








Introduction

EY has been appointed by the Department for Transport (‘DfT’) to conduct an independent review of Highways England’s (HE) remuneration
framework. The purpose of this review is to establish whether HE’s remuneration framework is working effectively, specifically in the context of the
pay flexibilities and freedoms granted to HE on its establishment.

Following a light touch internal review of the remuneration framework (the ‘Phase One review’), the scope of this review (‘Phase Two review’),
conducted independently by EY, is to assess the effectiveness of the remuneration framework with respect to:
1. Recruitment, retention and performance of HE employees to deliver the Roads Investment Strategy (‘RIS’);
2. The impact of HE’s application of its pay flexibilities on the relativity of pay to other relevant DfT family and transport sector organisations;
3. Performance related pay (‘PRP’), and consideration of the extent to which the PRP approach incentivises performance; and
4. The extent to which total remuneration levels reflect market conditions and represent value for money.
The 1st stage of the Phase Two review covers the Senior Group at HE only. The Senior Group comprises 90 employees in total - 80 ‘Senior 1’, 9

‘Senior 2’ employees and the Chief Executive. The 2" stage of our review will focus on the non-senior staff and is expected to be completed
following the implementation of the new pay and grading framework at HE.

The ‘Phase One review was completed by HE in April 2017 and focused on the practices applied by HE since the introduction of the new
remuneration framework in areas such as managing specialist pay, pay inflation across the organisation, recruitment and reliance on contingent
labour, and performance-related pay, among others. The Phase One review uncovered no issues of concern.

In our Phase Two review, we have undertaken a deep-dive analysis of the key areas reviewed in Phase One. It should be noted that the Phase
One review covered the entire employee population, without presenting trends for the senior group specifically. Accordingly, we should be careful
when seeking to compare Phase One outcomes with this report (as Phase One review covered a more expansive population).
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Introduction (cont.)

The Phase Two review has been undertaken in accordance with the methodology set out below:

Step 1: Kick-off Step 2: Hypothesis Step 3: Analysis and test Step 4: Delivery of final
» Project kick-off building » Assess the report
. Discuss EY's request » Understand business effectiveness of HE » Develop high level
for information context and current remuneration practical and feasible
Dat theri reward framework framework recommendations for
> atagaiering » Review findings from » Summarise results change
Phase One review from the analysis and » Discuss recommendations
» Develop hypothesis visualise key trends with stakeholders
» Review gathered data » ldentify potential » Finalise report
causes

This report covers the findings of Steps 2 and 3. We have reviewed information on current reward policies and practices over the past 3 years,
provided by HE and DfT. For the purposes of this review, we have not split the HE senior population into specialist and non-specialist roles as it is
not a categorisation currently used for that cadre of individual. Where the available data does not differentiate between senior and non-senior staff,
we have assumed that the trends between the two populations are consistent.

HE has also provided additional context around the transformation it has undergone as an organisation following its establishment in 2015 and the
impact this had on HR and reward practices. In particular, we understand that the strategic nature and long-term focus of the organisation has
evolved significantly leading to the creation of new roles that were not required when HE was an agency (for example, capital portfolio directors,
customer service directors and H&S directors) or increasing the scope and responsibilities of existing roles (for example, finance, legal and HR).
We have intertwined this information with the findings of our quantitative review throughout this report, where relevant.
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Executive summary (1/95)

Introduction

We have conducted a quantitative and qualitative review of HE’s remuneration framework focussed on its Senior Group. The quantitative analysis
was focussed on two key areas. First, to analyse key HR metrics, relevant to the ease with which HE (with pay freedoms) was able to attract and
retain key talent and encourage its people to go the extra mile. These metrics could then be compared to a public sector organisation (without pay
freedoms) to determine whether the pay freedoms made an identifiable difference. The second aspect was to analyse pay levels, pay inflation and
the use of PRP to form a view on whether the overall spend on pay represented good value for money. The Senior Group comprises some 90
individuals — representing the most senior employees in an overall population of ¢.5,500. The key findings of this review are set out below.

Highways England remuneration philosophy and principles

The remuneration philosophy and underpinning remuneration principles of the organisation are fit for purpose. By this we mean that the stated
intention of how HE wishes to pay its people, and why, makes sense given its purpose, positioning as a publicly funded entity and shareholder.

