversity

Social Security’s employees reflect the public they serve. In FY 2005, the overall workforce representation equaled
or exceeded the Civilian Labor Force for women, minorities, African Americans, Hispanics, Asian
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Americansg/Pacific Idanders, American Indians/Alaskan Natives, and Disabled Veterans. 1n addition, Employees
with Disabilities had an overall workforce representation in SSA of 7.9 percent compared to a Federal workforce
representation rate of 7.0 percent.

Retention

The Agency is continuously improving its human capital practices to guarantee talented managers and employees
are available to implement important programs and enhance and protect the economic well-being of millions of
Americans. Structured orientation and training programs facilitate empl oyee engagement and welcome new
employees. SSA has experienced a steady improvement in retaining new hires. The 2-year new hire retention rate
has increased from 84 percent for those hired in 1998 to 88 percent for those hired in 2004. SSA’s overall retention
rate for all employeesfor FY 2005 was 93.4 percent, as compared to 91.6 percent Government-wide.

Strategic Competencies and Knowledge Management

In order to prepare the workforce of the future, SSA identifies the competencies needed for its mission-critical
positions and ensures that hiring and training address these needs. In addition, in FY 2006, SSA focused on the
competencies needed to support the Disability Service Improvement (DSI) initiative. SSA continues to create an
environment that fosters effective knowledge management. SSA’s knowledge management strategies include
maintenance of web-based materials, process documentation, succession planning, mentoring, filling positions
before key vacancies occur, using understudies in targeted critical positions, and strategic placement of rehired
annuitants.

Training

SSA trains employeesin over 1,500 locations through a combination of advanced technology and traditional training
methods. In addition to classroom training, the Agency provides interactive video training and computer-based
training viathe Intranet and Internet. 1n 2006 SSA provided continuous, twenty-four hour a day accessto the
Government-wide GoL earn website, which provides access to over 2,400 online courses. Sinceitsinception, in
April 2005 through early September 2006, approximately 10,380 SSA employees have accessed the site and there
have been over 18,000 course registrations. In addition, SSA developed competency-based training for key targeted
mission-critical positions aswell astraining focused on the Medicare Prescription Drug legislation and training
supporting SSA’s DS initiatives. 1n August 2006, SSA implemented a new training tool, Video on Demand,
nationwide. Video on Demand allows employees to select and watch training video lessons using computers located
at their workstations. As of September 2006, there were 35 courses available and Video on Demand had been
accessed 28,542 times.

Reaching Out to Staff

Employees have electronic access to information about personnel benefits and employee services at their computers.
This feature saves staff resources and promotes increased confidentiality of employeeinformation. 1n 2006, SSA
enhanced employee services through an online pre-retirement seminar, which makes comprehensive retirement
information available to employees at work or at home. It addresses the Civil Service and Federal Employee Health
Benefits, Federal Employee Group Life Insurance, Long Term Care and Financial/Estate Planning.

Providing Employees with Better Tools

SSA continues to develop efficient and user-friendly tools to enable employees to accomplish their tasks and better
serve the public. Employees have online access to personnel, payroll and training data, video conferencing and
automated case processing systems that support increased productivity. The workforce has become proficient in the
use and application of technology resulting in a more satisfied employee providing quality service to an ever
increasing beneficiary base.

Leadership and Succession Planning

SSA isinvesting resourcesin developing talented leaders who will positively influence organizational performance
and workforce satisfaction. The Agency’s national |eadership development programs provide high-potential
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employees with the training, development, and support they need to prepare for increasingly responsible leadership
roles. InFY 2006, SSA conducted three national leadership development programs:

e A Leadership Development Program for General Schedule GS-9 to 12 employees was ongoing during the year.

e AnAdvanced Leadership Program for GS-13 to 14 employees was completed for one group of candidates; and
new candidates were invited to apply for the FY 2007 program.

e A Senior Executive Service Career Development Program for GS-15 candidates was conducted nationwide.
The Agency also encouraged and supported various regiona and component-level development programs.

SSA is making significant gains in enhancing the skills of its new and mid-level managers who play key rolesin
ensuring performance improvements and employee retention. The Agency provided redesigned training called
“Transition to Leadership” to new supervisorsin FY 2006. Thistraining is provided through five separate courses.
In an effort to strengthen the competencies of Agency managers further, SSA successfully piloted a new leadership
symposium that develops the knowledge and skills of GS-14 and GS-15 mid-level managers. These training and
development strategies, coupled with SSA’s Retirement Wave analysis, form the core of its succession plans.

Performance Culture

Linking employee performance to the Agency mission and goalsis an ongoing priority. The alignment of employee
performance with Agency mission and strategic goals will be reinforced through a new, multi-level performance
appraisal program for all employees below the GS-15 level and for GS-15 employees in the bargaining unit.
Training on this new appraisal program, which places a strong emphasis on the importance of ongoing
communication and accountability, was conducted in FY 2006. The new appraisal program which went into effect
on October 1, 2006, will foster an Agency culture that encourages ongoing interaction and communication between
the manager and employee on staff performance and measures the employee’ s contribution to the results that are
needed to achieve the Agency’s public service mission.

