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Armed Forces’ Pay Review Body

TERMS OF REFERENCE

The Armed Forces’ Pay Review Body provides independent advice to the Prime Minister and the
Secretary of State for Defence on the remuneration and charges for members of the Naval, Military
and Air Forces of the Crown.

In reaching its recommendations, the Review Body is to have regard to the following considerations:

e the need to recruit, retain and motivate suitably able and qualified people taking
account of the particular circumstances of Service life;

e Government policies for improving public services, including the requirement on the
Ministry of Defence to meet the output targets for the delivery of departmental services;

e the funds available to the Ministry of Defence as set out in the Government’s
departmental expenditure limits; and

e the Government’s inflation target.

The Review Body shall have regard for the need for the pay of the Armed Forces to be broadly
comparable with pay levels in civilian life.

The Review Body shall, in reaching its recommendations, take account of the evidence submitted
to it by the Government and others. The Review Body may also consider other specific issues as the
occasion arises.

Reports and recommendations should be submitted jointly to the Secretary of State for Defence and
the Prime Minister.

The members of the Review Body are:

John Steele (Chair)’

Brendan Connor

Tim Flesher CB

Paul Kernaghan CBE QPM

Professor Ken Mayhew

Lesley Mercer

Vilma Patterson MBE

Rear Admiral (Ret’d) Jon Westbrook CBE

The secretariat is provided by the Office of Manpower Economics.

T John Steele is also a member of the Review Body on Senior Salaries.
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ARMED FORCES’ PAY REVIEW BODY
2017 REPORT - SUMMARY

Summary of recommendations (from 1 April 2017 unless otherwise stated):

e Rates of base pay to be increased by one per cent.

e MOD to provide us with specific proposals for engineers for the next pay round.
e  Targeted measures (full details in Chapter 3):

— Recruitment and Retention Payment (RRP) (Flying): A new spine and Retention
Payment to be introduced for Officer Aircrew and Army Non-Commissioned
Officers, with a one per cent increase for other groups.

— RRP (Parachute Jumping Instructor) to remain at current rates.

— RRP (Mountain Leader) to remain at current rates but payment of RRP
(Mountain Leader)(Initial) no longer to be backdated to the beginning of the
ML2 course.

— The introduction of a new RRP (Weapons Engineering Submariner) (WESM)
to be implemented for ratings in the Royal Navy’s WESM branch (Strategic
Weapons Systems and Tactical Weapons Systems).

— Other RRP rates to be increased by one per cent.

— MOD to provide detailed consideration for the next round of how they will
review RRPs to ensure they remain appropriate in relation to Pay16, and to
adopt a consistent approach to the routine review of RRPs in future with a
greater focus on measures of success.

— Full reviews of RRP (Flying Crew), RRP (Hydrographic), RRP (Parachute),
RRP (Special Communications), RRP (Special Intelligence) and RRP (Special
Reconnaissance Regiment) to be conducted next year.

e  The Northern Ireland Residents’ Supplement to be increased by one per cent.

e  Pay arrangements for pre-career (OF0) feeder groups (University Cadets, Army
Gap Year Commissions and University Cadet Entrants) to be harmonised as part
of housekeeping resulting from the transition to Pay16 with the creation of a new
OFO0 pay scale.

e All other rates of compensatory allowances and Reserves’ Bounties to be
increased by one per cent.

e  For Service Family Accommodation (SFA), Combined Accommodation Assessment
System Band A charges to be increased by 1.0 per cent. This recommendation will
affect the charges for all lower bands, as they are in descending steps of ten per
cent of the Band A rate.

e lLegacy Four-Tier Grading SFA charges in Germany to be increased by 1.0 per
cent.

e  For Single Living Accommodation, charges for grade 1 to be increased by
1.00 per cent, with increases of 0.67 per cent to grade 2, 0.33 per cent for grade 3
and zero to grade 4.

e The Daily Food Charge to remain at its current rate of £4.79.

This Report sets out our recommendations on military pay, allowances and charges from April

2017. As usual, we considered a wide range of evidence from: the Ministry of Defence (MOD),

including the Secretary of State and the individual Services; the Service Families’ Federations
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(SFFs); the Defence Infrastructure Organisation (DIO); and our analysis of pay comparability. We
also heard directly from Service personnel and their families on 15 visits in the UK and overseas.

Context

The overall Armed Forces’ staffing picture shows a deficit of full-time military trained strength of
4.4 per cent. In general the recruitment picture is satisfactory, but targets have been increased
and remain stretching. Voluntary outflow rates remain at historically high levels with particular
areas of concern in specific cadres like engineering and aviation. The Strategic Defence and
Security Review in November 2015 announced an increasing budget for defence equipment
which will clearly need qualified Service personnel, probably in greater numbers than currently
endorsed, to deliver the anticipated capability.

The economic context is that the UK economy continued to grow in 2016, by 2.0 per cent
over the previous year. Inflation remained low, but increased from 0.3 per cent to 1.6 per
cent during the year, mainly influenced by increasing fuel prices. Employment reached its
highest ever level in 2016 and unemployment fell to a 20-year low. Average earnings growth
was broadly stable at 2 to 2.5 per cent in 2016, with a pick-up to 2.8 per cent at the end of
the year, and median private sector pay settlements were at 2.0 per cent, with forecasts for
2017 at about the same level. We note, however, the uncertainty of forecasts following the EU
referendum.

The Government continued with its policy of public sector pay restraint announced in the
2015 Budget. The letter we received from the Chief Secretary to the Treasury reaffirmed that
public sector workforces were funded for pay awards of an average of one per cent and sought
consideration of targeted, differentiated pay awards. The letter from the Secretary of State for
Defence reinforced the Government’s position and highlighted concerns in the aviation and
engineering cadres. In its strategic management evidence to us, MOD proposed an increase

of one per cent to basic pay across all ranks, with most targeted measures and compensatory
allowances raised in line with the main award. Commenting further on targeting, it said that
Pay16 had increased pay differentiation by design. It argued that a uniform percentage pay
award would therefore reinforce that design aim and that further differentiation would be a risk
to retention amongst the workforce. MOD added that within a constrained pay environment,
targeted measures such as Recruitment and Retention Payments (RRPs) and Financial Retention
Incentives (FRIs) would still be required to counter external labour market pressures affecting
particular groups.

On the strategic context, MOD said that it continued to restructure, whilst maintaining a high
level of operational commitment across all three Services. As in previous years, overstretch and
gapping were problems in some areas. Tempo and uncertainty and the consequent impact on
work-life balance and family life were among the most prominent issues of dissatisfaction raised
by Service personnel on our visits.

During our visit programme we continued to hear feedback that Service personnel believe the
value of the overall ‘offer’ continues to decline. Many noted the ‘perfect storm’ of increasing
National Insurance, changes in tax credits and, for those in Service Family Accommodation
(SFA), increases in rental charges under the new Combined Accommodation Assessment
System, all with effect from 1 April 2016.

Of particular concern is the way the military families are supported. Due to the nature of Service
life, it can be difficult for spouses and partners to continue their careers or secure employment,
and this often has a negative impact on family incomes. The results of the 2016 Armed Forces
Continuous Attitude Survey showed a significant worsening of attitudes to accommodation in
particular, a critical part of the overall package for Service personnel and their families. We are
concerned about this, because there is a strong link between disruptions to family life (of which
accommodation is a vital element) and Service personnel’s decisions to leave. Voluntary outflow
rates are already high, particularly for personnel with transferable skills.
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This year, we reviewed our methods of assessing pay comparability and commissioned the
Institute for Employment Studies to research possible different approaches. Based on that work,
we have concluded that the best way forward for future years is a three pronged approach:

a ‘light touch” annual update on broad comparators with the civilian market; a comparison
based on job evaluation every few years to address roles in the Armed Forces with no obvious
civilian comparators; and specific comparisons for roles where there are more obvious civilian
comparitors (such as jobs to which Service personnel apply when leaving the Armed Forces).
For this year, our analysis of pay comparison based on data from the Annual Survey of

Hours and Earnings suggested that, overall, Armed Forces’ salaries for 2016 remain broadly
comparable with those in civilian life.

Recommendations

In line with our terms of reference, we make recommendations based on all the evidence

we receive, including what is presented formally, what we hear from Service personnel on
visits, and the data on pay comparability discussed above. We gave appropriate weight to

the Government's evidence on the economy, affordability and public sector pay policy, and
considered the cost of living and pay settlements more generally, taking into account that
Service personnel retain incremental pay scales and a non-contributory pension scheme. We
also looked at recruitment, retention and motivation in the Armed Forces overall. We continue
to have significant concerns, especially in respect of retention and motivation, but on balance,
we conclude that the evidence justifies a one per cent across the board increase in base pay
for 2017-18.

Separate from base pay, we also consider targeted measures that continue to play an important
role in supporting recruitment and retention in areas where there are existing staffing pressures.
Our process for reviewing RRPs allows cadres to be examined when needed rather than on a
fixed timetable, and we expect MOD to continue to be proactive in this area. MOD's evidence
to us proposed an increase for most categories of RRP up to the level of the pay award. We
support this and recommend an increase of one per cent in RRP for most cadres with the
rates of RRP (Mountain Leader) and RRP (Parachute Jumping Instructor) held at existing
levels. We also recommend that RRP (Flying) be reprofiled for pilots to target current

exit spikes. We considered the case for a new RRP (Weapons Engineering Submariner) and
recommend its introduction for Service personnel within Strategic Weapons Systems and
Tactical Weapons Systems. Further details of these measures are discussed in Chapter 3. We
also recommend MOD to provide detailed consideration next year of how they will review
RRPs to ensure they remain appropriate in relation to Pay16, and to adopt a consistent
approach to the routine review of RRPs in future with a greater focus on measures of
success.

We carried out a review of New Entrants’ Rates of Pay (NERP). We noted that the existing
NERP arrangements continue to be sufficient to support Armed Forces’ recruitment, and
recommended that pay arrangements for NERP be harmonised as part of the transition
to Pay16, with the creation of a new OFO pay scale for feeder groups (University Cadets,
Army Gap Year Commissions and University Cadet Entrants).

We also reviewed the Northern Ireland Residents’ Supplement, and recommend that it be
increased in line with our main pay award.

Our review of non-pay benefits concluded that we should give this issue further consideration
as part of our analysis of X-Factor, which we are due to undertake in our next round.

We recommend an increase of one per cent in the rates of compensatory allowances not
reviewed separately.
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As usual, our Report contains details of financial measures we considered outside the main
pay round. These included: an FRI for Royal Navy Technicians in the Engineering General
Service sub-branch; follow-on FRIs for Petty Officer Engineering Technicians and Chief Petty
Officer Engineering Technicians; and a proposal to broaden eligibility of the Army Reserves
Commitment Bonus to Professional Qualified Officer posts within the Army Medical Services
and Royal Army Chaplains’ Department of the Army Reserves.

The pay award last year was made alongside the introduction of Pay16. Understandably we
heard a lot about the new pay system on our visits, with the main concerns being around the
placement of cadres within the four trade supplements. Given the scale and complexity of
the exercise, we consider that MOD has done a good job in creating and introducing a fair
pay system that strikes a balance between flexibility for the employer and predictability of
career earnings for Service personnel, although we would want MOD to continue to consider
expeditiously any anomalies identified. It is crucial in our view that senior management take
ownership of Pay16 decisions and provide an effective communication mechanism that
engages and utilises the full command chain to comprehensively brief Service personnel
proactively and consistently. We support ongoing pay protection policy for Service personnel
who have transitioned to Pay16.

We also support reimbursement of professional body fees (PBFs) for Service personnel where
holding those PBFs are an essential requirement for carrying out Service duties. We strongly
believe that MOD should implement a mechanism to enable the reimbursement of PBFs for all
cohorts where membership of a professional body is essential given the nature of their role.

Accommodation is a key component of the overall military package and remains one of the
most important issues for Service personnel and their families. We always try to see first-hand
the full range of accommodation when on visits, and hear directly from Service personnel and
families. We received written and oral evidence from the SFFs, MOD, individual Services and
DIO. A new accommodation grading system known as Combined Accommodation Assessment
System (CAAS) was implemented for SFA in April 2016, and as a consequence, another of the
main issues we heard about during our visit programme was the transition to CAAS.

There were a range of concerns about the surveying process used to determine the banding
and charging of SFA under the new arrangements. However, the overwhelming concern for
Service personnel and their families remained the very poor operation of the maintenance
service for SFA by CarillionAmey. In response to this, MOD told us they plan to implement a
new compensation scheme, the detail of which is still being worked up. We reserve judgement
on such a scheme, but note that MOD should also ensure that existing compensation
mechanisms are more accessible and responsive for Service personnel to use. We would like to
see an independent arbitration process for compensation decisions (which might also consider
appeals against CAAS banding decisions), to reinforce and improve the confidence that we and
Service personnel need to have in the process.

We believe that maintaining the level of subsidy between rents for military personnel and those
in the civilian sector is important, and are therefore content to recommend an inflation-based
increase to SFA charges this year. We have traditionally used the rental component of the Retail
Prices Index (RPI) as our measure of changes in the civilian rental market. However, now that
the RPI has lost its ‘National Statistic” status, we consider a more appropriate index to be the
equivalent component used in both the Consumer Prices Index (CPI) and the Consumer Prices
Index including Owner Occupiers’ Housing Costs (CPIH). In line with the annual increase in this
measure to November 2016, we therefore recommend an increase to Band A charges of 1.0
per cent with effect from 1 April 2017. This recommendation will affect the rents of lower SFA
bands, as they are in descending steps of ten per cent of the Band A rate.

Our report sets out our concerns with the ongoing use of some very poor pockets of Single
Living Accommodation (SLA) which we consider unacceptable. In view of the continued
absence of meaningful management data on quality and usage of SLA which we have
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called for repeatedly, we have no evidential basis for an alternative approach to our SLA
recommendations at this time, and we consider it appropriate to retain our existing, tiered
approach. As with SFA, we are linking our recommendation to the rental component of CPI/
CPIH. We therefore recommend an increase of 1.00 per cent to grade 1 SLA rental charges,
0.67 per cent to grade 2, 0.33 per cent to grade 3 and zero to grade 4 from 1 April 2017.
Chapter 4 also includes our recommendation on the charges for garages and carports.

On the Daily Food Charge (DFC), we have used the same methodology as in previous years
and base any adjustments on the cost of food according to MOD's supply contract data over
the previous year. As with last year, this showed no increase. We therefore recommend that
the DFC remain at £4.79 from 1 April 2017.

Looking ahead

Over several years of public sector ‘austerity’, Armed Forces’ recruitment and retention has in
general held up well and the overall offer has remained broadly competitive. However, the most
recent outlook for inflation and private sector pay suggest that external pressures are growing.
If these pressures start to have a widespread effect on recruitment, retention and motivation,
we will need to consider whether maintaining operational effectiveness requires a more forceful
pay response.