Implementation of the remuneration philosophy and principles
Itis, of course, how the policy is implemented that matters. Our key findings in this regard are outlined overleaf.
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Executive summary (2/9)

Salaries above the threshold of £142,500

>

We have seen a high level of governance surrounding the use of the 10 posts with salaries above the pay threshold of £142,500. The
documentation is clear and the sign off by the Remuneration Committee is appropriate.

We have reviewed the rationale presented to justify the pay for a sample of the roles under consideration and each is clear. Our preference
would be for any rationale presented in the future to follow a consistent methodology — built around the definition and justification for a
‘specialist role’ (see overleaf for more on this).

We are of the view that these ten posts have been used proportionately and carefully.

The business need for more posts at senior level is a management decision and, in our view, it should be driven by the strategic plan and the
requirements for people at that level to deliver the plan. Based on our observations of the process and governance applied by the
Remuneration Committee to date, we are comfortable that, should any additional roles be created, the justification for them and governance
surrounding any eventual appointments would be of a high standard.

We understand that there is a desire to increase the salary approval threshold from £142,500 to £150,000. We have no concerns with such
proposed increase, as, in our view, the difference in quantum is not material and it may assist in the short term with the retention of employees
with salaries around the £142,500 threshold.
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Executive summary (3/9)

Specialist vs non specialist pay

» There is no concept of specialist pay used in the Senior Group. This means that pay levels for the totality of this group (with the exception of
the ten roles referred to above) are set within a broad pay band of £66,000-£142,500. The positioning of each role within this pay band is
determined by reference to benchmark pay data with an aim to not exceed a market median pay positioning.

» We are exploring with Dft and HE whether applying a different approach to setting specialist and non-specialist pay for the Senior Group was
ever in contemplation.

» Either way, moving forwards we would recommend a different approach be adopted to the setting of specialist vs non-specialist pay. Where a
role is considered to be specialist, we are comfortable that positioning base pay at the market median represents a sensible action to ensure
the right candidates may be recruited and retained. In the absence of a role being determined “specialist”, we would not expect roles to be
necessarily positioned at a market median in base pay terms as a matter of course (unless there is an exceptional talent attraction/ retention
issue).

Impact of remuneration framework on recruitment
» HE’s senior team has grown significantly in the past 3 years, which demonstrates that pay freedoms have enabled HE to fill critical roles.

» The nature and complexity of HE roles creates the need for recruitment of candidates from outside the public sector, which is demonstrated
by the high number of applicants from the private sector. However, based on the data provided, we also see that HE has hired a meaningful
number of senior employees from the public sector. Itis not clear from the data whether this outcome is coincidental or in some way a
product of private sector candidates not being sufficiently attracted to the roles in question. Either way, going forward, we are of the view that
public sector pay remains relevant to HE — particularly where the roles are not specialist in nature.
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Executive summary (4/9)

Pay inflation

» Pay freedoms must logically increase pay levels across the organisation and HE data supports this. We observe an increase in average pay
across the Senior Group, which is in part driven by recruitment activity. Itis also impacted by the change in job size of certain existing roles
following the establishment of HE, the change in complexity of certain existing roles as a consequence of HE becoming a corporate entity and
HE’s desire to align senior pay closer to the market median (to seek to retain key individuals who may otherwise have been at risk of leaving).
As such, discretionary pay increases were approved by the Remuneration Committee and awarded to existing employees where one or more
of these factors were relevant.

» This practice has been applied across the entire senior population, without a specific differentiation between specialist or non-specialist roles.
As stated above, going forwards, we would recommend the use of these types of discretionary pay flexibilities to be focussed on specialist
roles. We note that not all positions currently sit at market median — an outcome we would expect to continue when the overlay of specialist
and non-specialist roles is applied.

Setting pay levels

» The setting of pay between the parameters of the broad band of £66,000 to £142,500 is based on the use of Hay market data. We are
comfortable this data represents an appropriate data set to use.

» Assuming that market median is the desired market positioning, we are comfortable that pay is set appropriately around the competitive range’
for the Senior Group (i.e. positioned appropriately around the median point — with some roles below, some at the median point and some
above). We have seen evidence that when pay is set, roles are often positioned below market median where appropriate to do so —an
example of this would be where a candidate benefits from a final salary pension arrangement.

1. Competitive range is defined by us
as 20% above and 20% below the
market median
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Executive summary (5/9)

Performance-related pay

>

>

Data

Overall, we are comfortable that the PRP arrangement is fit for purpose and appropriately used by HE.

