











Board of Directors

Ralph Graham Waters

CPEng, FIE Aust, M Bus

Independent Non-Executive Chairman

of Directors

Chairman of the Nominations Committee
First appointed 10 July 2001

Mr Waters, 61, has extensive management
experience in the Australasian building products
industry including as managing director of Email,

a major Australian industrial company, and until

31 August 2006 as the chief executive officer

and managing director of Fletcher Building. He is
chairman of Fisher & Paykel Appliances Holdings
and a director of Fonterra Co-operative Group,
Westpac New Zealand and Fletcher Building Finance.
Mr Waters is a Chartered Professional Engineer

and a Fellow of the Institution of Engineers Australia.

Antony John Carter

BE (Hons), ME, MPhil (Loughborough)
Independent Non-Executive Director
Member of the Remuneration and
Nominations Committees

First appointed 1 September 2010

Mr Carter, 53, is currently managing director of
Foodstuffs (Auckland) and Foodstuffs (New Zealand),
New Zealand’s largest retail organisation, and a
director of a number of related companies. Mr Carter
joined the board in September ahead of his retirement
from Foodstuffs at the end of this year. He has
extensive experience in retailing, having joined
Foodstuffs in 1994. Prior to this he owned and
operated several Mitre 10 hardware stores, and
was a director and later chairman of Mitre 10

New Zealand Limited. Mr Carter is a director of
Vector and Fletcher Building Finance and a trustee
of the Maurice Carter Charitable Trust.

From left to right:
Ralph Waters
Tony Carter

Hugh Fletcher
Alan Jackson
John Judge
Jonathan Ling

Sir Dryden Spring
Gene Tilbrook
Kerrin Vautier

Hugh Alasdair Fletcher

MCom (Hons), MBA (Stanford), BSc
Independent Non-Executive Director
Member of the Audit and Nominations
Committees

First appointed 23 March 2001

Mr Fletcher, 62, has had extensive management
experience and now holds a number of directorships
and advisory positions. He is a director of Rubicon,
Fletcher Building Finance, the Reserve Bank of
New Zealand, Vector and Insurance Australia Group,
a member of the New Zealand advisory board of
L.E.K. Consulting, a councillor of The University

of Auckland and a trustee of the New Zealand
Portrait Gallery.

Alan Trevor Jackson

BEng (Hons), PhD (Auckland) MBA

(IMD Management Institute)

Independent Non-Executive Director

Member of the Remuneration and Nominations
Committees

First appointed 1 September 2009

Dr Jackson, 57, was until 2009 chairman Australasia,
senior vice president and director of The Boston
Consulting Group. He has been an international
management consultant since 1987 with The Boston
Consulting Group and has proven experience at the
most senior levels of international and government
business. Dr Jackson has worked across a range
of industries including resources, diversified
industrials, building products and construction
sectors. Dr Jackson is a Fellow of the Institution

of Professional Engineers. He is chairman of the
Housing Shareholders’ Advisory Group, a director
of Fletcher Building Finance and a trustee of The
lcehouse Auckland.
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John Frederick Judge

BCom, FCA

Independent Non-Executive Director
Chairman of the Audit Committee and member
of the Nominations Committee

First appointed 9 June 2008

Mr Judge, 56, has considerable experience in
Australasian business and brings further financial
and analytical knowledge to the board. His highly
successful career includes various roles within Ernst
& Young culminating in the position of chief executive
of Ernst & Young New Zealand. He is a director of
ANZ National Bank and Fletcher Building Finance
and chairman of the Accident Compensation
Corporation, the Auckland Art Gallery Foundation
and the Museum of New Zealand Te Papa Tongarewa
and a member of the Otago University Business
School advisory board.

Jonathan Peter Ling

B Eng, MBA, FIPENZ
Managing Director
First appointed 1 September 2006

Mr Ling, 56, is the chief executive officer and
managing director of the company. He has
extensive management experience in competitive
manufacturing business through his senior
management roles in the Laminates & Panels division
from 2003 to 2006, and before that in Pacifica,
Visy and Nylex. Mr Ling is also a director of ASB
Bank and Fletcher Building Finance. He is a member
of the Business Council of Australia Sustainable
Growth Taskforce and during 2008 and 2009
served on the New Zealand-Government appointed
Capital Market Development Taskforce.

Sir Dryden Spring

DSc (Hon)

Independent Non-Executive Director
Chairman of the Remuneration Committee
Member of the Nominations Committee
First appointed 23 March 2001

Sir Dryden, 70, has a long-standing record of
leadership in a range of industries. He is chairman
of ANZ National Bank and a director of Port of
Tauranga, Sky City Entertainment Group and
Fletcher Building Finance. He is a member of the
New Zealand Business and Parliament Trust and a
Distinguished Fellow of the Institute of Directors, a
member emeritus of the International Policy Council
on Agriculture, Food and Trade and is on the advisory
board of Visy Industries. Sir Dryden will be retiring
from the boards of Fletcher Building and Fletcher
Building Finance on 30 September 2010.