The President’s Management Agenda

The Presidential Management Agenda was launched in August 2001 as a strategy for improving the management
and performance of the Federal Government. It focuses on the management aspects of administering Federal
programs, and identifies areas where deficiencies are most apparent and where the Government can begin to deliver
concrete, measurable results.

For each initiative, the PMA establishes clear, Government-wide goals from which agencies then develop and
implement detailed, aggressive action plans to achieve those goals. Most importantly, agencies are held publicly
accountable for adopting these disciplines. To that end, a grading system of “green” (the highest score), “yellow”
and “red” (the lowest score) was developed. Each quarter, agencies are rated on their statusin achieving the overall
goasfor each initiative and on their progress in implementing their action plans. The Social Security
Administration has progressed from status scores of “yellow” in three of the PMA initiatives and “red” in two of the
initiativesin 2001, to status scores of “green” in four of the five and PMA initiatives, and “yellow” in one of them as
of June 2006 (see chart at the end of this section). The PMA includes five Government-wide initiatives and ten
program-specific initiatives that apply to a subset of Federal agencies. It is helping departments and agencies to be
more results-oriented in their performance.

The Five Key Government-Wide Initiatives

Strategic Management of Human Capital

Strategic Management of Human Capital is having processesin place to ensure theright person isin theright job, at
the right time, and who is not only performing, but performing well.
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Competitive Sourcing

Competitive Sourcing is regularly examining the commercial activities performed by the Government to determine
whether it is more efficient to obtain such services from Federal employees or from the private sector.

Improved Financial Performance

Improved Financial Performance is accurately accounting for the taxpayers' money and providing timely and
accurate program cost information to inform management decisions and control costs.

Expanded Electronic Government

Expanded Electronic Government is ensuring that the Federal Government’s annual investment in information
technology significantly improvesits ability to serve the public, and that information technology systems are secure,
and delivered on time and on budget.

Budget and Performance Integration

Budget and Performance Integration is ensuring that performance is routinely considered in funding and
management decisions and programs achieve expected results and work toward continual improvement.

SSA’s Program Initiative - Eliminating Improper Payments

In addition to the five key initiatives, SSA isinvolved in the PMA program initiative, Eliminating Improper
Payments. An improper payment occurs when Federal funds go to the wrong recipient, the recipient receives an
incorrect amount of funds, or the recipient uses the funds in an improper manner. Based on 2004 audit estimates,
Federal agencies made more than $45.1 billion in improper paymentsin FY 2004. This new initiative requires
agencies to measure their improper payments on an annual basis, develop improvement targets and corrective
actions, and track the results annually to ensure the corrective actions are effective.

SSA undertakes projects with the most potential to improve program integrity across three fronts: prevention of
improper payments, detection of improper payments, and collection of debt. In addition to the special initiatives
highlighted in the PMA, the Agency has core, ongoing stewardship efforts that are critical to the overall success of
eliminating improper payments. SSA obtains beneficiary financia information from independent sources sooner
and uses technology more effectively. Additionally, SSA has initiated new computer matching agreements,
conducted wage reporting pilots, and implemented improvements to debt recovery programs.

SSA’s Scorecard

As shown in the chart below, SSA’s performance under the PMA has steadily moved toward “green” status. As of
September 30, 2006, the Agency scored “green” for status on four of five Government-wide items, and “green” for
progress in implementation on four of five Government-wide items. SSA has also earned “yellow” for status and
“green” for progress for the program initiative, Eliminating Improper Payments.
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SSA’s President’s Management Agenda Scorecard

Strategic . Improved Expanded Budget and Eliminating
Competitive - . -
Management of Sourcin Financial Electronic Performance Improper
Human Capital g Management Government Integration Payments *

Date Status/ Progress | Status/ Progress | Status/ Progress | Status/ Progress | Status/ Progress Status/ Progress
9/30/01 / @, / / @,
Yelow / Red/ Yelow/ Yelow/ Red/
0/30/02 o @, @ / @
Yellow/Green | Red/Yelow | Yelow/Green | Yelow/Yelow | Yelow / Green
0/30/03 o O OO @ @
Yelow/Green | Red/Green Green/ Green | Yellow / Green | Yellow / Green
o | @ -> OO , o e
Green/ Green | Yelow/ Green | Green/ Green | Ydlow/Yelow | Green/ Green
9/30/05 - / @ /. ./. /. () /. ,.
Green/ Green | Yellow/ Green | Green/ Green | Yellow / Green | Green/ Green Yellow / Green
e | O @G @ - ®® &
Green/ Green | Green/ Green Green/ Green | Yellow/Red | Green/ Green Yellow / Green

YIntroduced in August 2004, this program initiative, which previously was included in the Improved Financial
Management PMA as a management issue, highlights Social Security’s current special projects regarding program
integrity.
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Highlights of Financial Position

Overview of Financial Data

SSA’sfinancia statements and footnotes appear on pages 123 through 173. The financial statements presented in
this report received an unqualified opinion from the independent audit firm of PricewaterhouseCoopers LLP. These
statements combined the results from the programs administered by SSA. These programs include the Old-Age and
Survivors Insurance (OASI) and Disability Insurance (DI) programs (referred to as OASDI when discussing themin
combination) and the Supplemental Security Income (SSI) program. OASI and DI have separate funds which are
financed by payroll taxes, interest on investments and income taxes on retiree benefits (OASI only). SSI isfinanced
by genera revenues from the U.S. Treasury.

