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THE COMMISSIONER: Yes, Mr Hodge.

MR HODGE: Commissioner, the first witness todsyAndrew Thorburn.

<ANDREW GREGORY THORBURN, SWORN

<EXAMINATION-IN-CHIEF BY MS HARRIS

[10.00 am]

THE COMMISSIONER: Thank you very much, Mr ThorburDo sit down. Yes,

Ms Harris.

MS HARRIS: Thank you, Commissioner.

Mr Thorburn, your full name is Andrew Gregory Thorb?---1t is.

Your business address is level 3, 700 Bourke Stkdelbourne?---Yes, it is.

Do you appear today in response to a summons isgsutte Royal

Commission?---Yes, | do.

Do you have that summons with you in the witness?bal do.

Commissioner, | tender the summons.

THE COMMISSIONER: The summons to Mr Thorburn viaé exhibit 7.79.

EXHIBIT #7.79 SUMMONS TO MR THORBURN

MS HARRIS: Mr Thorburn, have you made two statetaén response to the
Commission’s Rubric 7-13, a principal statement] tren a short supplementary

statement?---1 have.

And the short supplementary statement corrects domt, an error in the
compilation of the exhibit to your principal statem?---Yes, it does.

Do you have those statements and their exhibitisarwitness box with you?---Yes, |

do.

Mr Thorburn, are there any amendments that you wishake to either of those

statements?---No.
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Commissioner, | tender those statements. Thervare The first is the principal
statement of 19 November 2018. The second isupplesmentary statement of 24
November 2018, together with exhibits.

THE COMMISSIONER: The first of those statememntd &s exhibits is exhibit
7.80.

EXHIBIT #7.80 STATEMENT OF MR THORBURN AND ITS EXHI BITS
DATED 19/11/2018

THE COMMISSIONER: The second supplementary statgrand its exhibits is
exhibit 7.81.

EXHIBIT #7.81 SUPPLEMENTARY STATEMENT OF MR THORBUR N
AND ITS EXHIBITS DATED 24/11/2018
MS HARRIS: If the Commission pleases.

THE COMMISSIONER: Thank you, Ms Harris. Yes, Modge.

<CROSS-EXAMINATION BY MR HODGE [10.02 am]

MR HODGE: Thank you, Commissioner.

Mr Thorburn, you are the CEO and managing direatahe National Australia
Bank?---Yes, | am.

And you lead the executive leadership team and getige business and operations
of the NAB Group?---Yes, | do.

And you were appointed to your current positiolirgust of 2014?---That’s
correct.

And you were at the National Australia Bank sinbewt 2005?7---Yes, that’s correct.

And then before then, you had worked in other bammicsuding CBA and St
George?---That's correct.

What | wanted to start by asking you about, Mr Tuon, was the letter that you
personally wrote to the Commission, and that cantieeabeginning of the
submission that the National Australia Bank madeegponse to the interim report.
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Commissioner, that is POL.9100.0001.1010_0001ivelfyo over to the second page
we see your letter — or the beginning of your leftér Thorburn. Have you got a
- - -?---Can | just check what tab? Is that in taly here - - -

| am not sure that it's in your - - -?---Okay. slfine, | can see it on the screen.
That's fine. | am familiar with the letter.

One of the points you make at the bottom of thiat page is that in your view there
are four — or at least four significant changeschttiave occurred inside banks over
the last 30 years, and that helped to explain \Wwings have gone wrong. And | will
just take you through - - -?---Yes.

- - - the four of them. The first change you idiéedl was that focus has shifted away
from customers leaving the industry open to thdlehge that it puts profits before
people?---Yes.

And then over the page, the second change youfiéenivas the move from a long-
term view to a short-term one?---Yes.

The third change you identified was that there aasove from base pay to greater
incentive compensation?---Yes.

And you said that this had led to most people kecgivariable awards calculated by
reference to short-term considerations?---Mmm.

And the fourth change that you identified was tietks have become more
complex, and you said this was partly due to ilirgaregulation and compliance
obligations?---Yes.

As to the first change, you make the point that:

If we get the customer experience right, if we s@uwr customers’ interests
well we will build a sustainable business for d#lkeeholders.

?---Yes. Yes.

| just want to start by trying to understand thaeinpand what you mean by a
sustainable business?---Well, Mr Hodge, | — | thatikousinesses have got to start
with focusing on your customers, and the produetsservices you bring to them to
help them achieve their goals. And that shoulthbeorimary focus of a bank. And
when | started in banking, that was, indeed, the fus. And there are, of course,
other things that are important. Risk managenggotyth in profits. They're all
important. Particularly the profits piece, theyreas a result of you focusing on
your customers, earning their trust so they stal wou and do their business with
you because you are serving them well. That shioalthe primary focus of any
business, including a bank.
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And your identification of this as the first changees that carry with it the
implication that you think, in part, some of yowrsiness, the NAB business, has
become unsustainable?---Well, yes. | think if gouto my other points where | talk
about becoming short term, focus too much on thx sig or 12 months, focus too
much on the profit, which is the outcome of serving customer well, then | think
you start to build some unsustainable foundatiofsu don't invest enough, you
don't listen to customers enough. And the mind$d¢he leaders is not about three to
five years and being stewards of — you know, | thekbaton in August '14. This
company has been going 150 years and my — my nolel& be to make it stronger
and better for the long run not just for the next or two or three years. So I think,
yes, that does cause some of this drift that rredeto.

So one respect in which you think the current bessns not sustainable is to
continue to focus on the very short term?---Yegs.Y

And another issue that | think you are trying tghlight was that part of this is a
move towards a sales culture?---Well, | — | dohitk | said that in there. But |
think you are correct. And | think that startechappen. That was like a symptom
of focusing on the short term. Focusing too mueclymwth, short-term growth
that’s not really sustainable and a sales culta® wtroduced, not just in our bank,
in the system. And | think that created wrong oates as well. Unintended
consequences.

And does it also follow then that an aspect of mmodenking in Australia that you
think is unsustainable is the continuation of #eales culture?---Yes. | think if — if
you have that in your bank and it's not focus + don’t think sales shouldn’t be a
term we use or a mindset. What you should be thin&f is understanding your
client, understanding their needs, understandieg timancial situation, and

bringing your products and services to help thehiea® their goals. That should be
the purpose of building a relationship with clienfsnd in so doing, you build a
long-term relationship with that client. And, ygsu will get more business but that
— that’s a by-product, an important by-productrattprocess of caring for your
client and being a steward and a partner.

| want to come back to that point in a moment. YWheonder is whether somebody
listening to the points that you're making mighinththat what you're advocating for
is a shift toward or some would probably say baci more service-oriented and
utilitarian view of banking?---Well, | think defitgly a shift back to — | mean, we
can’t go back — we’ve got to go back in some wayswe can’t because the world
has changed so fast and there’s so many diffeeehtiblogies now and competitors.
So I'm not harking to the past for, you know, arythother than getting the basics
right, but it should be service-based. It showddiationship-based. It should be
stewardship-based. It should not be sales ba&ed.| think, Mr Hodge, if we don’t
do that inside our company and in the sector, Wiecantinue to make mistakes and
be exposed because it's not really sustainablev, No not saying that, you know,
growing your business isn’t important but your naation must be to look after your
client. That's the primary objective.
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Well, let’s just tease that out. Presumably, #eson for growing your business is to
generate and increase the amount of profits tieabtisiness is making?---Well, |
think that's one of — one of the important goalswoy organisation. | mean,
shareholders provide you capital and in the casehbaink it's very important. So,
yes, a sustainable, quality return over time, thhoaycles is what we should be
doing for shareholders, yes. And that's important.

And the generation of profits is in the sharehddeterests?---Well, obviously, it's
in the shareholders’ interest if it's — if it's ditg and sustainable, not if it's not. And
in our case we pay out 80 per cent of our profitsur shareholders. Nearly 600,000
Australians. So that's important. But what a firdbes, it makes you viable. It
means you can raise debt overseas, it means yanwest in new products and
services and better compliance systems and bettenology. So it's not just in the
interests of shareholders, it's in the interestswfding a sustainable company. And
customers actually are ultimately one of the vergartant beneficiaries of that.

| am not sure we're really disagreeing. | think ffoint you're trying to make is it's
one thing to say it's in shareholders’ interestmtike profits but to speak of that in
terms of just the profit over one year or threergemisses the point, that you're
trying to cater to shareholders who are in theraHe longer term?---Yes, that’s
right. Yes.

And that it might not be in the interests of a st@tder who’s going to hold shares
in your bank for five years or 10 years for youwtothings now that will generate an
immediate profit but will have significant repersiens in the future?---Yes.
Especially if those actions are not based on mgldiust with clients and — and
sustainable.

And one of the points that then seems to come failiad is that the need to produce
a profit can motivate both good and bad behaviet$8€s, it can.

And you would say, | think, that if you offer gopdoducts and good service, then
that will attract and retain customers, and in thay make profits for your
shareholders?---Absolutely, yes.

And that’s the type of sustainable business thatwant to achieve?---Yes.
Absolutely.

And if your business doesn’t have effective comstrtthen the problem that might
create is that it will then engage in risky behavithat will generate a profit but is
not sustainable in the long term?---That is corréatd also you will make mistakes,
which will damage your customer experience. Yoll nvake mistakes such that
your reputation as an organisation of being trustwoalso gets damaged. Yes.
That's right.
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There’s a lot of consequences of not having sufficcontrols. One is that you will
likely, at some point in time, have to remediatd arake good any loss that you've
caused to other people?---That's correct. Yes.

Another consequence is that, in general, it withdge your reputation and your
brand, and that then means you won'’t attract ashrbusiness?---Yes. And also
you've got to think of your people. We've got 330staff. | mean, they should be
proud bankers who live in the way that | — | tallexzbut, Mr Hodge. And if you
make mistakes like that, they can lose confideooe t

Now, as to the second issue that you identify iaryetter, which is focusing on the
short term rather than the long term, what do ymokthas been the cause of
that?---Well, | think there are two broad causéke first is the world has got faster.
You know, people want things now. When you pushryautton on Uber you expect
it to turn up, like five minutes is a long time.oY know, people can communicate
via Snapchat, all sorts of things. The world &t jai cycle, expectations of things
happening right now for me immediately have gone Apd if you're building a
long-term business, that can’t be always the waynggpond to the signals. The
second thing is that — my view is as the bank loavery significant in Australia in
terms of their market capitalisation, and, in falog — tracking the index every day
and tracking a share price is very good examptaefirst point, you know, has my
wealth gone up or down. And, really, you shouldr@tthinking of it like that if
you're a bank shareholder. Markets became thesfaquarterly earnings and
updates became the focus. Half year updates,trepad then | think, Mr Hodge,
one of the things that came into play which | thivels caused a really significant
impact, that has been that incentives for execsitbtarted to be locked on to that —
that cycle. And then you're in a cycle of execesivooking at one and two and
three-year returns and talk — and really thinkibgwt shareholder return, not about
the broader metrics and reputation of your busimgssh, really, is what you should
be focused on.

Let’s try to explore some of those ideas. As ®fthst idea, that the whole world
has got faster, I'm not sure | really understarat gfroposition. Presumably, how
your bank is managed is ultimately a question @ar gnd your ELT?---Yes.

| am — without wanting to be unfair there’s notrgpio be that many millennials in
your ELT, I would imagine, none | would suspect?sts of millennial clients.

Sure. But you are the ones who are making decisiefi---Absolutely.
- - - as to how you are going to manage the busie/es.

You're surely not saying you and your executivegehjaist got caught up in the
world being faster and that that has caused youoatioage for the short term?---Yes,
well, when | said that was one of the causes ktttie expectations of having new
products and services out in the market quicklyai@r for increasingly granular
subsets, | am saying that expectation has crelageepectation that we can move
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faster. And yet if you're not investing in new amédern technology enough your
technology systems can’t keep up with it.

So the idea is there’s increasing identifiable dedrf@r subsets of customers in the
market for new products for those customers. dsttie first proposition?---Yes.
Sorry, my broad point on the first one is | thihle texpectations of the bank and
companies being able to innovate and move intorihiket with new products and
services has become heightened. And if you d@velthat, somehow your brand is
seen to be lagging. And that’s fuelling let's oduce new products and services
more quickly. That was my first point.

All right. 1 just wonder whether the real issuattljou’re trying to get at is the
second point, and that is that you are in a sitnatihere your shareholders are
looking at your share price performance daily, lking at your quarterly updates
and your half yearly updates and your annual ugdated then your senior
executives’ remuneration has been tied in the toa$iat sort of performance. And
that means everything gets focused on a very seortview of what's happening
with your share price?---Well, | agree with all ysaid. Apart from the inference
that maybe it's the shareholders’ fault. And | ddinink it is. | think it's the role of
the CEO and the board and the management actaalfyer your challenge in the
first point, to manage the business steadily, wabd principles, good risk
management, good leaders, good product developopgadity. And so, you know,
we’re being buffeted by that. We responded to. tiait actually — and that's —
that’s our bad not — I'm not blaming shareholdersthat.

| think your point is the shareholders may or maylve focused on the short term,
but the board and the executives ought to be alflecus on the long term regardless
of what the shareholder focus is?---Yes. Thatlsat's a good conclusion. Yes.

And that to the extent then that there has beeypaise said, a shift towards

focusing on a very short-term view, that must, ¢fi@re, be a failing of the board and
the senior executives?---Yes. | think it's a conmmf@iling and | don’t think it's
intentional. | think one of the things — in wrigithis letter to the Commissioner, you
know, I've really reflected on a lot of what hagppaned this year. And the
Commissioner has brought things right in front & and I've reflected on things |
haven't before. Yet I've been a banker for ove8@rs. So I think it has not
happened intentionally. It has just been a dmit has happened and it should be the
accountability of the board and the CEO and theagament to make sure that in

the future that doesn’t happen as much.

And how does it get fixed then? It's all the vergll to say it shouldn’t happen in
the future, but it has happened, you say, unirdaatly in the past. So how do you
address it?---Well, the first thing is you neeatone back to why the company
exists. You need to go back to the first touchstoAnd in our case, our purpose to
back the bold to move Australia forward or a visibath of which have been
approved by the board, which is to be trusted Isgaraers for exceptional service.
So you've got to come back to why do we exist ahdtis our vision. Now, our
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purpose is a 50 year thing and our vision shouldtheast five years. So | think the
first thing is you've got to come back to thoseibasd fundamental questions. The
second thing is you need to be investing incre&gingbetter systems, better risk
tools, better product development, new and modgstems which enable you to
keep your investment fairly steady, not less andemso that you're building quality
over time. And the third thing is you need to getir measures and incentives. One
of the very important drivers of the human systaside any company are lined up
to the first point. And so | think we’ve made sogreund here. We need to do
more. So if you go to measures now and you loauat- our people, they have four
or five key result areas. It must have customenust have risk. It should have
financial as well. 1think that’s really importatit it has got to have balance in it.
And secondly, on incentives, you know, we have rdawearly all our people off
those shorter-term sales incentive scheme whichugage — going back to your
word — sell, achieve volume, get rewarded. Nowwerehoved people on to an
annual variable reward scheme which means thatrtbeg to achieve performance
across a number of measures. And increasinglyicpkarly for senior people, any
incentive is deferred. In the case of myself amdexecutives, 60 per cent for four
years. So | think those sort of things start tovenos towards thinking and having
symbols and controls to help us achieve what y&ads

Can we just take the three points that you raisedrn. The first was you made the
point about having a vision and a purpose. | thimkght confuse them. A vision
should be for 50 years - - -?---Other way around.

Purpose should be for 50 years, vision should béJe years?---Yes.

Presumably, whatever those terms mean in any pkatiway, that's not a change
for the bank. The bank must have always had arviahd a purpose?---Well, in the
last two years the purpose and vision have beea raver had a purpose. And our
chairman and myself led that work inside the conggarwork out what is our
purpose. And | think it was very thorough and veisciplined. We went back and
looked at a lot of artefacts and there have even beoks written about the bank
and why we existed. So we’ve got to go right bckwhere we are at our best. So
the purpose was new. It was approved two years @pe vision was renewed this
year.

All right. It seems — it sounds so complicated wigeu say it, but you're a bank.
Presumably your purpose is to be a bank. Is tes-

Is that - - -?---Well, yes, but — yes, but you neashat is a bank and what does it
do? So what the purpose says and the vision say dbw that should happen. So
take the purpose: backing bold people, often lessipeople, because those people
actually move our — our country forward. And tlattually what the bank should
be about. And the vision to be trusted by custen@rexceptional service. Yes.

So you've got to click down from the bank, becawsefeel we need a few more
descriptors for our people to make it clear howweat to be, and why.
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And we might come back to this when we come to Yourth point, but it seems

like, as a bank, your purpose would be to take siépand lend money and to do that
as well as you could. Is that over-simplifying wiau should be doing?---No, |

think that's the functional activities of a bank.

All right?---But all banks do that. If you can lea& purpose and a vision that really
orientate your people from their head and theirtitediving the purpose and vision,
| think you start to bring the experience into ptmythat you serve your clients in
that way and hopefully you're an even better bdvantothers. So they're two
separate things. The activities of banking whgtvhat you described and more
what you stand for and how your people interachwiients and why they come to
work to do what they do every day.

And then — | was just checking that | had this tiglout the second point that you
made or the second change you needed to make was in your systems and
processes. And | think you were saying make ctargisnvestment?---Yes.

Is that right?---Yes.

And has that been a problem for your bank, makomsistent investment in the
necessary systems and processes?---Well, | thinkeweade — we’ve made
reasonably consistent investment over the lasttfiveven years. | think prior to
that, unfortunately, we had some issues which miantoo much of our investment
was going into fixing businesses that ultimatelgeshup being divested in the UK,
in particular. So that distracted us a lot. Btltihk in the last five to seven we have
invested more. Now, | think some of that hasntirety worked. You know, they're
big projects and they don't always deliver what pogpect. But late last year, the
end of the 2017 financial year, for the previousrsonths myself and our executive
team and the board have been talking about howedstavt to think about the longer
term future. Not just the next one or two yearstha next three to five. And we
saw some considerable changes coming. This wasebitfe Royal Commission.
And we elected, as a company, to invest — we ndyrimalest around $1 billion a
year. To increase that over the next three yea®&5B0 million per annum. So a
collective impact of one and a half billion dollan®re because we felt we needed to
modernise the bank, address legacy systems, impmueols, product development
and start to address a number of these issueshaWeincreased considerably for
2018, '19, '20 our investment in these sort okthactivities. Then we are going to
have to review it at that time because we are gtaritave to continue to invest to
make the bank strong. | think that's a good exanaplus trying to pre-emptively
think about stepping into it and investing morartake the bank simpler.

