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INSIGHTS INTO REMUNERATION REPORTING

Insights into Remuneration Reporting

Often it seems like the most widely read section of a listed company’s Annual Report is not the
page that tells us what their profit (or loss) is for the year but rather it's the Remuneration Report
that names the key executives and their remuneration.

With shareholders, proxy advisors, institutional investors, the media, and other stakeholders
increasing their focus on the remuneration of directors and Key Management Personnel (KMP),
Remuneration Reports have never been more important. This is also why they continue to grow in
length each year. As directors and KMP have responsibility for the overall management and
custodianship of the organisation, stakeholders want to understand how these individuals are
remunerated, that their behaviours will support the achievement of the organisation’s strategies
(including those related to ESG) and that their interests are aligned with those of the shareholders,
employees, customers, and society in general.

A clear and understandable Remuneration Report explains how KMP are remunerated in the short,
medium, and long term and links that remuneration back to the performance of the organisation.
This is challenging as the Remuneration Report is not only about compliance with the relevant
Legislation, it is also a key communication tool between the organisation and its stakeholders. The
Remuneration Report should tell the story of how the remuneration framework is structured, the
remuneration outcomes and how that aligns to the creation of long-term sustainable value, for both
shareholders and other key stakeholders. It should be forward looking as well as reporting on what
has happened in the current year. This all needs to be balanced against the privacy of the
individuals captured in the report which is a challenging balancing act.

Due to the many different facets that the Remuneration Report aims to cover, it often also involves
many different parts of the organisation working together to prepare it. Human Resources and
Finance are usually the key parties involved, but often the Company Secretary, General Counsel,
Investor Relations and even the Board or Remuneration Committee may have significant input as
well. With all these competing viewpoints and priorities, it can be easy to lose focus of what the
key statutory requirements are that must be included in the Remuneration Report.

This Guide considers some of the main requirements of the Corporations Act (20017) and other
related regulations and rules. It provides guidance to help ensure that you produce Remuneration
Reports that are effective communication tools, aspiring to align with best practice, and which
ultimately comply with the Act. We hope this Guide will assist you to create meaningful
Remuneration Reports that clearly articulate your organisation’s remuneration story.

[t pays to know your remuneration reporting.
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About this Guide

This Guide addresses the disclosure requirements in the Remuneration Report. It does not seek to
replicate all the requirements of the Corporations Act (2007) and the Corporations Regulations
(20017) as they relate to Remuneration Reports but rather focuses on our insights, views, and
experiences, in relation to common questions that we are asked. The disclosures are linked to
accounting for remuneration and are therefore driven by relevant accounting standards —
predominately AASB 2 Share-based Payments and AASB 119 Employee Benefits. Where
necessary to understand the disclosure requirements, we have provided an overview of the
recognition and measurement requirements in the accounting standards, however this Guide is not
a comprehensive summary of the requirements of the standards. For further information on
accounting for employee benefits and share-based payments, please refer to the KPMG Insights
into IFRSs” and Share-based Payments IFRS 2 handbook or speak to your KPMG Advisor.

Key terms

The following terms have been used throughout this Guide:

AASB 2 Share-based Payment

AASB 719 Employee Benefits

AASB 124 Related Party Disclosures

Act Corporations Act (20017)’

Grant date Date when the fair value of the share-based payment is measured.

KMP Key Management Personnel — these are the individuals that are included in the

Remuneration Report. (Refer question 1.2.1)

Legisiation Collectively refers to both the Corporations Act (2007) and section 2M.3.03 of
the Corporations Regulations 2007 which together form the legislative
framework covering the Remuneration Report. (Refer to question 1.1.1)

Regulations Corporations Regulations (2007)

SBP Share-based payments are accounted for under AASB 2 where, in relation to
employees and KMP, the organisation receives services in exchange for
providing either:

e equity instruments (including shares and share options) of the organisation
or another group entity; or

e cash or other assets to an amount based on the price or value of the equity
instruments (including shares and share options) of the organisation or
another group entity.

Vesting conditions Conditions that determine whether the organisation receives the required
services from the KMP. Vesting conditions are subdivided into:
e service conditions where KMPs are required to complete a specific
period of service
e performance conditions where KMPs are required to meet specified
performance targets and to complete a specific period of service.

Vesting period Period over which all performance and service conditions associated with the
SBP are satisfied resulting in the KMP becoming unconditionally entitled to
the SBP.
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INSIGHTS INTO REMUNERATION REPORTING

1. General overview

1.1 Preparation of Remuneration Reports

1.1.1 What rules govern the disclosures in the Remuneration Report?

All Australian companies that are listed disclosing entities must prepare, and have audited, a
Remuneration Report under s.300A of the Act as part of their annual Directors’ Report. Most of
the specific details required to be disclosed for each individual KMP in the Remuneration Report
are in section 2M.3.03 of the Regulations.

1.1.2 How should the Remuneration Report be structured?

The Legislation does not mandate a specific layout for the Remuneration Report. The only
requirement in the Act is that the Remuneration Report is in a separate and clearly identified
section of the Directors’ Report. However, the Remuneration Report is a key tool for
communicating with the organisation’s stakeholders and therefore needs to clearly explain the
remuneration strategy and link that to the organisation’s performance. This might include graphs
and diagrams where they help simplify the message to readers.

Over recent years, it has become best practice to include a brief cover letter from the Chair of the
Remuneration (or equivalent) Committee, which outlines how the organisation has performed for
the year and how this has been reflected in remuneration outcomes. The cover letter also flags
any changes made to the remuneration framework, the rationale for those changes, and
potentially any planned future changes. Where a malus or clawback clause (refer to section 3.3)
was invoked during the year, the cover letter should acknowledge the circumstances leading to
the exercise of the clause and discuss the consequences on remuneration. If the organisation
had a first strike against its Remuneration Report in the prior year (refer to section 3.6), the letter
should also address how this year, the organisation has addressed the issues driving the strike.

Following the letter from the Chair, many organisations include a high-level snapshot of the
remuneration framework and the different elements of remuneration including base salary, short-
term and long-term incentives, and how this links back to the organisation’s strategy. Typically,
the statutory remuneration table (refer to section 2) and other statutory disclosures are included
towards the back of the Remuneration Report.
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INSIGHTS INTO REMUNERATION REPORTING

1.1.3 What role do accounting standards have in Remuneration
Report disclosures?

REG2M.3.03(4) Under the Regulations, the mandatory quantitative disclosures required in the Remuneration
Report should reflect the requirements of relevant accounting standards. This applies to the
recognition, measurement, and classification of the remuneration information. That is, the
information in the Remuneration Report should align with the financial statements. The relevant
accounting standards are generally, AASB 119 and AASB 2.

Further, disclosures required by the Regulations that refer to terms used in the accounting
standards have the meaning given by those accounting standards. Accordingly, understanding

REG2M.3.03(5) how the different elements of remuneration are accounted for under Australian Accounting
Standards is key in determining the disclosures in the Remuneration Report.

Organisations may have arrangements that they call short-term incentive plans (STls) and long-
term incentive plans (LTls), amongst others. These remuneration arrangements are descriptors of
common remuneration structures and do not directly correlate to how these are accounted for
under accounting standards. To determine the appropriate statutory disclosures, organisations
need to consider the components of these arrangements as each component will be accounted
for and disclosed separately. For example, an STl may consist of both a cash bonus and an equity
awarded in share rights component. The cash component would be disclosed as a cash bonus
and the equity component would be an equity-settled SBP in the statutory table. (Refer to section
2 and question 3.4)

Organisations often provide additional information regarding the remuneration strategy and
outcomes in addition to the mandated requirements and these supplemental disclosures are
frequently prepared on a basis other than in accordance with the accounting standards. (Refer to
question 1.1.4)
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1.1.4 Can non-statutory remuneration information be included in the

Remuneration Report?

Under the Regulations, the mandatory quantitative
disclosures in the Remuneration Report should reflect
the requirements of relevant accounting standards
(refer to question 1.1.3). In addition, some
organisations provide non-statutory remuneration
information in the Remuneration Report to help
explain outcomes of KMP remuneration. This is often
disclosed in a separate table alongside the statutory
remuneration tables. (Refer to section 2)

From our experience, the key difference between
non-statutory and statutory remuneration information
generally relates to SBP awards. The SBP amount
disclosed in the non-statutory remuneration table
commonly reflects the total number and value of
awards that vested during the year, rather than the
expense recognised in the current year under
accounting standards. Other differences may also
arise due to the way paid leave is treated. (Refer to
question 2.1.1)

Organisations often refer to this non-statutory
remuneration information as ‘realised pay’, ‘take
home pay’ or other similar descriptions. These tables
are used if organisations consider the amounts
determined in accordance with the accounting
standards are not fully reflective of what the individual
received in the year and assists in further explaining
their remuneration strategy and outcomes to

readers.

If organisations wish to include non-statutory
remuneration information, in our view, the guidance in
ASIC's Regulatory Guide 230: Disclosing non-IFRS
information (RG230) should be applied by analogy.

Top tips for improving non-statutory
remuneration information:

Clearly identify information as
additional non-statutory information
and why it's useful.

Disclose statutory and non-
statutory information in close
proximity to each other and provide
a clear cross reference to the
statutory table.

Reconcile non-statutory to statutory
information in some manner —
including through narrative
description of different approaches
taken for various elements of
remuneration.

Present non-statutory information
consistently from one year to the
next, regardless of remuneration

outcomes.

Explain the measurement basis in
clear and simple terms, avoiding
the use of excessive jargon.

For remuneration that is earned
across multiple annual periods,
explain the manner in which it is
allocated to the different reporting
periods.

It is especially important to include a description of why the non-statutory information is useful
to the reader and the basis (or bases) of recognition and measurement used in preparing the
non-statutory information including any significant judgments applied, so that readers can
understand how these amounts differ from the statutory remuneration table. This basis should
be consistent year on year. For example, if in times of decreasing share price, organisations
choose to disclose the value of vested SBP awards based on the share price at vesting date,
then the same information should be provided in periods of increasing share price.
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Below is an extract from the NAB Group 2022 Annual Report which illustrates an explanation of
the basis of preparation of the non-statutory information in the top paragraph and reconciling
items to the statutory remuneration table in the footnote to the table.