Balance Sheet: The Balance Sheet displayed on page 124 reflects total assets of $2,036 billion, a 10.2 percent
increase over the previous year. Approximately 98 percent of assets are investments. By statute, we invest those
funds not needed to pay current benefits in interest bearing Treasury securities. The $185.9 hillion growth

(0.3 percent) in investments from 2005 is primarily due to tax revenues of $620 billion and interest on those
investments of $99.9 billion, exceeding the cost of operations of $588 billion. The majority of our liabilities,

83.5 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. Liabilities grew in 2006 by
$4.5 billion (6 percent) primarily because of the growth in benefits due and payable. Reflecting the higher growth
in assets than liabilities, the net position grew $184.1 billion or 10.4 percent to $1,956.4 billion. Interest on
Investments, which is paid in the form of Treasury securities, represents 53.7 percent of the growth of the
investments, up from 53.4 percent in 2005.

Statement of Net Cost: Net cost of operations increased 3.5 percent or $19.7 billion from $568.2 billion in
2005 to $588.0 hillion in 2006. Thisincreasein the net cost of operationsis primarily due to the first wave of baby
boomers attaining retirement age. Of thisincrease, $19.3 billion (3.5 percent growth) resulted from increased
benefit payments and $0.4 billion (3.5 percent growth) resulted from operating expenses. The net cost and benefit
payments of the OASI program both grew 4.4 percent while operating expenses grew by 3.8 percent. The number
of OASI beneficiaries grew 1 percent to 40.4 million while average benefit payments grew by 5.2 percent to

$948 per month. The net cost and benefit payments of the DI program grew 1.5 percent and 1.4 percent,
respectively. Operating expenses grew by 6.4 percent. The number of DI beneficiaries grew by 3.6 percent while
average benefits increased 5.6 percent to $806 per month.

The net cost and benefit payments of the SSI program decreased 2.3 percent and 2.7 percent, respectively. The
decreaseis primarily due to SSI having 13 months of benefit payment activity in FY 2005, versus 12 months of
activity in FY 2006. Operating expenses grew by 2.1 percent. The number of SSI beneficiaries grew by 1.8 percent
while maximum benefits increased by 4.1 percent to $603 per month. The operating expenses of the Other program
grew by 1.4 percent.

Statement of Changes in Net Position: The Statement of Changesin Net Position reflects an increase of
$184.1 billion in the net position of SSA. Thisincreaseis primarily attributable to a $185.9 billion increase in
investments. At thistime tax revenues continue to exceed benefit payments. The following charts summarize the
activity on SSA’s Statement of Net Cost and Statement of Changes in Net Position by showing the funds SSA was
provided in FY 2006 and how these funds were used. These statements are displayed on pages 125 and 126,
respectively. Most resources available to SSA were used to finance current OASDI benefits and to accumulate
investments to pay future benefits. When funds are needed to pay administrative expenses or benefit entitlements,
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investments are redeemed to supply cash to cover the outlays. Administrative expenses, as a percent of

benefit expenses, is 1.8 percent. In 20086, total financing sources grew by $38.1 hillion or 5.2 percent from

$733.9 billion in 2005 to $772.0 hillion in 2006. The primary sources for this growth were a payroll and income tax
revenue increase of $31.6 billion (5.4 percent) from 2005 due to a continuing improvement in the United States
economy and investment income of $6.9 hillion (7.4 percent) from 2005. The growth in investment income was due
to increasing assets of the combined OA S| and DI Trust Funds and an increase in the average interest yield from

6.15 percent to 6.43 percent.

Where It Comes From...

(Dollars in Billions)

Net Position

..Where It Goes

(Dollars in Billions)

OASI Benefit
Payments

Net Position

Beginning Ending
Balance Balance $451.5
$1,772.4 $1,956.4
DI Benefit
General Funds Payments
& Other $91.0
$57.5 Tax Revenues
$620.0 SSI Benefit
Other Income, . . Payments
Interest & Transfers Administrative & $35.2
$94.8 Other Expenses

$10.6

Statement of Budgetary Resources: This statement displayed on page 127 shows that SSA had
$630.9 billion in budgetary resources of which $1.8 billion remained unobligated at year-end. SSA recorded
total net outlays of $585.5 hillion by the end of the year. Budgetary resources grew $25.5 hillion, or 4.2 percent
from 2005, while net outlays increased $24.2 hillion, or 4.3 percent.

