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© CSi Reports are produced and issued
under the following conditions:

The Remuneration
Specialists

CONFIDENTIAL & COPYRIGHT

CSi — The Remuneration Specialists Pty Limited (CSi) remuneration consulting reports are
confidential and copyright. Contributors may only use the reports within their own
organisations and are not to convey the contents to any third parties without the prior
written permission of CSi. This report may not be on-sold, in whole or in part, in any form.

DISCLAIMER/LIMITATION OF LIABILITY

Outside of CSi's statutory obligations, no responsibility can be accepted for loss
occasioned to any person acting or refraining from acting as a result of any statement in
this publication.

Where market remuneration data is used in the report, it has been produced using
contributors’ data that, to the best of CSi’s knowledge, was current and correct at the time
of publication. Whilst considerable lengths have been taken to verify all contributors’ data,
CSi gives no guarantee as to the absolute validity of the information contained herein, nor
its applicability to any specific circumstances. The report is intended as a guide only and
CSi will not be liable to any person as a result of any actual or perceived inaccuracy
contained in the Report.

CSI PRIVACY POLICY

CSi — The Remuneration Specialists Pty Limited (CSi) has had a long-standing
commitment to respecting the privacy of the information entrusted to it by clients and
others. This commitment has ensured the ongoing success of our business and our
clients' ongoing support of our products and services.

Our formal Privacy Policy document explains CSi's commitment to comply with the
National Privacy Principles and how we collect, use, disclose and protect the information
we collect from our clients. To view this policy document, please go to our website
www.csirem.com.au or contact CSi's Privacy Officer on 61 2 8440 6500 for further
information.
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HOW AUSTRALIAN ORGANISATIONS ARE RESPONDING
TO RISING FUEL PRICES

INTRODUCTION

The cost of fuel has recently been in the media on a daily basis. World oil prices are at
record highs, and the affect is being passed onto individuals everywhere. Higher oil prices
are being passed onto the end consumer, which has lead members of the Australian
public to call on the Government to reduce excises on petrol to give them some relief.

As many Australians rely on a private vehicle for both personal and business use, the cost
of running the vehicle continues to increase. Current inflation figures have been strongly
influenced by the increasing petrol prices. In the year to June quarter 2006, automotive
fuel increased by 24.6%.' This is in contrast to the median budgeted salary increase
reported in the Australian General Industry Remuneration Report of 4% over the same
period.?

This study looks at the impact higher petrol prices are having on organisations - whether
or not they are receiving pressure from employees to receive additional compensation
and/or if they are proactively adjusting remuneration benefits to reduce the financial
burden on the employee.

METHOD

This remuneration study was based upon an excel data capture sheet distributed via email
by CSi to target organisations. Data was submitted to CSi by return email. The results
were then accumulated and analysed.

One hundred and seventy five (175) organisations took part in this study. The following
reflects the answers collected by CSi.

! Australian Bureau of Statistics (ABS) (2006) "6401.0 - Consumer Price Index, Australia, Jun 2006, ABS
website. http://www.abs.gov.au/ausstats/abs%40.nsf/mf/6401.0. Accessed August 18, 2006.

2 CSi's Australian General Industry Remuneration Report, June 2006.
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RESULTS

Q1. Are you receiving pressure from employees to compensate for the
rise in fuel prices?

Four options were provided to answer this question. Ninety nine percent (99%) of
organisations were able to answer within the parameters of these four choices. The
distribution of responses is displayed in the following table.