In some areas of skill shortage, this situation has already arrived. We were disappointed not to
be asked to consider proposals to address the serious issues with the recruitment and retention
of specific engineering groups this year. We consider it essential that MOD present us with
detailed proposals for engineers during the next pay round. We also note that, given the
recruitment and retention challenges for this group, and the persistent shortage of engineering
skills in the external market it seems likely, that alongside other initiatives, bespoke pay solutions
may be needed for these cadres. Along with any non-pay proposals, we believe that MOD
should give consideration to a separate pay scale for the engineering groups identified, and
that their pay arrangements may need to be tailored to meet the individual requirements of the
three Services.

In the broader context, MOD continues with its significant and wide ranging transformation
programme, delivered through the various strands of the People Programme, and we received
a number of helpful briefings on this from MOD in the course of the year. The scale and speed
of the proposed changes continue to concern us, since they risk impacting the morale of our
remit groups, potentially damaging recruitment and retention. Service personnel are very
much aware of the ongoing changes in the offer, which they see as driven primarily by cost
savings. There is an over-riding sense of uncertainty and an increasing perception that the
offer will get worse. We suggest that MOD should consider whether additional funding should
be earmarked to assist with the successful implementation of the remaining elements of the
People Programme, as was done for Pay16. It is important for Service personnel to see that the
willingness to invest in equipment is matched by a corresponding investment in people.

On accommodation specifically, MOD briefed us on its thinking for the Future
Accommodation Model (FAM). Its objective is to reform the accommodation offer to

help more Service personnel live in private accommodation and meet aspirations for home
ownership, whilst still providing Service accommodation for those who require it. FAM does
appear to offer some genuine improvements in that it will be accessible by more of the overall
Service population. But MOD will need to provide clear and open communications to Service
personnel and their families on the proposed changes and it will be particularly important to
be transparent about the savings FAM is intended to deliver. The Forces Help To Buy scheme,
launched in April 2014 to encourage and support home ownership amongst military personnel,
remains very popular. Consequently, we believe MOD should give serious consideration to
extending the scheme beyond 2018 and ensuring that it is part of the overall FAM offering.
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The need for clear communication is a common thread that runs though many of the issues

in our report. Service personnel have continuing concerns about ongoing change and the
uncertainties created. This requires communications to be owned by everyone in the chain

of command and to be open, transparent, and regularly reinforced. This, of course, is a two
way process, and it will be vital that MOD listens and responds appropriately to feedback from
Service personnel and their families.

The uncertainties and challenges in the immediate and longer-term UK defence and security
arena put continuing pressure on our Armed Forces. We shall support them in our areas of
responsibility to the best of our ability. It is imperative that our Armed Forces’ terms and
conditions are fit for purpose and enable all three Services to continue to attract, retain and
motivate the high quality people that they need to deliver their and the nation’s operational
commitments and requirements.
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Chapter 1
INTRODUCTION

Introduction

1.1.

1.2.

1.3.

This Report sets out our recommendations on military pay, allowances and charges

for 2017-18. In its response to our last Report, the Government accepted all our
recommendations effective from 1 April 2016, which included a one per cent increase
in base pay in advance of the transition to the New Employment Model (NEM) pay
structure and a one per cent increase in most types of Recruitment and Retention
Payment (RRP), compensatory allowances, and Reserves’ Bounties and Call-Out Gratuity.

In setting out the remit for this year’s round (letter at Appendix 6), the Secretary of State
for Defence reaffirmed that the Government’s public sector pay policy remained in place
“to enable prudent long term planning that assists in protecting jobs, and reflecting a
very challenging fiscal context following the outcome of the EU referendum vote.” He
added that the Government was not complacent about the enduring commitment,
professionalism and skills displayed by the remit group as it continued to develop a
supporting employment offer that was simpler, efficient and more modern.

In addition to considering an overall pay uplift and charges, our work programme

this year included reviews of: RRP (Flying); RRP (Parachute Jumping Instructor); RRP
(Mountain Leader); RRP (Weapons Engineering Submariner); Northern Ireland Residents’
Supplement; New Entrants’ Rates of Pay; and non-pay benefits.

Context

1.4.

1.5.

1.6.

2016 saw further growth in the UK economy but the economic picture at the end of
the year was uncertain following the outcome of the EU referendum: GDP grew by

0.6 per cent in the third quarter of 2016 and was expected to be close to 2 per cent in
2016 as a whole but to fall below 1.5 per cent in 2017. CPI inflation was at 1.6 per cent
in December 2016, and forecast to increase to around 2.5 per cent by the end of

2017. Employment levels were at a record high, with particularly high growth in the
people registering as self-employed. Average earnings growth was broadly stable at
2-2.5 per cent in 2016, with a pick-up to 2.8 per cent at the end of the year, and median
private sector pay settlements were 2.0 per cent, with forecasts for 2017 at a similar
level. In line with public sector pay policy, median public sector pay settlements were
1.0 per centin 2016.

The Strategic Defence and Security Review that was published in November 2015
(SDSR15) updated future developments regarding Defence activity, and remains the

key strategic context for the Armed Forces. The SDSR highlighted the changing and
increasingly uncertain international security environment in which the UK military
operates. It sets out additions to Defence funding, and provided for limited growth in the
size of the Armed Forces with some additional manpower for both the Royal Navy and
the Royal Air Force (RAF), and an Army that is refocused on war-fighting at the divisional
level with the creation of two new strike brigades. The Services continue to restructure to
meet Future Force 2020 and the outcomes of SDSR15, including Joint Force 2025.2

The UK Armed Forces continue to deliver operations around the world whilst maintaining
defence of the UK and Sovereign Territories on land, in the air and at sea. Operations

The Defence Planning Assumptions for the size, shape and structure of the Armed Forces in 2020. See: https://www.

gov.uk/government/uploads/system/uploads/attachment_data/file/62487/Factsheet5-Future-Force-2020.pdf

As announced in SDSR15, the evolution of Future Force 2020. See: https://www.gov.uk/government/uploads/

system/uploads/attachment_data/file/492800/20150118-SDSR_Factsheets_1_to_17_ver_13.pdf


https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/62487/Factsheet5-Future-Force-2020.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/62487/Factsheet5-Future-Force-2020.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/492800/20150118-SDSR_Factsheets_1_to_17_ver_13.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/492800/20150118-SDSR_Factsheets_1_to_17_ver_13.pdf

1.7.

include counter-Daesh measures, stabilisation in Afghanistan, UN commitments in

Africa, contributions to NATO, assistance to the migrant crisis, maintaining the nuclear
Continuous At Sea Deterrent, providing support to the Border Force in the Mediterranean
and UK waters, and providing manpower for the flood crisis across parts of the UK.

MOD continued with its programme of modernising the employment offer to the Armed
Forces. As we discuss later, this year saw the introduction of significant changes to both
the pay system and the charging system for Service Family Accommodation (SFA).
Further work is underway to make available: opportunities to work flexibly, a revised offer
for new joiners, an approach to enable easier transition of Service personnel between

the Armed Forces and industry; and to further amend the accommodation strand of the
overall package. The MOD is committed to deliver these changes by 2020. It sees them
as a top priority, not only making significant cost savings, but importantly, ensuring that
the enthusiasm and commitment of Service personnel and their families is maintained.

Our evidence base

1.8.

1.9.

We received written and oral evidence as usual from the Secretary of State for Defence
and officials from MOD, the single Services, the Defence Infrastructure Organisation
(DIO) and the Service Families’ Federations (SFFs). We also commissioned research that
reviewed pay comparability methodologies, and we carried out our usual assessment of
the broad comparability of Service pay with civilian pay levels.

Our visits programme provides a vital opportunity for us to gather evidence for the
round by hearing first-hand from Service personnel and families about Service life and
current concerns and pressures related to it. It allows us to put the evidence we receive
later in the year from MOD, the individual Services, DIO and the SFFs into context.

We undertook 15 visits both in the UK and overseas, including Germany, Iraq, the
Middle East and several locations in the United States. We met with over 2,100 Service
personnel in 153 discussion groups and also with 123 spouses and partners in an
additional 18 families’ discussion groups. We would like to thank all of those who took
part in these meetings and MOD and the three Services for organising such a varied and
comprehensive programme for us again this year. Some of the detailed feedback from
these visits is recorded in subsequent chapters of this report, but we outline below some
of the main themes that emerged during the last year.

. Tempo of operations, gapping and overstretch continued to be among the key concerns

expressed by Service personnel. They reported significant workload pressure due to staff
reductions under SDSR10, which were increasingly compounded by new operational

and UK contingency requirements. Another issue raised was repeated deployments,

with some commenting on what they saw as disparities among Service personnel in

the frequency of being deployed, both by specialisation and due to the perceived high
proportion of personnel deemed “un-deployable”. There appeared to be a disconnect
between the views of senior management/MOD head office and wider Service personnel
on the sustainability of the current workload. Concerns were expressed over the apparent
inability of MOD to say “no” to extra tasks, even when their people appeared to be

at breaking point. At the junior officer level there were frequent comments that it was
considered detrimental to career and promotion prospects to voice concerns about the
short notice given regarding posting changes or other appointment issues made by
manpower planners. Given the limited population sample we met during our visits, it

is not possible to determine the full extent of these concerns but within the groups we
met they were commonly expressed opinions and indicated a different position to that
represented by MOD of an improving career management process being delivered under
the New Employment Model.

. Unsurprisingly, the introduction of the new pay structure, Pay16, was another major

theme we heard about on visits. The allocation of trades to different supplements has



led to a strong feeling from some Service personnel about being undervalued, either
compared to other trades in their Service, or in relation to equivalent trades in the other
Services. For some Service personnel, their pay under Pay2000 was higher than that
under Pay16, but the transitional arrangements included pay protection for at least
three years at Pay2000 rates with affected Service personnel marking time (although
the marked time rate remains eligible for any future awards we might recommend).
Nevertheless some Service personnel now in this situation saw the arrangement as a
disincentive for promotion as they would not necessarily see a commensurate increase in
pay. Whilst some of these outcomes were addressing pay anomalies in the previous pay
system (Pay2000), it was not clear to us that the professional leadership for trades was
communicating effectively and taking ownership of key decisions affecting employment
terms as a result of Pay16. Service personnel were also concerned about what would
happen after the initial three years of pay protection for Pay16.

1.12. On pay, the main pay award for 2016-17 was not viewed by many Service personnel as
a pay increase, as it coincided with the ‘perfect storm’ of increasing National Insurance,
changes in tax credits and (for those in SFA) increases in accommodation charges under
the new Combined Accommodation Assessment System (CAAS). Some Service personnel
noted that their take-home pay had reduced. Service personnel also questioned the
sustainability of the Government’s public sector pay policy until 2019-20.

1.13. Many staff commented that the value of the overall offer had declined significantly in
recent years and that the investment in new military equipment was not being matched
by investment in Service personnel to operate or maintain it. In general, we heard about
the lack of trust in the employer to maintain the offer in future, and an increasing feeling
that people were not joining the services for a career, but to obtain training and skills
before moving on to alternative (and possibly better paid) employment elsewhere.
Pensions were another key theme: the introduction of the Armed Forces Pension Scheme
2015 (AFPS15) elicited many negative comments, particularly from some senior ranks,
who we note may well have lived through three pension schemes and, while it may be
true that their pension is not as good as it was, their negative views appeared to us to
be having an unfortunate corrosive effect on junior ranks. We encountered extensive
suspicion that further inroads into the pension scheme were being contemplated. This
is a considerable issue of concern for us, given that we still regard the AFPS15 as one of
the very best pension schemes, and we would be concerned if Service personnel thought
that not to be the case. In our view MOD should be doing more to communicate the
benefits and value of the new pension scheme.

1.14. Accommodation continues to be a prominent issue given ongoing changes. We cannot
ignore the impact of CAAS from our visit programme findings: there were major concerns
expressed about the robustness of the survey process used to determine the relevant
banding; and there was an overwhelming view that the maintenance service provided
by CarrillionAmey was continuing to fall well short of the needs of Service personnel and
their families. The impact on morale on Service personnel and their families from these
changes and failures should not be underestimated, particularly as the poor situation with
maintenance has been a problem for those in SFA over a prolonged period. We were also
very concerned at the appalling quality of the some of the Single Living Accommodation
in use on some bases. We discuss accommodation in detail in Chapter 4.

Our 2017 Report

1.15. As always, we adopted the approach of considering all the relevant evidence available
to us, rather than being directed by Government. We have taken full account of MOD’s
affordability constraints and the Government’s wider evidence on the economy and pay
restraint. We have considered evidence on recruitment and retention, motivation and



1.19.
1.20.

pay comparability, adhering to our terms of reference.®> Our recommendations have been
formulated after assessing all the various and competing arguments.

. As ever, we remain alive to the concerns of Service personnel, including the impact of

what is the sixth successive year of pay restraint, and the wider challenges for them and
their families as Defence undergoes continued transformational change and seeks to
introduce policies and programmes to modernise the overall offer. We re-emphasise the
importance of effective communication of any changes that affect Service personnel.

We were pleased to hear about the efforts of MOD to communicate about pensions, but
there is more to be done and such messages need to be regularly reinforced throughout
the entire chain of command. It is also critical for MOD to be upfront about the rationale
for future changes: whilst some, such as the proposals to amend the accommodation
model, may be attractive to many Service personnel, MOD needs to be open about

any savings that some People Programme strands are intended to deliver. Explaining
clearly the impact of these possible changes will be vitally important to restoring trust

in the leadership and ensuring that the Armed Forces can continue to recruit, retain and
motivate the brightest, best and most able personnel.

. Chapter 2 of this Report considers evidence on: the economy from the Government;

strategic management from MOD; staffing; morale and motivation; workload; pay
comparability; diversity and inclusion; Reserve Forces; and overseas service.

. In Chapter 3 we review the evidence and make recommendations on the overall pay

award and on specific groups.
Chapter 4 contains our recommendations on accommodation and food charges.

In Chapter 5 we look ahead to the issues which are likely to arise as MOD continues to
implement changes to the overall offer and consider the wider issues and prospects for
our next round.

3

4

Our Terms of Reference are reproduced in the opening pages of this Report.



Chapter 2
CONTEXT AND EVIDENCE

Introduction

2.1.

This chapter covers the Government’s economic evidence, MOD'’s evidence on the
strategic context, and the Strategic Defence and Security Review of November 2015
(SDSR15). It also reports on staffing, motivation and morale, workload, and pay
comparability. We reflect on progress made in promoting diversity and inclusivity in
the Armed Forces, and comment on Reserve Forces. A more detailed summary of the
information we considered on recruitment, retention and motivation is in Appendix 5.

Government evidence

General economic context

2.2

2.3.

2.4.

2.5.

