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[bookmark: _Toc31729299]Removal of bonus opportunities from public entity executive contracts
Executives in Victorian public entities play a leading role in supporting delivery of high-quality services for all Victorians. To attract and retain high-performing leaders, employment arrangements should reflect best practice.
In its review of executive workforce arrangements in public entities, the Victorian Public Sector Commission (VPSC) recommended phasing out bonus opportunities. The review found that there is little evidence bonuses are linked to higher performance. 
The Premier has now approved the removal of bonus opportunities from public entity executive remuneration arrangements. This recommendation will also better align remuneration arrangements with the Victorian Public Service. This is reflected in the updated Victorian Government Public Entity Executive Remuneration Policy (Policy) published on 4 February 2020. 
[bookmark: _Hlk2330574]In summary, the Policy requires that:
· all new contracts — both new appointments and re-appointments — for public entity executives entered into on or after 4 February 2020 must not include a bonus opportunity 
· for each existing public entity executive who has a bonus opportunity specified in their current contract, the employer may make a bonus buy-out offer that represents a once-off increase to the total remuneration package (TRP) of the executive in exchange for removal of the bonus opportunity from the current contract. These offers must be made by 1 May 2020 and implemented by 30 June 2020 (the end of the current financial year). 
Eligible executives are those executives in the public entity who have a provision for a bonus opportunity in their current contract.
The Policy does not apply to existing executives who do not have a bonus opportunity provision in their current contract. 
While there are no restrictions on minimum bonus buy-out offers, caps apply to maximum offers that may be made. The maximum buy-out offer (individual cap) is the lower of:
· the average percentage bonus rate received by the executive, in their current role, over the financial years 2016-17, 2017-18 and 2018-19 (excluding years when the executive was not eligible for a bonus); or 
· 10 per cent of their TRP, as at 3 February 2020 (immediately prior to the Policy being re-issued).
In addition, for each public entity, the total sum of all bonus buy-out offers made to all its eligible executives must be no more than 8 per cent of the combined value of the TRPs of those executives, as at 3 February 2020 (this is called the entity pool cap).
For eligible executives with contracts that commenced on or after 1 July 2019, the individual cap is the lower of the maximum bonus opportunity specified in the current contract or 10 per cent of their TRP, as at 3 February 2020. 

All public entities listed in the Policy are subject to the requirement to phase out bonuses in executive contracts. 
[bookmark: _Toc31729300][bookmark: _Hlk2348715]What do public entities need to do?
Public entities must ensure that all new contracts for executives entered into on or after 4 February 2020 do not contain provision for a bonus opportunity. This requirement applies to both new appointments and re-appointments of executives in public entities from 4 February 2020.
Where an employer elects to make a bonus buy-out offer, that offer must be made to eligible executives by 1 May 2020, with the decision on the offer to be implemented by 30 June 2020. Buy-out offers should be made in writing.
[bookmark: _GoBack]Provided they are within the individual cap and the entity pool cap, public entities are free to choose the level of bonus buy-out offer made to each executive (including zero if they wish to do so). However, public entities should ensure that offers are consistent with any contractual or legal requirements for approval that may apply. Public entities should also refer to the principles for setting executive remuneration in the Policy when determining buy-out offers (Part 5 of the Policy).
If offers are consistent with the Policy, prior approval from VIRT is not required to make bonus buy-out offers to executives. This includes in cases that may potentially breach the ‘70/80 rule’ if the breach would arise solely due to implementing the bonus buy-out offers.
The once-off increase in TRP accepted in exchange for removal of the bonus opportunity should be paid to executives through the ordinary pay cycle, commencing from 1 July 2020, not in one lump-sum. 
[bookmark: _Toc31729301]What do public entity executives need to do?
Existing executives with a bonus opportunity in their current contract should receive a bonus buy-out offer (or request to remove the bonus provision from the contract) from their employer by 1 May 2020. As all offers must be implemented by 1 July 2020, executives should consider the offer and accept or reject promptly (within the period determined by the employer). This will allow time for any accepted offer to be implemented by 1 July 2020.
Executives who accept the buy-out offer will remain eligible for consideration for a potential bonus for the 2019-20 financial year, subject to a performance review, but will not be eligible for bonuses in subsequent years. 
Executives who decline the buy-out offer will remain eligible for consideration for bonus payments for the remainder of their current contract term, following a performance review. However, any new contract entered into on or after 4 February 2020 (including contracts re-negotiated due to contract expiry) must not contain provision for a bonus opportunity.
In all cases, when an executive is offered a new contract (including any contract offered at expiry of the current contract), no bonus opportunity will apply.
[bookmark: _Toc31729302]How is the offer calculated?
The government has developed a bonus buy-out calculator for public entities to guide entities through the process of determining bonus buy-out offers that are consistent with the Policy. The calculator is available at www.vic.gov.au/bonus-removal-offer. 
To use the calculator, public entities will need to collect the following information for each executive in their organisation who has a bonus opportunity in their current contract:
· total remuneration package (TRP), as at 3 February 2020
· maximum bonus opportunity available in the current contract
· bonus rate paid in each of these financial years: 2016-17, 2017-18 and 2018-19.
The process for determining maximum bonus buy-out offers reflects each executive’s bonus history over the financial years 2016-17, 2017-18 and 2018-19 in their current role. For example, if the Chief Operating Officer (who received bonus payments in 2016-17 and 2017-18) subsequently changed roles within the same public entity to become the Chief Executive Officer (CEO), the relevant information for determining a bonus buy-out offer would be any bonus received in since commencing their current role as CEO. The bonus rates received in earlier years would not be relevant as they apply to a different executive role.
For eligible executives with contracts that commenced on or after 1 July 2019, the individual cap is the lower of the maximum bonus opportunity specified in the current contract or 10 per cent of their TRP, as at 3 February 2020. 
Executives who have a bonus provision in their current contract who have not been paid a bonus in the 2016-17, 2017-18 and 2018-19 financial years may still be offered bonus buy-out offers at the employer’s discretion. Alternatively, the employer may choose not to make a bonus buy-out offer but may still seek an executive’s agreement to remove the bonus opportunity clause from their contract. 
Executives who accept buy-out offers will remain eligible for consideration for a bonus in respect of the 2019-20 financial year, following a performance review, but will not be eligible for bonuses in subsequent years.
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