o Hentage APS 330: Public Disclosure

' Bank

Capi

tal Disclosure Template as at 30 June 2018

Updated Annually

The Bank is using the post 1 January 2018 Capital Disclosure Template because Heritage is fully applying the Basel Il

regulatory adjustments as implemented by APRA.

ASm

Common Equity Tier 1 Capital: Instruments and Reserves
2 Retained earnings 528.3
3 Accumulated other comprehensive income (and other reserves) 5.7
6 Common Equity Tier 1 capital before regulatory adjustments 534.0
Common Equity Tier 1 Capital: Regulatory Adjustments
11 | Cash-flow hedge reserve 0.2
18 | Investments in the capital of banking, financial and insurance entities that are outside the

scope of regulatory consolidation, net of eligible short positions, where the ADI does not own

more than 10% of the issued share capital (amount above 10% threshold) 0.5
26 National specific regulatory adjustments (sum of rows 26e, 26f and 26j) 42.9
26e | of which: deferred tax assets 8.9
26f | of which: capitalised expenses 31.6
26j | of which: other national specific regulatory adjustments not reported in rows 26e and 26f 24
28 | Total regulatory adjustments to Common Equity Tier 1 43.6
29 | Common Equity Tier 1 Capital (CET1) 490.4
Additional Tier 1 Capital: Instruments
36 ‘ Additional Tier 1 Capital before regulatory adjustments 0.0
Additional Tier 1 Capital: Regulatory Adjustments
43 | Total regulatory adjustments to Additional Tier 1 capital 0.0
44 | Additional Tier 1 capital (AT1) 0.0
45 Tier 1 Capital (T1=CET1+AT1) 490.4
Tier 2 Capital: Instruments and Provisions
46 Directly issued qualifying Tier 2 instruments 50.0
50 Provisions 4.7
51 | Tier 2 Capital before regulatory adjustments 54.7
Tier 2 Capital: Regulatory Adjustments
57 | Total regulatory adjustments to Tier 2 capital 0.0
58 | Tier 2 capital (T2) 54.7
59 | Total capital (TC=T1+T2) 545.1
60 | Total risk-weighted assets based on APRA standards 3,862.2
Capital Ratios and Buffers
61 | Common Equity Tier 1 (as a percentage of risk-weighted assets) 12.7%
62 | Tier 1 (as a percentage of risk-weighted assets) 12.7%
63 | Total capital (as a percentage of risk-weighted assets) 14.1%
Applicable caps on the inclusion of provisions in Tier 2
76 Provisions eligible for inclusion in Tier 2 in respect of exposures subject to standardised 47

approach (prior to application of cap) '
77 | Cap on inclusion of provisions in Tier 2 under standardised approach 42.1
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Capital Disclosure Template Reconciliation as at 30 June 2018

Updated Annually

Consolidated Level 1
Published Regulatory
Statement of Adjustment  Statement
Financial (1) (ASm) of Financial
Position Position
(A$m) (Asm)

Assets
Cash and cash equivalents 86.2 (14.3) 71.9
Receivables due from other financial
institutions 235.8 (106.0) 129.8
Other receivables 18.7 (0.2) 18.5
Loans and receivables 8,074.8 (940.9) 7,133.9
Held to maturity financial assets 1,036.5 (5.9) 1,030.6
Available for sale financial investments 0.5 - 0.5
Derivatives 2.9 0.5 3.4
Deferred tax assets 11.1 (0.2) 10.9
Property, plant and equipment 35.4 - 35.4
Other assets 3.2 114.9 118.1
Intangibles 19.3 - 19.3
Total Assets 9,524.4 (952.1) 8,572.3
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Reference to Regulatory Statement of
Financial Position

Cash and liquid assets

Investment securities & cash and liquid
assets

Other assets

Loans and advances
Investment securities
Other investments
Other assets

Other assets

Fixed assets

Other assets

Intangible assets
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Capital Disclosure Template Reconciliation as at 30 June 2018