The Government’s evidence on the general economic environment (submitted in
November 2016) stated that, following the outcome of the EU referendum, the UK
economy was entering a new phase that would pose different challenges to the public
finances. It said that public debt stood at its highest share of GDP since the late 1960s,
and the deficit remained amongst the highest in advanced economies. The UK’s
economic performance was described as strong in recent years, with GDP having grown
by 13.8 per cent since Q1 2010, and being 7.7 per cent bigger at Q2 2016 than at its
pre-crisis peak. Inflation was close to zero throughout 2015, but in recent months had
started to edge higher as past falls in fuel prices dropped out of the annual comparison.
At 74.5 per cent, the employment rate was the highest on record, and unemployment
had fallen to an 11 year low of 4.9 per cent. It said that earnings growth was fairly stable
in the first half of 2016, and that in April to June 2016, total pay was up 2.4 per cent

on the year in nominal terms and by 2.1 per cent in real terms. This marked the 215
successive month that average earnings had outstripped inflation, continuing the longest
period of real wage growth since 2008. It said that, in the three months to June 2016,
private sector total pay growth (including bonuses) stood at 2.5 per cent, while private
sector regular pay growth (excluding bonuses) stood at 2.4 per cent. For the public
sector, it said that total pay growth (including bonuses) was 1.9 per cent in the three
months to June 2016, with regular earnings (excluding bonuses) increasing by 1.7 per
cent.

Our own analysis of the economy and recent forecasts noted that GDP grew by 0.6 per
cent in the third quarter of 2016 and was expected to be close to 2 per cent in 2016

as a whole but to fall below 1.5 per cent in 2017. CPI inflation was at 1.6 per cent in
December 2016, and forecast to increase to around 2.5 per cent by the end of 2017.
Average earnings growth was stable at 2 — 2.5 per cent in 2016, with a pick-up to 2.8 per
cent at the end of the year, and median private sector pay settlements were 2.0 per cent,
with forecasts for 2017 at about the same level.

The Government said that its public sector pay policy would continue to play an
important role in delivering its objective of reducing the deficit over an appropriate time
frame, protecting jobs and maintaining public services. Following the 2015 Election, it
announced that it would fund public sector workforces for pay awards of an average of
one per cent for four years from 2016-17 to 2019-20.

The letter we received from the Chief Secretary to the Treasury (see Appendix 6)
reaffirmed the Government’s adherence to its public sector pay policy and said that it
expected to see targeted pay awards in order to support the continued delivery of public
services and to address recruitment and retention pressures, with no expectation that
every worker would receive a one per cent pay award.



MOD evidence on strategic management

2.6.

2.7.

2.8.

2.9.

In its strategic management evidence, MOD proposed a one per cent increase to base
pay across all ranks, and that compensatory allowances within our remit should increase
in line with the main pay award. MOD said that with Pay16 in its first year and with
significant numbers of Service personnel under pay protection, it considered that the
base pay award should not be targeted at particular cohorts. It also said that Pay16 had
increased pay differentiation by design and therefore any uniform percentage pay award
would target in effect. Any additional differentiation was viewed as a further risk to
retention. MOD pointed to the importance of other targeted measures such as Financial
Retention Incentives and Recruitment and Retention Payments (RRPs) to counter external
market pressures and longer-term workforce shortages. The evidence highlighted
recruitment challenges and said that engineering remained a critical skills shortage across
the Armed Forces. Voluntary outflows (VO) were said broadly to remain towards the high
end of historic levels.

MOD provided us with details of the Armed Forces’ operational activities for each of the
Services. The Royal Navy continues to operate at a high tempo, with commitments in
the Arabian Gulf, Horn of Africa, South Atlantic, North Atlantic, Baltic and Mediterranean.
Longer deployments continue to be the norm at the moment: 9-month deployments

for HMS Duncan, Richmond and Lancaster; and Survey and Patrol vessels routinely
spending 260 days at sea per year. The Royal Navy also provides the nuclear Continuous
At Sea Deterrent. At any given point, around 8,500 (31 per cent) of its personnel are
deployed on operations, held at short notice to deploy, or are preparing for operations.
The evidence from the Army stated that commitments have risen over the past year.
Stabilisation efforts in Afghanistan, counter-Daesh activities in Iraq, and building the
capacity of indigenous forces were all cited, along with the work for the UK’s Joint
Expeditionary Force. It continues to face many and varied demands; in 2015, Army
personnel conducted over 383 commitments in 69 countries. The RAF retains its high
level of operational commitment. Its main focus has been the counter-Daesh campaign.
The RAF also contributed to many short-notice operations including humanitarian
assistance in India and disaster relief in Nepal. Other tasks include UK and Falkland Islands
Quick Reaction Alert, Air and Space Surveillance, and providing the control of Reapers.

At March 2016, 2,551 personnel (8.3 per cent) of the RAF’s trained strength were
deployed overseas.

In relation to the strategic context, MOD said that in addition to operational
commitments, the Services are continuing to restructure to meet Future Force 2020

and the outcomes from SDSR15, and that the trained strength of the Armed Forces was
96.1 per cent at April 2016. The number of Reserves mobilised in 2015 reduced from
1,013 the previous year to 734, but for a wider range of operations and tasks. Harmony
rates were broadly steady for the Royal Navy; but reduced for both the Army and RAF;
however the overall rates masked areas of concern, particularly for Royal Navy engineers
where harmony rates are cited as a main factor influencing VO rates. MOD again
provided data on Service personnel held at short notice to move, which we note has a
huge impact on family life. While the Royal Navy and Army both increased to 16 and 18
per cent respectively (compared with 13 and 11 per cent the previous year), the RAF was
unchanged at 15 per cent.

SDSR15 was published in November 2015 and figured in many of our presentations
from MOD. While much has been made of the plans for new equipment, we have seen
less about plans to ensure the Services will have the qualified personnel to operate and
maintain it. We would welcome updates in future that set out the implications for
staffing of the delivery into service and operation of new planned capabilities.



Staffing’

2.10.

2.11.

The deficit of military full-time trained strength was at 4.4 per cent at 1 April 2016, the
same as the previous year. By 1 October 2016, the liability for the year had been revised
with the deficit slightly reduced at 4.3 per cent. In evidence MOD stated that there
were recruitment and retention challenges across all Services for certain groups in the
engineering and aviation cadres. It stated that recruitment of Regulars had continued to
be challenging throughout 2015-16, partly due to the impact of continuing economic
upturn in the wider economy. Whilst recruitment to the Volunteer Reserves across all
three Services did not meet the overall yearly target, all three overachieved the Gains

to Trained Strength? target for 2015-16. Further details of staffing levels can be found

in Appendix 5. Generally speaking, despite reported problems with the introduction of
new candidate tracking software, the recruitment picture is satisfactory: more Service
personnel are being recruited, but the targets continue to increase and remain stretching,
particularly for the Army and its Reserves. MOD is monitoring developments closely.

The number of Service personnel leaving the Regular trained strength during the

12 months to 31 March 2016 was 13,540, down from 16,320 for the year before, a
decrease of 17 per cent. VO slightly increased to 4.9 per cent for Officers during 2015-16
(from 4.4 per cent) and 5.8 per cent (from 5.5 per cent) for Other Ranks. These were still
both above the five year average rates of 4.1 per cent for Officers and 5.3 per cent for
Other Ranks. An update on staffing for the 12 months to 30 September 2016 showed VO
had decreased, to 4.4 per cent for Officers and to 5.7 per cent for Other Ranks. All three
Services are continuing to monitor VO closely. MOD noted that the overall VO rates
masked key areas of concern within the Services particularly in important cadres such as
engineering and aviation where rates were considerably higher.

Motivation and morale

2.12.

2.13.

2.14.

We take evidence from a wide range of sources into consideration when assessing levels
of motivation and morale in the Armed Forces. These include evidence from MOD and
the Service Families’ Federations (SFFs), the views we hear first-hand on visits, and the
results of the 2016 Armed Forces Continuous Attitude Survey (AFCAS).

The response rate to this year’s AFCAS was just 45 per cent, and disappointingly this
was just a small (one percentage point) increase from last year. Results from AFCAS
showed that levels of morale remained largely unchanged from last year (and from the
earlier reference year of 2012) with 40 per cent of Service personnel who responded
agreeing that their own morale was high, but only 12 per cent agreeing that morale of
the Armed Forces as a whole was high. Over three-quarters of respondents agreed that
they were proud to be in the Service while just under half (46 per cent of respondents)
were satisfied with Service life in general. The highest levels of satisfaction were reported
by Royal Marine Officers (75 per cent) and the lowest levels by Royal Navy Other Ranks
(39 per cent). The proportion of respondents satisfied with their basic pay (35 per cent
satisfied) and with their RRP (26 per cent satisfied) showed no significant change from
the previous year. However, there had been a fall of two percentage points from last year
to 30 per cent of Service personnel who were satisfied with their pension benefits.

There was a significant drop in satisfaction with all aspects of accommodation compared
to last year on: overall standard (down five percentage points to 53 per cent); value for
money (down six percentage points to 61 per cent); responses to requests to maintain/
repair (down six percentage points to 34 per cent); and the quality of maintenance/

This section used the figures from the MOD UK armed forces monthly service personnel statistics: April 2016
publication unless stated otherwise.

Gains to Trained Strength counts the number of new recruits that have completed their training and moved from

the untrained to the trained strength, as well as direct entrants (including trained re-entrants, transfers from other
Service and countries, professionally qualified Officers and Full Time Reserve Service).



2.15.

2.16.

2.17.

2.18.

2.19.

repair (down seven percentage points to 33 per cent). We note that these reductions
in satisfaction even pre-date the rent increases associated with the new Combined
Accommodation Assessment System (CAAS).

More detail on the results of the AFCAS is set out in Appendix 5. We continue to
encourage MOD to work to improve the response rates to AFCAS and other related
surveys. This will enable it to better understand the morale and motivation of its Service
personnel, to provide relevant feedback and, most importantly, to take appropriate
action.

We found on our visits again this year that levels of morale varied between
establishments and between cadres. However, morale overall seemed to be at the same
fairly low levels we experienced during last year’s visits. We were aware of the impact that
the introduction of CAAS, changes to National Insurance and to tax credits all had on
take home pay during the continuing period of pay restraint. Service personnel pointed
this out to us during visits and, for many, motivation had clearly been impacted by these
factors. Another common theme affecting morale that emerged from the visits was that
many Service personnel felt that, because of high tempo, they were increasingly being
called on for deployment while, at the same time, there was a large group of Service
personnel who were ‘un-deployable’. Many felt that this needed tighter management.
We also heard concerns about the reduction in numbers of non-military civil servants
who support Service personnel in the delivery of their work, and what this might mean
for work pressure on the remit group going forward. This was particularly apparent, for
example, in the area of Defence Equipment & Support, that impacted on the ability to
deliver maintenance and repairs to equipment and the workload of uniformed Service
personnel. The under-performance of a support contract was given as the reason why
naval engineers had to resort to using MOD funds to buy tools from a high street
supplier.

The introduction of Pay16, while addressing some of the concerns with Pay 2000,
appeared to have had a significant impact on how valued (or not) some Service
personnel felt in comparison to other trade groups, depending on the pay supplement in
which they had been placed. We comment on this in Chapter 3.

Many Service personnel told us they continued to be affected by the constant high
tempo, change and uncertainty, with significant numbers held at high readiness, unable
to take leave or having it cancelled at short notice. This had a negative effect on their
work-life balance and made it harder for spouses and partners to take up employment.
Examples were provided of gapped posts, placing extra pressure on those remaining
since the required output was not reduced, and, in some cases, had increased. Additional
pressures were also felt by those Service personnel who were deployed more frequently.
We were also told about changes to the eligibility criteria for the Operational Allowance,
which combined with the lack of medallic recognition for operations, had a negative
impact on the morale and motivation of those deployed.

The SFFs told us that morale overall was low. They said that the amount and rate of
change to the military offer over the last few years, including changes to the pension,
had eroded the trust of Service personnel and families. This was an issue we also picked
up on our visits this year. The SFFs said that most Service personnel thought the changes
implemented under the New Employment Model and those proposed under the People
Programme were just cost saving exercises that have not led to improvements, but

had made them worse off and will continue to impact them negatively in the future.

The SFFs said that honest and clear communication around the implementation of

the People Programme strands, especially the Future Accommodation Model, will be
essential as housing is seen as a key element of the overall military offer, particularly for
the Army. They said that there appeared to be a lack of confidence in the ability of Senior
Leadership to influence issues and their perceived lack of awareness of the impact various



2.20.

changes have on lower ranking Service personnel and families. Worryingly, SFFs told us
that respondents to surveys such as AFCAS and FAMCAS do not think anything will be
done to address the key issues.

We know that there is a strong link between retention and the disruption of a predictable
family life. We are therefore concerned that the continuing low levels of morale and the
other factors impacting negatively on family life will sustain the historically high voluntary
outflow rates, particularly for those with transferable skills who are highly sought after by
civilian employers, able to offer more stable employment packages with a better work-life
balance.

Workload

Operational and other commitments

2.21.

2.22.

2.23.

At 31 October 2016, just under 4,000 Service personnel were deployed on operations in
the Middle East, compared with around 2,500 in early November 2015, an increase of
60 per cent over the period. The total number of Service personnel deployed overseas
globally on operations at the end of October 2016 was around 5,000, an increase from
around 3,600 six months earlier — a clear indication of the pressure of operations.

Individual Harmony Guidelines (IHGs) aim to ensure balance between competing
aspects of the lives of Service personnel, including: operations; time recuperating after
operational tours; personal and professional development; unit and formation training;
and time with families and friends. Each Service has different IHGs, reflecting different
practices and requirements. The guidelines are: 660 days away in a three-year rolling
period for the Royal Navy; 498 days away in a three-year rolling period for the Army; and
468 days away in a three-year rolling period for the RAF. On average, the percentage of
breaches of harmony remained relatively steady for the Royal Navy but had reduced for
the Army and RAF. The MOD stated in evidence this year that these rates masked some
key areas of concern. It said that for the Royal Navy harmony breaches were one of the
factors cited as contributing to high VO levels for engineers, and for the RAF they were
particularly high for some cohorts, such as pilots.

Tempo was one of the key themes on visits again this year. We heard that many Service
personnel felt worn down by the high levels of activity and workload pressures caused by
staffing reductions and gapping. While combat operations had ended in Afghanistan at
the end of 2014, Armed Forces personnel remained committed to a significant number
of operations and tasks worldwide. Service personnel raised with us the issue of the same
people being repeatedly used for deployments, often at short notice. In addition, we
heard that Service personnel no longer saw the peaks and troughs of deployment and
harmony in the UK. These concerns about tempo, workload, gapping and deployment
were allied to worries over the move to CAAS, disruption to family life, and perceived
worsening terms and conditions. We were told that all these factors were pushing more
personnel to consider leaving the Services.

Working hours

2.24.

Evidence received from MOD relating to working patterns showed that overall there
had been slight increases in working hours in all three Services. The average number

of working hours for Armed Forces personnel increased by 0.4 hours to 44.9 hours per
week in 2015-16 (from 44.5 hours in 2014-15). Unsociable hours® worked fell slightly to
6.5 hours from 6.6 hours, and average weekly duty hours* increased to 64.4 hours (from
63.8 hours). In 2015-16, eight per cent of Service personnel were working excessive

Unsociable hours are defined as any hours worked between 00:00 and 06:00 Monday to Friday; between 18:00 and

24:00 Monday to Friday and any hours worked on Saturday or Sunday.

Time spent working, on-call and on meal breaks. On-call includes all time when available as necessary, including all

time away at sea, time spent on exercise (including periods of stand down) and fully kitted for immediate call out.