For example, we observe a meaningful alignment between company performance and bonus pay-out. The KPI's used are clearly aligned to
the strategy of the business.

In terms of recommendations for the future, we note that the application of the personal performance multiplier allows for a higher portion of
bonus award to vest when corporate KPIs have not been fully met. In our view, this may, to some extent, discourage additional employee
efforts for maximum corporate performance - as the PRP award vesting is overly impacted by personal performance.

HE’s current PRP award structure does not differentiate between roles or seniority levels within the Senior Group. In our view, applying a
differentiated approach to PRP awards may give HE the opportunity to target a larger portion of PRP pot at specific roles (e.g. senior specialist
roles). This would only be relevant if recruitment issues were so severe, the view was taken that the PRP pot should be focussed differentially
on the hard to recruit roles.

We note that HE currently uses a ‘guided’ distribution where 25% of the population are rated “unacceptable” or “working towards / new to role”.
In our experience, the “classic” forced ranking system would assume 90% of the population receiving an acceptable bonus rating (typically
20% of the population would sit at the top and 70% in the middle of the ranking scale), while only 10% of the population would sit at the bottom.
If HE was to change its performance management system to bring it closer to market practice, we would expect to see a higher proportion of
employees (currently 75% at HE) receiving a bonus payout in a year (i.e. 90% of the population based on the “classic” forced distribution).

Given the pay freedoms were provided on the basis that their efficacy would need to be evaluated, we do not believe a sufficient data set is
being held by HE to enable this to be undertaken with confidence. We understand that this is due in part to moving from one payroll platform
and HR system to another. However, it is an important point to note for the future.
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HE specialist roles — practice

» There is currently no system driven means of identifying specialist roles across the entire HE population. However, HE
confirmed that a mark-up feature has been added to the new system in 2018. _ _
» Based on our discussion with the Executive Director Human Resources & OD and Head of Reward and Performance on 20 » Given that there is no concept

EY’s observations:

August 2018, we understand that: of a specialist role within the

1. The criteria to establish specialist roles has evolved since HE Remuneration Framework was agreed and not all factors Senior Group, it is not possible
listed on the previous page are currently being taken into account when defining specialist roles. The definition of such to assess whether the
roles is largely driven by the supply and demand in the infrastructure industry, and the need of HE to compete for talent specialist pay freedoms
with major infrastructure players. Roles with 10%+ differential between HE maximum and market median pay ranges or specifically have enabled HE
unique skillset will also be deemed specialist. to recruit senior staff at best

2. There are currently no roles categorised as specialist at Senior Group level (although clearly many of the Senior Group value for money.

would in practice fall within a heading of specialist for this purpose). It is HE’s view that at this level there is no need to

adopt such a classification. In effect, the broad pay band adopted for the Senior 1 and 2 population within HE has been > In the absence of the concept

sufficient to pay at an appropriate level — without needing to pay an agreed percentage outside this band (except for those of specialist pay in the Senior
employees positioned above the £142,500 threshold). Group, it appears that pay
3. It should be noted, however, that Phase One review report did identify 2 Senior 1 roles (Programme Directors and Capital levels for this population have
Portfolio Directors) as specialist. been moved upwards to reflect
» When looking at how the Senior Group pay levels have been set or moved, we understand that the following factors have role changes and/ or market
influenced HE'’s approach: pressures and/ or historical
» New roles were created following the establishment of HE as a company (these roles had no previous comparator level of pay freezes, as well as
pay and, hence, were placed within the band at what was considered to be an appropriate level, following a job evaluation attraction and retention
exercise, market benchmarking and consideration of internal relativities) concerns.

» The scope of some existing roles has become larger (necessitating a move to a higher place in the pay band)
» As such, it has been HE’s practice to:
» Assess senior pay for new recruits against the appropriate market median (considering internal relativities, experience and
future prospects);
» Move salary levels for existing senior employees towards market median, where base pay has fallen below market median
due to legacy pay freezes and where attraction / retention concerns exist;
» Pay freedoms for the 10 roles with pay above the ministerial approval threshold have been diligently applied.
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Our understanding of HE’s current reward
arrangements for the Senior Group

Benefits and pension EY’s observations:

» The existence of two pension arrangements within the organisation

All employees eligible, however, the level of some benefits may
vary dependent on the employee joining data