Responses % organisations
A — We are NOT receiving pressure from employees as we do not 16%

offer motor vehicle benefits

B — We are NOT receiving pressure from employees; we do offer 48%

motor vehicle benefits but we are not receiving pressure from
employees

C — We ARE receiving pressure from employees; although we don’t 2%
offer motor vehicle benefits, this is the basis for requests for an
overall increase in remuneration

D — We ARE receiving pressure from employees; and more 34%
specifically we are receiving pressure on motor vehicle benefits

Approximately one third (34%) of responding organisations reported being under pressure
from employees to review their motor vehicle benefits as a result of rising fuel prices; this
has decreased from forty five percent (45%) in November 20053, [It is useful to note that
over half of the responding organisations (56%) in November 2005 reported being in the
process of reviewing and/ or changing their motor vehicle benefits policies, which may
have led to this decrease]. A further two percent (2%) of organisations are under pressure
from employees to provide an increase in overall remuneration due to the rise in fuel
prices as these organisation report not providing motor vehicle benefits. Almost half the
responding organisations (48%) are not receiving pressure from employees despite
providing motor vehicle benefits. [This has increased from thirty-six percent (36%) in
November 2005]. A further sixteen percent (16%) of organisations are not receiving
pressure from employees on this issue, as they do not offer motor vehicle benefits.

Q2. If you are receiving pressure from employees, how would you rate
that pressure?

Those organisations that reported being under pressure from employees were then asked
to evaluate the strength of the employee pressure related to this issue. Twenty-two
percent (22%) of responding organisations reported the pressure to be minor, this
decreased from thirty-two percent (32%) in November 2005. Those organisations
considering the pressure to be moderate increased slightly from forty-seven percent (47%)
in November 2005, to forty-eight percent (48%). The intensity was considered to be strong
by thirty percent (30%) of responding organisations, increasing from twenty-one percent
(21%) in November 2005. Therefore, more than two-thirds of organisations that are under
pressure categorise themselves in the moderate-strong range.

% CSi's November 2005 Fuel Report, http://www.csirem.com.au/downloads/knowledge/fuelPrices2005.pdf
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This information is displayed in the following sector graph.

Intensity of Pressure on Organisations

22%

B minor
O moderate

O strong

48%

Q3.If you provide motor vehicle benefits, what form do they take?

Those organisations that reported providing motor vehicle benefits to their employees
were then requested to advise what types of motor vehicle benefits they provided. The
most common types were Novated leases and Car Allowances [provided by sixty percent
(60%) of organisations], followed by Fully Maintained Vehicles [provided by fifty four
percent (54%) of organisations].

Motor Vehicle Benefit Offerings

80% -
60% -
40% -
20% -
0% T T
Fully Maintained Novated Leases Car Allowances Fuel Cards Other
Vehicles

* Please note that respondents were able to select more than one option.

Thirty percent (30%) of the responding organisations reported providing Fuel Cards, either
in conjunction with Fully Maintained Vehicles, with Novated Leases, or as a separate
benefit for employees who utilise their personal vehicles for business use. Twelve percent
(12%) of the responding organisations reported providing Motor Vehicle Benefits in ‘other’
forms. These ‘other forms of Motor Vehicle Benefits included providing fuel
reimbursement (ranging from the current average ATO rate of 55c/km to reimbursement
rates of 61c/km, with many organisations having reviewed their reimbursement rates in
recognition of rising fuel prices), parking allowances, fuel allowances, discounted servicing
products, and use of a business owned vehicle for client visits during business hours.

© CSi - The Remuneration Specialists 9



Q4. If you are experiencing pressure from employees, where is the
pressure coming from?

Sixteen percent (16%) of organisations reported receiving pressure from Senior
Executives, thirteen percent (13%) reported pressure coming from Marketing, and
seventeen percent (17%) of organisations reported receiving pressure from Engineers. By
far, the majority (75%) of organisations reported receiving pressure from Sales. A quarter
of organisations (25%) reported experiencing pressure from specific employee areas other
than those specified. Some of those other areas under pressure included managers of the
listed areas, Administration/ Clerical, Clinical Application Specialists, Finance, IT,
Merchandisers, Pre & Post Sales Analysts, Professional Services Consultants, Technical,
Training, Service Delivery, Support, Software Consultants, those with large amounts of
business travel, and those with tool-of-trade vehicles.

Responses % organisations
Pressure is coming from specific employee areas: - Senior 16%
Executives

- Marketing 13%

- Sales 75%

- Engineers 17%

- Other (please specify) 25%
Pressure is coming from employees as a whole 19%
Pressure is coming from another area (please specify) 6%

* Please note that respondents were able to select more than one option.