5.5 Realised remuneration
The table balow iz a voluntary non-statutory disclosure that shows the realised remuneration the Group CEOQ and each
Group Executive receivad during 2022, The amounts shown include fixed remunsration, previous years deferred vanable
reward which vasted in 2022, and other equity and cash bazed awards that vested in 2022, The value of equity awards is
caleulated using NAB's closing share price on the vesting or forfeiture or lapsing date. Not all amounts have been prapared
inaccordance with Australian Accounting Standards and this information differs from the statutory remuneration table (in
Section 6 of this Remunaration Report) which shows the expanse for vested and unvested awards in accordance with Australian
Aceounting Standards.
2022 Prior years
Fixed Annual Total 2022 LTI Other Total Equity
remunaration™ VR cash remuneration Performance vested/ realised forfeited /
Rights paid remuneration lapsad®
remuneration”
Name L * 8 L] % L] &
Group CEO
Roes McEwan 2022 2,502,740 1,387,500 3,880,240 - - 3.890,240 -
2021 2,503,866 1,509,375 4013241 - - 4,013,241
Group
Executives
Sharon Cook 2022 839,001 441,312 1,380,373 557,018 13.790 1,951,182 (294.085)
2021 903514 396,900 1,300,414 - B.865 1.308.279 -
Shaun Dooley 2022 1,174,850 416,250 1,581,100 - = 1,591,100 -
2021 1,079,637 424 463 1,504,100 201,543 08 1,706,352 [201.543)
Susan Ferrier 2022 802,116 418,142 1,320,258 - 16.198 1,336,456 -
2021 900,988 347,288 1248276 - 6942 1255218 -
Dawid Gall 2022 1,202,821 541,151 18434872 905,143 - 2745115 (477.885)
2021 1.209,534 819,000 2028534 505,668 - 2,624,422 (4T2.08T)
Wathan Goonan 2022 802,116 418,142 1,320,258 = 4 66T 1,324 925 -
2021 904,278 396,900 1,301,179 201,543 aur 15058349 (201.543)
Andrew lrvine 2022 1,202,822 669,027 1,871,849 - TET.561 2,635,410 -
2021 1201430 THT.S500 1,588,930 - 1,492,083 3481023
Gary Lennon 2022 1,102,587 562,169 1,664,756 994,641 15,918 2,675,315 (525,196)
2021 1,109,008 5T7.500 1,686,509 Tdd B4D 10,233 2441581 (580.116)
Les Matheson™ 2022 1,052 469 487,832 1,540,301 - - 1.540,301 -
2021 TE117E 307202 1,158.380 - - 1,158.380 -
Angela Mentis 2022 1,205,315 682 36T 1,887 682 1,153,581 44,380 3.135,643 (630.195)
2021 1.346,827 833,340 2,240,167 Tdd BaS 27,938 3.012.854 (580.116)
Rachel Slade 2022 1,202,822 585,399 1,788,221 - 15,785 1.804,006 -
2021 1.203,746 TAT.500 1,001,246 201,543 10,857 2.203.646 (201.543)
Patrick Wright 2022 1,503,527 696,903 2,200,430 1,263,065 81,400 3,574,895 (682.694)
2021 1503141 084,375 2487516 - 52,320 2,539,845
Daniel Huggins 2022 1,124,003 580,127 1,704,130 - 696,728 2 400,858 -
1) Includes cash salary and superannuation conssternt with the statutory remuneration table in Section &1, excluding acorued annual leave entitements.
¥ dmounts relate to 2017 LTI Performance Rights granted on 18 December 2017 and vesting on 20 December 2031 (2022 financial year). Further information about the
parformance hurdles and parformance paricd for this award is provided in Section 5.4, Datails of the vested equity swards are provided in Section 8.
{3) Amounts related to other vested equity or cash based remunerartion from prior years (excluding LTl performance rights). This includes VR defarred nghts,
commencemant gwsnds, shares recaiwed under the Genaral Employes Shara Offer and dvidends paid duning 2022 in relation to any defarred share awards. Details
of the vested equity awards are provided in Section &,
{4) Awards or remuneration lapsed or forfeited duing 2022, Details of the awards are provided in Section &,
(B) Les Matheson was a part-year KMP in 2021, commaencing in his role on 11 danuary 2021,
{8) Daniel Huggins' remuneration includes VR paid during the year relating to the period before he wes o KWP.

Reference: Pg. 131, NAB 2022 Annual Report
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REG2M.3.03(1)
ITEM 4 &5

Below is an extract from the Telstra 2022 Annual Report which provides another illustration of
non-statutory information and explanation of why it is useful to the reader and the basis of
preparation.

2.5 Detailed remuneration and interests in Telstra shares
The tables in this section disclose Senior Executive information
and only represent their time as Senior Executives.

(a) Actual pay which crystallised in FY22 for Senior Executives
As a general principle, the Australian Accounting Standards
reguire the value of share-based payments to be calculated at
the time of grant and to be expensed over the performance
period and applicable service period. This may not reflect what
Senior Executives actually received or became entitled to
during the year.

The tables in this section are voluntary disclosures and are not
prepared in accordance Wwith Australian Accounting Standards.
They are designed to provide greater transparency for
shareholders on the pay and benefits the Senior Executives
actually received, or became entitled to receive, during FY22
while they were a Senior Executive.

Senior Executives receive a significant portion of their variable
remuneration in the form of equity. The value they actually
receive from that variable remuneration is tied directly to
Telstra's share price performance and whether the variable
remuneration vests. We believe this demonstrates that our
reward framework effectively aligns with our shareholders'
interests and demonstrates the linkage between pay and
performance.

Reference: Pg. 60, Telstra Annual 2022 Report

Having regard to the principles of RG230, organisations should also ensure the non-statutory
information is clearly identified as non-statutory, if not audited, then identified as non-audited and
not given any undue prominence. These disclosures have a better chance of being understood if
there is a clear cross reference between the non-statutory information and statutory table.

1.1.5 What information must be disclosed about events impacting
remuneration arising after balance date but before the
Remuneration Report is issued?

Generally, disclosures in the Remuneration Report relate to events impacting remuneration that
have occurred during the current year. Under the Regulations, changes in the CEO or a director,
including the names of the incoming KMP occurring after the balance date but before the
Remuneration Report is issued must also be disclosed. If any other KMP retires after year-end,
this is required to be disclosed as well.

Whilst not required, some organisations may also choose to disclose significant changes in
remuneration arrangements or new policies and plans put in place after year-end impacting
remuneration on a prospective basis but before the Remuneration Report is issued. Such
information can be useful in explaining the organisation’s remuneration policy and is relevant to
understanding how the organisation is addressing any stakeholder concerns in their remuneration
strategy and policies.
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1.1.6 Is a Remuneration Report required if a company lists (or de-
lists) after year end but before the financial statements and
Directors’ Report are issued?

The Remuneration Report forms part of the Directors’ Report of a company that is a listed
disclosing entity at year-end.

In instances where a company lists after year-end but before the date of the Directors’ Report,
even though not explicitly required, in our experience, many companies choose to prepare a
Remuneration Report.

Where a company ceases to be listed after year-end but before their lodgement date, ASIC
provides relief from the requirements of Chapter 2M of the Act. Therefore, subject to certain

ASIC criteria being met, a Remuneration Report is not required.
INSTRUMENT

2016/190 L ) . L
Organisations who are unclear about their reporting obligations under Chapter 2M of the Act

should seek advice from their KPMG Advisors.

1.1.7 When a company lists during the year, from what date does the
Remuneration Report begin?

When a company lists during the financial year, the company must provide a Remuneration
Report as part of the Directors Report for that year-end. However, the Remuneration Report for
this newly listed company is for the period from incorporation or the earliest comparative period,
whichever is later, and not from the date of listing.

S.300.A
$.285(2)

If the company is incorporated and lists in the same financial year, the Remuneration Report
begins from the date of incorporation, as illustrated in scenario 1 below.

Scenario 1: Company incorporated in September 20X2, listed in March 20X3 and year end 30

June 20X3
Date of incorporation Date of listing Year end
| ! |
1 ! 1
| : |
i i i
| : |
™ r\ ™
'C 7 \ \ >
1 July 202 1 September 20022 1 March 203 30 June 20X3

Remuneration Report period
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If the date of incorporation is in the previous financial year or before the beginning of the previous
financial year, the comparative information begins from the date of incorporation, or the beginning
of the comparative year as illustrated in scenario 2. (Refer to question 1.2.4).

Scenario 2: Company incorporated in March 20X1 and listed in March 20X3

Date of incorporation

™ ™
L W H
1 March 20X1 1 July 20X1 30 June 20X2
Comparative Remuneration Report penod
Date of listing
]
]
1
1
i
ot et
1 July 20X2 1 March 20X3 30 June 20X3

Remuneration Report penod

When a new entity is created to acquire control of a number of businesses but that acquisition is
contingent on the completion of an initial public offering, further analysis may be necessary to
determine whether there is a comparative period (i.e. a period before date of incorporation).

1.1.8 Can information be cross referenced from the financial
statements to the Remuneration Report?

Although there are overlapping requirements between the accounting standards and the
Legislation when it comes to remuneration disclosures, it is not possible to include the
disclosures in only one location and cross reference.

Remuneration The Act requires all the disclosures to be in the Remuneration Report and
Report the company’s auditor must sign off that the Remuneration Report is
compliant with the requirements of s.300A of the Act. Accordingly, all the
information must be contained in the Remuneration Report and cannot be
cross referenced from or to elsewhere in the Annual Report, including the
financial statements.

S.300A(1)

Financial In order for the financial statements to comply with the Act and the
Statements accounting standards, all disclosures required by the accounting
standards (including AASB 119, AASB 2 and AASB 124) must be included
within the notes to the financial statements and cannot be cross
referenced outside the financial statements, for example from the
Remuneration Report.

Where there is additional information that is not required by the Legislation but complements the
disclosure in the Remuneration Report, this may be cross referenced from the Remuneration
Report to elsewhere in the Annual Report, including the financial statements or the operating and
financial review.
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INSIGHTS INTO REMUNERATION REPORTING

1.1.9 Is the Remuneration Report required to be audited?

Yes. The Remuneration Report of listed disclosing entities are required to be audited. The audit
covers both quantitative and qualitative disclosures and statements of policy or position. Auditors
are required to report to members on whether, in the auditor’s opinion, the Remuneration Report
complies with s300A of the Act.

An example opinion is provided below:

In our opinion, the Remuneration Report of the Company for the year ended 30 June 20XX,
complies with Section 300A of the Corporations Act 2001.

If the auditor is not of that opinion, the auditor’s report must say why i.e. issue a modified
opinion.

1.1.10 How does the audit of the Remuneration Report differ from
the financial statement audit?

The requirement to express a distinct opinion on the Remuneration Report is additional to the
auditor’s responsibility to express an opinion on the financial statements. While some of the
content of the Remuneration Report, such as total KMP remuneration, is also in the financial
statements, much of the detail and further statements of policy or position are incremental. Due
to the sensitivity of the disclosures within the Remuneration Report, auditors will perform
additional test work on the information disclosed and is likely to use a lower threshold of
materiality to assess misstatements, than the financial statements as a whole.

1.1.11 What obligations does an auditor have if they consider that the
Remuneration Report is not in compliance with the Act?

Remuneration Report misstatements and omissions are assessed separately to the financial
statement audit misstatements, generally at a lower threshold of materiality and could be
assessed separately based on individual KMP remuneration. Therefore, it is possible for
misstatements to be considered material to the Remuneration Report but not material for the
financial statements as a whole.

Similar to a financial statement audit, the Remuneration Report misstatements identified can be
quantitative (i.e. numerical data is misstated) or qualitative (i.e. narrative information is misstated
or there is required information omitted from the disclosure) in nature.

If there is a material misstatement identified or disclosure omitted from the Remuneration
Report, and management do not correct the disclosure when requested to do so by the auditor, a
modified opinion on the Remuneration Report may be issued.

Beyond reporting to those charge with governance, which typically consists of the Audit
Committee or Board of Directors, auditors have an obligation to report any actual significant
breaches or reasonable suspicion thereof relating to the Remuneration Report to the Australian
Securities and Investments Commission (ASIC).
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1.1.12 What are the considerations if an error is identified in the prior
year's Remuneration Report?

If during the current year management identifies an error or misstatement in the prior year
Remuneration Report, management should discuss misstatements identified or disclosure
omissions in relation to prior year with their auditors to assess whether it is quantitatively or
qualitatively material for the Remuneration Report (Refer to question 1.1.10 for discussion on the
Remuneration Report’s materiality). Consideration should be given to the nature of the error or
misstatement and quantum.

If the errors or misstatements are assessed to be material, prior year amounts in the current year
Remuneration Report should be restated (for example, by changing the comparative amounts in
the statutory table). Where this occurs, consideration will need to be given as to how to highlight
that amounts have been adjusted and additional footnotes might be added to explain the nature
of the prior year's errors and the impact on previously disclosed amounts as a result of the
adjustments or corrections. Material prior year errors might also impact the audit opinion over the
Remuneration Report and possible notification to ASIC.

Given the sensitivity with restating prior year amounts, where a material error or misstatement in
the prior year Remuneration Report is identified, early engagement with the auditors and Board of
Directors is encouraged.

1.1.13 What is the difference between the five highly remunerated
officers’ disclosure and the Remuneration Report
requirements?

The Act requires the Director’s Report for a financial year to include details of options granted as
part of remuneration during or since the end of the year to any of the directors or any of the five
most highly remunerated officers of the Company (other than directors). Those disclosures must

S300(1)(D)(11)
cover:
e Options over unissued shares and interests of the Company, registered scheme or
disclosing entity; and
e If consolidated financial statements are required, options over unissued shares and interests
S300(3)-(5) of any controlled entity that is a company, registered scheme or disclosing entity.
$300(3)45) For options granted, details must include:

e the company, registered scheme or disclosing entity granting the option;
e the name of the person to whom the option is granted; and
e the number and class of shares or interests over which the option is granted.

Where these officers are KMP and no options were issued since the end of the financial year, the
REG2M.3.03 information required would already be included in the Remuneration Report and does not need to
be replicated in the Directors’ Report elsewhere.

