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Mr Nicholas Ong

Companies Adviser

Australian Stock Exchange Limited
2 The Esplanade

Perth, WA 6000

Australia

Dear Mr Ong

Listing Application — ShieldLiner Limited
Employment Contract Disclosures — John Witford Hassen

We refer to your letter of 4 August 2004 seeking additiona! disclosures in relation to the remuneration,
termination benefits and performance bonuses payable pursuant to the employment contract between
the Company and its Managing Director, John Witford Hassen

The Board established a committee comprising the writer and Mr Julian Land (“the Committee”) to
negotiate the terms of Mr Hassen’s employment contract. The principal terms of that contract
including remuneration, termination benefits and performance bonuses payable were disclosed to
shareholders pursvant to 2 comprehensive Information Memorandum, acconpanying a Notice of
Meeting of shareholders at which shareholder approval was sought and obtained on 13 April 2004 to
enter into the employment contract with Mr Hassen.

The following statements have been extracted from that Information Memorandum and address the
1ssues rajsed in your letter;

Mr Hassen was instrumental in establishing the Company in 2001 and has, since April 2003,
committed to working for the Company on a full time basis as Managing Director, My Hassen made a
commitment to work for the Company at a time when the Company was rot in a position to offer him
long term employment and he has been engaged on a monthly copsultancy basis on a retainer of
between 56,000 and 38,000 per month.

One of the major factors in attracting capital and influencing investors to invest in early stage
companies such as ShieldLiner, is the Company s management expertise and the expertise and
commitment of its Chief Executive.
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ShieldLiner is fortunate to have been able 10 secure the services of someone with My Hussen'’s
background and experience and the Commirtee is confident that he has the necessary skills, Jocus and
dedication to take the Company forwerd to Jurther develop and commercialise the ShieldLiner sysiem.
As part of the prospectus preparation Pprocess and in the inferests of both the Company and My Hassen,
it was considered essential that the employmeni arrangements with Mr Fassen were both well
documented and transparent,

Accordingly the Company has agreed to enter into a Jormal Employment Agreement (“Agreement ")
with Mr Hassen setting out the terms and conditions of His appointment as Managing Director,

In negotiating the terms and conditions of the Agreement one of the key objectives of the Commitree
was o ensure thar payments and benefits under the Agreement were linked to the performance of the
Company and Shareholder returns. The Committee was also cognisant of the need fo ensure the
Company retained, motivated and provided dppropriate incentives to the Managing Director and to
ensure his package was commensurate with Payments made to chief executives of similar sized
publicly listed companies with essentially a start up business.

The Agreement contains provisions which allow My Hassen to receive certain [finzncial benefits in
connection with his retirement or removal from the position of Managing Director of the Company

(“Benefits").

The following table sets out the key terms of the A greement (other than those relating to the Benefits,
which are summarised later in this section):

Condifion Precedent The obligation of the Company to pay termination benefits to
Mr Hassen do not come into effect unless the Company
raises at least 82,400,000 between 4 March 2004 and 31
December 2004 through the issue of Shares at an issue price
in excess of 20 cents per Share. The Agreement is also
conditional upon Shareholders approving the entering tnio
of the Agreement with respect to the Benefils.

Term The Agreement provides for an initial term of three vears,
which is automatically extended for additional, successive
one year periods unless either Mr Hassen or the Company
gives notice of non-renewal.  Ninety days notice of any non-
renewal is required,

Accountability Mr Hassen will report to the Chairman of the Company or
Such other person(s) as the Board may nominate

Base Salary Mr Hassen's proposed remuneration package of the
commencement of the term incorporates an Annual Base
Selary of §120,000, a motor vehicle allowance of $8,400 and
Superannuarion of $11,556. The initial total annual package
before bomuses is §139,966, The total package is to be
reviewed annually with effect from 1 January each year. As
an executive director of the Board, Mr Hassen does not
receive director fees.
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Annugl Discretionary Mr Hassen will be eligible to receive an annual
Performance Linked discretionary performance linked bonus of up Io 100% of his
Bonus Anrual Base Salary (“Bonus”). The Bonus may be earned

Jor Mr Hassen's performance dwring each financial year
ending 30 June but will be finally determined and paid
Jollowing the closing af the books and records of the
Company for the financial vear. and review by the Board
and the Company's independent auditors. The amount of
any Borus will be determined by the Board after taking into
account the degree of achievement by My Hassen of agreed
upon budgels and targets. The determination of budgets and
targels will be negotiated and agreed with Mr Hassen on an
annual basis and will include objectivey in terms of meeling
capital vaising requirements, market eapitalisation growth,
sales and technology licensing objectives, cost control and
both the timely and cost effective delivery of developmeny
programs.