The third idea or point that you made was abouuramation, and you spoke about
that at some length. And that seems to, in the lemdhe most significant issue.
You want to align - - -?---Yes.

- - - the remuneration of your executives and \siaff with the outcomes that you're
trying to achieve?---Yes. | think | mentioned thits. The measures, like how are
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you measured in your job, one, and two then theritices — if you do receive an
incentive, what it's paid for and over what timeipd. Because one of the points |
make in my note, Mr Hodge, as you've drawn usddhat when | started in banking
it was just fixed pay. And progressively incensiand variable pay have been more
and more significant. And so | think that is ohmg that we do need to address. |
think we’ve made good steps with more to come,dure.

That's the third reason you raise in your lettdnd | will come to that in a moment.
Can | just - - -?---Yes.

- - - ask you to focus on one thing, and that isualvesting of remuneration. You
made a point which is there has now been a chamgeir senior executive
leadership team so that 60 — is it 60 per cenbaf yariable remuneration will
vest?---Is deferred for four years.

Four years?---Yes.

And is that part of — or — well, is that part of kivey sure that you and your executive
leadership team are focused on what the outcormkebenin four years’ time rather
than the outcomes now or for the next year?---Wéllink there are a number of
reasons we did it. The first one is this poirttattyou want executives to be thinking
about longer term. So each year if you get ingestit is rolled out. So you've got
four years and then another year. So you're gefigople to think about the longer
term. And because it's vested in the bank sharested in bank shares — obviously
you're trying to think of how do we run this busésein the longer run to improve
our value for shareholders. Because I'm a shadeinolSo | think that’s the first
reason. The second reason is it is a BEAR reqeinemow. Now, it's a BEAR
requirement for me but actually we decided to doritour whole executive team.
That'’s the second — second reason.

And in terms of the conditions on the vesting @ttbort of deferred award, is it an
issue to make sure that there are realistic camditon whether it vests or
not?---Yes.

Maybe — perhaps if | help you out - - -?---Yes.

- - - with this. One of the — one of the issuasN@B in the past, | think, has been
that the vesting of LTIs has been very rare?---Yes.

Over the last few years. Do you agree?---Yes, | do

And that, presumably, is because whatever the tondifor vesting are, have just
not been able to be satisfied?---That’s correct.

And a consequence of that, | would assume, isythaiand your senior executives
probably don't think of that sort of deferred lotegm incentive as something you're
really going to get if the conditions are unreaisor vesting?---Yes. Although the
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terms of those were clear and they’re set by tladand the shareholders. But
they've really been around shareholder return.t iha been the main item that has
been measured on.

And the change that has been made to the systesg #orts of shareholder return
conditions, they won’t apply any more, will theg,the deferred - - -?---No, that's
correct. The — the total compensation has comenddiwhas become potentially
more certain. It's deferred for longer. And thithe executive is there in four years
and there’s no other — | think one of the othengehat's always looked at — and |
think increasingly so — is is there any reason tiny should not vest for the
executive. So if it is going to vest, the boaiitl sas the — at their discretion to not
vest it. And they’'ve exercised that in recent sna@d this year, in particular. So it
can be withdrawn, is what I’'m saying, by the boatrits discretion.

So what you're — what you're hoping that you’ve radv¥rom is, on the one hand, a
system where there were LTIs but given the TSRim#tat was used, it was
unlikely that they were going to vest and as tinemtwon each year you would know
those LTIs are probably not going to vest. | mehat seems to have been the
realistic situation you were in. Do you agree?esY Well, there’s two — there’s two
bits of variable reward we previously had, Mr Hod@ée first was deferred STI.
That was the shorter term bonus. It was defewetifo years. That wasn’t subject
to shareholder hurdles — or TSR. It was the LThponent. Now, | think, just to
come to your point around — | mean | just think@htbe way | think about it. It was
— it was, to me, more a recognition that if we awee achieved the shareholder
return, we — we would get it. But if we didn’t, weuldn’t. So to me, it wasn’t — |
didn’t think of it as realistic or unrealistic. Toe it was just something — it didn’t
change the way | did my work. And if it — if it ppened, then that was good. If it
didn’t, so be it. So it wasn’t something | thougiitas unrealistic or realistic is all
I’'m just trying to push into.

| understand?---Yes.

The change — from your personal perspective, thoilnghchange that has been made
is something that you think will refocus you - ---¥Yes.

- - - and your executive leadership team on thg lenm?---Yes, | do.

All right. Now, if we then move to the third chanthat you identify, which is the
move away from fixed pay?---Yes.

And why is it that you think that move occurred@ell, it will be a bit of chicken
and egg here so bear with me while | get this 4agmpit. So the first thing is the
bank became more focused on growth. The bank keoaone focused on end year
profits. And it started as a tool to align and imaynotivate and incentivise the — the
leaders to actually be aligned — very aligned wh#hshareholders and earning
additional pay over and above what they couldefjtachieved those goals. So |
think that's the first point. The second pointyisy know, deregulation, you know,
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was occurring, and continued to occur. You hadifpr banks and — coming in.
And the competition for talent, you know, to get thest people into your company
and keep them there, | think this was used asladancentivise people to come to
your organisation or to stay with your organisatiémnd | think even as a subset of
that, you know, banking is a global industry. Saroee banking skills you can get
right in the Australian market, you know, frontlihankers and things like that but
when you look at technology and data and artificitdlligence and robotics and
those sort of things, now it is a global pool. iSgu want the best people, which
we should, for our customers and shareholdersaicdimpany, you know, you're
going into a global pool not just in banks, IT cangs. So, in a way, your
remuneration had to be — and needs to still be etitiye to attract them. So that
would be the main reasons, | would say. .

| think you've identified two reasons and we widlal with the second one first but
the first reason you've identified is this move tods short-term financial
considerations was aligning the interests of thpleyees with the interests of — or
the performance of the employees with the interelsshareholders?---I put it
another way. It was to align and incentivise, ipatarly management, but then it
trickled down towards more short-term shareholdgcames.

All right. And then the second point you made wWes it was necessary and
continues to be necessary in order to competeciglttbal talent pool?---Yes. Yes.
And domestically, yes.

So | just want to make sure we’ve understood téebisd point and the potential
economic consequences of any changes in relatimntaneration. Is the issue one
of absolute remuneration or is the issue one ottlsea certain type of potential
employee who has a very strong interest in beitg @bearn variable remuneration
depending upon their particular performance?-ifiklthere’s both. I've seen both.
| think both are at play.

And in terms of the changes that your bank has nradesponse to Sedgwick, have
they decreased your ability to compete in that gladlent pool?---No, because
Sedgwick really was squarely focused on the retail of our bank. And | think

most — as you go up, most of that talent pool miog from within Australia.

Maybe New Zealand, Canada, UK but I think mainlystxalia. So Sedgwick, |

think, was more the retail line and that was melietts and customer advisers and
branch managers to get them more oriented in ardift way. So it hasn’t affected —
impacted our ability to get talent. And it wag was done — it was also done across
Australia, too.

And the — I'm sorry, what was done, you mean thengjles were made across — the
changes?---Sedgwick. Yes, so all the banks, yowkhave moved to do Sedgwick
So it has evened out.

.ROYAL COMMISSION 26.11.18 P-7040 A.G. THORBURN XXN
©Commonwealth of Australia MR HODGE



10

15

20

25

30

35

40

45

If we just sort of think through what that meansreamically, your point is at the
level of tellers, home loan advisers, the frontlteff who are the ones affected by
Sedgwick, most of that talent pool comes from witAustralia?---Yes.

And - - -?---Yes.

- - - given that all of the banks have made omaa&ing changes to try to reflect
Sedgwick, there’s, therefore, nobody suffers -—Nbbody is disadvantaged.

- - - a first mover advantage?---Yes.

There is another level of employee then — | thiol yeferred particularly to people
with expertise in relation to technology - - -?-e&(

- - - and digital systems. | think you said robstas well?---Yes, yes.
Who would be in a global talent pool?---Yes.

And at that level then you haven't made changd®te they’re remunerated?---No,
we have made some changes with these recent \ar@bard changes that we've
made to the bank and the — and the nature of thlpe60ent deferral at the top of the
company, and 40 per cent. Because | think thateib general trend that we will
continue with. And | — I — | think you — if you’rgoing to be hiring people out of a
global talent pool — which we need to do — you negdst be competitive in your
financial package. | believe that most peoplealituas long as you get that
competitive, that financial package, people coneahbse of the other things | talked
about. |really believe that. Like the purposd #re vision and the culture and
building for a long-term business and having piidéhe badge and being stewards
and doing that for the greater good of our custsmaed the country. | think most
people come to — come to work for those reasoiey’fe the intrinsic deep
motivators.

If you get the remuneration right to begin witls. that right?---Yes, but it — it just

has to be competitive, is point one. So, you kngowu, can’t be — you know, it's hard
to hire somebody from a global talent pool if thasis pay is 50 per cent less. |
mean, they may love Australia but that's a preitydtep. And | think that’s — it has
got to be competitive in that sense. | think akgs is where we go to this point
around the type of variable pay, because | — |cfottiink we need to keep pushing
into it but we still need it. But it should be nfumore balanced and much more long
term, and | think those sort of things are — arpdrtant. And it is important that
people in a year who over-achieve can have thecehtanearn more than others who,
you know, have a solid year or perhaps less ofa y8o | think it does give you a
chance to discriminate. And | think that’s an imtpat thing. So if you're looking

at people who do really well you can pay them nforghat year.

And just again to focus for a moment on the glaakant pool, your point is if you
defer 60 per cent of the remuneration — of thealde remuneration for four years
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that doesn’t put you so out of step with globalrpess to be a problem for
recruiting?---Not — no, not in — not in — not inmaiple, no. | think we need to do it
anyway, so we should — we should just do it.

So then if we come back to the first reason thatgave for why there had been this
change over the course of the last — well, in regears to banks moving towards
short-term financial considerations. | think, aswe already discussed, profit itself
might drive good or bad behaviours?---Yes.

And your point about saying that you need to be &blreward an employee who has
an exceptional year is, | assume, touching on sungetvhich is that the best way to
motivate people, it turns out, is money?---No.

You don’t think so?---No. No.

What do you think the best way to motivate somelie@y--Well, the best way to
motivate people is to go back to what | said. Mzstple want to come and work in
our bank or in a bank to serve customers, to dooa ¢pb for them, to feel as though
they’re making a difference to people in some efltiggest decisions they will
make in their lives. | mean, one of the most digant causes of stress is money,
and so we have the skills to help people through tb start a business, to grow a
business, to buy their first home, to start sa¥orgetirement. | think the people
who have — | have dealt with in — in our bank aadks over many years, most
people want to do that and do it well. Now, secerscondly, they need to live. So
financial compensation is important. And if theywlell, like an incentive payment,
you know, is a real act of recognition and apptemmia Now, Mr Hodge, in our — in
our bank and in banking I've seen some terriblesad people who don’t meet that
rule. I'm not saying it's all like that. I'm justaying that's who we want to hire.
Actually, in my experience, that's what most peopént to do.

| think — I'm concerned you think I'm trying to wayou, when I'm just trying to get
you to agree to what seems to me to be a very pasgosition about how a
capitalist society works. Which is that if you psgymebody more for a particular
outcome you expect that they will achieve that onte?---Yes, yes.

And therefore variable remuneration is somethirag yflou’ve obviously found in
your bank is an effective way to motivate peoplachieve particular
outcomes?---Yes. So | just — on the basis of oping, | think the first thing is that
we’ve had the wrong incentive schemes in many cadgésve had the wrong
incentive schemes. You know, we've re — take tiducer case. | am sure you
are coming to it. That was like — we put the bigint there for people. Right there.
Now, they stepped over the line. That's their @egision. I'm not excusing that.
But like we put incentive schemes in place whichsed to reinforce and quick
repeat cash. Not good. But now we’ve got a véeiadward scheme where it's
annual, it's centralised, it's based on achievimgmber of things across four or five
key result areas, it's deferred, it's deferredtfa longer term for executives. It's
starting to get more sustainable. So that's i fioint. The second point is to me
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it's a — it's more a recognition than a driver.gRi. It's like if you get the people |
was talking about, they will do the right thingethwill work hard, they will want to
do well for colleagues and for clients, they wil proud to work in our bank because
it does the right thing. And, yes, at the endhefyear if they've done well they
could get an incentive payment but it's not whativing them through the year.
That's — so it's a difference between my motivatom hunger to do something
which earns me that — and | am sure some peoplé&karthat — as opposed to my job
is to be a professional and to do those thingwvé lsaid. If | do really well | might
get a variable reward payment at the end. Exdellen

Again, | don’t think we’re disagreeing about anyilni Your point is you can
construct variable remuneration in a way that imitentivise bad behaviour?---Yes.

And that’s - - -?---Yes.

- - - not what you want to do?---Not at all.

And all I'm trying to suggest to you is the converd that would seem to be you can
construct variable remuneration in order to inogsgi good behaviour?---Yes. As |
say, yes, and | think we're doing that more so.

That is what you want to try to do?---Yes, it is.

And when it comes to the idea of selling, from NARSspective if a customer is
sold a product that is useful to them and thactigomer can afford, and that is
within the risk appetite of NAB, then that'’s in tleeng-term interests of
NAB?---Yes, it is, although I'm just — I'm just refing to even the selling notion. |
— you know — anyway. So I'm agreeing with you.

I’'m not — | just don’t have another verb other ttsail that | can offer you, Mr
Thorburn, I'm sorry?---Right. Okay. | will thingf one.

And that improves the profit of NAB?---Yes.
And it does so in, from your perspective, a sustalie way?---Yes.

And, therefore, if you can construct your variatdmuneration to achieve that, that’s
a good outcome?---That is a good outcome.

And your point about the introducer case studpag,tconversely, if you construct a
remuneration structure which might have the poéémdi reward fraudulent conduct,
that's a bad remuneration structure?---Yes.

And the issue then is trying to figure out the tiglay to do it, which presumably
involves an element of judgment?---Yes.

.ROYAL COMMISSION 26.11.18 P-7043 A.G. THORBURN XXN
©Commonwealth of Australia MR HODGE



10

15

20

25

30

35

40

45

And NAB, like the other banks that we’ve talked ahhdnas made changes to its
reward structure in response to the Sedgwick reRdewes.

And Mr Sedgwick expressed the view that — or cagr®d incentives very closely as
part of his independent review for the ABA?---Ybs,did. Yes.

And he recommended that for retail bank staff,udeig home lenders and their
managers, incentives no longer be paid based Wi@csolely on sales
performance?---Yes.

And he also recommended that retail bank cultuebsidemonstrably, ethically
and customer oriented?---Yes.

Do you think NAB has an ethically oriented culture®@verwhelmingly, yes.
Unfortunate cases where | would have to say no.

And what do you understand by an ethically oriemigiture?---Well, that you would
always do what is right by the law, by regulatiomg disclosure requirements to the
likes of the Stock Exchange, by way of transpareaog by way of doing what the
policies inside the company require you to do. tBhe first thing. And the second
thing is that ethical must go to the heart of #lationship with the customer, so that
you really understand what your client — what tls@wation is, you listen to them,
you summarise it, and then you only give them peteland services that meet their
need. And sometimes you should say no, espedidtly a credit product because
maybe they’re not in a position to be able to dordaperly even though they think
they may be able to. | think they're the two stlsuhwould pull on ethical, Mr
Hodge.

And do you think it also has to affect the moreegahjudgments that the senior
executives make about things like remediation?s-Ye

That is they have to approach these things inf@natway?---Yes. That fits within
—yes, I'm happy with that.

Would NAB ever consider moving to a fixed pay modéh no variable component
for its frontline staff?---For frontline staff onlyou are talking, as opposed to more
generally?

Yes?---Well, | think we've — you know, Sedgwick atié changes that have come in
have been really good steps. | think we must oastito evolve it. | could see some
argument for it, yes. | think most of the inceptpotential for frontline people is
quite small anyway, maybe 10 or 15 per cent ofrthase pay. It's paid annually
now, which is good. | would still be a bit worrigdve did it — we would have to
think through the unintended consequences but bwhioh would be — you know,
you've got really good bankers, and | think beib¢gao recognise them with an
incentive payment — let's say they're at 10 pett egrd you could give them 1.5
times that so they get 15 per cent, | think that'sthat's a good thing if it's for the

.ROYAL COMMISSION 26.11.18 P-7044 A.G. THORBURN XXN
©Commonwealth of Australia MR HODGE



10

15

20

25

30

35

40

45

right banker, for the right reason in terms of thmErformance over the whole year.
So | would be a bit concerned that we may lose lgetopeither other competitors or
if it was a level playing field to, non-bank comipats in financial services or other
companies where their skills could be applied.l Sé— sorry, it's a long answer.
Yes, | think, is the answer. | think we should sider it but I’'m just calling out
some things we would have to think through if wesped it.

And what about at the more senior level. Wouldkitpractical to try to move to a
purely fixed remuneration basis?---There | would-devould accentuate the point
about the risk of being able to retain and attkagtpeople, particularly specialists
from within Australia and globally. | do think vehould think about are we getting
some of these things right, the balance scoret@ed]eferral for four years. You
know, maybe the percentage of variable pay, Mr ldpdguld be reduced and more
in fixed. So it's like a more fixed pay, less \aie pay. But | — 1 would have some
— some concerns about abolishing it because | ihimkuld make our sector —
which is a very important one for Australia — lessnpetitive and | don’t think we
would be able to retain and attract the talent eednto make our banking system
really excellent.

Can | ask you about the change — or the Sedgwiakgds and the anticipated
potential adverse consequences. Was there a cotiegrit might be harder to
motivate the top performing quartile of employdawey no longer could receive the
same level of variable remuneration?---Well, nayaisn’'t, because number one, |
think we stepped into why we needed to make thegand | think we had some
very good reasons why we needed to make the chafgg | think we
communicated to them pretty well. And we had begressively moving in this
direction. So it wasn't like a new message. Ameldecond thing is because
Sedgwick was commissioned by the ABA, and all theks agreed to adopt it by
2020 — now, we’ve done it, as others have, earliethink it enabled any sort of
disadvantage commercially of — of, you know, natipg — having variable reward
for some of your best people they may go to otlaekb, they know it's not going to
happen there either. | think for those two readdhigk we’ve been able to navigate
it well.

| understand. | think | may have asked my quedbaadiy?---Sorry.