However, additional disclosures are required where options were:
$300(1)(D) e granted to officers who are among the five most highly remunerated officers of the
Company but are not KMP; and
e issued since the end of the financial year to these highly remunerated officers.

To the extent the disclosures regarding options issued since the end of the financial year relate to
KMPs, then we suggest this disclosure is included in the Remuneration Report order to meet
these requirements.
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For an example disclosure within the Directors Report refer to the KPMG Example Public Guide
to annual reports lllustrative disclosures 2022-2023, note 12 footnote (b) of the Director’s Report.
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INSIGHTS INTO REMUNERATION REPORTING

1.2 Who is included in the Remuneration Report

1.2.1 Who should be included in the Remuneration Report?

The Act requires remuneration information to be disclosed for all individuals who are considered
KMP under AASB 124. This includes all persons who have the authority and responsibility for
planning, directing, and controlling the activities of the organisation either directly or indirectly and
includes any director (whether executive or otherwise) of the parent organisation.

Accordingly, at a minimum all directors of the parent organisation will be included in the
remuneration disclosures. Other senior executives of the organisation will usually meet the
definition of a KMP, where they have significant authority and responsibility.

The term KMP refers to a function, rather than a specific title. Therefore, identification of KMPs
will require judgement and different organisations may reach different conclusions for the same
job titles. For example, for many organisations the Chief Financial Officer (CFO) is considered a
KMP role. However a small organisation with an outsourced CFO function with limited
responsibilities may conclude the CFO role is not a KMP role for their organisation.

1.2.2 Does an interim executive, for example, an acting Chief
Executive Officer, need to be included in the Remuneration
Report?

An interim Chief Executive Officer (CEO) or CFO may be appointed until a permanent candidate is
found. If an interim CEO or CFO (or any other interim role) meets the definition of a KMP for that
interim period, then they must be included in the Remuneration Report from the date of their
commencement in the role.

Although the CEQ role may normally be a KMP, an interim CEO may have limited responsibilities
and authorities and therefore might not be considered a KMP. Understanding the specific
authority and responsibilities of that interim position will be key. (Refer to question 1.2.1)

1.2.3 What happens when a non-executive director becomes an
executive director and both roles are considered KMP?

While some organisations disclose KMP remuneration split by executives and non-executives,
the Legislation does not prescribe such a format. Therefore, when an organisation chooses to
present their remuneration disclosures in such a way and an individual has both an executive and
non-executive role during the year, various approaches are possible. Alternative presentations
include:

e allocate remuneration between the individual’s role as an executive and non-executive and
include a footnote to explain the individual’s circumstances; or

e present all the remuneration for the individual according to their role at the end of the year
and include a footnote to explain that for a portion of the year, the individual held an alternate
role.

Other practices may also be acceptable. The key will be ensuring clear disclosure of the approach
adopted.
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1.2.4 Who needs to be included in the comparative year disclosures?

The requirements under the Legislation are focused on remuneration arrangements of current

REG2M.3.03(2)(a)  Year KMPs. Therefore, if an individual was only a KMP in the prior year, that individual can be
removed entirely from the Remuneration Report. That is, comparative information is not required
for KMPs who resigned or ceased holding a KMP role in the prior year (former KMPs).

Where an individual is a KMP in both the current and prior year, comparative information is

REG2M.3.03(2)(B)  required for the statutory remuneration table (refer to section 2). If the individual becomes a KMP
for the first time in the current year, comparative information of their remuneration as a non-KMP
will not be required. (Refer to question 1.2.6)

Although comparative information is only required for the statutory remuneration table, best
practice would include providing comparative information for other disclosures in the
Remuneration Report where appropriate to assist readers in understanding how remuneration
has changed compared to the prior year.

Organisations wanting to provide comparative information consistent with those disclosed in the
related party note in the financial statements and the prior year's Remuneration Report, may
choose to include former KMPs in their comparative disclosures. In our experience, this is the
preferred approach.

1.2.5 What remuneration information is included when an individual
becomes a KMP for the first time in the current year?

When an individual becomes a KMP during the year, they are included in the Remuneration
Report from the date they were appointed to that KMP role. The remuneration disclosed should
reflect all amounts attributed to the period they are a KMP, including any payments made to the
person, before the person started to hold the position, as part of the consideration for the person
agreeing to hold the position.

REG2m.3.03(1)
ITEM 10

The diagram below illustrates the period to include in the 30 June 20X3 Remuneration Report
where an individual becomes a KMP for the first time during the year:

1 July 20X2 Appointed KMP 30 June 20X3

Included in
Remuneration Report

New bonus
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REG2M.3.03(1)
ITEM 17 & 18

REG2M.3.03(1)
ITEM 17 & 18

Where an individual continues to earn SBP awards or bonuses granted while not a KMP, these
components should be apportioned between the periods before and after the individual becomes
a KMP. The Remuneration Report disclosures will then only include the amounts attributable to
the period they are KMP.

Consideration also needs to be given to how the table of movements in share and option

holdings or other similar tables will reflect the new KMP’s existing holdings at the date they

become a KMP. The number of instruments held immediately prior to commencing the KMP role

can be disclosed in several ways, including as:

e an “other change” during the year and “N/A" as the opening balance; or

e the opening balance with a footnote to explain the balance disclosed reflects the numbers
held when the individual commenced as a KMP.

Other practices may also be acceptable. The key will be ensuring clear disclosure of the approach
adopted.

1.2.6 What remuneration is included when an individual ceases to be
a KMP?

When an individual ceases to be a KMP in the current year, the remuneration disclosed should
reflect the amounts attributed to the period they were a KMP.

Where they cease rendering active services, amounts disclosed include amounts paid or payable
at the end of the KMP’s employment, for example, termination benefits, annual leave, long
service leave etc. (Refer to question 2.1.6).

Complexities may arise when an individual steps away from a KMP role and enters into a
separate arrangement with the organisation to provide future consulting or other services. Careful
consideration of all the facts and circumstances will be required to determine if the payment
relates to their KMP role or to the separate arrangement for consulting services. This will include
understanding whether the new role meets the definition of a KMP and whether substantive
future services are required in exchange for the payments. Generally, if the amount paid or to be
paid relates to the individual's service as KMP in the current year or is for no substantive future
services, this will be disclosed as part of KMP remuneration in the current year. (Refer to
question 2.1.6)

Consideration also needs to be given to how the table of movements in share and option

holdings or other similar tables will reflect the exiting KMP’s holdings at the date they cease to be

a KMP. The number of instruments held immediately prior to ceasing the KMP role can be

disclosed in several ways, including as:

e an “other change” during the year and “N/A" as the closing balance; or

e the closing balance with a footnote to explain the balance disclosed reflects the numbers
held the day the individual ceased being a KMP.

Other practices may also be acceptable. The key will be ensuring clear disclosure of the approach
adopted.
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INSIGHTS INTO REMUNERATION REPORTING

1.3 General disclosures

1.3.1 What details of variable awards should be disclosed?

The Regulations require specific details about variable awards to be provided, including grant
date, service requirements and performance hurdles, as well as estimates of minimum and
maximum potential outcomes. It is usually not sufficient to only provide a high-level overview of
the awards; these specific details must be included.

Disclosures should also include details of any other relevant features which may impact the
remuneration the KMP will ultimately be entitled to such as Board discretion or other terms. It
may also be relevant to include information regarding leaver provisions, treatment on a change of
control event and malus and clawback clauses (refer to section 3.3). Such details provide readers
a better understanding of the risks and potential payments the KMPs are exposed to.

The terms and conditions of awards may differ between KMPs, such as between the CEO and
other KMPs. In these instances, it may be appropriate to disclose award details by category of
KMPs, so these differences are easily understood. Similarly, some awards are only provided to
certain KMPs such as sign-on awards for newly hired KMPs. In these cases, the readers of the
Remuneration Report should be able to identify which KMPs are entitled to different types and
amounts of awards.

1.3.2 How should variable remuneration performance hurdles and
outcomes be disclosed in the Remuneration Report?

A clear description of variable remuneration plans, both cash and equity-based, are necessary to
assist readers in understanding the effectiveness of the organisation’s remuneration strategy. It
is important to present this information in a way that allows readers to understand that the
performance hurdles were suitably challenging, and that the outcomes were appropriate in the
circumstances. The different requirements in the Legislation broadly encourages the following
approach to telling this story:

2. Why

1 hurdles

3. How they 4. Level of

Perfornance have award

represent

hurdles value

performed achieved
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S.300A(1)(BA)

S.300A(1)(BA)(IV)

S.300A(1)(BA)(I)

1. Performance hurdles
First, clearly articulate the performance hurdles - both
financial measures (e.g. Earnings Before Interest and

Top tips for disclosing performance

Tax (EBIT), revenue growth) and non-financial measures hurdles and outcomes in remuneration
(e.g. work safety measures, climate targets) - the KMP reporting:

is required to meet. As part of that disclosure, provide a

clear link to the organisation’s strategy and * Be as specific as possible about
remuneration principles. Where the measure is a non- the nature of the hurdles, even if
statutory measure (e.g. underlying profit), provide an targeted performance level is not
explanation of what adjustments might be made to the disclosed due to market

relevant statutory measure to assess the KMP's sensitivities.
performance, why the adjustments are considered
appropriate and clearly label as an adjusted amount
(e.g. Adjusted EBIT). When more than one performance
hurdle is used, disclose the relative weighting assigned
to the more significant hurdles. Refer to question 1.3.3
for specific considerations relating to ESG measures.

If short-term hurdles are
commercially sensitive, say so, and
provide detail retrospectively.

When more than one hurdle is

Where the specific targeted performance level is not used, disclose the weighting
disclosed due to market sensitivities, say so and assigned to the more significant
provide the detail retrospectively. hurdles.

Where performan_ce hurqlles are bas_ed on a comparison Explain why the Board chose the
to other organisations, disclose details about the e e e e [ dles ans

organisations included in the comparator group.

Disclosure of the comparator organisations does not

always need to name the actual organisations, but

should be specific enough to enable a reader to arrive

at the actual list of comparators. Explain why other hurdles may not
have been adopted.

relevant to the organisation’s
business or strategy.

2. Why hurdles represent value

Discuss why the hurdles represent an appropriate Where discretion is used to

measure of performance for the KMP and how they increase (or decrease) variable
align with shareholder interests and the organisations remuneration outcomes, in spite of
strategic priorities. This discussion might include why the performance hurdle outcome,
other hurdles were not adopted (e.g. absolute TSR vs explain the Board’s reasons for

relative TSR) as readers will want to understand why exercising that discretion.
certain more common performance hurdles were not
considered to represent value for this organisation and
their KMP remuneration arrangements.

When explaining the link between remuneration and performance, the drivers that resulted in the
vesting (or forfeiture) of incentive awards in the current period should be discussed. There should be
clear explanation as to why the organisation has selected the performance conditions (both in the
financial and non-financial performance conditions), in the context of the organisation’s strategic
objectives.

The following extract from Westpac Group's 2022 Remuneration Report clearly articulates why
the directors consider that the hurdles selected are aligned with shareholders’ interests and the
performance of the organisation.
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REG2M.3.03(1)
ITEM 12

Executive remuneration framework

Fixed remuneration

STVR

LTVR

Purpose

Attract and retain high guality
executives through market

competitive and fair remuneration.

Ensure a portion of remuneration is variable,
at-risk and linked to the delivery of agreed
targets for financial and non-financial
measures that support Westpac's strategic
priorities. The STVR outcome can range
from 0% to 100% of target depending on
performance relative to targets agreed at
the beginning of the year, or exceed 100%
(up to a maximum of 150% of target) when
exceptional performance is achieved.

Align executive accountability
and remuneration with

the long-term interests of
shareholders by rewarding the
delivery of sustained Group
performance over the long
term.

Delivery

Comprises cash salary,
salary sacrificed items and
superannuation contributions.

Awarded in cash (50%) and restricted
shares' (50%) based on an assessment

of performance over the preceding year.
Restricted shares vest in equal portions after

Awarded in performance
share rights which vest after
four years subject to the
achievement of a relative TSR

performance hurdle, continued
service and adjustment.

one and two years subject to continued
service and adjustment.