Statement of Financing: This statement reconciles“Total resources used to finance activities,” an expression
of budgetary spending, with the “Net cost of operations,” the proprietary expenses of the Agency. It isthe bridge
between an entity’ s budgetary and financial accounting by identifying the change in activity from one period to
another. The statement displayed on page 128 identifies $589.7 billion in budgetary spending for FY 2006, an
increase of $19.3 hillion or 3.4 percent over last year. This corresponds to the increase in benefit payments reported
on the Statement of Net Cost. Thistotal is offset by $2.0 billion in resources not part of the net cost of operations,
and isincreased by $0.3 billion in components of net cost of operations that will not require or generate resourcesin
the current period. The $2.0 hillion is made up primarily of transfers between Federa agencies that do not affect the
Statement of Net Cost, and Offsetting Receipts reported on the Statement of Budgetary Resources. The resulting
balance reflects a $588.0 billion net cost of operations for the year, an increase of $19.7 hillion or 3.5 percent over
FY 2005.

Statement of Social Insurance: Effectivefor FY 2006 and thereafter, Federal Accounting Standards require
the presentation of a Statement of Social Insurance as abasic financial statement. The Statement of Social Insurance
presents estimates of the present value of the income to be received from or on behalf of existing and future
participants of social insurance programs, the present value of the cost of providing scheduled benefits to those same
individuals and the difference between the income and cost. The Statement of Social Insurance displayed on

page 129 for the Social Security program covers aperiod of 75 yearsin the future and the information and
disclosures presented are deemed essential to fair presentation of our financial information.
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SSA’s Share of Federal Operations

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. Receipts for our programs
represented 32.3 percent of the $2.4 trillion in total Federal
receipts, a decrease of 1.8 percent over last year as Federal income
tax collections grew more rapidly than payroll taxes.
Disbursements decreased by 0.3 percent to 22.4 percent of Federal
disbursements.

Use of Administrative Resources

The chart to the right displays the use of al administrative
resources (including general operating expenses) for FY 2006 in
terms of the programs SSA administers or supports. Although the
DI program comprises only 15.7 percent of the total benefit
payments made by SSA, it consumes 24.4 percent of annual
administrative resources. Likewise, whilethe SSI program
comprises only 6.1 percent of the total benefit payments made by
SSA, it consumes 29.8 percent of annual administrative resources.
Claimsfor DI and SSI disability benefits are processed through
State Disability Determination Services where adecision is
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. The FY 2005 use of

SSA’s Share of Federal Receipts

and Disbursements
FY 2006

Total Federal Receipts Total Federal Disbursements
$2,407 $2,654

SSA Receipts SSA Disbursements
$777 (32.3%) $594 (22.4%)

(Dollars in Billions)

Use of Administrative Resources

by Program
FY 2006

SSI
29.8%

DI
24.4%

™~

OASI
29.2%

Other*
16.6%

* Includes HI/SMI, Reimbursable Activity and Philippine Veterans

administrative resources by program was 29.1 percent for the OASI program, 23.7 percent for the DI program,

30.2 percent for the SSI program and 17.0 percent for Other.

OASI and DI Trust Fund Solvency

Pay-as-you-go Financing

The OASI and DI Trust Funds are deemed to be solvent as long as assets are sufficient to finance program
obligations. Such solvency isindicated, for any point in time, by the maintenance of positive OASI and DI Trust
Fund assets. In recent years, current income has exceeded program obligations for the OASDI program, and thus
the combined OASI and DI Trust Fund assets have been growing. The following table shows that OASI and DI
Trust Fund assets, expressed in terms of the number of months of program obligations that these assets could finance
has grown from 33.6 months at the end of FY 2002 to an estimated 40.8 months at the end of FY 2006, an increase

of 21 percent.
Number of Months of Expenditures Year End Assets Can Pay (End of FY)
2002 2003 2004 2005 2006
OASI 35.0 37.8 39.9 42.0 44.2
DI 25.9 26.2 25.4 24.7 24.0
Combined 33.6 35.9 37.5 39.1 40.8

Note: Valuesfor 2005 and 2006 are estimates that are based on 2006 Trustees Report intermediate assumptions.
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Short Term Financing

The OASI and DI Trust Funds are deemed adequately financed for
the short term when actuarial estimates of OASI and DI Trust Fund
assets for the beginning of each calendar year are at least aslarge as

OASDI Income Exceeds Expenditures
Increasing Assets for Short Term

Current Dollars in Billions

4,000
program obligations for the year. Estimatesin the 2006 Trustees 3500
Report indicate that the OASI and DI Trust Funds are adequately 2$ ]
financed over the next 10 years. Under the intermediate assumptions | 200 |
of the 2006 Trustees Report, OASDI estimated expenditures and 1,500 4
income for 2015 are 81 percent and 73 percent higher than the ﬁ |
corresponding amounts in 2005 ($530 billion and $702 billion, 04
respectively). From the end of 2005 to the end of 2015, assets are 8 roome D Somitne B e

expected to grow by 125 percent, from $1.9 trillion to $4.2 trillion.