Gene Thomas Tilbrook ‘4‘

BSc, MBA (University of Western Australia)
Independent Non-Executive Director
Member of the Audit and Nominations
Committees

First appointed 1 September 2009 “‘

For Director bios visit:
fletcherbuilding.com/10/
boardofdirectors

Mr Tilbrook, 59, was finance director at Wesfarmers
Limited until his retirement in May 2009. He led
Wesfarmers’ business development group, becoming
executive director, business development in 2002
and finance director in 2005. Mr Tilbrook is chairman
of Transpacific Industries Group and a director of
Fletcher Building Finance, Queensland Rail, the GPT
Group and the Australian broadband company, NBN.
He is a councillor of Curtin University of Technology
and a fellow of the Australian Institute of Company
Directors (WA).

For Executive team bios visit:
fletcherbuilding.com/10/executiveteam

Kerrin Margaret Vautier

CMG, BA, FINSTD, LEANZF
Independent Non-Executive Director
Member of the Audit and
Nominations Committees

First appointed 23 March 2001

Mrs Vautier, 65, is a research economist specialising
in competition law and economics. She has served
on a number of Government agencies, including
as a member of the New Zealand Commerce
Commission, and has been a director of several
New Zealand listed companies. Currently, she is
a director of the Reserve Bank of New Zealand
and Fletcher Building Finance and adviser to the
Partnership Board of Deloitte. She also chairs the
Musica Sacra Trust. Mrs Vautier is a lay member
of the High Court under the Commerce Act.

Martin Farrell

Company Secretary
and General Counsel
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Corporate governance

Fletcher Building is a New Zealand-based
building materials manufacturer whose
securities are listed on the New Zealand
and Australian stock exchanges.

These exchanges require formal adoption of
approved corporate governance practices by listed
company boards of directors. Accordingly, the board
of Fletcher Building confirms that it is committed to
the highest standards of behaviour and accountability,
and has adopted policies and procedures that reflect
this commitment.

The company has adopted the principles
recognised by the ASX Corporate Governance
Council as an appropriate way to organise its
corporate governance policies and reporting.

In establishing its corporate governance procedures,
the company reviews the practices and trends in
corporate governance in other jurisdictions, and
has incorporated these where appropriate.

The company believes that the practices it
has adopted ensure that it meets the requirements
of NZX’s Corporate Governance Best Practice
Code and the Securities Commission’s Corporate
Governance in New Zealand Principles.

Fletcher Building’s corporate governance
practices, including matters reserved for the board
and those delegated to senior executives, are fully
detailed on its website and shareholders seeking
an in-depth review are encouraged to access
information from this source.

This section on corporate governance contains
commentary on seven of the eight principles
recognised by the ASX Corporate Governance
Council. Commentary on principle eight -
remunerating fairly and responsibly — is contained
in the Remuneration Report.

1. Ensuring solid foundations
for management and oversight

The company’s procedures are designed to:

e Enable the board to provide strategic guidance
for the company and effective oversight
of management.

e Clarify the respective roles and responsibilities
of board members and senior executives in order
to facilitate board and management accountability
to both the company and its shareholders.

e Ensure a balance of authority so that no single
individual has unfettered powers.

The board has an obligation to protect and
enhance the value of the company’s assets, and to
act in its interests. It exercises this obligation through
the approval of appropriate corporate strategies
and processes, with particular regard to portfolio
composition and return expectations. These include
approval of transactions relating to acquisitions,
divestments and capital expenditures above
delegated authority limits, financial and dividend
policy and the review of performance against
strategic objectives.

As part of its review of the strategic direction
of the company, a strategy session is held with senior
management each year. Senior management are
expected to address strategic issues in the business
as part of their monthly review. Where appropriate,
special strategic reviews are held of business
groups or units, where material change is evident
or contemplated.

The company achieves board and management
accountability through written terms of reference
for the chairman, directors and management, and
a formal delegation of authority to the chief executive.
The effect of this framework is that whilst the board
has statutory responsibility for the activities of the
company, this is exercised through delegation to the
chief executive, who is charged with the day-to-day
leadership and management of the company. As part
of its annual review of its governance processes, the
board reviews the delegations to the chief executive
each year.

The terms of reference for directors and the
chairman, the charters for board committees and the
delegation to the chief executive officer all provide for
reviews of the performance of directors and senior
management. The nominations committee assesses
the composition and effectiveness of the board and
its committees annually. The chair of the nominations
committee undertakes one-on-one reviews annually
with all directors on the effectiveness of the board.