Updated Annually

Liabilities

Deposits and borrowings 8,526.5 (976.6) 7,549.9
Accounts payable and other liabilities 385.7 22.4 408.1
Derivatives 1.0 - 0.7
Current tax liabilities 4.0 (0.6) 3.4
Provisions 22.1 2 24.1
Deferred tax liabilities 1.9 0.2 2.1
Subordinated debt 49.8 0.2 50.0
Total Liabilities 8,991.0 (952.6) 8,038.3
Net Assets 5334 0.6 534.0
Members' Funds

Retained profits 528.0 0.3 528.3
Reserves 54 0.3 5.7
Total Members' Funds 533.4 0.6 534.0
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Deposits, bonds, notes and long-term
borrowings

Creditors and other liabilities
Creditors and other liabilities
Income tax liability
Provisions

Income tax liability

Bonds, notes and long-term
borrowings

General reserve & retained profits
Asset revaluation reserve & cash flow
hedge reserve
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Expanded Regulatory Statement of Financial Position as at 30 June 2018

The following is an expanded Statement of Financial Position under the APRA Level 1 Regulatory Capital that provides details on the
components of capital reported in the Capital Disclosure Template.

ASSETS

Cash and liquid assets
Investment Securities
Loans and receivables (net)
which includes:

Other Investments
Fixed Assets
Intangible Assets
Other Assets
which includes:

TOTAL ASSETS
LIABILITIES

Deposits and short term borrowings
Current Tax Liability

Deferred Tax Liability

Provisions

Bonds, notes and long-term
borrowings

which includes:

Creditors and other liabilities

TOTAL LIABILITIES

NET ASSETS

Gross loans and receivables
Provision for impairment - specific
Provision for impairment - collective

Other Assets

Securitisation establishment costs
Commission and agent direct costs
Debt raising establishment cost

Other bonds and notes
Subordinated debt

Page 4

(A$m) (A$m)

120.8

1,111.5

7,133.9
7,141.9
(3.3)
(4.7)
7,133.9

0.5

35.4

19.3

150.9
138.6
1.9
9.7
0.7
150.9

8,572.3

7,149.8

3.4

2.1

24.1

450.0
400.0
50.0
450.0

408.9

8,038.3

534.0

Capital

Disclosure

Template
Reference

Row 50

Row 18

Row 26f

Row 26f
Row 26f
Row 26f

Row 46
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Expanded Regulatory Statement of Financial Position as at 30 June 2018

MEMBERS' FUNDS

Retained profits
which includes:

Reserves
which includes:

TOTAL MEMBERS' FUNDS

Current year retained earnings

Trust securitisation income (not yet
distributed)

General reserve excluding trust
income

Cash flow hedge reserve
Asset revaluation reserve
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45.0

2.4

480.9

528.3

0.2
5.5
5.7

528.3

5.7

534.0

Row 26j

Row 2

Row 11

Row 3
Row 6
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Capital Adequacy as at 30 June 2018

Risk-Weighted Assets
(ASm)

Capital Requirements

Credit Risk

Corporate 0.0
Government 0.0
ADls 465.8
Residential Mortgage 2,500.1
Other Retail 269.2
Other 67.2
Off Balance Sheet 65.7
3,368.0
Securitisation 17.8
Equity Exposures 0.0
Market Risk 0.0
Operational Risk 476.4
3,862.2
Common Equity Tier 1 12.70%
Tier 1 12.70%
Total Capital Ratio 14.11%
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Credit Risk as at 30 June 2018

Gross Average Gross
Credit Credit Exposure
Exposure for Quarter
(ASm) (ASm)
Exposure Type

Cash and Investment Securities 1,232.5 1,299.2
Loans and Advances 7,142.2 7,040.5
Other Assets 146.9 140.4
Total On Balance Sheet Exposures 8,521.6 8,480.1
Loans Approved not yet Advanced 154.7 153.9
Other Off Balance Sheet 6.4 7.7
Total Off Balance Sheet Exposures 161.1 161.6
Total Exposures 8,682.7 8,641.7

Exposure by Portfolio
Corporate 0.0 0.0
Government 90.4 108.5
ADlIs 1,142.1 1,190.6
Residential Mortgage 7,013.2 6,916.6
Other Retail 283.8 277.9
Other 153.2 148.1
8,682.7 8,641.7
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Credit Risk as at 30 June 2018 (continued)