You made changes to the way that your — to theavayybody was remunerated as
a consequence of Sedgwick — sorry, everybody witierfront-facing - - -?---Yes.
Yes.

- - - system. There were, presumably, top perfognsitaff who were able to earn
more under the old model compared to what theydceatn under the new
model?---1 don’t — | don’t know that specificallgut | think what would have
changed really, Mr Hodge, is the frequency. Arglrnhrrowness of the measure. So
what they were paid for and how often has changgdficantly under Sedgwick.

So — you know, a top performer, let's say a bamkerbranch, a top performer could
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still get, you know, a very good incentive whicthink could be quite competitive.
It's just that it's done based on their whole perfance for the whole year.

I’'m not here trying to get into the issue of conietness between banks. What I'm
just trying to understand is the before and afténder the old CXI model that you
had, | had understood the internal NAB conclusi@s that the CXI model tended to
produce more exponential outcomes than what wagrdposed future STI model
that you've now implemented?---That — you mightveel right.

All' I am trying to get at is, is there a — has thbeen any issue for NAB with finding
that its previous top performers are not perfornéagvell as they used to as a
consequence of the change to the remuneration fieddiaven’'t — | haven't heard
anything to that effect, Mr Hodge.

All right. And then what | then want to understasdvhen we move over to this
new system or when you move fully into your newtsysof STls, is how, from the
employees’ perspective, it will work. So | mighsf ask you some questions. This
will no doubt demonstrate my ignorance but | untdard that now for all employees
who are within the STI model, the amount of STitheceive in a year is their STI
target multiplied by an adjustment that dependsitpe number of days they've
worked across the entire year, multiplied by théggenance adjustment less
effectively a risk adjustment?---So the way | explais that we have a variable
reward that’'s centrally managed and administeredialfy. It's based on rating
people against their scorecard of these four erKiRAs. If they do have a variable
reward it is a percentage of their fixed pay. s gives them a target potential
variable reward. So if they were earning $100,800 it was 50 per cent, it will be
$50,000 being their target. They may achieve sdmesvbetween zero and, | think
if you're talking about the general population, 2 cent of that. If it's above
50,000 it needs to be deferred for a period of tifdat their rating that they achieve
goes through a process of not just for scorecaddtanwe do look at risk factors,
yes. So we do look particularly at like senior jplepthe risk factors. Then whatever
their potential payment is it is multiplied by wha¢ call the one NAB score which
is the overall multiple that the board determirmstiie year. So yes, it is a bit
confusing but that's how | would explain it.

No, no, | think that’s quite helpful. You've goh &TI target which is some
percentage of - - -?---Fixed pay, yes.

- - - whatever your fixed remuneration is. Thdlie starting point. Assuming
you've worked a full year, then there’s no adjustbfer number of days. That gets
multiplied by whatever your performance multipl@-isYes.

Which could be anywhere from zero to two?---Yeaf'thright.

And then there’s a deduction that is made forermied it risk but | think it's
conduct gate reductions - - -?---Yes.
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- - - is how you refer to it. Is that right?---Yes

And then there could also then be a multiple wiscthe one NAB multiple which is
applied across everybody?---That's right.

And the one NAB multiple is determined by the b&ardlhat's right.

And | want to just come back then to the perforneamailtiple and the conduct gate.
The way in which your performance multiple is detgred is by going to your
balance — or seeing how you rate across your balsearecard?---That’s right.

And that tries to take into account, you said, eber of KRAS is that right?---Yes,
key result areas or objectives, yes.

And the idea then is that you will be rated acesssh of those four or five key result
areas and that will then produce your performanckiphe?---Then the people need
to make a judgment because they will say are ybieaed on this one, not achieved
on the next, highly achieved, outstanding and theg will have to, you know, do a
weighting to come out with what they believe is thest appropriate rating for you
for the year. And that rating obviously, if yout deghly achieved or outstanding
you get a potentially higher incentive payment thiagiou got achieved. But there is
— there is a judgment by people leader and — pdegtiers in that process.

So if we — | will bring up an example which | hoisesomewhat helpful. If we bring
up NAB.007.079.0006. We might need to zoom inhghigfor that to be legible.
Are you able to read that at all, Mr - - -?---Irtkiit's an iPad and I'm trying to — but
it's not working.

Everyone does that?---1 can’t really see it buslgive it a go. | can see some bits.

| might see if | can get you a hardcopy, becauserutise that'’s - - -?---If you take
me to the bits so | can see, that would be helpflank you.

| just want to try to understand how an employegenstands, in the end, that they're
being rated. So this has a core role and a pediocmplan?---Yes.

And what is the difference between the core rokkthe performance
plan?---Perhaps the way to think of it is the awle is their basic role that they’re
required to — to fulfil. Essentially maybe for thfixed pay. And the performance
plan is more like a stretch. Similar measureskits, but perhaps a bit more of a
stretch where the incentive payment could comepidy if it was achieved.

And so when we look at their core role, their caile has six different KPIs — sorry,
seven different KPIs that are each allocated 1ge&2Tent for their role performance
weighting?---Yes.
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And then their performance plan has four diffed€Rts that are each allocated a 25
per cent weighting in their STI?---Yes.

And a number of those are concerned with what'srilesd as generating attractive
returns?---Yes. That's one of the — the KPlIs, yes.

And | think your point about — that you've madeealdy about STIs is that it still has
to take into account contribution to financial perhance. That's still part of the
role - - -?---Yes, it is.

- - - of the employee?---Yes.

And then there are other things that are suppasadjtist for, take into account
different considerations, things like improve cusér advocacy, simpler and faster
for our customers, proactively risk and compliane&2s.

And so all of these things will then get a ratisgnaell?---Yes. So | think the first
step is that the people leader would need to atisedmnker on their core role.

Yes?---And then any — and then they look at théopexance plan objectives to
determine whether any incentive payment would teaed with — with the
weightings of 25 per cent each.

And in the end, though, once they have got thdliyar outcome for each of their
four KPIs, which will — for each of them | undenstbthey will have a rating of 1 to
5 from not achieving expectations to outstandingexement of
expectation?---That's right.

Is that right? So then they will — they will haseme number, each number is a
product of the exercise of some judgment, is tigt by the supervisor?---Yes.

And then the supervisor will at the end then makarther judgment as to how that
rating translates into a performance multipliefPhat’s right.

And | suppose what | wonder is, in the end, areleyges going to find this to be a
more or less transparent structure?---Than preljidus

Yes?---Well, | think it's transparent. But — | tikiwe’re on a journey on this one,
Mr Hodge because, you know, it's complex. Andihkhwe need to simplify it. But
| think, you know, we’re moving - - -

Is this the simplified version?---No, it needs wdimplified. So, you know, | think
it's transparent. It reinforces an important mgssaThis is a servicing banker, |
think, in our contact centre. It is really sayihgou go to the KPIs there are a
number about customers and about risk you needttogiht. And it's also about
generating attractive returns, growth, but alsocedorthe right way, and you are
going to be rated, you know, quite rigorously dro&khose. So in that sense it has
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brought rigour and discipline and broadened forttlweker — so if the banker ever
thought that my job is only to sell, | think thisgels that notion, although, you
know, we’re learning — we have to apply it in ar-aimore simple and effective way,
| think, but we’re getting one message through here

Recalling that Sedgwick recommended that theredb@inect link to sales as part of
the variable remuneration for frontline bankersglthis still have a direct
link?---You would have to go to the generate ativacreturns, probably at the top.
After — so these two are — the first two look asuthh they’re waiting times on calls.
These bottom two are about customer needs. Anid sags based on 10 needs
identified per team per week. Let’s take custonesds identified. So that is talking
to a customer, understanding their financial neadd,being able to identify them
and then satisfy them or refer them to a specidliss that sort of a need that the
banker can’t do themselves. So | think it doestrtiee Sedgwick criteria, because
previously it would have been probably about sales$ particularly when you get
into home loan roles about volume of sales, dglkmnsl | think that's where some of
the problems occurred. So | think it does meeg®ak.

This no longer refers to dollar values or volum&bkat’s one of the points that you
are - - -?---Yes.

Points you're making?---That'’s right.

And | think certainly in the case of some of thefpenance plans, they will still be
linked to things like lending referrals - - -?--e

- - - or what's described as - - -?---Yes.
- - - home loan needs met?---Yes. Yes.

I’'m assuming home loan needs met means the custoamsdaken out a home
loan?---Yes. And the — the other products andisesvhey may need to help them
achieve their goal of buying a home or buying aregtment property, yes. But
previously | think it was a lot more related to fireduct growth and number of sales
and the value of those sales.

Yes. And so it seems to me the point that youymg to get at is — | don’t want to
use your expression that we're on a journey —teret is a thought process that
you're working through to try to figure out the besy to remunerate your staff to
achieve the things that you want to achieve?---Yes.

And you would like that to be simple and transpt#enYes.

If it was possible. That's what you aim for?---Yes

Realistically, having — does NAB have 4000 staffh@ moment? How many
- - -?---Well, like, we’ve got 33,000 in total, iy So you’re going to have 10,000

.ROYAL COMMISSION 26.11.18 P-7049 A.G. THORBURN XXN
©Commonwealth of Australia MR HODGE



10

15

20

25

30

35

40

45

bankers, and you will have hundreds with this, @@ servicing bankers. So there’s
a lot we need to do. So if we can automate itsamgblify it, | think that will help.

How would you automate it?---Well, no paper. Yoww, we can — we can just
have a better HR systems which enable any empleyse we can do this now —
look up on screen, once they go through their fBytcan look in their own portal
and see their scorecard. They can also see managérat we also have a discipline
something called 11 plus one. 11 conversations yatr manager a year, plus one
at the end of year to wrap it altogether. You $thdwe able to go into the HR portal
and see your scorecard, see comments on progoesy@ur manager and points
around your 11 one on ones that you've had. Ststhahat's automating it because
it makes it real time and you have less paper ahuhk that helps.

Yes. |just wanted to be clear. When you saidmated, that sounded potentially
disturbing but you — in the sense that there wqudtlbe a computer or algorithm
that would determine what your employees’ shonatercentive was going to be but
you are talking about digitising it?---Yes, digitig, yes.

And — | tender that document Commissioner.

THE COMMISSIONER: Financial year '19 direct conser servicing banker
performance plan NAB.007.079.0006, exhibit 7.82.

EXHIBIT #7.82 FINANCIAL YEAR '19 DIRECT CONSUMER SE RVICING
BANKER PERFORMANCE PLAN( NAB.007.079.0006)

MR HODGE: Thank you, Commissioner.

THE COMMISSIONER: Mr Thorburn, what message dibesperson who is the
subject of this plan take away from it?---Well, Qoissioner, | believe what the
message they will take away is that, firstly, acimg in a number of areas is very
important. Second, those areas, at least 50 peot¢hem are about the customer
and their relationship and their engagement witmaswhat we’re selling them, to
come back to that term. And thirdly, that the $&ments of a person’s role must be
very clear and it is their own personal responigjbib understand them and to
achieve them.

What behaviours do you regard this system as neiimfg?---Well, one of the things
we say in our values, Commissioner, is to do thktrihing. So the first thing is that
you are really building a relationship with custamand you are listening to them in
order that you can look after their needs bet8=condly, that — that growth is
important, that — that — you know, the bank growimgpugh winning more business
and doing more with clients, particularly existiclgents, is important, that we need
to have some element of a growth mindset in tharasgition. And then the behave
— the final behaviour is that risk is my respongibi You know, the — making sure
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that | disclose to the customer everything theydrteeknow, that they know, you
know, the interest rates and the fees, that if'thesetting up an offset account, that |
do that, and my — you know, | think that the risknbt something that’'s about other
people, the risk for a banker is about what thegdrte do in their role.

Yes.

MR HODGE: Can I take an example, Mr Thorburntryoto work through an
aspect of your answer. We talked about the idagtkhiere would be a target for
some of the roles when it comes to generatingditgeareturns, the number of home
loan needs met. And that's the type of targetybatre familiar with?---Yes.

And so presumably, if the employee manages to ekxabatever the target number
of home loan needs met, then they will be rategixasptional?---They could be, yes.

And | think the point you are trying to drive attiet might sound like an
encouragement to sell, but it's probably not reallyroblematic type of
target?---Well, | think it could be in and of itgedut | think if you look at the — the
broader scorecard and what they’re being askeabtodt and how they’'re measured,
it minimises it. Secondly, and most importanttyisihow your leader coaches and
talks to you about performance. You know, if thhieyonly talking about how you're
going on attractive terms, that’s not good. Theguid be talking about you're
building empathy with clients, can | sit in and eb& how you do that and give you
feedback because, you know, | should be a coaoH.tlnk the leader’s behaviour,
crucial. The most significant impact on culturehe bank. But | think we’ve
minimised it not just by those two things but ifuythen look at the — previously the
home lender would have been driven to and incesgtd/around if | can do five loans
at $500,000 each equals two and a half milliongbawe’ve taken all that out.
We've taken out the two and a half million dollaé/e’ve just said you need to sit
down, listen to your clients and there will be sameeds come out of that. And |
think that's an important part of the discoveryqess, to understand what the client
is trying to do. And you do want certain needbeqicked up. You know, they
may need a home loan and they will go through ags®e. It could be a fixed rate, it
could be a variable rate, it could be a split rdti,is fixed, how long it goes for, a
transaction account, an offset account, a credit c&o | think they're the — that’s
what comes out of a home loan needs process, dbawvgnt your bankers to be
focused on.

And so | could, | think, pick up three points tlyau’re making about why this type
of target is not a problem. The first is this @&t a target by itself, that there are — the
scorecard requires consideration of a number @frdttings. And what you're

trying to do is make sure that you have a morestiolassessment of the employee’s
performance?---Yes.

The second point is there is a cultural issue, wkimu hope that your leaders will
instil within your employees the right type of aut or the right way to go about
dealing with customers?---Yes.
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And that’s something you're working on - - -?---Yes
- - - always trying to develop and improve?---Yes.

And the third point is this is a very different g/pf target from a target that is a pure
dollar value target?---That's right.

And so, for example, it's — when you think abous ttype of target, it's unlikely that
a customer is wandering into a NAB branch thinkimey’'re going to check their
balance and then find themselves suddenly soldreeHoan for a home they didn’t
even know they wanted. That's an unlikely outcomé&®s.

That'’s not the type of outcome that’s being inogséd by this?---No.

What's being incentivised by this is that the custo wants a home loan, people
come to banks because they want certain produadshe employee is actually
trying to — they may not even need to identify the¢d but they're trying to meet
that need. That's the point of the type - - -?esYyes. Of course under responsible
lending guidelines they’ve got to do that very thaghly. Yes.

| want to move then to the fourth point that youkean your letter. And that is
about complexity. And you say that’s the big chatitat has happened. | can bring
that back up. It's POL.9100.0001.1010. And ifgeeto _00037?---Yes.

You will see your fourth point:

Banks have become more complex in part due toasorg regulation,
compliance obligations and legacy systems.

?---Mmm.

Is part of the problem, do you think, that bankgehmoved away from their
traditional roles of accepting deposits and lendimaney?---Well, | — | — | think
that's added to the complexity.

Certainly, in the case of NAB - - -?---Yes.

- - - you would say many of the problems that yawlid — that you have had have
been in your wealth division?---That’s right.

And that’s obviously a division outside of the titamhal role of the bank?---Yes.
Yes, itis.

And that’s an area where there has been increasgugation?---Yes.

There has been — or there are a lot of compliahtgations that - - -?---Yes.
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- - - NAB has found difficult at times?---Yes.
And where there are all sorts of legacy system&---Yes.

- - - particularly in relation to how you collectomey, retain money, pay
commissions and that sort of thing?---Yes. AltHoughink it does — this point does
apply to a bank — banking as well.

Yes. | wonder whether, in your view, now with thenefit of hindsight, the move by
retail banks into other areas, and particularlg imealth, has been a failure?---I think
if you looked at the — | mean, if you looked at thes — raw evidence, | would
probably have to agree it had — had been. | dbirik it needed to be, but it
probably has been.

When you say you don't think it needed to be, whthat?---Well, firstly, | think for
many customers, clients are — when they come tticpkarly a large bank, say like
NAB, they do believe that we would offer a broadga of banking and wealth
management products. And when we sit down anddalkem about banking type
needs, it easily moves into saving for retirempritecting yourself against

disability or unemployment or protecting your faynih the event of death if you
have a mortgage. | don't think that's a — thatisagural conversation a banker would
have. And so thinking of wealth management as #ungethat’'s way out there, |
think it's sort of just outside the banking circl8o that's the first point. It's a

natural conversation. And — and | think many peapbuld have seen that the banks
do and could provide those sort of services. Hoeisd thing is, though, in NABs
case we bought MLC in, | think, around 2000. &’®ng time ago. We’re now in
the process of divesting it but that's a separiteys What we did over those 18
years | think we made some missteps which causéal hssin the position we're

now divesting it. That's why | say, you know, wheg started I'm sure we thought
it was going to be successful and we would integitednd we were going to make it
really a core part of the bank platform so thatmvizeu went on internet banking you
would see your superannuation balances, and ihgolua share portfolio. But that
didn’t happen. So | would say it hasn’t happenechklise there’s more and more
compliance and regulatory risk on the wealth sidé& didn’t probably understand
that to the extent we did — should have. We diohté¢grate MLC right into the bank.
It was like a separate business unit. And it wasena standalone type business unit.
And | think those things — and we didn’t invesitienough, to be honest. And that
was partly for our reason — you know, we had a lmapother strategic issues we
were dealing with which we decided to put moneyp imt had to put money into,
particularly the UK which probably took it away froputting it into something like
MLC. That's why | say it didn’t need to be likeathbut | think it has probably been
like that.

