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Key points

&

Summary of issue
and purpose of paper

(SSC) on our 2017 remuneration intentions.

@% %ﬁgation to consult the State Services

w&v&\galand employed staff across the Ministry on and
Shore (excludes Locally Engaged Staff).

The primary risk is to our staff engagement if the
remuneration round is not managed fairly, equitably and
efficiently.

Resource

Budget provision of $2.03m has been made for 2017/18 for
implications Ministry pay increases (2%)|OUT OF SCOPH|
(including cost of proposal) This is based on the

4YP personnel costs of $105.269. for 2017/18.

The actual 2017/18 total remuneration budget has been

amended to $106,907m. A 2% remuneration increaseQUT OF SCOPE
Consultation The proposed changes to the pay bands and the level of

undertaken funding / average increase parameters will be discussed in
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Consultation mandatory if the Remuneration Forum with the FSA and PSA once

any implications exist for agreement to proceed with this engagement is obtained from
FIN, AMD, IMD, HRG, and the Resources Committee.

UNSC TF.

The budget and cost implications have been discussed with
Finance.

Other relevant internal units ~ Engagement with SSC will occur with Resources Committee
and external stakeholders agreement and will follow the report back to Resources
Committee on union and management engagemen

A
wecommonton ﬂ@i@ m@

1. Note that YES @

x\\®

for 2 YES / NO

2. Approve the remuneratjos
out in Annex B;

3. Appro@\ﬁé‘ﬁ%man \@wneratlon Matrix for YES / NO
"“ N

\é.\lz-\ppr \Eﬁaﬁeratlon round parameters the YES / NO
i seek SSC approval for 2017; and

0 \§ Agree that HRG proceed with the Remuneration Forum YES / NO
with FSA and PSA and consult Divisional Managers on
remuneration pressures and report the resulits of this
engagement back to the Resources Committee as soon
as possible.

Resources Committee decisions confirmed by:

(to be signed after Resources
Committee meeting for
record and provided to the
submitting division/person)

CEO’s Office Date
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Report

Purpose
1. The purpose of this paper is to:
¢ Update the Resources Committee on the “market” as context for remuneration

decisions in 2017;
» Recommend increases to pay bands effective 1 July 2017;

» Recommend an approach for performance based increases in the 201
remuneration review;
« Obtain approval to engage with unions through the Remuner ?

and @ i
e Set out the obligation to consult the State Services Co ?r@ on our 2047
remuneration intentions. @
Background @ @

2.  The Ministry has contractual obligati
Agreement (CEA) and throu

remuneration annually.

with unions and pro

E Eo Outcomes of Remuneration Forums and reviews should reflect these same
expectations. Public Service Departments must consult SSC before committing
to an outcome.

* Where the Commissioner considers the Ministry’s proposed course of action is at
odds with the expectations, approval of the Ministry’s Minister, the Minister of
State Services, and the Minister of Finance is required.

4, 1In 2015, the SSC indicated that there would need to be a clear link between our four-
year plan and our remuneration strategy for the remuneration review. Last year
endorsement was gained forlOUT OF SCOPH

increases to remuneration

|OUT OF SCOPE
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Market Update

5. 59(2)(b)(ii)

7. Included in Hay Group’s market analysis a

Data on Staff

. 2
eqi%‘;'
‘ sepiivhal performance

! Excludes tier two.

of 15

cono

-

8. The Ministry has : %nce:

g 1

re
March 2017, the Consumer Price Index pempl
hourly earnings increased 1.32%, an@ 1Y%

average

g4

§s. In

b1
¥
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lOUT OF SCOPEH|

11.1It should be noted that by definition the public sector median is the point at which 50%
of the public sector pays more and 50% pays less for a position of a given size. When

2 This has been calculated by comparing actual TFR against position mid-point unless personal pay band differs,
in which case personal band is used.



12.

13.

Page 6 of 15

public sector agencies increase their remuneration, this in turn increases the median.
Our position against the market median changes with the application of the annual
remuneration review through the agreed performance and remuneration matrix and
the level of average increase. Our position against the market can only improve from
year to year if the level of average increase delivered through the annual remuneration
review is greater than the average market movement and the reduction in average pay
rates that occurs when higher paid staff leave and are replaced with lower paid staff.

As part of the Total Fixed Remuneration (TFR) approach introduced in 2012, it was
agreed that increases to align the Ministry with the public sector median occur
over successive remuneration rounds. While substantial increases
2012, we are still on average 4.46% behind the 2016 public se
average position in range of 95.54%). Based on the update
March 2017) the Ministry will on average be 7.28% bekjr
with an average position in range of 92.72%. Wi
pay bands up to band 23 this year, increasi

increase
f 2% does
not offer any chance for improving our % 8.
Unplanned turnover at 7.52% r@ i g P
No specific recruitment/r%@ues ha “Bep ied that would warrant
alternative market c@ an ' 9= Fixed Package). We will, however,

be consulting Di gers

&

OF SCOPH|

3 Excludes tier two.

sinc «
ith an @
d hfo tioh (effect
e\public se ediaf,
% for

(

~y
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15. The following graph (graph 3) sets out the level of average pay increases awarded in
2015/16* for each performance level.

Graph Three: Leve! of Total Fixed Remuneration increases 2015/16

| Average Increases 2016
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16. Att ex Ajg a ta% t sets out the Ministry’s current pay band mid-points
o !i DA

of ek band) and the proposed 2017 midpoints. The proposed
% 0 match the Public Sector Fixed Package Median. The
&from 2016/17 to 2017/18 is included. This is the level of increase
t required to fully meet the market median at each pay band. The
es‘fange from 1.55% to 3.9% with no negative movements this year. The
eption to this is the grand parented band FP6 that had a movement of 8.43%. This
could be the result of the more volatile methodology in setting this pay band, taking a
single job size point and not a range of points. This makes the sample size smaller and
more likely for the data to be skewed from single, larger changes in the sample set.
We have not, therefore applied an 8.43% to pay band FP6. Instead we consider it
appropriate to apply the same level of increase to FP6 as is applied to pay band 22
being the appropriate range of movement for FP6.

17.The largest increase this year is to band 18 and band SPO (with the exception of band
FP6 that only has two employees still remunerated in this band). The market at this
level increased by 3.90%, which is not significantly higher than other increases, It
should be noted for the future however that if one or more pay band increase (or
decrease) at a rate that is out of synch with the rest of the pay bands, some smoothing
of the raw market figures may be required to ensure that there are no areas of
compression,.

4 Excludes tier two.
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18. Attached at Annex B is a table that sets out the proposed new pay bands based on the
application of market movements to mid-points. Included in this Annex is the distance
(as a percent) between each pay band mid-point and the one below.

19.1t is proposed that the Ministry increase its pay bands as set out in Annex B from 1
July 2017. For low performing staff near the bottom of the pay band, there is a risk of
falling below the 85% pay band minimum. There are approximately 170 people that
will fall below 85% if the proposed increases to the salary bands are approved.

remuneration round. If poor or low performance means an entitled jpsre %ﬁ woul «
not move them to within the pay band, they should receive an % e ney
ar

85% rate. Itis proposed that band FP6 increase by the s
band 22 - 3.79%. @

Potential Performance and Remuneration@@

20. We have developed the 2017 perfor c remupgr
below) based on average incr ve 2%. i
million (including a provisi nt positions

21.The pay range f 15% L ght of as a continuum of performance
with the bg i‘;‘. % o) asSociated with developing performance or

r

lower level >gFforman dle third of the range (95 - 104.99%) is
iei?) pe nce and top third of the range (105 - 115%) is
e wi - xceptional levels of performance.

stimated cost of $2.5

S

S

. This option has been costed using last year’'s performance ratings where there was one
available and presuming a performance rating of ‘strong performance’ where there
wasn’t. Employees who are not eligible (less than 3 months service, fixed term
employees for less than a year, and employees on LWOP) have been excluded from the
costings. Vacant positions have been costed at the cost of the increase to the pay
band mid-point. There are 106 vacant positions included in the costing.
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Matrix 1: Proposed 2017 Performance and Remuneration Matrix

Rating <85% 85%-89.99% 90%-94.99% 95%-99,99% | 100%-104.99% | 105%-109.99% | 110%-114,99% |115%
Unsatisfactory Performance Up to 85% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Improvement Required Up to 85% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Eeveloping into the role Up to 85% - 3.00%{0.00% - 2.85%{0.00% - 2.70%{0.00% - 2.55% 0.00% 0.00% 0.00% 0.00%
Strong Performance Up to 85% - 3.50%(0.00% - 3.35%]0.00% - 3.20%|0.00% - 3.05%{0.00% - 2.90%|0.00% - 2.75%][0.00% - 2.60%|0.00%
High Performance Up to 85% - 4.00%(1.85% - 3.85%|1.70% - 3.70%[1.55% - 3.55%|1.40% - 3.40%|1.25% - 3.25%[1.10% - 3.10%0.00%
Exceptional Performance Up to 85% - 4.50%]2.35% - 4.35%]2.20% - 4.20%|2.05% - 4.05%|1.90% - 3.90%)1.75% - 3.75%][1.60% - 3.60% |0.00%

24, While further variations on this matrix can be developed and costed, the matrix

average increase agreed (across all eligible and ineligible staff a

but have the flexibility to recommend different levels of rev@e

Budget and Cost implications

25, 0ur Four Year Plan included provision for
2016/17°. [OUT OF SCOPE|

lOUT OF SCOPEH|

Table Twoy@r{%

\9\) 4YPW\) Actual Budget

D7

Répwiretetion Budgdino\\ 1 .4$105,269,000 $106,907,000
> 7 2% A\ T 2,030,000 $2,138,140

ouT v

@]OBT OF SCOPE|

27.ECA allowances are a percentage calculation of salary. When salary increases, the
allocated ECA allowances also increase. In previous years, this has amounted to
approximately one percent of the total increase. Previously the decision was taken
that this amount is additional to the cost increase in salaries and should not reduce the
available budget for the remuneration round. It is assumed that the same position will
apply in 2017.

5 Excluding LES
5 Includes remuneration increases for SLT but excludes provision for at risk performance payments for SLT and
remuneration increases for LES.
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Engaging with SSC

28. For the last two years SSC has agreed to a total remuneration review budget slightly
over 2%|0UT OF SCOPE|

Prior to this, larger increases were approved of 3.09% in
2013 and a 2.7% in 2014,

29.The annual inflation rate has now been confirmed for the year ending March 2017 at

ese include

30. At this stage, it is difficult to accurately esti i -

eg-and re% ecommendations are submitted, it will be

ratepp calcu he cost of proposed increases and to provide guidance

31.0nce forlpg

p ,

erati:@ in terms of outcomes, particularly in relation to special
cases. %

of bargaining, remuneration issues were discussed by SLT. We

@ o rough the remuneration round. 82(2)(g)(i

IOUT OF SCOPH| which would mean the Ministry would likely have to
seek agreement through the Committee of Ministers of State Sector Employment
Relations (CMSSER).

33. Either we seek SSC approval to an average of 2% in increases in remuneration (which
increases our on-going liabilities) DUT OF SCOPH

We would expect SSC to be resistant to
anything over 2% ([OUT OF SCOPH Should the Resources
Committee conclude the Ministry seek a higher level of rewards than 2% in increases

[OUT OF SCOPE| consultation with the Chief Executive is
recommended before we proceed to engage with SSC. The Ministry wili likely struggle
to demonstrate a recruitment / retention case with very low turnover. The other
justification required to support a higher level adjustment is a tangible productivity
gain case.
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Remuneration Forum

34.The Ministry’s Collective Agreement provides for an annual Remuneration Forum. HRG
have arranged the initial meeting with the unions to discuss the approach to the 2017
performance and remuneration review that is outlined in a separate paper.

35. The Remuneration Forum will meet once the Resources Committee has determined an
average level of increase for the 2017 remuneration review to be discussed with SSC
so that the unions have an opportunity for input into these decisions. Market
movement, proposed increases to pay bands, the average increase for the
remuneration review and market pressures are all matters that will b
the unions. Union input into the decisions will be reported back e
Committee by 20 June 2017 (at the latest) in order to confi e olrrces

( Committee’s approved approach prior to engagement wi :

Advice to SSC on 2017 Remuneration Inter@@
jons fo

36. A copy of the document Government’s\Exp
h

Conditions in the State Sector @: A
37.The Ministry is requir @ SC gb %; tions in relation to the 2017
remuneration revigw @
c

] vkite to S onfirmation by the Resources Committee of
6n intertions, following consideration of union input.

@%@%

ployment

38.The Mipistry
our




Page 12 of 15

-Annex A: Application of market movements to current bands

2017 vs 2016 Comparison at 100%

221,396

Grade/ -
Job Family Job Points 1-Juil-16 1-Jul-17 | Change
Range i
Band
$ $ %
Foreign PO1 269-313 65,036 66,414 | 2.12%
Policy
PO2 | 439-518 | 103,874 107,100 | 3.11%\
sPO | 519-613 | 122,904 | 127,692 | 8%\
FP4 702 150,779 | 154,625 2,55%
FP5 994 203,709 | 210,853 351% ]
FP6 1182 A\ 229,787

| 374%]

Specialists Intern 114-134 QﬁQ}ﬁi\, 5,0\8%5 094%
11 161195\ 4%740 | (Nd@eds | 2.25%

12 | _152¢2xM/ 52,40%D L\ 88,786 | 2.64%

13 [ G968 | . 5Ze00\)\ V59,996 | 2.38%

14 > PSZ66-313 “ops, 36 66,414 | 2.12%

A NV | 31e8a3N\075,006 | 77,374 | 3.03%
CONMME K 3708 | 87,234 89,952 3.12%
CONSCT 1rN\wze-518 | 103,874 107,100 3.11%
M N\ 7P 519-613 | 122,904 | 127,692 3.90%
ANV | 614-73¢ | 145467 148,753 2.26%
N\ 20 735-879 | 171,602 177,851 | 3.64%
NN 21 | 880-1055 | 203,621 | 206,784 | 1.55%
D) 22 | 1056-1260| 227,867 | 236,500| 3.79%
23 [1261-1507 | 263,144| 269,915 2.57%




Page 13 of 15

Annex B: Propdsed Salary Bands for 2017/18

£\
\

Grade/ Distance
| | o Dayaor |
85% | 100% 115% R
Egﬁf” PO1 269-313 | 56,452 | 66,414| 76,376 Agﬁ%
PO2 439-518 | 91,035 | 107,100 | 123,1657< \ 6L28%’
SPO 519-613 | 108,538 | 127,692 | 146,846 \) 19.23%
FP4 702 131,431 | 154,626 0819 | 2a0e%
FP5 994 179,223 | 2465850\ 722,479 /35,359
FP6 1182 195,314 L2 232433 N\—8l98%

Specialists Intern 114-1347 N\ 3% &
11 164290\ \} ) 41,494138 816 | 56,138 |  19.53%
12 | (as2 | 45748\ ®s:;786 | 61,854 10.18%
13 [ih@zbloes (<9597 59,996 | 68,995 | 11.55%
] S22 | 26930 \\N\56,452 | 66,414 | 76,376 | 10.70%
AONNAET | L 31430\ 65,768 | 77,374 | 88,980 | 16.50%
CONCH 16 N\824-438 | 76,459 | 89,952]103,445| 16.26%
N x| Y w30-518 | 91,035 [ 107,100 [ 123,165  19.06%
T QU] s19-613 | 108,538 | 127,692 | 146,846 |  19.23%
A\ P19 614-734 | 126,440 | 148,753 | 171,066 |  16.49%
~\C 20 735-879 | 151,173 | 177,851 | 204,529 | 19.56%
)V 21 880-1055 | 175,766 | 206,784 | 237,802 |  16.27%
22 | 1056-1260 [201,025 | 236,500 | 271,975 | 1437%
23 1261-1507 | 229,428 | 269,915 [ 310,402 | 14.13%
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Annex C: Government’s Expectations for Pay and Employment Conditions in the
State Sector — May 2012

Government’'s Expectations for Pay and Employment Conditions in the State
Sector

May 2012

Introduction

This document sels out Government policy and expectations for all pay
conditions in the State secfor. These Expectations apply io all Stafe secfo
State Owned Enterprises. For the purposes of these expectations
conditions” include all processes for adjusting remuneratio
collective bargaining.

=S

rk within when

priorities is fo deliver beiter public services to the people of
e tight financial constraints the Government is operating under. All

ent Policy for Employment and Workplace Relations

Government's overarching policy for employment and workplace relations is that:

° all parties are treated faiily and with respect .

° workplace relations are based on good faith, natural justice, human rights, good
employer practice and requirements, and relevant legislation

° there is flexibility and opporiunity for all

o bargaining is efficient, effective and focussed.

Pay and Employment Conditions

State sector agencies must meet the following criteria when adjusting pay and employment

conditions, including through collective bargaining and remtneration adjustment processes:

1 Adjustments to pay and conditions must support achievement of the Govermment's
priorities for the State sector. Bargaining outcomes should deliver organisatlonal and
sector performance improvement, foster continuous improvement and productivily
enhancement, support effective employee engagement and achieve .results, as
identfied in the organisation’s and secfor's Budget Plan and Workforce Strategy (or
equivalent).

2 Adjustments must be affordable and sustainable within baseline funding and should not
fead wider labour market movements and frends.

1798026 _1.D0CX

N



Implementation )

Application %

All State sector organisations except Statel Qun rprises must régad ter these
- Expectations when setting bargaining _and atfon strats ning other

Page 15 of 15

3  Agencies must identify'ﬂow-on implications of seitlements, both within and beyond the
agency and sector, and have plans in place fo manage these.

4  Pay structures and other conditions must be demonstrated as necessary to support an
organisation’s business and workforce objectives.

5 Market relativity and/or cost of living adjustment will not suffice as the sole basis for pay
adjustment — specific business imperatives (such as improved performance and
demonstrable recruitment and retention difficulties) are required.

6  The cost of all adjustments to pay and conditions, Including built-in progression throu
pay scales, and performance-based pay increases, as well as any changes to_afh
conditions such as leave entitlements, must be taken info account when

financial envelopes for both bargaining and remuneration strategies.
ditions\ (sithér K/b:

7  Backdating of any or all components of adjustments to pay and
through effective date or lump sum payment) is not generally

Public Service Departments s these Expectations

approved by the State ner), and must not commence
bargaining or copm e i ifg\fi etris of Seftlement) without this
approval.

ould reflect these Expectations, Public
committing to an oufcome.

ar@aining_and\rs hStrategies that meet these Expectations as the basis for

vishes to pursue a course of action that the' Gommissioner or monitoring
ders is at odds with these Expectations, approval of the agency's

nformation Sharing .

SSC will refain a whole-of-sector overview of trends in pay and condiﬂ'oris, bargaining
outcomes and drivers of these. To facilitate this, all agencies must provide their Minister,
monitoring department, Treasury and SSC with:

o Up-to-date Information on the progress and potential risks associated with bargaining.
° Aggregated information on an anhnual basis (as at 30 June) on remuneration levels and
personnel cost movement over the year, including detail on: .

-~ the component of direct personnel cost movement atfributable to the outcome of
individually or collectively negotlated pay seitlements or remuneration forum
outcomes

- the components of direct personnel cost movement aitributable to other forms of
pay increase, such as built-in progression through pay scales or discretlonary
performance-based pay increases

- the component of direct personnel cost movement atfributable to changes in the
number of employees.

1798026_1.DOCX : 2
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SLT Meeting Paper

Title 2016 Remuneration Round - Market Update and Performance
and Remuneration Matrix proposal

Meeting date 19 May 2016

Status o New paper S o I

Action required For decision B o

Submitted by Bronwyn Kingdom, -

- R0
Meeting attendee/s  Bronwyn Kingdom, T S%k «
( Key points % §> » @

Summary of issue The purpose of this paper ig tf) \9\/ W
and purpose of paper @{
eXxt\f

¢ Update SLT oR € o ox_remuneration

COR
decisions. jn 5 P
¢ Re @ i (Q Ray \kavids effective 1 July 2016;

-\- rformance based increases in

¢« S
% \ Comnission (SSC) on our 2016 remuneration intentions.
MFAT bursines & New Zealand employed staff across the Ministry on and
affected @ off shore (excludes Locally Engaged Staff).

@oé risks The primary risk is to our staff engagement if the

remuneration round is not managed fairly, equitably and
efficiently.

tain afplovs e
Re . Q: Forum; and
< t %‘ e obligation to consult the State Services

Resource IOUT OF SCOPEH|
implications
(including cost of proposal)

Budget provision has been made for an average increase of
2% on our wage bill. Based on our current wage bill this
equates to $2,161,126.

lOUT OF SCOPH
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Consultation

undertaken
Consultation mandatory if
any implications exist for
FIN, AMD, IMD, HRG, and
UNSC TF.

Other relevant internal units
and external stakeholders

The proposed changes to the pay bands and the preferred
remuneration and performance matrix will be discussed in the
Remuneration Forum with the FSA and PSA once agreement
to proceed with this engagement is obtained from SLT.

The budget and cost implications have been discussed with
Finance.

Engagement with SSC will occur with SLT agreement and will
follow the report back to SLT on union and ma @

a
A\

Recommendations

engagement. {%
S

\E%

1. Note/s9(2)(b)(iD)
59(2)(b)(i)

2. Approve the remu i bands f6r 20 % 7 éét YES / NO
out in Annex B; @

\

rounds and

3. a Eéferre verage increase for the YES / NO
unera
<\& Y\%

(>

as possible.