The board evaluates annually the performance
of the chief executive and the chief executive’s direct
reports. The evaluation is based on criteria that
include the performance of the business and the
accomplishment of long-term strategic objectives,
and other non-quantitative objectives established
at the beginning of each year. During the most
recent financial year, performance evaluations of
senior executives were conducted in accordance
with this process.

In addition to these annual performance reviews,
significant policy issues and capital expenditure or
divestment decisions of management are required
to undergo a formal peer group review process,
including approval by the company’s executive
committee or the board where necessary.

The governance procedures require the board
to be comprised of a majority of independent
directors and for there to be a separation of the role
of chairman from that of the chief executive. These
policies also provide that a director who has been
employed in an executive capacity in the last three
years cannot be considered an independent director.
Therefore, R G Waters has been an independent
director from 1 September 2009. With J P Ling being
an executive director, eight of the nine directors are
independent directors.
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2. Structuring the board
to add value

The directors believe that for the board to be
effective it needs to facilitate the efficient discharge
of the duties imposed by law on the directors and
add value to the company. To achieve this, the
board is organised in such a way that it:

e Obtains a proper understanding of, and
competence to deal with, the current and emerging
issues of the business.

e Can effectively review and challenge the
performance of management and exercise
independent judgement.

e Can assist in the identification of director
candidates for shareholder vote.

Board composition

While the constitution provides that the appropriate
size for the board is between three and nine
members, the board has determined that eight is

an appropriate number at this time to ensure proper
rotation arrangements. At least one-third of all
directors stand for election every year although this
can be increased due to requirements of the stock
exchanges. The directors who retire in each year

are those who have been longest in office since their
last election or, if there are more than one of equal
term, those determined by agreement. Subject to
continued shareholder support, the standard term
for a non-executive director is six years from the date
that he or she initially stands for election. At the end
of this term the director will offer his or her resignation.
The board may, if it considers it appropriate, offer

a further term of up to three years.

The board has constituted a nominations
committee, chaired by the chairman of the company
and composed of all the non-executive directors. This
committee assists in the identification of appropriate
directors and, through the committee chair, reviews
the performance of existing directors.

Committees
Committees established by the board review and
analyse policies and strategies, usually developed
by management, which are within their terms of
reference. They examine proposals and, where
appropriate, make recommendations to the full board.
Committees do not take action or make decisions
on behalf of the board unless specifically mandated
by prior board authority to do so. A committee or an
individual director may engage separate independent
counsel at the expense of the company in appropriate
circumstances, with the approval of the chairman.
The current committees of the board are audit,
remuneration and nominations. These meet when
necessary and consist entirely of non-executive
directors. From time to time, the board may create
ad hoc committees to examine specific issues on
its behalf.

Board process

Although directors are elected by the shareholders
to bring special expertise or perspectives to board
deliberations, decisions of the board are made as
a group, after taking each perspective into account
and the best interests of the company.

The directors receive comprehensive information
on the company’s operations before each meeting
and have unrestricted access to any other information
or records. To assist in ensuring information is timely,
focused and concise, board papers are prepared
and distributed electronically. Where directors cannot
participate in a meeting they forward their views to
another director in advance of the meeting. Senior
management are also available at each meeting
to address queries, and to assist in developing
the board’s understanding of the issues facing the
company and the performance of its businesses.

Director participation remains very high, with
only one apology for absence from the ten
regular meetings during the year. In addition to
these meetings were five site visits and a strategic
session with senior management. The audit
committee met on two occasions, the nominations
committee once and the remuneration committee
met twice during the year. Some special committee
meetings were also convened to review issues
relating to the offer of replacement shares to directors,
as subsequently approved at the 2009 annual
shareholders’ meeting.

Q

More online:
fletcherbuilding.com/10/governance

3. Promoting ethical and
responsible decision-making

The company has written procedures to:

o Clarify the standards of ethical behaviour required
of company directors and key executives, and
ensure observance of those standards through
a code of conduct and the terms of reference
for directors and management.

® Prescribe the circumstances where directors
and employees can trade in company securities.

The company has a written code of values and
a code of conduct with which all employees are
required to comply.

The company has a written policy on illegal
and unethical conduct. It reinforces this policy with
promotional programmes to employees and provides
a FairCall confidential telephone hotline to enable
reporting of inappropriate behaviour. The FairCall
line is operated by an independent party, and the
outcome of all matters raised is reported to the
audit committee.

New Zealand legislation and the company’s
securities trading code of conduct prevent short-term
trading and dealing in the company’s securities whilst
directors and senior executives are in possession
of non-public material and relevant information.
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Corporate governance

3. Promoting ethical and
responsible decision-making -
continued

The company reinforces these measures by requiring
that any of the 95 persons comprising executives and
directors, who are currently designated as having the
opportunity to access price-sensitive information, can
transact in its securities only with the prior approval of
the company secretary.