2.25.

2.26.

hours,’ an increase of one percentage point from 2014-15. On visits again this year,
many Service personnel told us that they were working longer hours. Civilian data for
full-time employees (median working hours taken from the Revised Annual Survey of
Hours and Earnings (ASHE) at April 2015) were 37.5 basic hours plus 3.8 hours paid
overtime, largely unchanged from the previous year (37.5 basic hours and 4.0 hours paid
overtime). However, it is not clear to us when examining civilian data whether or not we
are making like-for-like comparisons and it should be acknowledged that there is great
variation in the number of hours worked in civilian life, even among those in full-time
employment, with regular unpaid overtime in some sectors. The Armed Forces are
exempt from the Working Time Directive and do not receive overtime payments.

Service personnel at sea or on overseas operations typically work longer hours than
their UK-based colleagues. Data provided by MOD for 2015-16 showed the Royal Navy
averaged 62.2 hours per week when at sea, 1.0 hours more than the previous year.
The Army averaged 53.8 hours per week on overseas operations (down significantly by
9.0 hours) and the RAF 58.8 hours per week on overseas operations (down significantly
by 11.0 hours) when on overseas operations.

Alongside visits, surveys provide us with evidence to aid our deliberations and contribute
to the gathering of management data for MOD. The response rate to the 2015-16
Working Patterns Survey was just 24 per cent, the same as the previous year. We continue
to encourage MOD to examine methods to achieve a higher response rate to improve
the quality and quantity of data. We sometimes find it difficult to reconcile the survey
results with information from Service personnel on visits and from our formal evidence,
and a higher response rate may help in this regard. The use of secure, on-line surveys
should be encouraged.

National Minimum Wage and National Living Wage

2.27.

2.28.

2.29.

While Armed Forces’ personnel remain exempt from National Minimum Wage (NMW)
legislation, MOD aims to act within its spirit. Data from the Working Patterns Survey
on the number of hours worked per week enable us to consider whether some Service
personnel might be earning below NMW rates. Junior Ranks, across all Services, worked
on average 42.2 hours per week during 2015-16 (up from 42.0 for the previous year).
When applied to the basic pay of Junior Ranks on the lowest level of pay range 1

from April 2016 (£18,306) we calculate that this equates to an hourly rate of £8.31.
This compares with the relevant NMW figures® of £6.70 per hour for those aged 21-24
and £5.30 per hour for those aged 18-20, and it is a very slight increase from the
calculated hourly rate of £8.28 for Junior Ranks a year earlier.

The Government announced in July 2015 that it would introduce a new National Living
Wage (NLW) on 1 April 2016. The NLW is meant to reflect the basic cost of living in

the UK, and was set at an hourly rate of £7.20 per hour for workers aged 25 and over.”
The NMW continues to apply for workers aged between 21 and 24 years. This means
that Junior Ranks on the lowest level of the pay range with an average hourly rate of
£8.31 per hour would still earn above the new NLW rate. We comment further on these
issues in Chapter 3 when we consider the New Entrants’ Rates of Pay.

As the hours worked by Service personnel vary, consideration needs to be given as to
whether it is possible for those on the lowest pay level to be earning below NMW levels
if they work significantly in excess of the average recorded hours per week. As might be
expected, the number of hours worked was much higher for those Service personnel
on overseas operations or at sea for long periods of time. Such service attracts Longer
Separation Allowance (LSA) in addition to base pay and in previous reports we have

Excessive hours defined as working 70 hours or more per week.
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commented that LSA mitigates, or removes altogether, any potential risk of an hourly
rate falling below the NMW. On reflection, we no longer consider this adjustment
appropriate; the payment of LSA is to compensate for a specific circumstance and should
not count towards the calculation of a basic rate of pay for comparison with NMW rates.
We ask MOD to take account of this revised view and report back to us for the

next pay round on the implications of current plans for the levels of the National
Minimum Wage and the National Living Wage for pay in the Armed Forces.

Leave arrangements

2.30.

2.31.

In 2015-16, Service personnel had an average Individual Leave Allowance?® (ILA)
entitlement of 51.2 days, similar to 51.1 days in 2014-15. Of this entitlement (2014-15
figures in brackets):

e 42.5 days were used (same as the previous year);
e 7.7 days were carried forward (7.6 days);
e 1.1 days were lost (1.0 days); and

e  Some element of ILA was lost by 13 per cent of Service personnel (12 per cent).

AFCAS found that 70 per cent of Service personnel were satisfied with their overall

leave entitlement, unchanged from the previous two years. Some 62 per cent were
satisfied with the amount of leave they were able to take in the previous 12 months
(same figure as the previous year); and 44 per cent of Service personnel were satisfied
with the opportunity to take leave when they wished, down slightly from 46 per cent in
2015. Data collected via the Continuous Working Patterns Survey suggested that 43 per
cent of Service personnel had to change approved periods of leave for Service reasons
compared to 45 per cent in 2014-15. It also noted that 34 per cent had to change leave
once or twice (36 per cent in 2014-15), and ten per cent had to change leave three or
more times (eight per cent in 2014-15). While we understand there are generally good
reasons for these changes, we encourage the single Services to monitor the need for such
disruption to Service personnel and their families’ lives, and minimise it in the future.

Pay comparability

2.32.

Our terms of reference require us to “have regard for the need for the pay of the Armed
Forces to be broadly comparable with pay levels in civilian life”. While it is very difficult
to find direct civilian equivalents for some military roles, we see pay comparability as
important in ensuring the Armed Forces pay enough to recruit, retain and motivate the
quality personnel they need. It is just one aspect of our overall evidence base on which to
base recommendations on remuneration for the Armed Forces, and as we stated earlier,
we make judgements based on all the evidence we receive.

Review of our approach to pay comparability

2.33.

2.34.

This year, we decided to review our approach to pay comparability. The Institute for
Employment Studies (IES) carried out research on possible different approaches on our
behalf and produced a report, A Review of Pay Comparability Methodologies.’

The IES stated in its report that undertaking a pay and reward comparability exercise

for the Armed Forces’ roles was a vital but difficult exercise, whatever methodology was
used. However, its analysis suggested to the authors that the previous methodology, in
research carried out for us in past years, had focused too much on internal job evaluation

Comprises Annual Leave Allowance, Seagoers Leave, Post Operational Leave and Authorised Absence. Does not

include rest and recuperation, re-engagement leave and relocation leave.

The report of this work is available on our website at: https://www.gov.uk/government/publications/a-review-of-

pay-comparability-methodologies
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and job matching rather than external ‘real world’ market comparisons and was too
reliant on a single data source. Consequently, IES proposed that having a stronger
external focus would appear to have benefits, if supporting recruitment and retention of
Service personnel was the key purpose of the exercise.

2.35. We have considered this research and concluded that the best way forward is to adopt
multiple approaches:

e a “light touch” annual update on broad comparators with the civilian market such
as pay settlements and annual earnings,

e a periodic comparison based on job evaluation to address roles in the Armed Forces
with no obvious civilian comparisons, and

e  specific comparisons for roles where there is some sort of civilian comparison, such
as jobs to which Service personnel commonly apply when leaving the Armed Forces.

We remain aware that the roles undertaken by the Armed Forces are not precisely
mirrored elsewhere and that any comparison needs to be carefully considered within this
context.

2.36. As a result of the IES research we are planning to cover the three strands set out in the
previous paragraph. We will continue to monitor broad pay comparators such as the
Average Weekly Earnings index and pay settlements as well as continue and extend
our yearly research on data from ASHE and on public sector graduate pay. We have not
looked at job evaluation this year, having received yearly results for some time and given
the recent extensive exercise carried out for Pay16, but plan to return to it at regular
intervals. Finally, in future years we will be considering in detail Armed Forces’ roles for
which there are relevant external comparators.

Average weekly earnings and pay settlements

2.37. Whole economy average earnings growth (including bonuses) was an annual rate of
2.3 per cent in the three months to November, having increased from 1.9 per cent at the
end of 2015. Within this, private sector earnings growth was at 3.1 per cent, while public
sector earnings growth (excluding financial services) was at 1.4 per cent. The Office for
Budget Responsibility (OBR) revised down its forecast for average earnings growth in its
November 2016 report, published alongside the Autumn Statement, in the light of lower
expected investment and productivity growth. Average earnings growth is forecast be at
2.4 per cent in 2017. This means that real earnings growth (adjusted for inflation) would
be close to zero.

2.38. Private sector pay settlement medians were at 2 per cent throughout 2016, with little
signs of upward pressure on pay bargaining, according to the main pay research
organisations.'® Forward looking surveys suggest a similar level of private sector pay
reviews in 2017, despite the pick-up in inflation.™

10 These organisations are XpertHR, Incomes Data Research and the Labour Research Department.
" CIPD and XpertHR.
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Comparisons with data from the Annual Survey of Hours and Earnings'?

2.39.

2.40.

For this year, we continued our practice of considering comparisons between
remuneration'® for Armed Forces’ personnel with their full-time civilian counterparts
using ASHE to provide an indication of the pay of broad civilian counterparts. For the first
time this year we were able to make more up-to-date comparisons as the 2016 data was
available, having been published earlier than its equivalent in previous years.

We compared the pay of Armed Forces’ personnel with their full-time civilian employee
counterparts in the same age group, as recorded in the 2016 ASHE survey data.
Comparisons with the 2016 ASHE data showed that, as military rank increases, so does
base pay (adjusted to exclude X-Factor and for pension) relative to civilian salaries. This
was true for Service personnel on all pay supplements:'

e  Looking at the minimum and maximum, a Private has an annual weekly base pay at
level 1 of £318 (all Supplements) and at level 6 it is between £419 (Supplement 1)
and £442 (Supplement 4); these compare with a civilian median of £356 for the
same age group.

e  For a Sergeant, the annual weekly base pay range between levels 1 and 6 is between
£569 and £628 for Supplement 1 and between £633 and £704 for Supplement 4;
these compare with a civilian median of £579 for the same age group.

e For an OF1 the range is between £448 and £595 weekly base pay and this compares
with a civilian median of £432 for the same age group.

Graduates in public sector professions

2.41.

We again compared Armed Forces’ graduate salaries’ for the first three years of
employment with graduates’ salaries in other public sector professions. The information
we received showed that the starting salary and early pay progression for those entering
the Armed Forces as direct entrants to the Officer cadre continued to compare favourably
with that for other public sector professions. As Table 2.1 shows, after adjustments

for both X-Factor and pensions, an Armed Forces’ Officer received higher starting pay
than a doctor, nurse, teacher or police officer but less than a fast stream civil servant.

In addition, salary progression for the Armed Forces’ Officer means that after three
years, the Armed Forces’ entrant might expect to be paid more than any of these other
professions. Direct entrant Officers are a mix of graduates and non-graduates, with both
groups demonstrating equal potential. There is no specific graduate entry scheme to the
police service. Thus the police salaries quoted in the table are paid solely on the basis of
service, regardless of educational qualifications.

OME analysis of ONS Annual Survey of Hours and Earnings (ASHE) microdata and Armed Forces’ pay data. The ASHE

results are survey estimates.

Armed Forces’ pay adjusted down to exclude X-Factor and up to reflect comparative pension value (based on the

PwC pension valuation in 2012 which varied by rank). This is the approach that we have applied in previous years.

Most Service personnel are on Supplement 2 or 3 — Supplements 1 and 4 are used simply to show the full range.

A Private on level 6 on Supplement 2 is on £428 and on Supplement 3 is £437. The range for a Sergeant on
Supplement 2 is £588 to £655, for Supplement 3 is £613 to £677.

As for our yearly ASHE comparisons, this also uses Armed Forces’ pay adjusted down to exclude X-Factor and up to

reflect the comparative value of Armed Forces’ pensions.
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Table 2.1: ‘Graduate’ pay of public sector professions in 2016*

Graduate pay after:

Graduate

starting pay 1 year 3 years
Fast-Stream Civil Servant (BIS)® £27,591 £27,897 £28,509
Armed Forces’ Officer £23,750 £28,546 £36,583
Doctord £22,862 £28,357 £32,156
Teacher® £22,467 £24,243 £28,207
NHS Nursef £21,909 £22,458 £24,304
Police officer9 £19,773 £22,896 £24,975

Notes:
@ Armed Forces’ pay adjusted for X-Factor (/1.145) and for pensions (x1.057) as for last year.

b Figures are national August 2016 salaries assuming successful performance (and that the current steps of
£306 apply in the structure this year).

¢ Assumes starting at OF1 (on pay 2000 this was Level 5), progressing after a year and then reaching OF2
after 3 years.

4 Hospital doctors in England expect to progress from Foundation Year 1 to Foundation Year 2 after one
year and then to Specialty Registrar after a second year. These figures relate to basic pay in England as
of 1 April 2016. The doctors’ pay is based on the basic pay in the pre-2016 contract, the new contract
(being introduced from October 2016) will include an increase to basic pay.

¢ Applies to teachers outside London. Recent pay reforms give schools flexibility to offer starting salaries
above the minimum quoted and to progress teachers differentially based on performance. Figures
provided are indicative and based on typical expectations for teachers starting on the minimum and
with successful appraisal outcomes in the first three years, but high performers may earn more. Rates at
1 September 2016.

f Agenda for Change England pay rates at 1 April 2016 assuming starting point as band 5 pay point 16.

9 This is the new entry pay for constables, England and Wales following the Winsor review. The entry pay
can be flexed up to £22,896 by forces if there that are local recruitment needs or the officer possesses a
policing qualification (as defined by the chief officer) or relevant experience (such as serving as a Special
Constable). If someone enters on £22,896 the pay after one and three years would be £23,931 and
£26,016 respectively. Excludes overtime payments. Rates at 1 September 2016.

Diversity and Inclusivity in the Armed Forces

2.42. We have consistently emphasised in previous Reports the importance of the Armed
Forces reflecting the society it defends and of it being able to recruit from the widest
possible pool to ensure it attracts the highest quality individuals. The Secretary of State
re-emphasised this in his oral evidence when he referred to the brightest and best of
every generation. The culture and ethos in the Armed Forces must be fair and inclusive
to facilitate the recruitment, retention and progression of individuals so they can reach
their full potential irrespective of gender, culture, race, religion, marital status or sexual
orientation. MOD recognises the need to improve the diversity and inclusivity of its
workforce and that failure to do so will seriously impact on its ability to deliver defence
outputs and to succeed nationally and internationally. It acknowledges that despite
significant efforts in this area, the demographic make-up of the Armed Forces is a
considerable way from being representative of the UK workforce.

2.43. While making up some 50 per cent of the population, MOD data for 1 April 2016 shows
women formed just over ten per cent of UK Regular Forces, around the same as the
previous year. The RAF had the largest proportion (at 14 per cent), while the Army and
the Royal Navy both had around 9 per cent. The figure was slightly higher for Reserves
with women representing just under 14 per cent of all Volunteer Reserves, a figure that
has remained stable since October 2012. While more female Service personnel left the
UK Regular Forces in the 12 months to 31 March 2016 (1,520 personnel) than joined
(1,340), retention rates have improved over the last four years.
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2.44.