Long Term Financing

Social Security’sfinancing is not projected to be sustainable over the long term with the tax rates and benefit levels
scheduled in current law. In 2017, program cost will exceed tax revenues, and, in 2040, the combined OAS! and DI
Trust Funds will be exhausted according to the projections by Socia Security’s Chief Actuary. The primary reasons
for the projected long-term inadequacy of financing under current law relate to changes in the demographics of the
United States: baby boomers approaching retirement, retirees living longer, and birth rates well below historical
levels. In present value terms, the 75 year shortfall is $4.6 trillion, which is 1.9 percent of taxable payroll and about
0.7 percent of Gross Domestic Product (GDP) over the same period. Possible reform aternatives being discussed —
singularly or in combination with each other — are (1) increasing payroll taxes, (2) slowing the growth in benefits,
(3) using general revenues or (4) increasing expected returns by investing, at least in part, in private securities
through either personal accounts or direct investment of OASI and DI Trust Fund assets.

For more information, pages 158 through 173 contain the Required Supplementary Information: Social Insurance
disclosures required by the Federal Accounting Standards Advisory Board.

Limitation on Financial Statements

The basic financia statements beginning on page 124 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). While the statements have been prepared
from the books and records of SSA in accordance with generally accepted accounting principles (GAAP) for Federal
entities and the formats prescribed by the Office of Management and Budget, the statements are in addition to 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.
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Systems and Controls

Management Assurances

Federal Managers’ Financial Integrity Act (FMFIA)
Assurance Statement
Fiscal Year 2006

SSA’s management is responsible for establishing and maintaining effective internal control and financial
management systems that meet the objectives of the FMFIA. SSA conducted its assessment of the effectiveness
of internal control over the effectiveness and efficiency of operations and compliance with applicable laws and
regulations in accordance with Office of Management and Budget (OMB) Circular A-123, Management’s
Responsibility for Internal Control. Based on the results of this evaluation, SSA can provide reasonable
assurance that itsinterna control over the effectiveness and efficiency of operations and compliance with
applicable laws and regulations as of September 30, 2006, was operating effectively and no material weaknesses
were found in the design or operation of the internal controls.

SSA also conducts reviews of its financial management systems in accordance with OMB Circular A-127,
Financial Management Systems. Based on the results of these reviews, SSA can provide reasonable assurance
that its financial management systems are in compliance with the applicable provisions of the FMFIA as of
September 30, 2006.

In addition, SSA conducted its assessment of the effectiveness of internal control over financia reporting,
which includesinternal control related to the preparation of its annual financial statements aswell as
safeguarding of assets and compliance with applicable laws and regulations governing the use of budget
authority and other laws and regulations that could have a direct and material effect on the financial statements,
in accordance with the requirements of Appendix A of OMB Circular A-123. The results of this evaluation
provide reasonable assurance that SSA's internal control over financial reporting was operating effectively as of

September 30, 2008.
g;am«mé Lornrat

Jo Anne B. Barnhart
November 7, 2006

Federal Managers’ Financial Integrity Act Program

SSA has awell established Agency-wide management control and financial management systems program as
required by FMFIA. The Agency accomplishes the objectives of the program by:

e |ntegrating management controlsinto its business processes and financial management systems at all
organizational levels;

e Reviewing its management controls and financial management systems controls on aregularly recurring basis;
and,

e Developing corrective action plans for control weaknesses and monitoring those plans until the weaknesses are
corrected.
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SSA has no FMFIA material weaknesses to report thisyear. Agency managers are responsible for ensuring that
effective controls are implemented in their areas of responsibilities. SSA senior level executives are required to
submit to the Commissioner of Social Security an annual assurance statement providing reasonabl e assurance that
functions and processes under their areas of responsibility functioned as intended and that there were no major
weaknesses that would require they be reported to the President and the Congress, or a statement indicating that such
assurance could not be provided. This executive accountability assurance provides an additional basis for the
Commissioner’ s annual assurance statement.

When amgjor control weaknessisidentified in the Agency, it is considered by the Agency’ s Executive Internal
Control (EIC) Committee to determine if the weakness should be considered a material weakness and thus submitted
to the Agency head for final determination. The EIC committee, consisting of senior managers and chaired by the
Deputy Commissioner of Social Security, ensures SSA compliance with the 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 actions to correct management control weaknesses, ensures SSA’s critical infrastructureis
protected and ensures the Agency has a viable continuity of operations plan. The Committee also provides
recommendations for improvement in those areas to the Agency head.

Effective interna controls are incorporated into the Agency’ s business processes and financial management systems
through the life cycle development process. The user requirements include the necessary controls and the new or
changed processes and systems are reviewed by management to certify that the controls arein place. The controls
are then tested prior to full implementation to ensure they are effective.

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 controlsin 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 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. SSA develops and implements corrective action plans
for weaknesses found through the reviews and audits and tracks the corrective actions until the weaknesses are
corrected.

Management Control Review Program

SSA has an Agency-wide review program for management controls in its administrative and programmatic
processes. The Agency requires that aminimum of 10 percent of field offices (FO) be reviewed each fiscal year.
The FOs are chosen for review by considering performance measures in selected critical processes and by using the
experience and judgment of the regional security personnel. During FY 2006, SSA’s managers and contractor
conducted reviews of 215 FOs, 6 Program Service Centers (PSC) and 14 Hearings offices.