The company recognises that it has a number
of legal and other obligations to non-shareholder
stakeholders such as employees, clients, customers
and the community as a whole. Its commitment
to these obligations is captured in the code of
values, and in various policies and procedures for
ethical conduct, the responsibilities of employees,
conflicts of interest, and relationships with suppliers
and customers. These are incorporated into the
employment terms of all employees.

4, Safeguarding the integrity
in financial reporting

While the ultimate responsibility to ensure the integrity
of the company’s financial reporting rests with the
board, the company has in place a structure of review
and authorisation designed to ensure truthful and
factual presentation of its financial position.

This includes:

e An appropriately resourced audit committee
operating under a written charter.

e Review and consideration by the audit committee
of the accounts and the preliminary releases of
results to the market.

e A process to ensure the independence and
competence of the company’s external auditors.

e Establishment of an internal audit function in the
corporate office, with reporting responsibility to
the audit committee.

e Responsibility for appointment of the auditors
residing with the audit committee.

5. Making timely and
balanced disclosure

The company has in place procedures designed

to ensure compliance with the NZX and ASX Listing

Rules such that:

e All investors have equal and timely access to
material information concerning the company,
including its financial situation, performance,
ownership and governance.

e Company announcements are factual and
presented in a clear and balanced way.

Accountability for compliance with disclosure
obligations is with the company secretary. Significant
market announcements, including the preliminary
announcement of the half year and full year results,
the accounts for those periods and any advice of a
change in earnings forecast require prior approval

by either the audit committee or the board.

6. Respecting the rights
of shareholders

The company seeks to ensure that its shareholders
understand its activities by:
e Communicating effectively with them.
¢ Giving them ready access to balanced and
clear information about the company and
corporate proposals.
® Making it easy for them to participate in
general meetings.

To assist with this, a company website is maintained
with relevant information, including copies of
presentations, reports and media releases. The
corporate governance procedures are also included
on the website. To further assist shareholders the
company prepares and distributes its accounts

in electronic format to shareholders who have so
requested. This annual report is also available in
electronic format. The company has continued to
provide to all shareholders an annual review which
is @ summary of the group’s operations and financial
performance for the year.

7. Recognising and
managing risk
The company has a formalised system for identifying,
overseeing, managing and controlling risk. The
processes involved require the maintenance of a
risk register that identifies key risks facing the
business and the status of initiatives employed to
reduce them. The risk register is reviewed regularly,
including as part of the internal audit reviews.
During the most recent financial year,
management has reported to the board on the
effectiveness of the company’s management of
its material business risks. As part of that report,
appropriate assurances were received from
management that the system of risk management
and internal control is operating effectively in
all material respects in relation to financial
reporting risks.

(7 Fletcher Building Annual Report 2010



Remuneration report

This Remuneration Report contains
commentary on principle eight of the ASX
Corporate Governance Council principles.

Remunerating fairly and
responsibly

The company seeks to ensure that its remuneration
policies attract and maintain talented and motivated
directors and employees as a way of enhancing the
performance of the company.

Non-executive directors’
remuneration

The fees paid to non-executive directors for services
in their capacity as directors during the year ended
30 June 2010 were:

Base Fees Committee Other Total
Fees Fees

RS Deane ! 272,250 272,250
H A Fletcher 121,000 31,500 152,500
AT Jackson 100,614 21,620 122,234
J F Judge 121,000 43,000 164,000
Sir D Spring 121,000 35,000 156,000
G T Tilbrook 100,614 26,193 9,978 136,785
K M Vautier 121,000 31,500 152,500
R G Waters 181,500 19,500 12,000 213,000
Total 1,138,978 208,313 21,978 1,369,269

The remuneration policy for non-executive directors
does not include participation in either a share or
share option plan. Non-executive directors or their
associates are nevertheless required to hold at least
20,000 shares in the company.

The company’s palicy is to align directors’
remuneration with that for comparably sized Australian
companies. Directors’ fees are normally reviewed
annually by the nominations committee unless it
is apparent that a significant market movement
has occurred.

As part of its 2010 review of remuneration, the
company commissioned an independent report on
directors’ remuneration in Australia, which indicated
that some increase in fees was justified having regard
to market changes. Nevertheless, directors decided
that no change will be made at this time. Accordingly,
the base director’s fee remains at $121,000, with
committee fees of $23,000, $17,500 and $8,500 per
annum for participation on the audit, remuneration

and nominations committees respectively. The
maximum aggregate fees payable in any year
was set at $1,500,000 at the 2006 annual
shareholders meeting.

Committee chairs receive a 50 percent premium
to the committee fee. The board chairman’s fee has
been reduced from three times to two and a half
times the base fee paid to directors, and inclusive of
the time committed by the chairman for participation
on board committees. In acknowledgement of the
additional time commitment required of any Australian-
based director, a travelling allowance of $12,000 per
annum is also payable. Where an ad hoc committee
is convened, such as for due diligence, additional
remuneration may be payable at $1,200 per half day.

