ANAO Submission to the Senate Finance and Public Administration References Committee
Introduction

1. The purpose of this submission is to assist the inquiry of the Senate Finance and Public Administration References Committee into Australian Public Service Employment Matters.  The submission addresses the issues relevant to the Committee’s terms of reference under the following headings:

· the evolving changes in the nature of the Senior Executive Service (SES);

· the impact of agency-based bargaining on agency performance;

· the extent to which performance pay is being incorporated into agency agreements; and

· the impact of agency-based bargaining on accountability reporting.

2. The submission reviews recent material drawn from Australian and overseas sources to provide an overview of relevant reviews and developments in relation to the Committee’s terms of reference.  It highlights a number of emerging issues in relation to the SES, particularly the importance of leadership and also shows that Australia is not alone in its attempts to introduce more flexible workplace relations arrangements and increased accountability for performance.  The submission summarises the approaches adopted in countries such as the United States, the United Kingdom and New Zealand and outlines some of the problems they encountered.  Also discussed, from a small agency perspective, is the approach taken by the ANAO in our own certified agreement in addressing the issues covered by the inquiry.

The evolving changes in the nature of the Senior Executive Service

Background:  origins of the SES

3. The Senior Executive Service (SES) was established in October 1984 as the executive management group for the APS.  The Government had announced its adoption of the concept of a Senior Executive Service in a white paper of December 1983, making the necessary legislative changes in the Public Service Reform Act 1984.  The initial membership of the new SES comprised the whole of the former Second Division.  The package of conditions included in the SES model in 1984 was intended to provide for:

· a unified cohesive SES; 

· open entry to the new Service; 

· planned mobility; 
· staff appraisal; 
· more and better training of SES members; and 
· active coordination by the then Public Service Board. 
Previous reviews and audits on the SES
1990 Senate Committee Report on the SES

4. In September 1990 the Senate Standing Committee on Finance and Public Administration undertook an inquiry into the SES (the Coates Report) to evaluate the extent to which the founding objectives of the SES had been achieved after five years.  Major changes had occurred to departmental structures and senior staffing arrangements since 1984.  The Committee considered that the effect of these changes on SES members, in particular morale, seemed worthy of review.  There had also been reports of disquiet in the US at the effects of the 1978 Civil Service Reform Act, thought by some to have been a partial model for the Australian SES.  A review of the US Federal Civil Service had identified a “quiet crisis” in senior civil service staffing, and it seemed desirable to determine whether similar trends were emerging in Australia. 

5. The Committee report observed that, although the 1984 legislation could be read as moving the APS closer to the career system ideal, the actual SES had developed in a way that owed much more to the managerial model.
  The managerial model was characterised as having a focus on managing for results, increasing responsibility and accountability for managers, and a commensurate trend away from central leadership, planning and direction.
  Notwithstanding the trend towards devolution, the report commented that, “having accepted that the public service should be managed as a service, the Committee had no difficulty in accepting the value of a single senior service”.
  The Coates Report accordingly made recommendations for the development of the SES addressing such issues as mobility, tenure, selection, remuneration, training and development.  

6. The Government response to this report, in October 1991, agreed that the original vision of the SES as a unified leadership group for the APS remained relevant.
  The particular characteristics and responsibilities of public administration at the federal level required senior management which shared a common administrative culture, had similar generalist skills and competencies, shared training and development experience, and could be deployed across the APS in response to changing Government priorities.  The Government believed that the elements of central management of the SES established in 1984 – selection, redeployment, retirement, career management – should be retained if the model was to be preserved.  Senator the Hon. Peter Cook, the then Minister for Industrial Relations, noted that to implement effective and practical strategies and programs for the maintenance and development of a SES, it was important to take account of the realities of the devolved management and administrative structure of the APS.  The then Minister commented that, although the Government was happy to agree to many of the Coates Report recommendations, it had had to look carefully at those requiring a significantly greater degree of central control.
 

NSW Audit Office

7. SES employment issues were the subject of an audit by the NSW Audit Office in December 1998, NSW Senior Executive Service: Professionalism and Integrity.  The objective of this performance audit was to examine the extent to which the NSW model of executive management in the public sector was able to fulfil the NSW Government’s objectives.  The audit examined:

· the extent to which the NSW SES model was capable of giving effect to Westminster/Whitehall principles espoused by the Premier of NSW; and 

· whether there was any scope to improve SES effectiveness in light of those goals and espousals.
   