Salary sacrifice scheme for cycle to work and childcare vouchers

Everyday discounts from a selection of retailers

Paternity leave: Up to a maximum of 15 days (3 weeks) of Ordinary
Statutory Paternity Leave (OSPL). For employees joining after 31
March 2015, OSPP may be enhanced to contractual rate of pay

Maternity leave: up to 52 weeks, made of Ordinary Maternity Leave
of 26 weeks with full pay, Additional Maternity Leave of up to 26
weeks, with 13 weeks pay at SMP rate and 13 weeks unpaid

Adoption leave: Ordinary Adoption Leave of 26 weeks, followed by
26 weeks of Additional Adoption Leave (AAL). Statutory adoption
pay of up to 39 weeks is available to employees who meet a certain
criteria

Annual leave is in the range of 25-31.5 days depending on
employee joining date

Civil service pension (employees appointed before 1 April 2015)
and group personal pension (employees appointed after 31 March
2015).
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makes the cost of employment for one employee group higher than for
the other. We understand why this is, but it should be noted that the
total package defines the attractiveness of the reward proposition and
not just the base pay offer.

This is particularly relevant where pay freedoms have been applied to
a role (based on private company market data) where the incumbent
also participates in Civil Service Pension Scheme.

We understand from the HE Executive Director HR and OD that
pension offering is considered when awarding discretionary pay
increases and note this consideration is also referenced in
Remuneration Committee papers relating to the annual pay review.
However, these papers are more focused on ensuring that a pay
increase does not create an unforeseen tax liability due to exceeding
annual allowance parameters. In such circumstances, a non-
pensionable allowance could be paid in place of a consolidated
increase to salary (we note this payment is not a cash alternative to
pension, for the avoidance of doubt).

We also observe a higher percentage increase in base salaries of
existing employees (eligible for Civil Service Pension) in comparison
to the new recruits who participate in a DC scheme, although it should
be noted that the average annual salary for new recruits is positioned
higher than base pay for Civil Service Pension participants.
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A caveat to the hypothesis

» Reward cannot be viewed in a vacuum. An organisation’s reward proposition can go some way in assisting with recruitment, retention and
motivation but it will never be the sole driver of such outcomes.

» We tend to view reward as a “hygiene” factor. Get it wrong and an organisation will have a problem. Get it right and the organisation can focus on
the real drivers of success such as vision, purpose, leadership, career development and working environment.

» Accordingly, this report (focused as it is on reward only) can only tell part of the story. To put it another way, high performing organisations tend to
have optimised their reward arrangements. However, optimising reward arrangements does not make an organisation high performing in and of
itself. Accordingly, whilst we are seeking to use data to demonstrate the effectiveness of the pay freedoms based upon our hypothesis, we need to
be very careful that we understand the difficulty in proving the cause and effect between a reward decision and an organisational outcome.
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Proving the hypothesis

» To test the hypothesis, it was agreed that we would compare HE reward outcomes against those of a public sector organisation that did not have
pay freedoms in place. Assessing the impact of the pay flexibilities and freedoms, awarded to HE, on recruitment, retention and performance
against a public sector control would allow us to determine how effective HE remuneration framework has been in comparison to an organisation
which does not have such pay flexibilities.

» Based on our discussions with DfT and HE, we agreed that DfT and its agencies would provide a suitable comparator given the history of HE and
its relationship with DfT. We do recognise, however, that there will be discrepancies in the business context, stage of development and
organisation structure, industry focus and infrastructure spend between these organisations, and have highlighted such differences throughout the
report.

» We have been provided with data both for DfT and the DfT family, which includes DfT, DVSA, MCA, DVLA and VCA. We have used any available
information to compare against HE’s practices, and have assumed that trends are broadly consistent across populations where we have not been
provided with sufficient detail in terms of any specific member of the DfT family.
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HE has experienced significant headcount growth
and recruited numerous senior roles (1/2)

>

1.

HE headcount has grown significantly since its
establishment, both in terms of its general population and
the Senior Group, which, we understand, has been mainly
driven by the transformation of the organisation and the
new strategic direction of HE.

Specifically, the Senior Group has grown from 44
employees in 2016 to 59 employees in 2017 (34%
increase year-on-year) to 90 employees in 2018 (60%
increase year-on-year). We understand that the increase
in senior team roles is driven to a large extent by the
creation of new roles at HE, which were not required when
it was a DfT agency.