2.45.

2.46.

2.47.

2.48.

Around 14 per cent of the current UK population and 22 per cent of secondary school
children are from Black, Asian and Minority Ethnic (BAME) backgrounds. BAME Service
personnel made up 7.0 per cent of the UK Regular Armed Forces on 1 April 2016, with
just under half of these being UK BAME citizens (3.3 per cent of the total). Representation
by BAME individuals in the FR20 Volunteer Reserves had increased slightly to 5.2 per cent
on 1 April 2016 (4.1 per cent were UK BAME and 1.1 per cent were non-UK BAME) from
4.9 per cent a year earlier.

The Defence Board established the Defence Diversity and Inclusivity Programme (DDIP)
in 2013, with the aim of improving the diversity and inclusivity of the military and civilian
workforce through the delivery of the revised Defence and Inclusion Strategy (published
in August 2015). We were pleased to receive a copy of the DDIP mandate from MOD
this year, which contains details of the Programmes’ objectives under the four strands

of Leadership and Culture, Recruitment, Retention/Progression, and Outreach. It also
included, for the first time, the Key Performance Indicators (KPIs) by which MOD will be
able to measure its progress against each of these strands. We expect to receive annual
updates against these KPIs to enable us to monitor developments.

MOD confirmed its commitment to meeting the recruitment target set by the previous
Prime Minister in spring 2015 that ten per cent of all recruits should be from BAME
backgrounds by 2020 (increasing to 20 per cent thereafter); and the target subsequently
set by the Minister of the Armed Forces to increase the number of female recruits to

15 per cent of all recruits by 2020. SDSR15 confirmed these targets and pledged an
additional £188 million to help meet them. Data provided by MOD show that in the

12 months to 1 April 2016, 11.3 per cent of all recruits were female and that the RAF as
a single Service has already exceeded the 15 per cent female recruitment target. Data
for the 12 months to 31 March 2016 show that 5.7 per cent of recruits are from BAME
backgrounds. So while the Armed Forces look set to meet the recruitment target for
female Service personnel, MOD admits that meeting the recruitment target for BAME
Service personnel will be far more challenging, particularly beyond 2020. The Armed
Forces will need to make a sustained effort to meet all the DDIP objectives but particularly
the outreach objective, that aims to develop better relations with, and support from, the
wide range of communities within British society. This would also support recruitment

of BAME groups from within the UK, as the current BAME targets do not distinguish
between UK and non-UK BAME groups. We believe that this distinction is not sufficiently
recognised by MOD in achieving a balanced and representative workforce.

In relation to all of its recruitment targets, MOD told us it was gathering evidence
relating to the return on investment in recruitment and best practice in other outside
organisations to help them to identify where best to direct resources. We were surprised,
however, that more work had not been carried out on research into beliefs and values
and therefore what motivates each of the constituent groups that make up BAME, as a
generic BAME approach will not be as effective as a more targeted approach. Indeed,
more focused targeting — by both BAME and gender — is likely to result in better
recruitment and retention outcomes.

Meeting the recruitment targets should over time lead to increased representation of
both BAME and female Service personnel, provided the culture and ethos facilitates

the retention and progression of these individuals. MOD’s evidence included details

of an impressive range of initiatives aimed at improving recruitment in general and at
specifically improving the recruitment and retention of both female and BAME Service
personnel. Examples include: increasing the resources in area recruitment offices for
regional recruiting and outreach work; the RAF’s ten Science, Technology, Engineering
and Mathematics (STEM) Residential Programmes that run each year for female and
BAME year 8 and 9 students to increase awareness of availability of careers in STEM
subjects in the Armed Forces; and the Army sponsored “British Army Girls” documentary
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2.50.

2.51.

2.52.

2.53.
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that followed a platoon of female recruits through their training at Pirbright. Those
aimed at increasing retention include: the Army’s launching of the Female Retention and
Progression Study and the BAME Retention and Progression Study; the establishment

of an Army Servicewoman'’s Network; the establishment of the Royal Navy’s Maternity
Divisional Officers; the Graduated Return to Work Scheme; and the Horizon 50
Leadership initiative. The RAF has its 3* Air Member for Personnel and Capability in the
role of RAF Diversity Champion and has established a network of Equality and Diversity
Advisors and Assistants who deliver diversity and inclusivity training and promote positive
and inclusive working cultures throughout the Service.

The announcement by the Prime Minister in July 2016 that, following a review, a ban
on women serving in close combat roles would be lifted, continues the trend over
recent years of more cadres being opened up to female Service personnel and is further
evidence of increasing gender equality in the Armed Forces.

MOD told us that the introduction of the flexible working trial across the Armed Forces
has proved very successful and that it will be continued and incorporated into policy
through the Flexible Engagements System (FES) strand of the People Programme. Flexible
working is intended to allow different working patterns, including variable start and
finish times, compressed hours and home working. We fully endorse the introduction of
this policy as we have consistently stated in our Reports that the introduction of flexible
working will prove invaluable in improving the recruitment and retention and therefore
progression of, not only women, but of all Service personnel with caring responsibilities.
We also recognise the benefit of Service personnel being able to temporarily adjust their
liability for deployment through FES, subject to operational requirements. The Chief of
the Defence Staff told us at oral evidence that the introduction of FES would be a “game
changer” in terms of the retention of female Service personnel. We encourage MOD and
the Services to consider any additional steps that they can take in relation to improving
the availability of reasonably priced childcare, which will also assist with the retention of
Service personnel with parental responsibilities and be welcomed by potential recruits.

The fact that Ministers and Senior Leaders from Defence have continued to play an active
role in a variety of diversity events over the last year is evidence that MOD recognises

the essential role that Senior Leadership plays in promoting diversity and inclusivity. The
crucial role of leaders in underpinning real cultural change to take place in the Armed
Forces is something we have highlighted in our last two reports. All employees should be
treated with equality, dignity and respect, and this mindset should flow throughout the
organisation.

Progress continues in terms of greater recognition of Lesbian, Gay, Bisexual and
Transgender (LGBT) Service personnel. MOD confirmed that all three Services have
introduced sexual orientation monitoring to allow them to better understand LGBT
representation within the individual Services. In June 2016, the Chief of Defence People
and the MOD Permanent Secretary both spoke at the Defence LGBT Conference about
the important role that leadership plays in creating and sustaining a diverse and inclusive
workforce. The Minister for the Armed Forces, together with over 200 Service personnel,
attended the London LGBT Pride March in 2016.

In terms of external recognition for diversity and inclusivity, we were told that the Army
was included in The Times Top 50 Employers for Women for the first time this year,

and that the Royal Navy rose to 10" place and the Army also rose 14 places to 32" in
Stonewall’s list of Top 100 Employers. The RAF was recognised for its commitment to
increasing BAME representation in the workforce through its inclusion as a finalist in the
Business in the Community Race Equality Awards 2016.



2.54. As we have said in previous reports, we understand that increasing the diversity and
inclusivity of an organisation such as the Armed Forces will take some time. MOD
acknowledges that it will take a considerable and sustained effort to achieve the vision
outlined in the DDIP. The meeting of the recruitment targets should lead gradually to
increased representation of BAME and female Service personnel. The Senior Military will
need to ensure the culture, ethos and initiatives are in place to facilitate these individuals
remaining in Service enabling them to progress through the ranks on merit.

2.55. We support the embedding of flexible and part-time working through the FES strand of
the People Programme since we have stated on many occasions that this will facilitate
the recruitment, retention, and potentially the progression, of all Service personnel with
caring responsibilities.

2.56. We recognise that the Armed Forces are making progress, have taken positive action over
a number of years, and have some encouraging initiatives in place. The increase in the
amount of external recognition the Armed Forces have received this year from Stonewall
and the media and the opening up of close combat roles to female Service personnel is
further evidence that they are embedding diversity and inclusivity in their culture. With
continued and sustained effort in this area over the next few years, they should be in a
better place to potentially meet their stated diversity objective: Defence outputs delivered
by the right mix of capable and motivated people, that appropriately represent the breadth of
society we exist to defend. We look forward to receiving regular updates from the Armed
Forces on their progress.

Reserve Forces

2.57. There has been an increased focus on Reserves over the last few years due to the ‘Whole
Force’ approach and the Future Reserves 2020 (FR20) programme. We make some
observations on Reserve Forces in this section.

2.58. SDSR15 confirmed that the Reserves would continue to play a vital role in the Armed
Forces and that the target to grow the Reserve Force to a total of 35,000 by 1 April
2019 would remain. However, a Written Ministerial Statement (WMS) published on
8 November 2016 announced slightly revised FR20 targets for 2018-19 of 35,060,
(broken down as 3,100 Maritime Reserves, 30,100 Army Reserves and 1,860 RAF
Reserves). The WMS also confirmed changes to the definition of the Army Trained
Strength (Regulars and Reserves) to include all Service personnel that have completed
Phase 1 training. It also stated that the reporting of the growth of Reserves will be based
on the trained strength profiles only.

2.59. During our visits programme this year we heard views on a range of issues both from
Reserves and about Reserves. There was still some scepticism from Regulars and Reserves
about whether the FR20 recruitment targets would be met. MOD’s written evidence
stated that there had been significant improvements in the Reserve recruiting processes
over the last year including: the introduction of streamlined, on-line application forms;
accelerated medical processes; improved communication between candidates and
recruiters to reduce the amount of time between application and enlistment; changing
the maximum and minimum ages for joining the Army Reserves; and relaxation of the
policy on tattoos.

2.60. MOD said that although recruitment remained challenging, particularly for the Army, all
three Services had met their recruitment targets for 2015-16. The trained strength of the
Reserves was 30,575 on 1 October 2016, consisting of 2,400 Maritime Reserves, 26,190
Army Reserves and 1,980 RAF Reserves. These latest staffing figures from MOD show
that the single Services are also on track to meet their individual trained staffing targets

16 Numbers do not sum due to rounding.

17



2.61.

2.62.

2.63.

2.64.

2.65.

2.66.

18

for 2016-17 but note that the overall rate at which the Reserves are growing has slowed
down in the six months from 1 April 2016 to 1 October 2016 compared to the same
period a year earlier.

The RAF has already exceeded its FR20 target but the Army still needs to recruit, train
and retain fairly large numbers of Reserves in order to meet its final target. The Chief

of Defence People told us at oral evidence that he was confident that the FR20 targets
could be achieved and that the change in the definition of the trained strength for the
Army and the large number of ex-Regulars joining the Reserves would assist with this.
MOD stated that the External Scrutiny Team Report, submitted to the Secretary of State
for Defence in June 2016, “expresses increased confidence that FR20 will be substantially
achieved”.

MOD told us that the number of Reserves deployed in 2015-16 had reduced to 734,
from 1,013 the previous year. This was due to a reduction in the number of larger scale
combat operations involving the UK. New powers under the Defence Reform Act of
2014 continued to allow Reserves to be deployed on a wider range of military tasks and
operations. Reserves played a leading role in the support of operations to combat the
Ebola outbreak in Sierra Leone, in support of the counter-Daesh operation, and a Reserve
Battalion was scheduled to lead a deployment to Cyprus at the end of 2016.

During this round we endorsed a proposal from MOD to broaden the eligibility of the
Army Reserves Commitment Bonus to ex-Regular Professionally Qualified Officers at OF3
and OF4 who join the Army Medical Services and the Royal Army Chaplains’ Department
of the Army Reserves. Further details on this can be found in Chapter 3. Some Reserves
told us that they thought the recruitment of too many ex-Regulars was not necessarily

a positive step as this could change the overall culture of the Reserves, could lead to
shortages in the Regulars, and could block promotion opportunities for less experienced
Reserves.

In its evidence to us this year, MOD again emphasised the recent improvements that
had been made to the Reserves offer. These include: entitlement to paid annual leave
from 1 April 2013; membership of the Armed Forces Pension Scheme 2015 from 1 April
2015; accredited training and access to Standard Learning Credits; improved access to
occupational health checks; improved access to welfare support; and eligibility to hold a
Forces Railcard from July 2014.

To support the changes to the offer, MOD told us there had also been improvements

in the relationship between MOD and employers, including the establishment of the
Defence Relationship Management team which provides a single point of contact within
Defence for employers to use. Financial incentives are payable to small and medium
sized businesses and the Armed Forces Covenant has now been signed by over 1,000
employers. MOD said that this year’s results from the annual Employers Survey showed
improvements compared to last year, with 89 per cent of employers being supportive of
their employees serving as Reserves (up from 80 per cent) and 45 per cent of employers
being likely to encourage other employees to serve as Reserves (up from 22 per cent).

Longer serving Reserves we met with on visits were on the whole appreciative of the
improvements to their terms and conditions. However, one of the most frequent
complaints we heard again this year, particularly for those on Full Time Reserve Service
(FTRS), was that they did not qualify for military medical and dental care. Many felt that
taking time off work to travel to civilian medical and dental facilities was an inefficient

use of time particularly if there was spare capacity within the military facilities. Some on
FTRS contracts thought it was unfair that their pension from serving as a Regular was
abated when they re-joined as a Reserve. Others pointed out that Reserves were expected
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to leave the Service at age 55 but that AFPS15 did not pay out until age 60 and asked if
there were plans to change terms and conditions to reflect this. It was pointed out that in
practice most contracts could be extended if required.

Part-time Volunteer Reserves we met with in Northern Ireland thought it unfair that they
only received payment of the Northern Ireland Residents Supplement (NIRS) on a pro-
rata basis for the days they trained/worked. They argued that by serving as a Reserve
they, and their families, were at an increased risk due to the security situation, 365

days a year. They also said they were more exposed than Regulars as they lived in local
communities rather than on a Service base. We mention this issue in Chapter 3 when
we discuss the biannual review of NIRS. We have asked MOD to consider this in its
evidence to us for the next review of NIRS in 2018-19.

In our last two reports we have highlighted the issues that Reserves have experienced
with HM Revenue and Customs (HMRC) when trying to sort out issues with their tax
codes, particularly as a result of being mobilised or when combining civilian and military
salaries. Our suggestion that HMRC should set up a dedicated help-line for Reserves was
discussed but not taken up. We were however reassured that a more responsive approach
to tax coding for Reserves had been adopted and that advice to civilian employers

had been updated and published on-line. We were disappointed, therefore, to receive
feedback from Reserves suggesting that the promised improvements in procedures had
not been realised and many were still encountering the same problems in relation to their
tax codes. We ask that MOD take action to review and improve the communication
of the procedures and we will continue to seek feedback from both Reserves and
the chain of command on this issue.

We were told that it was becoming increasingly difficult to fill London FTRS positions
as these Service personnel did not qualify for Recruitment and Retention Allowance
(London) and were not entitled to the accommodation offer, but were still expected
to be on short periods of notice to move. There still appeared to be issues with some
Reserves, particularly those in London and Northern Ireland, being asked to operate at
higher levels of commitment than they had been employed for. The importance of the
appropriate use of FTRS contracts is an issue that we have raised in our last two reports
which we believe needs addressing.