Alignment to performance

Set with reference to market Performance is assessed using a scorecard
benchmarks in the financial comprising:

services industry in Australia .
and globally as well as the size,
responsibilities and complexity

of the role, and the skills and
experience of the executive. .

Individual performance impacts
fixed remuneration adjustments.

Performance is assessed
against relative TSR which

is a comparative measure

of Westpac's performance
(measured over four years)
relative to a group of Australian
financial services companies.

a values and behaviours assessment
against Westpac's values;

financial and nen-financial measures linked
to Westpac's key strategic priorities; and

a modifier to support the adjustment of
the outcome, upwards or downwards
(including to zero), for risk and reputation,
people management, environmental, social
and governance considerations and any
other matters as determined by the Board.

Alignment to shareholders

Minimum shareholding requirements?
equivalent to five times annual

fixed remuneration excluding
superannuation for the CEC and $1.2
million for Group Executives. These
requirements must be satisfied within
five years of appointment.

The LTVR is delivered in
equity and the relative TSR
performance hurdle is aligned
to long-term shareholder
returns and value creation.

Half of the STVR award is deferred into
equity for a period of up to two years to
support alignment with shareholders over
the medium term.

1. The Group Executive outside of Australia receives deferred STVR as unhurdled share rights.
2. Revised minimum shareholding requirements are effective from 1 October 2022, Refer to Section 5.2 for further detail.

Reference. page 76, Westpac Group 2022 Annual Report

3. How they performed

Whilst not explicitly required by the Legislation, we recommend disclosing how the KMP has
performed against each of the hurdles in the award. This provides linkage between the hurdle
and the level of award achieved (see below) and can be part of the explanation of how the award
links to the organisation's performance. (Refer to question 1.3.1)

4. Level of award achieved

Where the award had a maximum possible outcome, disclose the percentage attained because
the hurdle was achieved, and percentage forfeited as the hurdle required to achieve the
maximum outcome was not achieved. Where an award had a range of potential outcomes,
disclose where in the range the achievement sits.

Where discretion was used by the Board to increase or decrease the award achieved, explain the
Board's rationale for exercising that discretion.

This extract from Orica’s 2022 Remuneration Report highlights an approach for disclosing the
amount for the CEO of the potential variable remuneration achieved during a year when there is a
range of possible outcomes.
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3.2 Short-term incentive outcomes - link to performance
(@) Summary of FY2022 STl performance conditions and performance level achieved

Consistent with the prior year, performance is measured against a suite of Safety, Sustainability, Financial and Sirategic metrics as
part of each Execufive's performance review. Key drivers of performance within each 5TI scorecard component are outlined below.

Safety continues to be our most important priority and we saw an improvement in Group and Regional SICR throughout the year.
Tragically in FY2022, we are reporting two fatalities, one relating to an incident at a customer site in far-east Russia and the other,
an eventin 2021 at a site in Kazakhstan. Detailed investigations into both incidents have been conducted with learings implemented
across the business including reinforcement of the critical safety measures in place fo keep our people, customers and communities
safe. In determining overall STl outcomes, the Board considered the impact of these fatalities, and with the support of management
has exercised its discretion to reduce the STI outcomes for all Executives by 10%. This adjustment reflects Orica’s long-held view
that all Executives have a responsibility to ensure our people return home safety.

In relation o Loss of Containment, we are pleased that both the number and time to resolve spills have improved, with the majority
of events attracting a Severity 0 classification (the lowest severity rating). Strong progress has also been made towards our stated
greenhouse gas emissions target of at least a 40% reduction in net Scope 1 & 2 operational emissions by 2030, with tertiary
abatement technology successfully operating at Carseland and installation of this technology expected to begin at Kooragang Island
early into FY2023. However, during FY2022, the Board endorsed decision to rapidly increase production at our Yarwun and Bontang
manufacturing sites to offset the impact of restrictions on the sale of Russian AN resulted in a below target Scope 1 & 2 emissions
reduction metnc outcome. Despite this outcome being the result of external factors and the Board endorsed production decision, no
adjustment has been made by the Board, reinforcing our strong commitment to our sustainability targets so early in our journey.

Against a backdrop of global uncertainty, extensive supply chain disruption and high inflation, the business delivered improved
financial results across all regions, with Group EBIT and RONA well above stretch targets set by the Board. Our financial
performance reflects solid volume growth, a greater demand for premium products across the regions and improved commercial
discipline in both customer and supply confracts. In response to changing external conditions and in accordance with a Board
endorsed decision to maintain higher levels of inventory from December 2021 fo ensure security of supply to our customers, trade
working capital was higher than originally planned. Given this, the Board considered it appropriate to exercise its discretion to
calculate CGE after removing the impact of higher AN inventory volumes that were held as a result of the disruption in Russian AN
supply from December 2021.

The CEQ's FY2022 5T| outcome was 82.9% of his maximum STI opportunity. Qutcomes against each STI scorecard metric are
summarised below.

2022 performance
Welghted
Weighting Threshold Ta Parformance
rget Max
Measure Target (at target) Oummﬁ commentary
50% 100% 150%

Safaty and ds & confinuous facus on ensunng safe and reli

Sustalnability he environment

While SICR sulcomes significantly
._O.._. improved from FY2021, we were stil
SICRIN 0.143 10% B.1% disappointed with our overall safety
performance in FY2022. Impraving
Graup SICR will be a major focus
along with other key controls over the
coming year.

Loss of 29 5% : T 1% We again saw a strang focus on

Containment® minimising the impact of LOC avents,
|eading to & reduction in tolal evenls
compared lo FY2021.

Ned emissions reduced slightly from the
prior year (FY2021: 1,888; Fy2022:

Global Scope 1 & 1,883) despi )
K ! espite the unexpected maerial
2 GHG Emissions ~ 14.7% 10% ~O—— B.7%  production uplift due o the Russia-
Reduction™ Ukraine conflict; however, with

ambitious targets set for FY2022 the
outcome fedl short of targel.
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EBIT was above stretch, underpinned
A0% by improved commercial discipline and

EBIT 3501.4

o 45.0% salid volume growth.

ROMA was above stretch,
predominantly due to higher EBIT,

4 noting that net assets were adjusted in
RONA 10.1% 0% D 45.0% the final calculations to remove any
bensfit to management from one-off
significant items such as FY2022
impaiments.

Dhiscretion was exercised by the Board
CGE®™ 49.0% 15% 29 58, to assess CGE after adjusting for the
impact of higher AN inveniory volumes
to ensure security of supply following
the disruption in Russian supply.

Board discretion

Overall 5T1 % of Target 124.4%
outcome %% of Maximum  82.9%

1) SICR measures the tatal number of Severfty 3 and Severity 4 injuries and llinesses per 200,000 hours worked by an employes/contracton. Excludes non-work-retated
Injuryiliness and occupational disease or liness that are attributable to chronic exposure o hamiful agents over an extended penod

B LOC measures the tatal number of uncontrolled releases of material from a primarny contamment that results in a Severity 1 of greater environmental Mmpact on water or|
soll. From FY2022, the targets exclude events oocumng in transit, the focus beng on events that are with Orica’s direct operational control

B Scope 1 and 2 refers 1o emisslons under Onica’s aperational control, measured in ascordance with the GHG Protoesl and National Greenhause and Energy Repoing
(NGER) Measurement Detarmination

Wi Refer section 3.1 for the definiions of EBIT, RONA and CGE for FY2022 STI purposes

Strategic objectives relevant to each Executives’ accountabilities were determined and approved by the Board at the start of the
financial year with clear alignment to Orica’s refreshed corporate strategy. As applicable, FY2022 Executive ST scorecards included
metrics relating to the commercialization of new technologies, growth within key focus areas, business efficiencies, operating model
improvements and sustainability. Achievement against these objectives was generally assessed as being between target and
stretch. Overall cutcomes for Executive KMP (other than the CEQ) ranged from 25.0% to 82.0% of their maximum opportunity.

Reference: Page 11 & 12, Orica Annual Report 2022

1.3.3 How should ESG measures and outcomes be disclosed in the
Remuneration Report?

ESG measures have generally been incorporated within short-term incentive plans but as focus
on ESG heightens, these measures (both environmental and social) are starting to be included in
long-term incentive plans.

In our view, a similar approach of describing non-ESG performance hurdles and outcomes related
to variable remuneration should be used for describing ESG measures and outcomes where
possible. (Refer to question 1.3.2)

In order to garner external support, it is important that these measures and targets are
transparent, quantifiable (where possible), stretching and clearly linked to the long-term strategic
plan.

As a starting point, the organisation should outline how the ESG measure selected aligns to its
long-term ESG strategic plans and business activities. By doing this, the organisation will be able
to articulate why the measure is important to the creation of long-term value for shareholders.
Ensuring there is a clear link between pay targets and stated ESG strategic goals, creates a clear
bridge between the short and long term plans.

A clear description of the ESG measure(s) and the targets that are expected to be achieved for
vesting should be provided (e.g. reduction of greenhouse gas by ‘X' percent over 'Y’ years), as
well as the weighting of the ESG measure.
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S.300(A)(TAA)-
(1AB)

Disclosure in the Remuneration Report should also include how performance against the
measures will be assessed, including how data will be captured. This is especially important for
ESG measures given the relative infancy of the practice and the developing processes an
organisation will have in place to capture data and assess performance.

Below is an extract from AGL Energy’'s 2022 Annual Report, which together with the ‘Glossary
for the Business Value Drivers’ and disclosure that these measures are subject to limited
assurance, provides a clear and transparent description of their carbon transition measure and
targets.

FY23 offer - terms

What are the performance measures?
: r the FY23 LTI offer will align with the
ensure that the focus remains on

st companiesin the S&P/ASK100 Index.

12 A comparat

1. Relative TSR
Prow 3 dir eCUtive rewar

2. Carbon transition metrics = st carbon transition objectives.
Comprises the same three sub
Tt edule for relative TSR will align to the FY22 LTI plan and the vesting schedules for the carbon transition metrics are
ovic
% Controlled Green energy & carbon
Controlled renewable & storage neutral products
intensity Vesting of award electricity capacity Vesting of award & services Vesting of award
at 30 June 2026 (% of maximum) at 30 June 2026 (% of maximum) in FY26 (% of maximum})
Mare than 0.875 Less than 30.8% 0% Lessthan222% 0%
0.875 to 0.800 30.8% to 39.8% 222%1t0 27.0%
Less than 0.800 Mare than 35.8% 100% More than 27.0%

Reference: Pg.71, AGL Energy Annual Report 2022

As ESG measures evolve and mature, it may be the case that initially these measures are more
discretionary in nature (rather than clearly quantifiable), with the Board or Remuneration
Committee determining whether vesting has occurred. Where this is the case, the factors
considered by the Board in determining whether vesting has occurred should be clearly disclosed
and, in case of a long-term incentive measure, annual updates on how the organisation is tracking
should be provided to support the final vesting outcomes.

1.3.4 What performance metrics should be included in the five-year
summary of the organisation’s performance?

Organisations are required to include a summary of their performance for the current and
previous four financial years to demonstrate how remuneration is linked to the overall
performance of the organisation. The Act mandates specific performance measures to be
disclosed including earnings, dividends and share price.
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If a measure of performance has been selected as a performance hurdle for a KMP's variable
remuneration (refer to question 1.3.2), this is an indication the organisation sees the measure as a
key measure of its overall performance (refer question 1.3.2). Accordingly, it follows that the
relevant measure is included in the five-year summary of the organisation’s overall performance,
e.g. adjusted profit, adjusted earnings per share, or total shareholder return (TSR) information.

The following extract from Woolworths Group’s 2022 Remuneration Report, shows the five-year
summary of performance, including measures used in their variable remuneration such as return

on funds employed (ROFE) and sales per square metre (sales/SQM).