Pressure was reported to be coming from employees as a whole by nineteen percent
(19%) of organisations. Six percent (6%) of organisations reported ‘other’ sources of
pressure on this issue. These ‘other’ areas include casuals, low paid staff not utilising
public transport, regionally located staff, middle level employees, Field staff, Sales
Managers seeking to utilise a healthy motor vehicle benefits package as a recruitment tool
and Novated Lease holders doing higher than expected business kilometres.

Q5. Have you considered changes to your organisation’s motor vehicle
policy as a result of the rising fuel prices and/or employee pressure?

Respondents were given four options to answer this question. If one of these four options
was not selected by an organisation, it is assumed that organisations are not considering
changes to motor vehicle policies. The proportion of organisations responding to each
option is displayed in the following graph.

40% 36% O Currently considering
35%
30% 26% @ Considered this issue
25% - and will NOT make
% 17% 18% changes o
20% ° O Considered this issue
15% and ARE making
10% changes
50 OHave/Will not consider
0o this issue
%
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From the above chart it is evident that the majority of organisations (71%) have or are
taking the rising fuel prices into account when considering current motor vehicle policies.
Over a third (36%)of the surveyed organisations are currently reviewing their policies,
while seventeen percent (17%) have reviewed their policies and decided not to make any
changes. Amongst the organisations that have already reviewed the impact of petrol
prices, eighteen percent (18%) of organisations will make changes to incorporate the
higher costs of fuel, only 1% more than those who decided not to make changes after their
review.

Organisations that have considered the impact of fuel prices and decided to make
changes (18% of organisations) have reacted in various ways. Some organisations are
focusing on their bottom line, and are consequently looking to cash out their fully
maintained vehicles despite employee reluctance; while other organisations are increasing
their nominal after tax contribution to the provision of a company vehicle; other
organisations are no longer offering fully maintained vehicles, preferring to offer Car
Allowances and Novated Leases, or in some cases move to fixed remuneration; and still
others are changing their company vehicles from 6 cylinder to 4 cylinder vehicles.

Other organisations appear driven more by the effect of rising fuel prices on their
employees. This group of organisations have made changes such as: increasing the motor
vehicle allowance by $3,000 and removing it from superable pay; increasing the motor
vehicle allowance by between $1,000 and $4,000, dependant upon things like employee
positions and the price of fuel not dropping below $1.00/L for a consistent month;
increasing the motor vehicle allowance by 4% on average; lowering the motor vehicle
allowance and introducing a fuel card to remove variable costs for employees; increasing
the notional fuel allowance by $3,000 for Sales Executives; introducing more frequent
reviews of motor vehicle benefits either annually or biannually; increasing the kilometre
reimbursement rate they offer to their staff, either meeting or in some cases exceeding the
latest ATO rates of $0.55/km for small (1600cc) vehicles travelling less than 5,000
business kilometres per year®.

Some organisations that reported having made changes, reported that these changes
were not due directly to the rise in fuel prices, but rather due to their regular review periods
or other factors.

* CCH Australia (2006) “FBT: car rates for 2005/2006”, CCH Australia website. http://www.cch.com.au. March
22, 2006.
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Q6. If you are NOT considering changes to your motor vehicle policy,
are you doing anything on an ad hoc basis to address this issue?

There were two options available to answer this question - Yes and No. Organisations that
answered, “Yes” were then asked to provide details of their activities. Please note: This
guestion was answered by those organisations that responded, “We have considered this
issue and will not make changes” or “We have/ will not consider this issue” in Question 5.
(i.e. 43% of the total sample responded to this question.)

Are organisations who are not making changes doing anything on an ad
hoc basis?

15%

OVYes
BNo

The above graph shows that the vast majority (85%) of organisations who are not making
changes to their motor vehicle policies to adapt to higher fuel prices are also not making
any adjustments on an ad hoc basis.