Other issues raised by Reserves on visits this year included: the lack of access to medical
support (following immediate treatment) or sick pay if they were injured on training or
deployment, particularly for those that ran their own businesses; the lack of availability of
facilities (including catering) and equipment at bases used for training at the weekends;
and the lack of local support to sort out pay and expenses issues.

Medical Reserves raised the issue of maintaining clinical capability for those that did not
have medical day jobs and some units were paying for individuals to work one day a
week at NHS Trusts to ensure they were kept fully trained and deployable. Relationships
with NHS Trusts varied, with many Reserves increasingly being expected to take

their annual leave in order to complete their annual summer camp training, a trend
highlighted in our previous two reports.

We received results from the third tri-Service Reserves Continuous Attitude Survey
(ResCAS), which was carried out between January and March 2016. The ResCAS was
open to all Reserves and there was a response rate of 34 per cent (5,713 returns). The
response rates and results were very similar to last year (figures in brackets) and the main
points included:

. 77 (77) per cent were satisfied with Reserve life in general and 81 (80) per cent said
they felt motivated to do the best job they could for the Reserves;
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e 32 (30) per cent felt valued by Regulars while 49 (50) per cent felt valued by society
in general;

e 73 (70) per cent of those employed said their employers supported their service;

e 51 (54) per cent were satisfied with pay, 70 (72) per cent were satisfied with the
annual bounty but only 46 (45) per cent were satisfied with the expense allowances.

2.73. ltis concerning that the results of ResCAS show only 32 per cent of Reserves felt valued
by Regulars. Scepticism about how embedded the “Whole Force” approach is in the
Armed Forces was raised by Reserves on visits this year. MOD highlights the findings
of the 2016 External Scrutiny Team’s Report which emphasises that one of the main
challenges will be overcoming cultural resistance to the changes being made. The Head
of the Reserve Forces and Cadets told us, however, that the reality was that many Service
personnel could not tell the difference between Reserves and Regulars, particularly
when used on operations. MOD also envisages that the introduction of the Flexible
Engagements System will result in a fundamental change in the terms under which all
Service personnel serve. In addition the ability to move between a range of different
commitment types, and to move between Regular and Reserve Service will break down
any existing barriers between the two.

2.74. We will continue to monitor developments in relation to Reserves’ terms and conditions
and the issues affecting them that impact on recruitment, retention and morale, and ask
MOD to keep us informed.

Overseas service

2.75. During our visit programme, we met with Service personnel who are stationed overseas.
The feedback we received from those visits highlighted a number of irritants with
the current package, but the main ones were that: overseas service was not seen as
particularly valued by senior management, and could be potentially career limiting
rather than career enhancing; there was little flexibility in the financial support available,
with some families being ‘out of pocket’; and local commanders had little flexibility
to interpret policy pragmatically on issues such as housing allocation or the amounts
available for different elements of the package (such as white goods and linens), without
having to produce business cases in each and every situation.

2.76. We acknowledge that there have been some improvements in the overseas package, such
as the increase in the number of return flights for schoolchildren each year. However,
given what we picked up during our visits, we consider it important that the overall
package is appropriate, balanced and sufficiently attractive to ensure that the right and
best people will want to take up overseas assignments and can operate optimally. We
were told by the Secretary of State during oral evidence that the package is reviewed
regularly, so we hope that our observations from our visits can help to address any
shortcomings with the current package. We look forward to further updates on any
changes.
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Chapter 3
PAY AND ALLOWANCES

We recommend that (from 1 April 2017 unless otherwise stated):

Rates of base pay be increased by one per cent.

MOD provide us with specific proposals for engineers for the next pay
round, appropriate to each of the Services and proportionate to the scale of
the problem both within the Services and nationally.

A separate Officer Aircrew and Army Non-Commissioned Officer (NCO)

Pilot Recruitment and Retention Payment (RRP) (Flying) spine is established
with a single level Tier One Rate and a seven level Tier Two Rate, with Tier
One being £4,000 per annum starting six years from the commencement of
Phase Il flying training and a tapered Tier Two Rate of £13,250 per annum
increasing to a maximum of £19,200, commencing six years from completion
of the individuals’ Operational Conversion Unit.

A Retention Payment of £70,000 (pre-tax) is paid to Officer Aircrew seven
years from the end of the Operational Conversion Unit, which is one year
after the end of the Initial Training Return of Service and at the 40/20 point
for NCO pilots. The Retention Payment attracts a six year Return of Service.

Senior Officer entitlement and tapering of RRP (Flying) remains unchanged
at OF4-6 and the rates increased by one per cent.

RRP (Parachute Jumping Instructor) remains at current rates.

The Continuous Career Basis, Non-Continuous Career Basis and the Joint Air
Delivery Test and Evaluation Supplement Pay for RRP (Parachute Jumping
Instructor) remains at the current rate of £3.68.

The overall RRP (Mountain Leader) construct be retained and remain at
current rates but payment of RRP (Mountain Leader) (Initial) no longer be
backdated to the beginning of the ML2 course.

RRP (Weapons Engineering Submariner)(WESM) be implemented for ratings
in the Royal Navy’s WESM branch (Strategic Weapons Systems and Tactical
Weapons Systems).

Other RRP rates be increased by one per cent.

MOD provides detailed consideration for the next round of how they will
review RRPs to ensure they remain appropriate in relation to Pay16, and to
adopt a consistent approach to the routine review of RRPs in future with a
greater focus on measures of success.

Full reviews of RRP (Flying Crew); RRP (Hydrographic); RRP (Parachute);
RRP (Special Communications); RRP (Special Intelligence); and RRP (Special
Reconnaissance Regiment) be conducted next year.

The Northern Ireland Residents’ Supplement be increased by one per cent.

Pay arrangements for pre-career (OF0) feeder groups (University Cadets,
Army Gap Year Commissions and University Cadet Entrants) be harmonised
as part of housekeeping resulting from the transition to Pay16 with the
creation of a new OFO pay scale.

The next review of New Entrants’ Rates of Pay (NERP) be determined by
MOD'’s ongoing monitoring of inflow and survey data.

All rates of compensatory allowances not reviewed separately, and the
Reserves’ Bounties, be increased by one per cent.
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This chapter sets out (i) our recommendations on the overall pay award and allowances
for the Armed Forces, (ii) our recommendations on Recruitment and Retention Payments
(RRPs), and (iii) our recommendations arising from reviews of a number of targeted
measures and specific groups. It also records our views on financial incentives that were
considered outside the main pay round and offers our views on the new Armed Forces’
pay structure, Pay16, that was introduced on 1 April 2016.

In line with its pay policy announced in the Budget of July 2015, the Government said
that it would fund public sector workforces for a pay award of an average of one per cent
a year for four years from 2016-17. This report therefore covers the second year of that
policy, which follows previous public sector pay restraint policies in effect since 2011-12.
We commented last year that we were concerned about the sustainability of the current
ongoing pay restraint policy, and that continues to be our view, particularly given the
developments in the private sector.

We have considered all the relevant evidence available to us. We have taken full account
of MOD's affordability constraints and the Government'’s wider evidence on the
economy and public sector pay restraint. We have considered recruitment and retention
evidence, motivation and pay comparability, adhering to our terms of reference. We also
considered evidence from the Service Families’ Federations (SFFs), and views obtained
first hand from Service personnel and their families on our visits. We reached our
recommendation on the overall pay award after assessing all the various and competing
arguments.

Targeted measures are used in the military pay system when required to support
recruitment and retention, particularly where there are staffing pressures. Each year we
look at specific compensatory allowances, pay arrangements and Financial Retention
Incentives (FRIs) for the relevant groups. Our consideration of RRP allows specific RRP-
earning cadres to be reviewed when necessary rather than reviewing them on a fixed
timetable.

Whilst we were expecting to review RRP (Special Forces), RRP (Special Forces
Communications) and RRP (Special Reconnaissance Regiment) this year, MOD told

us that it was not ready to provide us with the evidence to enable us to undertake

such reviews. It said that next year we would review the following categories of RRP:
Flying Crew; Hydrographic; Parachute; Special Communications; Special Intelligence;
and Special Reconnaissance Regiment. Reviews of Special Forces and Special Forces
Communication would take place in the subsequent year. We ask that MOD keeps us
closely engaged on the timing of RRP reviews, as we are concerned that any delays could
compromise our ability to make effective recommendations. RRPs should be reviewed
on the basis of operational requirement rather than financial constraint. MOD should
also consider the timing of reviews of related RRPs, as there are clear benefits in taking a
holistic approach.

In this report, we comment on the delayed review of engineering remuneration and
consider RRP (Flying), RRP (Mountain Leader), RRP (Parachute Jumping Instructor) and

a new RRP (Weapons Engineering Submariner). In addition, our report includes our
consideration of New Entrants’ Rates of Pay, the Northern Ireland Residents’ Supplement
and Non-pay benefits. We also report on measures we endorsed outside our usual round.

A new pay structure for Armed Forces’ personnel, Pay16, was introduced on 1 April 2016.
Service personnel gave us feedback on Pay16 during our visit programme and we offer
our views at the end of this chapter.



3.8.

Base

3.9.

3.10.

3.11.

3.12.

3.13.

MOD told us that its Joint Personnel Administration (JPA) system that administers pay
and allowances was due for a Technical Refresh next year to provide an upgrade to the
hardware and software that operates the HR system and payroll. We have previously
voiced our frustration with JPA and its inability to implement our recommendations from
the April following our reports. We expect MOD to ensure that our recommendations
are implemented on the date that we intend them to take effect and ask that the
Refresh take this into account.

pay: the evidence

In keeping with our terms of reference, we took account of the usual wide range of
evidence before reaching our recommendation on base pay. We considered evidence
from MOD, including the Government’s evidence on the economy and on affordability,
the results of the Continuous Attitude Survey, views obtained first hand from our visits,
and evidence on pay comparability produced for us by OME. We summarise the evidence
below.

The Chief Secretary to the Treasury (CST) wrote to us on 13 July 2016 (Appendix 6)
stating that the fiscal context remained very challenging following the outcome of the
EU referendum vote, and that the Government’s public sector pay policy as set out in
the Budget of July 2015, and reaffirmed in the Autumn Statement of 2015, remained in
place. The letter said that this policy was intended to enable prudent long-term planning
while protecting jobs and that public sector workforces would be funded for pay awards
of an average of one per cent per year, up to 2019-20. The CST said that he expected to
see targeted pay awards in order to support the continued delivery of public services and
to address recruitment and retention pressures, with no expectation that every worker
would receive a one per cent pay award.

Our remit letter of 10 August 2016 from the Secretary of State for Defence (Appendix 6)
followed up on the letter from the CST, restating the Government’s position. The letter
said that MOD was continuing to develop its understanding of some of the key areas of
concern, particularly the engineering and aviation cadres and that it intended to bring
forward some specific proposals for our consideration this year. It also referred to ongoing
work on the People Change Programme that it said would continue to modernise the
offer for Service personnel in support of 21 century lifestyles whilst preserving the
specific elements that reflected the unique demands imposed upon the Armed Forces.

MOD said that, with Pay16 in its first year and with significant numbers of Service
personnel under pay protection, it considered that the available base pay award should
not be further targeted at particular groups. Targeting is already delivered by the
structure of the system and via RRPs and FRIs. MOD said that Pay16 had increased pay
differentiation by design and therefore a uniform percentage pay award would reinforce
that differentiation. It said that further differentiation would be a further risk to retention
amongst a workforce who continued to perceive a declining and fragile offer. MOD's
view was that headline pay recommendations for this year should continue to be made
on the basis of equal distribution of available resources across the whole workforce, and
invited us to recommend a one per cent uniform increase to basic pay across the ranks,
with compensatory allowances raised in line with the main pay award. It added that,
within a constrained pay environment, targeted measures such as RRPs and FRIs would
still be needed to counter external labour market pressures affecting particular groups.

MOD said that operational commitments remained high, and the Service continued to
restructure. The picture on staffing was that the Armed Forces remained below manning
balance, but that the deficit had reduced compared to last year as the Army and RAF
liabilities had reduced, although the Naval Service deficit had worsened slightly. Meeting
future recruitment targets was said to continue to be challenging, a view reinforced by
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3.14.

3.15.

3.16.

the Secretary of State during oral evidence. Voluntary outflow (VO) remained towards
the high end of historic levels, and there was particular concern over some key cadres,
including engineering and aviation. Survey data showed an increase in working hours,
but a decrease in the number rating their workload as being too high.

Results from the 2016 Armed Forces Continuous Attitude Survey (AFCAS) showed
(compared to last year) small decreases in satisfaction with basic pay and allowances, a
small but significant decrease in satisfaction with pension benefits, and a small increase
in satisfaction with X-Factor. Satisfaction with RRP remained unchanged. The most
notable changes recorded by AFCAS were that Service personnel’s views significantly
worsened by five to seven percentage points on accommodation, in terms of standard,
value for money and the response to and quality of maintenance and repairs. We address
accommodation in detail in Chapter 4. Further details on the results from AFCAS can be
found in Appendix 5.

A common theme from our visits was that the one per cent basic pay award for 2016-17
was not perceived as an increase as it coincided with increases in National Insurance,
changes in tax credits and CAAS increases (the ‘perfect storm’) that left a number

of Service personnel seeing a reduction in take home pay. Some Service personnel
questioned our independence and others thought that affordability ‘trumped’ any other
evidence and commented on the inevitability of the one per cent outcome, as they saw
it. Many Service personnel focused on pensions, feeling that the Armed Forces Pension
Scheme 15 (AFPS15) was worse than its predecessor and resented that it had been
imposed without any choice (as there had been with previous schemes); they also noted
that pension increases were now linked to the Consumer Prices Index, not the Retail
Prices Index. Some Service personnel commented that the pension was inadequate and
that staff would need to have a second career later in life; and many Service personnel
expressed concern that the pension scheme could be further eroded in future years.

We outlined in Chapter 2 the evidence we considered on pay comparability, including
results from the Annual Survey of Hours and Earnings, graduate pay and public sector
pay. The evidence suggests that base pay for the Armed Forces remains broadly
comparable with civilian pay, in both the public and private sectors.

Comment and Recommendation

3.17.

3.18.

24

In previous reports, we have welcomed key aspects of the new Pay16 system. We were
pleased that its trade supplement structure increased pay differentiation in a targeted
manner, while retaining incremental progression for Service personnel, which we
consider an important part of the overall offer. We noted that additional targeted pay
interventions can be appropriately provided through RRPs and FRIs, and indeed we have
seen and commented on several such proposals from MOD during the course of last year.
Given the scale and complexity, we consider that MOD has done a good job in creating
and introducing a pay system that strikes a balance between more flexibility for the
employer with security and predictability for Service personnel. However, we want MOD
to continue to deal with any anomalies that are identified in a timely manner.