Do you think one of the issues might have beenttieskills, experience and
systems that banks have for managing the riskobhghations associated with
accepting deposits and lending money have turnetbdae very different from the
types of skills, experience and systems requirgdperly manage the manufacture
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of wealth products and the provision of financidviae?---Yes, | think — | think they
are different. Yes. |think we've had — we’ve hagkr — over, say, the last 10 years
which I’'m a bit more familiar with in the NAB, weéshad good expertise. We've
had wealth experts, you know, at the top level\aribus levels of general and
executive general managers. So | don't think wek that. | think it probably comes
back to those other points. | think we could hewegrated it and upgraded it and
addressed its systems and today we would have h maee integrated and
successful business that | would be saying is gaatly well and helping our clients
and helping shareholders. So | don’'t — | don'hkhi’s so much about capability. |
think it's more about those other things | mentihne

Finally, before we leave your letter to the Commaiser, you also say in that letter
on the first page of the letter which is _0002f fr@u were initially not in favour of
the establishment of a Royal Commission but yolteweong?---Yes.

And you say that the Royal Commission has provakedtical self-examination and
driven change for customers?---Mmm.

I’'m interested in understanding why you think ibikca Royal Commission to
provoke that kind of critical self-examination?-hdt's a good question. Well,
because in my personal and professional experiemast, — most transformation
opportunities come out of pain. So it’s like yae aonfronted — sorry,
Commissioner, no, no, not - - -

THE COMMISSIONER: | will take it in the spirit iwhich it is offered, Mr
Thorburn?---Yes. Sorry, not Hayne, pain.

The equation has been drawn since | was abouWisiXhorburn?---Yes, it has,
actually. Yes. So, look, | mean, | have beearkbr over 30 years and | was in —
Mr Hodge | referred to it in this letter and elsemas a drift. Like — I'm sorry just
to use this but this is how | have explained ibtw people. | said | have love fishing
and | drift fish. No anchor. You know, you sthere and after 20 minutes you say
how did | get here. And it's the tides take y&p I've been in the system and |
believe | have the right integrity and capabilitéasl skills but | didn’t see it. You
know, | kept probably just defending it becausiedught it was right. But when |
saw the confronting stories — well, no, | will gadk half a step back to the
acceleration of our plan where we said we wanpend one and a half billion
dollars more. | started to see that we need tpl#yrthe bank, less products,
upgrade systems, improve our talent, better comgxdia | think | saw that, one. But
two, the Commission, when you read the case stydigsay this is like so upsetting
and so damning, what went wrong. | remember oribeobnes was the default
interest. One for one of our clients who was at@ommission. | said to our team,
“Why is it 18 per cent?” And there wasn't a reajlyod answer to that. Why do we
— you know, why do we hit people so hard when teyin difficulty. | just went
back to the first 20 years of my career where $bat of wasn’t the mindset we had.
And it just got too complex and we’re not challemgenough. You know, people
inside the bank are perhaps a bit passive and waiméorcing the current system not
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because we want to it is just that we're in thét fishing boat. So I think what has
happened this year is we've been confronted by sairttee things we needed to be
confronted by and out of that is coming good chaange | believe will cause us to
think about what is the purpose of the bank amsdalbout earning your clients’ trust
and building a long-term sustainable business fiverto 10 years. That's what
we’re getting back focused on.

Well, how do you make it last?---Yes. Well, thergoing to be a little bridge we
have to go over, Commissioner, it will take aditivhile because we’re trying to
change a whole cohort of behaviour and mindsetsgsig@ms but we've got to get
back to some of the things we’ve talked about h€@aee of the things | talk about
more than most things to our leaders is why doxi&t @s a company, our purpose,
our vision, our values, our behaviours. The sedbmd) is we have tried to
dramatically simplify the bank. You know, we haduld you believe, up to 12
layers between me and the frontline. | mean, n@vexdown to 94 per cent is
within seven, we will get that to 100 next yeahaTs taking a lot of middle
management who are —who are, like, observing shirichey’re not bad people.
They’re just — they’re there to comply, not to charnhings. Reducing the number of
products. We want to reduce our number of prodogtsalf. We want to reduce
our systems by at least 25 per cent. Then getitngw are you measured. Go to
your balance scorecard. It's not about selling gmoavth and revenue, it's about risk
and it's about customers and advocacy.

But it's also, as you said, about the immediateléea---It is about the immediate
leader.

The immediate supervisor?---Yes, yes, yes.

Dealing with a particular person at whatever lenghe organisation?---Yes,
absolutely right.

Now, again, it may be wrestling a column of smadWe,Thorburn, but how do you
make it last? We’ve got to the point of sayingrais needed. You say you've got
to the point of we are making change?---Yes. Yes.

I’'m trying to look beyond that because | think teavhat I'm required to do?---Yes.
Yes. Well, | was trying to answer it, Commissigrigy referring to some of those
things. Then | was going to go to measures anghinees, how people are measured
and how they're rewarded | think some of the questiMr Hodge put to me about
the variable reward that we have and how we simghi€ bank. | think if we could
simplify our compliance and regulatory obligatiotigt would help as well. We
need to automate a lot of these things, Commissitieeause at the moment they’re
manual in the bank and therefore they’re pronerare We need to invest a lot
more in controls because controls should preveshidatect the problem. We
haven't had enough emphasis on that. But let sietijy to land on this last point
that you challenged me on, because you're rigbyrat — you know, to me the
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biggest driver of culture in an organisation in experience has been leaders, the
behaviour of leaders.

It has got to be?---The behaviour of leaders.

Yes?---So what we’re doing is — we have, say, 3dple leaders. We are really
going back to first principles with those leadev8e are explaining it is — it is — it is
about character, not just performance. In faet,way we define we want in a leader
Commissioner is by the term epic. E stands foramp you know, the ability to
relate to other people, to relate to colleaguesslate to clients, to show you have a
heart and emotion. P is to perform. | is to inmagiand C is to connect. We are
trying to go back to first principles and a lottbt curriculum is being overhauled as
we speak and I'm the sponsor if it — I'm the peed@ponsor of it. | think this would
be — could be the biggest impact | can have oranhgpany, to build leaders who
have those sort of capabilities, not just at theléwel but the top thousand, the top
2000 leaders. | think we're investing a lot marehat and we’re measuring people
on that. Things like employee engagement survegdeedback to leaders. You
know, recently we've sent out to leaders thosemfr from data, those we think
who are doing that well and those who are notl tBnk this is the big challenge,
and, you know, some — it's said that some of thetrimoportant things can't get
measured. And these sort of things we have teq@ue measures around but in the
—in the sense it is a contact sport and you reedd to be coaching leaders and
expecting more of them. So that’s where | thinkrevepending more and more of
our time, money and effort and that is the goal.

MR HODGE: Perhaps to help you just further thinfough your answer to the
Commissioner, if you just go back and think abbetanswer you gave about five or
six minutes ago as to why you think it hadn’t bpessible to have this self-
examination before the Royal Commission. | coudt put of that these ideas: the
first that there was a lack of — a lack of challeng hat is, you hadn’t been
challenged in order to think about these thingad #en the second, that there had
been a lack of internal, perhaps leadership armbreton of the problems. Is that —
do you agree those are two of the points you'ra@ryo make?---Yes. That's —
that's a good summary, yes.

And it seems that in relation to the lack of chadje, that there are a few different
issues with challenge. The first is one way inchhyou might be challenged is
externally by competitors?---Mmm.

Do you agree?---Yes.

Now, the reality is there are four big banks in #aisa of which you are one. It's
going to be very difficult to shift the competitile@ndscape in some way to alter the
competitiveness and the challenge that will coroenfyour major competitors. Do
you agree?---We shouldn’t be relying on that. Like
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You shouldn’t be relying on challenge from your gmtitors?---We’ve got to come
back to our own vision, our own purpose.

Sure?---Our own standards, our own — so that shHoeildriving us. Not — sorry, am
| understanding what you're saying?

No, no, | think we’re agreeing. Ultimately, youMeato make the right
decisions?---Mmm.

Your point is that one of the reasons that you matyhave made the right decisions
or reflected on things adequately was the lackaflenge, and that's what the Royal
Commission gave you?---Yes. Well, the Royal Consinis has given us real cases
of real customers where we've made terrible misakénd, you know, that has been
an important part of the questioning of how didthappen.

And so if we follow that through logically, one waywhich that challenge might
have been introduced in the past, and, therefaghtrbe introduced in the future,
would be by having an active regulator in relatiorwonduct matters that challenges
you externally?---Yes. Yes.

And it may be that improving the level of challergening from the conduct
regulator to the bank would be a way of trying take sure as an ongoing process
that you're thinking through these issues?---Yethink that's — that’s good.

And a second way in which this might happen, wigcéort of a blurring of external
and internal challenge is that you have an ongsuggrvision relationship with
APRA?---Yes.

And APRA comes and looks at things and, in theaguld challenge you on a lot of
these types of issues, these cultural issues, remration issues, decision-making
issues that you're talking about?---Yes.

And so it may be that there needs to be an impren¢ior a change in the level of
challenge that is coming from that — | will say geatial regulator but we're really
talking about there is the forward-looking regutato is coming in and looking at
what the internal outcomes are of the bank?---lld/@agree with what you’re saying.
Although, | think one of the things that we saidur draft APRA self-assessment,
which | think you would have seen, is we haverstdned to regulators enough. So
it's like challenge is one thing and | think thatiseful. But we need to be on —in
receive mode more. Now, that depends a bit omela¢ionship. It's a bit more
challenging with a conduct regulator than a pruidnegulator but I'm saying we
need to lift the bar there. We should be — theyukhbe helping us get better. We
shouldn’t be thinking of it as they're trying totch us out.

THE COMMISSIONER: ltis also related, is it ntd,a point you made earlier.
You spoke of the Commission raising real casesffect, publicly. Is that
right?---Yes.
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The real cases it raised publicly were cases withur organisation?---Yes.

That is, they were cases known to your organisatidimat happened was that there
was public scrutiny of the way in which the entigd reacted to those cases. What
does that say about the need for different sugervisnd governance within the bank
to recognise the reality and importance of the &ioficase that have been the object
of public scrutiny and publicity?---Yes, becauséwsegot to get this right. We
surely can’t have this every year. But we’ve gobtild our own - - -

MR HODGE: We all agree on that?---We’ve got tddour own muscle and
strength, Commissioner, you are right. Let me fistk about this. | think one of
the things has been — | want to go back to, yowkmo the last five years in the
bank and banking there has been good people witt gent, and even some of the
things that we were trying to do sort of at thegtisounded right, but we were sort of
working off a technical grounding, not the spiriitwchat’s right here for the
customer. So if you come back to, you know, natde Mr Hodge’s words but, you
know, the role of a bank is to have deposit accguand money and make money.
That’s not the purpose of the company. That's+ibtat’s what we do. What our
purpose is to serve our clients. To build trugb. build trust. To have trust with
them. And anything that you're seeing inside taheky) complaints, or problems, you
should say is this enhancing trust or breachimg iireaking it. And if it's — if it's

not enhancing it, you've got to get on to it adaicker. So | think we’ve got to get
our mindset back to why do we exist, what is ole end it is to earn the trust of
customers. And anything you're seeing inside kb both through controls that
should pick it up and make sure it's not hidden, Ilmo think, come back to leaders,
Commissioner, and why leaders believe they ardregy role in the bank, and that
is to build trust with clients. And | think thatitlwhelp flush these things out much
more aggressively.

THE COMMISSIONER: But does the significance obppc exposure of these
- - -?---Yes, yes.

- - -events - - -?---Yes.

- - - mean that bad news has not filtered up tls¢esy in the bank towards the top of
the bank where it has reached a level where aropppte reaction can be had to the
bad news story?---Well, | think it's that appropeiaeaction and why that hasn't
happened. Because | think, Commissioner, mostasfet bad news has been — has
been inside the bank. We’ve known. I've knowrheboard has known, senior
people. They were all known. It was our reactmit. Now, if you think of this is
as, look, our job is to manage things and resdiligewithin the funding appetite
we’ve got and subject to the profit and, like, & wan afford it, right, if you take that
line of thinking, equals wrong answer. Like if yoome back to — our job is to earn
the trust of our clients and if we make mistakessiveuld get on to that as the first
priority as much as we can, and — and fund thatpamdight capabilities and right
remediation. | think that's the mindset shift weeed to have inside the company.
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Yes?---And it’s - - -

MR HODGE: Commissioner, is that a convenient ttméake a break?
THE COMMISSIONER: Yes, how long do you want, Modiye?

MR HODGE: | was going to suggest a 15 minute krea

THE COMMISSIONER: As long as 15?

MR HODGE: | will take 10, if that's the - - -

THE COMMISSIONER: | will go and consult the vemdud 10 then, Mr Hodge. |
will come back at 10 to midday.

MR HODGE: Thank you, Commissioner.

ADJOURNED [11.41 am]

RESUMED [11.51 am]

THE COMMISSIONER: Yes, Mr Hodge.
MR HODGE: Thank you, Commissioner.

Mr Thorburn, | want to turn briefly to customer rediation. NAB has recently
established what it terms a customer remediatiotre®f excellence?---Yes.

And there was a study tour to the UK and convesrativith the KPMG remediation
centre which led to the establishment of your @ents that right?---I think it was
around the same time, Mr Hodge. I'm not suredttieit, but, yes, it was in the mix.

One of the things that NAB learned from its stuolyrtwas that remediation
programs should be seen as an investment?---Yes. Y

Does NAB view remediation as an investment or dstaaction, do you think?---|
think if you go back to my premise around our uisend purpose, earning the trust
of customers, when you've made mistakes, for whatesason, and you know them,
you've got to fix that in order to ensure that ymve ongoing trust with the client.
And not just with those clients but with others wiear about it. So | think it's an
important capability that we have that we will nédedsome time.

Do you think in the past that it — NAB has hadredtency to view remediation as a
distraction?---1 wouldn’t say a distraction. | wdwsay it's like one — one of the
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many tasks we have to do. It — it didn’'t havepherity that it should have, but |
wouldn’t say that we thought of it as a distractioa.

And is the consequence of it not being thoughtsad ariority that, in your view, a
lot of the remediation programs that NAB has uralezh have just been too
slow?---Yes.

How does the customer remediation centre of exoedle€ompare with Project
Guardian which was tasked to oversee fees for niceeremediation?---So the
customer remediation centre of excellence | thiokks off some principles. The
first is that where you have material and complases, you do need capability and
reporting to — to be able to elevate progress. youneed it to be centralised. You
can’t have it in the business, because the busimdssuffer from two things. The
first is the many things they have to do, and thkgitimate. And secondly, you
know, they may not want to, in some cases, ras@tbblems. | hope that will
happen less and less in the future, but, you knowthey will be analysing it for too
long, or going to legal agreements rather tharlyrggou know, what we all know
should be the answer. So | think for those tweeoea we've centralised it, and |
think that will make a far bigger, positive impact raising issues and getting them
addressed quickly, and — and money back in cus®rhands if we've made
mistakes.

Is it still the business itself that carries owt temediation, but it's supported by the
remediation — sorry, customer remediation centrexotllence?---Yes. | think what
— because we’re — you know, we’re up and moving gad know, it's serious, but
we’re learning as we go through this. | think yuneed to have local business
ownership, because they know the clients, they ki@aproducts, they know the
regulatory situation, know the capabilities thegde And so — and also you want
them to be accountable. You know, their cliertitsjrtmistakes, they should own it
rather than just throw it over to someone elsextd.f But what you want in the
centre of excellence is transparency of progres#iics, our dashboard that throws
up how progress is going. You also want them tsaoe leadership role in saying
you need more — you haven't got the right sortagfability. So a challenge role.
And you also want them to say | actually think parthe reason they’re going too
slow is they just don’t have the right resourcesvemeed to give them more money.
So | think you need both. It can’t be totally aafised or decentralised and | think
we’ve got a good balance at the moment. We jug i@ keep learning.

Can | just understand an aspect in relation touresng. NAB announced last year
what it described as a transformation of the bankes.

And that’s known as the accelerated one NAB pro@rafies.

And that program involves significant cuts to enygle numbers. Almost 6000
employees, | think, will be let go?---1 would s&r Hodge, that is the outcome of us
dramatically — investing in the bank and dramaltycsimplifying it means we will
needless of certain jobs in three years’ time.
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And is that likely, do you think, to come at a ctisstompliance and
remediation?---No, it should not. In fact, we'nwésting more the — the one and a
half billion | referred to over three years on tdgthe one. So that’s four and a half
billion dollars. And this year, | think, from memyo we’ve got almost $500 million
of the 1.5 we’re spending is in what we call riskl@ompliance. So it's getting
probably more investment than it has before asdcigeded.

| see. If we just come back to this idea of thetamer remediation centre of
excellence being a centralised unit but suppottiegousiness. As we understand it,
the centre is accountable for the remediation lieibusiness generally has oversight
of the remediation. Is that an accurate descnpaichow it works?---Maybe. The —
the centre has accountability for ensuring thathel— all the major programs are
identified, resourced, have clear timelines ang tire resourced properly to deliver
as quickly as we can. That’s where | would gaotfirid that. But the business has
responsibility for undertaking the activities iretimeframe that we’ve agreed,
because they're best to do it, for the reasonslined earlier.

So is there a risk that the business would ultitpated up overriding the views of
the centre so that, once again, you end up iruat&n where finance trumps
compliance?---Well, | mean, you're always goindi&ve some tension in these sort
of processes, but | don'’t think so, because th&eaf excellence, you know, it's —
it's very senior, it consolidates all the reportingo, in a sense, it has a very
powerful and influential role. It can bring theetato bear on any particular case. So
| don’t think the business would be able to trumigs-probably — it would probably
work the other way if the truth be known but overd we have to be careful that it
doesn’t go one way or the other because the cisaitiah team they, probably don’t
have all the knowledge they need to make the dghisions either. You know,
sometimes going too fast is the wrong thing. Yeaadto get the data and the
information right. So | think there’s always a bfttension but | don’t think, at the
moment, Mr Hodge, that's — that’s a risk.

The executive who is accountable for the centrexcellence is Sharon Cook. Is
that right?---That'’s right.

Ms Cook is the group general counsel?---She islief commercial and legal
officer of the bank. So more than — more thanllegizs a — it's a commercial role
as well.

And so she has obligations under BEAR?---Yes.

Including in relation to the centre of excellenecelhat’s right.

And when was the centre of excellence introduceD®+ing this year. Maybe
May/June, or thereabouts.