The company believes that this provides an
appropriate remuneration structure which recognises
the increased global focus of the company’s activities
and the increased corporate governance obligations
imposed on directors.

1 As advised in the Fletcher Challenge Building Information Memorandum dated 30 January 2001, Fletcher Building Limited assumed
responsibility for the payment of directors’ retirement allowances which had accrued prior to Separation in respect of three directors of
Fletcher Challenge Limited who became directors of Fletcher Building. Fletcher Building received payment for those allowances from
Fletcher Challenge. In addition to the above fees, Dr Deane, who retired on 31 March 2010, was paid the sum of $25,000 being the
retirement allowance in respect of his directorship of Fletcher Challenge.
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Remuneration report

Executive director’s remuneration

J P Ling’s remuneration as chief executive officer
comprises base remuneration, a short-term incentive
if specified annual performance targets are satisfied
of up to 100 percent of his base remuneration and
participation in the company’s long-term incentive
scheme of up to 80 percent of base remuneration.
In addition, his total remuneration includes a portion
of the assessed value of options granted to him in
September 2009. The total earnings opportunity
for Mr Ling for the year ended 30 June 2010 was
$3,724,000.

The actual remuneration received by Mr Ling in
the financial year was $2,713,494 comprising base
remuneration of $1,260,000, a short-term incentive
payment of $1,228,500 and $224,994 paid in October
2009 in respect of the shares vesting pursuant to the
2006 Executive Performance Share Scheme.

As required by the NZSX and ASX Listing Rules,
shareholder approval of the two components of
Mr Ling’s long-term incentives was received at the
annual shareholders’ meetings on 14 November
2006 and on 12 November 2008. His long-term
incentives consist of the grant of 1,000,000 options,
and entitlement to shares in the company previously
granted pursuant to the Executive Performance
Share Scheme and in the Executive Long-Term
Share Scheme. The value of the 75,937 shares
in the company acquired under the Executive
Long-Term Share Scheme of 9 November 2009
was $624,960.

The initial grant of 500,000 options was made
with effect from 1 September 20086, being the date of
Mr Ling’s appointment with a further grant of 500,000
options being made with effect from 8 September
2009. Each option was granted for no cash
consideration, at an exercise price for the initial grant
of $9.24, being the volume weighted price of Fletcher
Building shares sold on the NZX in the ten business
days immediately preceding the announcement of
his appointment on 10 May 2006. The exercise price
for the second grant is $7.78, being the volume
weighted price of Fletcher Building shares sold on the
NZX in the ten business days immediately preceding
the date of grant. The exercise prices are increased
annually, with effect from the date of grant, by the
company’s cost of capital, less any dividends actually
paid. There is a restrictive period of three years from
the date of grant during which the options may not
be exercised. Subject to the company’s rules on the
trading of securities, options may be exercised at any
time between the third and sixth anniversary of the
date of grant.

Directors are satisfied that they have received
independent advice that Mr Ling’s terms of
employment provide an appropriate remuneration
package for the role of chief executive officer.

As an executive director, Mr Ling did not receive
any further remuneration in his capacity as a director of
Fletcher Building Finance Limited or other subsidiaries.

Q

More online:
fletcherbuilding.com/10/remuneration

Directors’ and officers’
indemnification and insurance

The company has arranged a programme of
directors’ and officers’ liability insurance covering
directors, executives and employees in managerial
positions acting on behalf of the company. Cover
is for damages, judgements, fines, penalties, legal
costs awarded and defence costs arising from
wrongful acts committed whilst acting for the company.
Actions not covered include dishonest, fraudulent
or malicious acts or omissions; wilful breach of a
statute, regulation or a duty to the company; improper
use of information to the detriment of the company;
and breach of professional duty. The insurance cover
is supplemented by indemnification by the company,
but this does not cover liability for criminal acts.

Senior management remuneration

The company’s remuneration strategy aims to attract,
retain and motivate high calibre employees at all levels
of the organisation, and so drive performance and
sustained growth in shareholder value. Underpinning
this strategy is a philosophy that total remuneration
should be provided that is competitive in the markets
in which the company operates — particularly for
delivering superior performance that contributes to
improved business results.

Total remuneration for executives comprises
fixed pay, including the value of any benefits, and a
short-term variable incentive in the form of an annual
performance related bonus that forms a significant
portion of the total package.

All executive performance bonuses require
achievement of a mixture of company financial and
personal targets.

The company’s remuneration committee is kept
fully appraised of relevant market information and
best practice, obtaining advice from external advisors
when necessary. Remuneration levels are reviewed
annually for market competitiveness.

