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Introduction
Under agreement making arrangements in the APS, Agency Heads are responsible for setting remuneration and conditions for their employees, consistent with the Government’s Policy Parameters.

This paper provides advice to Agencies on the range of issues that may be considered in developing and implementing a remuneration policy for their SES. 

Government Policy Parameters 

Agreement making in the APS is guided by the Government’s Policy Parameters for Agreement Making in the APS.  (DEWRSB Advice 1999/8)  These parameters promote the Government’s interests as the ultimate employer while continuing the process of devolving responsibility for agreement making to agencies.

The Government's workplace relations and wages policy supports the determination of remuneration and conditions as far as possible by agreement at the enterprise or workplace level. APS agencies and their employees are taking a leading role in utilising the opportunities provided by agency level agreements - both Australian Workplace Agreements (AWAs) and certified agreements (CAs) – to improve productivity and provide better paid and more rewarding jobs.

There is no arbitrary cap on the quantum of salary increases that may be agreed at agency level: this is a matter for the parties to settle at agency level.

The Government considers that the SES is an appropriate group to be covered by AWAs, to take advantage of their greater flexibility to link the range of functions and responsibilities, performance and remuneration more effectively. 

Policy Objective for SES Arrangements

The objective of reform to SES remuneration setting is to: 


enhance the capacity of the APS to attract and retain high quality personnel to its Senior Executive ranks and to reward high performance, recognising that:

:
there will be greater competition between the APS, the rest of the public sector and the private sector as a consequence of decisions to increase contestability in the sources of advice and in the delivery of government services (eg via competitive tendering and contracting out; moves to purchaser/provider arrangements); and

:
over time, these changes will add to market pressures on remuneration and employment.

Remuneration arrangements for the SES are therefore directed to provide:

· greater devolution of responsibility to Agency Heads for setting their own remuneration policy, supported by appropriate accountability;

· flexibility to provide wider differentiation of pay within the SES (eg to better recognise individual capability and performance);

· scope for improved pay relative to the wider market; and

· simplicity of application of SES remuneration policy so as to best facilitate achievement of the above outcomes, utilising the new agreement making arrangements, especially AWAs.

Within the context of its Policy Parameters, the Government decided that:

· the existing formal 3 Band classification framework for the SES is to be retained;

· the salary maxima for each of the SES Bands may be expanded; and

· as for other staff, there should be greater scope for remuneration packaging under which non-salary benefits could be ‘cashed out’ (as either salary or a non-superannuable allowance) and any additional benefits could be purchased on a ‘salary sacrifice’ basis

:
packaging itself should take into account all costs to the agency, including fringe benefits tax, administrative costs and superannuation.

SES Remuneration Issues
Achieving the Government’s policy objective involved devolving to Agency Heads the responsibility for determining the overall remuneration of SES officers in their agency, through APS agreement making arrangements.  Accordingly, Agency Heads need to establish a remuneration policy for their agency covering such matters as:


value  -  the level of remuneration for SES jobs and the factors bearing on its determination (eg work value, personal capability/performance, market pressures);


composition  -  the range of matters that may be included within the remuneration package (together with any cost limits);


mix  -  the proportion of salary to non-salary benefits (ie the capacity to 'cash out' different elements of the package and either incorporate them in salary or pay as an allowance, and/or to purchase benefits through salary sacrifice, taking account of the superannuation/FBT implications);


risk and form -  the elements of the package that are contingent on certain outcomes being achieved and what form such elements take (eg merit pay, performance bonuses, commissions);


timing  -  whether elements of the package are provided on a continuing, periodic or one-off basis;


adjustment  -  the criteria guiding changes to any of the above factors and their frequency of application;


instruments - how remuneration is to be authorised (e.g. AWAs or certified agreements); and


transparency and public accountability  -  the arrangements to ensure probity in the expenditure of Government funds, through defensible outcomes that also meet legislative obligations.

SES Remuneration Policy - Implementation by Agencies
Consistent with the Agency’s overall remuneration policy, an Agency Head - after discussion/ negotiation with each SES officer - determines annual salary level and other associated elements of remuneration, and the timing of any adjustment to these during the life of an agreement. 

An aim is to provide greater scope within the Agency's remuneration framework to link remuneration to: the size and responsibility of jobs (and changes therein); the demonstrated capability of individuals and the performance outcomes achieved; and critical market pressures.  Remuneration outcomes linked to performance agreements can also be used as a means of reinforcing job and individual requirements and key result areas. 