Impaired Past Due  Specific Provision Charges for Write-Offs
Loans Loans Balance Specific Provision

(ASm) (ASm) (ASm) (ASm) (ASm)
Exposure by Portfolio
Corporate 0.0 0.0 0.0 0.0 0.0
Government 0.0 0.0 0.0 0.0 0.0
ADlIs 0.0 0.0 0.0 0.0 0.0
Residential Mortgage 6.0 38.0 1.5 0.0 0.8
Other Retail 4.0 2.1 1.9 (0.4) 0.4
Other 0.0 0.0 0.0 0.0 0.0
Total 10.0 40.1 3.4 (0.4) 1.2
General Reserve for Credit Losses
General Reserve for Credit Losses 4.7
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Securitisation Exposures as at 30 June 2018

Recognised
Total Exposures Gain
Securitised or Loss on Sale
(ASm) (ASm)

Securitisation Activity for Quarter
Residential Mortgage 0.0 0.0
Total Exposures 0.0 0.0
On Balance Off Balance Total
Sheet Sheet Exposures
(ASm) (ASm) (ASm)

Securitisation Exposure Types

Liquidity Facilities 0.0 0.0 0.0
Funding Facilities 0.0 0.0 0.0
Swaps 0.0 11.8 11.8
Holdings of Securities 5.9 0.0 5.9
5.9 11.8 17.7
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Remuneration Disclosure as at 30 June 2018

Qualitative disclosures

Heritage Disclosure

(a) | Information relating to the bodies that oversee

remuneration. Disclosures must include:

the name, composition and mandate of the main body | The Remuneration and Governance Committee is made up

overseeing remuneration; of three non-executive directors. The Remuneration and
Governance Committee is appointed and authorised by
Heritage’s Board to assist the Board in fulfilling its statutory
and fiduciary obligations. Accordingly, the Remuneration
and Governance Committee exercises the authority and
power delegated to it by the Board. Members of the
Remuneration and Governance Committee during the
period to 30 June 2018 have been Mr Kerry Betros, Dr
Dennis Campbell and Mrs Vivienne Quinn.

the name of external consultants whose advice has been | No external consultants have been recently engaged in

sought, the body by which they were commissioned, and in | connection with Heritage senior executive remuneration.

what areas of the remuneration process; However, industry benchmarks and externally available
data is generally used to obtain industry comparisons.

a description of the scope of the ADI’'s Remuneration Policy Heritage’s Remuneration Policy provides a framework for

(e.g. by regions, business lines), including the extent to rewarding senior executives, other staff and business

which it is applicable to foreign subsidiaries and branches; partners and encourages behaviour that supports

and Heritage’s long-term financial soundness and risk
management framework. The policy applies to, among
others; any person employed directly by Heritage and
covers all entities within the Heritage group.

a description of the types of persons considered as material | Heritage’s “senior managers” and “material risk takers” as

risk takers and as senior managers as defined in paragraph | defined in paragraph 17 of this Prudential Standard include

17 of this Prudential Standard, including the number of | those persons defined as Heritage’s “senior executives”.

persons in each group. They include the Chief Executive Officer, the Company
Secretary, the Chief Financial Officer, the Chief Operating
Officer, the Chief Product and Marketing Officer, the Chief
People Officer, the Chief Information Officer, the Chief
Customer Officer, Chief Risk Officer and the General
Manager, Emerging Business Streams.

(b) | Information relating to the design and structure of

remuneration processes. Disclosures must include:
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Remuneration Disclosure as at 30 June 2018

an overview of the key features and objectives of
remuneration policy;

A key objective of Heritage’s remuneration philosophy is to
provide a framework for the Heritage approach to
remuneration (including performance based components)
for staff and a range of business partners. Inherent within
the Heritage Remuneration Policy objectives is the design
of remuneration structures that: reward people fairly and
at competitive levels taking into account appropriate
internal relativities, external market rates and the nature of
the work; are financially responsible and consistent with
Heritage’s long term viability; and encourages behaviour
that supports Heritage’s long-term financial soundness and
risk management framework. In this regard, Heritage’s
Human Resources department has a set of policies and
procedures in connection with remuneration including
incentives and other benefits.

whether the Remuneration Committee reviewed the ADI’s
Remuneration Policy during the past year, and if so, an
overview of any changes that were made; and

The Remuneration and Governance Committee reviewed
Heritage’s Remuneration Policy in May 2017 to take effect
on 1 July 2017.

a discussion of how the ADI ensures that risk and financial
control personnel (as defined in paragraph 48(b) of CPS 510)
are remunerated independently of the businesses they
oversee.

