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State Services Commissioner’s Introduction

This is my third Senior Pay Report and | am pleased that a number of changes that | have made over the past two
years are showing results.

For some time now, | have expressed concern about the upward trajectory of remuneration, particularly in some
Crown entities. | am very pleased that the average increases in remuneration for both Public Service and Crown
entity chief executives for the 2017 /18 year are less than last year.

| have implemented a new remuneration policy for Public Service chief executives that reflects the spirit of service
public servants bring to their roles, and rewards motivations other than remuneration. This new approach, which
came into effect from 1 July 2018, removed performance pay. The full impact of this will not be seen until next
year’s disclosure, however other steps have resulted in the lower increases shown in this report.

| also changed the figures that are reported to an accrual form of reporting, which reflects remuneration earned
rather than received. This change will make it easier for the public to usefully compare between years and
between agencies, by avoiding fluctuations in the disclosed remuneration. In the past, fluctuations were often
caused by one off payments being included in the totals.

The State Sector and Crown Entities Reform Act came into effect from 31 October 2018. Statutory entity Boards
will now need the State Services Commissioner’s consent when setting or amending the pay of their chief
executives. The impact of this will take some time to show in the remuneration disclosure, however | do not expect
it to be marked.

The chief executives in the State sector have important roles to deliver services to the public and achieve
significant outcomes for New Zealand. We need to ensure we are being fair to them, whilst recognising that it is
essential that the public have trust and confidence that remuneration for State sector chief executives is being set
in a manner that is accountable, transparent, fair and reasonable.

Peter Hughes

State Services Commissioner and Head of State Services




Accountability for setting chief executive
remuneration

The State Services Commissioner (the Commissioner) is the employer of the Public Service chief executives and
determines their remuneration, excluding those whose remuneration is set by the Remuneration Authority.

The Remuneration Authority is responsible for determining the remuneration of 13 chief executives and Officers of
Parliament (including the State Services Commissioner and Deputy State Services Commissioner).

The Commissioner provides advice to the Boards of statutory Crown entities, District Health Boards (DHBs) and
Tertiary Education Institutions (TEls) on chief executive (CE) remuneration however the Boards are the employer of
CEs and are therefore responsible for agreeing the terms and conditions with their CEs.

For the 2017 /18 year, TEls, DHBs and four other Crown agents in the health sector were required to seek the
Commissioner’s agreement to their decisions. For all other Crown entities, Boards consulted the Commissioner but
retained decision-making authority. From 31 October 2018 changes introduced by the State Sector and Crown
Entities Reform Act mean that other Crown entities now need the consent of the Commissioner to decisions about
terms and conditions for their chief executives.

What is included in this report?

This report discloses information about the remuneration of CEs in the State sector. This includes the Public
Service, TEls, DHBs and other Crown entities, and statutory officers whose remuneration is determined by the
Remuneration Authority. It includes the remuneration of these CEs, and Acting CEs, for the years to 30 June 2017
and 30 June 2018. It also includes an overview of remuneration movements for the year to 30 June 2018.

We have changed the way we report CE remuneration to make comparisons easier. We moved to reporting an
accrual form of reporting that better reflects remuneration earned. This means the only changes in remuneration
will have been caused by a change in salary, a change in the amount of performance pay awarded, or less
than a full year in the role. This allows more meaningful comparisons in how remuneration varies over time and
between roles.

Previously, we reported cash received in the year, which included the value of all benefits, regardless of when
they were earned. This resulted in fluctuations from things like the timing of performance payments, back pay for a
previous year (including lump sum payments for annual leave), and different numbers of pay periods in a year.

We are also reporting the names of the CEs and information about acting CEs to improve transparency.

Because we have made changes, we are re-reporting last year’s information on the same basis as this year to
enable valid comparison.

For more information on the disclosure method (including adjustments and estimates), see the ‘Detailed Disclosure
Notes’ at the end of this document.