It is implicit in the Pay16 model that we should consider basic pay separately from
targeted measures such as RRPs and FRIs. It is explicit in our terms of reference that we
should consider the funds available to the MOD alongside the need for the Armed Forces
pay to be broadly comparable with pay levels in civilian life. In reaching our decision on
basic pay, we have looked at the latest data on the cost of living, and on pay settlements
more generally. We have disregarded changes in taxation or National Insurance, since
these are government decisions that affect the whole UK workforce, but have taken into
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account incremental progression and the continuing value of the Armed Forces’ non-
contributory pension scheme, which despite recent changes, offers significantly better
benefits than are generally available elsewhere both in the public and private sectors.

3.19. VO rates remain at historically high levels with particular areas of concern in specific
cadres like engineering and aviation. Compared to the position last year, there is evidence
of rising inflation, and growth in average pay across the economy. We considered
whether MOD'’s proposals would be sufficient, in that context. However, the economic
picture remains very uncertain. We also noted the government’s position on affordability.
However, we were concerned by the levels of morale we encountered during our visit
programme. On balance, we conclude that the evidence still justifies a one per cent
across the board increase in base pay, as a general uplift for all Service personnel. Given
the vital need for the Services to recruit and retain personnel with particular skills, and the
high demand for such skills in the wider labour market, we would expect that targeted
allowances will also continue to be required; the position on engineers is particularly
challenging, and we discuss this further below.

3.20. Looking forward, some forecasts for pay in the wider economy, and for inflation,
suggest there could be rapid increases. Clearly, if these did materialise, and there was
consequential pressure on Service recruitment, retention and motivation, we would need
to consider what pay response was needed. However, at present this question remains
theoretical. We will continue to look at the evidence year by year, in line with our terms
of reference, and make recommendations accordingly.

Recommendation 1: We recommend that rates of base pay be increased by
one per cent from 1 April 2017.

3.21. Itis now the case that some longer serving Service personnel will have experienced
three different pension schemes; we believe that their complaints and views, highlighted
during our visits, are having a corrosive effect on junior ranks. This is a considerable
issue of concern for us, given that we still regard the Armed Forces’ pension scheme as
a very good one, and we would be disappointed if Service personnel thought that not
to be the case. There is also an issue with the presentation, quality and accuracy of the
individual pension statements available to Service personnel. Whilst we acknowledge
that MOD has been making efforts to provide better information on pensions, it should
do more to improve the communication of pension benefits — both absolute and relative
to those available in the outside world — as part of the overall employment package.
Properly communicated, this has the potential to provide significant retention benefits for
relatively little cost, and underlines our belief that the current pension scheme remains
one of the best available.

Defence Engineer Remuneration Review

3.22. The Armed Forces are experiencing significant problems in both recruiting and retaining
sufficient numbers of engineers for both officers and other ranks (ORs). In an Information
Note, MOD said that it was operating in an increasingly competitive market given the
overall skills shortage with national infrastructure projects acting as a particular ‘pull’
on these highly trained and skilled individuals. At January 2016, the overall deficit of
engineers was 2,310 (4.9 per cent), but this masked specific cadres with deficits as high
as 14.7 per cent and some unsustainable VO rates as high as nine per cent. Engineering
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groups also make up a significant number of the groups formally defined as Operational
and Manning Pinch Points:' the Army has 20; the RAF has five; and the Royal Navy has
five, all assessed as having a significant impact on operations.

3.23. The Defence Engineer Remuneration Review (DERR) was established to look at the offer
to engineers and propose both remunerative and non-remunerative measures that could
be applied to address the issues associated with their recruitment and retention. Whilst
the intention had been to provide us with a paper of evidence this year with specific
proposals to consider, the MOD said that the review had uncovered a level of complexity
requiring further analysis. It said that the delay in providing firm recommendations
had not been due to a lack of resolve by the single Services, but noted that the DERR
had to take place alongside a number of competing pay round proposals, all set within
a constrained pay budget. The importance placed on addressing engineering was
reinforced throughout our oral evidence sessions, including by the Secretary of State.

3.24. We met with members of the Defence Engineering Team. They described the work
undertaken to date on the DERR and set out a number of proposals that were under
consideration. The Team also pointed to some early success it had achieved in obtaining
authority for some engineers to have their professional fees reimbursed, which had been
well received by those concerned.

3.25. Itis clear to us that the state of engineering recruitment and retention is critical. We
welcome the work of the Defence Engineering Team to date and its success in having
professional body fees reimbursed. We also recognise the constraints that public sector
pay policy puts on MOD. Nevertheless, it is very disappointing that MOD has not been
able yet to present, for our consideration, specific proposals to tackle the issue.

3.26. We expect MOD to provide us with specific proposals no later than next year and
recommend that it do so. We also note that, given the recruitment and retention
challenges for this group, and the persistent shortage of engineering skills in the external
market, it seems likely that, alongside other initiatives, bespoke pay solutions will be
needed for these cadres. In the circumstances MOD should give consideration to a
separate pay scale for engineers. It should also consider whether a common approach
across the military should be the objective; pay arrangements may need to be tailored to
meet the individual requirements of the three Services. MOD’s proposals will therefore
need to be appropriate to each of the Services and proportionate to the scale of the
problem both within the Services and nationally.

3.27. Our terms of reference direct us to have regard to the requirement on the MOD to meet
the output targets for the delivery of departmental services. Given the extent of the
threat to Defence — for example, ships may not be able to put to sea - radical measures
may be necessary to confront the engineering problem. We will be undertaking our
own comparability studies to help identify the most severe pressure points within the
engineering cadre and recommend any appropriate action.

Recommendation 2: We recommend that MOD provide us with specific proposals
for engineers for the next pay round, appropriate to each of the Services and
proportionate to the scale of the problem both within the Services and nationally.

Recruitment and Retention Payments

3.28. RRP is paid to specific groups where there are long-standing recruitment and retention
issues involving difficulties inherent to some cadres/trades or an external market
competitive pressure on a particular group, but where MOD does not consider a

An Operational Pinch Point (OPP) is a branch specialisation or area of expertise where the shortfall in trained strength
is such that it has a potentially detrimental impact on operational effectiveness. A Manning Pinch Point is at an
earlier stage than an OPP - it has affected the branch structure and will take a number of recruitment and retention
measures to rectify it.
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3.29.

3.30.

3.31.

3.32.

3.33.

bespoke pay spine? is warranted. The three bases for the payment of RRP are: Continuous
Career Basis (CCB); Non-Continuous Basis (NCB); and Completion of Task Basis (CTB).?
In April 2016, there were 16 different categories of RRP, costing around £107m per year.
There were 17,582 RRP payments made in April 2016, although the number of Service
personnel who receive RRP will be lower, as some receive more than one category.

MOD uses other forms of targeted remuneration alongside RRP, judging which type of
payment to use in what circumstance by considering duration, coverage, affordability,
comparable groups, and the particular recruitment and retention issue. Golden Hellos

are sometimes used to encourage recruitment into certain specialisations; and FRIs are
shorter-term measures aimed at addressing staffing shortfalls in key skill groups (including
those identified as Operational Pinch Points) by encouraging existing personnel to remain
within the Armed Forces for a set return of service. In our examination of the evidence
over the years, we have noted that many of the skills shortages were identified well
before action was proposed. We have commented previously, but it bears repeating, that
we believe MOD should be more proactive in preparing proposals to address such issues
before they require emergency action in response to a crisis in a particular group.

We continued with our revised approach for reviewing RRP this year, whereby each RRP
category is subject to an annual review where the analysis is focused on key manning
data such as strengths, requirements, inflow and outflow. The annual review of RRP
categories informs recommendations on the levels of RRP and when each category
should next be given a full review. Whilst the evidence on RRP has improved in recent
years, we expect to see continued improvement year on year. In their annual reviews,
we would ask that MOD uses a consistent methodology for considering the case for
RRP, and that the overview includes analysis of the sustainability of RRP and in each case
whether RRP is considered to be delivering the desired outcome and if its continuance
can be justified. We welcome the fact that following the introduction of Pay16 and trade
supplements, MOD is to review the overall framework for RRP to ensure its ongoing
coherence and we look forward to receiving further evidence for the next round.

For most rates of RRP, MOD proposed an increase up to the level of the pay award. In
accordance with the revised approach to reviewing RRP, MOD proposed no increase in
the rate for two cadres: Mountain Leaders (ML); and Parachute Jumping Instructors (PI).
Both of these groups had full reviews this year and we consider them both later in this
Chapter, along with the full review of RRP (Flying) (RRP(F)) and the case for a new RRP for
Weapons Engineering Submariners (RRP(WESM)).

Our 2016 Report recorded our expectation that this year we would review RRP for
Special Forces, Special Forces Communications and Special Reconnaissance Regiment.
However, MOD did not provide full reviews for any of these three groups this year. For
the next round, MOD told us that full reviews would be carried out for: Flying Crew;
Hydrographic; Parachute; Special Communications; Special Intelligence; and Special
Reconnaissance Regiment.

MOD continued to monitor the payment of RRP to Service personnel at OF5 and
above. It restated its belief that a single policy for rank cut-off or payment basis was
inappropriate and that future arrangements, including the application of tapering
arrangements if relevant, would be considered as part of the full future reviews of RRP.

2 Bespoke pay spines provide a long-term solution for groups with different career progression to the mainstream (such
as Pilots or Chaplains) or who have pay aligned with direct comparator groups (such as Nurses).

3 CccBis paid where the specialism is fundamental to the core role of the individual, and will remain so for the duration
of their career providing they remain qualified for the relevant RRP. NCB is paid where the specialism is a secondary
skill for the individual, but is a core task within the unit in which the qualifying post has been established. Individuals
move in and out of the unit/post in question and, providing they are qualified, while in a qualifying post they receive
RRP. CTB is paid where the specialism is a secondary skill for the individual, and is an occasional task undertaken in
support of the unit within whose role the use of the specialism is required. Individuals will be paid RRP only for those
days for which they are undertaking RRP duties.
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3.34.

3.35.

Flying represented the largest proportion of RRP recipients at OF5 or above, accounting
for 79 per cent of the total. Overall, the annual cost of RRP for OF5 and above was
£2.153 million.

MOD updated us with developments related to the impact of cuts imposed by the 2010
Strategic Defence and Security Review (SDSR) on RRP. The cuts mean that when an
individual applies voluntarily to terminate their service, entitlement to all forms of RRP
ceases from the date of their application being approved. In our view, this policy seems
unjustified for certain groups such as submariners who will still be required to be at sea
after having given notice. This issue continues to impact morale and retention negatively,
particularly among those who have served a full career or are on career extensions, and
are expected to serve this notice without receiving any RRP. We were disappointed to
be told in evidence that there were no plans to further review the policy at this
time; we believe this to be misconceived and wholly unjustified and it should be
given further consideration. On Reserve Banding arrangements, MOD said that the
current system covered three years, where a rate of 100 per cent of RRP was paid for the
first two years and 50 per cent in year three. However, as a result of average assignment
lengths beings greater than three years, it had agreed that the policy needed reviewing.
It said that any changes needed to be consistent with Pay16, and that it would submit
evidence to us for our next review. We look forward to receiving it.

Given the evidence presented by MOD and that gathered during our visits on RRP
overall, and each of the individual cadres, we are content to endorse the proposal to
uplift most rates of RRP by the level of the pay award, unless specified separately.

RRP (Flying)

3.36.

3.37.

3.38.

RRP(F) is paid to pilots and some aircrew in all three Services in recognition of the
competition for this cadre from external employers. It is paid at levels that vary by rank
and length of service as set out in Appendix 2.

MOD told us that prior to the introduction of the 2015 SDSR, the majority of non-
commissioned aircrew cadres were broadly in staffing balance, but that SDSR15 had
increased the requirement for Combat Air, Intelligence, Surveillance, Target Acquisition
and Reconnaissance (ISTAR) and Remotely Piloted Aircraft Systems (RPAS) capability.

It said that junior officer and Army Non-Commissioned Officer (NCO) pilots were of
critical concern, with deficits increasing across all three Services. MOD said that numbers
could not easily be increased via the training pipeline as doing so would divert current
pilots away from operations and exacerbate the current short-term problem, and it took
four to five years before an individual graduated from an Operational Conversion Unit*
(OCU). The civil aviation industry was said to be in a period of considerable growth with
widespread job opportunities for pilots, offering attractive remunerative packages when
set against the military comparator.

MOD'’s review of RRP(F) considered four main areas: non-commissioned aircrew; ground
branch personnel; officer aircrew and Army NCO pilots; and senior officers.

o For non-commissioned aircrew, MOD considered the commencement of the
initial rate of RRP(F), banding periods and the value of rates, but concluded that
the current structure was fit for purpose without alteration, but that it would be
re-examined in the next annual review.

e  For ground branch personnel, MOD said that RRP(F) was targeted correctly and
achieved an appropriate level of cost effectiveness, but that a separate review into
the recruitment, training and sustainment of the cadre would be prepared for the
2017 review.

4 Operation Conversion Units are training units that prepare aircrew for operations on a particular type or types of
aircraft or roles.

28



3.39.

3.40.

3.41.

3.42.

e  For officer aircrew and Army NCO pilots, MOD put forward proposals to re-profile
RRP(F) to target critical exit spikes: the end of initial training Return of Service; and
individuals in their mid-40s. It proposed tackling the latter by increasing RRP(F)
incrementally year on year once an individual was in receipt of the Tier Two Rate
to a maximum of £19,200 per annum. MOD also proposed the introduction of
a Retention Payment of £70,000 to officer pilots seven years from the end of the
OCU, with a six year Return of Service.

e  For senior officer aircrew, MOD considered entitlement and tapering, noted that
the OF4-6 cadre is largely in manning balance, and recommended no change to
RRP(F).

During oral evidence, we explored MOD's proposals on RRP(F) further. We were told that
work was underway to try and widen the training pipeline to deliver more pilots, but that
this was problematical as it involved taking experienced pilots away from the front-line.
One of the suggestions put forward to us during our visit programme that could help
with retention was for the MOD to provide a managed pathway for pilots to be able to
obtain a civilian pilot’s license, although this too had problems associated with diluting
the front-line. We also asked about whether the proposals for RRP(F) had any success
criteria attached to them to enable us to assess them appropriately in future years. Whilst
the proposals did include a reference to a 20 per cent improvement in retention, MOD
said that it was difficult to set out clear success criteria, as any change in retention rates
could also be a result of factors other than changes to RRP(F). This is reasonable in itself,
but there does have to be an assessment of whether the changes to RRP(F) represent
value for money. We also questioned whether the Retention Payment of £70,000 would
be sufficient: MOD said that it would be prepared to review the situation, should it prove
necessary. We noted that the scope of RRP(F) did not allow any consideration of Remotely
Piloted Aircraft Systems (RPAS) but we are aware from our visits that this related cadre is
also under great pressure.

Our concerns over the risk that the 20 per cent improvement in retention would not

be achieved by the proposed changes to RRP(F) were further increased by the evidence
from MOD that the overall shortfall beyond 2020 in the pilot cadre would remain in
excess of 20 per cent (against commitment) and at a considerably higher level in the
Fast Jet (F]) cadre. Given the considerable investment in pilot training and development
generally, and the FJ cadre in particular, MOD may need to adopt a more radical and
targeted approach in order to close this long running shortfall which has a direct impact
on defence capability. Given the duration of the current situation, it cannot afford to be
complacent in this area.