And have you noticed any improvement in how NABléaling with remediation as
a consequence of the introduction of the centré@s-- | — | have a lot more
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confidence, because, you know, there’s six or eigdjbr programs under there, and
what I’'m seeing now is transparency of reporting arformation, and issues being
raised. | mean, we're getting that — I'm gettinguanmary weekly. We can see it
monthly in a more formal way. So | feel more cdefit now because there’s less
greyness and less place to hide. You can seelgxdwtre things are at. And you're
getting the business to give a view and the cdatgive a view, too, if there is any
disagreement, which there hasn’t been, but, yowkyou could see that occurring
if it needed to.

We might come back to remediation when we deal feiéls for no service. Just
before we turn to that topic, | want to very bryedisk you some questions about the
introducer program. Not about the case studywlaat dealt with in round 1 but the
introducer program more generally. | understanar yiew to be, from your witness
statement, that you're satisfied that the introdycegram is now fit for purpose, in
effect, what you've brought into place?---1 woulddisagree with that. 1 — 1 have
spent some time understanding not just how it ha@gdut what the controls and
checks we’ve got and how we govern it and how weittul've met with a number
of executives on more than one occasion to satigf§elf of that. Although, as | say
in my witness statement, Mr Hodge, | would sayat's under review in inverted
commas. | think it's a watching brief, maybe isare correct term, that | would
like to just be really, really confident that, ykoow, it is sustainable in its current
form but | feel confident that we've gone througime very sensible steps to this
point.

And | will try to summarise it as best | can. Bwour view as to the way the
introducer program works now is that the — asidenfsome legacy sporting and
community clubs, | think, that the introducers neWl be people who have some
sort of — they’re professional businesses in som@e associated or connected with
the financing or the obtaining of a loan. Is thght?---That's right.

So that would be people like conveyancers, sofgjtbnancial planners?---Yes,
accountants, real estate agents.

Real estate agents?---Yes. Yes.
And those people, if they've signed up to the idtreer program, would be paid
some commission on the — when a loan is actuadlwdrdown and for the — there’s

some qualifications - - -?---Yes.

- - - on the time which the calculation is made #ndgs like that?---The essence of
that is right.

And there’s also some clawback provisions thatlyave in your agreements that
relate to misconduct that occurs?---Yes. Yes.

And what I'm then trying to understand is whathe benefit to a customer of this
type of introducer program?---I think what the auser gets is, if you like, an
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endorsement from the person they’re dealing wity whey’re already dealing with
on financial matters, and there will be most likalyelement of relationship and trust
that already exists there. And they are gettingsad that if you go to see this
banker at NAB, they are competent and they do a ga@ You know, they know
what they’re doing, they go through a good procesd,| endorse them on that basis.
So it's a — | think what the customer is getting igotentially confident step they can
take to see a banker who does the right thing &imdry knowledgeable. Whereas,
otherwise, they would — they could spend a lofraetthinking about who do | go to
and where do | start. | think that's the main Binas | see it, to the customer.

| have to say, that seems like the main benefjbtorather than to the customer.
That is, what you obtain is having one of thesdgusionals effectively offer either
explicitly or implicitly their endorsement to thestomer of going to NAB. That's a
benefit to you, isn’t it?---As well?

It's certainly — as a starting point it's a benédityou?---As well. Well, | think if you
think of a customer, a person who is dealing witk of those professional groups
and the sort of nature of what they’re talking abathether it's their small business
accounts or it's a will or it's a planner who's lang at their financial situation and
they’re thinking about, “Okay, maybe | should getifferent sort of a loan. Maybe |
should get a fixed rate. Maybe | should buy ae#tment property.” You know and
they’re talking about those sort of things. Sodhstomer is talking to their current
adviser. And | think all the adviser is then sayis, “Look, if you do want to do

that, if you go down to NAB there’s a banker doware called — and my experience
has been they're very good at what they do. Theywaery thorough, they are very
professional.” So you could consider that as patthat step. They might say | am
not going to do that, | am going to go to a brokersomewhere else. | know my
neighbour does this. Whatever. | think it's rgah opening of a door. And what
they're relying on is the trust in the professiorgationship they have with the
person. So it's like any — anybody, two humanemaig somebody to someone else.
| still — | do feel, Mr Hodge, it's a — it is a beiit to the customer for convenience
and speed and confidence in seeing somebody waisrsed by somebody that
they respect.

If the adviser was just acting in accordance whitkirtprofessional duties going to
make a genuine recommendation as to what the cestsmould do, why does NAB
need to pay the adviser?---Well, | think there Wwdl many where that happens where
there is no payment. | mean, | actually, in myezignce, I've been in banking a
long time, it happens a lot. But where you've gditusiness who — the nature of
what they do is financial matters, we have — hae i§'s important that sort of
incidental or supplementary to it. It can’t beig part of their business. We still
think it's a legitimate commercial transaction tyghe referrer. Now, | —you're
pushing into some risks in this. | agree. And'thpart of the reason | want to keep
our finger on it because it could be open to thengrsort of behaviour but I think
we’ve really contained it to the moment and we"oé gpme better controls in place
to prevent it from happening. So | think it's gilemate commercial activity but it
does rely, for example, that — in that conversatiggferred to earlier, the adviser
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saying, “And if that happened, | would be paid @feYou know, so there’s some
transparency in that. There’s a little bit of agg@mnal risk already. But my answer
to your question is | think it happens a lot whigrere’s no payment. But | don’t
think it's unreasonable that in some cases wheuehyave a formal agreement, that
people can be paid for it. Especially if they's®mg a lot of people and they're in
the financial business.

Let's perhaps just take a few elements of thaty@sve said, one of the things that
the professional is required to do is to discldéeefact that they’re going to receive
the commission. They’re required under your cantath them?---Yes.

You agree with that?---Yes.

But as | am sure you know, and as the Commissibtighed some research about
this just before the commencement of module 7)alsce of that type of conflicted
remuneration by professionals doesn’t actually seehave the type of effect you
would desire that it has, which is that a customauld become very — a client
would become very suspicious of why the recommeodatas being made?---Yes.

You're aware of that?---Yes.
This is just - - -?---Yes.

- - - as it turns out, what behavioural economigs $hown us over the course of a
number of years. And you've made the point thateétare probably many cases that
where professionals make a recommendation to at¢bego to a particular bank, to
go to a particular person at a bank, and thenaugtiving a payment?---Yes.

But, of course, that is something that's totallyside of the introducer program. The
introducer program, as you have simplified it dovgnsomething where you pay
professionals to at least implicitly endorse yorgducts to their clients?---Yes. |
think in — it probably more endorse a person thay know, or it could be a group of
people, yes. But, of course, the process thatllasrio follow is that, where we
didn’t get this right in the introducer progranth& banker needs to see the client.
So we’re not necessarily approving it.

Sure. You've stripped out some of the elementslétato fraud and breach of the
responsible lending obligations. And what you seéefmave simplified it down into
is a program where you — and this is my word whistispect you will disagree with
— where you corrupt the professional relationskdpveen an adviser and their
client?---Yes, | disagree with the word.

With that word?---Mmm.

And if it was the case, for example, that FOFA dithave carve-outs for credit
products then it would seem to follow that it woulok be possible for you to pay
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financial advisers to effectively endorse your petd. Do you think that’s right?---I
think so.

It would be a form of conflicted remuneration?--syas | understand it, yes.

| want to move then to another topic, and thaeesffor no service. You've
addressed some adviser service fees or fees femie events in the statement that
you've given?---Yes.

I’'m going to ask you some questions about thatgostou know to begin with, what
I’'m going to exclude is anything to do with the plservice fees, which, as you
know, is now the subject of Federal Court procegslihat have been brought by
ASIC - - -?---Yes.

- - - against your trustee NULIS?---Yes.

So I'm not — the questions I’'m going to ask ard¢ gaing to be about adviser service
fees and some of the adviser service fee eventsy, iou’re familiar with those
events. You've - - -?---Yes.

- - - addressed them in your statement?---Yes.

And those events were the subject of significaaabh reports to ASIC and
APRA?---Yes.

One of the events was a NAB financial planning ¢wvenich involved the charging
of advice fees by NAB financial planning to customo had transferred to MLC
Direct?---Yes.

And that meant the customer had no linked advis®mmnthe fees were
charged?---Yes, that’s right.

And the fees were, nevertheless, retained by NA8nitial planning?---Yes.

But there was no advice service provided?---Yes.

And the other event that you've discussed in ytatesnent is concerned with the
discovery that there were accounts of deceased ewsriat had been charged
service fees?---That's right.

And in your statement, you say that in around @0cpet of cases there was adviser
activity on the accounts following the death of ttient, such as by assisting family

members?---Yes.

But you agree even that wasn't actually authorsaiuct?---Yes.
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And in your statement, you offer two reasons —g$onry, you offer some reasons for
why you think the two events occurred?---Yes.

For the NAB financial planning event concerned WithC Direct you say there was
a breakdown in a manual process by which cliente webe segmented when the
adviser data required it?---Yes.

And you explain that due to data limitations thialt ot always occur?---Yes. Yes.

Would it be helpful if | brought up - - -?---Yes would actually be helpful. Could I
just see that?

Could we bring this up — if we bring that up — i€\Wring up Mr Thorburn’s
statement, it's paragraph 171, subparagraph (@@ .0051. The witness statement
is WIT.0001.0180.0001. Mr Thorburn, one of youusel is just pointing out

you've got a hard copy in front of you?---Okay. ubyou just tell me the tab?

Paragraph 171. It should be the very first documélhbe the actual witness
statement?---Got it.

And it's page 50?---171.

Page 50 - - -?---Yes, yes.

- - - paragraph 171?---1 have it. Thanks.

And you see subparagraph (c)?---Okay. Yes.

Continuing:
As a result of the limitations of the data and siegmentation report and the
limited documented guidance in the segmentatioartethe manual
examination and assignment process did not alwagaro

?---Yes, yes.

And as we've discussed, that then meant the cligats transferred to MLC Direct,
which was the section that actually provided gdremigice - - -?---Right.

- - - rather than personal advice?---That'’s rigiies. Yes.
And the fees were, nevertheless, retained. Ansupnably, there was a point in time
at which it was identified that this stream of newe was coming into MLC

Direct?---Yes. Yes.

But, nevertheless, NAB didn’t stop charging thesfeemediately when that was
identified?---That’s correct. Yes.
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And in relation to deceased members, you say thdwa occurred as a consequence
of a lack of process to reduce adviser servicetieesro after being notified of the
member’s death?---That'’s right.

And the issue was only identified after CBA — aeeathe revelations about CBA
during the second round of hearings in the Royah@dssion?---That's right.

Now, in the case of NAB financial planning and th&ining of fees by MLC Direct,
the problem was not so much discovered as exphdted customer complaints were
received and an event was raised in NABs event geanant policy?---Yes.

And so in both cases, it would seem something eatgarompted NAB to look at the
issue?---Yes. | think that's right.

Why do you think that it took external events fokBlto discover these
issues?---Well, | think the — there wasn’t the mtihat this would happen but | do
think the words you used previously, Mr Hodge, tliate in my witness statement,
ineffective process design, | just don't think ved this up properly with proper
processes and controls that would then identifyhrearlier that there was a
problem. And also it was a design error and fldwon’t think it was the intention
to do that at all. But we didn’t put it in placeoperly. So what we ended up relying
on, which happens from time to time and is notrehtia bad thing, is you have a
customer complaint and it then causes you to sagtually, maybe we should go
back and follow the thread to make sure that thisoit more commonplace.” So,
ineffective process design, | would say, is — esdhswer.

Somebody, though, must have made the decisionnudAB that the process would
be that when there was no linked adviser the cuestovwould be transferred to MLC
Direct?---Yes. | —you would think so.

Well, it must be the case?---No, that's — yes, bsegeople were doing that
manually, you're correct. But | don’t know whethewas lack of training, you

know, lack of — lack of knowledge as to why thaswa picked up at the time, or
whether it was because of, you know, as soon astatito read things about
segmentation reports, that indicates, you knowethe lot of manual processes and
data and it just would have been one of those filascould have been so complex
and operationally complex that the right level wakioking at it and the right
capability. So | think it will be a human oversigts opposed to any intention that
we see a problem here and we’re not going to raise

The thing, though, that I think you're saying negtie be picked up wasn't that it
was being done, it was that it shouldn’t be beiageP---The transfers?

Yes?---Yes. Yes.

And do you agree with the proposition — or do yooest that to retain fees charged
for a service when NAB did not provide that seniedishonest?---It's wrong. It's
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absolutely wrong. | think dishonesty goes a — gt of to intent, is the only
distinction | would draw. And | don't think I'veeen this case and others — some
exceptions — where there was an intention to nahdaight thing or maybe even a
view, as you’re suggesting, an intention for ib®a problem from the start and
someone to ignore it. | don’t think that — soihthit was wrong that we didn’t pick
it up. And I think we got on to it reasonably ddicbut it was a process error. So |
would say it was an unfortunate — it broke trughvaur clients and took us too long
to find it and to fix it. So there’s a problem fas. But the dishonesty would go to
why — the intent and | don'’t feel it was dishonesthat respect.

And | just want to make sure, as best | can, I'mdarstood what you think was or
was not intended. It was certainly intended tagfer the client to MLC
Direct?---Yes.

It was certainly intended to retain the fees?--;¥adthough | don't think the people
doing that knew that. | don't think they connectixds on this one.

| see. You think they didn’t understand that ansferring the client to MLC Direct
they would be retaining the fees?---Well, they mayhen you say it like that and
you look at one client, of course it's so obviows bjust don’t think that would have
been what was happening at the time. They wouleé baen doing bulk transfers. |
think this was — and it would have been quite maptEcesses, and we may not
have had the right capability. We certainly didrétve the right checks and balances
in that process, | agree with that, but I'm just sort of agreeing, Mr Hodge, with

the — your view that — that we — we knew what weendding and that it was
dishonest.

Let’s just, as best we can, try to work it througfou knew that MLC Direct — this
was known within the business — MLC Direct was pratviding personal
advice?---That's right.

And it was known within the business that thesent§ were — had previously had an
adviser and, therefore, were paying ongoing adi@ee and now they didn’t have a
linked adviser?---That's right.

And it was known within the business that the f@esen’t being turned off because
no one was turning the fees off?---Yes.

And it was known within the business that the dbemere just being transferred
over to MLC Direct to now be the adviser of recorees.

All right. And is your point that notwithstandirtigat all of those things were known,
nevertheless there wasn’t a recognition that tlsis adishonest thing to do? Or let
me put it in a slightly more neutral term; | caeghe challenge you have with the
word “dishonest”. Is it your view that notwithstiing that all of these things were
known, there wasn't a recognition that what NAB wlagng was wrong?---No, |
think what I'm saying is that the first we knewghwvas an issue, ie, we were doing
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something we should not have done was when we draglaints. | don’t believe —
now, I'm not agreeing that this is right but I'msjusaying that you've taken to three
logic data points and when you look at them youy &, | can’t disagree with that,
but I don’t think it was like, “Okay, we're going transfer, we’re going to not have
advisers, we should turn it off.” | don’t thinkdgfe was someone sitting there
thinking we should do that. | think it was a begsentation report. It will have lots
of people in it, it's a pick and drop into MLC.’dtan operational error and oversight.
Poor process design and probably the wrong — yowknot the right capability.
That's where the mistake was made, Mr Hodge, buagn't let’s do it and see if we
can get away with it. 1 don’t think that happersgdll. The first issue that pops up
is we have a complaint and then | think we’ve tiie@ct reasonably quickly after
that.

Now, what has now happened is that you've introddoag-term controls, including
automatically switching off ongoing fees?---Mmm.

That'’s right?---Yes.

And there has also been what | think you termedali?e controls have been
introduced to try and identify if these events@aagain?---Yes.

And when you — I'm sure you agree, these are, withitsy might be prudent, they're
steps that are reactive to the fact that the eveas already occurred. Do you
agree?---Yes, | do.

And do you wonder why it is that those types oftoals weren’t put into place in the
first place?---Yes.

And do you have an answer?---Well, | think — sorhevluich I've already said in
earlier conversations with yourself and the Comiores about this was a separate
business. It was complex. It had legacy systelinsasn’t integrated into the bank.
And | — | don’t think one of the things we’ve begood at, Mr Hodge, in the bank or
in NAB Wealth has been, you know, controls. | kwwe're getting better but | think
at this time — go back to 2015, | think we — yowknwe weren't - - -

2015 is when it was discovered?---Yes. The pepitat to that, '12, was it, '12.
Yes. So | just think the control piece and theomation of it, that's where we're
trying to push into now is to have far more readlligntified controls owned by the
first and second line that are funded and automated | think — | think perhaps you
want more discernment and challenge in the proc€ksre would have been
someone here who probably should have thought, gHeniet me raise this with my
supervisor because this is not what should be mapgé So | think there’s a range
of — that's a cultural point, this last one. Amheémn manual processes in complex
systems with segmentation reports in Excel spresetshor whatever it was, | mean,
that's a recipe for mistakes. So automating césitiat are robust and tested more
regularly, I think, are where we’re going now. Att@t’s a good thing.
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Presumably, another way of fixing the problem tapst occurring in the first place
would be to simply not have ongoing service fee$hat — that would be a dramatic
way to fix it.

Well, it may or may not be a dramatic way to fix it would be a way to fix
it?---Yes. Well, we shouldn’t — the problem herasn't the fee, though. It was the
fact that we didn’t have proper controls aroundaug called MLC Direct that
should not have, because that's a general advieesgit wasn't so much the fee
itself. | mean, you could extend your logic into--

THE COMMISSIONER: What do you mean by that, Miofiburn, it wasn’t the fee
itself? The fee was charged for something thanwa®ne?---Yes.

Yes. What do you mean by it wasn't the fee itseff¥ell, | think Mr Hodge’s
guestion was, well, you could solve this whole ghiny just not having any fee at all.

Yes?---And | think having fees for certain servitiest you're clear with your client
around and then are provided is a possible veitifggte commercial activity that a
bank could do. That wasn’t the issue. The issagwe did not have sufficient
controls in place to ensure that when the fee shioave been turned off, it wasn't.

Well, let me put that proposition in other wordehe other words are that this money
fell into the pocket of NAB accidentally. Isn'tahthe proposition?---Well, | can’'t
disagree with that, Commissioner. Like — it wasnténded to be ours but it became
ours. Yes.

