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18 October 2019 

General Manager 
Policy Development 
Policy and Advice Division 
Australian Prudential Regulation Authority 
BY EMAIL: PolicyDevelopment@apra.gov.au 

Westpac Place 
Level 20, 275 Kent Street 
Sydney NSW 2000 
 

 

Consultation on draft Prudential Standard CPS 511 Remuneration 

The Westpac Group (Westpac) appreciates the opportunity to provide a submission in response to the draft 
Prudential Standard and discussion paper for CPS 511 Remuneration that were released for consultation on 
23 July 2019. 

Westpac supports an enhanced regulatory framework to govern remuneration practices, including through 
stronger and more consistent expectations across APRA-regulated entities. Our view is that an enhanced 
regulatory framework should support the following principles: 

1. To account for and reflect the interests of key stakeholders including shareholders, customers, 
boards, management, other employees, regulators and the broader community while acknowledging 
the distinct and appropriate roles of each stakeholder; 

2. To deliver to and support Australian regulatory developments including the Banking Executive 
Accountability Regime (BEAR), the recommendations of the Hayne Royal Commission and other 
recent industry reviews while leveraging international better practice where appropriate;  

3. To support simplicity, practicality and APRA’s objective to promote stability in the financial system, 
while mitigating or, where possible, eliminating the risk of unintended consequences arising through 
the framework’s implementation; and 

4. To encourage the design of remuneration arrangements which promote effective management of 
both financial and non-financial risks, sustainable performance and long-term soundness. 

 
Having regard to these principles, we have identified three substantive issues in APRA’s proposal which we 
consider to be uncommercial and recommend for further review by APRA (refer Attachment 1). Outside of 
these substantive issues, we are generally supportive of the proposal and we have therefore not responded 
to each individual consultation question. 

We have also suggested alternatives for consideration in line with the above principles, reflecting the 
enhancements that we have already made to our remuneration design and practices which in our view align 
directionally with external developments.  
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We request that APRA consider transitional provisions, possibly similar to those adopted under the BEAR, to 
allow industry participants appropriate time to design and implement the required changes. In addition, or as 
an alternative, we recommend that APRA consider the implementation of a tiered approach to the reforms, 
focusing on minimising unintended consequences and reducing the immediate impact on employees and 
entities that will be most affected and that will have limited capacity to manage the transition. 

We would appreciate the opportunity to meet with APRA to discuss our submission and the enhanced 
regulatory framework for remuneration more generally. In the meantime, please contact us if you have any 
specific questions or comments in relation to our submission. 

 

 

Sincerely 

 
 
 
 
Attachment 
Attachment 1: Westpac’s commentary on substantive issues recommended for further review by APRA
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• Based on our understanding, the proposed requirements could potentially apply to the determination of 
an entity-wide variable remuneration pool. It is our view however that responsibility for determining the 
pool is more appropriately a matter for the discretion of an entity’s board. For Westpac, the variable 
remuneration pool reflects overall financial performance, with economic profit typically the predominant 
measure, and can be modified to take into account a broad range of financial and non-financial risk 
measures. This multi-faceted approach is designed to support the effective management of both financial 
and non-financial risks, sustainable performance and long-term soundness and would be negatively 
impacted by the application of prescriptive limits which are difficult to apply in this context. 

• In Westpac’s view, APRA’s proposed approach does not fully consider the role of other frameworks or 
tools that entities may leverage to factor non-financial considerations into variable remuneration design 
and outcomes for employees. Westpac has made substantial progress in recent years to strengthen its 
frameworks and tools. These now include: 
o satisfaction of mandatory minimum behavioural, risk management and compliance requirements to 

be eligible for a fixed pay increase or variable remuneration; 
o scorecard assessments to determine short term variable remuneration (STVR) for the Chief 

Executive Officer, Group Executives and General Managers which contain financial and non-financial 
metrics and mandatory risk-based metrics; 

o a performance management system for most other employees that comprises individual goals which 
are not weighted and assesses behaviour equally alongside goal achievement;  

o in-period adjustments (upwards or downwards) to employees’ variable remuneration outcomes, 
including through a scorecard modifier for the Chief Executive Officer, Group Executives and 
General Managers; 

o deferral of variable remuneration aligned to the time horizon of key risks to support a focus on 
sustainable business outcomes and provide an incentive for employees to continue to behave in a 
way which is consistent with our financial soundness; 

o discretion to delay the delivery, release and/or payment of deferred variable remuneration, including 
where an employee is under investigation for potential misconduct or is implicated in any legal or 
regulatory proceedings which may result in significant financial and/or reputational impact to 
Westpac1; 

o malus to reduce employees’ unvested deferred variable remuneration, including where the Board 
determines, having regard to circumstances or information which has come to light after the grant of 
the deferred equity or cash, all or part of an initial award was not justified, or where the Board 
determines it is appropriate to respond to significant misconduct where such misconduct may result 
in significant financial and/or reputational impact to Westpac; and 

o clawback of deferred variable remuneration awarded in respect of performance periods commencing 
on or after 1 October 2019, for up to 7 years after the date of the award, in circumstances such as 
serious and gross misconduct justifying dismissal. 