Reference: Page 74, Woolworths Group Limited 2022 Annual Report

1.3 How we performed and remuneration received
Group five-year The remuneration outcomes for our executive KMP are aligned to short-term and long-term
performance performance outcomes. The graphs and table below show executive KMP remuneration
summary outcomes and the Group's core financial performance measures over the past five years.
Short-term measures Long-term measures
Sales EBIT? Annual TSR2 ROFE*® Sales/sqm
M $M % Group % Group £
w4 :
o B & & § Ms;qéii.:sstms
4 o ¢ F g '
- o~ ™
g g 4
oflmflol+¢
HHHEE  BEEHE .
KB E = M Bl & .
|
Fl8 18 20 N 2 Fl8 ® 200 22 FE 1B 1B 200 22 F&‘Ianzomzzesfl:tw{lglzomd’z:
B Sales/sgm (Australian Foo
B AU Food, NZ Food Endeavour Drinks .
' Sal End Drinks]
and BIG W and Hotels ales/sqm (Endeavour Drinks)
STland LTl outcomes Fi8 F19 F20 F21 F22
STI (% of Target) 912 68.1 700° 1155 70.0°
LTI (% of Maximum) INil 784 64.3 775 66.7
Woolworths Group ordinary share price closing ($)® 25.38 2815 3083 ie78 35.46
1 EBIT from continuing operations before significant items. For F22, significant itermns from continuing operations was a net gain before tax
of %1 million. Details of significant items are included in the 2022 Financial Report.
2 Annual TSR is point to point TSR for the financial year. For F21, annual TSR includes the value of Endeavour Group shares distributed on demerger.
3 ROFE isdefined on page 77.
4 The F20 5Tl scorecard outcorne of 104% was capped at 70% for the Group Executive Committee. Mr Banducci waived his F20 STIL
5 Adjusted scorecard outcome. Further details of adjustment outlined on page 76.
6 Closing Woolworths Group share price on the last trading day of Woolworths Group's financial year, adjusted to exclude Endeavour
Group. Source: FactSet.
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1.3.5 Are disclosures about legacy plans required?

When organisations change their remuneration arrangements, there may be awards issued under
legacy plans, typically LTls and deferred components of STl awards, that continue to impact
remuneration in the current year. Disclosures about legacy plans should be included in the
Remuneration Report if they continue to impact the current and any future years' remuneration.

Whilst disclosure of the terms and conditions of remuneration arrangements should be focused
on active plans that awards are currently issued under, the level of detail provided to comply with
the legislation should be sufficient for an understanding of how these legacy plans impact the
current year total remuneration.

The diagram below sets out the disclosure considerations for each year:

| Disclose | Disclose | Disclose
I
! — Legacy plan® ! — Legacy plan ! — New plan
i i — New plan i
i i i
N N e
b b b >
30 June 20X3 30 June 20X4 30 June 20X5
Expense recognised under legacy plan

BExpense recognised under new plan

*Best practice would be to provide & summary of the details of the new plan if known, as it will impact future remuneration. {Refer to question 1.1.6)

Below is an extract from the Ridley Corporation Limited 2022 Annual Report which includes
details of legacy long term incentive plan. The disclosure sets out the relevant details to
understand of how these legacy plans impact the current year total remuneration.

Current year issues under the Ridley Corporation Long Term Incentive Plan
For FY20, FY21 and FY22, there are two performance measures, namely Return on Funds Employed (ROFE) and Absolute Total
Shareholder Return (TSR).

The number of Rights issued to each participant in FY22 is divided equally into two tranches, Tranche A and Tranche B. The performance
measure for Tranche A Rights issued in FY22 is the ROFE hurdle as applied to all three years of the performance period (FY20 and
FYZ21: year three of the performance period only). The Absolute TSR is the performance hurdle for Tranche B Rights as applied across
the entire three-year performance period (FY20 and FYZ21: also the full three years). The testing of each tranche is independent of
the other tranche, such that one tranche could hypothetically result in 100% vesting while the other could result in 100% forfeiture,
or any combination thereof.

The fair value of Tranche B Rights has been calculated by an independent expert in accordance with AASB2 on an option-equivalent
basis, while the accounting fair value of Tranche A Rights is estimated excluding the impact of the ROFE hurdle (as this is considered
a 'non-market condition’). The impact of the ROFE hurdle is then taken into consideration via adjusting the estimated number of
Tranche A Rights that will vest based on current and projected performance.

The madel inputs for the Tranche A and Tranche B Rights granted during the reporting period under the LTIP included:

2022 2021 2020
Grant date 1 July 2021 1 July 2020 1Sept 2019
Expiry date 30 June 2024 30 June 2023 30 June 2022
Share price at grant date $1.15 $0.75 $1.08
Fair value at grant date: Tranche A/Tranche B $1.04/$0.31 $0.67/$0.22 $096'/$0.25
Expected price volatility of the Company’s shares 25.0% 25.3% 22.5%
Expected dividend yield 5.00 cps 3.50 cps 4.25¢cps
Risk-free interest rate being the Commonwealth Government Bond
rate at the date of grant 0.195% 0.27% 0.68%

attached to the likelihood of exceeding the ROFE hurdle.

changes to future volatility due to publicly available information.

1. The fair value of Tranche A Rights before adjusting for the initial estimate of the likelihood of exceeding the ROFE hurdle. A 100% probability was

The expected share price volatility is based on the historic volatility (based on the remaining life of the Rights), adjusted for any expected

Reference. Pg. 66, Ridley Corporation Limited 2022 Annual Report
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REG2M.3.03(1)
ITEM 22-24
REG2M.3.03(3B)

REG2M.3.03(1)
ITEM 18

1.3.6 What disclosures about loans to and transactions with KMP and
their related parties are required in the Remuneration Report?

Loans
Refer to section 3.1 for a discussion of full and limited recourse employee share loans to KMP.

Other transactions
Disclosure of any other transactions with KMP and/or their related parties is required, unless the
transactions are:
e onanarm'’s length basis
e the information would not impact a reader’s decision making or the discharge of
accountability by the director or executive, and
e are considered ‘trivial or domestic’ in nature.

Although ‘trivial or domestic’ is not defined in the Legislation, we note the helpful guidance
included in the superseded accounting standard, AASB 1046 (paragraph 10.6.1) Director and
Executive Disclosures by Disclosing Entities which explained:

“Transactions or balances are trivial in nature where they are of little or no interest to users of the
financial statements in making and evaluating decisions about the allocation of scare resources.
Transaction or balances are domestic in nature where they relate to the personal household
activities of individuals. ”

Nevertheless, determining what is trivial and domestic in nature will require judgement.

When an organisation leases assets from a KMP, the Remuneration Report must disclose the
details of all amounts recognised by the organisation under AASB 16 Leases. Therefore, the
Remuneration Report should disclose the right of use asset, lease liability and all amounts
recognised in the profit (or loss) in the current year, including interest expense, depreciation, and
any impairments, and not just the monthly lease payments paid to the KMP during the year or
outstanding at year end.

1.3.7 Are amounts paid to a KMP from a subsidiary included in the
Remuneration Report?

The Act requires remuneration information of each KMP for the consolidated entity if
consolidated financial statements are required or if consolidated financial statements are not
required, remuneration information for each KMP for the company to be disclosed. Remuneration
(referred to in AASB 124 as compensation) includes all forms of employee benefits paid, payable
or provided by the organisation, or on behalf of the organisation in exchange for services
rendered to the organisation.

Therefore, if a KMP of a consolidated entity has been identified, all remuneration paid to that
KMP by the consolidated entity or on behalf of the consolidated entity should be included in that
KMP's remuneration and disclosed in the Remuneration Report.

For example, a director of the parent in the consolidated group is also a director of a subsidiary
within the consolidated group. The director is paid by the parent for services provided to the
parent and paid by the subsidiary for services provided to the subsidiary. The remuneration for
the director disclosed in the Remuneration Report of the consolidated entity includes amounts
paid by the parent and those paid by the subsidiary.

©2023 KPMG, an Australian partnership, and a member firm of the KPMG global organisation of independent member firms
affiliated with KPMG Limited, a private English company limited by guarantee. All rights reserved. The KPMG name and
logo are trademarks used under license by t member firms of the KPMG global organisation.

Liability limited by a scheme approved under Professional Standards Legislation.



INSIGHTS INTO REMUNERATION REPORTING

1.3.8 When should newly granted equity instruments be included in
the equity instrument rollforward table?

The Regulations require disclosure which reconciles the movement in the number of equity
instruments for each KMP from the beginning to the end of the year in the form of a rollforward
table. One of the key inputs to this table is the number of equity instruments “granted” or
“awarded” in the year.

The Regulations do not have a prescribed meaning of “granted” and the requirement could be

interpreted in two ways:

* alegal approach and therefore reflect the date of when the equity instrument is legally
granted (i.e. issue date); or

* a AASB 2 approach, from when an equity instrument is required to be accounted for and
therefore, it is directly linked to the commencement of the performance assessment or
service period.

This is typically an issue when the legal issue date differs to the commencement of the service or
performance assessment period.

For example, deferred equity instruments under a STI plan are commonly legally granted after the
employees have begun rendering service that earns them the deferred equity instruments (Refer
to question 3.4.2). The other practice where this issue could arise is when the equity instruments
are to be approved at the Annual General Meeting (AGM) and therefore legally issued soon after
the AGM but, subsequent to the commencement of the performance or service period.

As the Regulation does not specifically define “granted,” there is a mixed practice on when
equity instruments are included as part of “granted” in the equity rollforward table.

In our view, organisations may choose to apply either the legal or AASB 2 approach so long as it
is applied consistently for all types of equity instruments and KMPs from period to period.
Additional disclosure (e.g. in the form of footnotes) in the Remuneration Report may be added to
provide further explanation. The key will be ensuring clear disclosure of the approach adopted.
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2.0verview of the statutory remuneration
table

One of the key disclosures in the Remuneration Report is the ‘Statutory remuneration table’ because it contains each KMP’s remuneration, measured in
accordance with accounting standards and should therefore be comparable across different organisations. In this table, each KMP’s remuneration is
required to be disaggregated into specific components. Here we set out a common example of a statutory remuneration table and explanatory guidance
on the types of remuneration included within each category:

Example statutory remuneration table

Short-term Post-employment benefits | Other | Termination Share-based payments Total Proportion of
Salary | Cash | Non- Other Pension and Other long benefits Equity-settled Cash- Hybrids remuneration
and bonus | monetary | short- Superannuation term Shares & | Options | settled | & other performance
fees benefits | term benefits units & rights related
benefits
R Li
T Smith
TOTAL
REG2M.3.03(1) Salary and fees Amounts paid or to be paid within 12 months of e Salary
ITEM 6 year-end relating to service received during the e Fees invoiced under service arrangements
year i.e. amounts expensed during the year. e Potentially annual leave when they are short-term benefits. (Refer
to questions 2.1.1 and 2.1.2)
e Potentially salary sacrificed to acquire cars or shares. (Refer to
question 2.1.7)
REG2M.3.03(1) Cash bonus Amounts paid or to be paid within 12 months of e Cash bonuses when they are short-term benefits. For example, a
ITEM 6 year-end relating to service received during the cash bonus based on performance during the year, paid in its
year i.e. amounts expensed during the year.
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REG2M.3.03(1)
ITEM 6

REG2M.3.03(1)
ITEM 6

REG2M.3.03(1)
ITEM 7

REG2M.3.03(1)
ITEM 7

REG2M.3.03(1)
ITEM 8

Compensation How is it measured? Common examples

entirety three months after year end on finalisation of financial
results. (Refer to question 2.1.3)

Cash elements of STl award schemes when they are short-term
benefits. (Refer to questions 2.1.3 and 3.4.3)

Profit share schemes settled in cash when they are short-term
benefits. (Refer to question 2.1.3)

Non-monetary benefits In our view, measurement could be based on the Potentially annual leave when they are short-term benefits. (Refer
organisations net marginal cost of providing the to questions 2.1.1 and 2.1.2)
benefit relating to service received during the year, Car parking and fuel
unless other standards specifically require fair Healthcare coverage
value measurement of the asset or obligation. Taxation services
Professional indemnity insurance contributions
Free or discounted goods and services
Potentially salary sacrificed to acquire motor vehicle (refer to
question 2.1.7)
Potentially fringe benefits tax (FBT). (Refer to question 2.1.8)
Other short-term benefits Amounts paid or to be paid within 12 months of Relocation benefits
year-end relating to services received during the Some sign-on bonuses
year i.e. amounts expensed during the year. Termination payments for substantive future service (refer to
question 2.1.6)
Pension and Superannuation Amounts paid or to be paid relating to services Superannuation Guarantee contributions and other defined
benefits received during the year. contribution schemes
Total costs (or service cost) for defined benefit plans
Contributions to foreign pension plans
Other post-employment Amounts paid and to be paid relating to services Total costs (or service cost) for defined benefit medical plans.
benefits received during the year. Termination payments for substantive future service (refer to
(refer t0 2.1.6) guestion 2.1.6)
Other long-term employee Amounts paid and to be paid relating to services All employee benefits other than short-term employee benefits,
benefits received during the year, separately identifying post-employment benefits and termination benefits are other long-
amounts attributable to long-term incentive term benefits.
schemes. That is, LSL expense is presented Potentially long service leave (LSL). (Refer to question 2.1.1)
separate from long-term profit scheme expense. Potentially annual leave when it is an other long-term benefit.
(Refer to questions 2.1.1 and 2.1.2)
Profit share/bonus schemes when they are other long-term
benefits. (Refer to question 2.1.3).
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Compensation How is it measured? Common examples

REG2M.3.03(1) Termination benefits Amounts paid and to be paid at year end relatingto e Salary in lieu of notice when no substantive service is required.
ITEM 9 (refer to 2.1.6) terminations during the year. (Refer to question 2.1.5)
e Redundancy payments
REGZM.3.03(1) o [UTIVACT=Tnil=To IS SAETTOE TV YA The proportion of the grant date fair value e Share options to be settled in shares
ITEM11 disclosing: recognised during the year (will include reversals, e Share rights to be settled in shares

— Shares and units; and of previously recognised expenses, true-ups, and e Deferred shares. (Refer to question 3.4.3)

— Options and rights acceleration of SBP expense, refer to question e Non-recourse loans accounted for as in-substance share options
2.1.9 and 2.1.10). (refer to section 3.1), which will be settled in shares.