Key Points

Average increase in remuneration for Public Service CEs: 0.9%

There were 32 Public Service CEs and one Departmental Agency CE (the Social Investment Agency) at 30 June
2018. This is two more than last year - the New Zealand Security Intelligence Service (NZSIS) became a core
Public Service department on 28 September 2017, and Te Kahui Whakamana Rua Tekau ma lwa—Pike River
Recovery Agency was established on 31 January 2018.

The Remuneration Authority sets remuneration for the CE of the Crown Law Office, the State Services
Commissioner / Head of State Services and the Deputy State Services Commissioner / CE for State Services
Commission. It previously set the remuneration for the CEs of the Government Communications Security Bureau
and the New Zealand Security Intelligence Service until 27 September 2017. The State Services Commissioner
sets the remuneration for all other Public Service CEs.

In 2017 /18, the average increase in remuneration for Public Service CEs, whose remuneration was set by the
Commissioner, was 0.9%. This compares to an average increase of 2.0% in the 2016/17 year. Less than a
quarter of Public Service CEs received a remuneration increase in the 2017 /18 year. These numbers exclude the
three Public Service CEs whose pay is set by the Remuneration Authority.

The State Services Commission provides a snapshot of the base salaries of staff in the Public Service as at 30 June
each year in Public Service Workforce Data. For the 2017/18 year, the average base salary increased by 3.4%
for managers and 2.9% for other employees. The average base salary of Public Service CEs was 5.3 times the
average pay of their employees. This ratio decreased over the last five years from 5.8 times in 2013.

Average increase in remuneration for Crown entity CEs: 2.6%

In 2017 /18 there were 103 CE positions in Crown entities (and subsidiaries). Their pay was set by the Board or
Council of each Crown entity. The Commissioner was consulted in the process, and his consent or concurrence
was required for DHBs, four other Crown agents in the health sector and TEls (universities, wananga and
polytechnics).

Increases in Crown entity CEs’ remuneration over the 2017 /18 year were generally within the guidelines set by
the Commissioner and therefore in line with movements in the broader State sector.

The average increase in remuneration for those CEs whose remuneration was reviewed (about 70%) was 2.6%,
which was less than the average of 3.5% in 2016/ 17.

As in previous years, some Crown entity CEs received additional increases to recognise job size increases. When
these increases were excluded, the average increase was reduced to 1.9%.

This table summarises the increases to remuneration for CEs across different types of Crown entity in 2017,/18:

2017/ 18 from 2016/ 17
Type of organisation A\{ercge' pe.rcentf:ge' change - Average. per.centc.lge.change -
including job size increase excluding job size increase
District Health Boards 2.0 2.0 (no job size changes)
Tertiary Education Institutions 1.7 1.5
Other statutory Crown entities 3.1 2.1



Comparison of average increases with other public and private sector CEs: 3.0%

CEs in the broader public and private sectors (where the Commissioner has no direct influence) had an average
increase of 3.0% (June 2018) in fixed remuneration packages for 2017 /18, which is slightly lower than the 3.1%
seen in 2016/17 (Source: Korn Ferry New Zealand Market Context Report June 2018).

The following table shows the average increases in remuneration for different types of public and private sector
CEs (last year's changes are shown for comparison). Remuneration is structured in different ways across these

groups.

. Average percentage change Average percentage change
77O SRR 2017/18 from 2016/ 17 2016/ 17 from 2015/ 16
Public Service CEs 0.9 2.0
TEls & DHBs CEs 1.8 2.7
Other Crown entities CEs 3.1 4]
Other public & private sector CEs 3.0 3.1

Levels of remuneration in 2017 /18
The graph below plots remuneration against job size for CEs in different sectors.

Figure 1: Total remuneration by job size and sector for CEs in 2017 /18.