Fixed remuneration

It is the company’s policy to pay fixed remuneration
comparable to the median and total compensation
comparable to the upper quartile for equivalent roles
in the country or region in which the incumbent

is located. For the purposes of determining total
remuneration within the senior executive group,

it is assumed that senior executives will on average
achieve 75 percent of their potential incentives
over time, such percentages to be reassessed
periodically in the light of the actual earnings
achieved over the business cycle. It is considered
appropriate that 50 percent of variable incentives
be achieved over a normal business cycle.

(7 Fletcher Building Annual Report 2010
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Short-term incentive remuneration

Short-term incentive remuneration is available to
recognise the contribution of senior executives to
company and individual performance objectives.
Short-term incentive remuneration targets are
expressed as a percentage of fixed remuneration
which is up to 100 percent of the fixed remuneration
for the chief executive and the direct reports to the
chief executive, and up to 40 percent for all other
senior executives.

Participation in the plan is by annual invitation,
at which time the target incentive is established. This
involves each participant being notified of a financial
target and several challenging, measurable personal
objectives for the financial year. Personal and financial
objectives are independently assessed such that a
participant can achieve their personal objectives even
if the minimum financial target is not achieved.

The financial measures include the operating
earnings target for the applicable division or business
unit and the corporate Economic Value Added (EVA)
target. Corporate executives are measured on a mix
of EVA and personal objectives.

The target for commencement and determination
of variable incentive payments is an assessed
measure for each business unit or operating division,
and is based on the approved budget. In most years
the starting point for any variable compensation
payments is at 90 percent of target, with 50 percent
of the financial component earned at 100 percent of
target, and 100 percent of the financial component
earned at 105 percent of target.

Individual variable compensation payments are
offered entirely at the discretion of the board.

Long-term incentives

The company has implemented long-term cash-
based performance incentive schemes, targeted at
around 300 executives most able to influence financial
results. Where performance targets are met, a cash
bonus is payable with the after-tax amount invested

in the company’s shares. Participation in any year is
by invitation, renewable annually and at the complete
discretion of the company.

Where permitted by securities legislation in the
relevant jurisdiction, participants purchase shares in
the company at the offer price with an interest-free
loan. The offer price is established at market value
at the time of offer, which will normally be each 30
September. The shares are held by a trustee on behalf
of participants until the end of a three year restrictive
period which may be extended for one further year for
up to 50 percent of the entitlement. Provided certain
performance criteria are met and participants remain
employed with the company throughout the restrictive
period, legal title in the shares will be transferred to
them at the end of the restrictive period.

The schemes are either share-ownership based
for New Zealand and Australian executives or are
designed to deliver the same economic value as the

share scheme and is for a small number of executives
in other jurisdictions where offering a share scheme is
not optimal.

The cash-based share-ownership scheme, the
Executive Long-Term Share Scheme (ELSS), will
be offered to all eligible executives this year, and is
described in detail below. This scheme replaced the
Executive Performance Share Scheme (EPSS) and
is designed to deliver the same economic value as
that scheme.

There are some legacy schemes, based on
the EPSS, which were offered from 2004 to 2008
and which will terminate over the next three years.
Details of those are described in the Corporate
Governance section on the company’s website
at fletcherbuilding.com

Executive Long-Term
Share Scheme

The ELSS is a cash-based long-term scheme as,
to the extent any performance targets are met,
the company will pay a cash bonus to facilitate the
acquisition of a number of shares in the company.
Under the ELSS, vesting of up to 50 percent of
the shares allocated to a participant will be dependent
on achieving the total shareholder return (TSR) target
and vesting of up to the other 50 percent of the
shares will be dependent on achieving the earmnings
per share (EPS) target. The primary reasons for dual
performance measures are:

e As the TSR performance requirement is determined
by relative performance against a peer group of
Australasian companies it focuses on management
rather than general market changes;

e EPS is seen as strongly linked to shareholder
wealth, as a consistent growth in earnings should
lead to dividend growth;

e cumulative compound EPS recognises the
importance of underlying earnings even in cyclical
industries to generate value for investors;

¢ EPS provides a relevant internal performance
measure, operating independently of
capital markets;

e TSR and EPS were the most widely used
combination of performance measures based
on external benchmarking data.

The main terms of the ELSS are as follows:

(a) It enables participants to purchase shares in

the company at market value with the assistance

of an interest free loan. Vesting of the shares in the
participants is subject to their continued employment
and the achievement of the performance objectives.
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e \lesting of 50 percent of the shares in the
participants requires achievement of certain levels of
TSR relative to a comparator group of New Zealand
and Australian companies over a minimum three
year restrictive period, or as may be extended by
the one year retesting period.

e \/esting of the remaining 50 percent of the shares in
the participants requires achievement of certain EPS
targets over a three year restrictive period. Each year
the board will, in its discretion, set an EPS target for
the group. EPS is measured by the Fletcher Building
group’s net earnings attributable to shareholders
for financial reporting purposes, divided by the
weighted average number of shares on issue.