8. The audit was primarily concerned to establish the climate existing within the SES, attitudes held by the SES and behaviours adopted, in order to provide indications about the efficacy of the framework and the extent to which the Government’s objectives for the SES are seen to be realised.
  

9. The audit found there were aspects of the current system which SES officers supported.  The SES took pride in their professionalism, helping Government achieve its objectives, and valued the intrinsic nature of their work.  SES respondents to a survey, which formed part of the audit, considered that most of the originally stated objectives of the SES remained relevant to current SES practice.
  

10. The report also concluded, however, that there were several features of the current SES model, or its application, which hindered the capacity of the SES to operate effectively in line with the Government’s stated objectives.
  Difficulties in the SES identified by the audit included:

· uncertainty about the way some employment contracts have been applied in practice;

· removal for reasons other than performance;

· inconsistently applied rules about selection/recruitment, appointment and removal of the SES;

· an imbalance between Chief Executive Service (CES) responsibility to the Minister as the employer/reviewer with their responsibility not to act in a political or partial manner; 

· apparent lack of rigour in, value of, and Ministerial accountability for, CES performance review processes; and

· failure to implement an adequate system of rewards and sanctions related to performance.
 

11. The NSW Audit Office recommended several enhancements to the legislative and policy framework governing the SES.
   

ANAO

12. The work of the ANAO has not included detailed coverage of SES employment issues although SES matters may receive coverage in audit reports examining APS-wide issues, for example, the June 1999 report, Staff Reductions in the APS. 
  The objective of this audit was to assess the extent to which staff reductions in the APS had been managed in a sound, strategic and cost-effective manner consistent with the guidelines outlined by the Government and the ANAO’s better practice guide of June 1996.
  (The 1996 guidelines had specified that the SES was not to be excluded from any staff reductions.)  The ANAO found that SES numbers did reduce over the period in question, indicating that agencies had adhered to the guideline.  However, analysis of APS-wide data showed that the proportion of SES remained stable at 1.3 percent of total staff between 30 June 1995 and 30 June 1997, increasing to 1.4% of total staff at 30 June 1998.  The ANAO observed a similar degree of stability in the proportion of SES in the three agencies subject to detailed examination. 

PSC Assessment of the SES 

13. In 1995 the former Public Service Commission (PSC) published an assessment of the perceptions and experiences of the SES group after a decade of change in the APS. The report noted that, although the broad SES concept had not been fundamentally questioned since its inception, modifications had been made to the original concept (such as broad banding, and the introduction of the SES specialist category) as part of the Government’s response to the Coates Report. 
  These changes had been made to address concerns about salary flexibility and the need for particular expertise in departments.  Two changes were argued to be particularly significant:

· the SES worked in a far less centralised and much more devolved environment than originally conceived.  The powers of central agencies had been devolved to departmental secretaries.  As a result, Secretaries had much greater control and thus flexibility over key aspects of SES management, including mobility.  In addition, within the then Department of Finance approved profile, Secretaries also had the power to create, abolish and determine the duties of SES positions in their department.  The trend had been towards greater departmental autonomy over the management of the SES.  Some central controls remained (such as the Public Service Commissioner’s responsibility to approve all SES appointments and promotions), recognising that members of the SES were not a narrow departmental resource but had been selected and developed with regard to the overall managerial requirements of the APS; and

· a second significant change had occurred with the introduction of two new features, performance appraisal and performance-based pay which provided a framework for managing SES performance and extended the range of incentives and rewards. 
  

14. The exercise had drawn upon the results of a survey which found that SES officers in 1993-94 were, by and large, satisfied with their jobs, their organisations and their careers in the APS.  This was despite the extent of the changes and a shift in the attributes required of the SES to manage the changes.  While the survey findings covered a broad range of issues, the author of the report drew two broad conclusions from the study:

· SES officers were ‘generally supportive’ of the SES model.  They regarded mobility, particularly inter-agency mobility, and career development as important and valuable components of an SES career.  They supported the use of performance appraisal and saw many potential benefits from its use, although there was less consensus about performance pay.  Overall, the majority of officers ‘strongly endorsed’ the SES model, which they saw as compatible with the traditional APS values of merit and equity, and as generally effective in improving individual and organisational performance; and

· SES officers perceived, however, that the implementation of several features of the SES model could be improved: they expressed some dissatisfaction with current opportunities for mobility and for career development, and with the range of quality of training and development programs.  SES members also perceived that performance appraisal had had little impact beyond its link to performance pay.  There was also some scepticism about the merits of performance pay and considerable agreement among officers that the performance pay system, at least after the first cycle, was not working well.
  The issue of performance based pay is discussed in more detail later in this submission.