§1.400.000
------- Private sector & SOEs (Conmissioner has no invalvement in CE remuneration)

------ Other Crown entities (Commissioner is consulted on CE rermuneration)
51,200,000

— =  [DHBs & TEls (Commissioner consents / concurs to CE remuneration)

Public Service (Commissioner sets CE remuneration)

51,000,000
800,000
600,000
5400000
£200.,000
50

Size of the job

g

These trend lines are based on data for the year to 30 June 2018. Remuneration lines are based on data
from SSC (for Public Service, DHBs and TEls, and other Crown entities) and Korn Ferry New Zealand Market
Remuneration Report June 2018 (for private sector and state owned enterprises (SOEs)).

The graph shows a clear relationship between remuneration and job size - the ‘larger’ the job, the higher the
pay.

The graph shows the varying degrees of influence the Commissioner has over senior pay. The Commissioner
has no influence over private sector and state-owned enterprises. The greater his influence, the lower the levels
of pay (for the same size of job). Accordingly, the lowest line is for Public Service CEs whose pay is set by the
Comnmissioner.



Chief Executive Remuneration — Detailed
Disclosure Notes

While the previous part of this report primarily discusses the latest decisions from pay reviews, the following tables
disclose the remuneration of each chief executive (CE) based on their annual remuneration package as at 30
June 2018, and 30 June 2017.

Remuneration disclosed includes any benefits earned by the CE that are specified in their employment agreement
and/or letter of appointment, such as performance pay, employer contributions to superannuation, the value

of the use of a vehicle, and any annual leave more than 20 days per annum. This remuneration is disclosed in
$10,000 bands, which is consistent with the Companies Act 1993 requirement.

Information about Acting CEs is now included in Tables 2, 3 and 4. Names have not been provided where a
CE has acted for less than three months. Information about remuneration for Acting CEs has not always been
available.

Change from 2017 disclosure report

From this year, the reported remuneration figures are based on remuneration packages as at
30 June each year (or last day in role). This includes base salary and any benefits specified in each CE's
employment agreement, which may include payment for performance.

Adjustments are made for the latest decisions on performance pay, and time in role. While the resulting figure
may be more or less than remuneration received or accrued over the period, it provides the best indication of the
package in place for the CE as at 30 June each year (or last day in role).

Previously, reported remuneration figures typically included performance payments that related to the previous
year, or years. End of term entitlements such as payment of outstanding annual leave balances, were also
included, even though these benefits were also typically accrued in an earlier period. The inclusion of these
payments meant that the remuneration received and reported for the year was often very different to the CE’s
annual entitlement, or what most employees would understand as their ‘salary’.

The changes this year remove the fluctuation caused by the timing of such payments and enable the public to
make meaningful comparisons of remuneration over time and between roles.

For most CEs, the disclosed information will reflect accrued remuneration over the year. However, to give the most
up to date indication of the package, remuneration reported is based on the package as at 30 June. This means
small differences may exist where a CE has an annual remuneration review date that is not 1 July, as:

* the package as at 30 June may be higher than the package that applied at the start of the year

* the period covered for decisions on any performance pay (which are often made at annual reviews) will
not exactly match the year to 30 June.

Under this approach, the only factors that can influence changes in remuneration over time are:
* changes to the CE's package (because of annual remuneration reviews and/or change in job-size)
* the amount of performance pay awarded (or accepted) for the year

* time in role (i.e. where a CE has not been in role for the whole 1 July — 30 June year).




Outstanding remuneration decisions and estimation

For some CEs, remuneration decisions, such as an annual increase or award of performance pay, may not yet
have been finalised. In such cases, disclosure figures are based upon latest available package data and a
consistent approach to estimation for performance pay.

Where an actual decision is not available for the latest award of performance pay, estimation is based upon:
* an up-to-date estimate provided by the Board, or if not available
* the previous year's decision for the same CE, or if not available

* the full potential value of performance pay.

Data validation

All organisations have checked their information. While the State Services Commission has compiled the
information, the final responsibility for accuracy lies with the body that sets the remuneration.
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