\f{G proceed with the Remuneration Forum YES / NO
and PSA and consult managers on

@ uneration pressures and report the results of this
@ engagement back to the Resource Committee as soon

SLT decisions confirmed by:

(to be signed after SLT
meeting for record and
provided to the submitting
division/person)

CEO'’s Office Date
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Report

Purpose
1. The purpose of this paper is to:

e Update SLT on the “market” as context for remuneration decisions in 2016;
e Recommend increases to pay bands effective 1 July 2016;
« Recommend an approach for performance based increases in the 2016
remuneration round;
« Obtain approval to engage with unions through the Remuneratio «
¢ Set out the obligation to consult the State Services Commlssmﬁ ow’our i @

2016 remuneration intentions.

)
o @®

2. The Ministry has contractual obligations\{t ¢ ment
Agreement (CEA) and through Individ v 3 ts (IEAs) to review
remuneration annually. The 0 a Remuneration Forum
with unions and provide

3. The State Se | ssmn ent Government’s Expectations for Pay
and Empl /t/on te Sector (May 2012) provides that:

erVIce s must have a bargaining strategy that meets the
pect d by the State Services Commissioner and-must not
% afgaining or commit to an outcome (including terms of
without this approval.

( @ Outcomes of Remuneration Forums and reviews should reflect these same

' @ expectations. Public Service Departments must consult SSC before
committing to an outcome.

» Where the Commissioner considers the Ministry’s proposed course of action is

at odds with the expectations, approval of the Ministry’s Minister, the Minister
of State Services, and the Minister of Finance is required.

4, In 2015 the SSC indicated that there would need to be a clear link between our four
year plan and our remuneration strategy for this years remuneration roun@QUT OF SCOPE, sQ(Z)(g)_Q)J

UNCLASSIFIED
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Market Update .

6. 59(2)(b)(i1)

March 2016, the Consumer Price In

Page 4 of 14

9. Included in Hay Group's market analysi
d &

hourly earnings increased 2. @
Data on Staff @

[oUT OF SCOPE

! Excludes tier two.

AN of ':cators. In
Q4%, u t 5.3%, average
rew

rformance:

UNCLASSIFIED
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lOUT OF SCOPE|

13.1t should be noted that by definition the public sector median is the point at which
50% of the public sector pays more and 50% pays less for a position of a given size.

2 loUT OF SCOPE|

UNCLASSIFIED
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When public sector agencies increase their remuneration, this in turn increases the
median. Our position against the market median changes with the application of the
annual remuneration round through the agreed performance and remuneration
matrix and the level of average increase. Our position against the market can only
improve from year to year if the level of average increase delivered through the
remuneration round is greater than the average market movement and the reduction

in average pay rates that occurs when higher paid staff leave and are replaced with
lower paid staff.

14, As part of the Total Fixed Remuneration (TFR) approach introduced in 20
agreed that increases to align the Ministry with the public sector megia
over successive remuneration rounds. While substantial increa

was
ccur «
rred @

since 2012, we are still on average 3.97% behind the 201 oy median&%

(with an average position in range of 96.03%). Base etpdated i@i (”“

(effective Mar 2016) the Ministry will on average 6% behind thepu tor ~
@ ase of

1.34% (excluding negative movements) RaP

increasing remuneration by an avera@

0
the market improving.

o

a
ds up a ‘ AlS year,
; e of our position in

17.The following graph (graph 3) sets out the level of pay increases awarded in
2014/15°%, ’

Graph Three: Level of Total Fixed Remuneration increases 2015/16

ZIOUT OF SCOPE|

5
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Level of TFR increase 2015/16

l I I @@@@i
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18. Attached as Annex A is a table ini t pay band mid-
points (the 100% rate for @ 2016 midpoints. The

y detrimental effect on the relativities between the bands on either

e largest increase this year is to band 21. The market at this level increased by

21.

22.

3.43% - over 1.67% more than any other pay band. With such a large increase at
this level the distance between band 21 and band 22 has decreased to 11.91%.

While this is still within acceptable levels, it should be noted for the future however
that if one or more pay band increase (or decrease) at a rate that is out of synch with
the rest of the pay bands, some smoothing of the raw market figures may be
required to ensure that there are no areas of compression.

Attached at Annex B is a table that sets out the proposed new pay bands based on
the application of market movements (excluding negative movements) to mid-points.
Included in this Annex is the distance (as a percent) between each pay band mid-
point and the one below.

1t is proposed that the Ministry increase its pay bands as set out in Annex B from 1
July 2016. For low performing staff near the bottom of the pay band, there is a risk

UNCLASSIFIED
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of falling below the 85% pay band minimum. There is approximately 70 people that
will fall below 85% if the proposed increases to the salary bands are approved.
Performance increases should move the majority of people over 85% as part of the
remuneration round. If poor or low performance means an entitled increase that
would not move them to within the pay band, they should receive an increase to the
85% rate.

Potential Performance and Remuneration Matrix

23.

25.

We have developed the 2016 performance and remuneration matrix base
average increase levels of 2%. This has an estimated cost of $2.09 «
(including a provision for vacant positions). @

Performance, relative to pgsitis
appropriate level of sage«” The } o'y
%" én cost year’s performance ratings where there was

umin erformance rating of ‘strong performance’ where
0 ho are not eligible (less than 3 months service, fixed term
e a year, and employees on LWOP) have been excluded from
nt positions have been costed at the cost of the increase to the
point. There are 81 vacant positions included in the costing.

@ Matrix 1: Proposed 2016 Performance and Remuneration Matrix

"y

e

Rating <85% 85%-89.99% | 90%-94.99% | 959%-99,99% EyA 109500 B 115.00%
phsatisfactory Up to 85% 000% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Improvement Required Up to 85% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Developing into the role 1.50-3.50% 1.00-3.00% 0.50-2.50% 0.00-1.00% 0.00% - » 0.00% 0.00% 0.00%
Strong performance 2.50-4,50% | 2.00-4.00% 1.50-3.50% 0.75-2.75% 0.25-2.25% 0.00-1.75% 0.00-1.25% 0.00%
High Performance 3.00-5.00% | 2.50-4.50% 2.50-4.50% 1.50-3.50% 1.00-3.00% 0.25-2.25% 0.00-1.75% 0.00%
Fxceptional 3.50-5.50% | 3.00-5.00% 3.00-5.00% 2.00-3.00% 1.50-3.50% 1.00-3.00% 0.50-2.50% 0.00%

27.

While further variations on this matrix can be developed and costed, the matrix
approach gives managers the discretion on the level of increases recommended.
Groups will be asked to ensure that the increases they award do not exceed the

UNCLASSIFIED
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average increase agreed (across.all eligible and ineligible staff and vacant positions)
but have the flexibility to recommend different levels of reward to each individual.

Budget and Cost implications

28. Our Four Year Budget Plan included provision for a 2% increase in salaries and wages
in 2016/17. The Ministry has made budget provision of $xxx.xxx million in 2016/17
for the 2016 remuneration round®. OUT OF SCOPE|
IOUT OF SCOPE|

will apply in 2016.

Engaging with SSC

30. For the last two years SSC
loUT OF SCOPE|

és no ed for the year ending March 2016 at

n, it may be challenging to gain SSC
e% u¥ wage bill.

to accurately estimate the cost implications of the 2016
remuneka there are a number of unknown variables. These include
i ‘J\- formance ratings, the level of discretion managers will exercise within
jien\pay increase parameters and the extent to which managers will seek to
ke“special cases for rewards outside these parameters and the size of these
récommended rewards. As a conseguence, we recommend that each Group be
tasked with ensuring their recommendations do not exceed the agreed level of
average increase.

33.0nce performance and remuneration recommendations are submitted, it will be
possible to accurately calculate the cost of proposed increases and to provide
guidance to the moderation process in terms of outcomes, particularly in relation to
special cases.

Remuneration Forum

34.The Ministry’s Collective Agreement provides for an annual Remuneration Forum. The
unions have agreed, through early engagement in this process, to the approach to

% Includes increases for SLT.

UNCLASSIFIED
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the 2016 performance review and remuneration round that is outlined in a separate
paper.

35.The Remuneration Forum will meet again once SLT have approved an average level of
increase and remuneration and performance matrix so that the unions have an
opportunity for input into these decisions. Market movement, proposed increases to
pay bands, the average increase for the 2016 remuneration round and market
pressures are all matters that will be discussed with the unions. Union input into the
decisions will be reported back to the Resource Committee by 14 June 2016 (at the
latest) in order to confirm SLT’s approved approach prior to engagement SSC.

Advice to SSC on 2016 Remuneration Intentions

36. A copy of the document Government’s Expectations f@éjmploy K% (\j’f
tions{(@@the 2016

37.The Ministry is required to consult S
remuneration round.

38. The Ministry will write to S
intentions, and follov% 3
Recommendag {%
D
Noteﬁ BOTUH) (i)

%@%prove the remuneration pay bands for 2016/17 set out in Annex B; (
@ 3. Approve the Performance and Remuneration Matrix for 2015/16; and

4. Agree that HRG proceed with the Remuneration Forum with FSA and PSA and
consult managers on remuneration pressures and report the results of this
engagement back to Resource Committee as soon as possible.

T of our remuneration

UNCLASSIFIED
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Annex A: Application of market movements to current bands.

2016 vs 2015 Comparison at 100%

Job Family Gi)dbe, ::i[:‘;: 123:];’ 123:2 Change
Band
$ $ %
Eg{ii?" PO1 269-313 | 64,177 65,036 | 1.34%
PO2 439-518 | 102,321 | 103,874 | 1.52%
SPO 519-613 | 121,184 | 122,904 | 1.42%
FP4 702 146,591 | 150,779 | 2.86%]
FP5 994 197,870 | 203,709
1182

FP6

218,703

Specialists

ASEN IS
40462 :

N
.

N\
<
9 114-134 ogK
10 135-160 | <3¢, M5\>a%146 ] (0:00%% )
11 | 1erien 4779 | ae\pse%
12 1S ] 51,500 eRdava ) V1.76%
13 (C2285788 | 5759\ 5800 | 1.70%
A1ANNC269-312K pa17| 65,036 | 1.34%
~ N[ 314328\\|>74,655 | 75,096 | 0.59%
CONNAMTE | 371387 86720 87,234 o0.59%
CONO 1N\ 4s9-518 |102,321 | 103,874 [ 1.52%
OV K\ P510-613 121,184 [ 122,904 | 1.42%
N W | 614-734 | 144,693 | 145,467 | 0.53%
A2\ 20 735-879 | 170,000 | 171,602 | 0.94%
NV 21 880-1055 | 196,877 | 203,621 | 3.43%
)V 22 | 1056-1260 | 223,394 | 227,867 | 2.00%
23 | 1261-1507 | 263,144 | 263,144 | 0.00%
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Annex B: Proposed Salary Bands for 2016/17

Job Family g :::‘;: 1 July 2016 betwoon
Band bands
Foreign Policy PO1 | 269-313 | 550281| 65036 | 74791
PO2 | 439-518 | 88,293 ] 103,874 | 119,455 | A\ $972%
spo | 519-613 | 104,468 | 122,904 3
FP4 702 | 128,162 ] 150,779
FP5 994 173,153 | 203,709
FP6 1182 | 188,187 } 220\3964\2
Specialists 114-134 _{ 0N3> 20,462
10 135:160 \\37)524 | 44146190,768 9.11%
11| _151991) | 40,5729 \avix36 | 54,901 8.14%
12 b\ ‘027 o3 \B3,404 | 60,265 9.77%
13D )%78-2680 | (49,340 | 58,600 67,300 11.82%
o 'S 2698W8 <] 55,281 | 65,036 74,791  10.98%
A \Phs [<Rs™] 63,832 75,006 86,360  1547%
NN 16\ | 3438 | 74,149 87,234 100,319  16.16%
AN AW 439-518 | 88,293 | 103,874 | 119,455  19.08%
NN 8 519-613 | 104,468 | 122,904 | 141,340 |  18.32%
N 19 614-734 | 123,647 | 145,467 [ 167,287 |  18.36%
NG 20 735-879 | 145,862 ] 171,602 |197,342|  17.97%
N 21 | 880-1055 |173,078 | 203,621 | 234,164 |  18.66%
/ 22 | 1056-1260 | 193,687 | 227,867 [ 262,047 |  11.91%
23 | 1261-1507 | 223,672 | 263,144 [ 302,616 |  15.48%

UNCLASSIFIED
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State Sector - May 2012

: ; ec)
e

Government's Expectations for Pay and Employment Condifions in the State
Sector

May 2012

Infroduction @
This document sets out Government policy and expectations for all pay and :
S P
oyiwent

conditions In the State sector. These Expeciations apply {o ali State sector

conditlons” include all processes for adjusting remuneration
collective bargalning.

State Owned Enterprises. For the purposes of these expectations | de b
iQns, luding

These Expectations coniinue to apply in the confex
uncertainty in the international economic environ
agencies remains consfrained.

These Expectations will form the framewor
submitiing bargalning and remune

arifies
|
inketight financial constraints the Government is operating under. All

d pay and employment conditions are expected to support this priority.
ni Policy for Employment and Workplace Relations
Govérnment’s overarching policy for employment and workplace relations is that:

° all pariies are treated failly and with respect

o workplace relations are based on good faith, natural justice, human righls, good
employer practice and requirements, and relevant legislation

o thers is flexibility and opportunity for all

° bargaining is efficient, effectlve and focussed.

Pay and Employment Conditions

State sector agencies must meet the following criteria when adjusting pay and employment

conditions, including through collective bargaining and remtineration adjustment processes:

1 Adjustments to pay and conditions must support achievement of the Government's
priorities for the State sector. Bargaining outcomes should dellver organisational and
sector performance improvement, foster continuous improvement and productivity
enhancement, support effective employee engagement and achieve .results, as
identified in the organisation’s and sector's Budget Plan and Workforce Strategy (or
equivalent).

2  Adjustments must be affordable and sustainable within baseline funding and should not
lead wider labour market movements and frends.

1798026_1.D0CX
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3  Agencies must identify'ﬂow-on implications of seftlements, both within and beyond the
agency and sector, and have plans in place to manage these.

4 Pay stuctures and other conditions must be demonstrated as necessary to support an
organisation’s business and workforce objectives.

5  Market relativity andfor cost of living adjustment will not suffice as the sole basis for pay
adjustment — specific business imperatives (such as improved performance and
demonstrable recruitment and retention difficulties) are required.

6  The cost of all adjustments to pay and conditions, including built-in progression thre{i
pay scales, and performance-based pay increases, as well as any chan
conditions such as leave entitlements, must be faken info account w Gt
financial envelopes for both bargaining and remuneration strategies,

Implementation ) @
Application

All State sector organisations except S O nterprisgs
- Expectations when setfing bargaining an neration. st
employment relations polici

Public Setvice Depa 8 a bargain 4
approved by the S e dfmissioper{iMe\Ceq
bargaining o utcome-§i @s

ents musf CoRsy)
ired to tohgylt either the Commissioner or a monitoring department must
J %ne ion strategies that meet these Expectations as the basis for

. gensiders is at odds with these Expectations, approval of the agency’s
inister, the Minister of State Services and the Minister of Finance is required.

Information Sharing

SSC will retain a whole-of-sector overview of frends in pay and conditlbris, bargaining
outcornes and drivers of these. To facilitate this, all agencies must provide their Minister,
monitoring depariment, Treasury and SSC with:

° Up-to-déte information on the progress and potential risks associated with bargaining.

° Aggregated information on an annual basis (as at 30 June) on remuneration levels and
personnel cost movement over the year, including detail on:

—  the component of direct personnel cost movement attributable to the outcome of
individually or collectively negotiated pay seiflements or remuneration forum
outcomes

-~ the components of direct personnel cost movement attributable to other forms of
pay Increase, such as built-in progression through pay scales or discretionary
performance-hased pay increases

- the component of direct personnel cost movement atfributable to changes in the
number of employees.

1798026 _1.D0CX : 2
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SLT Meeting Paper

Title 2015 Remuneration Round - Market Update and Performance
Matrix Options

Meeting date 26 May 2015

Status New paper

Action required For decision
Submitted by Bronwyn Kingdom.

Meeting attendee/s Bronwyn Kingdom,

(’ Key points

Summary of issue The purpose of this paperis @
and purpose of paper

e Update SLT

decisio in

ission (SSC) on our 2015 remuneratlon mtentlons

o§r risks The pnmary r|sk is to our staff engagement lf the

remuneration round is not managed fairly, equitably and

efficiently.
Resource The budget provision for the 2015/16 year for the
implications remuneration round is $1.930m (excluding SLT and $1.993m
(including cost of proposal) including SLT).

A 2% increase across all staff (excluding SLT) is $1.836m
and across eleigible staff is $1.715m.

louT OF scope
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Consultation
undertaken
Consultation mandatory if
any implications exist for
FIN, AMD, IMD, HRG, and
UNSC TF.

Other relevant internal units
and external stakeholders

The proposed changes to the pay bands and the preferred
remuneration round performance matrix will be discussed in
the Remuneration Forum with the FSA and PSA once

agreement to proceed with this engagement is obtained from
SLT.

The budget and cost implications have been discussed with
Finance and they confirm that the budget provision for the
remuneration round is affordable, as is an accrual for
2014/15 lump sum payments into the 2015/16 financial year.

Engagement with SSC will occur with SLT @wnll

follow the report back to SLT on unio n ement

Recommendations

engagement.
@\)V %U“

1. Note that[s9(2)(b)(ii) <> @\\f&zs / NO

2. Approve the e
out in A

pa{%@j@&ﬁ/ls set YES/NO

Ievel of nd lump sum payment

are e@ ek agreement to from SSC;

ic

referred level of average increase for the YES / NO
neration round and maximum allocation for
um performance payments for discussion with

5 % nions initially; and
5. Agree that HRG proceed with the Remuneration Forum YES / NO

with FSA and PSA and consult managers on
remuneration pressures and report the results of this
engagement back to SLT as soon as possible,

SLT decisions confirmed by:

(to be signed after SLT
meeting for record and
provided to the submitting
division/person)

CEO'’s Office Date
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-Report

Purpose
1. The purpose of this paper is to:

« Update SLT on the “market” as context for remuneration decisions in 2015;

+« Recommend increases to pay bands effective 1 July 2015;

» Outline options for performance based increases in the 2015 remunerationyound;

» Obtain approval to engage with unions through the Remuneration

» Set out the obligation to consult the State Services Commission
2015 remuneration intentions,

Background

2.  The Ministry has contractual obligations t o;iecti e ?0

ent Agre€ne

st have a bargaining strategy that meets the

D lic ce Depa L
tions rove the State Services Commissioner and must not
@ MMeRc g or commit to an outcome (including terms of
se %} itHout this approval.

. f Remuneration Forums and reviews should reflect these same
% ations. Public Service Departments must consult SSC before
% ommitting to an outcome.
» Where the Commissioner considers the Ministry’s proposed course of action is
at odds with the expectations, approval of the Ministry’s Minister, the Minister
of State Services, and the Minister of Finance is required.

4. last year the SSC signalled the expectation for 2015/16 that the Ministry’s
remuneration round parameters in terms of percentage expended will include
provision for any lump sum payments and should be limited to 2% in total as
specified in the Four Year Budget.

5. InJanuary 2015 SSC! circulated a transcript of the Morning Report interview with the
Finance Minister about the impact of low inflation on wage expectations. The
Commission also set out the expectations of the Committee of Ministers on State
Sector Employment Relations for 2015 in that communication. Specifically, they
advised:

! Circulated to SLT by email on 22 January 2015.
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* Public Sector wage rises will remain restrained. :
* Low inflation suggests pay increases would be lower than was expected under
forecasts of 2 — 3% inflation.

Market Update

6. BB

ber of economic indicators. The
015) average hourly earnings increased
d w 2 8 ber 2014).

. @ point rating scale for performance:

satlsfactory performance T
= Development required / or did not meet all objectives? ( i
= Strong performance
4 = High performance
5 = Exceptional performance

8. Included in Hay
Consumer
2.6%

7. &
?Eet a
as D

10.{0UT OF SCOPH|

? The ability to distinguish between these two ratings will be built into the HR Kiosk in
2015.
3 Excludes tier two.
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lOUT OF SCOPH|

12.1t should be noted that by definition the public sector median is the point at which
50% of the public sector pays more and 50% pays less for a position of a given size.
When public sector agencies increase their remuneration, this in turn increases the
median. Our position against the market median changes with the application of the

4OUT OF SCOPH|
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annual remuneration round through the agreed matrix and the level of average
increase. Our position against the market can only improve from year to year if the
level of average increase delivered through the remuneration round is greater than
the average market movement and the reduction in average pay rates that occurs
when higher paid staff leave and are replaced with lower paid staff. If the average
level of increase we are able to allocate is less than the market movement, our pay
practice will fall further behind the market (which we align our pay policy to).