REG2M.3.03(1) Cash-settled SBP The proportion of fair value recognised during the e Share options to be settled in cash
ITEM 11 year (may include remeasurements of amounts e Share rights to be settled in cash
recognised in previous periods and reversals of e Share appreciation rights to be settled in cash.
previously recognised expenses, refer to question
2.1.9).
REG2M.3.03(1) g1/ ile IElale Mol laT=I o) iaa NI S1=1R SBP transactions containing a choice of settlement e  Share options to be settled in cash or equity
ITEM 11 compensation in either equity or cash. e Share rights to be settled in cash or equity
The expense recognised, including both the cash-
settled (see above) and any equity-settled portions
(see above) of the hybrid instrument (will include
reversals of previously recognised expenses, true-
ups and acceleration of SBP expense, refer to
questions 2.1.9 and 2.1.10).
S.300A(N(E)N) Proportion of remuneration Percentage of total remuneration which is Performance related remuneration includes cash bonuses and SBPs
performance based performance related which are contingent on the performance of the individual or
organisation, for example most STl and LTI arrangements.
SBP based on continued service only are not considered performance
based.

Totals Total remuneration either per KMP or in aggregate for all KMPs is not required to be presented, however is commonly
included as it may be considered useful to a reader of the Remuneration Report and reconciles to the related party note in
the financial statements.
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2.1 Treatment of specific transactions in the statutory

remuneration table

2.1.1 How is the amount for annual leave and long service leave

determined?

Diversity in practice exists with most organisations adopting one of the following approaches for the

disclosure of annual leave and LSL:

e Approach 71: Annual leave/LSL accrued during the year i.e. the expense recognised in the
financial statements in accordance with AASB 119; or

e Approach 2: Movement in the balance sheet annual leave/LSL provision year on year.

The measurement of salary disclosed will also depend on the approach taken to annual leave/LSL.

Example scenario

A KMP earns a salary of $240,000 and accrues four weeks of annual leave each year. In year 1, three
weeks of leave are taken and one week is carried forward to year 2. In year 2, five weeks of leave
are taken, and no weeks are carried forward to year 3.

The impact of the two approaches on the statutory remuneration table is illustrated below:

Approach 1
$18,462 = 4 weeks annual
leave earned

Approach 2
$4,616 = 1 week of annual leave
(provision increase of 1 week)

Year 1: Annual leave

$226,164 = 49 weeks
worked

Year 1: Salary

$240,000 = 49 weeks worked, and
3 weeks annual leave taken

Year 1: Total $244,616

$244,616

$18,462 = 4 weeks annual
leave earned

Year 2: Annual leave

($4,616) = 1 week of annual leave
(provision decrease of 1 week)

$216,923 = 47 weeks
worked

Year 2: Salary

$240,000 = 47 weeks worked, and
6 weeks annual leave taken

Year 2: Total $236,386

$236,386

Arguably approach 1 is more consistent with how the expense is recognised and classified under
accounting standards. However, given salary is usually quoted inclusive of annual leave, some
organisations prefer Approach 2 as it discloses the contractual pay of the KMP as salary each year,
regardless of the leave taken. Approach 2 helps avoid a disconnect with information presented
elsewhere in the Remuneration Report and possibly announced to the market.

Key will be ensuring clear disclosure and consistency of the approach adopted.

2.1.2 Where Is annual leave presented in the statutory remuneration

table?

It depends on whether annual leave is a short-term or long-term employee benefit as determined
under AASB 119. Annual leave is short-term when it is expected to be used wholly before 12

months after the year in which it is earned. This should be determined consistently for all employees
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based on the general expectations of when the leave is taken rather than the specific circumstances
of an individual KMP at year-end.

Where annual leave is a short-term employee benefit, there is diversity in practice between including
it within salary and fees, non-monetary benefits, or other short-term benefits. (Refer to question
2.1.1)

Key will be ensuring clear disclosure and consistency of the approach adopted.

2.1.3 When are cash bonuses considered to be short-term and when
are they considered long-term benefits?

When payment is expected to be settled within 12 months after the year in which the services are
rendered, they are short-term benefits. Otherwise they are considered long-term benefits.

Where a profit share payment occurs at more than one date (staged vesting), the benefit is classified
as either a short-term benefit or another long-term benefit in its entirety. This means the benefit is
only short-term if all payments are expected to be settled within 12 months after year-end.

For example, an organisation has an annual profit share plan whereby 6% of profit is allocated to
KMPs as a bonus. Payment of the bonus is staged as illustrated below and this results in it being
classified as long-term in its entirety as two of the payments are more than 12 months after the

balance date.

1 Jul 202 30 Jun 203 30 Jun 20X4 30 Jun 20X5

‘i |‘i |1_

50% bonus 25% honus 25% bonus
paid* paid* paid*

~

Bonus classified as long-term in its entirety

N

*f stll in employment

2.1.4 |s long service leave reclassified to short-term employee benefits
when employees have the right to cash out or use the leave
within 12 months?

No. Employee benefits are classified either as short-term or long-term at the outset and this
classification is not changed subsequently. Therefore for LSL classified as a long-term employee
benefit, there is no reclassification to short-term when the employee has the right to the benefit
within 12 months after year-end. This is different to the presentation of LSL in the balance sheet
which requires a split of current and non-current liabilities.
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2.1.5 What is the difference between termination benefit and other
employee benefits?

Employee benefits arise from the employee’s service whereas termination benefits arise from the
termination of employment.

Indicators that remuneration is an employee benefit include the benefit being conditional on future

service, including if the benefit increases if further service is provided, or the benefit is provided in
accordance with the terms of an employee benefit plan.

Some examples include:

Termination benefits' Short-term employee benefits Post-employment benefits
Redundancy payments Wages and salaries Superannuation contributions

Salary in lieu of notice Paid annual leave Defined benefit plans
1 Employees have not provided a substantive future service for these termination payments

In our experience, a common challenge for organisations is differentiating between termination and
other employee benefits. This can be especially challenging when an individual is announced as
leaving the organisation in the future and is required to continue to provide services to receive
payment post this service period. In such a situation, organisations should assess whether the
required services are substantive future services. Payments at the end of the service period,
dependant on the provision of substantive future services are accounted for as employee benefits
over the service period. This could be the case even if the employment arrangement refers to the
payment as a “termination payment’ or ‘payment in lieu of service.”

Below examples illustrate the difference between termination benefits and other employee benefits:

Example 1 — Termination benefit

An organisation announces the CEO will leave the organisation. Instead of fulfilling the six-month
notice period in their contract, the CEO will receive $600k payment in lieu of notice. During this six-
months, the CEO will not participate in decision-making; the only condition of payment is for the
CEO to assist with transitioning the incoming CEO. It is not expected this "transition” will involve
any more than infrequent phone calls if that.

In our view, the exiting CEQ is not required to provide substantive future service, the payment is

2;63 03(1) recognised as an expense immediately and classified as a “termination benefit” in the statutory

ITEM 9 remuneration table since the benefit is provided as a result of employee termination rather than in
exchange for service.
Example 2 — Short-term benefit
An organisation announces that a KMP will leave the organisation in six-months’ time. As part of the
termination agreement, the KMP will receive $600k at the end of the six-months, if the KMP
continues performing their ongoing duties and take part in the decision-making process to aid the
acquisition and integration of a new subsidiary. The KMP will not receive the $600k if the KMP
leaves during the six-month period. The $600k is in addition to the KMP’s normal salary.

ReG The $600k payment is recognised as an expense over the six-months and classified as a “short-term

ﬁ“é'j;m” employment benefit” in the statutory remuneration table since the benefit is provided in exchange

for substantive future service rather than the employee’s termination and payment is made within
12 months of the year end in which the services are provided.
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2.1.6 Are all amounts paid to the departing KMP on termination
included in termination benefits?

No, only termination benefits (refer to questions 1.2.6 and 2.1.6) are disclosed in the termination

benefits category. In addition to termination benefits, KMPs may be paid out their annual leave and

LSL entitlements. Some SBP awards may remain on foot, for example subject to a TSR hurdle being

achieved in the future, even though no further services are required from the departed KMP.

Payments may also be made subject to the KMP providing substantive service during a notice

period. These payouts and entitlements would not be disclosed as termination benefits in the

statutory remuneration table. Instead:

e Annual leave and LSL would continue to be disclosed consistent with previous years and other
KMPs (refer to questions 2.1.1 and 2.1.2);

e Any expense and reversals of expense relating to SBP will continue to be presented as SBP
remuneration (refer to questions 2.1.9 and 2.1.10); and

e Payments made subject to the KMP providing substantive service would be presented as either
salaries, other short-term benefits or post-employment benefits, depending on the
arrangement.

The Act contains restrictions in relation to termination payments, including requirements for
shareholder approval where the value of termination benefits exceeds the termination benefits cap.
"Termination benefits cap’ is defined in the Act as opposed to accounting standards. As a result,
termination payments for the purposes of this restriction may not align with the termination benefits
disclosed in the statutory remuneration table.

2.1.7 How are salary sacrifice arrangements presented in the statutory
remuneration table?

Arrangements under which employees can put part of their salary towards purchasing/leasing motor
vehicles or non-mandatory employee share purchase plans are common. Some organisations
present salary sacrificed amounts within salary and fees as they consider them salary earnt which
has then been used by the employee to lease motor vehicles or to invest in the organisation’s
shares. Other organisations present salary sacrificed amounts based on the nature of what the KMP
is receiving instead, for example the motor vehicle benefit is viewed as a non-monetary in nature or
the investment in shares as an equity-settled SBP.

The key will be ensuring clear and consistent disclosure.

2.1.8 Is fringe benefits tax an employee benefit?

Fringe benefits tax (FBT) may be incurred by the organisation on employee benefits provided to
KMPs. In our view, for these FBT amounts, an organisation has an accounting policy choice to either
account for the FBT as an employee benefit under AASB 119 or a provision under AASB 137
Provisions, Contingent Liabilities and Contingent Assets. Where FBT is accounted for under AASB
119 as an employee benefit, then the FBT amount is included in the statutory remuneration table
consistent with the underlying benefit to which it relates, usually a non-monetary benefit. We note
this is the predominant practice.
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2.1.9 Can share-based payment remuneration be negative?

Yes. Whilst it may seem strange to see negative amounts of remuneration, in some circumstances a
reversal of previously recognised SBP expense is required under AASB 2. This can result in a
negative amount in the SBP category of the statutory remuneration table.