Yes.

MR HODGE: One of the reasons — or one of the dmmehtal issues is, isn't it, that
the relationship between the fee and the servicesmalisconnected that it was
possible that you would just keep charging feehauit actually providing a
service?---Could you just say that again, Mr Hogdease?

Well, if you think about it, if you provided a séte and then after you provided the
service you invoiced the client - - -?---Yes.

- - - for the particular service that you had pd®=d, then this issue wouldn'’t
occur?---Yes.

That is, if financial planners effectively operaté@ every other
professional?---Yes, | can see why you say that.

And hence, the reason why | wonder if financiald ygree that financial advisers
ought to be professionals?---Well, | think they prefessional, in a sense, it's a
matter of how you define what is a professionhirk there has been a lot of work
done in the — in — there’s a number of — many geyd financial planners who have
excellent accreditation and professional qualiitcag and take long-term views with
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their clients. | think — so | think it has gradydbecome professionalised. If you go
back, | don’t know, 10 or 15 years ago, many camtenblife insurance and were
commission — it was a commission system. | thiekwe gone a long way since
there but clearly there needs to be further improvas.

In the past financial advisers were effectivelyisirbution network for insurance
rather than financial products?---Yes.

Do you agree?---Yes.

And what has changed — what has fundamentally @dhrag least with FOFA, is
that they’re not supposed to be a distribution oektvany more?---No.

They’re supposed to be a professional, like anatamt or a lawyer as a
professional providing independent advice to antfe-Yes.

And those types of professionals, ordinarily the/wawhich they operate is they
provide a service. After they’'ve provided a seevikey charge for that
service?---Yes. Yes.

They don’t have ongoing fee agreements where maomtie small percentage of
somebody’s assets gets debited and transferredmtes professional?---Well, that
latter bit shouldn’t be happening, because it'safbr service. It shouldn’t be a
commission, like based on assets, but your broad pba planner says they will —
well, that’s the — that’s the fee for service notithat a client and a planner would
agree a fee. And the fee would be paid by thectiethe planner for certain
activities. Now, | think we — we need to be clearthose activities, and | — | think
it's — | don’t have a fundamental problem with wihey wouldn’t pay that fee on a
monthly or quarterly basis.

Just so | make sure we’ve understood each othieereTare financial planners who
are still charging a fee for service but a fee thaglculated by reference to a
percentage of assets under management?---Yes tiratidfathered commissions.

Not — | don’t mean as grandfathered commissionat'§hust the basis upon which
their fee is calculated. Do you know that?---Y &t the move that we have led and
are working on is that there is a much more trarsgaupfront fee that’s agreed
between the client and the planner. But my — migitpgas this invoicing piece that
you were talking about, | — | don't see if the fe&12,000 a year that that could be
paid $1,000 on a monthly basis.

After the service is provided, you mean?---Wellybma— if it's an ongoing — you
know, if you're talking to your planner regularlygu know, you may go a few
months where nothing happens. You may have yawaror, you know, twice a
year consultation, but you may not talk to the pimrfor months but you may talk to
them a lot over a — if you’ve got a particular saation, you're getting a will done or
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you're setting up a new super fund or something tfhat. So this — you know, |
don’t have a fundamental problem with they coulg aathey go.

How many Australians do you think really need tgobging a thousand dollars a
month for financial advice?---Well, | obviously doknow the number, but, | mean,
| think that's a decision for individuals to mak¥ou know, a lot of people have
investment properties, they have super funds, taeyire wills, they may inherit
some money. And | think all those lead to a situatvhere you could have a
planner where there’s an ongoing fee charged ofaim@unt and an ongoing
relationship because if the planner is doing tjoddr they're really helping you. Not
just with those things but things like tax. Saihk that's a — that’s a question for
individuals depending on the complexity and théicumstances.

The problem, though, as we've discovered, is thenahe — or certainly in some
cases, the financial adviser isn't providing theviee and, nevertheless, the fee is
being charged. Do you agree?---Yes.

And that’s an industry-wide problem?---Yes.

And it's a problem that you would think has its t®m the fact that traditionally you
got paid a commission because you were part ddtalalition network, and you
didn’t have to provide a service, and now it hasrbeebranded as a fee for service
but you're still not providing a service. Do yograe?---1 can see why you say that.
| think there has been — there has been variodstewas, and | think the last one
came when FOFA came in. So, yes, | think you'ghtti There’s people
transitioning in mindset. | think a lot have pregsed very well and there’s some —
some that haven't, and that’s not a good thing.

And in addition to the two events that we've talledmbut, the MLC Direct event and
the fees charged to deceased estates, there IBdhder issue across both NAB
financial planning and also your licensees whees teave been charged by the
advisers but the services haven't been provided?at:s right.

And at the moment, you still don’t know the extehthis issue within either NAB
financial planning or your advice licensees?--thikhwe’re more and more confident
about the NAB FP side, Mr Hodge, the aligned adsiseagree with your — your
proposition there.

In relation to NAB FP, you've agreed on a reviewd aemediation program with
ASIC?---Yes, we have.

And under that program, you will be going back &sting for all of your ongoing
service agreements whether or not the services pvexgded to justify the retaining
of the fees?---Yes. Although the first 33,000te# 80,000-0dd that we’re looking at,
we’re not really doing that. We’re just paying aymg the fee back. And that will
be done over the course of the next few months.
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And is that 33,000 because you don't have recoréngagement between the
financial adviser and the client or because it'saust effective to review whatever
the arrangements were — whatever the records dréf?rk it's probably both.

And | think what we've — | think what you've agreedth already is that if a
financial adviser retains fees when he or she bapnovided the services that were
to be provided for those fees, that that is disktthe-Well, only if they know.

| understand?---If they know and they don’t do &myg about it, dishonest, yes.
We're talking about something slightly differentRight. Sorry.
| understand the point you are making?---It's therdivthat’'s getting me.

Yes. When we were talking about dishonesty beftineught that your objection
was to it being applied to a situation like the MD@ect situation or the deceased
estates situation because you thought nobody mayihtended that result?---Yes.

That was the point you were making?---Yes.
If a financial adviser - - -?---Right.

- - - charges fees to a client and they havenided the service, but they retain the
fees, do you think that's dishonest?---Do they kAow

So it’s if they consciously know they’re not prowid the service, then it's
dishonest?---Yes. That's - - -

All right?---Yes. Yes.

And what about if they just don’t care whether theyroviding the service?---They
don’t care?

That's right. They're indifferent to it in the semthat they have no system for
checking whether or not they provided the servicg®ell, that's — that’s — that’s not
dishonesty, that’s just professional negligence.

| see. And do you think that at a minimum, if ankdike NAB owns an advice
business and has authorised representatives aygtatier licensees that it owns,
that it ought to have sufficient systems to prewiisionesty, that is, dishonesty of a
financial adviser retaining fees without providitng service and knowing they
haven't provided the service?---It was going solwbe word came back, dishonest.
So | just want to try and answer it, Mr Hodge, hyiag the — the licensee is required
to do certain things. The adviser is requiredda@ertain things. And they’re sort of
two separate things because they’re two differenttions. And they're sort of two
separate things because they’re two different fanst And so it depends on, you
know, where the primary fault is. Is it we don&ve systems to be able to identify
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the fee that's being charged for what, and | thirkdo have some complications in
our fee and commissions systems, or is it thapthener themselves who'’s not
fulfilling what they should do as per their ongosgyvice agreements. Now, if
they're — if they're doing that, if they’re not @ag about that, that's the professional
negligence | talked about, but | — | don’t thinkdon’t believe in this broad case it
was dishonesty.

The advice licensees or the two advice — four adigensees that NAB owns, they
ordinarily deduct the fees from the members. # tight?---Yes.

And then they will remit - - -?---Yes.

- - - presumably some amount, some proportion agatfees back to the
advisers?---I think that’s the way it works, yes.

And one of the problems that NAB has now in relatio its advice licensees is that
they have inadequate records to be able to deterwliether or not the services
were actually provided?---For — for the advice isees?

Yes?---1 think that’'s one of the issues, yes. inkiwe’re going to be working
through that now to — to find how — how big thabldem is. | don’t think it's the
only issue we’re dealing with in this case, butihk that's a fair proposition.

And it’s, to be fair, not just an issue for younkait's an issue for other banks and
AMP as well that they don’t keep — or haven’t kesatords of whether advice or
service was provided by the authorised represeatfti--Yes.

And on its face, one explanation for that wouldnsee be because, to just take
NAB, you weren't interested in whether the servioeadvice was provided?---|
don’t — | don’t agree with what you're saying but-

I’'m not saying that’s the explanation but that'sarason why it might have
happened is because you don't — you just didn&2arYes.

Do you agree?---That’s potential. Yes.

And is there another potential explanation that gan think of?---Well, | think

when we started this we wanted to move to a maresparent fee for service for
clients, so that they could choose that. | thimkimplemented that poorly, Mr
Hodge. | don’t think we had proper controls. Maww, we didn’t digitise files, we
didn’t fully track the advice that was being giveind there was a lot of change and
still is between commissions and fees, and in #se ©f aligned planners, not just
MLC products but other products. So it's a mormptex case and platform, and |
think that's probably the other reason, a combamagf not digitising, not tracking
and reporting, and multiple platforms with comnoss and other people’s products
in there. And | think those are the other thressoas that | — | would offer.
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Those reasons don'’t really seem to be reasonsy Sdem to be the things that
happened. That is, you didn’t digitise them, yaind keep records of advice. You
were operating multiple different systems and platfs for the payment of
grandfathered commissions and ongoing service fedsam.

I’'m interested in understanding why you think thesere the things that happened.
And I've suggested to you one possible explanatidrch you've agreed is one
possible explanation. I'm interested in whetheu ylank there’s another possible
explanation?---Well, not apart from what | saiahn I5orry, because | see those as
things that happened, that if they hadn’'t havejsbee would have been — arisen a
lot faster, and we could have dealt with it fartéet | think the only other reason |
can think of — could you just ask your questioniagslr Hodge, just so | can see if |
can be precise.

Can you think of another reason why it is that gain’t keep adequate records
- - -?---Right.

- - - of the provision of the advice?---Well, thew, those are the reasons | would —
that's my — that’s my best answer.

| want to move then to another topic, which is texdato this, which is how you've
gone about handling the remediation of the ASFsd Bthink you agree that it has
taken too long?---1 do.

And the timeline, as we understand it, is that AB&d made an initial request for
NAB to review all of its licensees and NAB finang@anning for ongoing service
fee issues in June of 2015?---Yes.

And over time, NAB has put forward various propsdal ASIC as to how it might
go about doing that?---Yes.

And one proposal that was put forward at the er@2Dd6 was that there be a review
and the adviser would be required to point to deraif service?---Yes.

And ASIC rejected that proposal?---Yes.

And the second proposal put forward in about De@¥b2016 was that NAB
would assess whether there had been a fair excluingdue?---Yes.

And ASIC rejected that proposal?---Yes.
And ASIC said that it would like NAB to be ablegapply direct evidence that each

service outlined in the ongoing service plan age®mwas provided every year for
every customer that was charged?---Yes.
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And a third proposal was presented by NAB in JWlg 2which was, | think, loosely
termed or referred to as the ongoing service glaciYou're aware of that?---I'm
not so familiar with that.

There was a proposal put forward in about mid-20&7 still wasn't in accordance
with what ASIC wanted?---Yes. Yes.

Then in October of 2017, ASIC sent NAB an outliiesespected offending?---Yes.
Did you read the outline at that time?---Yes, Idid. Yes.

And did you form a view at the time as to what NalBuld do?---Differently?
Differently, you mean?

Yes?---Well, | think it was — it probably wasn’tetlspark of change that it should
have been, Mr Hodge, in hindsight. And, you kntivere was a lot of
correspondence from ASIC and other regulatorsl tBimk we should have used that
as more of a — we should change tack here. Ama't think we did enough.

Well, what happened once ASIC effectively put forvehis outline of suspected
offending, was that it was then treated as nowritasilegal issue involved?---I
don’t — I think one of the — one of the issues phif in hindsight is maybe we
didn’t have enough legal resources involved befaneh | don’'t know whether it
escalated particularly after that letter.

Was it the outline of suspected offending that thestrigger for Ms Cook being
asked to step in and become involved?---What wabat was the date of that? Was
it October '17?
Yes?---Yes, it could — it could have been, yes.
And - - -?---l just can’t — can’t recall the dethilt it's logical.
Well, and then — and maybe to help orient you,warbring up
ASIC.0039.0003.0543. So this is a letter sent ByAto Ms Cook on 3 November
20177?---Yes.
And you will see what's said in the first paragragiter dear Ms Cook:
| understand from your conversation today with Niullaly that you have
recently assumed responsibility for NABs discussieith ASIC regarding

NABs fees for no service and related matters

Does that help you at all to just fit together tingeline as to when - - -?---Yes, it
does help, yes.
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All right. So at that point then was the situattbat Ms Cook was responsible as the
senior executive for dealing with ASIC but Mr Haggentinued to have a business
responsibility in relation to the remediation pragr?---No. My understanding was |
wanted Sharon to — Sharon Cook to be more invdbeaduse she was — one of her
roles is chief legal counsel. She was relatively o the bank. And I just thought
that combination of the outside in and the leg@lestise would bring more sharpness
to it. But this had been going on for quite a ldinge. And it had been led by the
NAB Wealth business all the way through and | thimit's appropriate. And so |

still saw the NAB Wealth business, particularly Aexy Hagger, as having the
primary lead on it.

But not the lead for the discussions with ASIC?esY | think the way that worked
in practice, though, was it probably still did conke like that. So | — | can — you
know, this — between here and April, there was, krmow, | — | think in hindsight |
should have given it more clarity, but the way d@ried in practice was it was still
led by the business and — and Sharon Cook, if ieu\was the challenger, and the
legal expertise on it to see if we could bringpithead quicker.

Now, this letter — or one of the things that tledr says is that NABs approach to
remediation is out of step with some of its majeers that have reported fees for no
service failures, and are close to finalising tloeistomer review and remediation
programs for these failures?---Yes.

And did you see this letter at the time it came-khZhink | — | think | would have,
yes.

Were you aware that NABs approach was out of siépit8 major peers?--- wasn'’t
— I wasn’t, Mr Hodge. | wasn’t aware of the detdiit. | mean, | — I wish | had got
a bit more involved to get on top of this quick&ut | delegated this and it was one
of the many things that we were working througld arso | didn’t really — that — if

it came out to me in the letter, | didn’t interrég@ to say who and why and how and
what should we do. | didn’t do that.

You will recall the question | asked you earlieisttnorning about NAB having a
culture of being ethical?---Yes.

When you reflect on the fact that the other ban&sewemediating these fees for no
service issues in a way acceptable to ASIC but NvaB not, does that tell you
anything about NABs culture of ethicality?---1 dan’t feel you can draw that
conclusion, and that link between the two, becauas't think we were — we were
wanting to be unethical, or we were being unethitalur dealings here. So | don't
think — and also, to flip it the other way, I'm rare our competitors were being
more ethical because they had managed to condiedef¢es for no service
program.

| see. And then — Commissioner, we don’'t neeé@malér that letter. It has gone into
evidence in round 5. Then if we skip forward abioreg months in a letter dated 13
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April 2018, Ms Cook made a further proposal to A&iCelation to remediation.
You're aware of that?---Yes. Yes, | am.

And we can bring that up. That's ASIC.0039.00027If we just go over the page
we should see the letter. Sorry, two pages. NogvCommission asked you a
number of questions about that letter which yowened in your witness
statement?---Mmm.

And perhaps just given the time, | will just askuygme general questions for the
moment. Do you think — obviously now with the binef hindsight — that that
letter should have been sent?---No.

And | take it it follows from that that you thinkat the proposal that was put forward
in that letter is not acceptable?---That’s correct.

And is not consistent with the values or purposeision that you have for
NAB?---Yes. That's — that’s correct.

And the particular issue is in relation to how pi@FA clients were to be dealt
with?---That'’s right.

| think you probably don’t have any concern wittwhpost-FOFA clients were to be
dealt with, and, in fact, ASIC — effectively, thathe methodology that’'s being used
now?---t is, yes.

So the issue with pre-FOFA clients was that rathan reviewing whether or not
you had actually provided a service to them, thewla/ have to come to you and —
after your invitation and attest to you that theyl Imot received a service?---That's
right.

And then there would be further steps that you wahleck to see whether you had
some evidence that the service had been provid@tiat’s right.

And the justification — or a justification that waBered for this was that NAB had
moved early to using — moved early away from pammissions to ongoing fee
agreements?---That'’s right.

And your view that you explain in the witness -your witness statement is that you
don’t think that that was an appropriate justificaP---That'’s right.

And have you always held the view that that wasamoappropriate
justification?---No, | haven’t — well, | — it's - has been since that letter and what
has transpired that has caused me to look at igarzhck through the history to try
to understand what we were doing and why we weggdb But to answer your
guestion, Mr Hodge, | — | — at that time, you kndwljdn’'t have a particularly
different view. | — I delegated it and | had lgfat that, but now | go back and look
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atit, | —and as | said in my witness statemehink the pre-FOFA piece was not —
was not a justifiable argument.

Well, you aware of it at the time that that wasjimstification, weren’t you?---Well,
if you go to the letter, yes.

I’'m sorry, what do you mean — do you mean if yooklat the letter?---Look at the
letter, yes.

And you looked at the letter at the time or youio# sure?---No, I'm not sure
whether | saw it before it went but | can tell yidu accountable for it.

What do you mean by that, that you're accountadrét?---Well, | am the CEO of
the company and that has gone under our letterhead.

| see. Can | show you a document. Can we brinjAiB.006.041.0387_E. These
are the minutes of a meeting of the NAB board cisknmittee?---Yes.

And you will see they’re the minutes of a meetimg3® April 2018?---Yes.

And you were present?---Yes, | was.

And Mr - is it Gall or Gall?---Gall, yes.

The group chief risk officer was present?---Yes.

Mr Hagger was not at the meeting?---That'’s correct.

And he never joined the meeting, so far as we ei+t+-Yes.

Ms Cook joined the meeting. If we go to page wefgo to page 3 of the document.
We see at the bottom of the page, just before 38,20ls Cook joined the
meeting?---Yes, yes, | see that.