13J0UT OF SCOPH

14. As part of the Total Fixed Remuneration

@h. O

, it was
agreed that increases to align the Mi the publig 3 edlan would occur

over the last three remu
2014 public sector m in range of 96.34%). Based on

the updated mfo i J the Ministry will on average be 5.34%
j average position in range of 94.66%.

i;\.t/'/vould warrant alternative market comparisons (than Public

@r F/@ ge)x”"We will, however, be consulting managers on their views

STurnover was 7.97% at March 2014, 9.1% at June 2013, 12.6% at June 2012, 10.2% at June
2011, and 7.3% at June 2010.

QUT OF SCOPE

¢ <
S
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17.l0UT OF SCOPH|

18. The following graph (graph 3) sets out the level of pay increases awarded in
2014/155,

Graph Three: Level of Total Fixed Remuneration increases 2014/15

Level of TFR increase 2014/15

=" Ministry’s Four Year Plan includes provision in 2015/16 for an
averagf \ 2% for NZ staff ($1.850m)/OUT OF SCOPE|

Direct workforce costs (salaries, allowances,
ve movements for Wellington and Seconded Staff)|[OUT OF SCOPE|

The 2% allocation for NZ staff is
based on direct workforce costs only.

20. Finance has also advised that the 2015/16 budget allocation of 2% has been
subsequently revised to $1.994m. Once we take SLT's portion out of this, the
remuneration round budget provision for 2% is $1.930m.

21. We estimate that approximately $1.5m is saved in remuneration in a year through
turnover as higher paid staff are replaced with lower paid staff. (Over the last 12
months there were 64 staff who exited the Ministry with the average TFR for exiting
staff being $107,692. Over the same 12 month period, there were 78 new
appointments to the Ministry with the average TFR for new staff being $83,680).

8 Excludes tier two.
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While we are appointing staff at a lower cost, it appears that we are also appointing
more staff than are leaving.

Pay Band Movement

22. Attached as Annex A is a table that sets out the Ministry’s current pay band mid-
points (the 100% rate for each pay band). Moving the Ministry’s pay band mid-points
to match the Public Sector Fixed Package Median gives the 2015 mid-points in this
table. The percentage change is the proposed increase in the mid-point from
2014/15 to 2015/16. This is the level of increase to the pay band required&sfully
meet the market median at each pay band. The increases range fr
4.75%.

this level the distance between the ban X
15.31% to 17.78%. While this dista is, gt
fi

other pay bands), it should b
increase (or decrease) a is out o
some smoothing of t t fi

ket =rnents to mid-points. Included in this Annex is the
%ween each pay band mid-point and the one below.

r low performing staff near the bottom of the pay band, there is a risk
elow the 85% pay band minimum. If performance means someone is in )

Cost of Increases

26, The following table sets out the cost of the nominated level of increase to all
employees and only those employees eligible for a remuneration increase through the
remuneration round. The portion of the allocation relating to SLT is displayed
separately.

Table Two: Cost of Increases

All Eligible
Increase | Employees Employees
on TFR {incl. SLT) (excl SLT) SLT
1% $ 1,001,734 $ 894,755 $ 42,102
1.5% $ 1,449,126 $ 1,302,419 $ 53,527
2% $ 1,901,273 $ 1,714,663 $ 64,953
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27.This costing includes provision to increase an employee by more than 2% when a 2%
increase would see them fall below 85% of the new pay band.

Potential Performance Matrix

28. We have developed a range of base options for the 2015 remuneration round matrix
based on average increase levels of 1%, 1.5% and 2%. With only 2% to distribute,
there is little scope for much variation in the level of rewards.

30. Performance, relative to position in range«i
appropriate level of pay increase. The{nte

for comparable levels of peﬁor@w

Option 1: Average iptreas o N

85%- 959 &gc‘?)\/é- 105%- 110%-

89.99% D088 09 09% | 109.90% | 114.99% | 1.150

R R CRuDS | wove | woon | ooo% | oom
0T 0.60% | 0.00% |

K 000%~| 0.00%  \\P00% | 0:00% -] 0.00% | 0
<’3}\\?<§°%% ~\0.X8¢% |~ 0.50% |0, T 060% | 4
> D190~

%}@

vels of increase
ower and vice-versa.

1.50% 1.00% 0.75% 0.50% 0.25%
Va4 L psuep ) 2.00% 1.50% 1.00% 0.75% 0.50% | 0.00%: .
2N 3.00% 2.50% 2.00% 1.50% 1.00% | '0.00% -
. \
( Q tion 2: Average increase of 1.5%
85%- 90%- 95%- 100%- 105%- 110%-

89.99% 94.99% 99.99%

114.99% 1.159%
1 0:00% | 0.00%. %[ 0:00% " 0. -2

0.00%

2-N [10.00% | 0.0 | 0,009% -

2-D | 1.37% | 0.87% 0.37% ~0.00%
3 | 2.37% | 1.87% 1.37% 0.37%
4 | 3.37% | 2.87% 2.37% 1.87% | 1.37% | 0.87%

5 4.37% 3.87% 3.37% 2.87% 2.37% 1.87%
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Option 3: Average increase of 2%

85%- 90%.- 95%- 100%- 105%- 110%-
89.99% | 94.99% 99.99% | 104.99% | 109.99% | 114.99% | 1.159%
- _
2-N
2-D | 2.03% | 1.53% 1.03% |
3 3.03% | 2.53% 2.03% 1.53% 1.03%
4 4.03% | 3.53% 3.03% 2.53% 2.03%
5 5.03% | 4.53% 4.03% 3.53% 3.03%

A
@ O

the increases they award do not exceed the average {fiefs li

eligible and ineligible staff). @
@v e thei % Bn

he Group’s portion of $1,836,320°)

d this amount across Groups also, apply a

32.1In order to achieve this, Group’s will ne
recommendations to:

e This wil e
. multpli

]
ete

a
g ion of 2% for the remuneration round (excluding SLT) is $1.930m.

T@ Cost of a 2% increase across eligible staff is $1.715m. The[s9(2)(g)(i)

lOUT OF SCOPEH|

34./0UT OF SCOPEH|

% ($1,901,273 - $64,953 as set out in paragraph 25).



35.

36.

(

40.

Engaging with SSC @:
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ECA allowances are a percentage calculation of salary. When salary increases, the
allocated ECA allowances also increase. In previous years this has amounted to
approximately one percent of the increase. In 2013 and 2014 the decision was taken
that this amount is additional to the cost increase in salaries and should not reduce
the available budget for the remuneration round. It is assumed that the same
position will apply in 2015.

Under all of the options for increases to remuneration, our pay practice (relative to

preference to lump sum payments will be necessary to minimise the erp \-' «
market position. The cost of aligning our level of increase to the e ievel of
A
017

increase (2.3%) in the measure we peg our pay bands to is
align our pay practice to our pay policy would be in the .
increase of 5.34%).

payme erage level of pay increases.

m) to remuneration increases and lump sum payments
ill be very challenging for the Ministry, especially in light of

3 2
trkent wa |
cémbi .
@ ry this year about Public Sector wage rises and Low inflation (refer
aplrs5).

At this stage, it is difficult to precisely estimate the cost implications of the 2015
remuneration round as there are a number of unknown variables. These include
individual performance ratings, the level of discretion managers will exercise within
the given pay increase parameters and the extent to which managers will seek to
make special cases for rewards outside these parameters and the size of these
recommended rewards. As a consequence, we recommend that each Group be
tasked with ensuring their recommendations do not exceed the agreed level of
average increase,

Once performance and remuneration recommendations are submitted, it will be
possible to accurately calculate the cost of proposed increases and to provide
guidance to the moderation process in terms of outcomes, particularly in relation to
special cases.

1% Excluding SLT payments that are characterised as “at risk” payments.
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IEA Variations

41.The 2013 and 2014 Remuneration Round saw all staff on 1EAs receive an offer to vary
their remuneration clause. This offer was designed to formaily embed the TFR model.
The CEA negotiations in 2013 had the TFR model included. The remuneration offer
was conditiona! on the staff member accepting the TFR variation. In the past two-
years, all but four have accepted. The four staff members did not formally decline
the offers (they didn’t return their letter). With these staff members who have chosen
not to accept, we will still need to meet our obligations to review remunegajlon oh an P
unconditional basis. HR Business Partners will supportmanagers to,cesgl\‘\/e\: tbgse // 8

\ . N
outstanding cases. LA at . >

) LY
Policy Issues S //‘ -

\.,,\ / \1,) - / \\ \\‘\.Q‘ \\ LA \
42. A number of policy issues were canvassed Wlth SLT ln 2(}14 andfvx/ere mcocporated (
. SR RIAN
into the remuneration round gundelmes./ﬁ \‘peclﬁc/changes t/ po[tc;fare proposed.
The guidelines for 2015 will be rewewed d ! mg Jﬁne to ncorporate the areas where

greater guidance has been |dentrf|ed aS\necessaD/

Policy Officers /\>\ '/Cj,\:?/
(N2

43, Position in range vemams a sngqrﬁg:apt iS5Ué in the Ministry. While the Ministry moves
the pay, banc(s/eavch year to<kee15,\them aligned to the market we do not automatically
ac\j]fsj ‘renyeratlon at the\sag\'pe tlme Remuneration is only adjusted for

~ /kpﬁerfo/ma ce and \accc\dmg o relativities except where the individual would otherwise

: (faﬂ Lbelow thé\pay)b\a;\d/mlmmum This means staff who do not receive an increase
N go dow / pos(clon in range. Staff who do get an increase may go up in position in
range, stay/the same or even go down depending on the size of the reward relative to

//ywe {na\'ket movement.

-~

Manage@MFAT. Leading into the 2014 remuneration round, considerable focus was
devoted to staff reaction to this. We felt that understanding of the issues was
certainly improved through this programme, but it does remain an issue for staff and
has been raised again by the FSA in the context of their recent membership survey.

45. HRG intends to offer the Remuneration Management module of Manage@MFAT to
managers again leading up to the 2015 remuneration round. The other option
available to SLT, as is canvassed in the module, is to not adjust our pay bands so that
the position in range can only increase when there is a pay increase. It also means
position in range does not go down when there is no increase.

46. The problem with this approach is that it means that the Ministry’s pay bands and pay
practice fall behind the market increasingly each year and this eventually requires a
major adjustment to happen at a significant cost. It creates a cycle whereby the
market is not met for a number of years followed by a major catch up only to start



Page 13 of 18

falling behind again in the very next year. The Ministry is likely to be criticised for
this and the fact that this is contrary to the undertakings given by the Ministry when
overhauling the reumeration system in 2012.

47.1t is likely that the only outcome that would really satisfy staff is to adjust their
remuneration in line with the pay band adjustment and then apply performance
based increases on top of that. Given the current constraints on Public Sector
remuneration, this is simply not possible. More engagement with staff over this issue
is recommended.
/ -~ P
\

48.In November 2014, SLT approved appointing staff on promotion to/g%/ofth& /.;’:‘5/ \
appropriate pay band. In February 2015, to address relatiwt;s etween, newly N \\\\J/} i
promoted staff and existing Foreign Policy rotational staff,\HRVG brepared three | \/, S -
options for SLT to consider. Once it was clarified tDat\ any/out<ofvéycle mﬁ%ase wo,uld
count against the 2015/16 remuneration round, budget (e\;en though(the preposed
increases would occur in the 2014/15 yearySLT decuded that):liey wouLd Aot approve

any out of cycle increases. Any relatlwty |ssues wﬂl/theref”or/ need to “be considered

LT
RS

P ; ;
Remuneration Forum Y <¢ N
) (‘\'{,\\'\ \_///\ e
/\ \\ - \‘\.\/ //)\ 1\ '. \ /
49, The Ministry &/CEA} \pro{\des for an'aﬁgtial /emuneratlon Forum. The unions have

agreed, throug(h e\aﬂy enga/gement\m “this process, to the approach to the 2015
perfo/m“ance/rewew and remuneratmn round that is outlined in the 26 May 2015

/Perfonaanc Review" and Remuneratlon Round Process paper.
\/ O \\ \/ -
50 The Remp/peration FoFum will meet again once SLT have indicated a preferred
aver’aée leveJ df“lncrease and performance matrix so that the unions have an
/opportun;y for input into these decisions. Market movement, proposed increases to
S \ pay bands the average increase for the 2015 remuneration round and market
" 'pressures are all matters that will be discussed with the unions. Union input into the
ey decisions wili be reported back to SLT by 9 June (at the latest) in order to confirm
SLT decisions prior to engagement with SSC.

Advice to SSC on 2015 Remuneration Intentions

51. A copy of the document Government’s Expectations for Pay and Employment
Conditions in the State Sector is attached at Annex C.

52.The Ministry is required to consult SSC about its intentions in relation to the 2015
remuneration round.

53.The Ministry will write to SSC following confirmation by SLT of our remuneration
intentions, and following consideration of union input.
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Recommendations

54,1t is recommended that you:

1. Note that

2. Approve the remuneration pay bands for 2015/16 set out in Annex B;

<,
3. |OUT OF SCOPH N
AN
TN \/ NS i
- '/ LD - N

4. Indicate the preferred level of average mcrease/ﬂ;r thé 2015 remuneratu

\ /

rOlJndIOUT OF SCOPH

engagement back to- élTT as ;oon as pessnblev | f i
/\X \//‘ N\ \,// e 3 .
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Annex A: Application of market movements to current bands

2015 vs 2014 Comparison at 100%

Job Family Jsga::r{d Points Range 2014 2015 Change
$ $ %
Corporate Services MSO 282 63,395 65,236 2.90%
SMSO 451 98,301 | 101,495 | 3.25%
A i//}
Foreign Policy PO1 269-313 62,706 /64;{7\7/ NN 235%
PO2 439-518 99,701 | 102,321 2.63_%\*‘
SPO 519-613 118,912 [~121,484 | 1.91%|"
FP4 702 1-.145,772\| 146,591 +0.56%
FP5 994 [ 194,599 197,670 |, 1:68%
FP6 1182\ [7715,500 | 208,708 1.49%
NN IR AN
Specialists 9 P 114-134 - 139,621 40462 | 2.12%
A0 ) 13516000\ f‘éé,‘“éoe 44,146 | 2.89%
o] 1619t \) > 46,288 | 47,279 | 2.14%
CoJzoar 12 he2-227 51,000 | 51,500| 0.98%
T "1 AT 13- A\ (2287268 55,908 | 57,618 | 3.06%
(PO1 eqwfa/ent) 2 g L4 0 269-313 62,706 | 64,177 | 2.35%
SN 314-370 73,063 | 74,655 | 2.18%
7}' NN T 371-438 85,504 | 86,720 | 1.42%
(PO2 equ:valenl‘j\ NS Y 439-518 99,701 | 102,321 | 2.63%
(5P0 eﬁU(vaIenb) i8 519-613 118,912 | 121,184 1.91%
NN 19 614-734 141,815 | 144,693 | 2.03%
NN 20 735-879 166,727 | 170,000 | 1.96%
DIk 21 880-1055 192,296 | 196,877 | 2.38%
22 1056-1260 217,855 | 223,394 | 2.54%
23 1261-1507 251,200 | 263,144 | 4.75%
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Annex B: Proposed Salary Bands for 2015/16

Job Family s ::in“gt: 2015 between
Band bands
85% Mid-point | 115%
Corporate Services MSO 282 55,451 65,236 75,021
SMSO 451 86,271 | 101,495 | 116,719 55.58%
Foreign Policy PO1 269-313 | 54,550 64,177 | 73,804
PO2 | 439-518 | 86,973| 102,321 117,665 . 59.43% |-
SPO | 519-613 | 103,006 | 12%,1847139,362| |1 18.44%
FP4 702 124,602 { 146,591 | 168580}, .0 20.97%
FP5 994 168,190, [,\ 197,870 (227,551 34.98%
FP6 1182 1185898 218;703'|.25%,508 10.53%
SN RN
Specialists 9 | 114-1347| 34,393 |\ 40462 | 46,531
10707\ 135-160 | 37,524 -~ 44,146 | 50,768 9.11%
| (s 61191 N\ 40,887 47,279 | 54,371 7.10%
G T 1929227 43,775 51,500 | 59,225 8.93%
. N2 V713 228268 | 48,975 57,618 | 66,261 11.88%
AONN AT 14 \\\,269-313 | 54,550 64,177 | 73,804 11.38%
N \ M 314-370 | 63,457 74,655 | 85,853 16.33%
371-438 | 73,712 86,720 | 99,728 16.16%
439-518 | 86,973 | 102,321 117,669 17.99%
519-613 | 103,006 | 121,184 | 139,362 18.44%
614-734 | 122,989 | 144,693 | 166,397 19.40%
735-879 | 144,500 | 170,000 | 195,500 17.49%
880-1055 | 167,345 | 196,877 | 226,409 15.81%
22 | 1056-1260 | 189,885 | 223,394 | 256,903 13.47%
23 | 1261-1507 | 223,672 | 263,144 | 302,616 17.79%

Y
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Annex C: Government’s Expectations for Pay and Employment Conditions in the
State Sector - May 2012

Government's Expectations for Pay and Employment Conditions in the State

Sector
May 2012 P
. /\\ (//)

Introduction 9 \‘ @'

This document sets out Government pollcy and expectations for all pay and{%r\ﬁp oyment -

condilions In the State sector. These Expectations apply fo all State sector agen tese cept /\

State Owned Enterprises. For the purposes of these expeciations.”| pay and en;ploymem L

conditions” include all processes for adjusting remuneratlop/and condl }ns, lnclugln L

collective bargalining. N AN \\ 3\ NV
CONTOY I

These Expectations continue to apply in the context™of g fraglle/eénomy/wnh ongolng/
uncertamty in the international economic enwronﬁl\ent.\ Theﬁséal sltuatleﬁ/for Sta?esector
agencies remains consfrained. : >

These Expectations will form the framework fQ_,aJ Sfate sector agencles to)vdrk withih when
submitting bargaining and remunerallon stratedles and-s ’éttle ent p( oposals to the State
Services Commission (SSG)/or\the Director General ‘of, Health foT ‘consultation or approval,

Boards of Crown entmes w(ll>be requlred to_have) régar\d 10 these Expectations when
establishing and adjﬂs ,ngihew yay and emplﬁment{:cmdktwns

/ . M ‘ S

These Expectat(o N5 uia\@a{te and replaceﬁé vae;nment’s Expectations agreed by Cabinet in
2010, (Théy wal erevised froin. ilme fo hme aid may be supplemented by additional specific

expecta\tﬁ)ns/ \J AN NN
\ \ \ / \\\ \\\\ ‘\\ ~._
N

N \(/Goveynment Pnontles
L
5 VN Bne of t e GbVEl rq t's prioritles is to deliver befter public services o the people of

‘ < i New.. Zealal\d \withl e tight financial constraints the Government is operating under. All
e deplSlohs/gbbu‘Lpay and employment conditions are expected fo support this priority.
\\ N
/ S
n < o\/ernéent Policy for Employment and Workplace Relations

. o Y Govemmenl’s overarching policy for empioyment and workplace relations is that:
N o all parties are treated fairly and with respect

° workplace relations are based on good faith, natural justice, human rights, goed
employer practice and requirements, and relevant legislation

e
-
<

s

° there is flexibility and opportunity for all
° bargaining is efficient, effective and focussed.

Pay and Employment Conditions

State sector agencies must meet the following criteria when adjusting pay and employment

conditlons, including through collective bargaining and remuneration adjustment processes:

1 Adjustments to pay and conditions must support achievement of the Govemment's
priorities for the State sector. Bargaining outcomes should dellver organisational and
sector performance improvement, foster continuous improvement and productivily
enhancement, support effective employee engagement and achieve .results, as
identified in the organisation’s and secfor's Budget Plan and Workforce Strategy (or

equivalent).

2  Adjustments must be affordable and sustainable within baseline funding and should not
fead wider labour market movements and {rends.

1798026_1.00CX
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3 Agencies must identify'ﬂow-on implications of setilements, both within and beyond the
agency and sector, and have plans in place to manage these.

4 Pay siructures and other conditions must be demonstrated as necessary to support an
organisatlon’s business and workforce objectives.

5  Market relativity and/or cost of living adjustment will not suffice as the sole basis for pay
adjustment — specific business imperatives (such as improved performance and

demonstrable recruitment and retention difficulties) are required. ( /

6  The cost of ali adjusiments to pay and conditions, Including built-in progressiol ,through

pay scales, and performance-based pay increases, as well as any chal )ges to-of e, ,/

conditiops such as leave enitlements, must be taken into account wilen settmg the/
financial envelopes for hoth bargaining and remuneration strateglesf: } \ \ e

7 Backdating of any or all components of adjustments to pay a\nd cor@hons (elt/her N

lhlough effechve date or lump sum payment) is not generallx ‘fa\ﬁ)ured g
N

Implementation

Application N
All State sector organisations except State Ownéd“Enterpnses must havg regard to these
- Expectations when setting bargﬁfl)ng and- Jemuneration\strafegy,‘and determining other
employment relations pohc;es“ ‘, Py ;_\ 4 \ AaY

Public Service Departmen{sfnus{\bave a bargammgvstrategyxhat meets these Expectations
approved by the S{@te,Semceéeommlssmn/er (the. Commissroner), and must not commence
bargaining or/ comm%/t ati outco;ne (incll{dmg final Terms of Sefflement) without this
apprcyal/\ \ \ /
Outcome/ deemuneraﬂQn ‘fO(ums qnd\revlews should reflect these Expectations. Public
/ Servmed?/paﬁments must\consult‘SSC bbfore committing to an outcome.
— \ s

Othe/agenmes requx:ed to co\r)suﬁ either the Commissioner or a monitoring department must

< ( N \ Cﬁave bargalmng\and Temuneration sirategies that meet these Expectations as the basis for
v ,>\/ that cons”ultaﬂon, N

NN NS

W Whereel\'m agency wnshes to pursue a course of action that the' Commissioner or momtormg

X deparin}ent _considers s at odds with these Expecfations, approval of the agency’s
L ‘// Jesponsible Minister, the Minister of State Services and the Minister of Finance is required.