In relation to the fifteen percent (15%) of organisations where ad hoc activities are being
implemented, organisations are making specialist motor vehicle benefit consultants
available to their staff, and are monitoring the changing cost of fuel and amending their
motor vehicle or fuel allowances accordingly. Some organisations have considered
increases to individual's base salaries due to the rising fuel prices.

CASE STUDY — CP SHIPS (UK) LIMITED

CP Ships is an organisation operating in the shipping industry that has a policy in place in
order to address fluctuations in fuel prices. John Kairuz, the National HR Manager gave us
the run down on the workings of their policy.

CP Ships instituted the following measures by which to calculate a Fuel Allowance that
they provided to their staff on top of the car allowances provided in order to absorb the
fluctuating fuel costs. At the inception of the policy, CP Ships employed about 220 staff.
The Sales staff that received allowances for tool-of-trade vehicles were the only ones
covered by this policy.

CP Ships provide car allowances to their Sales staff in the order of $16,800 per annum, as
well as a parking allowance that varies from $75 to $150 per month depending on the
state in which the employee is based. Their motor vehicle policy had written into it a
clause, which required car allowance rates to be reviewed should the price of fuel rise
above $1.10/L. When Petrol prices exceeded this amount they introduced a Fuel
Allowance based on a Fuel Adjustment Figure.

© CSi - The Remuneration Specialists 12



Similar to the car allowance, the fuel allowance is given as an after tax allowance. It is
readjusted quarterly, and contingent on fuel prices remaining above $1.10/L on average
across the previous 3-month period. The Fuel Adjustment Factor (FAF) was calculated
utilising the Australian Automobile Associations Fuel Track information®, basing their
employees Australia wide on Sydney prices. The V6 Commodore is utilised as the
standard vehicle for calculations to be based upon, with the fuel efficiency sourced from
the manufacturer, Holden. The typical mileage of a member of the Sales staff was
assessed by the Sales Director. Utilising this information, the following formula was
created to define the Fuel Allowance for the following quarter.

FAF = Avg. km per year + L per Km (Fuel efficiency) + 12 (months in the year) x Avg. fuel
price increase

According to John Kairuz, Sales employees at CP Ships found the Fuel Allowance
provided by CP Ships and the policy surrounding it to be a fair and satisfying solution to
the fluctuating fuel prices.

John Kairuz of CP Ships provided this information. Please note that CP Ships has been
bought out by Hapag-Lloyd and is currently running on a skeletal staff to wind down
operation by the end of the year. | am advised that Hapag-Lloyd do not intend to adopt the
CP Ships policy.

CONCLUSION

The results of this survey show that organisations are divided in whether or not they are
receiving pressure from employees to compensate for the rise in fuel prices. Of the 36% of
organisations that are under some form of pressure, the majority of organisations feel they
are under moderate (49%) to strong (30%) pressure to make changes. Thus indicating
that although the percentage of organisations receiving pressure in this area has declined
since November 2005, the percentage of organisations reporting the pressure to be
moderate to strong has increased. Of those organisations that are experiencing pressure,
the job family applying the greatest amount of pressure is Sales, with 75% of organisations
reporting pressure from this area. Of the 82% of responding organisations who do provide
motor vehicle benefits, the most commonly provided form of motor vehicle benefits were
Novated Leases (60%) and Car Allowances (60%). Of the organisations that have
previously considered making changes (36%), organisations are just as likely to not make
any changes (17% of organisations) as they are to make changes (18% of organisations).
Organisations that have made changes have responded in a wide variety of ways, some
focusing on the organisations bottom line, and others concerned with reducing the impact
on their employees. Very few (15%) organisations that have decided not to make any
changes to their motor vehicle policies are undertaking ad hoc activities to address this
issue.

CSi will continue to track the fluctuations in fuel prices and report on these trends based
on market pressures. Please continue to check the CSi website for future fuel report
releases.

® Australian Automobile Association — Fuel Trac - http://www.aaa.asn.au/issues/petrol.htm Viewed on August
18, 2006.
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