SSA continues to strengthen the administrative, programmatic and security controls at the State Disability
Determination Services (DDS). During FY 2006, updated security policy and guidelines were issued to the DDS's.
The DDSs perform annual security self-reviews using the guidelines and areview checklist. Additionally, SSA’s
Regional Offices (RO) and contractors perform independent security review of the DDSs using this same review
checklist. The ROs develop a5-year review plan in which each State DDS is reviewed at least once to ensure
adherenceto SSA’spolicies. During FY 2006, SSA and contractor conducted reviews of 15 DDS sites.

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. Annually, the contractor
reviews operations at SSA’s central office, selected ROs, 24-30 FOs, selected PSCs, and selected DDS's. The
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contractor’ s efforts have indicated that SSA’ s management control review program appears to be effectivein
meeting management’ s expectations for compliance with Federal requirements.

Financial Management Systems (FMS) Review Program

OMB Circular A-127 requires agencies to maintain an FM S inventory and to conduct reviewsto ensure FMS
requirements are met. In addition to pure financia systems, SSA also includes all major programmatic systemsin
this FMSinventory. Within a 5-year period, SSA conducts both a detailed review and alimited review of each
system. Anindependent contractor conducts the detailed review at audit level standards including transaction
testing and the system manager conducts the limited review.

During FY 2006, SSA’s contractor conducted detailed reviews of SSA’s Title 2 Redesign System, Retirement,
Survivors and Disability Insurance Accounting System, Supplemental Security Income Records Maintenance
System, and Social Security Number Establishment and Correction System. The results of these reviews did not
disclose any significant weaknesses that would indicate noncompliance with laws, Federal regulations or Federal
standards.

Federal Financial Management Improvement Act

The Commissioner has determined that SSA’ s financial management systems were in substantial compliance with
the Federal Financial Management Improvement Act (FFMIA) for FY 2006. In making this determination, she
considered all the information available, including the auditor’ s opinion on the Agency’s FY 2006 financial
statements, the report on management’ s assertion about the effectiveness of internal controls and the report on
compliance with laws and regulations. She also considered the results of the financial management systems reviews
and management control reviews conducted by the Agency and its independent contractor.

Financial Statement Audit

The Office of the Inspector General (OIG) contracted for the audit of SSA’sFY 2006 financial statements. The
auditor found that the basic financial statements were presented fairly, in all material respects, in conformity with
accounting principles generally accepted in the United States of America. The auditor also found that management
fairly stated that SSA’s internal control over financial reporting was operating effectively, and reported no instances
of noncompliance with laws, regulations or other matters.

Federal Information Security Management Act

The Federal Information Security Management Act (FISMA) requires Federal agencies to conduct an annual
self-assessment review of their Major Information Technology Systems Security Testing and Controls (ST&E)
program, to develop and implement remediation efforts for identified security weaknesses and vulnerabilities, and to
report to OMB on the Agency's compliance. An independent contractor’ s evaluation indicated that SSA's controls
methodol ogy was consistent with established FISMA requirements. SSA's OIG also performed an independent
review of SSA's compliance with FISMA and concluded that, with the exception of procedural areas needing
improvement, SSA had complied with FISMA requirements. SSA submitted its annual FISMA report to OMB on
September 29, 2006.
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Financial Management
(Section 52.4(a), OMB Circular A-11)

Goals and Strategies

The President’ s Management Agenda (PMA) is a coordinated strategy to reform Federal management and improve
program performance. The PMA outlines five government-wide and nine agency specific areas that need to be
revamped to better serve the American people. One of the five government-wide targetsis to improve financial
performance by ensuring that agencies have accurate and timely financial information to manage cost and inform
decision-making.

OMB issued scorecard standards for success for each of the five PMA initiatives. In order for agenciesto be
considered in the “green” category (the highest score) for the Improved Financial Performance initiative, they must
satisfy the following standards for success:

e Meetsall yellow standards for success by:

Receiving an unqualified opinion on its financial statements

Meeting financial statement reporting deadlines

Reporting in its audited annual financial statements that its systems are in compliance with the FFMIA
Having no chronic or significant Anti-Deficiency Act Violations

Having no repeat auditor-reported internal control material weaknesses

Having no material non-compliance with laws or regulations

Having no repeat material weaknesses or non-conformances under Section 2 and Section 4 of FMFIA that
impact the agency’ sinternal control over financia reporting or financia systems.

YV V V V V V V

e Currently produces accurate and timely financial information that is used by management to inform
decision-making and drive resultsin key areas of operations.

e |simplementing a plan to continuously expand the scope of its routine data use to inform management
decision-making in additional areas of operations.

Over the years, SSA has worked hard to improveits financial management. SSA attained a status score of “green”
for the Improved Financial Performance PMA initiative as of the third quarter of 2003. SSA'’s achievement of
“green” status was the culmination of efforts over more than a decade in implementing sound financial management
practices. SSA has maintained its “green” status by continuing to receive an unqualified opinion on its financial
statements with no material weaknesses cited by the auditors; having financial systems compliant with Federal law;
and demonstrating to OMB that SSA uses accurate and timely information to manage the Agency. SSA continues to
“get beyond green” by developing new initiatives that will enhance the existing financial and management
information systems and has also demonstrated thisto OMB. These actions demonstrate discipline and
accountability in the execution of our fiscal responsihilities as stewards of the Social Security programs. The
Agency’s goal isto maintain the green status and to achieve the milestones established for improvement.