SN
NS Infozmatlon Sharing
SSC will retain a whole-of-sector overview of trends in pay and conditions, bargamlng

outcomes and drivers of these. To facilitate this, all agencies must provide their Minister,
menitoring department, Treasury and SSC with:

° Up-to-déte information on the progress and potential risks associated with bargaining.

° Aggregated information on an annual basis (as at 30 June) on remuneration levels and
personnel cost movement over the year, including detail on:
- the component of direct personnel cost movement attnbutable to the outcome of
individually or collectively negotiated pay seitlements or remuneration forum
outcomes

- the components of direct personnel cost movement aitributable to other forms of
pay increase, such as buiit-in progression through pay scales or discretionary
performance-based pay increases

-~ the component of direct personnel cost movement afiributable to changes in the
number of employees.

1798026_1.D0CX . 2
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SLT Meeting Paper

<
< AN
///‘\\ / ;\‘//
AN
i \\\ / Y
N -

Title 2014 Remuneration Round - Market Update and Performance
Matrix Options
Meeting date 13 May 2014
Status New paper
Action required For decision
Submitted by Bronwyn Kingdom, /\@ -
o\ B <
NN AN
Meeting attendee/s Bronwyn Kingdom, N, \//\\\/\\./ (5) S
— — - —_— —_ kN PSS W | e o
— NN W WON N J
A(\{/\ i NP A L )\\'\k‘/
. PEARN ~ AN LT
Key po’nts /\ C;) N < NP /‘\\\\ \\‘ uv‘,
/ ™ \\ < //\“v) //«~\ * \\ . = \
Summary of issue The purpose of this pape( x\s to:‘r i /..(a.,\!ﬂ (\\) /;\)
and purpose of paper AN ‘\Q\\“« N e _ R / N\ “C.‘\e/

» Update SLTon the “market"as conte ;for remuneration
dec13|0n5\ln 20147 \ “‘, o
. Recommend lncreaseslto ;.ay bahds effective 1 July 2014;
/ /Outllne/optlor)s*fo ; perfomance based increases in the
\_ »; 2014 remuneratlon round;

g N,
D /Obtaln appgoval to engage with unions through the
J Rem‘ungrahon Forum; and

A Set qut the obligation to consult the State Services
N Commlssmn (SSC) on our 2014 remuneration mtentlons

MFAT\b)usmess/are‘as/ /AII New Zealand employed staff across the Ministry on and

O Ma]or risks

Resource
implications
(including cost of proposal)

off shore (excludes Locally Engaged Staff).

The prlmary nsk is to our staff engagement if the
remuneration round is not managed fairly, equitably and
efficiently.

Budget provnsmn has been made for $2.918 million in
2014/15.

An average increase of 1.5% is estimated to cost $1.80m
An average increase of 2% is estimated to cost $2.20m
An average increase of 2.5% is estimated to cost $2.68m
An average increase of 3% is estimated to cost $3.136m

IOUT OF SCOPH|
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Consultation

undertaken
Consultation mandatory if
any implications exist for
FIN, AMD, IMD, HRG, and
UNSC TF.

Other relevant internal units
and external stakeholders

The proposed changes to the pay bands and the preferred
remuneration round performance matrix will be discussed in
the Remuneration Forum with the FSA and PSA once
agreement to proceed with this engagement is obtained from
SLT.

The budget and cost implications have been discussed with
Finance.

2
Engagement with SSC will occur with SLT agreementénd will

follow the report back to SLT on union and. m/hagement“ =5 2NN

~ N,
engagement. \1/\ S < AN
et ‘\\ " \) y h\\- . \_///
- H '\ PN D
/”\(. /\) - ~ /\ 4 \///\
‘— RN ZE N
— 2N RN N T
gy \\?\ (C//\ - ///\ ‘\\\\ \\\ /}
- S X . / “\ \ N \
C NN Y R x\ & s P
Recommendations A~ AN /(\\ \J P
TR DN N Y
1. NoteE5(2)(b)(i) P e A
\u‘ 't.. 5 \ * ~.

N Y
N

/\__)

2. Approve the re
out in Annex B\

)\\ \‘ //

" YES / NO

/( \I?lﬁlcat/ thefpref‘erred Tevel of average increase for the YES / NO
N (\/2014 remu\ngratron,round and

\, DY ¢
/
\
/3\(‘\"\\(‘. "\ \ i
/ \ \ \ \/

¢ (4\\ Agree that HRG proceed with the Remuneration Forum YES / NO

N NS
{/(,/«._, Y ( with FSA and PSA and consult managers on
N " remuneration pressures and report the results of this

engagement back to SLT as soon as possible.

SLT decisions confirmed by:

(to be signed after SLT
meeting for record and
provided to the submitting
division/person)

CEQ’s Office Date

UNCLASSIFIED
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Report

Purpose

1. The purpose of this paper is to:

Background

2.

/ .
/

\/\¥

o Update SLT on the “market” as context for remuneration decisions in 2014;
+ Recommend increases to pay bands effective 1 July 2014;
¢ Outline options for performance based increases in the 2014 remune/atlegxround 5

» Obtain approval to engage with unions through the Remuneratlon/F\/um and /:5/\\\\
» Set out the obligation to consult the State Services Commlsswn ((SSC) on'our N { ( ’ N
AN

2014 remuneration intentions.

The Ministry has contractual obhgatlons thrc?ugh tl’fe Co(lectwe Employment
Agreement (CEA) and through Indlvndual Employment A\g?eements (IEAs) to review
remuneration annually. The/Mamstry 5 CEA also/comm:ts t/ 0 a Remuneration Forum

with unions and provn/c_ies some detall on hoW«thls Wl"\ work.
(/ T -

.\_/

/ . / / / .
The SSC docu ent G@ernmentg ff(pectatlons for Pay and Employment Conditions
in the State/SeCtor/(May 2012) p[owdes that:

/\/ /\\\\\
s
-.\ N

(Pu\bhvs/emce/lepartments must have a bargaining strategy that meets the
/expectatlons appr/ved by the State Services Commissioner and must not
> co;nmence bargammg or commit to an outcome (including terms of
<sett|en}ent7 without this approval.

.’
~

-

. ‘« /
NV - Outcomes of Remuneration Forums and reviews should reflect these same

expectatlons Public Service Departments must consult SSC before
committing to an outcome.

e Where the Commissioner considers the Ministry’s proposed course of action is
at odds with the expectations, approval of the Ministry’s Minister, the Minister
of State Services, and the Minister of Finance is required.

Market Update

4. p9@)(0)(i1)
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6.
o
< N
N, e
\ A TN
A AN / 2N
(\ ~.\ (\ N2 - >

N

7. Included in Hay Group’s market analysis are a number of econom{c |nd1cators. JIn\\\ ‘~///
March 2014, the Consumer Price Index was 1.1%, unenjplc{/ment 6%,)average

hourly earnings increased 2.7%, and GDP grew/z% O // o - )

Data on Staff

/ > ‘-. e .

1= Unsatlsfacto;yjperfprmance /«}3\ V{/ o

2 Development requxred
o s

Strong pepformance

4 ngh/performance R N

5 Exceptlonal perform\@n ce”

/\ 5,
\\ N

//\ N\

1OUT oF scoﬂ\ NN~

/

N

! Excludes tier two.
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IOUT OF SCOPH|
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o

<
Ay \\
\
'
»/‘/f‘\ A
. SRR

11.1t should be noted that by definition the public sector median is the point at which

50% of the public sector pays more and 50% pays less for a position of a given size.

When public sector agencies increase their remuneration, this in turn increases the

?I0UT OF SCOPH
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median. Our position against the market median changes with the application of the
annual remuneration round through the agreed matrix and the level of average
increase. Our position against the market can only improve from year to year if the
level of average increase delivered through the remuneration round is greater than
the average market movement and the reduction in average pay rates that occurs
when higher paid staff leave and are replaced with lower paid staff.

12. Unlike other agencies, the Ministry tends to have a significant number of staff on
personal pay bands that are greater than the position pay band. There a/e’currently
187 staff members that have a different pay band to their position pay’banﬁ/\ <~ Of
these 28 are receiving a special duties allowance to recognise the”h hjer rolet/hat S
they are currently occupying. There are 102 staff with a pay\band greater than theu:
position pay band and 41 staff on a personal salary (rathervth'an personal pay bahd)

'S ~
that is greater than the maximum salary for their posn(on A 7 \/\\ \ U

\/\..\\ \” \‘\\ v’/ .

13. As part of the Total Fixed Remuneration. (TFR) approach lntrodu\ _d i 2012 it was
agreed that increases to align the Mmlst ‘-\th«the pubhc sector ‘median would occur
over successive remuneration /rounds W/h’lle substantlal mcreases have occurred

over the last two remuneratloﬁrounds, we/re\stnll on average 2.45% behind the

LN

2013 public sector medlarﬁwrch’a/n av age/posmon/}n range of 97.55%). Based on
the updated mformatwn ef(ctwe Mar/2014) the Mlnlstry will on average be 5.45%
behind the publlc »secfof/medxa\n v{tb\aneverage position in range of 94.55%.

/ .

o .

14, Un;La%ned t\l;fnover to Maré\i'\\\\2614\ is 7.97%3>. No specific recruitment/retention
\ISSU,eS ave been |dent|fled¢hat would warrant alternative market comparisons (than
N UP@J/IC Sector F/Xed Package) We will, however, be consulting managers on their
“_Views shortly \We are also currently reviewing the Head of Mission / Head of Post
p@ons\aﬁ will report to SLT on this separately. The level of market movement at
//the/ﬁoz/level reported later in this paper, suggests that this will be an area where we

—
—

/experlence some market pressure that may justify a higher level of reward in the
“.remuneration round.

S

15.10UT OF SCOPH

IOUT OF SCOPE

% The lowest level turnover has been in four years. It was 9.1% at June 2013, 12.6% at
June 2012, 10.2% at June 2011, and 7.3% at June 2010.
:IOUT OF SCOPH|
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16. The following graph (graph 3) sets out the level of pay increases awarded in
2013/14°,

Graph Three: Level of Total Fixed Remuneration increases 2013/14

Level of TFR increase 2013/14

350
» 300
Q
S
2 250
=
€ 200
1w
S 150
2
£ 100
3
Z 50

0 SRR
0% 1-499% 5 999% "210- 1499% \ by 159
> 15
/( Percent |ncrease ( N \\\Ls
< \‘\/‘/‘/ C (‘/‘\: ; -\ 5O
(2 NZ RN O =2
IR
Pay Band Movement» \(\) / RES N
/, \ P > \,\\\\\/\\_/

Lo RN WY
17. Attach q as rﬁ XA s a table theitﬁets out the Ministry’s current pay band mid-
pom s ] the/"LGO% rate\for eacp pay band). Moving the Ministry’s pay band mid-points
rrngal/ hthe PUb/IF Sect}r//F/xed Package Median gives the 2014 mid-points in this
ta,b . Q,e\"centage change is the proposed increase in the mid-point from
2013/f4¢q 26‘14/55 This is the level of increase to the pay band required to fully
eet/the mar(et median at each pay band. Where there was a decrease in mid-
/_\\ pp \t/no decrease or increase has been proposed. The increases range from 0% to
C A ) )6 62%.
o
18.The largest increase has been to the Policy Officer 2 pay band. The market at this
level increased by 6.62% - over one percent more than any other pay band. With
such a large increase at this level the distance between the Policy Officer 2 and
Senior Policy Officer pay bands has decreased from 21% to 18%. As the Senior
Policy Officer pay band increases by 3.43% the increases haven’t caused any
significant compression issues. It should be noted for the future however that if one
or more pay band increase (or decrease) at a rate that is out of synch with the rest of
the pay bands, some smoothing of the raw market figures may be required to ensure
that there are no areas of compression.

19, Attached at Annex B is a table that sets out the proposed new pay bands based on
the application of market movements to mid-points. Included in this Annex is the
distance (as a percent) between each pay band mid-point and the one below.

6 Excludes tier two.
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20.1t is proposed that the Ministry increase its pay bands as set out in Annex B from 1
July 2014. There is no increase proposed for pay band FP6. SLT does, however,
have the option to align the pay band FP6 with pay band 22. No corresponding
increase in the pay rates of individuals will occur as a result of the new pay bands as
this should be performance based. This means that a staff member may actually
experience a reduction in position in the range. For low performing staff near the
bottom of the pay band, there is a risk of falling below the 85% pay band minimum.
If performance means someone is in this situation, they should receive an increase to

the 85% rate. . /‘ /<
Potential Performance Matrix

21. We have developed options for the 2014 remuneﬁtl
average increase levels of 1.5%, 2% and 2. 5%/ <

//\\ "\ \\\\ t\'/ /'i g \ N .
22.The pay range from 85% to 115% cap be thbughtff as; contmuum of performance

with the bottom third (85% to 94. 99%) askomated \wfth \déveloplng performance or

lower levels of performarﬁe \Tﬁe‘ rplddle thlrd of\the \ra@ge (95 - 104.99%) is

associated with stron pierfor‘mar;ce and to "ghwd &f the range (105 - 115%) is
associated with hlg &nd- exc/ptlorﬁl levels\bf\per ormance.

u\‘/\\, L TN V)
) \\< I @ \\ \{ =/
23. Performance/,;relatlve to posnt}on m range, is a key factor that determines the
a/prppnate\le/vel “of pay mc g ase/The intention is to deliver higher levels of increase

.
//for compapable/levéls of performance when position in range is lower and vice-versa.
<N / T

1

"\ ‘\_,j ,\‘\ “\ / -‘ !\ \\ \ /'
Zh\gj'\é follpxﬂmg\a?ex;orﬁe options for the performance matrix to apply for performance

IQ 2014/

. N G)ptlon One: An average increase of 1.50% - an estimated cost of $1.80 million.
o «o Option Two: An average increase of 2.00% - an estimated cost of $2.20 million. Q
N e Option Three: An average increase of 2.5% - an estimated cost of $2.68 million.

25. These options have been costed using last year’s performance ratings where there
was one available and presuming a performance rating of ‘3’ where there wasn't.
Employees who are not eligible (less than 3 months service, fixed term employees for
less than a year, and employees on LWOP) have been excluded from the costings.
Vacant positions have been costed at the cost of the increase to the pay band mid-
point. There are 41 vacant positions included in the costing.

26.To move our pay practice line to public sector median would require an average

increase of in the order of 5.65% and would cost approximately $5.01 million. An
average increase of 3% is estimated to cost $3.136 million.

UNCLASSIFIED
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Option 1: Average increase of 1.5% (Cost $1,801,423)

85%- 90%- 95%- 100%- 105%- 110%-
89.99% | 94.99% 99.99% | 104.99% | 109.99% | 114.99% | 115%
2 | 2.35% 1.35% 0.35%
3| 3.35% 2.35% 1.35% 1.00% 0.70% 0.30%
4| a35% 3.35% 2.35% 1.35% 1.00% 0.70%
5| 535% | 4.35% 3.35% 2.35% 1.35% 1.00%
Option 2: Average increase of 2% (Cost $2,204,228) ] _/?f,\ A
85%- 90%-~ 95%- 100%- 105%- 110%- \ \\ o i;i\(\
89.99% | 94.99% 99.99% | 104.99% | 109.99% : 15 >
1 [1000%: |- 000%: | T0.00%: ¢ 171,000
2 | 3.20% 2.20% 1.20% . -
3| 420% | 3.20% 2.20% _1.00% > | \050% | >
4| 520% | 4.20% 3.20% 48 50\/9/ 1.20%
5| 6.20% | 5.20% 4.20% 242 /ié"sg"i/\q
Py PSS
N o P \\\ \)
Option 3: Average increase of-2, 5% (cost $2,¢ 677 071) o
85%- 90%- | ~95%:- | 100%- |\ ‘105%:" 110%-
89.99% | 94.99%. K 99:99% /| 104. 99% ) 109 99% 114.99% | 115%
1 | 0060%: |.570.00% ;'.TC;«;.\.MOA- i = 000% 5 | e00%
2 | 3.63% | 2.63% - 1.63% | 0 4.,_(_:)'.60'."‘/;5 21 0.00%- 5 0.00% .
3 | 4.63% | 3.63% | 263%[C 1.62 1.22% 0.62% | - 6.00% .’
a | s563% [ -463% |[(32Bw > 1.62% 1.00% [. 000%-.
5 [.6.63% | 563% | 4.63% 2.62% 1.62% |.. 000%: "
oI~ =

\ \ s TN T
27.‘Furf.‘her varratnohs orr\t?lese options can be developed and costed as required. The
performance mat\'lx we develop for use by managers will have a range of increases,
@us a/nd n/‘unu/s the above percentages. Groups will be asked to ensure that the
-.\m(creases they award do not exceed the average increase agreed (across all eligible
“\ aud ineligible staff and vacant positions).

N
~

Budget and Cost implications

/i

{

\,

/ TN \4

28. Our Four Year Budget Plan included provision for a 2% increase in salaries and wages
in 2014/15. The Ministry has made budget provision of $2.918 million in 2014/15 for
the 2014 remuneration round’. |OUT OF SCOPE

29. ECA allowances are a percentage calculation of salary. When salary increases, the
allocated ECA allowances also increase. In previous years this has amounted to
approximately one percent of the increase. In 2013 the decision was taken that this
amount is additional to the cost increase in salaries and should not reduce the
available budget for the remuneration round. It is assumed that the same position
will apply in 2014,

7 Includes increases for SLT.

UNCLASSIFIED
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30. Option two gives an average increase of 2% at the cost of $2.20 miilion. Under
option two our market position will be marginally worse than it was in 2013 (the
average market movement reported is 2.3% compared to an average increase of

2%). With SLT decisions included in the total cost, the Ministry will still be well within
budget.

31.Option 3 is also affordable and at 2.5% is not significantly greater than the reported
market movement of 2.3%. ;

RN

Engaging with SSC /(<//\\\? NN
NN Y AU Y
- : . TN M R
32.1In 2013 the Ministry estimated that it would need to a/pp\ky(a/nxa\verage increase ‘pf//@.‘
20 \ AR
3.99% and notified the State Services Commissio/n &S\S,Cﬁoﬁ?s%emuneﬁpqg\ O C
e TN, N
intentions accordingly. The final outcome wa;\a”n;ayeragéincrefaslechf\\3\.|09\°/o<
s \/;/' R < A o) ) jVd
< v NN
SO

N, "\

X - SN Y

R I AN AN . o
33.At thisiét\ag'g\,ifh’s dlfﬁcult\ts.\)j accurately estimate the cost implications of the 2014
/frgmuﬁé‘néfio>n round:‘E\s theke>are a number of unknown variables. These include

<<)i/ﬁ1:ﬁgiﬁja7 pgr\fofi:m;‘an‘"\t\:\t\é/'fa‘tings, the level of discretion managers will exercise within
\\\}he/ givgn;@éy?“i.r‘i,c?eés)e parameters and the extent to which managers will seek to
SN N - .
r@./k;é\s%gc@')f)cas'es for rewards outside these parameters and the size of these
(eﬁggemmﬁ‘nd’ed rewards. As a consequence, we recommend that each Group be
N (t-a\é-lged with ensuring their recommendations do not exceed the agreed level of .
(O \\average increase. (

\\.\ \./” /s

34, Once performance and remuneration recommendations are submitted, it will be
possible to accurately calculate the cost of proposed increases and to provide

guidance to the moderation process in terms of outcomes, particularly in relation to
special cases.

IEA Variations

35.The 2013 Remuneration Round saw all staff on IEAs receive an offer to vary their
remuneration clause. This offer was designed to formally embed the TFR model. The
CEA negotiated at the same time had the TFR model included. The remuneration
offer was conditional on the staff member accepting the TFR variation. Of the 289
staff members who received this offer, all but 13 accepted®. The 13 staff members

® There are 30 staff that require a variation including those who started after the
remuneration review but prior to the introduction of the new standard IEA.

UNCLASSIFIED
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did not formally decline the offers (they didn't return their letter) and eight of these
employees did not receive the offered increase to their TFR as a result. These 13
staff members and any new staff members who are not on an IEA with the updated
TFR remuneration clause will once again be offered this variation. This year we will
be requesting a response to the offer one way or another. If a staff member chooses
not to accept, we will still need to meet our obligations to review remuneration on an
unconditional basis.