Data on SES issues

SES Remuneration: DEWRSB Survey

15. The Department of Employment, Workplace Relations and Small Business (DEWRSB) in conjunction with the Australian Bureau of Statistics (ABS) recently concluded a confidential survey of SES remuneration in the APS.  A summary of the findings of this survey is reported in the DEWRSB publication, Agreement making in the APS: The First Round (May 1997 - June 1999). 

Statistical Material on the SES in the APS

16. The DEWRSB survey of agreement making referred to above contains aggregated data about SES remuneration drawn from the SES survey.  Statistics are provided on the levels of performance pay across the three SES bands.  DEWRSB notes that, although the underlying data is robust, it should be treated with some caution because of the use of agency averages/estimates rather than actual individual remuneration data in key areas such as superannuation and vehicles. 

17. The PSMPC publishes APS statistical data in its annual state of the service reports.  The statistical bulletins published by the PSMPC as part of the state of the service series include statistics on the numbers (and gender) of SES officers in the APS.
 

Issues Facing the SES in the APS

Leadership in the APS
18. Public service officials are responsible for assisting the Government to carry out its functions, which include the preparation of policy advice to Ministers, implementation of policy decisions, the drafting of legislation and the management of contracts to ensure the delivery of government programs.  Effective leadership is central to the successful completion of these functions, the more so at a time of rapid change with the restructuring and outsourcing of government activity as has occurred in recent years.  

19.
A central element of this is the SES leadership role.  In 1996 a benchmarking analysis was conducted of the leadership challenge facing the APS.
  The research concentrated on examining the relationship between the quality of dialogue amongst senior managers in the APS, their capability to form cohesive views as to the future direction, shape and nature of their organisation and the possible impact of their behaviour and philosophy on the rest of the organisation.  The study also examined the values held by senior managers and their views as to the culture of organisation within the APS.
  The study made comparisons between the respondents of the SES and Senior Officer grades within the APS and overseas respondents.  

19. Five key themes emerged from the study:

· a lack of cohesion at senior levels within the APS over its shape, direction and purpose was a damaging issue, judged by the authors as particularly worthy of attention;

· in keeping with private sector experience, the sensitivity experienced over conducting meaningful dialogue highlighted the fact that particular concerns remained unresolved;

· differences of perception existed between top management and the levels immediately below in key areas of behaviour which, if allowed to continue, could damage the credibility of the top APS management and their policies and inclinations.  (The KoracKakabadses noted that although these differences were a phenomenon of both the private sector and APS samples, the APS results highlighted a considerably greater need for concern.)

· key shared attitudes and values were viewed as positive and highly valued by the respondents; and

· when compared against ratings ascribed to the ‘six leader behaviours’, the senior management in the APS were deemed as ‘far less valued’ than the existing culture of the organisation.  The results indicated that the APS was viewed as having developed a positive internal culture and yet the leadership was viewed as negative and unsatisfactory.
  

20. On the basis that a positive, forward looking culture in an organisation is grown and sustained by the culture makers of the organisation, primarily top management, the authors of the report identified six key strategies for reducing the ‘gap of leadership’:

· concentrate on organisation-wide issues rather than be restricted by territory;

· accept and address sensitivities and concerns;

· get the dialogue right, and establish a common language throughout the organisation as a means of keeping irritants as irritants and not allowing undermining constraints to emerge;

· get the interfaces within the organisation right;

· engender a learning culture that is sensitive to feedback and promote the feeling of confidence to seek varying but cohesive ways through diversity and challenge;

· promote vision rather than ego; and

· promote ‘Cabinet’ responsibility within the organisation. 

21. In August 1998 the Government announced its intention of revitalising leadership planning and development as one element of promoting better performance in the APS. Accordingly, in May 1999 the Minister Assisting the Prime Minister for the Public Service launched a new Senior Executive Leadership Capability Framework, developed by the Public Service and Merit Protection Commission (PSMPC) in close collaboration with APS agencies.  Dr Kemp said that the new Framework was ‘directly relevant to encouraging the strong, strategic leadership that is so important to the management of change and to achieving results.’