In addition to efforts related to the PMA, SSA is aggressively working to ensure compliance with the recently
revised OMB Circular A-123, Management’ s Responsibility for Internal Control. Beginning in FY 2006, the
circular requires that the internal controls that support the financial reporting process are documented and tested to
allow management to make an assertion regarding the effectiveness of these internal controls. SSA has documented
the financial reporting process, determined the most significant risks, aswell as the controls in place to mitigate
these risks, and devel oped and executed atest plan to test the effectiveness of these controls. Thisinformation, as
well astheresults of the review programs discussed on the preceding pages of the Systems and Controls section,
served as the basis for the required assertion on the internal controls. The required assertion may be found under
Management Assurances at the beginning of the Systems and Controls section.
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Financial Management Systems Framework

SSA’'s FMSinventory is reviewed annually and is updated to reflect the most recent status as aresult of systems
modernization projects. Accordingly, the FM S inventory may change from year to year depending on the progress
made in modernization projects. In FY 2006, SSA utilized the following active FMS:;

Program Benefits
e Titlell Redesign System

e Retirement, Survivors and Disability Insurance (RSDI) Accounting System
e  Supplemental Security Income (SSI) Records Maintenance System
e Earnings Record Maintenance System
e Social Security Number Establishment and Correction System
Debt Management

e  Debt Management System (DMS)
e Recovery of Overpayments, Accounting and Reporting System (ROAR)

Financial/Administrative

Social Security Online Accounting and Reporting System (SSOARS)
Cost Anadlysis System (CAS)

Supply System

Property Accountability System

SSA Streamlined Acquisition System

SSA continues the long term development of its FM S following a defined strategy. In the Program Benefits
category, SSA is continuously involved in streamlining the systems and incorporating new legidative requirements.
The mgjor effort in this category isto eventually subsume the RSDI Accounting System into the umbrella Title 11
System. SSOARS, afederally certified accounting system based on Oracle Federal Financials, was implemented as
SSA’s System of Record on October 1, 2003. During FY 2006, a user-friendly “front-end” for accessing the
Agency’sfinancial accounting system data and integrating budget all ocations with expenditure data was devel oped.
The functionality makes financial data easily available to dl managers throughout the Agency. SSA iskeeping all
options open and assessing all available Financial Management Line of Business alternatives in conjunction with an
ongoing assessment of SSA’s existing accounting system and the potential need for replacement to meet
government-wide standards.

Improper Payments Information Act of 2002

Narrative Summary of Implementation Efforts for FY 2006 and
Agency Plans for FY 2007-FY 2009

Background

A key component of the President’ s Management Agendaisthe initiative to reduce improper payments. The
Improper Payments Information Act of 2002 (IPIA), Public Law 107-300, requires Federal agencies to report
annually on the extent of the improper payments in those programs that are susceptible to significant improper
payment and the actions they are taking to reduce such payments. IPIA has extended the improper payments
reporting requirements beyond those programs and activities listed in the former Section 57 of OMB Circular A-11.

OMB guidance on implementation of IPIA callsfor SSA to continue to report on improper payments information for
the OASI and DI programs, in addition to the SSI program, as was required by Section 57 of OMB Circular A-11.
SSA isto report on the improper payments found in the OASI and DI programs even though the level of such
payments in these programs have continually been well below the threshold cited in IPIA. The OMB guidance aso
calsfor the FY 2006 Performance and Accountability Report to include the most recently available datain reducing
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improper payments. Due to timing of the payment accuracy analysis, SSA’s FY 2006 report includes results for
FY 2005. Please refer to the Appendix for a detailed report of the FY 2005 results and plans to reduce improper
payments.

Since OMB guidance on IPIA requires the evaluation of all payment outlays beyond the OASI, DI and SSI programs
that SSA administers, SSA has performed areview of the Agency’ s administrative payments; e.g., payroll
disbursements, vendor payments, etc. These payments were found not to be susceptible to significant improper
payments. More information on the evaluation of improper payments is provided in the Appendix of the report.

Recovery Auditing

In FY 2005, SSA conducted an internal recovery audit of contractor payments in accordance with Section 831 of the
Defense Authorization Act for Fiscal Y ear 2002 which requires agencies that enter into contracts with atotal value
in excess of $500 millionin aFY initiate a program to identify and recover payment errors. Using its own
resources, SSA established an in-house recovery audit program for administrative payments to address recovery
issues related to recovering and limiting improper sales tax, excise tax, and late payment charges; additionally,
computer assisted auditing techniques are utilized to identify possible duplicate payments. Results from the audit do
not indicate any susceptibility to significant improper payments nor any problems with recovery activity. The
recovery audit program scope included areview of administrative contractor payments for FY 2005 totaling

$1.4 billion. Of that amount, about .01 percent or $178,199 had been identified and collected. These results further
validated SSA’s existing controls for prevention, detection and collection of administrative improper payments.
Please refer to the Appendix for a detailed report on SSA’s recovery auditing initiative.