Employee Share Option Subject to Shareholder approval from time fo time, Mr
Scheme Hassen will be eligible to participate in the Scheme at a level
commensurate with his position in the Company and as
determined by the Board.

Non-Compete Provisions | The Agreement imposes comprehensive non-compete
restrictions on Mr Hassen of between one and two years,

depending on the termination grrangements.

Other Provisions The Agreement contains standard provisions dealing with
leave entitlerents, expense reimbursements, indemmnity
arrangements, directors and officers insurance, mediation,
confidentiality and intellectual property ownership and
rights. None of which are considered by the Committee to be
either unreasonable or excessive to the Company.

In determining Mr Hassen's remuneration package, the Committee was cognisant of the need to
provide remuneration ar a level necessary fo atract and retain g person with My Hassen's background
and experience to enable the Company fo operate in a listed environment. At the same time, the
Commitree recognised that the Company should not pay more than was recessary for such a position,
and has structured My Hassen's remuneration package in a manner which links rewards to borh
corporgte and individual performance. If was also noted by the Committee that in addition to being
Managing Divector, Mr Hassen had also agreed to continue discharging company secretarial and
finance director roles to the Company until such time as the size and operational demands of the
Company were such that alternative appointments or arrangements to undertake these roles was
niecessary and justified

In determining My Hassen's remuneration package and employment contract provisions, the
Committee considered that the major principles to meet were.
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* o provide a package that was competitive in the marketplace given My Hassen's roles and
duties;

* Yo altract and retain an executive capable of achieving the Company 's objectives;

* [Ioalign the interests of the Managing Director with the interests of Sharehalders and thus
incorporate appropriate incentives and equily participation; and

" fo ensure reasonableness to both the Company and Mr Hassen in g range of termination
Situations,

The Committee was of the view that for resignation initiated by My Hassen without any breach by the
Company or other good reason, there should be no special termination benefits payable to him, and

accordingly, in these circumstances the Agreement provides that no termination payments are payable

;)!her than the payment of any acerued but unpaid entitlements (such as long service leave, annual
eave efc).

On completion of a fixed term employment conrract thar is not renewed, it could be argtied that there
should be no termination benefirs. However, in order to ensure that the Managing Director remains
Jocused and committed to the Company, it was considered reasonable to incorporate a provision for a
lermination payment to be made if the Company elects ta termingte Mr Hassen’s contract Jor reasons
other than lack of performeance, sickness or substantial breach of the Agreement or his duties at law to
the Company.

The Committee considers that i1 is undesirable (on both perception and internul company grounds) to
have a Managing Director move directly 1o a competitor, even on completion of a contract, and for this
and the aforementioned reasons, the Agreement containg a non compete clause which would prevent
Mr Hassen from working for a company which was in competition with ShieldLiner for a period of up
10 two years and the payment of a non-renewal termination benefit equal to 6 months of his then
Annual Base Salary plus a further 50% of that amounr in liey of any Bonus that would otherwise be

payable.

For termination of the Agreement initiated by rthe Company without good reason, the Committee
considered that it was highly desirable to have a defined ser of provisions which ensure that both the
Company and the individual can "move on”. In the Corrmittee 's view, this reasonably requires
payment of a benefii to the Managing Director. To allow Jor a reasonable job-hunting opportunity and
Jor both parties ro move on in g non-lifigious manner the Agreement provides for Mr Hassen o be
paid, as a lermination payment, an amount of 12 months of his then Annual Base Salary plus a further
J0% of that amount in lieu of any Bonus that would otherwise be pavable.

Because the Agreement provides for o potential Bonus of up to 100% of My Hassen's Annual Base
Selary, it was considered simpler 1o link any rermination payment as a multiple of Annual Base Salary
S0 as to avoid any dispute as 1o the degree of achievement or otherwise of Bonus entitlements on
termination. An amount of 50% of the then prevailing Annual Bose Salary was considered by the
parties as being reasonable,

The Agreement in dealing with termination provisions refers to termination events as being with and
without Cause and with and without Good Reason, The term "“Cause” wher used in conmection with
the termination of employment with the Company, means the termination by reason of Mr Hassen's;

(i) conviction of a erime involving moral turpitude;
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proven act of fraud upon the Company:
wilfil and proven misappropriation of any funds or property of the Company;
wilful, continued and unreasonable Jailure to perform material duties assigned after
reasonable notice and oppartunity to eure such performance has been given by the

Company;

knowing engagement in any direct, material conflict of interest with the Company withowr
compliance with the Company's conylict of Interest policy, if any, then in effect;

kmowing engagement, without the written approval of the Board of Directors of the
Company, in any acrivity which compeles with the business of the Company; or

kmowing engagement in any activity which would constitute o moterial violation of the
provisions of the Company's Insider Trading Policy or Business Ethics Policy, ifany, then
n effect.