Circumstances where this could occur include but are not limited to:

e A KMP does not achieve a service or non-market based performance condition (e.g. EBIT) in a
SBP award and therefore forfeits future shares or cash; or

e For a cash-settled SBP awards, a decrease in the fair value of the award at year-end requiring a
reversal of previously recognised expense to true-up the cumulative expense to fair value.

Footnotes should be added to explain the nature of negative remuneration amounts.

Whilst some reversals of previously recognised SBP expense result in negative amounts being
disclosed, there can also be other changes in estimates, “true-ups”, of SBP expense that can be
positive (Refer to question 2.1.10).

2.1.10 Are changes in estimates, “true-ups,” of share-based payment
expense disclosed in the statutory remuneration table?

Yes. Under AASB 2, organisations are required to assess if there is any change in expectation of
meeting service or non-market vesting conditions in the period in which the change of expectation
occurs. Changes in expectation could result in either positive or negative “true-up” of SBP expense.

In question 2.1.9, we discussed instances where the SBP remuneration could be negative.
However, positive “true-ups” could also result. For example, a KMP achieves a non-market
performed condition in a SBP award where it was previously expected not to be met and therefore,
no expenses were recognised in the prior period. As result, a positive true-up will be recognised in
the current period to reflect the cumulative catch-up of expenses.

True up of expenses (both positive and negative) are considered part of SBP expense and should be
disclosed as part of the SBP category in the statutory remuneration table in the year when the
change in expectation occurs.

Footnotes could also be added to explain the nature of the SBP true-up.

2.1.11 Can remuneration be excluded from the statutory remuneration
table if it is provided by way of footnote to the statutory remuneration
table?

No. Under the Regulations, organisations should include in the statutory remuneration table all the
KMP’s remuneration as determined under relevant accounting standards. Additionally, all this
remuneration is required to be disaggregated into specific categories. Therefore, elements of
remuneration should not be excluded from total amounts by specific categories in the statutory
remuneration table.

Footnotes are used to provide additional information and explanation to assist the reader to
understand the amounts included as remuneration in the statutory table and should not be used as
an alternative to disclosing information about remuneration that has been excluded from the
statutory remuneration table.
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That is, where items are considered KMP remuneration under the accounting standards, it is not
sufficient to only disclose statutory remuneration information in the footnote for items excluded
from the table.

2.1.12 Is the cost of purchasing treasury shares when settling share
options or rights for KMPs included in the statutory remuneration table?

No. It is common for organisations to purchase its own shares on market (treasury shares) to settle
share options or rights issued in SBP arrangements when they are exercised or vest. The amount
paid by the organisation to acquire treasury shares is classified as an equity transaction (i.e.
recognised directly to equity).

The cost associated with purchasing treasury shares (even if it exceeds the amount expensed as a
SBP) is a separate equity transaction from the SBP transaction and does not represent KMP
remuneration.
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3 Complex areas in practice

3.1 Employee share loans (ESLs)

Organisations may provide loans to employees to enable them to purchase shares with the same
terms and conditions as other shareholders, often known as employee share loans (ESLs). Terms
and conditions of the ESLs may vary, impacting the accounting and therefore the disclosure of the
arrangement in the Remuneration Report.

One key consideration impacting the accounting is whether the ESLs are non or full recourse loans.
When the organisation has recourse only to the value of the shares, it is a non-recourse loan. This
typically means, if the market value of the shares is less than the ESL balance, the employee may
return the shares as full settlement of the loan. In contrast, a full recourse loan gives the
organisation recourse to the employee’s other assets to fully recover the loan.

3.1.1 How are ESLs accounted for?

The accounting depends on whether the ESL is a non or a full recourse loan.

A non-recourse ESL is accounted for as an in-substance option in accordance with AASB 2 because
of its option like characteristics: the employee is able to benefit from increases in share price over
the loan’s face value while being protected from decreases below the loan’s face value over the life
of the ESL. The repayment of the loan represents the “exercise” of the option and returning the
shares as settlement of the loan is the expiry of an unexercised option.

An option pricing model is used to determine the fair value of the in-substance option and expensed
in the financial statements over the service period and disclosed as remuneration in the
Remuneration Report. Neither the loan receivable nor the shares issued is recognised in the financial
statements whilst the loan remains non-recourse.

In contrast, a full recourse ESL is generally accounted for in accordance with AASB 9 Financial
Instruments, with the loan receivable and share issue recognised in the financial statements.

3.1.2 What disclosures are required for full recourse ESLs?
A number of disclosures required for loans with KMPs apply to full recourse ESLs. These include:

REG2M.3.03 e Disclosure in aggregate of all loans, including the full recourse ESLs, made to all KMPs and their

() ITem20 related parties, including a summary of the terms and conditions of the loans, aggregate
balances, and interest during the year.
recomvzoz @ T the full recourse ESL to an individual KMP is greater than $100,000, a summary of the terms

(1) ITEM 21 and conditions of the loans for each KMP and their related parties and details of the loan balance,
REG2ZM.3.03 including the highest amount of the loan during the reporting period and interest during the year.

(1) ITEm 18 e Shares issued are included in the shareholding movements table as an ‘other change.’ Best
practice would be to include a footnote to explain the movement.
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3.1.3 What disclosures are required for non-recourse ESLs?

As the non-recourse ESLs are accounted for as in-substance share options, the relevant share option
disclosures apply to the non-recourse ESLs. The in-substance options are considered a separate
class of options and the following disclosures are provided separately for those in-substance options
compared to other options on issue.

300A (1) e Discussion of the terms and conditions of the in-substance share option awards. Disclosures
REG2M.3.03 that these are non-recourse ESLs and accounted for as in-substance share options should also
(1) ITEM 12 be included. (Refer to question 1.3.1)
REGIM 303 ® In the statutory remuneration table, the non-recourse ESL is a SBP and is included in “options
(1) ITEM 11 and rights” if they are equity-settled, or cash-settled or hybrid if appropriate.

e Inthe year the loans are issued as in-substance share options, option disclosures including the
Efﬁfé\“"ﬂ-?é‘)g grant date fair value, amount paid, exercise price (loan value), expiry date (date loan must be

repaid or becomes full recourse) are made. The number of in-substance options vested during
the year is also required.

REG2ZM.3.03 e Any changes to the terms and conditions of the in-substance share options that are considered
(1) ITem 14 modifications should be disclosed (Refer to section 3.2).

15

3.1.4 Whilst the loan is still outstanding, are shares issued under a
non-recourse ESL included in the disclosures of KMP
shareholdings?

No. The shares are not considered issued for accounting purposes but rather as in-substance
options.

REG2M.3.03 . . L .

(1) ITEM 17 For each KMP a disclosure of share options held at the beginning and end of the year along with the
different movements during the year is required. This is often referred to as a ‘roll-forward’
disclosure. The in-substance options from ESL’s should be included in these disclosures until
settlement of the non-recourse ESL.

When the non-recourse ESL is repaid, the shares are included as “shares received during the year
on exercise of an option” in the shareholding movement table.

3.1.5 What is disclosed when a KMP repays their non-recourse ESL?

REG2M.3.03 As the ESL is an in-substance share option, the repayment is disclosed as an exercise of the option

(1) TEM 16 in the roll-forward of the in-substance share option. In addition, the shares are included as “shares
received during the year on exercise of an option” in the shareholding movement table. The amount
paid on exercise of the in-substance option (i.e. the loan value at repayment date) should also be
disclosed.

3.1.6 What is disclosed when a KMP does not repay their non-recourse
ESL and walks away from the arrangement?

As the non-recourse ESL is accounted for as an in-substance share option, when the non-recourse
ESL is not repaid, this event is included as lapsed or forfeited options in the share option movement
table, depending on the circumstances of the ESL.
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3.2 Modifying share-based payment awards

3.2.1 What is considered to be a modification to a SBP award?
Modifications are changes to terms and conditions of SBP transactions granted to a KMP.

Modifications may impact:

e the number of instruments granted

e the exercise price of an option

e the service period required from the KMP to vest in the SBP award

e the performance hurdles the KMP, or organisation must achieve for the KMP to vest in the SBP
award

e how the SBP award will be settled — from equity to cash, from cash to equity, or adding
settlement options.

3.2.2 How is a modification to a SBP award accounted for and
disclosed in the statutory remuneration table?

Modifications are only accounted for and the fair value of the award updated if the modification is
beneficial to the employee (e.g. increase in instruments granted, shorter service period etc). Any
incremental fair value resulting from the modification will be recognised as an additional expense
over the remaining vesting period. Where no further services are required from the KMP, but the
KMP may still vest in the award (e.g. they remain on foot subject to the achievement of a future TSR
hurdle) the expense related to these awards would be “accelerated” and brought forward to the
current year. This will result in additional SBP remuneration in the statutory remuneration table.

Modifications can lead to significant variations in the SBP remuneration disclosed in the year of
modification compared to previous years. In these instances, footnotes to the statutory
remuneration table explaining the impact of the modification would provide useful contextual
information.

When modifications are non-beneficial, there is no change to the amount recognised as an expense
based on the grant date fair value of the original award in either the current year, or future financial
statements. Accordingly, no change to the amount of remuneration disclosed as SBP in the
statutory remuneration table is made.

3.2.3 Are organisations required to make specific disclosures when
they modify SBP awards?

Yes. The Regulations require specific disclosures about the details and impacts of the modification,
including the fair value of the award before and after the modification.

When there is a non-beneficial modification, we consider it reasonable to omit disclosure of the
difference in fair value in the Remuneration Report, consistent with the decrement in fair value at
modification date not being recognised (refer to question 3.2.2). However, the remaining disclosures
should be provided.

Modifications can sometimes result in significant additional expense recognised in the financial
statements and disclosed as additional remuneration for the KMP. Although not mandatory, a well
communicated explanation for why the modification was considered appropriate, how the
modification relates to the broader remuneration strategy, linkage to the organisation’s performance
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and the factors driving the increase in the fair value (and additional remuneration) would encourage
stakeholder support for the modification.

For as long as the SBP award is outstanding, organisations should continue to provide the modified
terms in the overview of the terms and conditions of the award.

3.2.4 |s there a modification if the organisation changes what it includes
or excludes from a non-IFRS based performance hurdle?

Organisations might use performance hurdles such as underlying profit or other non-IFRS measures
as performance hurdles in SBPs. These measures often align with how the organisation evaluates
and communicates its performance to shareholders in the operating and financial review and analyst
presentations. (Refer to question 1.3.2)

Where organisations make “new" adjustments in their underlying profit for the purposes of
assessing performance, they will need to consider whether this will trigger a modification to the SBP
award. Whether this change triggers a modification or not will require judgement and will depend on
the specific facts and circumstances. In our view, the guiding principle is whether the KMP had an
understanding and expectation at the grant date that these adjustments might be made to the
performance hurdle incorporated into their awards. If the KMP had this understanding and
expectation, the change will likely not be a modification.

If the KMP did not have this understanding or expectation, the change will likely be a modification
and the disclosures discussed in question 3.2.2 and 3.2.3 required.
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3.3 Malus and clawback clauses

Often seen in SBP awards and sometimes in cash awards, malus clauses provide the organisation
with discretion to adjust an award downwards during its vesting period, if matters arise that in the
organisation’s opinion indicates the award previously granted is no longer appropriate. Clawback
clauses are similar but typically apply once an award is fully vested but is still subject to trading
restrictions.

Performance Vesting date
hurdle assessed : Trading restriction apply
— | —
1July 20X2 30 June 20X3 30 June 20X5 30 June 20X8

Malus clause Clawback clause applicable

applicable

When malus and clawback clauses will be triggered depend on the specific terms in the award
agreement. Types of events that may trigger the enactment of these clauses could include fraud,
significant misconduct, or material restatements of financial statements.

3.3.1 Should the existence of malus and clawback clauses in awards be
disclosed?

Yes. The existence of these clauses demonstrates good governance and as such should be
disclosed as part of the organisation’s remuneration policy and the terms and conditions of KMP
awards.

Malus and clawback clauses are important features of the remuneration arrangement with the KMP,
imposing requirements to provide service to the organisation of a particular standard during the
specified period. As these clauses may result in a reduction to the previously granted award, it is
important for readers to understand the additional requirements on the KMP and the circumstances
under which the clauses could be enacted and the consequent impact on remuneration.