Account might therefore be taken of some or all of the following:


the relative weight of the job within the work value range set for jobs in the relevant Band - the work value range and job weight take account of such factors as work difficulty/complexity;  the nature of skills required for the work; authority, responsibilities and accountability; nature/impact of decisions taken; and resources managed

:
the employee’s demonstrated personal capabilities may also affect job weight

:
significant changes in job weight or a different occupant’s capabilities could therefore justify a change in salary within a Band;


an individual’s leadership and performance may justify additional merit-based increases in pay or performance bonuses (e.g. subject to the employee’s overall performance in meeting their performance agreement);


the influence of market considerations (recruitment/retention factors applying to an individual’s particular skills and capability)

   
-
depending on the job and the calibre of people potentially in the field, Agencies may consider directly obtaining specific market information from remuneration consultants before taking final decisions on the remuneration levels for particular jobs;

-
moves toward market based remuneration for executives need to be sensibly handled.  This could be phased in level by level, and/or be linked to the filling of vacancies to enable full market testing at any new remuneration levels available (ie jobs might be declared vacant and a new selection process undertaken in the light of the new remuneration offered).  Market comparisons need to have due regard to all elements of the remuneration package (salary and non-salary; superannuation; tenure; etc.);


construction of the remuneration package (changes to the mix of salary/non-salary elements);

· current guidance on core SES selection criteria (eg Senior Executive Leadership Capability Framework, SES position classification standards)

-
Agencies also need to have regard to the Government’s 1997 commitment in response to Recommendation 37 of the Small Business Deregulation Task Force.  In establishing agreements or performance requirements, particularly for SES, specific requirements are to be included to promote a greater performance culture and client focus in the development of policy and the administration of legislation; and 


accountability arrangements - these are explained further below.  It should be noted that Agency Heads are responsible for ensuring that AWAs are consistent with the Government’s Policy Parameters (the Department of  Employment, Workplace Relations and Small Business (DEWRSB) assessment arrangements do not apply to AWAs).

Guidelines on Agency Head Accountability
Agency Head accountability will be achieved through:

· ensuring that the costs of any enhanced remuneration are funded from within agency appropriations, including for increased superannuation liabilities that may arise (where packages lift the superannuable salary component);

· ensuring that remuneration is not excessive (eg does not exceed that required to attract and retain high quality staff or to duly recognise high performance);

· public reporting in agency Annual Reports comparable to what applies in the community generally

:
in accordance with guidelines issued by the Department of Finance and Administration under s.49 of the Financial Management and Accountability Act 1997 (which closely follow executive remuneration reporting requirements under the Corporations Law and those in force for Australian Government authorities), Agencies are to disclose the number of executives whose remuneration (including superannuation) falls within each $10,000 band, commencing at $100,000, and the aggregate remuneration paid to all executives referred to in the banded disclosures.  (Disclosure requirements for executives’ remuneration are contained in the Finance Minister’s Orders.) (Note: These requirements are currently under review by the Parliamentary Joint Committee on Corporations and Securities following changes to the Corporations Law Act.)

Guidance on Remuneration Issues
During 1997, DEWRSB, produced a publication, Remuneration Design and Management: A Workplace Relations Handbook for the APS. The Handbook was prepared by remuneration management consultants in consultation with a reference group of APS agencies.  The Handbook provides an overview of issues and trends and aims to help Agency Heads, human resources managers and staff to understand the key principles in the design, implementation and management of remuneration strategies including information on, and some illustrations of, remuneration packaging and market pricing. 

Other Issues

(a) Non-salary Benefits
Scope exists for flexible remuneration packaging for SES as well as other staff on a salary sacrifice basis.  Agency level agreements would set the total remuneration available, with employees able to ‘package’ the remuneration in the form of pay or other benefits, taking into account all costs to the agency and the agency's remuneration policy (eg regarding the nature and value of non-salary benefits that may be ‘purchased’ and what administrative arrangements will apply to packaging by employees).

Central rules do not apply to the menu of non-salary benefits that Agencies may offer.  The nature and range of package items is for Agency Heads to determine, as they are accountable for the content of packages.  In practice, the application of Fringe Benefits Tax (FBT) has affected the financial attractiveness of many package items.  Moreover, Agencies need to be aware that some package items are inappropriate for Government employees (eg making private use of ‘frequent flyer’ points accrued from flying on official business). FBT and the cost of administering salary packaging are additional factors to be considered.

Agencies also need to be aware of the full costs of any increases in the Commonwealth's superannuation liabilities arising from their decisions under more flexible remuneration approaches. Actuarial costings are being done on an agency basis, with higher superannuation charging to agencies which significantly increase salary for superannuation purposes.

(b)
Leave Entitlements
There is scope for certain existing SES conditions of service to be cashed out (eg banked recreation leave credits), enhanced (eg additional leave entitlements), or otherwise repackaged or applied more flexibly.  This is a matter for individual Agencies and their Executives to consider, having due regard for arrangements that may apply to other employees in the Agency.

(c)
SES Vehicles 
EVS Vehicles
Current remuneration arrangements for SES employees include access under the Executive Vehicle Scheme (EVS) to a private plated Commonwealth vehicle of an appropriate standard. Agency Heads are responsible for determining the standard of vehicle and options accessible, its ‘cash in lieu’ value, any personal contribution and, consistent with the Financial Management and Accountability Act 1997, use of credit card associated with the vehicle. 