Agency Efforts and Future Plans

SSA’sOASI, DI and SSI quality assurance (QA) payment accuracy (Stewardship) reviews provide the data to
measure the payment outlays in these programs each fiscal year. The FY 2005 OASDI accuracy rate continuesto be
at asignificantly high level; 99.6 percent for overpayments and 99.8 percent for underpayments. Even though we
have achieved this high accuracy rate, we still strive to make additional achievementsin payment accuracy. The
detailed report on SSA's efforts to reduce improper payments identifies the major causes of improper payments over
the past severa yearsin the OASI and DI programs and the actions the Agency has taken to address these causes.

In the SSI program, SSA has established an ambitious 5-year goal to achieve 96 percent overpayment accuracy by
FY 2008 and maintain that rate in FY 2009. Successin achieving the SSI goal is dependent on the effectiveness
of the activities outlined in SSA’s SSI Corrective Action Plan. In FY 2005, SSI payment accuracy results were
93.6 percent for overpayments and 98.6 percent for underpayments. The major causes of SSI overpayments

in FY 2005 were wages and financial accounts (such as savings and checking accounts). The major causes of

SSI underpaymentsin FY 2005 were wages, living arrangements, and in-kind support and maintenance.

OASDI Improper Payment Initiatives

o A Substantial Gainful Activity (SGA) software tool, called eWork, is availablein every field office to ensure
proper handling of SGA cases. In addition, SSA completed an agreement in December 2005 with the Office of
Child Support and Enforcement (OCSE) that permits computer matching with OCSE’s “new hires’ filethat is
expected to be useful in identifying unreported work and earnings.

e The Agency isworking with State governments to improve the current paper-based process to report death
data. Electronic Death Reporting (EDR), a web-based automation of the death registration process, would
provide timely and accurate death data. Currently, SSA isreceiving death data via EDR from 14 States,
New York City and the District of Columbia. The Agency has awarded funding to nine additional Statesin
FY 2006. Fifteen States are in the process of implementing EDR.

e For the past severa years, SSA implemented initiatives to correct computation errors in benefit payments. SSA
isin the process of developing automated capabilities that will further prevent, identify and correct computation
errors.
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SSI

Improvements were made to wage and self-employment earnings reports by modifying the Social Security
Statement and increasing electronic filing of W-2's. In addition, the Social Security Number Verification
System was implemented nationally in June 2005 providing employers a web-based vehicle in which to verify
names and SSN’s of employees for wage reporting purposes. To date, 46.9 million SSNs have been verified
through this system.

Correction of workers compensation offset errors, the second leading cause of OASDI underpayments for
FY s 2001 through 2005, continues through dedication of SSA’s Operations staff to rework affected cases and
exploring possible data exchanges.

mproper Payments Initiatives

A national workgroup was formed in 2006 to begin developing a comprehensive strategy to maximize SSI wage
reporting nationwide, while minimizing the resource impact through automation and policy efficiencies.

In FY 2004, SSA completed atest to determine the feasibility of implementing monthly wage reporting
using touch-tone and telephone technology. Based upon the results of the first test, SSA is conducting and
evaluating a second test using a different authentication process. Results of the second test will determine
whether to proceed with this technology that offers the opportunity to prevent SSI wage overpayments
estimated at $416 millionin FY 2005.

To further improve SSI payment accuracy, the Foster Care and Independence Act of 1999 givesthe
Commissioner the authority to require SSI recipients to provide authorization for SSA to obtain any and al
financial ingtitution records. Refusal to provide, or revocation of, an authorization may result in ineligibility for
SSl. In an effort to reduce the amount of overpayments caused by financial accounts, SSA promulgated final
regulationsin FY 2004 that allow the Agency to query financia ingtitutions electronically. In February 2004,
SSA began a proof of concept to test the feasibility of financial institutions accepting electronic bank account
verification requests. The proof of concept demonstrated the financial community’ s support of this process. In
addition, verification requests were returned quickly to the Agency which allows immediate continuation of the
SSI application or redetermination. In February 2005, SSA initiated a study to ascertain the characteristics of
cases that are likely to have unreported resources. The data gathering of this study concluded in FY 2005. A
report of the study findings is expected to be released by November 2006. SSI financial account issues
accounted for a projected $503 million in overpayment deficiencies for FY 2005.

Effective January 2001, SSA began using online queries to access OCSE quarterly wage data and “new hires’
OCSE file astoolsto assist in detecting improper payments due to wages. SSA aso undertook a pilot match
study that explored the feasibility and usefulness of a quarterly match with the “new hires” OCSE file. A study
report is expected by November 2006.

Improper SSI payments due to living arrangements and in-kind support and maintenance result from recipients
not reporting changesin their household living situations or changes in the recipient's contributions to
household expenses. Thisisacomplex areawhere recipient understanding of reporting requirements is very
difficult to address. For this reason a portion of the annual SSI redetermination workload is targeted to
addressing improper payments due to living arrangement changes. The redetermination process is the most
powerful tool available to SSA for preventing and detecting all types of SSI improper payments, including those
due to living arrangements and in-kind support and maintenance.
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