22. The Minister described the Framework as setting out ‘comprehensively and in contemporary terms’ the behaviours that characterise high performance in Public Service leadership roles. Dr Kemp acknowledged that the previous SES Selection Criteria had served well.  They had, however, lacked a comprehensive statement of leadership requirements that could provide an overall framework to guide other areas of planning, such as an integrated approach to development, performance assessment and management, and succession planning for the SES. 

23. The new Framework identifies five core criteria for high performance by Senior Executives and is designed to enable congruence between planning, selection, assessment and development initiatives for senior executives at the agency and APS-wide levels. 

24. The new core criteria for SES officers are as follows:

· achieves results;

· cultivates productive working relationships;

· shapes strategic thinking;

· communicates with influence; and

· exemplifies personal drive and integrity.

25. The Minister stated that the new criteria heralded a significant development in the understanding of the role and contribution of Senior Executives in the SES. Leadership is now the crucial element in SES selection, whereas it had previously been one of five skill areas.

26. The Minister noted several ways in which the PSMPC was aligning its Senior Executive leadership programs with the new capabilities:

· the review and redevelopment of the existing APS-wide leadership development programs;

· the release of a Good Practice Guide to Leadership Development; and

· the establishment of a Career Development Assessment Centre to identify, ‘specifically and reliably’, the development needs of individual executive level staff and suggest ways of addressing those needs.  It is envisaged that the centre will be operational by late 1999. 

The impact of agreement making on SES responsibilities as supervisors

27. The ANAO has not conducted any formal audit work on this subject and is unable therefore to comment from an audit perspective.  However, ANAO does have a perspective, as a small APS agency, on the impact of the devolved arrangements on SES responsibilities.  With the introduction of agreement making, agency managers (in particular SES officers) are more directly involved in HRM issues affecting their staff.  This is because of the key role of supervisors in staff management under the ANAO Certified Agreement.  This responsibility underlines the importance of supervisors having necessary training and support services.  It also reinforces the stronger leadership that members of the SES are expected to display today.  

Mobility within the APS

28. The SES model implemented in 1984 envisaged a senior executive service composed of professionals whose managerial skills were portable around the APS.  The PSMPC, in a 1997 State of the Service report on mobility in the APS, concluded that SES mobility had fluctuated between 1987/88 and 1996/97.
  The PSMPC noted that SES trends in the late 1980s, a period of high SES mobility, would have resulted from machinery of Government changes in 1987-88.
  However, SES mobility appeared to be falling somewhat for 1996-97, the last year for which figures were provided in the report.
  In the current devolved environment, although mobility rates may vary between agencies, the likelihood is that SES officers may have become more specialised and the opportunities for mobility reduced as a consequence. 

External appointment

29. There is also the issue of appointment into the SES from the private sector.  When the SES was first proposed, the intention was to encourage movement from the private sector into the APS at the SES level.  Fixed term appointments were therefore introduced for external candidates.
  In 1995 the then Public Service Commissioner noted that Dr Peter Wilenski, former chair of the Public Service Board, had expressed the hope, in 1986, that by 2001 15% of senior managers would be recruited from outside the APS.
 The Commissioner went on to observe that in 1993-94 this target had already been exceeded, with 16.7% of advertised SES vacancies filled by appointment from outside.
  

30. External candidates may be appointed to the SES on a fixed term or a career basis.   Recent data published by the PSMPC indicate that external appointments (both fixed term and career) constituted 16% of advertised SES vacancies in 1995-96, almost 9% in 1996-97 and 9% in 1997-98. 
  Movement into the SES from the private sector may not be sustained at the level envisaged by Dr Wilenski.  The increase in salaries for chief executives in the APS earlier this year was an effort by the Government to redress some of the differences in pay level between the most senior levels of the public and private sectors.  It remains to be seen the extent to which this development enhances the ability of the APS to attract senior executives from the private sector.

The impact of agency-based bargaining on agency performance

Background

31. The APS reform agenda has focused on improving efficiency and effectiveness in order to build a highly performing public service.  This has involved reducing central controls and devolving greater decision-making authority to agencies, introducing more flexible workplace relations arrangements, placing a greater focus on outputs/outcomes and accountability for performance, and improving the delivery of services to clients.  Australia is not alone in the attention it has given to these issues.  A similar shift towards a results based public sector can be seen in other countries such as the United States, New Zealand, Canada, Sweden and the United Kingdom.  