We appreciate that the context of HE’s recruitment activity
is different to DfT’s, and, as such, we should be wary in
drawing significant conclusions from a like-for-like
comparison. The nature of the roles HE are seeking to fill
mean that the available talent pool for such roles is
proportionately smaller and there is less possibility of
seeking internal transfers from other Civil Service
departments. Additionally, the Civil Service offers final
salary pension, so that the opportunity for civil service /
public sector employees to keep their final salary pension
when moving within departments makes such a move
more attractive than a transfer to HE.

EY’s observations:
» The data provided shows that HE (with pay freedoms) has managed to fill its

vacant roles as efficiently as DfT (without pay freedoms). However, given the
differences between the two organisations, we are of the view that the
dataset is not sufficient to derive a firm conclusion based on evidence.

We observe some misalignment between the number of vacant roles and
new recruits to the senior team (i.e. there were 22 open positions in 2017
but 31 senior employees appear to have joined the business in 2017/18).
From our discussion with HE Executive Director HR and OD, we understand
that some discrepancies in data were due to the way vacancies were
recorded on the then used recruitment software. Further, we understand that
HE’s Resource and Reward Executive approves reward and recruitment
cases, ensuring oversight of recruitment proposals for new/additional roles.

Based on our experience in a broader commercial context, being able to
offer flexibility around pay does facilitate recruitment where the candidates
are primarily sourced from the private sector. The volume of recruitment
undertaken by HE over the years in question supports this view.

However, it should be noted that we would not expect such flexibilities to
apply to all senior roles in the context of HE’s organisation — but only to
specialist roles. We believe that this caveat would create the appropriate
balance between the need to recruit the best talent and providing value for

Data was provided by HE for 2015-2017. For the purposes of this analysis, we have assumed data is as of the start of
FY16, FY17 and FY18.
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HE Is experiencing particular challenges recruiting
senior roles with specific capabilities (2/2)

» HE have provided us with some case studies, outlining the challenges they have experienced around recruitment and pay setting for some of their
senior roles. Below, we have included relevant extracts from these case studies:
Case study 1

A salary proposal of up to £180K was submitted for a role but was rejected on the basis that the market for that specific role was
untested. HE felt that a number of recent recruitment campaigns for similar roles provided suitable evidence of the market. A robust
recruitment process was run and a salary of £180K was required to secure the preferred candidate with the required skills and
experience to do the role successfully. A second business case was then submitted, however, by the time the formal offer was made
to the candidate (some 6+ months after the original business case), the candidate had decided to take an alternative offer, citing the
delay as the key reason for choosing the alternative offer over the one from HE.

Case study 2

£ U 1\ Anincumbent on £140K salary was considered a flight risk due to their aspirations for an increase in base pay — this base pay
—_— ] increase, however, could not be offered due to a limited number of roles above the £142.5K threshold. Subsequently, the individual
Y left HE for a similar role on a higher salary.
4 ' Anew business case was submitted for approval to recruit a replacement on a salary in the range of £180K - £200K. Salary approval
4 y up to £195K was granted, and recruitment began with starting salary of £140K. None of the candidates were invited for a second
stage of the selection process. The second recruitment search offered a higher salary towards the top end of the approval and an
offer of £195K was made to a suitable candidate. The candidate had vast experience and decided to join HE despite HE’s proposed
remuneration package being valued at ¢ 55% of the candidate’s previous package.
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A larger number of candidates come from the private
sector and time to hire is taking longer than desired (1/2)

» Based on recruitment activity data for Feb 2016 — Mar 2017 (FY17) EY’s observations:

provided by HE, we observe a lower number of applicants per open
senior position at HE (21 applicants on average) in comparison to DfT
(32 applicants on average). It should be noted, however, that
applicant numbers fluctuate year-on-year (e.g. DfT had on average 26
applicants per open position in 2016, but only 16 applicants in 2018).

Based on our discussions with HE’s Executive Director HR & OD, we
understand that a direct comparison between HE and DfT in this
space is not possible. This is mainly due to HE using recruiting
agencies and search firms to source their talent that pre-select
candidates and ensure only suitable applicants are put forward, which
ultimately results in a lower number of formal applicants.