“Good Reason” when used in connection with the termination of employment with the

Company, includes amongst other reasons, the termination by reason of:

®

t

()

(iv)

()

(vi)

Mr Hassen being assigned duties, taken as a whole, thet are materially inconsistent with, or
materiglly diminished from duties, responsibilities and status with the Comparny
immediately prior fo yuch action, oy status, reporting responsibilities, tiles or offices being
materially diminished from those in effect tmmediately prior to such action, or duties and
responsibilities being materially increcsed without a corresponding reasonable increase in

compensation

Mr Hassen's Annual Base Salary is reduced from that which was in effect prior to such
action unless such reduction is part of a general reduction in compensation within the
officer ranks due ro economic or company-wide considerations; or

the Company requires Mr Hassen at any time fo relocate more than 30 kilometres from
where Employee’s principal office was located immediately prior to such event; or

The Company violating or breaching any obligation of the Company 10 indemnify Mr
Hassen against any elaim, loss, expense or liability sustained or incurred by Mr Hassen by
reason, in whole or in part, of the fact that Myr Hassen is or was an officer or director of the
Company; or

the Company failing to keep in force directors’ and officers’ insurance coverage in amounts
and scope as stipulated in. the Deed of Aceess, Insurance and Indemnity and the Deed of
Extension to Deed of Access, Insurance and Indemnity entered into by the Company and My
Hassen: or

The Company notifying Mr Hassen of the Companry's intention not to observe or perform
onre or more of the material obligations of the Company under the Agreement.
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In the event of Cause, Mr Hassen's employmenl may be immediately lerminated and i such
circumstances Mr Hassen has no right 1o any termination pay-out entitlements.

If Mr Hassen resigns without Cause or Good Reason, he has no right te any termination pay-out
entitlements.

After three years and annually thereafier, the Company can terminate the Agreement by Ziving ninety
days notice to My Hassen, and in this eveni, Mr Hassen will be paid, as a fermination payment, an
amount equal to 6 months of his then Annual Base Salary plus a further 50% of that amount in lieu of
any Borus that would otherwise be payable, This is considered a non-renewal termination benefit.

If the Company terminates the Agreement withowt Cause and other than by not renewing the
Agreement, or Mr Hassen terminates the dgreement with Good Reason then Mr Hassen will be paid,
as a termination payment, an amount of 12 months of his then Annual Base Salary plus o further 50%
of that amount in lieu of any Bonus that would otherwise be payable.

Depending on the timing of any payment of termination benefits to Mr Hassen, they may well fall
within the payment limits set our in sections 200G(2) and (3) of the Corporations Act and Listing Rule
10.18, inwhich case Shareholder appraval would not be required.  However, as at the date of
entering into the Agreement, the termination payment provisions of the Agreement are such that if Mr
Hassen's employment was terminated by the Company, the termination payment would currently fall
outside the payment limits, and accordingly, Shareholder approval is being sought 1o enter into the
Agreement.

I Mr Hassen's employment is terminated by the Company without Cause prior to the expiration of the
Jirst year of the term, the minimum termination payment payable ro My Hassen pursuanl 1o the
Agreement would be 5180,000 (being the Annual Base Salary of $120,000 and a Bonus entitlement of a
Jurther 50% of that amount, namely 360,000. [t is not possible to ascertain a minimum or maximum
rermination payment for any period after the first year of the term, as Mr Hassen’s Annual Base Salary
is reviewed on an annual basiy,

It is not possible to ascertain a minimum or maximum termination pavment for any period afler the

third year of the term, as Mr Hassen is entitled to a review of the Annual Base Salary on an annual

hasis. However, if Mr Hassen is entitled to receive a termination payment afier the third year of the
term, the termination payment will not exceed an amount which is 6 months af his then Annual Base
Salary together with 50% of that amouni in lieu of any Bonus entitlement.

Not withstanding shareholder approval ‘of the termination benefit arrangements has already been
approved by shareholders, Mr Hassen agreed pursuant to a letter dated 29 July 2004 to limit his
termination entitlements, if any, pursuant to his employment contract, to amounts determined in
accordance with Listing Rule 10.19 on the express undertaking that the Company will, as a listed
entity, seek at the first available opportunity shareholder approval of termination payment
arrangements as stipulated in Clause 3 of his employmept confract executed on 3 May 2004.

Yours sin
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