32. The UK, like Australia, has acknowledged the critical link between HRM issues and organisational performance.  For example, Modernising Government, a white paper published by the UK Cabinet Office and tabled in March 1999, identifies the need to:

· address public sector pay and conditions and provide the flexibility for employers to match pay to organisational needs; 

· recruit the right staff;

· link pay to outcomes and achievement;

· reward excellence; and

· develop a creative approach to financial and non-pay incentives.
 

33. The Australian Government has also sought to provide stronger incentives to attract and retain skilled, objective and professional public servants to the ranks of the APS.  The flexibilities set out in the Workplace Relations Act 1996 endorse a more direct relationship between employers and employees in the negotiation of pay and conditions and are intended to give agencies the scope to develop their own systems for rewarding high performance. 

34. As a result of agency based bargaining there is now a broad range of remuneration levels and revised employment conditions across APS agencies.  Pay increases in the first round of agreements ranged from a minimum of 0% for the Child Support Agency
 to a maximum of 21% for AQIS Meat Inspectors.
  The majority of APS agencies offered increases of between 2-5% per annum not including bonuses.

35. Within the Government’s policy framework, as articulated in the Policy Parameters for Agreement Making in the APS developed in 1997 for the first round of agreement making, APS agencies are able to negotiate pay increases for their staff.  However, any pay increases were to be linked to productivity/performance improvements or be self-funded from within agency appropriations, for example, through savings generated from the rationalisation of conditions.  The ANAO’s response to DEWRSB’s review of the 1997 Policy Parameters emphasised the need to establish a direct relationship between increased pay and improvements in productivity/performance and this requirement remains in the revised policy parameters promulgated in May 1999.

Approach taken by the ANAO 

36. The ANAO, unlike most agencies, has a time recording system where staff record details of the work they have undertaken and the actual time spent on individual tasks on a designated time recording system.  As part of an efficiency improvement, the ANAO’s Certified Agreement makes provision for increasing the number of hours allocated to audit product thereby ensuring that staff spend more time on audits and other audit related activities.  Product hours are defined as those hours worked on described product such as specific audit reports, financial statement work, better practice guides, participation in parliamentary inquiries etc.  An increase of 50 product hours per annum over the three years of the agreement (an average increase of more than 15%) will provide pay increases and deliver productivity benefits to the ANAO.  

37. In recognition of this increased effort, all staff covered by the agreement receive a 6% pay increase in three instalments over the life of the agreement as well as a one-off average increase of 4-6% through translation to the ANAO’s new broadbanded structure.  Savings generated through streamlining administrative processes, the rationalisation of existing employment conditions and the cashing out of benefits and entitlements which were folded back into salary also contributed to these pay increases.

Current audit work

38. The ANAO is currently undertaking a general performance audit of Certified Agreements in the APS.  The audit will examine a range of issues with particular focus on the link between improved pay and conditions and increased productivity/performance.  The audit objectives are to:

· provide an overview of the range of pay outcomes included in the first round of APS certified agreements;

· examine the role of central agencies in reviewing agencies’ certified agreements; 

· determine how agencies funded their agreements;

· identify the administrative arrangements agencies have in place to measure any improvements in productivity/performance that were linked to pay increases;

· determine the extent to which agencies complied with the terms and conditions outlined in their certified agreements which contributed to paying for their agreement or measuring improvements in productivity/performance; and

· review the reporting and accountability arrangements agencies have in place to monitor progress and to evaluate the outcomes of their agreements.

39. The results of any evaluations agencies have undertaken which consider the outcomes of agreement making will also be examined.  However, an assessment of outcomes, including the effectiveness and/or appropriateness of productivity/performance measures, for those agencies that have not undertaken their own examination of these issues is beyond the scope of the audit.  The audit has a strong assurance element and, in order to provide a timely report to Parliament, the main focus will be on outputs.

Issues for measuring agency performance

Background

40. The ANAO’s preliminary investigations indicate that the majority of agencies provided their staff with an initial pay increase.  Further increases, in the form of bonuses or performance based pay, were contingent upon the implementation of certain conditions or strategies, or on improved performance at the individual, team or organisational level.  There appears to be at least three main ways in which agency performance is being measured:

· at the whole of agency level.  For example, achievement of the objectives/outcomes outlined in the corporate plan (ATO) or a single input or output measure such as increased hours spent on audit products (ANAO) or the ratio of revenue weighted output to total cost (IP Australia);

· at the team or individual level where the performance of individual staff members is linked to agency-wide performance.  This is based on the premise that if individual staff members are performing well, there must be a commensurate increase in the overall performance of the agency; and

· a combination of the above.