The one year retesting period will not apply to the
EPS tranche of shares.

(b) If at the end of the minimum three year restrictive
period the TSR performance target has not been met
in full, the restrictive period will be extended (either
automatically or at the election of the participant,
depending on the target level achieved) for a further
one year period. If a retesting period applies, it will
apply in relation to all the participant’s shares in the
TSR tranche. During this one year retesting period,
the company will assess (mid-way through the period
and at the end of the retesting period) whether the
TSR performance objective has been achieved. If the
TSR performance declines during the retesting period,
the participant’s entitlements (if any) will be determined
on this lower TSR performance result.

(c) The value of a participant’s entitlement and the
number of shares to be acquired is determined
annually on 1 October.

(d) At the expiry of the minimum three year restrictive
period, and, if applicable, on the testing dates during
the retesting period, transfer of legal title to some or
all shares in the TSR tranche may occur. The extent to
which shares are transferred is determined by a sliding
scale, with 50 percent of shares vesting if the 51st
percentile of the TSR performance of the comparator
group is met and 100 percent of shares vesting if the
75th percentile of the TSR Performance is met.

(e) At the expiry of the three year restrictive period,
transfer of legal title to some or all shares in the
EPS tranche (i.e. 50 percent of shares allocated to
a participant) may occur. Each year the board will,
in its discretion, set the vesting scale for the EPS
tranche offered that year (including the minimum
and maximum vesting thresholds) having regard
to current circumstances.

(f) To the extent that either the EPS or TSR
performance objectives are met and any conditions
on the transfer of shares are satisfied (including
continued employment), legal title to the relevant
number of Fletcher Building shares will be transferred
to the participant and a bonus paid to the participant
such that the after-tax amount of that bonus will

equal, or exceed, the outstanding balance of the
loan in respect of the shares transferred, taking into
account any dividends which have been paid by the
company during the restrictive period including any
retesting period.

(9) The restrictive period may terminate early in
certain defined circumstances. These include a
participant ceasing employment with the group for

a qualifying reason (for example, due to redundancy
or sickness), a takeover offer being made for the
company or if the company is a party to a Court
approved reorganisation, merger or reconstruction.

If such an event occurs, a determination will be made
of the extent to which the TSR and EPS performance
objectives have been met at the relevant date and the
extent to which legal title to the shares will pass to the
participant. The bonus entitlements noted in (f) still
apply to the shares transferring.

(h) To the extent that the EPS or TSR performance
objectives are not met at the end of the applicable
restrictive period, or if a participant ceases to be
employed by the Fletcher Building group other
than for a qualifying reason, some or all of the
shares will be forfeited to the trustee without
compensation unless the trustee in its discretion
determines otherwise.

(i) During the restrictive period (including any retesting
period) the shares are held by a trustee and may

not be sold or used as security for another loan.
Participants can direct the trustee how to vote on the
shares. Participants are also entitled to the benefits
of any dividends, capital returns or other distributions
declared by Fletcher Building and to the benefit of
any rights issues, bonus issues or other entitlements
offered to shareholders. After any adjustment for
additional taxation on any such distributions and
entitlements, the after-tax value will be withheld by
the trustee and applied in part repayment of the loan
provided to acquire shares.

In circumstances where shares cannot be
acquired under the applicable securities legislation,
equivalent economic entitlements are conveyed by
way of cash bonus entitlements.

The comparator group of Australasian companies
used to determine relative TSR performances for
the 2010 offer comprises Adelaide Brighton, Alesco,
Amcor, Bluescope, Boral, Brickworks, Crane Group,
CSR, F & P Appliances, Gunns, GWA International,
James Hardie, Leighton Holdings, Nuplex, OneSteel,
Sims Group and Steel & Tube. This is unchanged from
that applied for the 2009 ELSS offer. The minimum
and maximum EPS targets for the 2010 offer are for
EPS for the year ended 30 June 2010 to increase
by 8 percent per annum and 14 percent per
annum respectively.

On 30 September 2010 the three year restrictive
period in respect of the third issue under the EPSS
ends. Present indications are that the TSR of the
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company for the period will be in the 58th percentile

of the comparator group of companies and accordingly
participating executives will be entitled to take up
ownership of around 167,000 Fletcher Building shares.

Superannuation

Participation in defined benefit and defined
contribution retirement savings plans is made available
to executives as required by remuneration practices

in relevant jurisdictions. For those participating,

an amount to recognise the value of the employer
contributions required is included in the remuneration
information later in this report.

Holding the company’s securities

A standard term in the senior executive employment
contract is a requirement that, over time, senior
executives must acquire and maintain a holding in the
company’s ordinary shares until such time as the sum
so invested, or the market value of their shareholding,
exceeds 50 percent of their fixed remuneration.