Policy Issues )
S

(Q é/ ~

36. A number of policy issues were canvassed with SLT in 2013 and were»mcor:po”rﬁ d

into the remuneration round guidelines. No specific changes to pohcy\ar/e p,ropos?Q { //._
N J
The guidelines for 2014 will be reviewed during June to 1ncprporate tge\areas whe NN

greater guidance has been identified as necessary. .- /\V B SN “/>
- 4

Remuneration Forum

37.The Ministry’s Collective Agreement provldes for an annual\Remuneratlon Forum. The
unions have agreed, through eafly. engagerrfent in- thl ,
the 2014 performance rewevﬁan\d rei"nuneratwn round
paper. / /\ v/ N N\ N /\'\

N ( ) { .
38.The Remunerglon f> FLIA wums \agam ofice SLT have indicated a preferred

average level of increase and o rfg/mance matrix so that the unions have an
oppoé/umty/f& lnput/lnto the\s/évdeusmns Market movement, proposed increases to

< «p/ay b\a;rﬁs, th/e average\ increase for the 2014 remuneration round and market
pressures a@\all ‘m%tters that will be discussed with the unions. Union input into the
&euswﬂs Wl”(be refported back to SLT by 10 June {at the latest) in order to confirm
Sb eclstens/pnor to engagement with SSC.

y ‘1 L

[ / A\; y\;e to SSC on 2014 Remuneration Intentions

39. A copy of the document Government’s Expectations for Pay and Employment
Conditions in the State Sector is attached at Annex C.

40, The Ministry is required to consult SSC about its intentions in relation to the 2014
remuneration round.

41, The Ministry will write to SSC following confirmation by SLT of our remuneration
intentions, and following consideration of union input.

UNCLASSIFIED
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. Recommendations
42.1t is recommended that you:
1. Note that
2. Approve the remuneration pay bands for 2014/15 set out in Annex B;
e
3. Indicate the preferred level of average increase for the 2014 rerhuneration 2
round; and K \/-\\ o /r:)i/\\ .
>/\ N, \".. \-. N\ //-..»‘ ‘_‘ ‘\\ (“} N
4. Agree that HRG proceed with the Remuneration Férjn\wmh/FSA and, PSA'a r\j)d/
consult managers on remuneration pressures/and're\port/the r/esu&s\of\thl 1
engagement back to SLT as soon as poss“bl (“ M N C/

UNCLASSIFIED
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Annex A: Application of market movements to current bands

2014 vs 2013 Comparison at 100%
Grade
Job Family Job / Points 2013 2014 Change
Band Range
$ $ %o
Corporate Services CsO 169 45,000 46,132 2.52%
DMSO 220 51,100 53,037 | _379%
MSO 282 60,300 63,395 [\ 5:13% ///
SMSO 451 92,200 98,301 \6:62% (}\ﬂ P \\)
cM1 657 133,400 | 140,164 5.07% "/
cM2 830 167,000\ 162,391 | ~.0.23%; -
RGN EEE RN
Foreign Policy PO1 282 ~}.60,300'| " 63,395/ "5.13%
PO2 451 \\\[\'92,200 | 198,301 |  6.62%
sPo | —.571 | 116,500} | 120,495 | 3.43%
FP4-0l\N 702 _|142,;300 " 145,772 2.44%
/7FP5 |7 9947 -\ 192,300 194,599 |  1.20%
. Compe | 182\ U | 215,500 | 215,500 | 0.00%
ECZY R SN
Specialists,\ 9\ |\ 144-134 | 39,621 39,6212 | 0.00%
NN NN100 M 135-160 | 42,700 42,906 |  0.48%
oo acibeat 161-191 | 45,800 46,288 | 1.07%
Y ALTT AN 12 192-227 49,600 51,000 2.82%
AN 13 228-268 | 55,200 55,908 | 1.28%
NENN T 14 269-313 61,700 62,706 1.63%
YN 15 314-370 | 71,200 73,063 | 2.62%
- 16 371-438 | 82,900 85,504 | 3.14%
17 439-518 | 97,500 99,701 |  2.26%
18 519-613 | 115,500 118,912 | 2.95%
19 614-734 | 136,700 141,815 | 3.74%
20 735-879 | 163,500 166,727 | 1.97%
21 880-1055 | 188,300 192,296 | 2.12%
22 1056-1260 | 215,500 217,855 | 1.09%
23 1261-1507 | 251,200 251,200%| 0.00%

1. Band FP6 1182 points pay rate decreased so maintained at 13/14 rate. Alternative option is
to apply the same pay band as band 22.
2. Band 9 and 23 mid-points pay rates decreased so maintained the 13/14 rates.
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Annex B: Proposed Salary Bands for 2014/15
Grade/ . Distance
Job Family Job Points 2014 between
Band Range bands
g5 | M9 | 4350,
point
Corporate Services CSsO 169 39,212 46,132 | 53,052
DMSO 220 45,081 | 53,037 | 60,993}  13.02%
MSO 282 53,886 | 63,395 | 72,904 . 1634%) <
SMSO 451 83,556 | 98,301 [113,046- 3551%] .
CM1 657 119,139 | 140,164 | 161,189 | | 29:87%4
CM2 830 142,282 |-167,391}{ 192,500\ |16.27% N
Foreign Policy PO1 282 153,886/ 63,395{\72,904
PO2 451, \\83;556 | 98,301, 113,046 35.51%
SPO | 571\ -J102,421'}, 120,495 | 138,569 18.42%
FPa_~[. 702 | 123,906]] 145,772 | 167,638 17.34%
(EP5\ {994 7 N165,409 | 194,599 | 223,789 25.09%
o UnhFRE | 182,183,175 | 215,500 | 247,825 9.70%
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SLT Meeting Paper

Title

2013 Remuneration Round - Market Update, Pay Band Increases,
Policy Issues and Matrix Options

Meeting date

16 July 2013

Status

New Proposal

Action required

For decision

- Submitted by Bronwyn Kingdom, /\/; /\)
Meeting attendee/s  Bronwyn Kingdom //\\\\//;_‘_\};\;7 ?“\/\ N
<O Lo VL \t;"/

Key points

» New pay bands are proposea// ﬂecftve/l Ju/y 20 3 g

e Initial options for the matr/xfor/ )e 2013/ munem;/on round are
identified and d/rectlon sﬂought from/ SLT op thgse options

e Policy /ssues re/atedl'o,the rerpqnerat/on\round are discussed

. Consultat/on WIth s5C and/un/or;s\/s reqwred

Summary of issue

<
\

The/purpose bf this paper IS te'\ S A

and purpose of paper A o’/Upﬂate SLT- on tHé “n;arket” as context for remuneration

/‘ \

r ’d/easlops n 2013
Recomfnend/mcreases to pay bands effective 1 July 2013;
»Outhqe options for performance based increases in the 2013

x N ~.
(2 > ?\(7 . A remu/neratlon round;
(\/6 :\ (;.:Qv \,:\\/ ‘/Obtam approval to engage with unions through the
N / \y}/ f\(\\ z\ x}-/\{v/ Remuneration Forum;
e - /\f/ﬂ\\/ui e Obtain approval to consult the State Services Commission on
\/{//\\\J/’ \ our 2013 remuneration intentions; and
’//i/v/ o s Obtain SLT decisions on policy issues raised by tier two

managers in discussions prior to the remuneration round.

NS MFAT business areas
affected

s All of Ministry

Major risks

» SSC does not agree with the Ministry’s remuneration intentions;

¢ The remuneration round does not meet staff expectations and is
used to support the unions’ claim to bargain remuneration;

« The Ministry is unable to attract the high calibre candidates it
seeks for its positions;

+ The remuneration round is stalled and this negatively impacts on
morale and engagement.

[SECURITY CLASSIFICATION]
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Resource « Estimated cost implications of decisions available to SLT are set

implications out in the paper.

(including cost of proposal) « The Ministry has made budget provision of $3,303,276 in
2013/14 for the 2013 remuneration round.lOUT OF SCOPEI

Consultation s Tier two managers have been consulted on issues they wish to

undertaken

any implications exist for

FIN, AMD, IMD, HRG, and
UNSC TF. occurred.

\/
TN
» HRG will need to engage with FIN over the cést lmphg:ag;lo

have dealt with in the 2013 remuneration round/
Consultation mandatory if » HRG and FIN are aware of the budget provnsmn‘/
« Given the nature of the paper, no W|der eo\/sultatlon has

/ § '\

-

the 2013 remuneration rourjd> when ina posltton to giye

indication of the costs/‘/\\.\\ < /-

RN

« HRG will also need(to \wor/k!wrfh Servuces\GroupVover the car park

arrangementé

5
> A

.\'

. \» e
NS

Other relevant internal units e Inu datmg the S§C on pfogress m bargamlng, the State Services

and external stakeholders

Gommlssmn has relterated\the ‘need for the Ministry’s Senior
_cal ershnp Team tp be aware of and comply with the
\\GoVernmﬁnt/s\Expeci‘ai'/ons for Pay and Employment Conditions in

increase supported by SLT for pay increases to staff
through the 2013 remuneration round and any further
modelling required;

A \_\ /\ J/ the StatéSecton A copy is attached at Annex D.
Fm P i .
O oV A \§ N
Rec&ﬁﬁ'l\‘e}r%s A\ A\
AN\ T PN N\
N (\f“;&\ﬁéte\._,‘f/ YES / NO
v =N\ for the year to March
S
///?; 3>/
(’{}.\ [
\t\-f\ /2 Note the Ministry’s current market position (HayGroup  YES / NO
\// N advise our pay practice is on average 95.8% of the
median. Analysis of position in range shows we pay on
average at 93.08% of pay band);
3. Approve the pay bands in Annex B effective 1 July YES / NO
2013;
4. Provide direction to HRG in terms of the average YES / NO
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5. -Note the policy decisions taken on remunerationin - YES / NO
2012, means that increases in employer contributions
to KiwiSaver and GSF in 2013 will be absorbed by the
Ministry;

6. Agree to the remuneration policy proposals in relation YES / NO
to the 2013 remuneration round set out in Annex E;

7. Note that a contract variation is proposed for the 2013  YES / NO\{
remuneration round (consistent with agreement to be /;;\i\\//\
reached on the collective agreement); . \_\“ ‘\\>

- ___.,«_.4-.4. sttt e o e 4 et

11/Agree that HRG proceed to discuss its remuneratlon YES / NO
¢ /// mfentlons with unions at an appropriate time in relation
< to bargaining; and

12.Note that HRG will develop guidelines for managerson YES / NO
proposals for bonus payments and operating the
proposed performance matrix.

SLT decisions confirmed by:

(to be signed after SLT
meeting for record and
provided to the submitting
division/person)

CEO’s Office Date




Page 4 of 33

Report

Executive Summary

1.

The following is a brief summary of what is in this paper:

. to March 2013.

e The proflle of performance ratings in 2012 may suggest a need for mcﬁe rlgour in
our expectation setting and performance assessment. /\ \\// > /?

_\//

¢ On average the Ministry sits at 95.8% of the Public Sector medlan
The average position in range is 93.08%.

N K \\
» Unplanned turnover has decreased in the year to J(une\rZO:l\:i (8 Ol"éo) < N ?/\/
+ Pay band increases are proposed and set ogt;ln\A\nnex\B\ f\‘ N }\/\ v CN%
e Four options are provided for the 2013 remune/atxon matrrx Dlrectl‘ojq is required s

from SLT on the preferred option or/al/ternatwesto be/rflo/elled (/\ferage
percentage increase or the dlstrﬂ)utlon of rewards vylthm the matrlx)

* Increases have occurred m/employer contnbutlons to/Klv?Saver and GSF. The
decision was preV|oust>take/n to absorb/thesie\mcreases in 2013 and on an on-
going basis and téjls wul/be reflecte/d\m tlfe deIduaI s position in range.

e Proposals m/relat/lon to/pohcy fo‘r/the 2013 remuneratlon round are set out in
Annex,E.) The/mam/proposals\ a;e to/try to deal with anomalies and relativity
ls,sues\througﬁthe 2(/}13\r\nat\rl\x,/but where this is not possible, to allow individual

//Cases outsrde the matnx\to be made (guidelines to be provided); and to review on

5N Ve/ease by case basrs the remuneration packages for FP4 staff offshore who are in

< \/a hlgher posttyh th/n their personal grade with a view to paying them

3 prOprlate\y for the job taking into account their base pay and allowances,
- expect/tlyoﬁs and actual performance.
N

. Contract variations for staff on IEAs consistent with changes to the CEA are

proposed (although bargaining outcomes are yet to be determined). This will ~.
need to deal with all benefits including superannuation and car parks where C
appropriate.

* Engagement with SSC and unions now needs to be managed.

Purpose

2.

The purpose of this paper is to:

Update SLT on the “market” as context for remuneration decisions in 2013;
Recommend increases to pay bands effective 1 July 2013;

Outline options for performance based increases in the 2013 remuneration round;
Obtain approval to engage with unions through the Remuneration Forum;

Obtain approval to consult the State Services Commission on our 2013 remuneration
intentions; and
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» Obtain SLT decisions on policy issues raised by tier two managers in discussions prior
to the remuneration round.

Market Update

3. E92)(b)(iD)

6. fI\r\dg,de\d /Hay/Gro/u‘p’s markét analysis are a number of economic indicators. In
< OZQ]@ “the Con su\m Pnce Index was 0.9%, unemployment 7.3%, average hourly
\ \eammgsfr{x/crea\sed 7%, and GDP grew 2.1%.

¢

1 = Unsatisfactory performance
2 = Development required
3 = Strong performance

4 = High performance
5 = Exceptional performance
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8. |OUT OF SCOPH

11.

! Excludes tier two.

? Bretz et al 1992 and Rynes et al 2002 cited by Blume, Balwin and Rubin in Reactions to
Different Types of Forced Distribution Performance Evaluation Systems, Journal of
Business Psychology, 2009.
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12, [OUT OF SCOPE|

13. The average position in range is 93.08%. This sh6Ws that/the mqjgﬂty oﬁ\our staff
are below the mid-point which means that/our pay /ractlce pe(maims\behmd the Public
Sector. This supports the HayGroup,ana|y515 “that our pay\ﬁractlce,ls behind the
market (95.8% of the median). .. !_ast ygar was the’f:rst txpvm four years that the
remuneration ranges had t@en mcreaseJ Asapai;t\of tha new remuneration approach
of Total Fixed Remuneraglﬁﬁ)n\tréduced Ia{yea, . “was agreed that the increases to
the public sector. mecfan\wo/d occur/(fer a two year period.

‘,,\A\ //

P REZNYY
/; \!\/\\ (\\.\//'\,\,/

14. Data from He@Group in respect t0\where the Ministry sits against other public sector

a/genctes shmﬁ”us at below, \the -prarket median. We are currently sitting at 95.8%
ok he median - 4. f% elow>tﬁe public sector market median.

({){\/\// N \/\ \,\\/

15\ Core Unﬁ\nneq ?urnover to June 2013 is 8.01%. This compares to 12.59% at June
2}}12Aand\;0 16% at June 2011. No specific recruitment/retention issues have been

/lckeﬁtxﬁe/d “that would warrant alternative market comparisons than Public Sector
1‘\\}j_ /F/xed Package although we note the Ministry has been under some resourcing

LN

) ) i \-pressure and has been actively recruiting on an on-going basis.

16.0UT OF SCOPH|

-ouT OF scopd

5
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17. The following graph sets out the level of pay increases awarded in 20127135,

Level of Salary increase 2012/13

, 350 | — - e e
v
¥ 300
3
= 250
E 200
‘§ 150
_é 100
3 50
Z
O /
1-4.99% 5-9.99% 10}89%, L 15\90%+
AN RN
Percentage increase // A, (‘\.\'\\a\
TN Y Ny
! o \\\_» T hY
T B - T T
PR } ;Y
NN REE PN
Pay Band Movement o \\\ NS SN
\\ AR N
)N N

¢ ‘/ -

18. Attached as Annex Ais a table that sets out tf thé Mf‘ \try/s current pay band mid-
points (the 100% rate fo(each/pay band)./\:Movmg thé Ministry’s pay band mid-
points to match the CDubl/oSfecmr F/Xéd -P; kége>Med/an gives the 2013 mid-points in
this table. The percentage change/ks §:he’ proposed increase in the mid-point from
2012 to 20;8 f//ns«the Ievel\of\lhcrease to the pay band required to fully meet the
/arl\et medJaﬁ‘ \\ NS

N \\ /) \_ N ~

19 Att/ched as, Annex Bvrs a table that sets out the proposed new pay bands based on

\\ \\tﬁe proposéd vaanents to the pay band mid-points.

/

\\ /) A
20, /Ks propesed that the Ministry increase its pay bands as set out in Annex B from 1
5 - /July 2013. There will be no corresponding increase in the pay rates of individuals
¢ \_ 3 ._> unless, after the performance based increases are known, an employee falls below
=~/ the 85% pay band minimum. Staff may experience a reduction in position in the
range. Staff who would otherwise fall below the pay band minimum, will have their
remuneration increased to the 85% rate (being the minimum rate for the position).

-

Potential Performance Matrix

21. The pay range from 85% to 115% can be thought of as a continuum of performance
with the bottom third (85% to 95%) associated with developing performance or
lower levels of performance. The middle third (95% -~ 105%) is associated with
strong performance and the range 105 - 110% is associated with high performance.
The top of the range (110% to 115%) relates to an expectation of exceptional levels
of performance.

® Excludes tier two.
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22. Performance, relative to position in range, should be the key factors that determine
the appropriate level of pay increase. If someone is demonstrating high performance
with a low position in range, their rewards should be greater than someone who is
performing at a level consistent with the position in range. Conversely, someone
placed high in the band will need to perform consistent with that level to receive an
appropriate increase. This is how the performance matrix is constructed.

23. Set out in Annex C are options for the performance matrix for the 2013 remuneration
round. For each source matrix for costing purposes, there is a correspond(ng matrix

4
that would be made available to managers. This shows the range tpasmanagers will ”;\X

- \ ; —_
be asked to make remuneration recommendations within. (?( NS e

24, Option 1 has an estimated cost of $1.671 million and ap)es%lmated average lncre\a)s
of 2.42%. Option 2 has an estimated cost of $2, 453 mllhon,and an- est:m‘ated v
average increase of 3.50%. Option 3 has/an estlm)edvcost of«$2 803 TlUlon and an
estimated average increase of 3.99%. We ha\/e also been@sked ?:o ost an average
increase of 5%. This is approxumatéy\$3 §06 m||||on (Optlon @ "The cost of these
options has been estimated us/ﬁg\last year S performanqe/r/a‘tmgs where there was
one available and presummg a performanceﬁatingxof B/Vvhere there wasn’t.
Employees who are npt/ehgrble (ess t}'ran 3. months service and fixed term
employees for le S than a Iyear) have(been exeluded from the costings. It should be
noted tha rﬁa Y stafﬁWll havé had(af change in position so last year’s performance
rztl/n%\may\ng}be a swtable estim/ate Data issues post-MBM may also impact on
thé ccuracy«of these costmgs) Tt will be necessary to re-do the costing exercise

///Wh\ii{thls year(s per\formance data is available.

LT SN P

25, “Further! ’a‘r) tu\ns on these options can be developed and costed as required. (This

,gnaﬂdes chf rent average increases and changes within the matrix, for example

V_\{/fjar(dlng the rewards over performance ratings 3, 4 and 5 only and not 2 in order to

incréase the differentiation in rewards between the higher and lower performers).

P

(D\ .
v

. »\,‘//'/

'26. There are a number of situations carried over from last year that managers identify
need to be addressed this remuneration round (refer to the section of this paper on
remuneration policy issues). It is proposed that this be done on a case by case
basis. Managers should have the ability to address anomalous outcomes and
relativity issues, where performance warrants this, and a case can be made to justify
this. This will, however, increase the overall cost and average increase set out
above. Guidelines for managers and support from HRG will be necessary.

Retirement Savings

27. KiwiSaver employer contributions increased effective 1 April 2013 from 2% to 3%.
The Government Superannuation Fund (GSF) employer contributions increased from
10.7% to 11.8% effective 1 July 2013. In A new remuneration system - decision
document, the decision to add the increase in employer contributions to KiwiSaver to

=

i
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the employees’ total fixed remuneration is recorded. The decision taken in relation
to the treatment of superannuation was that any increase in employer
superannuation contributions, whether through joining a scheme or an increase to
the employer contributions under an existing scheme would be met by the Ministry
but reflected in an increase in TFR and position in the range for individuals.

28. On this basis, the cost of the KiwiSaver and GSF increases in employer contributions
will be absorbed by the Ministry and included in TFR at 1 July 2013,

29. There was some debate at SLT on 9 July about this point. The following are relevant
excerpts from the FAQSs in A new remuneration system — decision documeﬂt

"The Ministry is not reducing the base salary of any employee tO/o?fse‘t anﬁ/ture .
additional employer KiwiSaver cost. If the rate of compulsoryemployer/contr(but/bhs
(CEC) is increased, the employee’s TFR will increase ac/ d/ng/y to ref/ectA{h/s (I(e 5
when the rate increases by 1% to 3%, the TFR w:////n/ ease by 1% ) KN \\ u //

“In future remuneration rewews, the new TFR@e\taken /nto (account in assessmg

N\ , \\ “ \_ \/
KiwiSaver employer contributions.®. _) VA /\ \ »\> \\>

30. It seems the dn‘ference |n lnterpretahon relate\s to the wordlng “the new TFR will be
taken into account .. «lee HR,Gmtentlon m. ﬁhls wordmg is that come performance
review time, the mc/reased/TFR and therefore pos;tlon in range will be taken into
account when \asses§|ng the anrg’pmate//xze 'of increase for performance relative to
position 4n/;h>e \range T It \Q/as hot mterTaed to mean, but appears to have been
lnter \‘eted as/meamng, th\ \érease in TFR will be off-set against the performance

- \re@rd\that would’ otherw!seJhave been granted (for example, it would have been an

(//;A nerease of 2. 6°(o\buhsmce you have already had 1%, the increase will now only be

0 ,~\‘ N s
O 76%) o /\\.\ -.\“ .‘ / -

AU ALY
B).ld nd Cost implications

‘ y\ 31/ The Ministry has made budget provision of $3,303,276 in 2013/14 for the 2013
=’ remuneration round. [OUT OF SCOPE|

The 2013/14 budget provision was made taking into account that the
Ministry had committed to improve its remuneration practice and market position
progressively over a two-year period. This is the second year of this adjustment.