41. The systems for measuring individual staff members’ performance is discussed in the following section which deals with performance based pay.

Difficulties associated with measuring agency performance

42. Adopting an effective system for measuring agency performance provides a significant challenge.  Work undertaken in the United States,
 Canada
 and the United Kingdom
 provides some lessons learnt for improving the measurement of performance.  These include:

· focusing on key aims;

· clearly defining performance expectations;

· ensuring all stakeholders understand and agree on the results to be accomplished;

· demonstrating how strategies will be used to achieve goals;

· identifying the performance consequences of budget decisions; 

· establishing service standards and reporting on progress towards their achievement;

· building capacity within agencies to measure and report performance information, including the greater use of information technology; and

· the need to communicate best practice and lessons learned. 

43. The task of measuring agency performance is particularly difficult for policy departments.  By way of illustration, the New Zealand counterpart of the PSMPC, the States Services Commission, has a project underway aimed at ‘Improving the Quality of Policy Advice’ which focuses on issues identified as being significant contributors to the ‘policy advice problem’.
  Several issues arose from consultation with stakeholders, with a group of issues requiring particular attention.  These included:

· a lack of clarity about what outcomes Ministers wished to achieve;

· under-investment in policy capability (including in human resources capability); and

· patchy performance across department policy units. 

44. The SSC has published a series of occasional papers addressing these issues. 

45. Even where an agency is more suited to measuring productivity due to the nature of their core business, it is still difficult to develop a performance measure that accurately reflects the contribution of staff.  A recent ANAO audit of IP Australia found substantial improvements in productivity and in the cost and timeliness of its client services in the last few years.  As a result, staff received one off bonus payments for each of the financial years 1997-98 and 1998-99.  However, the audit found that the measure of productivity for the purposes of the Certified Agreement – the ratio of revenue weighted output to total cost – can be influenced by factors unrelated to staff productivity, such as changes in legislation that alter processing requirements and changes to the business mix.
  

The extent to which performance pay is being incorporated into agency agreements 

Background 

46. As mentioned above, the performance of individual staff members is one of the ways agencies can measure agency-wide performance.

47. Under the 1997 Policy Parameters, agencies were given the responsibility for determining their own remuneration strategies and were required to introduce, through agency agreements, a rationalised classification structure.  Performance management arrangements were to be established to guide salary movements through the classification pay ranges.  As a result, agencies had considerable flexibility over classification matters and were responsible for setting actual pay rates and salary movements within and between classification levels.  The need for effective performance management arrangements was reiterated in the revised policy parameters promulgated in May 1999.

Approach taken by the ANAO

48. In addition to the general pay increase included in the ANAO’s certified agreement linked to the increase in product hours (see paragraph 36 above), the certified agreement provides for advancement to a higher pay point within the ANAO’s broadbanded structure based on work performance and the availability of work.  A Performance Assessment Scheme has been established to facilitate this process and to assist in the achievement of the ANAO’s corporate objectives by reinforcing accountability for performance and good people management.  There is also provision for non-remuneration incentives and the establishment of a bonus pool for the purposes of making available bonus payments to staff when certain criteria are met.

Previous and current reviews 

Current audit work

49. As mentioned above, the ANAO is currently conducting an audit of Certified Agreements in the APS.  Although the audit is not dealing specifically with performance pay, the focus on issues relating to agency performance will, inevitably, result in some examination of performance assessment schemes.  However, this will only consider the contribution individual performance assessments have made to measuring agency-wide productivity/performance.  The audit will not involve an analysis of the relative merits of agencies’ performance assessment schemes or the results of performance appraisal.

Work undertaken by the central agencies on performance management

50. The PSMPC discussed the issue of performance management in a paper prepared for the APS Round Table
 in August 1998.  Performance management covers a range of employment related issues of which performance based pay is a significant element.  The paper does not specify how many agencies have incorporated performance pay into their agreements but refers to an analysis undertaken by the former Department of Workplace Relations and Small Business which found that the characteristics of performance-linked pay in the APS agreements they examined fell into three main categories:

· appraisal and reward options;

· flexible use of classification levels such as broadbanding and the abolition of fixed pay points; and

· performance bonuses.