And this was concerned with adviser service feeg@s.

And there was a paper that Ms Cook presented tmtag status of ASICs
investigation into the fees for no service issue'®s.

And we may need to look at that paper after lunahifove just go over the page,
you will see there’s a reference to the fact thaté¢ was a proposal submitted on 13
April 20187?---Yes.

And then what's recorded in the minutes is:

Management remained of the view that its indugtagling position in moving
away early from commission-based remuneration éwisers prior to
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implementation of the FOFA reforms should be takémconsideration
when compared to peers.

?---Yes.

And it would seem then that this particular jusatfion that you, | think, regard now
as inappropriate was something that was speck¥itatiught to the attention of the
board risk committee on which you were present@@gril 2018?---Yes.

And | take it you don't recall any challenge tottpeoposition?---I — no, | don’t
recall, Mr Hodge, no.

And it didn’t strike you at the time that the pawmit was unacceptable?---Well,
something had happened in between the two, betd@épril and the 30 where a
movement was changing. Would you — would you fii@to say what that was?

Yes?---I met with Mr Shipton, ASIC Commissioner.y first meeting with him.

And — on 26 April — and he made it very clear totima, you know, things in this
respect were not good and that they had been vemppbinted with the legal
technical way that we had tried — not tried — wd baen dealing with this matter.
And, you know, that was important for me becauslly — it was the first time |
met him and | remember the conversation coverashaber of aspects but |
remember this one. And, again, | walked out thigkive’ve got to do something to
change the course here because that’s not — tiaitthe reputation we want. That's
— so whatever we’re doing it's not working. Anceimember talking to Sharon Cook
after that meeting. So it may have been priohi®meeting or just around it to say
that | — | wanted her to take sole — primary resjiality to conclude this matter with
ASIC. And so — whereas the business had beemigédihat | wanted to be very
clear unequivocally that | wanted her to take itvard and conclude it as quickly as
possible.

Is that a convenient time, Commissioner?
THE COMMISSIONER: Yes. 2 pm.
MR HODGE: Thank you.

THE COMMISSIONER: Can you be back at 2 pm, pled&e
Thorburn?---Certainly, Commissioner. Yes.

ADJOURNED [1.03 pm]
RESUMED [2.00 pm]
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THE COMMISSIONER: Yes, Mr Hodge.
MR HODGE: Thank you, Commissioner.

Mr Thorburn, before lunch we had been looking atrtfinutes of a meeting of the
board risk committee of 30 April 2018. | mightjasnder that at this point,
Commissioner.

THE COMMISSIONER: Minutes of NAB board risk conttee, 30 April 18,
NAB.0060.041.0387, exhibit 7.83.

EXHIBIT #7.83 MINUTES OF NAB BOARD RISK COMMITTEE, 30 APRIL
'18 (NAB.0060.041.0387)

MR HODGE: Thank you, Commissioner.

Now, Mr Thorburn, | wanted to ask you some questianout what you've said in
your statement about this letter so we might btived up. Can we bring up page 64
of Mr Thorburn’s statement, and begin with paragrap9. If we go to the next
page, where paragraph 219 is. And so in answétm@ommission’s questions,
you said that you had reviewed this letter from N#SBASIC dated 13 April 2018.
And you have discussed it with both Ms Cook andHdgger?---Yes, that’s right.

And when did you discuss it with Mr Hagger?---Weill particular, leading up to my
witness statement. That's in particular, yes.

So this is after Mr Hagger had left the bank. hit tright?---No, it would have been —
it would have been before, Mr Hodge. It would haeen prior to 1 October. | think
| would have had the discussion with him. He widkis the bank.

What was the date that Mr Hagger departed?---W#link we did a — a handover
from 1 October with the new leaders, but he dithgtve until 14 November.

All right. Do you — the witness statement that'yeyprepared, you were sent the
Rubric on 16 November 2018?---Yes. | can't rettadl exact date.

I'm sorry?---Sorry.

That might have been the date of your statemepur ¥raft statement was 16
November 2018?---My witness statement?

The draft witness statement?---Yes, yes.

And | think you had the Rubric for about a weekdre?---Yes.
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Or a bit longer. And that would have been in edlbywember then that you received
the Rubric?---Yes, probably — that’s probably righgs.

But you discussed this issue as to who had manageesponsibility, did you say,
before 1 October?---Sorry, was your question thiterdef 13 April?

Yes?---When did | discuss that with Mr Hagger?

Yes?---Well, you recall, as | — as | said, thasked Sharon Cook to take the lead
role to resolve this with ASIC. And I think | hadconversation with Andrew

Hagger at that time about why | wanted it to happetiink there was a letter from
ASIC dated 9 May that came in. So, look, that iasur conversation about they
clearly were not happy and we needed to resolvAriid then | really thought about
the letter, Mr Hodge, in the context of the Rulwviten | was asked to reflect on what
did | think of the letter. And | — | suppose | jukought about it a lot then when |
read it a few more times and | thought about whaaiplened since and why it took so
long and the tone of the letter and things like.tha

So the thinking you did about the letter was preidamtly done - - -?---Yes.
- - - after you received the Rubric?---Yes, yes.

But the discussions that you had with Ms Cook amdHslgger about the letter, they
occurred earlier?---Yes. That's right. And | adty think it was less about the
letter, Mr Hodge. It was more about let’s get tigisolved.

| see. And you say in your statement that Mr Haggges the person who had
management responsibility for this issue at thee tihe letter was sent?---Yes.

And management responsibility means what in thigeoxd?---In this context here,
219, if we go back to — Mr Hagger was — had managemesponsibility for this
matter in the business sense, ASF, fees for niceertHe had a lot of that contact
and — with Mr Kell and others. So | saw him aspkeson who was still carrying
forward this issue in a — in a management senkaro8 Cook was clearly involved,
but, if you like, in that period up until the enflApril, she was secondary, if you
were to call it that — if | could call it that, the matter.

She had the primary responsibility, though, forlisgawith ASIC?---Yes. But that's
where | said before lunch, you — you read the -dtter and the minutes and you —
that's what it said, but | was saying in practicepractice, between November and
April, Andrew Hagger really was the person dealwith ASIC on the matter. And
that's why | said | — | could have made that ackeétarer to my people who | wanted
to, you know, resolve it, because Mr Hagger cantedresponsibility in practice.

| see. And you have asked Ms Cook about whatrivelvement was?---Yes.

And | think you did that - - -?---Yes.
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- - - in an email?---1 did that in an email - - -
I’'m sorry, you might have asked her orally and teba sent - - -?---Yes, | did.
- - - you an email?---Yes.

If we bring that up. That's NAB.186.012.4999. Y& asked her some time before
7 September - - -?---Yes.

- - - about her role?---Yes.

And - - -?---Yes.

- - - this is her short note of her role in the A&fgotiations?---That’s right.
And her simple point, as she says, is that she:

... did not assume either responsibility for or @actability of our negotiations
until after we received the cranky letter from ASi&led 9 May 2018.

And you've accepted that?---1 accept the — theressef that, yes. Yes, | do, Mr
Hodge.

And I'm just trying to understand, in your own mjritbw does that fit with the fact
that since November of 2017, the correspondendéntitgabeen occurring has been
occurring between people from ASIC and Ms Cook?---Yes.

- - - from NAB and that also, just so you can hailef these things in your mind,
that is Ms Cook who is presenting or sponsoringniamagement paper that’s
coming to the board risk committee about the nagjotis for the board risk
committee’s meeting on 30 April 2018 and that Ms Cook who is appearing at the
board risk committee meeting and presenting onstige. And that Mr Hagger is
nowhere in sight?---So, clearly, they — the twah&fm are — were both important
leaders in this resolution and taking it forward gmobably dealing with ASIC. But
as | saw it, Andrew Hagger had the primary respmlityi for dealing with ASIC on
it, Mr Hodge, like the conversations that were l@appg. He had relationships with
particularly Mr Kell, and so often there would beanversation there about this
matter. Because | think Andrew was trying to miave a conclusion, and he was
talking with Mr Kell about that from time to timd.don’t think Sharon Cook was
doing that. So Sharon may have been — had a yaueknow, official contact with
ASIC and would be the subject of official lettdosit in terms of — and whilst they
worked together, in terms of calling the shot, nfidy say — like about what should
we do, and is this pre-FOFA piece possible, and/loat basis would we feel it's
possible, that was based on a conversation thatefwindad had with Peter Kell, and
he felt that that was possible. So that's how ulde@xplain it. The two were
working together. They were both in the mix heharon was the official person
with ASIC, and that's where the letters were gdimdout, really, the management
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responsibility for saying how could we concludestand on what terms, that was
mainly done by Andrew Hagger.

And this was known to you in April of 2018, was-#t®Was it known to me? |
suppose | saw it, that's the way it was workingiactice. Yes. And Mr Hagger
had had primary carriage of it for some time, ardybu know, | had delegated that
to him, had confidence in him. He — he was — yoovk, | feel had the right intent to
try to get to a conclusion. So that had — you kneewas mainly the person who
would speak to it about what might be possibleair iHe was the — so, yes, it was
known to me in that sense. Now, if | had have dgtoack | would have said hang on,
let’s be clear here. Who is the one person I'ndimgj accountable for resolution,
and that was probably, in hindsight, my — my ebecause | should have made it
much clearer, although Andrew had — carryingtitwas probably sensible in the
sense that he had a lot of the relationship anthcband history on the matter.

So Mr Hagger was the one who would speak to iataspril 2018?---Well, if you go
back — certainly in our management meetings, wiver@ave our executive
committee meetings Andrew would be — because heheadorking knowledge of

it. And he was in the business, he knew the détaiknew the history. So he would
speak to it in that respect. You are calling o particular point where he wasn'’t
there. Often he would be. So I'm not sure that ¥ea a particular exclusion reason,
that 30 April one, Mr Hodge, | — but in a — in ayeta-day sense he would be
speaking to it and probably be the best informekhtmv where the discussions were
with ASIC.

But the paper that was presented — perhaps wérnivily that up. So if we go to
NAB.006.023 .0062. I'm sorry, Commissioner, | tenthat email.

THE COMMISSIONER: The email of 7 September '180K to Thorburn,
NAB.186.012.4999, exhibit 7.84.

EXHIBIT #7.84 EMAIL DATED 07/09/2018, COOK TO THORB URN
(NAB.186.012.4999)

MR HODGE: So this is the memorandum that wasgmexgbfor the board risk
committee leading up to that meeting of 13 ApriLl80---Yes.

And you can see, just in the bottom right corrleait it's — what we’ve seen already,

it's for agenda item 6, the board risk committ&@u can see it's page 62 of 170 for
the committee pack. And this is the memorandumthe paper providing an update
on the ASIC investigation into fees for no servie€rhat’s right. Yes.

And then if we go to the second page we see itisnsarising what has happened
and it said:
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Since receiving the legal opinion NAB has continieework on the proposed
ASF review methodology. NAB sent to ASIC its meg@d\SF further review
methodology and the proposal in relation to theulagpry response for the
ASF breaches on 13 April 2018.

?---Yes.

And then you see the — at the end of the docurmémre it has “proposed by”, it's
somebody from dispute resolution and regulatorgstigations. And the person
who supports it is Ms Cook, the chief legal and owrcial counsel. And it’s the
person who supports it is — a paper of this typethe senior executive who's
responsible for it. Is that right?---Yes, it is.

And it's — again, | think what I’'m struggling wiik as you recall it now, you think it
was Mr Hagger who was actually responsible for mheit@ng what the methodology
was and driving that, but Mr Hagger wasn’t repaytia the board risk committee; it
was Ms Cook. Is that right?---Yes, that'’s right.

And that it was — | think what you were saying @iiyre attempting to sort of take

the criticism upon yourself to say it was just waclwho you had put in charge of
this?---1 think | could have made it clearer. Yimow, there is that saying
everything’s leadership’s fault. So I'm the lead#mmately. These two people
reported to me but | think in practice | saw Andrigagger as having the relationship
and the knowledge of the issue. So what Sharok @@as doing here, | think, Mr
Hodge, was giving an update to the board in a -eragerocedural way. The specific
decision — or the letter of 13 April, the speciiiece around pre-FOFA, your earlier
challenge, | think that was based on Andrew’s lhéfiat in discussions with ASIC
and specifically Peter Kell, that they were opethis approach. Now, | also think

in hindsight that was incorrect anyway. Leave asithether it was — we were
encouraged to or not. So it's that sort of coraeos and that sort of relationship
that was being brought into the room where Shamok@nd Andrew Hagger and
others were, in the bank, senior people, considehis. So my point is Sharon was
clearly giving updates to the board. She wouldehasen knowledgeable about it,
she was giving — it was more a procedural updétbereas the specific piece around
pre-FOFA, that bit in the 13 April letter, | thinkat was based on Andrew Hagger’s
belief and recommendation which Sharon ultimatelyeated, was that there could
be a pre-FOFA, post-FOFA distinction.

And what is the basis for your belief that thatlsathe source was of this pre-
FOFA/post-FOFA distinction, that is Mr Hagger ansl tonversations with Mr
Kell?---1 think it was based on — | think conveisas that Andrew Hagger had had
with Peter Kell to try to - - -

I’'m sorry?---Sorry, was - - -
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| think we’re at cross-purposes. How is it thatiymve come to know that that’s
how it came about?---Because | think | subsequexgtked the basis on which we do
this pre-FOFA/post-FOFA distinction.

When did you do that?---I — | can’t recall, Mr H&dgorry.
If we go back to your witness statement and bripgpage 64, paragraph 220?---Yes.
And do you see the first part of that says:

The remediation methodology set out in the let&s advocated for by Mr
Hagger, following discussions he had had with MH KeASIC.

Now, | understand we, that is, the Commissionert aenotice to produce requiring
any documents to be produced recording Mr Haggescating for the remediation
methodology set out in the letter dated 13 April@s referred to in paragraph 20
of your draft statement. And no documents werelpeced. Are you aware of
that?---No.

Does it surprise you that there would be no recdfdr Hagger having advocated
for that?---Yes, | could — yes, | could see — beeahere would have — you know,
there would have been a group meeting on thimait not have been minuted. If it
was minuted, | would expect — if there was a midutem, if there was a record of
the meeting | would have expected that, but iféleeno, you know, particular
meeting where that was decided, then | supposkettiee itself is the record of that's
what we wanted to do.

Yes. It's the record of what you wanted to dds ot the record of Mr Hagger
being the advocate for it, is it?---No.

And then if we then bring up paragraph 221 of ystatement. You say:

In particular, the possibility of adopting a metlmbogy that distinguished
between the circumstances existing pre and postA-de been the subject of
discussions between Mr Hagger and Mr Kell of ASiiGrpo the letter being
sent. As a result of these discussions, Mr Haggderstood that ASIC was
potentially open to such an approach.

?---Yes.

And your basis for that statement is you think sthrimg that — you recall Mr Hagger
having said or you having challenged at some editree why this was the
methodology proposed?---Well, | think — is youis-your question on what basis do
I make this statement?

Yes?---Yes. Well, | think in the — in the prepavatfor my appearance, Mr Hodge, |
did meet with Andrew Hagger, Sharon Cook and othretise wealth business to
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obviously try to understand all these matters. Aadgked Andrew specifically at

that time. And — but going back to, you know, p@$flay when we received that
letter from ASIC, when, clearly, that was — theyrevdeeply unhappy with that
particular piece, | think | did talk to him thenda8haron Cook about why we had
this pre-FOFA piece in there. So | rely on botbstn pieces. And probably more but
they're two particular pieces | would rely on.

Can we just bring up the letter again, which is @3.8039.0001.1727. And then if
we go to the top of — I'm sorry, if we look at thettom of page 1 you see this is
proposing that split post-FOFA and pre-FOFA method®s.

And then if we go over to the top of page 2. Yea the first sentence is:

| recognise that you may not have anticipated M&B would adopt this
approach for pre-FOFA customers, given the dirattod our previous
discussions.

?---Yes.

Do you find it easy to reconcile the propositioattts explicitly put in the letter,
which is that this would be unexpected for ASICthvthe proposition that this is
something that had previously been the subjecisaiudsions between Mr Hagger
and Mr Kell and that Mr Hagger understood that A8I& open to the approach?---1
think the only insight | can give on that, Mr Hodgel don’t think the letter went to
— was not sent to Peter Kell. He was copied omtiink this was to — if we can go
back, is it to - - -

Let's go back to the — I'm sorry - - -? - - - -LegiMullaly, is it?

Third page?---Louise McCauley. Yes, Mullaly — Thullaly, Joanna Bird and

Peter Kell. That’s correct. | think Andrew Hagdexd said to me that Peter Kell had
indicated he was open to it and to make sure hecoied on the correspondence.
But | think the lead was probably from the otheo taeople on this letter. So | think
that’s the only nuance | could say in answer toryguestion about the first sentence
on the second page of the letter.

In terms of other executives that had responsjbiiias Mr Cabhill involved in the
negotiations with ASIC?---No.

Mr Gall, the chief risk officer, did he have ovenasponsibility for NABs
relationship with the regulator?---Yes, he does.h©did.

And would he have been involved in the decisiogsréing what methodology
would be put to ASIC?---1 think it's unlikely.
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Ms Cook was the executive accountable for rememtiat that time? Is it the word
accountable you're laughing at?---No, now you'reremediations as opposed to
negotiations and discussions with ASIC.

This is about remediation, isn’t it?---We hadn’tegd the terms.

| see?---We're trying to agree the terms. It'sriglka long time but we hadn’t agreed
the terms. That's what we're trying to get to here

Yes?---So perhaps — do you mean who'’s accountablé — the — to get the
agreement?

Let’s take remediation. Who was accountable foradiation at that time?---Well, |
don’t think we had formed formally the centre otebkence for remediation. And
that's what Sharon and one of our senior team I&wnow there’s accountability
that Sharon Cook has for remediating the customefS$F and other material
programs. As well as the business. So our prehlaiscussion, Mr Hodge, about,
you know, there’s always the two groups, so — arén Cook clearly has
accountability for that now. But I'm not sure hist point whether — | can’t — | can’t
recall the date. It may or may not have. | démitk so. That went subsequently to
the — to the board.

One of the things you say in your statement is ti@froposal represented a good
faith attempt by NAB to resolve its dispute witle tregulator and remediate
customers appropriately?---Yes.