Risk and financial control personnel are paid a fixed
component of remuneration that reflects their core
performance requirements and the expectations associated
with their particular position. These personnel are eligible
to be paid an annual incentive based upon a performance
assessment against a range of criteria. Such personnel are
not provided with a yearly incentive payment on the sole
basis of Heritage’s financial performance.

(©

Description of the ways in which current and future risks are
taken into account in the remuneration processes.
Disclosures must include:

an overview of the key risks that the ADI takes into account
when implementing remuneration measures;

Sound Risk management is built into the performance
management framework for senior executives to ensure
effective risk management and compliance outcomes.
Specific key risk areas include there being no material
statutory breaches and adherence to APRA prudential
ratios.

an overview of the nature and type of the key measures
used to take account of these risks, including risks difficult to
measure (values need not be disclosed);

Heritage utilises a Balanced Scorecard approach to
measuring  Senior  Executives  performance  with
performance metrics set across a range of financial and
non- financial measures. In addition a number of
performance measures act as “gate openers” to at risk
remuneration outcomes and these measures include
adherence to APRA prudential ratios and no material
statutory breaches.
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Remuneration Disclosure as at 30 June 2018

a discussion of the ways in which these measures affect
remuneration; and

All performance based payments for Senior Executives are
made are at the discretion of Heritage and subject to
approval by the Remuneration and Governance
Committee. For Senior Executives, any performance based
component of remuneration is designed to align
remuneration with prudent risk-taking and incorporate
adjustments to reflect the outcomes of business activities.
Decisions about performance based remuneration for
Senior Executives takes into account the performance of
Heritage as measured by the Balanced Scorecard and an
assessment of the individual contribution to the Senior
Executive Group Members. The Balanced Scorecard
incorporates appropriate risk and compliance measures as
“gate opener” measures and also regulates eligibility
for participation in incentive arrangements.

a discussion of how the nature and type of these measures
has changed over the past year and reasons for the change,
as well as the impact of changes on remuneration.

The implementation of the Balanced Scorecard approach to
setting key performance measures across a range of
financial and non-financial criteria continues to be refined
each year. Key performance metrics are aligned and
weighted to reflect a focus on the Bank’s strategy. Linking
performance pay outcomes to a range of financial and non-
financial measures is appropriate for the environment and
in supporting the delivery of key business objectives. The
introduction and continued review of a Balanced Scorecard
approach has strengthened alignment between overall
business performance and the performance pay outcomes
of Senior Executives.

(d)

Description of the ways in which the ADI seeks to link
performance during a performance measurement period
with levels of remuneration. Disclosures must include:

an overview of the main performance metrics for the ADI,
top-level business lines and individuals;

Senior executives are paid a competitive fixed component
of remuneration that reflects their core performance
requirements and the expectations associated with their
particular position. No senior executive is provided with an
incentive payment based solely on Heritage’s financial
performance.

Senior Executive performance is primarily measured
against a Balanced Scorecard against key metrics across the
categories of; Financial Strength; Customer; People; and
Business Process/Strategy. The individual Executive’s
contribution to the Senior Executive Group is also
considered in determining short term incentive outcomes.
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Remuneration Disclosure as at 30 June 2018

a discussion of how amounts of individual remuneration are
linked to institution-wide and individual performance; and

The opportunity for senior executives to be granted an
annual incentive payment is designed to support Heritage’s
overall performance across a range of key measures. The
Balanced Scorecard approach adopted utilises a common
organisational wide set of metrics together with specific
objectives relevant to each individual Senior Executive. A
Senior Executive's individual performance and overall
contribution to the Senior Executive Group is also assessed
and taken into account in determining individual incentive
outcomes.