51. The PSMPC is undertaking further analysis of the performance management systems established in 40 agencies.  In addition to a summary of the different initiatives taken by agencies to manage performance, the PSMPC compiled an overview of the remuneration and rewards developed for each agency.  A report is due to be tabled at the next APS Round Table (tentatively scheduled for early September 1999).  DEWRSB’s booklet Agreement Making in the APS: The First Round (May 1997 – June 1999) contains some information on the different approaches taken by agencies in relation to performance linked remuneration.  The results of DEWRSB’s evaluation of the first round of agreement making may also provide some information on these issues.  The results of the evaluation will be available later this year.

ANAO and other reports on pay for performance

52. The only other major audit work dealing specifically with the issue of performance pay, albeit under the previous industrial relations environment, was undertaken in 1993.  The ANAO conducted an audit of the implementation of performance appraisal and pay in the APS arising from the 1992 APS Workplace Bargaining Agreement.
  The Senate Standing Committee on Finance and Public Administration undertook a similar review. 
  Although the two reviews proceeded independently, it proved convenient to collaborate on a survey of departments and agencies on the implementation of the performance pay system.  As the Committee would be aware, the reports arising from the two reviews are complementary.  

53. The ANAO found that performance appraisal and pay was not implemented in accordance with the spirit of the Workplace Bargaining Agreement or the APS guidelines in a significant number of agencies and that most agencies did not have mechanisms for measuring the extent of achievement against the schemes’ objectives.  Similarly, the Senate Committee report concluded that there were fundamental conceptual problems with the system of performance pay adopted in the APS.

54. A review of the operation of performance based pay in the APS between 1992 and 1996, undertaken by the University of New South Wales,
 found that a strong performance culture did not emerge within the APS in response to the introduction of performance-based pay.  In addition, performance agreements were unable to measure adequately the performance of senior officers undertaking policy work.  The report concluded that the APS experience: 

· highlighted that managerial prerogatives and controls could be enhanced considerably to ensure that they are not used in an arbitrary and subjective manner;

· indicated that performance-based pay schemes may not motivate public servants to work harder and may prove to be divisive in practice by undermining teamwork and intensifying divisions between those eligible for a pay bonus and those staff excluded from the scheme; and

· gave rise to increased friction between supervisors and senior officers, particularly in relation to performance feedback. 

Pay for Performance – an international perspective

55. Australia is not alone in its attempts to develop a more flexible remuneration system for public servants.  Outlined below are the systems developed in the United States and the United Kingdom and some of the problems they encountered.

United States

56. Pay for performance was a widely used method of compensation in the US public sector from the early 1980s.  However, by the late 1990s, a growing body of research indicated that there were numerous problems associated with the application of performance-based compensation systems.  These included problems relating to performance evaluation, the apparent reluctance of government to adequately fund the systems and the fact that ‘merit pay’ often led to dysfunctional competition amongst employees.  The federal government terminated the Performance Management and Recognition System (the federal merit pay system) in 1993 and employees covered by this system returned to the general schedule pay structure.  Despite changes at the federal level, pay for performance continues to be used by state governments.

57. The Government Accounting Office (GAO) undertook an investigation in response to queries about whether it was appropriate for two agencies to pay sizeable bonuses to their executives.  The issue arose in light of an on-going recession and because other institutions awarded much smaller bonuses to their top management.  The GAO concluded that the bonus decisions were a matter of executive judgement.  Each agency had the authority to set the compensation of their employees and there was no legislative impediment on the number of amount of bonuses that could be paid to their executives.  Despite these flexibilities, the SES bonus program, in existence at the time, was governed by certain controls which included establishing formal performance review boards and setting individual performance plans for each executive at the start of performance periods. 
  The GAO did not examine the effectiveness of these controls as part of their investigation.

United Kingdom

58. The United Kingdom has been pursuing the development of a more flexible pay system for the public sector since 1979.  There has been significant growth in individual performance related pay since that time, especially in the civil service.  However, collective bargaining still remains relatively important as a major method of pay determination in the British public services.  A 1997 review of the changes in pay determination methods in the UK public sector identified a number of important obstacles to the spread of more flexible pay systems – not least the issues connected with political and microeconomic decision-making, especially the control of public expenditure.  Some of these obstacles included:

· the influence of labour unions;

· reluctance on the part of some public service personnel practitioners to introduce more market driven pay systems which are seen as antithetical to the ‘public service ethos’;

· government prohibition of tax free financial participation schemes in the public services, limited the possibility for pay variations based on organisational performance; and

· a continuing contradiction between central government’s wish to see more variation in pay systems at the local level, on the one hand, yet continuing control over costs and the detail of employment policy on the other. 