3.3.2 Should enactment of the malus or clawback clause be disclosed?

Malus and clawback clauses are generally only enacted for very significant matters. These matters
are typically discussed elsewhere in the Annual Report and would generally have been announced to
the market previously, possibly through continuous disclosure requirements. Due to the significant
nature of the events triggering the exercise of the clauses, it is generally in the organisation’s
interest to be upfront about and disclose the enactment of these clauses, the circumstance of the
enactment and the consequential impact on remuneration. This demonstrates to readers that the
organisation is dealing with the misconduct, and that there are penalties to the KMPs in question.
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3.3.3 Does the enactment of a malus or clawback clause result in a
restatement of the prior year Remuneration Report?

Generally, no. While enactment of malus clauses typically arises from historical events that come to
light sometime later, this does not mean the accounting for the award and the remuneration
disclosed in previous Remuneration Reports is inappropriate and required to be restated.
Accounting for the SBP and/or bonuses are based on estimates at year-end based on the latest
available reliable information at that point in time. It is assumed in the prior year; the organisation did
not have an expectation of enacting the malus clause. Therefore, in our view, the appropriate
treatment is to consider the adjustments for malus clauses as revisions to an estimate which are
recognised in the year the clause is enacted.

Similarly, there will generally? be no impact on the prior year comparatives when a clawback clause
is enacted. (Refer to question 3.3.6)

3.3.4 How is the enactment of a malus clause presented in the
statutory remuneration table?

As a revision of an estimate, the enactment of a malus clause in a cash bonus will result in a
reduced or possibly even negative remuneration in the current year cash bonus or other long term
benefit category, consistent with how the adjusted category was originally disclosed in prior years.

Similarly, for a SBP award, if the KMP is still an employee, the enactment of a malus clause would
generally be considered a forfeiture of the award. As a forfeiture, the previously recognised
remuneration is reversed, possibly resulting in negative SBP remuneration in the current year
statutory remuneration table, depending on what other SBP awards impact remuneration in the
current year. (Refer to question 2.1.9)

For transparency, we recommend footnoting the SBP or bonus amounts in the statutory
remuneration table to explain how these amounts have been impacted by the enactment of the
malus clauses. (Refer to question 3.3.2)

3.3.5 How is the enactment of a clawback clause presented in the
statutory remuneration table?

In our experience, clawback clauses usually arise in SBP awards. As clawback clauses apply after
the award has vested, in our view, they are considered non-vesting conditions and the probability of
them being enacted is factored into the grant date fair value of the award. Consequently, there is no
subsequent adjustment to remuneration that is recognised when the clawback clause is enacted?.

2Further assessment may be required if the event resulting in the clawback being enacted is a restatement of
prior period financial statements.
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3.3.6 What other disclosures in the Remuneration Report might need to
be updated for malus and clawback clauses?

Other impacts of enacting a malus or clawback clause will depend on the nature of the award
affected. There may be impacts on the disclosures of the options or shares held. Where relevant
these should be shown as forfeitures in appropriate tables and footnoted to explain the movement.

Where the enactment of the clause impacts the award of shares and the shares have not yet
vested, there should be no need to adjust the shareholding table itself, as the shares should not
have been included in that table until they have vested. However, it may still be useful to include a
footnote to explain why there is no impact.

Where organisations disclose remuneration on a non-statutory basis, consideration will need to be
given to how the enactment of the malus or clawback clauses are reflected. The treatment will
depend on how the organisation has defined and constructed their non-statutory remuneration basis
of preparation. It may be possible to restate the comparative year of the non-statutory remuneration
table, however clear disclosure of the approach adopted will be key. (Refer to question 1.1.4)
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3.4 Deferred short-term incentive arrangements

Deferred short-term incentives (deferred STls) are often incorporated in KMP compensation

packages. A deferred STl is a hybrid plan that combines awards payable or potentially payable under

an annual cash bonus plan with a long-term incentive (LTI) share plan.

Under these plans, generally:

e a portion of the STl is paid in cash soon after the performance period — “Cash component”

e aportion is delivered in equity instruments subject to continued employment — “Deferred
component.”

3.4.1 What accounting standards apply to deferred STls?

Two accounting standards are applicable to deferred STls:

e the cash component is accounted for under the employee benefits standard, AASB 119 since it
meets the definition of a short-term employee benefit, and

e the deferred equity component is accounted for under the share-based payment standard, AASB
2 since the remuneration is settled in equity instruments for services provided.

3.4.2 How is a deferred STI accounted for?

Cash component

The cash component is recognised as an expense over the period the KMP provide services.
Generally a performance condition is present in the plan for the KMP to receive the cash bonus (e.g.
achieving a certain profit target). Therefore, the organisation assesses the probability (i.e. more likely
than not) of whether the KMP will meet the performance condition. If the performance condition is
not expected to be met, then no expenses are recognised.

In practice, the cash bonus is paid two to three months after the end of the performance period
conditional on the KMP remaining in service until the payment date (”loyalty” period). Therefore, an
estimate for any forfeitures expected in this loyalty period is also made in determining the expense
to recognise.

In our view, as the cash bonus is dependent on whether the KMP will meet performance conditions
during a service period, the expense is spread across the service period (i.e. the performance
assessment period) and not including the “loyalty” period.

Deferred component

The grant date fair value of an equity-settled SBP arrangement is expensed over the vesting
period. Normally this is the period between the grant date and the vesting date. However, the
accounting standard acknowledges that expenses associated with services are recognised when
they are received and that in practice the grant date may occur after the employees have begun
rendering service. In this instance, the expenses will need to be recognised from the service
commencement date until the vesting date.

Organisations might also grant the deferred component in multiple tranches that are deferred for
different periods. In this instance, organisations will need to apply a graded-vesting approach which
results in amounts for all tranches being expensed from the commencement of the service period
(i.e. front-loaded expense) until the end of each tranche’s vesting period, which is illustrated in the
example scenario below.
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Example scenario
An organisation provides its KMPs with a deferred STI subject to the KMP achieving certain
performance targets, which is assessed from 1 July 20X3 to 30 June 20X4.

The STl awarded is to be paid 50% in cash on 30 September 20X4 and 50% in equity which is
deferred based on continued service and has two tranches. The first tranche (25% of the STI) and
second tranche (25% of the STI) is deferred for one year (to 30 June 20X5) and two years (to 30
June 20X6) respectively.

The below diagram illustrates the timing of expense recognition for both the cash and deferred
equity components.

1 1 I
i i i

1
1 July 30June  30Sept  30June <0 June
x3 A4 ‘X4 ‘x5 i

| | | |
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I | | | I

| | Cash payment |
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assessment period

Cash component ‘ Service period H Loyalty ) :
(50% of STI) | 1year )| period | EBPG“SB recognised

M No expense recognition

Deferred component — tranche 1 ( Vestin T ——
(25% of STI) g pe y
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3.4.3 What disclosures are required for deferred STls?

REG2M.3.03 The cash and deferred components are assessed separately when determining the required
(1) TEM 6 disclosures.

The cash component is disclosed in the 30 June 20X4 financial year as part of “short-term cash
bonus” in the statutory remuneration table.

The deferred equity component is disclosed in the following sections of the Remuneration Report:
e In the statutory remuneration table, as part of the “equity-settled share-based payments.” Using

(FﬁTZE'\,\AA'?']% the diagram in question 3.4.2 as an example, expenses related to 50% of tranche 1 and 33% of
tranche 2 will be included in the 30 June 20X4 statutory remuneration table.
(Fﬁz’v'-?-z()?’ The terms and conditions of the deferred component affecting compensation in the reporting
TEM

period or future reporting period are required to be disclosed.

REG2M.3.03 e  The number of equity instruments related to the deferred STI held directly or indirectly by each
(118) ITEM 17 - KMP is disclosed as part of equity roll-forward to show the movements throughout the reporting
period. (Refer to question 1.3.8)

The expense related to the deferred component is recognised in multiple financial years into the
future dependent on the vesting period profile. Further, where organisations award new deferred
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STls in the future, there will be additional expenses relating to the new plan that will also be
included in the statutory remuneration table in line with the recognition of the expense. For example,
if a similar arrangement is awarded for the year ended 30 June 20X5, then the “equity-settled share-
based payment” amounts will include 50% of tranche 1 related to the 30 June 20X5 award, 50% of
tranche 1 related to the 30 June 20X4 award, 33% of tranche 2 related to the 30 June 20X5 award
and 33% of tranche 2 related to the 30 June 20X4 award.

Refer to Section 2 for an example of the statutory remuneration table structure.

©2023 KPMG, an Australian partnership, and a member firm of the KPMG global organisation of independent 46
member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All

rights reserved. The KPMG name and logo are trademarks used under license by the independent member firms

of the KPMG global organisation. Liability limited by a scheme approved under Professional Standards Legislation.



260R (2)

300A(1)(G)

INSIGHTS INTO REMUNERATION REPORTING

3.5 'Two strikes’ rule

At each AGM, shareholders cast a non-binding vote on the adoption of the Remuneration Report. If
more than 26 percent of the votes cast in the non-binding vote are against the adoption of the
Remuneration Report, the organisation has a ‘first strike’. If at the AGM immediately following that
where the first strike occurred, more than 26 percent of the votes cast in the non-binding vote are,
once more, against the adoption of the Remuneration Report, the organisation has a ‘'second strike’.

Where a second strike against the Remuneration Report is received, a resolution to hold fresh
elections for directors at a special meeting is put to vote at the AGM (a spill vote). If successful, the
spill vote requires another separate spill meeting to be held within 90 days of the AGM, where the
entire board, except for a managing director, is required to resign and seek re-election. A director
must receive at least 60 percent of the votes cast to get re-elected.

3.5.1 What are the required disclosures when an organisation receives
a first strike against the Remuneration Report?

The Remuneration Report that is presented the year following the first strike must provide an
explanation of their proposed action in response to the first strike, or, if they do not propose any
action, the reasons for inaction.

The organisation will need to understand the reasons behind the 'no vote.” Engagement with the
relevant shareholders, investor groups and/or proxy advisors will be critical in gaining this
understanding. In some circumstances, the strikes are received for reasons unrelated to the
Remuneration Report, however the Remuneration Report strike is the shareholders best mechanism
to signal their dissatisfaction. The organisation can then consider the concerns raised and either:

e Adjust the remuneration framework to address shareholder concerns and explain the
adjustments, with supporting rationale, or

e Communicate why they consider the chosen framework to be appropriate.

Organisations in such a situation may wish to seek advice from their KPMG Advisor when
responding to a strike.

3.5.2 What areas are typically addressed by directors in the disclosures
to alleviate shareholder concerns?

Many strikes received by companies reflect dissatisfaction with transparency and accountability of
KMP’s remuneration. This is particularly the case when an organisation’s performance appears
misaligned with the remuneration received by the KMPs, or there is no obvious remuneration
consequence for behaviour that is viewed to be inconsistent with societal norms and/or shareholder
expectations.

In most cases, organisations make a clear statement of the percentage of votes cast against the
adoption of the Remuneration Report at the previous AGM.

Organisations should also outline the process of engagement undertaken with shareholders,
investors, and proxy advisors. This allows them to summarise the key areas of concern that led to
the first strike and the organisation’s response to those concerns. In addressing the concerns
raised, organisations may engage specialist remuneration consultants.
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3.5.3 Where in the Remuneration Report should an organisation
disclose their response to a first strike?

An organisation is required to include its response to a first strike in the Remuneration Report,
however, there is no specified location within the report.

Organisations should be open and transparent in their disclosures, to help reduce the risk of
receiving a second strike. Accordingly, they typically address the issue upfront in the introduction to
the Remuneration Report, with the detailed response in a separate section of the report.
Organisations also tend to address the matter elsewhere in the front part of the Annual Report, in
either or both the Chairman’s Review and Chief Executive Officer's Review.

3.5.4 Are there any specific disclosures required after an organisation
receives a second strike?

Unlike a first strike, there is no specific disclosure requirements in the Remuneration Report after an
organisation has received a second strike. However, if there are further adjustments to the
remuneration policy, then in our view, it would be appropriate to include disclosures consistent with
the required first strike disclosures.

In addition, if the spill of the Board results in any directors not being re-elected, it is likely to be
relevant to make reference to the second strike in any of the disclosures around their departure.
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