We understand that for certain roles, where recruiting a candidate with
the most relevant expertise has been difficult due to HE offering a less
competitive remuneration package, HE has considered “step up
candidates”. This has not been always possible as some roles have
specific short- to medium-term priorities, however, it is clear that HE is
aiming to strike a balance between getting the right candidates and
achieving value for money.
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We have not been provided with any data other than that which
covers the period Feb 2016 — Mar 2017. Therefore, it is not
possible to conclude from the data whether pay flexibilities have
allowed HE to attract more candidates than DfT.

The volume of private sector applicants for the HE roles
demonstrates that these positions cannot be filled exclusively from
the public sector. It also evidences that private sector applicants
are considering HE as a potential employer.

Securing applicants from the private sector is a key indicator that
pay and reward is not presenting an insurmountable barrier to
attract candidates.

However, the data shows us that nearly half of the appointments
were made from the public sector. It is not clear from the data
whether this outcome is coincidental or in some way a product of
private sector candidates not being sufficiently attracted to the
roles in question.
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Use of contingent labour has decreased significantly, however, we still
observe some reliance on such roles across the organisation (2/2)

» We understand, however, that the contingent labour data is not
representative of the real picture. Historically, it used to take HE
significant time to recruit critical roles. In response, some
departments hired contingent workers to close the capability gaps;
however, these individuals were not captured as contingent
workers on the HR system. Therefore, based on our discussions
with Executive Director HR & OD, we understand that the spend on
contingent labour in 2015/16 was significantly higher than shown on
Chart 5 (by c. 50%-100%). An adjustment of this nature would
mean that the spend on contingent labour has been going down
over the past 3 years.

EY’s observations:

» It can be seen that the number of contingent workers (both senior
and non-senior staff), in, for example, Major Projects reduced
significantly between 2017 and 2018. This was coupled with a
significant increase in permanent hires in Major Projects over the
same period (of ¢c. 30%). It is not unreasonable to link the
reduction of contractors with the increase in permanent FTEs.

» HE also provided qualitative evidence that the reliance on
contingent labour has been decreasing, and explained that data
on contingent labour has not been tracked properly early in the
review period.

» We note that corporate support functions of HE (for example, HR
and Finance) have reduced their spend on contingent labour
materially. This tells us that the pressure to use contingent labour
exists primarily in the technical areas of the business. It is these

technical areas where the business case to have specialist roles
» Finally, we understand that HE will require around 2% of total (with pay freedoms) exists.

workforce as contingent labour going forward.

» We have been provided with 2017 and 2018 Remuneration
Committee papers summarising the position on the use of
contingent labour. We cannot reconcile the numbers used in these
papers with the numbers HE currently are using (as shown on
Chart 4 on the preceding page).
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Setting pay levels

» In general, HE currently uses the existing Civil Service grading structure, however, we understand that HE is in the .
process of developing a new pay and grading framework. This is not expected to impact the pay bands and levels of EY’S observations:
the Senior Group. » The most persuasive

» Within the Senior Group, HE currently has 3 job levels. We understand there are no internal pay bands for each evidence for the need for
senior level, but there is a pay range of £66,000—£142,500 for the Senior 1 and 2 population.

» We understand that base salaries for roles within the senior bands refer to the market median, based on Hay
reference levels, and Senior 1 and 2 are roughly mapped to the pay bands for Senior Civil Servants, SCS1 and

pay freedoms would be if we
were able to demonstrate

SCS2. However, we note that SCS ranges are based around lower Hay reference levels in comparison to HE’s tha't the pay freedoms are
bands, as shown below. being used to pay no more
- than median in a relevant
HE job level (Hay # of SCS pay band (Hay i ) o
 reference levels) employees  referencelevels) ~ Scoranges  Haymedianranges market in which a specialist
Senior 1 (21-23) 80 SCS 1 (20-22) £66,000 -£117,800 £104,157 - £145,009 skill is required.
Senior 2 (24-27) 9 SCS 2 (23-25) £89,500 - £162,500 £168,208 - £331,872 » Assuming the HE Senior 1
Senior 3 (28) 1 (CEOQO) SCS 3 (26-28) £108,000 - 208,100 £474,750 .
population starts at Hay
» We note that the discrepancy between the Hay median range for Senior 1 and SCS range for SCS 1 is actually reference level 20, we are
smaller than shown above as HE Senior 1 roles appear to start at Hay reference level 20 (and not 21) which is comfortable that the
equivalent to £88,051. When one adjusts for this, the map across between SCS ranges and Senior 1 population methodology adopted to
if:\z?;s much clearer. We also note the Senior 2 spans Hay reference levels 23-25, where information per role is market test pay for specific