The overall approach supports linking short term incentive
payments to the organisational overall outcomes as
measured by the Balanced Scorecard whilst also factoring
in an individual Executives contribution to those outcomes.

Heritage does not offer any long term incentive benefits
nor utilises any remuneration deferral mechanism for
Senior Executives.

a discussion of the measures the ADI will in general
implement to adjust remuneration in the event that
performance metrics are weak.

The Board may adjust performance-based components of
senior executive remuneration downwards, to zero if
appropriate, if such adjustments are necessary to protect
the financial soundness of Heritage or respond to
significant unexpected or unintended consequences that
were not foreseen by the Remuneration and Governance
Committee.

(e)

Description of the ways in which the ADI seeks to adjust
remuneration to take account of longer-term performance.
Disclosures must include:

a discussion of the ADI’s policy on deferral and vesting of
variable remuneration and, if the fraction of variable
remuneration that is deferred differs across persons or
groups of persons, a description of the factors that
determine the fraction and their relative importance; and

a discussion of the ADI’s policy and criteria for adjusting
deferred remuneration before vesting and after vesting
through clawback arrangements.

Not applicable

(®

Description of the different forms of variable remuneration
that the ADI utilises and the rationale for using these
different forms. Disclosures must include:

Variable remuneration is paid as cash with no deferral.
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Remuneration Disclosure as at 30 June 2018

an overview of the forms of variable remuneration offered
(i.e., cash, shares and share-linked instruments and other
forms); and

a discussion of the use of the different forms of variable
remuneration and, if the mix of different forms of variable
remuneration differs across persons or groups of persons), a
description the factors that determine the mix and their
relative importance.

Quantitative disclosures

(9) | Number of meetings held by the main body overseeing | The Remuneration and Governance Committee met four
remuneration during the financial year and the | times during the year.
remuneration paid to its members.

(h) | The number of persons having received a variable
remuneration award during the financial year.

Number and total amount of guaranteed bonuses awarded Nil
during the financial year.

Number and total amount of sign-on awards made during Nil
the financial year.

Number and total amount of termination payments made Nil
during the financial year.

(i) | Total amount of outstanding deferred remuneration, split | Not applicable
into cash, shares and share-linked instruments and other
forms.

Total amount of deferred remuneration paid out in the
financial year.

(i) | Breakdown of the amount of remuneration awards for the
financial year in accordance with Table 18A below to show:
fixed and variable; Fixed 90% / Variable 10%
deferred and non-deferred; and Not applicable
the different forms used (cash, shares and share-linked | Cash, Superannuation, Motor Vehicles, Long Service Leave
instruments and other forms).

(k) | Quantitative information about persons’ exposure to | Not applicable

implicit (e.g. fluctuations in the value of shares or
performance units) and explicit adjustments (e.g. malus,
clawbacks or similar reversals or downward revaluations of
awards) of deferred remuneration and retained
remuneration:
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Table 18A: Total value of remuneration awards for senior managers/material risk-takers

o e

APS 330: Public Disclosure

Remuneration Disclosure as at 30 June 2018

implicit adjustments.

ex pose explicit adjustments.

ex post implicit adjustments.

Total amount of outstanding deferred remuneration and
retained remuneration exposed to ex post explicit and/or

Total amount of reductions during the financial year due to

Total amount of reductions during the financial year due to

Total value of remuneration awards for the Unrestricted Deferred
financial year ended 30 June 2017
Fixed remuneration
Cash-based $3,447,000 Not applicable
Shares and share-linked instruments Not applicable Not applicable
Other $417,000 Not applicable
Variable remuneration
Cash-based $438,000 Not applicable
Shares and share-linked instruments Not applicable Not applicable
Other Not applicable Not applicable
Notes:
The qualitative disclosures in must be completed by reference to an ADI's Remuneration Policy and any Board Remuneration Committee established
1 under CPS 510.
The quantitative disclosures in must be completed separately for senior managers and material risk-takers as defined in paragraph 17 of this
2 Prudential Standard.
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