32, ECA allowances and Housing and Utilities deductions are affected by changes in TFR.
In previous years the allowance increase has amounted to approximately one
percent of the ECA allowance budget. This will be partly off-set by an increase in
staff contributions to Housing and Utilities, which are also expected to increase by

7 Page 58 of the FAQ.
8 page 58 of the FAQ.

\\

e e
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about one percent. An increase of approximately $170,000 will occur as a resuit of
the 2013 remuneration round but should be met from the ECA allowance budget.
(The cost of living index changes can also have a significant impact on the annual
ECA Allowance budget. This is reviewed in August and February each year).

33. The following table sets out the 2013/14 remuneration increase budget compared to
the cost of the various option. Remuneration decisions for SLT have not been
included in these costings but will need to be taken into consideration also.

Budget Option Cost (e(){(@T)

$3,303,276 (1) Average increase of 2.42% MM

. (
(2) Average increase of 3.5% (QV\%Z\ASBT\ (\/b>

( (3) Average increase of 3.99\{@ $2.

V)

(4) Average increase@&@ >\/ /&(\( @\?ﬁ}n
34. This tends to indicate that an

VA A e 18
i %H rating A
enwithin ARza
Ocati 3 &
35. Optig3 S ecrease the distance behind the Public Sector
% J e ublic sector median) but not necessarily close it.
3' %ﬁ- Glt to accurately estimate the cost implications of the 2013
remygriagi mnd

as there are a number of unknown variables and potential data

gels will exercise within the given pay increase parameters and the extent to
( hich managers will seek to make special cases for rewards outside these
) parameters and the size of these recommended rewards.

37. Once performance and remuneration recommendations are submitted and any data
issues identified, it will be possible to more accurately calculate the cost of proposed
increases and to provide direction to the moderation process in terms of outcomes,
particularly in relation to special cases.
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Policy Issues

38. A number of matters of concern were raised by Deputy Secretaries and Group
Managers in the Remuneration Round consultation. Attached as Annex D is a
summary of issues raised and proposals in response to these issues.

Contract Variations

39. As previously agreed by SLT, the Ministry has proposed in bargaining to either do
away with the Retirement Savings Allowance or at least make it optiong|
clause 16.10 of the Collective Agreement have been proposed and a

£hanges to

Annex E. This claim also seeks agreement to off-set changes i pardnkaation @ §>

against base salary Under a TFR approach in future. Thisi t £ Was decidiethin

when consulting staff over the new remuneration sy , but regedas

a bargaining claim by SLT. @ ‘ C*
40. For staff employed on an individual em eemerinan aguiy

proposed by way of a contract varia onditi -% increase offer.
Car Parks @@
< @ prep parks and recommends formally grand-
3 M aprangepag h & vView to phasing these out. Action required
tHe 201 on round will depend on SLT’s decision on the

ntain the paper Car Parks — 16 July 2013.

41. A separate pap
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Timeframe

45, The Senior Leadership Team has decided to defer moderating the performance
outcomes for tier 3 managers and HOMs/HOPs until:s9§2§ia§

“eturn from leave (to be moderated in the week commencing

All other moderation will proceed according to the timetable. Th

provides that guidelines would go to managers for making

3s0).
table @

recommendations by 31 July. It will be necessary to p date‘out. If

( moderation can be completed early in the week of.5-4 e should @e
the guidelines/spreadsheets to managers by 9 e wi tfimmed
from that allocated to managers to mak sndation femyeration
(extending the date this is to be don 16 August u st) and from the

group moderation process (to ain
communicated to staff is
timeframe will need

ofthe high level timetable
érence. Changes to the

p |cat S.
the @ -- ge claim in bargaining to resolve and as

to our remuneration intentions, this change in

be necessa multiple reasons.
!‘ ate Services Commission

nt’s Expectations for Pay and Employment Conditions in the State

48. The Ministry is required to consult the State Services Commission about it's
intentions in relation to the 2013 remuneration round. “Where an agency wishes to
pursue a course of action that the Commissioner or monitoring department considers
at odds with these Expectations, approval of the agency’s responsible Minister, the
Minister of State Services and the Minister of Finance is required.”
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49, The State Services Commission has recently reminded the Ministry about the
Government’s expectations and specifically the following provision:

“Market relativity and/or cost of living adjustment will not suffice as the sole
basis for pay adjustment - specific business imperatives (such as improved
performance and demonstrable recruitment and retention difficulties) are
required”’

50. HRG will provide the proposed communication to SLT setting out our ren@

intentions and the case for this when we have a decision from SLT on
level of increase we should be working to.

Recommendations @@
51. It is recommended that you: @ @

1) Note 59(2)(b)(ii) @ K%i
2013;
Mote e

i @ n (HayGroup advise our pay practice
edland Analysis of position in range shows we

@ ids in Annex B effective 1 July 2013;
4) Pravide E: rection to HRG in terms of the average increase supported by SLT
‘ncreases to staff through the 2013 remuneration round and any

@ \% 5) Note the policy decisions taken on remuneration in 2012, means that

increases in employer contributions to KiwiSaver and GSF in 2013 will be
absorbed by the Ministry;

6) Agree to the remuneration policy proposals in relation to the 2013
remuneration round set out in Annex E;

7) Note that a contract variation is proposed for the 2013 remuneration round
(consistent with agreement to be reached on the collective agreement);

8) Note that the decisions taken by SLT on car parks (under a separate paper)
will be taken into account when managing the 2013 remuneration round;

9) Note that the Ministry has a claim from unions before it in bargaining for a
1% across the board increase;

gé@«

@
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10)Note the Government’s expectations set out in Annex D and that HRG will
refer to SLT for review, a formal communication to the SSC on its
remuneration intentions;

11)Agree that HRG proceed to discuss its remuneration intentions with unions at
an appropriate time in relation to bargaining; and

12)Note that HRG will develop guidelines for managers on proposals for bonus
payments and operating the proposed performance matrix.

© K
S
g
O

@@

D
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Annex A: Application of market movements to current bands

2013 vs 2012 Comparison at 100%
Grade/
Job Points %
Job Family Band Range 2012 2013 Change
$ $
Corporate
Services Cso 169 43,500 | 45,000 3.4%
DMSO 220 50,300 | 51,100 1.6%
MSO 282 58,600 | 60,300 2.9%
SMSO 451 90,000 | 92,200 2.49%%
CM1 657 129,900 | 133,400 0%
cM2 830 165,800
Foreign Policy PO1 282 58,600
PO2 451
SPO 571
FP4 702
FP5 994 A
FP6 1182\
Specialists 10 CIANS/Y60
A2\ [Cp1-191
20 ) 192,22
2 B33 | 2868
PUANZA S ST N T
2N\ 15 \N\\344¥370
N\ \ 36 371-438
YN AN 439-518 .
N NN 8 519-613 | 111,100 | 115,500 4.0%
SN A 19 614-734 | 133,400 | 136,700 2.5%
PREEONZ 20 735-879 | 162,200 | 163,500 0.8%
TN ¥ 21 880-1055 | 187,000 | 188,300 0.7%
N 22 1056-1260 | 211,000 | 215,500 2.1%
)Y 23 | 1261-1507 | 246,300 | 251,200 2.0%

\..——'"
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Annex B: Proposed Salary Bands for 2013/14

14
106,0304 @
7\

Grade/
Job Points
Job Family Band Range 2013
Mid-
85% point | 115%
Corporate
Services cso 169 38,250 | 45,000 | 51,750
DMSO 220 43,435 | 51,100 | 58,765
MSO 282 51,255 | 60,300 | 69,345
SMSO 451 78,370 | 92,200
cM1 657 113,390 | 133,400 | 15324
cm2 | 830  |141950] 167, o%p/isié\\e\sbv
Foreign Policy PO1 282 51,255 /~éo(§6,bv> 69,345,
PO2 451 78,378 (\9\2\206 ;as(
SPO 571 oS \ife, 500138
FP4 702 <\ 2ohgssT 15;2,5 50 \153'645
FP5 455 K 1903006 221,145
s _oaied) |16 \91435%09 247,825
Specialists (N0 135.160° \;\5)2 s | 42,700 | 49,105
o\ | redmax 38,930 45,800 | 52,670
PR \\9?\) 12 >0 | 42,160 | 49,600 | 57,040
PRIN 5 | \W8-268 | 46,920| 55,200 | 63,480
O N2 260-313 | 52,445 | 61,700 | 70,955
N v \d
D O\ \V 314-370 | 60,520| 71,200 | 81,880
AN\ 16 371-438 | 70,465| 82,900| 95,335
N2\ 17 439-518 | 82,875| 97,500 112,125
A\
N\ ¢\ 18 519-613 | 98,175| 115,500 | 132,825
)V 19 614-734 | 116,195 | 136,700 | 157,205
20 735-879 | 138,975 | 163,500 | 188,025
21 880-1055 | 160,055 | 188,300 | 216,545
22 | 1056-1260 | 183,175 | 215,500 | 247,825
23 | 1261-1507 | 213,520 | 251,200 | 288,880

?

S
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Annex C — Matrix Options

Option 1: Average increase of 2.41% (Cost $1.855M)

85%- 90%- 95%- 100%- 105%- 110%-
89.99% | 94.99% | 99.99% | 104.99% | 109.99% | 114.99% 115%
1| 000% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
12{ 2.00% 1.75% 1.50% 1.25% 1.00% 0.50% 0Q0%
3| 2.35% 2.10% 1.85% 1.60% 1.35% 1.10% «(@%
4| 3.80% 3.30% 2.80% 2.30% 1.80% 1.39%<\/,\\\Q.\;6’2
.75% .75% 4.75% 3.75% .75% 1 .00%
5| 6.75% 5.75% 9 2 ,_ig's%\K\)ooo“/
@o A9)
Option 1: Average increase of 2.4 .855 RANGE
A i\ (O
)/~ 100% v 105%- 110%-
85%-89.99% 90%-94.99%. <l<I5%y 99.99% 14D \ 109.99% 114.99% 115%
ALY \N74
0.00% 0.00% <A\ Moo Ho00RS 0.00% 0.00% 0.00%
v \Vd

0% to 2.5% OFEZL DY 0% 10 ZI~NOGITTE% | 0% to 16% 0% to 1% 0.00%
0.35% 10 3.35% | ([ QWidod e | O%e5Ae5%))) T to26% | 0%10235% | O%te21% | 0.00%

0.8% 10 5% | 53%%0 4.8% ~ \OB1R4.3% | 0%1038% | O%hto33% | O%to28% | 000%
L75% 0B TBE U T5% 1o 7 X0 QIS 6.75% | 0%10575% | 0% 10475% | 0%t0375% | 0.00%

\@V@% e

O bW N (e




Page 19 of 33

Option 2: Average increase of 3.50% (Cost $2.453M)

85%- 90%- 95%- 100%- 105%- 110%-
89.99% 94.99% 99.99% 104.99% 109.59% 114.99% 115%
1 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
2| 2.75% 2.50% 2.25% 2.00% 1.75% 1.50% 0.00%
3 3.50% 3.25% 3.00% 2.75% 2.50% 2.25% 0.00%
4| 5.00% 4.50% 4.00% 3.50% 3.00% 2.50% 0.00%
5| 7.75% 6.75% 5.75% 4.75% 3.75% 2,75% 0.00%

Option 2: Average increase of 3.50% (Cost $2.45 -ﬁj

<

ANGE

Q

@K%@«

5

N 105% ‘ NN O%-

85%-89.99% | 90%-94.99% | 95%-99.99% 115%
1 0.00% 0.00% 000% ANNN0eZ o0t 0.00% 0.00%
2| 0%to3.25% 0% to 3% 0% 162758 \\D 0% to 25%] \NOA Y 295% | 0% to 2% 0.00%
3| 15%t045% | 125%104.25% | Netox%?/ | 0.75% 1% ROV 4 0B% to 3.5% | 0.25% 103.25% | 0.00%
4|  2%t065% 16% to 6% DN\ Doho 55% L OSIb PR | 0% to 4.5% 0% to 4% 0.00%
5 | 275%109.75% | 175% EEPRCIDT% 10 27BN NP6 75% | 0% 10575% | 0%10475% | 000%

©

2 (A

>
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Option 3: Average increase of 3.99% (Cost of $3.103M)

85%- 90%- 100%- 105%- 110%-

8%.99% 94.99% 95%-99.99% 104.99% 109.99% 114.99% 115%
1 0.007% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
2 3.50% 3.25% 3.00% 2.75% 2.50% 2.25% 0.00%
3 4.00% 3.75% 3.50% 3.25% 3.00% 2.75% 0.00%
4 5.50% 5.00% 4.50% 4.00% 3.50% 3.00% 0.00%
5 8.25% 7.25% 6.25% 5.25% 4.25% 3.25% 0.00%

Option 3: Average increase of 3.99% (Cost of $3.10

()

N

-/

O

85%-89.99% | 90%-94.99% | 95%-99.99% (\&\&\X@ZXQ{ 110%-114.99% |  115%
1 0.00% 0.00% 0.00% NINNUD00% A~ \obox 0.00% 0.00%
2| 0%to4% 0% t03.75% | 0% 1o 33% ) | V0% to 325% | Ub \D% 10 3% 0% to 2.75% 0.00%
3| 2%t05% | 175% 10 4755 <I5RY0 45% | L2€%bee%l] 1% 1o 4% 0.75% 10 3.75% | 000%
4 25% 10 7% 2% ?&Q&;\W to 6% 4 Oﬁk\&a.\s&v 0.5% to 5% 0% to 4.5% 0.00%
5 | 3.25% 1010.25% | 2,259 H-RAMN25% tg 8757 NORIRT0 7.25% | 0% 10 6.25% | 0% to 5.25% 0.00%
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Option 4: Average increase of 5% (Cost of $3.906M)

85%- 90%- 100%- 105%- 110%-
89.99% | 94.99% | 95%-99.99% | 104.99% | 109.99% | 114.99% 115%
1 0% 0% 0% 0% 0% 0% 0%
2| 3.25% 3.00% 2.75% 2.50% 2.25% 2.0% 0%
3| 5.00% 4.75% 4.50% 4.25% 4.00% 3.75% 0%
4| 6.90% 6.40% 5.90% 5.40% 4.90% 4.40% 0%
5| 9.75% 8.75% 7.75% 6.75% 6.75% 475% | 0%

Option 4: Average increase of 5% (Cost of $3.906M)

\&

AN

G

N
mkg;})\ﬁ 105% &/ A\ 10%-
85%-89.99% | 90%-94.99% | 95%-99.99% (> /@@(& 114.99% 115%
1 0.00% 0.00% 0.08% \ANNE00% (N \ 000w 0.00% 0.00%
2| 0%to3.75% 0% t035% | O%to325%) ) V0% to 30N \|C o 275% | 0% to 25% 0.00%
3| 30%t060% | 275%t0575%AK CB%Yo 55% | 225% QAN 20% 105.0% | 175% 10 4.75% | 0.00%
4| 39%1084% | 34% 1R D 00 74% { PaRXORTs | 19%1064% | 14%1059% 0.00%
5 | 4.75% o 11.75% | 378%(61079% 1 2.75% 30 J7E N\ 6% o 8.75% | 075% 10775% | 0% 1o 675% 0.00%
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Annex D: Government's Expectations for pay and Employment Conditions in the
State Sector

Introduction

This document sets out Government policy and expectations for all pay and employment
conditions in the State sector. These Expectations apply to all State sector agencies except
State Owned Enterprises. For the purposes of these expectations “pay and employment
conditions” include all processes for adjusting remuneration and conditions, inc

collective bargaining. \ % i% «
These Expectations continue to apply in the context of a fragile ece @N ongoin @
uncertainty in the international economic environment. The tio

ocaKsitha for St se@
agencies remains constrained. C

% oHK within when
posals to the State

These Expectations will form the framework foxr?
submitting bargaining and remuneration sigat
Services Commission (SSC) or the Directay\G
Boards of Crown entities will bgxéquired to

These Expectations figdateaad Yeplac @A ent’s Expectations agreed by Cabinet in
2010. They wi revised from g meand may be supplemented by additional specific

expectatiqns.

N
riorities

One of crniment’s priorities is to deliver better public services to the people of New
cala e in the tight financial constraints the Government is operating under. All
@- cfSi0ms about pay and employment conditions are expected to support this priority. Q

Government Policy for Employment and
Workplace Relations

Government’s overarching policy for employment and workplace relations is that:

» all parties are treated fairly and with respect

» workplace relations are based on good faith, natural justice, human rights, good
employer practice and requirements, and relevant legislation

o there is flexibility and opportunity for all

» bargaining is efficient, effective and focussed.
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Pay and Employment Conditions

State sector agencies must meet the following criteria when adjusting pay and employment
conditions, including through collective bargaining and remuneration adjustment processes:

1 Adjustments to pay and conditions must support achievement of the Govermnment’s priorities
for the State sector. Bargaining outcomes should deliver organisational and sector
performance improvement, foster continuous improvement and productivity enhancement,
support effective employee engagement and achieve results, as identified in the organisation’s
and sector’s Budget Plan and Workforce Strategy (or equivalent). '

2 Adjustments must be affordable and sustainable within baseline fundi hot lea E \
wider labour market movements and trends.

3 Agencies must identify flow-on implications of settlements, b jtiin and Y 1e;
agency and sector, and have plans in place to manag '

] mupport an
@ ce as the sole basis for pay
o

sNifipreved performance and demonstrable
(IS

ackdd y or all components of adjustments to pay and conditions (either through
flectixe<date’or lump sum payment) is not generally favoured.

plementation

Application

All State sector organisations except State Owned Enterprises must have regard to these
Expectations when setting bargaining and remuneration strategy, and determining other
employment relations policies.

Public Service Departments must have a bargaining strategy that meets these Expectations
approved by the State Services Commissioner (the Commissioner), and must not commence
bargaining or commit to an outcomes (including final Terms of Settlement) without this
approval.
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Outcomes of Remuneration Forums and reviews should reflect these Expectations. Public
Service Departments must consult SSC before committing to an outcome.

Other agencies required to consult either the Commissioner or a monitoring department must
have bargaining and remuneration strategies that meet these Expectations as the basis for that
consultation.

Where an agency wishes to pursue a course of action that the Commissioner or monitoring
department considers is at odds with these Expectations, approval of the agency’s responsible

Minister, the Minister of State Services and the Minister of Finance is required.

Information Sharing

SSC will retain a whole-of-sector overview of trends in pay and 1t1o b rgalmng
outcomes and drivers of these. To facilitate this, all agenm@ de thei ste

monitoring department, Treasury and SSC with
» Up-to-date information on the progre @ risk ith bargaining.
i % remuneration levels and
. & hn:

o Aggregated information on

fy % a u11t-1n progression through pay scales or
i formance-based pay increases
@% the %f direct personnel cost movement attributable to changes in
@ of employees.

C*?
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Annex F: Proposed Amendment to the Collective Agreement

If RSA is optional ...

16.10

Total Fixed
Remuneration and
Retirement
Savings

The Ministry is committed to assisting employees to save for their
retirement. Employer contributions to of GSF, IRP, KiwiSaver, or
SSRSS will be met from the employee’s Total Fixed Remuneration
package. Employees employed before [insert date] may take part of
their Total Fixed Remuneration package as a taxable allowance of up
to 5% (Retirement Savings Assistance) provided the combined total of

employer contributions to superannuation and the Retiremeni-Savings
Assistance does not exceed 5%. «
The employee will receive a base salary that is c€ betwgen @
the Total Fixed Remuneration package anghf ®

contributions to superannuation (includ ax ‘ e

contribution to superannuation)
and the value of any other
the Total Fixed Remungxat

As supera
benefits

Tot. i

et
Remunherati
Retire ‘%
Sa

is committed to assisting employees to save for their
. Employer contributions to GSF, IRP, KiwiSaver, or SSRSS
met from the employee’s Total Fixed Remuneration package.

The employee will receive a base salary that is the difference between .
the Total Fixed Remuneration package and the total of all employer Cdf
contributions to superannuation (including tax paid on the employer

contribution to superannuation) and the value of any other

employment benefit provided as part of the Total Fixed Remuneration

package.

As superannuation contributions and the value of employment
benefits may vary from time to time, the base salary will be adjusted
accordingly.

*A transitional provision is likely to be required.

[SECURITY CLASSIFICATION]
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If RSA is discontinued and the employee only able to receive one employer

contribution ...

16.10

Total Fixed
Remuneration and
Retirement
Savings

The Ministry is committed to assisting employees to save for their
retirement. Employer contributions to one of GSF, IRP, KiwiSaver, or
SSRSS will be met from the employee’s Total Fixed Remuneration
package.