» We have independently verified the Hay market median ranges and are comfortable that the above shown figures roles is it for purpose.

represent a sensible market reference point (assuming Senior 1 roles begin at Hay reference level 20). We have also » The key to the methodology
reviewed several HE roles and their mapping to Hay reference levels and the levelling framework applied appears to producing the right outcome
be logical. , _ _ _ is for the roles to be

> AletlonaIIy, we have been told tha_1t the market u_sed for the Hay med!an ranges is based ona ml?(ture of public and appropriately mapped to the
private sector. We cannot see the impact of public sector spread in this pay sample, and, in our view, the Hay
median ranges used would appear to be more reflective of private sector pay than public sector. We cover two correct Hay reference
important aspects of pay benchmarking - peer group selection and market positioning — in more detail overleaf. levels.
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Performance-related pay — annual awards
(1/2)

» HE has operated a PRP scheme since FY
2015/16. The PRP scheme measures
corporate and individual performance and
offers differentiated opportunity to employees
based on their level and performance.

» Given both HE and DfT use guided distribution
to determine the number of employees at each
performance rating, it is not possible to
determine whether the PRP scheme has
encouraged HE employees in a more efficient
manner to go the extra mile.

EY’s observations:

» We would expect to see corporate performance driving the size of a bonus pool and
personal performance influencing distribution of the bonus pool. The change in
performance ratings and personal multipliers has made it difficult to discern the interaction
between company and personal performance.

It is our understanding that PRP opportunity at HE lags behind the typical opportunity
across private companies. HE may wish to consider if they would like to apply a more
differentiated approach to PRP awards, offering specific roles (e.g. specialist / technical
roles) higher PRP opportunity (e.g. above 20%) and thus making them more attractive to
candidate (while reducing the maximum opportunity below 20% for non-specialist roles).
In this manner, HE may be able to offer a more competitive total remuneration for
specialist roles, without significantly increasing the cost of employment.

» We note that DfT / agencies do not operate
annual bonus schemes of this nature. DVLA
last awarded bonus to employees in 2016/17,
and average bonus was in the range of 5-6%
of salary for Box 1 rated employees.

» The application of the personal multiplier allows for a higher portion of bonus award to
vest when corporate KPIs have not been fully met. In our view, this may, to some extent,
discourage additional employee efforts for maximum corporate performance as the bonus
award vesting to KPI achievement ratio is disproportionately impacted.

» For example, rather than multiply the % of KPIs met by 20% (opportunity) it should be
multiplied by ¢. 15%. Then, when one applies the highest performance multiplier (of 1.3x),
the output would be no more than the stated 20% cap. By doing this, HE would ensure
that the primary driver of PRP is corporate performance.

it

N | & & Q| A

SECTION 1 SECTION 2 SECTION 3 SECTION 4 SECTION 5 SECTION 6 SECTION 7






























Disclaimer
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In preparing this report; we relied solely on the facts, representations and assumptions below as provided by HE
and DfT.

In rendering our advice, we have relied upon the accuracy and completeness of the facts, assumptions and
representation contained in the documents and information provided to us. DfT / HE have represented that such
facts, assumptions and representations are true, correct, and complete. However, we have not independently
audited or otherwise verified any of these facts, assumptions or representations.

The information in this report will have been supplemented by matters arising from any oral presentation by us, and
should be considered in the light of this additional information.

The information in this presentation pack is solely for your benefit and is not to be relied upon by any other person
or entity. Hence, if you wish to disclose copies to any other person or entity, you must inform them that they may not
rely upon any of our work for any purpose without our prior written consent.

Anyone who receives a copy of this report other than in the context of our oral presentation of its contents should
note that we shall not have any responsibility to anyone other than our client in respect of the information contained
in this document.
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About EY

EY is a global leader in assurance, tax, transaction and advisory services. The insights and quality
services we deliver help build trust and confidence in the capital markets and in economies the
world over. We develop outstanding leaders who team to deliver on our promises to all of our
stakeholders. In so doing, we play a critical role in building a better working world for our people,
for our clients and for our communities.

EY refers to the global organization, and may refer to one or more, of the member firms of
Ernst & Young Global Limited, each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide services to clients. For more
information about our organization, please visit ey.com.
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