On balance, we are content to support MOD'’s proposals for RRP(F). We agree that the
proposals on re-profiling RRP(F) to target exit spikes are sensible, and such a proposal
received broad support during our visit programme. The proposals we are endorsing

are for the establishment of a separate Officer Aircrew and Army NCO Pilot RRP(F)

spine with a single level Tier One Rate of £4,000 per annum starting six years from the
commencement of Phase Il flying training and a seven level Tier Two Rate of £13,250 per
annum increasing to a maximum of £19,200, commencing six years from completion

of the individuals’ Operational Conversion Unit. In addition, a Retention Payment of
£70,000 (pre-tax) should be paid to Officer Aircrew seven years from the end of the
Operational Conversion Unit, which is one year after the end of the Initial Training Return
of Service and at the 40/20 point for NCO pilots. The Retention Payment attracts a six
year Return of Service. Finally, Senior Officer entitlement and tapering of RRP(F) remains
unchanged at OF4-6 and the rates increased by one per cent.

It will be important for MOD to continue to both explore ways of widening and
shortening the training pipeline and to consider whether there could be other ways of
improving retention, such as the suggestion put forward on providing access to civilian
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licenses. We welcome the fact that MOD will return to us if the Retention Payment
needs further review and encourage it to do so at the earliest opportunity should it be
necessary. Whilst we acknowledge, of course, that there are also affordability issues, we
consider it vital that MOD comes forward with more radical proposals if there is a risk to
Defence outputs.

RRP (Parachute Jumping Instructor)

3.43.

3.44.

3.45.

3.46.

3.47.

3.48.
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We last carried out a full review of RRP(PJI) for our 2014 Report. Our recommendations
then changed RRP(PJI) for those at OR4 and above from a career continuous basis, to

a non-continuous basis; and left the rates of RRP unchanged. We also recommended
that RRP(PJI) should remain at existing rates in our 2015 and 2016 Reports. Currently,
RRP(PJI) is paid at two rates: a Lower Rate (£7.95 per day) during the first eight years of
continuous PJl duty; and a Higher Rate (£11.64 per day) thereafter. Qualified PJIs posted
to the Parachute Testing and Trials of the Joint Air Delivery Test and Evaluation Unit also
receive Supplement Pay (£3.68 per day).

PJIs perform an essential role training approximately 3,000 Service personnel to
undertake military parachute descents. The need to become and remain competent
across a diverse mix of parachuting configurations has increased the demands placed on
PJIs, along with the need to conduct trials and testing of new parachute equipment.

MOD provided evidence that showed overall staffing was above liability, but that
given the small numbers of posts, any sudden drop in trained strength would have a
significant impact on the delivery of outputs they support. It highlighted a spike in VO
rates amongst experienced staff that would lead to significant challenges if the trend
continued.

During our visit programme, we met with PJIs who noted the challenge of maintaining
the required competencies to continue to meet their performance levels and deliver in
the role as a PJI, and who supported the proposal that RRP might usefully be re-profiled
to provide more focus on retention, rather than recruitment. In its evidence to us, MOD
considered the option of re-profiling RRP to increase the higher daily rate to target more
experienced Service personnel. However, as the proposal was cost neutral it also involved
reducing the lower daily rate, and MOD said that the impact on recruitment would be
unknown. Its preferred option was therefore to maintain the status quo at this time, but
carry out a further review next year to see if the spike in VO rates continues.

On balance, we agree that MOD's proposal to do nothing this year but to review again
next year whilst monitoring VO rates seems sensible. We are, however, attracted by the
proposal to re-profile RRP(PJI) to target more experienced Service personnel. Whilst we
note MOD’s comment that the effect of this option on recruitment would be unknown,
equally the re-profiling option has an unknown impact on retention and arguably
recruitment problems are easier to recover from than retention problems. We encourage
MOD to think innovatively when coming forward with any proposals for RRP(PJI) next
year. We would be prepared to consider such a re-profiling approach, if supported by the
appropriate evidence.

Given the overall recruitment picture for PJIs, we are content to support MOD's proposal
that RRP(PJI) should remain at existing rates. MOD also told us that there were no
problems filling posts concerned with testing and trials, and we therefore also agree that
the current level of Supplement Pay does not need adjusting.



RRP (Mountain Leader)

3.49.

3.50.

3.51.

3.52.

3.53.

3.54.

Mountain Leaders are a unique group that provide knowledge and skills that enable the
Royal Marines to operate in a wide range of conditions, from the hostile environments of
the Arctic to the plains of Afghanistan, and to successfully execute seaborne assaults.

There are four grades of Mountain Leaders: Mountain Leader Officer (MLO); Mountain
Leader 1*t Class (ML1); Mountain Leader 2" Class (ML2); and Mountain Leader 3™ Class
(ML3). ML3 does not attract RRP(ML), although priority to attend the ML2 course is
given to members of the ML3 cohort. The current initial rate of RRP(ML) is £15.31 per
day, paid to all Mountain Leaders on successful completion of the ML2 course, and
backdated to the beginning of the course (the course lasts seven months). The ML1
course also last seven months, and upon successful completion, an enhanced rate

of £20.81 per day is paid, regardless of rank. MLs OR4 to OR8 receive RRP(ML) on a
Continuous Career Basis; and OR9 to OF3 receive it on a Non-Continuous Basis.

Our last full review of RRP(ML) was in our 2011 Report. In our last three reports, we have
recommended that RRP(ML) should remain at current rates, given evidence of strong
recruitment and low outflow.

The current staffing position has a liability of 97 and a strength of 93, with deficits at OR4
(-5) and OR7 (-2) levels. The nature of the role results in high levels of separated service
and is an important consideration for those with family commitments.

MOD noted that the overall picture on staffing balance masked variations in surpluses
and deficits between the ranks, and said that any additional outflow following changes

to remuneration in such a niche cadre would be subject to exceptionally slow recovery
owing to the length and challenge of the training pipeline. Despite this, it said that its
preferred option was to propose that the overall RRP(ML) construct be retained, but that
payment of the initial rate of RRP(ML) should no longer be backdated to the beginning of
the ML2 course and that rates of RRP(ML) should be held at the current levels.

Despite the deficits at OR4 and OR?7, the overall staffing picture supports the proposal
that RRP(ML) should remain at existing rates. With regard to the backdating of RRP(ML)
to the beginning of the ML2 course, we note from MOD that this is the only example
of RRP being backdated, and in the absence of any evidence as to why such an
arrangement was originally put in place, we consider that the access to RRP(ML) should
prove incentive enough to recruit enough Service personnel, without backdating. Whilst
willing to recommend that RRP(ML) remain at current rates and payment of RRP(ML)
(Initial) be no longer backdated to the beginning of the ML2 course, we ask MOD to
consider whether the impact of both these elements together might be a step too far: it
should consider the relatively small sums of money involved, balanced against damaging
motivation in the Royal Marines, and its own evidence about the risk to recruitment and
retention given the length and challenge of the training pipeline. Should MOD wish to
proceed with both strands, then we expect that it will be necessary to review RRP(ML)
sooner rather than later, but currently we are content to recommend that the overall
construct of RRP(ML) be retained.

RRP (Weapons Engineering Submariner)

3.55.

3.56.

MOD submitted evidence outlining its proposal for the introduction of a new RRP for
ratings in the Royal Navy’s WESM branch, for both Strategic Weapons Systems (SWS) and
Tactical Weapons Systems (TWS).

The Royal Navy Submarine Service delivers maritime capability including the UK'’s
nuclear Continuous at Sea Deterrent, and operations take place in a unique and arduous
working environment. The Service has significant manpower challenges, with some of
the most acute and severe issues being with WESM ratings where shortfalls exist that are
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forecast to continue for a number of years. MOD's key concern is outflow at OR4 level
with unsustainable VO rates for both SWS and TWS staff (12 per cent and 10 per cent,
respectively). At OR6 level, SWS has a 42 per cent deficit, and TWS a 62 per cent deficit.
Naturally, the gaps put greater pressure on those remaining in service. MOD said that
the demand of engineers in the wider economy was a significant pull factor, particularly
for those past the pension point for whom a second income allied to increased personal
stability could offer a substantial increase in quality of life.

We considered and recommended the introduction of an FRI for SWS (in 2012) and TWS
(in 2013) ratings. The associated five year Return of Service is due to run out in 2018,
and MOD said it was aware that Service personnel could submit notice to quit in 2017,
so wished to take preventative action now. It said that FRIs could be both expensive and
divisive, and that their impact diminished over time and with repetition in any particular
cadre.

The staffing evidence overwhelmingly supports the introduction of RRP for WESMs.
Whilst we often hear that retention issues are not pay related, it appears to us that, given
the pull of the civilian market, for this particular cadre pay is a significant factor affecting
recruitment and retention. MOD proposes three rates of RRP at OR4 (£3 per day), OR6
(£12 per day) and OR7-9 (£20 per day). On the basis of the evidence provided, we are
unable to ascertain whether the proposed OR4 ‘taster’ rate of £3 per day will be sufficient
to pull through enough Service personnel to the higher rates of RRP. It will therefore be
important for MOD's first 12-month review of the proposed RRP to consider whether the
proposed construct is delivering the desired outcomes. We note that the RRP proposal
did not set out success criteria, and request that such measures are put in place: indeed,
we believe this is appropriate for all remunerative measures. We expect that MOD
provides us with evidence on this new RRP for our next round.

MOD also said that it would closely monitor the staffing position for Communications
Information Systems (Submariner) (CISSM) personnel. It pointed to the fact that CISSM
personnel had been placed in Supplement 2 under Pay16, noting that WESM personnel
fell within Supplement 3. MOD was therefore concerned that the introduction of RRP
for WESM personnel and the subsequent widening of the pay differential could impact
retention of CISSM personnel. It said it would monitor VO rates, particularly at OR7+,
with a view to extending the WESM RRP to CISSM if it became evident that staffing had
deteriorated. We support a proactive approach, particularly as this can be more cost and
operationally effective in the long run.

The introduction of Pay16 will have changed the through career pay expectations for
Service personnel in a number of groups in receipt of RRPs. It will be important to ensure
that the way in which RRPs are paid remains appropriate given these revised expectations
of base pay. We recommend that MOD provide detailed consideration for the next
round of how they will review RRPs to ensure they remain appropriate in relation to
Pay16, and to adopt a consistent approach to the routine review of RRPs in future
with a greater focus on measures of success.



Recommendation 3: We recommend that (from 1 April 2017 unless otherwise
stated):

e A separate Officer Aircrew and Army Non-Commissioned Officer (NCO)
Pilot Recruitment and Retention Payment (RRP) (Flying) spine is established
with a single level Tier One Rate and a seven level Tier Two Rate, with Tier
One being £4,000 per annum starting six years from the commencement of
Phase Il flying training and a tapered Tier Two Rate of £13,250 per annum
increasing to a maximum of £19,200, commencing six years from completion
of the individuals’ Operational Conversion Unit.

e A Retention Payment of £70,000 (pre-tax) is paid to Officer Aircrew seven
years from the end of the Operational Conversion Unit, which is one year
after the end of the Initial Training Return of Service and at the 40/20 point
for NCO pilots. The Retention Payment attracts a six year Return of Service.

e  Senior Officer entitlement and tapering of RRP (Flying) remains unchanged
at OF4-6 and the rates increased by one per cent.

e RRP (Parachute Jumping Instructor) remains at current rates.

. The Continuous Career Basis, Non-Continuous Career Basis and the Joint Air
Delivery Test and Evaluation Supplement Pay for RRP (Parachute Jumping
Instructor) remains at the current rate of £3.68.

e  The overall RRP (Mountain Leader) construct be retained and remain at
current rates but payment of RRP (Mountain Leader) (Initial) no longer be
backdated to the beginning of the ML2 course.

e  RRP (Weapons Engineering Submariner)(WESM) be implemented for ratings
in the Royal Navy’s WESM branch (Strategic Weapons Systems and Tactical
Weapons Systems).

e  Other RRP rates be increased by one per cent.

e MOD provides detailed consideration for the next round of how they will
review RRPs to ensure they remain appropriate in relation to Pay16, and to
adopt a consistent approach to the routine review of RRPs in future with a
greater focus on measures of success.

. Full reviews of RRP (Flying Crew); RRP (Hydrographic); RRP (Parachute);
RRP (Special Communications); RRP (Special Intelligence); and RRP (Special
Reconnaissance Regiment) be conducted next year.

Northern Ireland Residents’ Supplement

3.61

3.62.

. We conduct a biennial review of the Northern Ireland Residents’ Supplement (NIRS) in

order to measure any change of circumstances for Service personnel who live and work in
Northern Ireland (NI). The allowance recognises the particular circumstances that Service
personnel and their families face while based in NI and is paid over and above X-Factor.
NIRS forms part of an NI package which also includes: funded trips to the mainland

for Service personnel and their families; a contribution towards the extra cost of motor
insurance in NI (compared with central London); and a contribution to house moving
costs if such a move is required for security reasons.

The increased security threat in NI leads to living conditions being more restrictive

and Service personnel and their families being under more pressure compared with
counterparts in the rest of the UK. There are ‘out-of-bounds’ areas, restrictions on what
can be disclosed about being in or associated with the Armed Forces including a ban on
wearing uniforms in public, and families and single Service personnel can find it difficult
to integrate and socialise with the local community, leading to feelings of isolation. These
factors can make it harder for spouses to find employment in NI than in other parts of
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3.63.

3.64.

3.65.

3.66.

the UK. The requirement for discretion means Service personnel are unable to use the
Forces Railcard and the Forces Discount Card, although an on-line discount system is
now available. MOD told us that Service personnel are often reluctant to serve in NI and
statistics show there is a much lower rate of accompanied service in NI compared to the
mainland and overseas locations.

Service personnel and their families to whom we spoke on our visit to NI strongly
supported retaining NIRS, considering that it remained highly relevant and appropriate.
Some thought NIRS should be paid at a higher rate to married Service personnel

who were serving accompanied in NI. MOD told us it was aware that the current

policy of paying the same rate of NIRS to single/married unaccompanied and married
accompanied Service personnel was in breach of the aim of NIRS as laid out in JSP 752. It
is therefore disappointing that MOD was unable to put forward a proposal to address the
disparity this year, particularly as it also recognised the difficulties that spouses have in
securing and sustaining employment in NI. We would like to be kept informed of any
evidence MOD gathers on the impact this disparity is having on Service personnel’s
choices in respect of serving in NI and ask that MOD considers modifying the
construct of NIRS to address the issue in the next review.

As we set out in Chapter 2, many Part-Time Volunteer Reserves whom we met thought it
unfair that they only received NIRS on a pro-rata basis for the days they actually served/
trained, since serving as a Reserve exposed them, and their families, to increased risk
every day. Whilst MOD maintain that the pro-rata payment is commensurate with the
amount of risk to which Reserves are exposed, we would like MOD to consider some
form of recognition for the additional pressure Reserves face included in the next
review of NIRS.

MOD evidence acknowledged the additional pressure that Service personnel working in
support of operations in NI face as they are required to work at high t