The EVS Guidelines were modified in June 1999 (Advice 1999/11) and are the basis on which Agencies take decisions on the provision of official vehicles for SES employees. Under the EVS:

· SES vehicles remain part of agency vehicle requirements.  Accordingly, the first employer provided vehicle for each SES employee continues to be a Commonwealth vehicle

:
Agencies are required to obtain all of their Commonwealth vehicles from DASFLEET for a period of five years to September 2002.

· SES are still required to select vehicles which are Australian-manufactured, except in the lower priced car range (below 1500 cc) and passenger vans.

· Decisions by Agency Heads (including in the context of their Agency’s SES remuneration policy), determine the standard of vehicle which may be accessed by an SES employee.

:
subject to commercial decisions by DASFLEET that it is prepared to purchase and lease the vehicle

:
eg there is scope for employees to vary the standard of vehicle accessed on a salary adjustment basis (see below).

Vehicles and Remuneration

As indicated above, Agency Heads are responsible for setting remuneration and conditions for their employees. Construction and valuation of SES packages (including determination of any 'cash in lieu' amounts for non-salary benefits including SES official vehicles) is a matter for Agency Heads.

Among other aspects, Agency Heads may therefore revalue the vehicle component of the SES remuneration packages applying in their Agencies to take account of specific Agency costs, rather than the Service wide average costs used previously.

Information on ‘benchmark’ vehicles continues to be disseminated by the Department of Industry, Science and Resources (DISR) for the guidance of Agencies in determining appropriate standards of their SES vehicles under the EVS.  Agencies could meet the costs of relevant vehicles used by their SES, and base any ‘cash in lieu’ amounts for vehicles on these costs, rather than on costs of typical Service-wide or Agency vehicles

The costs met by the Agency would also include any higher lease charges relating to:

· lease of vehicles with additional ‘encouraged’ fuel efficiency or safety options under current EVS Guidelines (dual fuel capability or cargo barriers)

· another vehicle assigned to an employee where approved for operational reasons.

Any variations above or below this cost could then be reflected in adjustments to the employee’s remuneration

· eg SES employees may have the option to access a different standard vehicle and meet any additional costs, or be reimbursed for any lower costs via ‘cash in lieu’, under flexible remuneration arrangements.

Where appropriate, Agencies could comprehend the personal contribution paid by SES employees towards use of the vehicle in the employee’s remuneration, rather than being separately continued.  Costs of fuel and any servicing during leave may also be able to be comprehended in the employee’s remuneration through salary sacrifice, provided this is appropriately authorised.

Additional Vehicles
Individual APS employees may access a vehicle as part of a remuneration package. Generally this would be on a salary sacrifice basis, and may include SES employees accessing additional vehicles beyond their official vehicle.  Under remuneration packaging, the vehicles may be leased directly by individuals, including on a novated lease basis, from any source (that is, not limited to DASFLEET).

Agency decisions about the type of vehicle which can be accessed on a salary sacrifice basis must be consistent with the Government’s industry development policy in relation to Australian-made vehicles.

Novated leases
If an agency's remuneration policy allows for novated lease arrangements, the detail of the lease is a matter for the individual employee. The vehicle would be for private purposes with any official use reimbursed on the same basis as occurs now when employees utilise their own vehicles for business purposes. Agencies need to carefully consider how novated leases work, in particular the taxation liability implications.

Additional DASFLEET Leases

In addition to SES official vehicles, an agency's remuneration policy may allow access by employees to a vehicle leased by the agency with costs met through salary sacrifice. Such vehicles must (until 2002) be leased from DASFLEET and agencies would need to decide on whether guidelines applying to such arrangements would be similar to those applying to their SES under the EVS, or otherwise

· the type and standard of vehicle ordered would be negotiable, provided it is Australian-made (except where below 2000 cc or a passenger van, where Australian-made vehicles are not available)

· DASFLEET lease prices on these vehicles could also cover maintenance of the vehicle, as well as typical on-road costs

:
but the Agency would not generally meet the cost of parking or fuel

:
the Agency would need to consider whether the vehicle is to have any official use component and, if so, how this should be recognised (eg through the current kilometre allowance, or as part of determining the salary sacrifice required)

· the amount of salary sacrificed under this arrangement would be paid by the employee to the Agency.
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· Advice 1999/8 Policy Parameters for Agreement Making in the APS (May 1999)

· Advice 1999/12 Supporting Guidance for the Policy Parameters for Agreement Making in the APS (May 1999)

· Advice 1999/11 APS Vehicles Policy: Modified Executive Vehicle Scheme

· Advice 1998/28 APS Vehicles Novated Vehicle Leases – Draft Taxation Determination TD98/D6

Public Sector Merit Protection Commission

www.psmpc.gov.au
· Senior Executive Leadership Capability Framework

Department of Finance and Administration

www.dofa.gov.au
· Financial Management and Accountability Act 1997 