The employee will receive a base salary that is the difference between
the Total Fixed Remuneration package and the total of all employer

contributions to superannuation (including tax paid on the employer
contribution to superannuation) and the value of any other @
n

employment benefit provided as part of the Total Fixe%

package. @

P\

AN XN

As superannuation contributions and the p/oym \ S
benefits may vary from time to ti @ dlary d
accordingly.

*A transitional provision is likely to be r

S,
@%@%

D

SO
2 @

<
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Annex G: Car Park Eligibility
The Car Park Review — June 2012 states that the “2007 policy defines staff that are contractually
entitled to a car park as:
e FP5 staff while they report directly to a Deputy Secretary.

e Staff contractually entitled to a car park include SLT, SML, FPS, grand parented Directors;
. FP5 grand parented non Directors;

* Newly promoted FP5 Directors (previously FP4), Specialist and Corporate ent
Directors.

P ©
e
@@@

O
Y
@@

P

¢ BB: no reference made to FP6 staff.” @« K;%@

S
TN
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Annex H: High Level Timetable

The following table sets out the indicative timeline for assessing performance and
finalising the end of year performance rating. It is essential that ail managers meet the

specified timeframes otherwise defays will be caused to the process for all managers and
for staff.

Managers and staff are to have end of year performance discussions By 30 June 2013

HRG. Support will be provided within the Group to enter these ratings
into spreadsheets.

A%
As a Group leadership team we will moderate Performance Ratings a<> y 2013@ >

N

Managers are to provide indicative performance ratings for all staff to | By 30 Jupe 2013
@) &S

Group level

) N
SLT will moderate Performance Ratings across Groups @\v& By %3\\7&\&2 j:é\)

Final ratings approved by the Deputy Secretary / @r\m\qgﬁr\/ MWOB
Managers will communicate the final ratings}Q@\\/ %\ 56 July 2013
\> NS

The following table sets %;ss and Eph& : the 2013 Remuneration Round.
Our ability to meet t | ill
remuneration i n all

=@ dart on obtaining SSC approval to our
D owdmg their recommendations on time.

Mana Wd with g !\s:)for making remuneration By 31 July 2013
Now 9 August 2013
\/
Man provxd |on recommendations By 16 August 2013
Now 21 August 2013
\(E\a\_}ghtp team will moderate remuneration By 28 August 2013
ions at a Group level No change proposed
‘S\ Xf\glll\ﬁoderate the remunerations recommendations across Groups | By 3 September 2013
j{a/dividual remuneration outcomes will be approved By 5 September 2013
Managers issue remuneration offers and contract variations to staff By 27 September 2013
Deadline for staff to accept offers 11 October 2013
New remuneration and back-pay paid Payday 23 October
2013







MEMORANDUM

To: Brook Barrington File Ref:
Chief Executive

Date: May 2017
From: Bronwyn Kingdom
Manager HR Organisational Capability

Subject: Executive Remuneration - Performance and Remunerationﬁl%@
2017 «

oL MV \)5/5
Purpose
( 1. The purpose of this paper is to provide infor sist yeN\ ig9i

your direct reports in relation to the 20¢ nce arge atfon review,
dto the R 5 Committee (16
p r

A separate market update paper

eter P17

May 2017) in order to consi e
for all other staff excl
Market Comparisons

2. falel < (fable on

srelgs

emuneration review

et movements reported by Korn Ferry
ints in the range of 1056 and 3020 (bands 22 -
utive positions reporting to you (bands 24 and
Qir ‘all oxganisations' has been included along with public sector
Q

matj erence. Market information on total package (including at
3 as also been included for your reference as a comparison to
r
@b e One: Market Movements for Executive Positions (medians)

of fixed package.
@i g Fliay Grotp bands 22 xéd. Package otal Package. - |

Public Sector 59(2)(b)(ii)
All Organisations

3. Fixed package represents the sum of base salary and those significant benefits
that are quantifiable in terms of cost to a company. Total package represents the
sum of fixed package and other incentives (i.e. “at risk” pay).

4, Smaller ~xecutive roles (between 735 — 1055 hay points) had a median increase
ofls9(2)(b)(iithe public sector. For non-executive positions the Public Sector Fixed
Package median-increaseg9(2)(b)(@ver the same period.

State Services Commission Tier Two Report

5. Every year government agencies provide the State Services Commission (SSC)
information about their tier two remuneration and in turn SSC produce and
distribute survey results. The purpose of this survey is to provide useful

{Executive Remuneration 2017 - Paper for CE]



s9(2)(B)Mdikine with what has been reported by Korn Ferry.

Page 2 of 11

information to Chief Executives and HR managers in the annual remuneration
review process, The report is attached at Annex one for your reference,

SSC reported that there was a 5.5% annual increase in Total Fixed Remuneration
(TFR) for tier two positions for the 2016/17 year. This compares to 2.7% in
2015/16. The large increase this year is driven in part by structural changes in
four agencies resulting in upward revisions of job sizes and corresponding pay. If
these four agencies are excluded from the data, the annual increase drops to

The SSC report the Ministry’s average TFR for tier two positions i
the public sector average is $301,000. The Ministry is repo
seventh highest average TFR in the public service for tierq

In terms of Ministry positions compared to the $ 3Ot
median, the Ministry has three positions abave tk ‘ ‘
positions below. Graph One below illu ol{e

public sector median and the dottea@v ower and

Graph One: SSC Tier P @ y results )

S
e

\ A\
$450.000 % ~ ©§\>V -

s@;o@@%&

- -
- -
. -
. -
008 e -7
T - -

200,000 - -

.
-~

e
-
s
el
e
-
-

-~
-

$150,000 -

Job Size (Hay Points)
$100,000
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Application of Market Data

S.

Page 3 of i1

Table two below shows the percent difference between last year’'s medians as

reported by Korn Ferry and the new medians for the two bands covering SLT
roles. In the past where a decrease has occurred the pay band median was
maintained. That is, no decreases to midpoints have been applied, rather the

midpoints remain the same.

T

Band 24 (Fixed Rem)

ket Movements per band (medians)

Band 25 (Fixed Rem)

Proposed Executive Pay Ban

10.  Table three sets out the
midpoints in previous
midpoints for 20

o negative\aps
yf\Ka iij:

vements to Midpoints

5

<Q M FT

$337,704

$337,704

This occurred in 2014 and 2015 to band 25,

$307,665

319,653

$337,704

$351,275

351,275

midpoint
( @1. The midpoints set out in table three will produce the following pay bands (shown

in table four):

Table Four:

"Band 24

Band 25

1 Julv 2016

L July ZUlb

Application of Market Movements to Pay Bands

s92)(b) (i)
|

[Executive Remuneration 2017 ~ Paper for CE]
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Retirement Savings

12,

Effective 1 July 2017, the employer contributions to the GSF will increase from
11.5% to 12.4%. While this change does not affect members Total Fixed
Remuneration, it will affect member's base salary. Currently three SLT members
contribute to GSF and will experience a decrease in take home pay as a
consequence,

Performance Increase

13.

14,

15.

16.

18.

Remuneration movement within each band is dependent on performance a
achievement of agreed performance objectives. This should include t
contribution to SLT together with an assessment of the Executiv

capabilities set out in the MFAT Capability Framework and S %%% and @
talent programme.

Remuneration reviews are undertaken on the basiz
and current position in the remuneration ra
pay increases for market movements.

Where performance is high relative to\posi
increase may be appropriate.

with higher placement i

As the proposed mo

individual SL

percent wi ad

or th evel of
f impr@n

nent has been applied to SLT members in past years. This is based
g two components:

the pay band will see the position in the band
basis that performance warrants this).

Organisational Performance — up to 5% of the Band 25 midpoint
($17,564);

. Group Performance - up to 5% of individual band midpoint (either band 24
up to $15,983 or 25 up to $17,564). This is a measure of the performance
of the Group/Division against operational plans,

The following table (table five) is provided in order tn aive veit s caman ~zat - 1. sel

of navments made in the last three years.

are not included in this table as they are reiariveiy new to SLT.

s9(2)(a has also been exciudeq.

[Executive Remuneration 2017 - Paper for CE]
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Table Five: Previous at risk payments

2014 2016 | 2016%
2014 Max 2014 % of 2016 Max of lump
[ Actual Eligible | lumpsum Actual Eligible sum
59(2)(a) $19,700 |[59(2)(a) s35,128 | [59(2)(a)
N/A 19,220*
$31,535 $32,948
$33,770 g5,
N/A >\§(V D
$31,535  $32,908
$33,770 L e35.30%

N/A

"59(2)(a)
= ,s9§2§~faj-

19, Your decisions on these a

remuneration intenti
area of remuner
performance

@

uld look like. Appendix four details these scenarios for each
al, including examples of levels of performance payments. sQiZiiaié

remuneration alongside your other direct reports.

@ as been included in this appendix, giving you the option to review .u»

21.  The maximum cost of performance payments, should all SLT receive the
maximum of 10%, has been calculated at $270,429 (prorated where role has
been filled for less than 12 months). It is very unlikely that this reflects the true
cost as last year the average increase was 51% across SLT. If this average was
repeated, the cost of performance payments is more likely to be in the order of
$138,000 (including SLT members who have moved to new roles).

Government Parameters

across the board increase (costing $97,391) are
hed 2t appendices two and three. They do not take into account

22.  The Government’s Expectations for Pay and Employment Conditions for the State
Sector require the Ministry to obtain approval for our annual remuneration
‘ars. The Ministry

intentions. This includes remitnorsfian inmrancas fac oo —fo

is seeking approval for

performance payments.

Resources Committee (16 May).

1
s9(2)(a
[Executive Kemuneration 2017 - Paper for CE]

for one-off

1his was the subject of a separate paper to the
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Timing of Decisions

23. Performance should be reviewed as at 30 June 2017. Itis likely that the
remuneration round outcomes for all other staff will be processed in the first pay
in October. HRG will therefore need final decisions from you preferably early
September if it is your intention to align outcomes for tier two managers with all
other staff. If it is your preference to finalise decisions sooner, this can also be
arranged,

with Public Sector Fixed Package median for the appro

a as set oyt

A TS0k

Band 24 271,705 \\\X\ 316,653\ |\ R%7.457
Band 25 (no change) | 298,8%a\ ) 351,275 \\> 403,966
S

b) Complete performance uMon

determine:
Tot @ neration for each member of SLT;
ase jn any; for[s9(2)(a)] ? (and the level of

% TFR in conjunction with[s9(2)(a)] );

mp syfy “at r| ayment to be awarded to each member of SLT (of

the amag re eligible to receive);
@ of Mcrease for

below:

Recommendations
24, It is recommended that you: «
a) Approve the new executive pay bands with effect from 1 ] 1X %o &lign K%@

Vi ach SLT member and

» The leve] of

Kingdom can model options as required)

ote that Bronwyn Kingdom will prepare appropriate remuneration letters for

you based on the decisions you make in relation to recommendations (a) and
( (b) above.
Attachments:

Appendix One - SSC 2017 Tier 2 Remuneration Survey - System Leve| Findings
Appendix Two - Current remuneration

Appendix Three - Impact of notional increases Wa

Appendix Four - Impact of notional increases —m

Appendix Five- Individual scenarios including at risk

[Executive Remuneration 2017 - Paper for CE}
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MEMORANDUM

To: Brook Barrington File Ref:
Chief Executive

Date: May 2016
From: Bronwyn Kingdom

Manager HR Organisational Capability

Subject: Executive Remuneration - Performance and Remuneration 016 «

Purpose

i 1. The purpose of this paper is to provide inform
( your direct reports in relation to the 201

A separate market update paper has e
(for 20 May 2016) in order to consiger
round for all other staff ex SB

Background @

2. In 2012 a new - @ ructure was introduced. This
include ¢ [Ax Bands for tier 2 positions with a
remun 3 3% 3i3%. The midpoint of these bands is currently

t ’ ector Fixed Package (equivalent to our concept of
= B edn
1drket Co d

3. lo table (table one) shows market movements reported by Hay Group A
tive positions with Hay points in the range of 1056 and 3020 (bands 22 -
). This range includes all executive positions reporting to you (bands 24 and
@ 25). Movements for ‘all organisations’ has been included along with public sector
( information for your reference. Market information on total package (including at

risk components) has also been included for your reference as a comparison to
our approach of fixed package.

Table One: .
Public Sector s9(2)(b)(ii)

All Crganisations

4. fixed package represents the sum of base salary and those significant benefits
that are quantifiable in terms of cost to a company. Total package represents the
sum of fixed package and other incentives (i.e. “at risk” pay).

5. Smaller executive roles (between 735 - 1055 hay points) had a median increase
_/oj For non-executive positions the Public Sector Fixed Package median
m increased

qver the same period.
's9s 2)(b)(ii
[Executive Remuneration 201w - Pa {i



The midpoints set out in table three will produce the following pay bands (shown

Page 2 of 11
Application of Market Data

6.

Table two below shows the percent difference between last year’s medians as
reported by Hay Group and the new medians for the two bands covering SLT
roles. In the past where a decrease has occurred the pay band median was

maintained. That is, no decreases to midpoints have been applied, rather the
midpoints remain the same.

QN

y bands and pay band
G)

midpoints in previous ye thi sed pay band

midpoints for 2016/

ments to Midpoints

, $293,000 l$302,759| $307,665

Ze 1e2(2)(b)(ii)
3 FMFAT $337,704
midpoint

$337,704 l $337,704 ’ $351,275

in table four):

Table Four: Application of Market Movemen

Ehe

ts to Pay Bands

Band 24

s9(2)(b)(ii)

Band 25

[Executive Remuneration 2016 - Paper for CE]
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Retirement Savings

8.

Effective 1 July 2016, the employer contributions to the GSF will increase from
10.7% to 11.5%. While this change does not affect members Total Fixed
Remuneration, it will affect members base salary. Currently four SLT members
contribute to GSF and will experience a decrease in take home pay as a
consequence.

Performance Increase

9.

10.

11.

12,

contribution to SLT together with an assessment of the Executiv
capabilities set out in the MFAT Capability Framework an
talent programme.

Remuneration movement within each band is dependent on performance
achievement of agreed performance objectives. This should inc K {ual @

Remuneration reviews are undertaken on the
and current position in the remuneratio
pay increases for market movemen

Where performance is high
increase may be appropri
with higher placem

wid whodQ \ark oveé or move by only a small percent will

f.’ atively large this year, individual SLT

br'the band. Increases of the same or more than

&“" Increas® to t VY
i (on %’xat performance warrants this).
Performa
. %% payment is offered to SLT members. This is based on the following two
pohents:

@E ; . Organisational Performance - up to 5% of the Band 25 midpoint

($17,564);

. Group Performance - up to 5% of individual band midpoint (either band 24
up to $15,383 or 25 up to $17,564). This is a measure of the performance
of the Group/Division against operational plans.

14. The following table (table five) is provided in order to give you a sense of the level

of payments made in previous years.[s9(2)(a) ’
59(2)(a)

sQiZEiaii has also been excludea.

[Executive Remuneration 2016 - Paper for CE]}
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Table Five: Previous at risk payments

s9(2)(a
2014 2016
Max 2014 % of Max
Eligible | lump sum Eligible
$31,535 | [s9(2)(a) h§82,948
$33,770 $35,128
$31,535 $35,128
$33,770 $35,128
<)
$31,535
~
$33,770 35428
N
N/A >n/a
15, Your decisions on these at risk payments are not
remuneration intentions approval (as they are
( area of remuneration that aliows you sox

performance.

Cost Implications
16.  To apply the market in
s9(2)(b)(ii

6 would increase by $58,913. These
g I

y and do not take into account any individual

perfi a \EQE xurrent remuneration for your direct reports/SEQ).@)_(ﬂ)
% s of scenarios costed (a market increase, a TRcrease
increa ettached at appendices two to four respectively. It is
%»‘ e 3 .- ble levels of increase are likely to be required. Appendix five
< narios for each individual

. including examples of levels of
’" payments. 59§2§§a§ has been included in this appendix, giving

o the option to review nis remunerauon alongside your other direct reports.
The maximum cost of performance payments, should all SLT receive the

( maximum of 10%, has been calculated at $206,408. Itis very unlikely that this

‘ reflects the true cost as last year the average increase was 65% across SLT. If

this average was repeated, the cost of performance payments is more likely to be
in the order of $135,0002

Government Parameters

18.  The Government's Expectations for Pay and Employment Conditions for the State

Sector require the Ministry to obtain approval for our annual remuneration

intentions. This includes remuneration increases for senior leaders. The Ministry
is likely to seek approval for in the order of

This is the subject of a separate
paper to the Resources Committee.

N
N

b9(2)(a)

2 A provision has not been made foris9(2)(a) n these calculations as there is
no contractual obligation.

[Executive Remuneration 2016 - Paper for CE]



19.

Page 5 of 11

Only@ will fali below the minimum pay rate for the position or
adiustment o tne pay bands for 2016,

Timing of Decisions

20.

Performance should be reviewed as at 30 June 2016. It is likely that the
ﬁ:%?:

remuneration round outcomes for all other staff will be processed in t \ «
, @

©®@<%§%@®
@(\%@@@
NS

[Executive Remuneration 2016 - Paper for CE]
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Recommendations
21. It is recommended that you:

a) Approve the new executive pay bands with effect from 1 July 2016 to align
with Public Sector Fixed Package median for the appropriate band as set out

below:
Band 24 61,51 307,665 353,815 (] @2 @ §>
Band 25 298,584 351,275 493/9@"6 \
b) Complete performance and remuneration review T me
determine:
* The level of increase in Total Fixed n for of SLT

* The level of increase in SDA

e The lump sum*
the amount

a

At %
dix*One - Current remuneration
@endix Two - Impact of notional increases ~ market increase
Appendix Three - Impact of notional increases - erease

Appendix Four - Impact of notional increases ~ dncrease

Appendix Five - Individual scenarios including at risk

[Executive Remuneration 2016 — Paper for CE}
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MEMORANDUM

To: Brook Barrington File Ref:
Chief Executive '

Date: 20 May 2015
From: Bronwyn Kingdom
Manager HR Organisational Capability

Subject: Executive Remuneration - Performance and Remuneration Round 2015

G

1. The purpose of this paper is to provide information & : u in decisia
your direct reports in relation to the 2015 perferija and rem % Nnd
A separate market update paper has bee i 2015) in

order to consider the parameters for 8 ro r all other
staff excluding SLT. %

Background @

2. = re was introduced for the Senior

duction of two salary bands for tier
85% to 115%. The midpoint of these

3. E The f@;ble (tabie one) shows market movements reported by Hay Group

€ positions with Hay points in the range of 1056 and 3020 (bands 22 -

% %ﬁis range includes all executive positions reporting to you (bands 24 and

2%). Movements for ‘afl organisations’ has been included along with public sector
information for your reference. Market information on total package (including at
risk components) has also been included for your reference as a comparison to
our approach of fixed package.

Table One: Market Movements for Executive Positions (medians)
Hay Group bands 22 - 27 | - .Fixed Package | Total Package -
Public Sector 59(2)(b)(ii)

All Organisations

4, Fixed package represents the sum of base salary and those significant benefits
that are quantifiable in terms of cost to a company. Total package represents the
sum of fixed package and other incentives (i.e. “at risk” pay).

5. Smaller executive roles (between 735 - 1055 hay points) had a median increase

59(2)(b) (i 0 For non-executive positions the Public Sector Fixed Package median

increased over the same period.

pEop-3173.29 22(2)(B)(i



Page 2 of 9

Application of Market Data

6. Last year a consistent approach across the Ministry was approved and we
standardised our approach to setting the pay bands for all staff including
executive staff. The standardised approach involves updating band midpoints
with the published public sector median for the applicable band as opposed to the
percent increase for all executive positions with Hay points 1056 - 3020 (bands
22 - 27) which was the previous approach.

This decrease wasn’t applied to the band, rather the
maintained.

Table Two: Market Movements per

O

.

Band 24 (Fixed RermlQ 0 \B02) ()i
Band 25 (Fixed RRRINE" ()

e Pay B

8 ree e rharket midpoints for pay bands 24 and 25 in 2014 and
2 is to the pay band midpoints in 2013 and currently (2014).

shows the proposed pay band midpoints for 2015/16. Itis

Band 24 59(2)(b)(ii)]

Band 25 - k9(2)(a)
9. who retains ' SLT remuneration package, chose to reject a 2013
offer to move to Total Fixed Remuneration (TFR) package. While[s9(2)(a)] ioesn’t
officially have a TFR salary band®, for review purposes, a notional ranye 11ds been
developed based on the total fixed package less Government Superannuation
Fund (GSF) employer contributions.

59(2)(a) declined to accept the TFR approach and pay band. No alternate pay band was

SU.~--vyuwtly offered to her so she remains on the 2012 pay band.
PEOP-3173-29




Page 3 of 9

10.  The midpoints set out in table three will produce the following pay bands (shown
in table four):

Table Four: Application of Market Movements to Pay Bands

Band 24

Band 25

Band 25 Base Salary

sQiZiia}

11. While an increase is proposed to pay band 24, no increase i
gia

band 25 which remains marginally above the relevant t
Retirement Savings @
12. Effective 1 July 2015, the employer contribu] . SF will dgcraase
11.8% to 10.7%. While this change de¢a&s rQtaffect'mem 3] _Eix
Remuneration, it will affect membefgs.b sglary, ipcreasimg\it by approximately
1%. Currently five SLT me conthibdte to GS
Staff Mavemaeante / Fliaihl bers
have recently taken up new
)98

s9§25(a)‘
13.
e general rule is that employees should

imum of three months before they are eligible

aiven tn -59g2§§ai for their previous roles
All three have been included in the one-

contribution to SLT together with an assessment of the Executive Leader Level
capabilities set out in the MFAT Capability Framework.