In meeting this obligation executives are required,
from the date of receipt of the first payment under the
senior executive short-term variable incentive plan, to
apply at least half of the after tax proceeds so earned
in acquiring shares.

The company believes this shareholding
strengthens the alignment of senior executives
with the interests of shareholders and puts their
own remuneration at risk to long-term company
performance. Apart from the long-term cash-based
performance incentive schemes outlined above
where an agreed percentage of any cash received
is to be invested in purchasing shares, executives
are left to their own discretion to organise acquiring
the shares within the normal insider trading rules,
and no allowance is made for the restriction on
trading those shares. Directors may, in any year
at their discretion, ease the share investment
percentage required in terms of this policy in respect
of any incentive payment arising in that year.

Shares issued to executives under the long-term
incentive scheme, but still subject to the restrictive
period, do not count towards the required minimum
shareholding obligation.

The company does, however, allow
New Zealand-based executives to meet their
requirement to hold the company’s shares by having
an economic exposure to the shares through a
defined contribution investment account in the
Fletcher Building Retirement Plan, the value of which
is calculated by reference to the Fletcher Building
share price.

Disclosure policy

The New Zealand Companies Act 1993 requires the
disclosure of all remuneration payable over $100,000
per annum in $10,000 bands. As the company must
comply with this obligation, it has chosen not to also
make detailed disclosure of the remuneration of the

five highest paid executives as is considered
best practice under the ASX Corporate
Governance Guidelines.

Compliance with ASX corporate
governance guidelines

The company meets all the best practice requirements
of the ASX Corporate Governance Council other
than making detailed disclosure of the five highest
executives’ remuneration. As is noted above, the
company makes the remuneration disclosures
required of a New Zealand company under the
Companies Act 1993.
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Employee remuneration

Section 211 (1) (g) of the New Zealand Companies Act 1993 requires disclosure of remuneration and other benefits, including redundancy and other
payments made on termination of employment, in excess of $100,000 per year, paid by the company or any of its subsidiaries worldwide to any
employees who are not directors of the company. To give more appropriate information on total employees’ remuneration, where there is a contractual
commitment to provide incentive remuneration in respect of the year ended 30 June 2010, the amount accrued as at 30 June 2010 has also been
included in the total remuneration disclosed below.

Number of employees

From To . Intema.ti.o.nal . New Zefallalnd Total
NZ$ NZ$ Business Activities Business Activities

100,000 110,000 346 260 606
110,000 120,000 259 176 435
120,000 130,000 177 143 320
130,000 140,000 151 88 239
140,000 150,000 105 83 188
150,000 160,000 88 51 139
160,000 170,000 67 42 109
170,000 180,000 65 24 89
180,000 190,000 49 23 72
190,000 200,000 44 22 66
200,000 210,000 25 15 40
210,000 220,000 17 16 33
220,000 230,000 13 7 20
230,000 240,000 15 21 36
240,000 250,000 14 6 20
250,000 260,000 11 5 16
260,000 270,000 9 6 15
270,000 280,000 9 4 13
280,000 290,000 4 4 8
290,000 300,000 7 4 11
300,000 310,000 6 3 9
310,000 320,000 6 2 8
320,000 330,000 7 1 8
330,000 340,000 5 4 9
340,000 350,000 6 2 8
350,000 360,000 1 4 5
360,000 370,000 3 2 5
370,000 380,000 7 5 12
380,000 390,000 3 2 5
390,000 400,000 1 1
400,000 410,000 4 5 9
410,000 420,000 1 4 5
420,000 430,000 3 4 7
430,000 440,000 6 6
440,000 450,000 1 1
450,000 460,000 1 1 2
460,000 470,000 3 2 5
470,000 480,000 1 2 3
480,000 490,000 1 2 3
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Employee remuneration - continued

Number of employees

From To . Intema.tic.).nal . New Zetallalnd Total
NZ$ NZ$ Business Activities Business Activities
490,000 500,000 3 3
500,000 510,000 3 3
510,000 520,000 1 1
520,000 530,000 1 1
550,000 560,000 1 1 2
560,000 570,000 2 2
570,000 580,000 1 1
610,000 620,000 1 1
630,000 640,000 1 1
660,000 670,000 1 1
670,000 680,000 1 1
680,000 690,000 1 1
740,000 750,000 1 1 2
760,000 770,000 1 1
770,000 780,000 2 2
790,000 800,000 1 1
810,000 820,000 1 1
910,000 920,000 1 1
920,000 930,000 1 1
950,000 960,000 1 1
1,250,000 1,260,000 1 1
1,260,000 1,270,000 1 1
1,340,000 1,350,000 1 1 2
1,730,000 1,740,000 1 1
1,561 1,058 2,619
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