• APRA’s proposed requirement for weighting limits to apply across total variable remuneration does not 
acknowledge the distinct purpose of STVR and long term variable remuneration (LTVR) components. At 
Westpac, the purpose of STVR is to ensure a portion of remuneration is variable and linked to the 
delivery of agreed targets for financial and non-financial measures that support Westpac’s strategic 
priorities, with the ability to exceed the target amount when exceptional performance is achieved. The 

 

1 There is support for the delay in vesting of awards in the case of an ongoing investigation in the UK. Refer Prudential 
Regulation Authority’s Supervisory Statement SS 2/17 of April 2017, paragraph 4.15. 
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o an increase in overall remuneration quantum, including through an increase to fixed pay and the use 
of role-based allowances as was observed in the UK and EU following the implementation of the 
remuneration reforms mandated by Capital Requirements Directive IV9; 

o increased affordability challenges associated with compensating new hires for unvested deferred 
remuneration accumulated in line with significant deferral obligations at their previous employer; and 

o general increased pressure and other employment related costs to retain critical employees who may 
elect to leave Australian financial services given less onerous remuneration arrangements in other 
sectors or jurisdictions. 

• The illustration below sets out the typical vesting profiles and portions for variable remuneration for a 
selection of Westpac employee groups relative to an interpretation10 of how APRA’s proposal would 
impact these groups, noting LTVR is awarded prospectively for eligible Westpac employees. 

Key 
 Vesting / delivery of cash component of variable remuneration 

 Vesting / delivery of deferred component of variable remuneration 

* Reflects Westpac’s understanding of the proposed deferral requirements for a senior manager or highly-paid material risk taker role.  

• Westpac does not support an approach where every impacted employee other than the Chief Executive 
Officer would be required to have the same portion of their total variable remuneration deferred for the 
same period. This is inconsistent with international approaches, for example, a tiered approach to 
deferral in the UK is applied so that employees of increasing seniority within entities are subject to 
deferral periods of 3, 5 and 7 years respectively11. The overall proposal, in particular for the defined 
category of senior managers, would capture some employees with lower variable remuneration and 
subject them to the same deferral standard as employees with substantially more remuneration at risk. 
Mandating lower levels of variable remuneration to extensive deferral is likely to result in a demotivating 

 

9 Refer Opinion of the European Banking Authority on the application of Directive 2013/36/EU (Capital Requirements 
Directive) regarding the principles on remuneration policies of credit institutions and investment firms and the use of 
allowances (EBA/Op/2014/10), dated 15 October 2014.  
10 There is an alternate interpretation of the pro-rata vesting after 4 years, for example 15% x 4 tranches for the CEO and 
13.33% x 3 tranches for other employees with the first tranche vesting immediately after completion of 4 years. 
11 For example, Prudential Regulation Authority's Remuneration Rule 15.17. 
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effect on impacted employees by disproportionately delaying their income relative to their level of 
responsibility. 

• The proposed $50,000 threshold would require deferral of as little as a $20,000 portion, which we 
consider to be impractical, particularly when deferred for a 6 year period. We suggest that the 
applicability threshold be increased to $150,000, which would require deferral of portions of remuneration 
no less than $60,000. We note the de-minimis threshold under the BEAR applies to the amount of 
variable remuneration to be deferred rather than the total variable remuneration amount, and an increase 
in the threshold under APRA’s proposal would be more aligned to this. 

• The deferral proposal seems to be driven by concerns over the effectiveness and practicality of 
clawback. When reviewing this proposal against alternatives we recommend, we believe our alternatives 
provide an adequate ‘at risk’ period of combined deferral and clawback for variable remuneration, 
delivered in a simpler, fairer and progressive way for impacted entities and roles. 
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employee’s deferred variable remuneration during this period (which is similar to investigation of an 
accountable person’s conduct under the BEAR13) enables the application of malus to awards which 
would have otherwise vested prior to the investigation concluding. In this way, even where clawback 
criteria are met, entities may be able to adjust unvested remuneration to achieve an appropriate outcome 
rather than attempt to recoup vested remuneration through a costly, protracted and uncertain litigation 
process. 

• As an alternative, APRA-regulated entities could be required to introduce clawback as a discretionary 
adjustment tool for all employees. The application to all employees is consistent with the application of 
the malus requirements under APRA’s proposal and would support a consistent approach to 
remuneration-based consequence management. 

• In Westpac’s view, the proposed clawback criteria (in particular item (c) “breach of compliance 
obligations” and item (d) “failure of accountability”) are too broad and extend beyond the criteria adopted 
in other jurisdictions14 as well as the criteria contemplated by the Royal Commission15 and the Prudential 
Inquiry into the Commonwealth Bank of Australia16. The circumstances in which it would be appropriate 
to apply clawback should be limited to the most serious instances of misconduct justifying dismissal, and 
clawback should be applied only where the use of other variable remuneration adjustment tools under a 
broader set of criteria has been exhausted or is not available. Further, limiting clawback to these 
circumstances should provide a more defensible basis to establish the clawback is a reasonable 
requirement and overcome potential obstacles to clawback presented by existing Australian employment 
legislation17. 

 

13 Refer BEAR legislation, section 37EC (2) of the Banking Act 1959 (Cth). 
14 Refer Article 94(1)(n) of Directive 2013/36/EU, European Banking Guidelines on Sound Remuneration Policies under 
Articles 74(3) and 75(2) of Directive 2013/36/EU and Article 450 of Regulation (EU) No 575/2013. 
15 Refer Royal Commission into Misconduct in the Banking, Superannuation and Financial Services Industry Final 
Report, pages 356 and 357. 
16 Refer Prudential Inquiry into the Commonwealth Bank of Australia Final Report, Recommendation 24, pages 78 to 79. 
17 Refer Fair Work Act 2009 (Cth), sections 325 and 326, which effectively prohibit and void a requirement for an 
employee to make a payment to their employer where this is unreasonable. 