15. Remuneration reviews are undertaken on the basis of a combination of performance
and current position in the remuneration range. There is no provision for separate
pay increases for market movements.

16. Where performance is high relative to position in the pay band, higher levels of
increase may be appropriate. Conversely, lower levels of performance associated
with higher placement in the pay band may warrant no or only a small increase.

17. As the proposed movement to band 24 is relatively large this year, individual SLT
members on this band who do not move or move by only a small percent will
experience a decrease in position in the band. Increases of the same or more than
the level of increase to the pay band will see the position in the band maintained or
improved (on the basis that performance warrants this). As no movement to band

PEOP-3173-29



Page 4 of 9

25 is proposed, any increase rewarded to individuals in this band will see their
position in range increase.

Performance Payment

18. An “at risk” payment is offered to SLT members. This is based on the following two

components:
. Organisational Performance - up to 5% of the Band 25 midpoint
($16,885);
. Group Performance - up to 5% of individual band midpoint (either band 24
up to $15,138 or 25 up to $16,885). This is a measure of the mance
of the Group/Division against operational plans. «
19. The following table (table five) is provided in order to gi e the lev I@

ve o%
of payments made in previous years. @
Table Five: Previous at risk payments /\@ @

D

( N A {)ég)) Mo1a9% | 2015 Max
e % of lump Eligible
s92)@) Ligh dtial \ b Eligible | sum :

| %@\f\/ $31,535 | so(2)(a)l $32,024

33,7787 $33,770 $33,770

GD _ 3RS $33,770 $33,770

K%(@ g $31,535 $32,024

$33,776 $33,770

& $31,535 $32,024

@ . $33,770 _$33,770

@& % $33,770 $33,770

% ! $31,535 $32,024

@ $33,770 $33,770

a%risk pay, your decisions on these payments are not captured by the SSC's

<%
@E ; remuneration intentions approval (as they are considered contractual). This is an

area of remuneration that allows you some additional latitude to reward
performance.

Cost Implications 59(2) (b))

21.  To apply the market increase of each band for band 25 and[s9(2)(b ¥t

__ band 24) to all SLT the cost of this would be $63,514. To apply, for example, a
59(2)(b)(ii)- increase to all members of SLT, the cost would increase to $57,784. These

scenarios and costs are examples only and do not take into account any individual
performance. Details of what the current remuneration for your direct reports

looks like and details of three scenarios costed (a market increase, a {ncrease
and.a increase) are attached at appendices two to four. It is understood that

s9(2)(b)(ii variable levels of increase are likely to be required.

:
PEOP-3173-29



Page 5 of 9

22.  The maximum cost of performance payments, should all SLT rereive the
maximum of 10%, has been calculated at $366,229 (including
It is very unlikely that this reflects the true cost as iast year the average increase
was 51.05% across SLT. If this average was repeated, the cost of performance
payments is more likely to be in the order of $186,960°.

Car parks

23. Since 2013 the cost of car parks ($5,200) has been included in remuneration
packages for senior staff wanting to have a car park allocated. There was no
requirement to have FBT added to this figure as the car parks are on premises
and part of our lease of the building. HRG has confirmed with Faciliti
adjustment is required to the cost of car parks through the rem d m@

2015.

Recommendations K%
24. i

It is recommended that you:

a) Approve the new executive pay ban

ds ct fro % o align
with Public Sector Fixed Package %- he ai@ and as set out
below: o~ \ ) (\\\
Salary W W\N/ 115%
Band //:> /‘\
Band 24\ [6257)345 b2 59 $348,173
Ba@@%S\\> 5787, 0/4§<\\ 337704 /5388360

perform emuneratlon reviews for each SLT member and

< e crease in Total Fixed Remuneration for each member of SLT

h p sum “at risk” payment to be awarded to each member of SLT (of
% amount they are eligible to receive)
(Bronwyn Kingdom can model options as required)

c) Note that Bronwyn Kingdom will prepare appropriate remuneration letters for
you based on the decisiocns you make in relation to recommendations (a) and
(b) above.

Attachments:
Appendix One - Current remuneration

Appendix Two - Impact of notional increases — market increas®(2)(b)(ii

e

Appendix Three - Impact of notional increases - Thcrease
Appendix Four — Impact of notional increases ~ increase
\\
‘s9(2§§b§(ii§
3 A provision has been made for in these calculations however there is no

contractual obligation.
PEOP-3173-29
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MEMORANDUM

To: John Allen File Ref:
Chief Executive

Date: 17 July

Cc: Julie Townley
Group Manager Human Resources

From: Bronwyn Kingdom
Manager HR Organisational Capability

Subject: Executive Remuneration: Performance and Remungﬁ@i w 2(01\@ §>
Q@@ R v
{igh to a % ecisions for
%‘ muneration review,

Purpose

1. The purpose of this paper is to providé\R{¥
your direct reports in relation to t

Background

2. In 2012 a new re Z ture was introduced for the Senior
Leadership T Fhis i ; e VAtroduction of two salary bands with a
remune %o—The midpoint of these bands is currently
linkeq to

arits to\Nay Groups Public Sector Total Fixed
n.

parj o

3. Th%;f@ able (table one) shows market movements reported by Hay Group

€ positions with hay points between 1056 and 2140 {bands 22 - 25).
S ge includes all executive positions reporting to you. Movements for ‘all
organisations’ has been included along with public sector information for your
reference. Market information on total remuneration (including at risk

components) has also been included for your reference as a comparison to our
approach of fixed remuneration.

Table One: Market Movements for Executive Positions (medians)

Hay Points range = - -~ Fixed - Total -
1056 - 2140 Remuneration Remuneration -
Public Sector I59(2)(b)(ii)|

All Organisations

4, Fixed package represents the sum of base salary and those significant benefits
that are quantifiable in terms of cost to a company., Total package represents the
sum of fixed package and actual short term incentives.

PEQP-3173-27



Page 2 of 8

59(2)(b)(ii)
5. The Pithlic Sector Fixed Package for -l exe€utive positions is slightly higher than

the identified in table one at Smaller avacutive roles (between 735 -
1055 hay points) have a median increase of pulling the overall median up.
59(2)(b)(ii)
6. While information from the Strategic Pay Central Government Remuneration

Report cannot be linked as tightly to our pay bands and job sizes (we use Hay
Group methodology for our job sizing), their information supports relatively small
increases in the market. Strategic Pav report fixed remuneration increases in the

public sector of between and with a increase at the senior

management level. 59(2)(b)(ii)] 59(2)(b)(i1)  69(2)(b)(ii)] @
Application of Market Data E ;
7. Last year the fixed remuneration movement for hay

applied to both executive bands, increasing both

movement across the four bands. Th
produced larger increases than wenid
specific band’s new midpoin nf

for band 25 was
to our 2012 midpoints.

prade @ i€y officers pay bands and the use of

. it is proposed that we standardise our
@y kg Ry s\ for executive staff. The standardised approach
rts with the published public sector median for the

9. :; shows the percent difference between the current bands
% t d the new reported medians for the two bands covering SLT roles,
s\table shows a decrease at band 25 since last year, which can be explained by
% larger increase last year. Interestingly, the latest median published for band
25is $1,400 less than the 2012 midpoint. A decrease was also reported this year
( for band 23, which was reported to SLT in previous remuneration papers. In the
instance where there was a decrease in the median, the practice is for the 2013
midpoint to be maintained.

Table Two: Market Movements per band (medians)
Salary Band = | - Remuneration .
' - Movement

Band 24 (Fixed Rem) | 59(2)(b)(i)]
Band 25 (Fixed Rem)
Band 25 Base Salary

Proposed Executive Pay Bands

PEOP-3173-27
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10.  Applying the fixed remuneration market movement for the specific band would
have the following affect (shown in table three) to the current executive pay band
mid-points. Band 25 has been maintained at the 2013 midpoint.

11, 59@)@)

pecause or Unis, a separate pay opana nas peern aeveloped
based on base salary market data.

Table Three: Application of Market Movements to Midpoints

Salary Band ‘ 2013 Midpoint ~ 2014 Midpoint

Band 24 s9(ij(b)(ii) o

Band 25

Band 25 Base Salary @
12. This midpoint increase will produce the following pay b an shown in

table four):

Table Four: Application of Market Movm VY B(a{l{é:\\
| N

Salary Band Effec‘:’ti:/\e <\Q\§> d/ﬁ&%&)@ | 115%

Band 24 1\1/ July\‘zz&iﬁ)/) ?@ﬂ@&%
K go g

Band 25 _{<CAM2013
Band 25 Base|§otagy/ 1 hyIBiII |

NENZA IR V20
A N~

general rule is that employees should be in their current position for a
inimum of three months before they are alinihla tn have their remiineration

reviewed. s9§25§aj

s9§2j§a§

increase effective 1 Jqé\éri—'vav as however been included in the costings to give you
a full picture of your d_egt‘t)‘(é‘glr reports. You have the discretion to inclu r not.
P y S9(2)(al

Performance Increase

15. Remuneration movement within each band is dependent on performance and the
achievement of agreed performance objectives. This could include the individual
contribution to SLT together with an assessment of the Executive Level Leadership
capabilities set out in the Leadership Development Framework.

16. Remuneration reviews are undertaken on the basis of a combination of performance
and current position in the remuneration range. There is no provision for separate
pay increases for market movements.

PEOP-3173-27



Page 4 of 8

17. Within the Ministry, it is envisioned that higher performers will be remunerated at
the higher end of the salary band and where there is development required, the
employee is remunerated at the lower end of the band. Where performance is high
relative to position in the pay band, higher levels of increase may be appropriate.
Conversely, lower levels of performance associated with higher placement in the
pay band may warrant no or only a small increase. Table four demonstrates this

principie.

Table Four: Performance and Placement in the Salary Band

Performance

Position in Band

Entry/Developmentv Required

85% - 95%

Strong Capability/Contribution

95% - 105%

High Capability/Contribution

105% - 110%

Exceptional Capability/Contribution

18. As the proposed movement to the executive pay b

(including no movement at Band 25), in

divid
position in the band improve (on tf@j@

percent will maintain their position in th

Performance Payment

19. An “at risk” payment u @
based on the follo
standards:
. isgtional B
(S\Lb/885);

ost Implications

apply the market increase to total fixed remuneration.

this would be $93,339. To apply, for example, a

SLT, the cost would increase to $62,231.

110% - 115%
\>)
i ely s

e Ministry has made budget provision for the 2014 remgn’eration round. To

to all SLT the cost of
wrease to all members of

. TT——
These scenarios and costs are ————

examples only and do not take into account any individual performance. Details
of what the current remuneration for your direct reports looks like and details of
the two scenarios costed above (a market increase of
attached at appendices two and three,

sQiZiéb)iiii

increase) are

21.  The maximum cost of performance payments, should all SLT receive the
maximum of 10%, has been calculated at $329,090. It is very unlikely that this
reflects the true cost as last year the average increase was 5.5% across SLT. If

this average was repeated, the cost of performance payments is more likely to be

in the order of $180,999.
Car parks

PEOP-3173-27
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22, In June 2012, SLT considered a paper on car parks (Car park review ~ 26 June
2012). It appears that in relation to “eligible Wellington based senior staff” the
decision was that "the cost of the car park lease will be inciuded in their TFR from
30 June 2012.”

23. On that basis the cost of car parks ($6,279) was included in remuneration
packages for senior staff wanting to have a car park allocated effective 1 July
2013. There was no requirement to have FBT added to this figure as the car
parks are on premises and part of our lease of the building.

24. Since last year’s review of senior staffs remuneration was undertaken, the cost of

the car parks in the HSRC building have decreased from $6,279 to $
@59 2)(a ire currently on the new rate but other C wiil «
Lave uie cnange Incorporated into the 2014 remuneration r . @
Recommendations @ %
] 25. It is recommended that you: @
( a) Approve the new executive pay bact fro @
N

with Public Sector Fixed Package
below:

Salary
Band
Band 24\ \

%i ; e The lump sum “at risk” payment to be awarded to each member of SLT (of
the amount they are eligible to receive)

(HRG can model options as required)

c) Note that Bronwyn Kingdom will prepare appropriate remuneration letters for
you based on the decisions you make in relation to recommendations (a) and

(b) above.
Attachments:
Appendix One - Current remuneration 5912} (b) (i
Appendix Two - Impact of notional increases - increase
Appendix Three - Impact of notional increases - increase

PEOP-3173-27
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MEMORANDUM

To: John Allen File Ref:
Chief Executive

Date: 3 July 2013
Cc: Julie Townley

Group Manager Human Resources

From: Bronwyn Kingdom
Manager HR Organisational Capability

Subject: Executive Remuneration «@é @ 5 )
2 ENN

1. The purpose of this paper is to provi t& on to a cisions for
your direct reports in relation to X ¥ neration review.

X perform n|
Background @@ @S 55
2. In 2012 a ne fon 3 z,-ﬁo structure was introduced for the Senior

ectthe introduction of two salary bands with a

) \
nge o %. The midpoint of these bands is currently
ayGr Pub tor Total Fixed Remuneration. This approach is in
ith @%ctor pay practices.

Mar sons

Purpose

e foilowing table (table one) shows market movements reported by HayGroup
for executive positions with hay points between 1056 and 2140. This range

( @ includes all positions reporting to you (excepts9§2§§aj Movements for ‘all

organisations’ has been included along with pubiic sector inurmation for your
reference. Market information on total remuneration (including at risk
components) has also been included for your reference as a comparison to our
approach of fixed remuneration.

Table One: Market Movements for Executive Positions

Hay Points range = ' “Fixed . Total
1056.-2140 .- .. = Remuneration Remuneration
Public Sector s9(2)(b)(ii)

All Organisations

4, The information in table one reflects remuneration data of organisations that took
part in both the March 2012 and the March 2013 surveys. Same Companies data
is useful for identifying market movements in organisations’ pay policies. Where

the labour market is tight, it is common for Same Companies movements to be
PEOP-3173-26
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high as organisations pay a premium to recruit new staff, particularly at the
earlier stages of the market tightening. Conversely, when unemployment rates
are higher, Same Companies movements tend to lag as firms can recruit new staff
at lower pay rates.

Proposed Executive Pay Bands 59(2) (b)(ii)
5. Applying the fixed remuneration market movement of would have the

following affect (shown in table two) to the current executive pay band mid-
points.

Table Two: Application of Market Movements to Mid- pom @
Salary Band 2012 Midpoint 2013 Mldpomt @

Band 24 59(2)(b)(ii)
Band 25 @)

This mid-point increase will produce the fo wn in
table three):

Table Three: Application of M eme;rl'\s ands
Salary Effectiv Q 49% 115%
Band Q o

Band 24 s9(2)(b)(ii
ST @’W_L“w

Band 26|
i\ \V 59 2

ployer contributions increased effective 1 April 2013 from 2% to 3%.
ew remuneration system decision document, the decision to add the
ase in employer contributions to KiwiSaver to the employees’ total fixed
remuneratlon is recorded. It is unclear whether there was any intention to off-set
this increase against performance based increases proposed in the 2013
remuneration round. The changes to the employer contributions that will affect
employees total fixed remuneration have been included in the individual employee
information later in this paper.

The Government Superannuation Fund (GSF) is increasing the employer
contributions to the scheme effective 1 July 2013. This will take the employer
contributions from 10.7% to 11.8%. The increase will have an effect on employees
who are members of GSF in that it will increase their total fixed remuneration. SIT
members in GSF includes9§2§§aj

sQiZigaj Jn this occasion, IT IS recommenaea tnat a simudr approach to the
appruau wken with the increase in KiwiSaver, be taken in respect of the increase
in GSF. The increased employer contributions have been included in individual
employee information for the year 2013/14 later in this paper.

PEOP-3173-26
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9. The alternative to absorbing the cost of the superannuation increases is to off-set
these increases in employer contributions to superannuation against the proposed
performance based increases in remuneration. This would be the approach
normally recommended.

Eligible SLT Members

10. The general rule is that employees should be in their current position for a
minimum of three months before thav ara alinihla #a hevin Shair romiinaratinn

o @%@%@«

( n \§@é §@§E
Performance Increas %@ ;;

12, Remune ent h band is dependent on performance and the

achigvem agreed Rance objectives. This could include the individual

ROOAP to SLNoget with an assessment of the Executive Level Leadership
Jpubilities sef Qv Leadership Development Framework.

m 1 gviews are undertaken on the basis of a combination of performance
{ position in the remuneration range. There is no provision for separate

¢ incPeases for market movements.

EWithin the Ministry, it is envisioned that higher performers will be remunerated at

the higher end of the salary band and where there is development required, the
employee is remunerated at the lower end of the band. Where performance is high
relative to position in the pay band, higher levels of increase may be appropriate.
Conversely, lower levels of performance associated with higher placement in the

pay band may warrant no or only a small increase. Table four demonstrates this
principle.

13. Re

Table Four: Performance and Placement in the Salary Band

Performance | Position in Band
Entry/Development Required 85% - 95%
Strong Capability/Contribution 95% - 105%
High Capability/Contribution 105% - 110%
Exceptional Capability/Contribution | 110% - 115%

BITZX(B)(i)
15. As a movement o is proposed to the executive pay bands, individual SLT
members who move by will maintain their position in the band. Movement of

_ - AN
PEQP-3173-26 S_gig)_(b i
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less than this will see their position in the band decline (which may be an
appropriate outcome). Increases of more than this will see the position in the band
improve (on the basis that performance warrants this).

Performance Payment

16. An “at risk” payment up to a maximum of 10% is offered to SLT members. This is
based on the following two elements and is dependent on exceeding performance

standards:
. Organisational Performance - up to 5% of the Band 25 midpgi r@
. Group Performance - up to 5% of individual band ml nd 2
or 25). This is a measure of the performance of t ision n
operational plans.

( Budget and Cost Implications %
17.  The Ministry has made budget pr a on round. The
2013/14 budget provxsnon R ing i 3G at the Ministry is
committed to improve ‘ratlon prach \- pfarket position over a two-
year period. Thls | d’year, J
i8. To apply the rease d remuneration to all SLT the cost of_t_ljﬁ_m
would n example, ‘inereaseto all Mémbers of SLT,
st increas® 6. These figures are additional to the $34,141
reasm 0 emps r contrlbutlons to GSF and KiwiSaver. These
rios an exampies only and do not take into account any individual
N \ ils of what the current remuneration for your direct reports
€ \ ow the changes to GSF and KiwiSaver affect Total Fixed

Repn dtion is attached at appendix one. The details of the two scenarios
ted above (a market increase of and a Jncrease) are attached at
@ appendices two and three. 59(2)(b)(ii)
( . The maximum cost of performance payments, should all SLT receive the
maximum of 10%, has been calculated at $322,805. It is very unlikely that this

reflects the true cost as last year the average increase was 5.5% across SLT. If

this average was repeated, the cost of performance payments is more likely to be
in the order of $177,543.

Car parks

20. In June 2012, SLT considered a paper on car parks (Car park review — 26 June
2012). It appears that in relation to “eligible Wellington based senior staff” the

decision was that “the cost of the car park lease will be included in their TFR from
30 June 2012.”

21. On this basis we have included the cost of car parks ($6,279) in the current

remuneration packages of those senior staff that currently have a car park
PEOP-3173-26
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allocated. There is no requirement to have FBT added to this figure as the car
parks are on premises and part of our lease of the building.

22. Given the cost of this benefit, some senior staff may prefer to cash this benefit
up. The Car park review paper recommended “Wellington based senior staff that
are currently eligible for a car park and currently have a car park allocated, can
elect to surrender the benefit and have it cashed up at any time prior to the car
park lease expiring.”

Recommendations

23. It is recommended that you: @
s9(2)(b)(ij
a) Approve increasing the executive pay bands by w ffeck fiom 1
(o]} @c

2013 to maintain the alignment with Public Sect ge megdian ¢
set out below:

ray

Salary 85% 100% ipe
Band (\<\\\Q\\>1 @
Band 24 | $247,058 | 42005090\ [~ $334,
Band 25 | 287,048 —\ $337.204 | $338\368"™

@) E w\)v

aks cos gase in employer contributions to

. wiSav We~1 April 2013 and GSF effective 1 July
aridlincreas ingly without off-setting it against any

b ance increases,

nce and remuneration reviews for each SLT member and

A%

+«“" The lump sum “at risk” payment to be awarded to each member of SLT (of
the amount they are eligible to receive)

(HRG can model options as required)

d) Note that the cost of car parks has been added to the remuneration packages
of SLT members who currently have a car park allocated.

e) Note that Bronwyn Kingdom will prepare appropriate remuneration letters for
you based on the decisions you make in relation to recommendations (a), (b)
and (c) above,

Attachments:

Appendix One — Current remuneration

Appendix Two - Impact of notional increases ~[s9(2)(lj¢idase

Appendix Three - Impact of notional increases 459(2) m(@kse

PEOP-3173-26
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