59. Despite these difficulties, the intention to make performance pay systems effective, both as a reward for high-quality delivery and as an incentive to change behaviour, was included in the Modernising Government white paper.  This included incentives at the individual and organisational level such as:

· rewarding staff who suggest ideas that lead to savings or better services; 

· using team bonuses; and

· linking pay, bonuses or other rewards to the achievement of performance or efficiency improvements.

60. The Audit Commission of the UK published in 1997 The Melody Lingers On - A Review of the Audits of People, Pay and Performance, which examined over 400 audits of people, pay and performance in local authorities. The report argued that, although management was not a quick fix that could overcome all the problems of reduced resources, by focusing on key aims and improving staff productivity, authorities could manage and protect services more effectively.  Although the audit examined these issues at the local government level, its conclusions have a wider application, including at the national level.

Impact of Agency Based Bargaining on Accountability Reporting

Background

61. The accountability framework of the APS has undergone significant changes in recent years with less central agency control and the devolution of responsibility to individual agencies.  To ensure a degree of external accountability, the 1997 policy parameters for agreement making required agencies to report against performance indicators that demonstrate improvements arising from their agreements, for example, in annual reports or reports to portfolio ministers.  However, there has been a relaxation in the accountability requirements since that time.  Specific reference to accountability reporting was dropped from the streamlined version of the policy parameters promulgated in May 1999.  

Approach taken by the ANAO

62. The internal and external accounting reporting arrangements established under the ANAO’s own certified agreement are as follows.  The Annual Report is the principal vehicle for external accountability reporting in relation to the certified agreement.  This will include information on the progress of implementing the agreement as well as a summary of performance outcomes.  More detailed information is provided through the internal reporting arrangements which include:

· the Workplace Consultative Forum, which comprises staff, union and management representatives and meets six weekly to consider a broad range of operational and strategic issues which affect staff in their workplace;

· regular staff surveys; and

· reports to the Executive Board of Management.

63. Additional measures to ensure transparency, particularly in relation to the Performance Assessment Scheme, include the development of performance indicators and the establishment of a data collection framework to monitor trends in performance assessment outcomes and the application of performance incentives for staff covered by the agreement.  A formal evaluation of the Performance Assessment Scheme is scheduled for 2000, the final year of the Agreement, to ensure that the scheme is effective and consistent with better practice, and to provide a sound basis for the following agreement.

Current audit work

64. The internal and external review and reporting arrangements agencies have in place to measure in improvements in productivity/performance and to evaluate the outcomes of their agreements will be examined as part of the ANAO’s audit of certified agreements.  This will include both the internal and external reporting arrangements.

65. It will not be possible to be more specific about the APS-wide impact of agency bargaining on accountability until the audit is completed.  

Issues for accountability reporting

66. Recommendations for improving the information provided by agencies in relation to certified agreements have been made in a number of reports.  There were two main areas where external reporting could be improved.

Annual reports

67. In its most recent review of a selection of annual reports, the Senate Finance and Public Administration Legislation Committee considered a number of specific issues, including certified agreements.  As the agreements were relatively new, the Committee expected the 1997-98 reports to include an overview of the progress made on negotiating and implementing certified agreements in the year under the review.  In future, however, the Committee indicated that it expected annual reports to address issues relating to the impact of the introduction of certified agreements on agencies and across the public service as a whole.

Reporting of executive remuneration

68. The ANAO acknowledges that agencies include details on executive remuneration in their annual reports.  However, the Consolidated Financial Statements do not include disclosure of remuneration received by Ministers or executive officers of Commonwealth entities.  The ANAO’s report on the 1997-98 Consolidated Financial Statements found that, although the accounting standards do not currently require the inclusion of this information, the reporting of executives’ remuneration within the financial statements is considered to be a key accountability mechanism which presents better practice in financial statement disclosure.  Such disclosure is required of companies reporting under the Corporation’s Law and of individual Commonwealth entities reporting in accordance with the orders issued by the Minister for Finance and Public Administration.  Given executives’ remuneration is reported by individual entities, the ANAO has recommended to the Minister for Finance and Administration that consideration be given to the inclusion of this information in the Consolidated Financial Statements in future years.
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