Is that still your view today?---Well, | think I'veaid things in — in here, Mr Hodge,
about the pre-FOFA piece, and about a couple efeates to tone. | — that’'s how I
stand on those. What | was trying to say herghak Andrew Hagger and others
did believe that this was a possibility and werenacin good faith. It — that's the
piece | was trying to say. Now, | think in hindsigt wasn't the correct approach. |
believe that. But at the time, | think Andrew Haggvas trying to work through a
complex issue in dealing with the regulator anéhtyyto conclude. He had — he had
the right intent. That'’s the good faith piece. yau — do you see my distinction
between the two?

Yes. By the time this letter was sent, ASIC hadady told NAB a number of its
approaches were not acceptable, including an oppjimoach?---Yes.

And can | suggest it's obvious, isn'’t it, that if adviser has not provided the
services promised under a contract, they shoulthcethe fee that has been
charged?---Well, you're right. The onus is on sidtee provider, that if we say to a
client we're going to do certain things, we shodddthem and we should be able to
prove we did them.

You know — and I think this is something that yoa particularly willing to
acknowledge was mistaken — you know that thisretiieempts to justify treating
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pre-FOFA customers differently on the basis thaB\2duld have just kept them on
commission-paying arrangements. That'’s right?-atBh- that’s the argument in the
letter.

Yes. And you agree that's unacceptable?---Yes.

And can | suggest this to you: it's beyond simphacceptable. It's absurd for NAB
to be suggesting that it would not simply refune tkes that it had charged for
services where it had no evidence of having pralitiese services, on the basis that
had it just stuck with commissions, it could haepkthe money without having to
provide a service?---Well, absurd — absurd is thedwou’ve used. | mean, | think
when you look back on it, Mr Hodge, | acknowledge got this wrong. | think we
were — we were trying to — we had the right intéuot, it — you know, we — we were
looking at it too narrowly and too technically, amace you look back on it you see
it's a very — it's obvious — there was a lot of q@exity. | think that’s the other
thing. We were dealing with 85,000 customers. M/back to '09. You know, it
was — it was a pre-FOFA/post-FOFA world. Leavihgttargument aside. It was
one of the most complex things we’ve had to fate.iBut | think when you look
back on it now we could have resolved it a lot garc

THE COMMISSIONER: Why was it so complex? Whatviteabout it that you
say was complex?---Well, Commissioner, there wag8®&bclients. They're - - -

That's big, rather than complex, | think?---Welietfiles would have — were
complex. What we’re talking about here is finaheidvice on complex matters for
people. It went back to 2009. We had had a nurobleraders involved in the
business over that time. By the time we cameatiyréace into this, it was — a lot of
those had left. We didn’t have very good syste@mnmissioner. We couldn’'t —
you know, we didn’t have digital — digitisation dikve do now, we had to go back to
hard copy files and couldn’t always find them ahne &dvisers had moved on or the
NAB FP planners had moved on and we couldn’t alwWasthe file. So it — it — it
was big and messy and complex. And I'm sorry altloat, because that's — that's —
that’s not good enough on our part.

MR HODGE: The other fundamental issue with it \trzest there was a revenue
issue, wasn't there?---Yes.

And can we bring up NAB.030.002.6347. This is amaeandum for the board
summarising material regulatory engagement for B 2016. And if we go to
the third page of that document. You see it's psagl by the general manager of
regulatory strategy and affairs and supported bygtioup chief risk officer. Do you
see that, Mr Thorburn?---Yes, | do.

And then if we go back to page 2, we see in thedtaidf the page a section which is
Adviser Service Fees?---Yes.
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Summarising the — at that stage where the negmigtivere at, NABs proposal of a
fair exchange of value, and that ASIC had saidesn’t customer centric and not
acceptable. And you see NAB is considering itstimrsand the potentially
significant implications, including potential rewenat risk and compensation
payable under various scenarios?---Mmm.

And was that ultimately the thing that was the rablem, that to agree to an
acceptable methodology with ASIC was just goingdst the business more than it
wanted to pay?---1 actually don’t think that wae ththe reason. | don't think that
was a sort of conscious or openly discussed mafteHodge, through this. | think

It was openly recorded in a memorandum to the Baides, but you — | felt your
guestion was more pointed to were we withholdingdihd | don't feel we ever did
that. | —1feel that — | think it's a factor. fits with my first four points on my letter
to the Commissioner. And | think is ultimately whyhen we look back on it, there
were consequences applied for myself, the CFOttan@€RO, as well as others
more directly involved like Andrew Hagger and Sha@ook this year. Because
once we look back on it we say if we had have gledifunding much more quickly,
that would have — that would have opened up thsipttisy that this could be —
capability and resources could have been put tBl@wever, | do think that — that
the bigger problem — not the bigger problem, thérdaver was trying to get to the
technical conclusion about what's an offer, whes wanade, what's a review,
what's the definition of that. How do we have toye it. You know, if we send an
email to say we offer this and the client says imgthis that — do we have to go back
to them, if they reply was that enough. It's mior¢hat technical world. Now, when
you step back from it, you say, well, that's naillethe right way we should run a
trust-based stewardship business. Right. Howetleer people at the time were
trying to navigate their way through that and tiagyre in it. So I think that was the
main driver. It wasn’t this one. | don't thinkishwas a conscious, openly discussed
constraint.

| tender that document, Commissioner.

THE COMMISSIONER: And before we deal with thadite tmemorandum for the
board risk committee, has that gone in previously?

MR HODGE: | will tender that as well, Commissiongnank you.

THE COMMISSIONER: Memorandum for board risk corttee dated 28 April
'18 concerning adviser service fees NAB.006.02320@&hibit 7.85.

EXHIBIT #7.85 MEMORANDUM FOR BOARD RISK COMMITTEE
DATED 28/04/2018 CONCERNING ADVISER SERVICE FEES
(NAB.006.023.0062)
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THE COMMISSIONER: Memorandum for board materegulatory engagement,
December 2016, NAB.030.002.6347, exhibit 7.86.

EXHIBIT #7.86 MEMORANDUM FOR BOARD MATERIAL
REGULATORY ENGAGEMENT, DECEMBER 2016 (NAB.030.002.6347)

THE COMMISSIONER: Mr Thorburn, whilst we havedlon the screen and
popped out in this fashion, | direct your attentiorthe last sentence in the pop-
out?---Yes.

What do you make of that?---The last sentence?

Yes, in the context in which it sits?---Well, | +ake that, Commissioner, to mean if
we look at our small and limited peer group, someeli&e us, ie, have not been able
to reach agreement on the methodology. Now, ktthiat's false comfort. That
should not be the way we think of it now but | that the time that was — that was
noted. Whereas one had agreed to move in a meo#isgand decisive way.

The very simple criterion, the service was eithewed or it wasn't?---Yes. That's
correct, Commissioner.

MR HODGE: Do you think, Mr — I’'m sorry, Commissier, you didn’t have - - -
THE COMMISSIONER: No, go on.

MR HODGE: Do you think, Mr Thorburn, reflecting ¢hat letter of 13 April 2018
that that was an ethical approach for NAB to také®ink the — the very particular
issue there was the pre-FOFA/post-FOFA one. kithe discussions that Andrew
Hagger and others had had over time were such-thieg, | don’t think we listened
to the regulator enough, clearly, in hindsightibwasn’t as clear-cut as when we
look at it now that we said something and they esmmething back. This wasn’t
moving that quick and sharp. So | think | come¢hie point around good faith. |
believe it was Andrew Hagger’s and others inteat the would solve this. That
even these things like value exchange were whaheidlient get for it. If we
couldn’t get the specifics — like the Commissiodleallenged me on, we either
provided it or we didn’t. If we couldn’t find thagou know, is there some other way
we could look at did the client receive a servieeprovided and what'’s the worth of
that. So | don'’t think it wasn'’t ethical. | thifdr Hagger and others were truly
trying to find their way through a complex set sdues, inside and outside the bank
with the regulator. | think | — | would say thaew we haven’t shown our clients
enough respect. And probably haven’t earned thest through the way we’ve dealt
with this. | would agree with that. But | donftihk we were intending to create this
issue and to be, in your words, unethical. Nari'd | don’t. To the people — the
people | deal with, | have dealt with this on ths, Hodge, | believe are ethical
people and bring ethical principles to work.
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| don’t think | said did you intend it to be unethi. I'm attempting to assess with
you whether when you reflect on it now, regardigfisshat the intention was, this
was an ethical approach?---Well, it depends whatryiean by ethics. |1 —1don’t —
you know, that to me still comes to integrity, mtedoing what we said we would

do. And I think there was, here, interpretatiomvbht that meant. Like what does it
mean. And | think it ended up being too technaa too legal. But the way | think
of ethics, | don’t think this was unethical. | Helieve the outcome of it is that we
have not earned our customers’ trust. So maybeeveert of agreeing in the essence
of this without the specific word.

Do you think it was to set aside the word “ethicald you think it was doing the
right thing?---No.

Okay. Do you think that the fact that you are ¢wihg the right thing is something
that should have been recognised by the seniouéxes?---Yes. | —1do. Well, in
hindsight, now | look at it.

Do you think - - -?---1 think at the time, Mr Hodgthey thought they were doing the
right thing.

Well, it's not just — when we — you have a tendewtyen you've been answering

these questions to always emphasise the name Andiagger, and then say “and
others” and we will explore that in a moment. Buterms of the people involved,
the letter was sent under Ms Cook’s name?---Yes.

The letter is — you may disagree with this butbies not look like a letter drafted by
Mr Hagger?---I don’t know who drafted it.

The approach was one that you were aware of?---¥Yed.don't think | saw the
letter before it went. | was aware of the ongadisgussions, yes.

But you know that you were at the board risk corterimeeting on 30 April where
it came to the board risk committee?---Mmm.

And Ms Cook reported on it?---Mmm.

That'’s right?---That’s correct.

And this specific issue of a different approachgoe-FOFA clients justified on the
basis of NABs early adoption of fees for serviceswescussed at that
meeting?---Yes.

And Mr Gall, the chief risk officer, was there?-e¥.

And as | understand it nobody said then, “Thisasdoing the right thing”?---I'm

not sure at that meeting, but the board — the bleave challenged us on this, but to
go to your specific point, | don’t think so, no.
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Because then what changes everything is that oay@2@18 ASIC sends a letter
back which unequivocally rejects the proposal. tBhidght?---Yes, and before then
I met with Mr James Shipton on 26 April. And tleds an important conversation.

And after the letter on 9 May 2018, you then had®@d®k take over fully the
conduct of the remediation. Is that right?---Y&e finalisation of the methodology
with ASIC.

And what it seems like is that somebody lookingair statement and listening to
the evidence that you've given today might thinktthou are, to the maximum
extent possible, passing responsibility for thisMtoHagger, the senior executive
who has been made redundant and left the bartkatisvhat you are doing?---No.

And that you're not recognising that even if Mr ldag had been responsible for
suggesting this methodology, that at least thre@sexecutives who are still at the
bank were aware of it and attended the board oghknaittee meeting which
considered it, and they are you and Ms Cook whorted on it, and Mr Gall?---Yes.

And that you don’t seem to have asked yourselfjthestion why couldn’t we three
see that we were not doing the right thing?---Wehjnk — | see that now. Your
guestion is when we're in it on 30 April why coutdwe. And I think that was a
combination of reasons. So the — there was a nuaiflpeople involved, Mr Hodge.
It's not just Andrew Hagger. Sharon Cook was dipse/olved. And they were the
two who had sort of day-to-day responsibility for i have ultimate accountability
and David Gall as chief risk officer does have soesponsibility as well. But at the
time, | just don’t think we saw it with the claritye do now. You know, it wasn’t an
agenda item on a busy board schedule. It was t@mnthat had been going for two
years. | think | delegated that believing thatweze getting close to a conclusion.
And so that’s the best | can say about — you kraften it's in — as you get through
and you look back — and that's why this processHddge, of my witness statement
of really going back and looking at it, | thinknas been a challenging exercise for
me to really look at it and find out where ourifagls have been, and | think this has
been one of them.

The particular issue I'm trying to get you to tywur mind to is — accepting, as you
say, that no one could see at the time that whatwere doing was not the right
thing — why that was, and then, of course, thatdd¢a another question, which is
what that says about your organisation and youtdeship going forward. So as |
understand it, what you say in — | use the worewled — | don’t use that in a loaded
way — but what you say for you and Mr Gall is thati were considering this at a
busy risk committee meeting, and not, perhapsngeein the context of an agenda
of things and where the process had been ongomexaxtly what it was. Is that a
fair summary - - -?---That's — that was one of ragponses.

And are there other things that you want to sayabdy you think you or Mr Gall
couldn’t see the issue?---Well, | don’t think MrlGar | had been involved in the
detail of the discussions with ASIC on this ma#eall, apart from my 26 April
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meeting with Mr Shipton. It was one of a numbereshediation exercises that we
were undertaking. And it was one of a number gtitetory matters that we were —
were complex and were material that we were dealitly So it was one of a
number of things that we were grappling with attihee, and have — have continued
to over the last couple of years.

And those explanations, presumably, can’t accoamivhy Ms Cook couldn’t see
that this was not the right thing to do, becausggsshot just an attendee at a busy
meeting. She’s not abstracted away from it. SHeé&ctly involved. So have you
considered why it is that she couldn’t see thag was not the right thing to
do?---Well, | — | would give similar answers. Irtk Ms Cook, you know, she had
broader responsibilities, Mr Hodge, and was invalwgth this, but more as a partner
at this point in the time — or in the few month®pto this rather than the lead on it.
And she hadn’t been involved in the previous cowblgears of discussions around
it that the wealth business had had. So | carstvan your question why did Sharon
Cook not see it. | can only give a view about vshg may not have.

But as the CEO, isn’t it important for you to unstand and have confidence that all
of your senior executive team are able to know wiatight and wrong thing is to
do?---Well, | do have confidence in my team to lolattMr Hodge. But there — you
know, we're human. We’re going to make misjudgetseWe’re not going to get it
all right. And then it's a question of learningfin that, and changing the way we do
things if we've made mistakes.

But the learning requires reflection, doesn’t Weu have to go back and understand
why things happen?---Yes, and | think we have.

- - - in the first place?---We have a lot.

And ultimately, | think you would agree if one biet problems within the business
has been a failure to challenge decisions and teersare that the right thing is done,
that that's something that has to start at the-te)@s, and | think we’re learning to
do that, Mr Hodge, to bring challenge into the roéondo that respectfully, to do
that with precision, to make it not personal. Anhkiink the voice of risk and the
voice of customers is being heard a lot more insittecompany today. And that is
something that we need to keep working on, bechtlsek in the last — the last
couple of years when you look at these cases wielgaven't got it right, there’s a
few common principles that we've missed, and thatie of them.

You've now agreed on your remediation method forB\fkancial planning?---Yes,
we have.

But you haven’t agreed on it for the other foun+your four licensees that have
authorised representatives under them?---Yessthgtit.

And why is that?---Well, that — why is that? Wisytihat? Well, | think the — the
primary reason is that we took the view that théhmdology would be agreed first

.ROYAL COMMISSION 26.11.18 P-7094 A.G. THORBURN XXN
©Commonwealth of Australia MR HODGE



10

15

20

25

30

35

40

45

on the NAB FP business and then it would be appfierdthe advice partnership’s
business. So we would sort of work out how totdind then we would deploy it —
that solution into advice. | think that's the pamg reason. The second reason is that
these are not our employees. They're advice pattigs personnel. They’re under
our licence. So we have less direct authorityptklat files and get access to data,
and information. And also, it's part of a widedustry matter because only 35 per
cent of the — the planners in the marketplace etxeally, you know, attached to

banks. So there’s a — there’s a wider issue ttrabk there’s industry work on

seeing if the principles and the methodology, i jike, could be agreed once and

for all.

Let’s just take the first reason. The first reas@s, as | understood it, that you
wanted to agree on the methodology for NAB finahgianning and then apply that
to your other licensees?---Yes.

You agreed on the methodology for NAB financialpiang in June?---Yes. June —
yes, | think — well, yes. | think maybe not corded, concluded for a couple of
months after that, but, yes, | think we got pretiych there in substance then, Mr
Hodge, yes.

And ASIC has said that it thinks you should apply same methodology to your
licensees?---Yes.

But, as we understand it, you haven’t yet agredfdty---No. | think that is in
active discussion with ASIC, though, right now, Modge. That's - - -

So your first explanation, which was we neededjyre@ on the methodology for
NAB financial planning and then we would applyatthe advice licensees, can we
put that aside as not being accurate?---No, | thiskery accurate.

You don’t want to just apply the same methodoldwt tyou've agreed for NAB
financial planning to your advice licensees?---Weell, that’s the — we want — we
wanted to agree the methodology of NAB FP andtpato advice partnerships.
And that process of discussing that with ASIC aatligg agreement is underway.

Isn’t the real nub of this the second point, whikhere is a problem, and the
problem is you don’t have records for your advicersees, which makes it
financially very difficult for you to agree to appthe same methodology for NAB
financial planning to your advice licensees?---\Math not conceding the first point.
| still believe that is what — that is what we halane. But on this point, this is a
material point, that they’re not employees, theyineler our licence. And to get
access to files and especially going back in titrea bit harder. Yes.

And so for that reason, you can't just apply thmeanethodology you've agreed for
NAB financial planning over the advice licenseesause there’s the real possibility
you would have to repay almost all of the ongoierye fees that you've taken
over the course of six years?---Well, Mr Hodgeyé've taken fees that we didn’t
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deserve, that's the answer. Like, we've just gajd through a process to find out
what the answer is.

But the problem is you've taken — | might be wraimput this but I think it's
something in the order of $600 million, haven't yofiongoing service fees through
your advice licensees over a six-year period?---Yden't know that specific
number but - - -

In any event - - -?---Yes.

- - - it's in the hundreds of millions of dollarst-must be in the hundreds of millions
of dollars, you agree?---Yes.

And the problem with the methodology is that thermpise of the methodology
you've agreed for NAB financial planning is thaydu don’t have a record of
service being provided, you're going to refund fibes?---Yes.

The problem, if you tried to apply that over to yaualvice licensees, is that you just
don’t have any records or very few records — inadég records?---Well, | think we
don’t know that yet. | think that's the processmeayoing through.

You know you don’'t have the records. The quesBomhether - - -?---Does the
adviser have the - - -

- - - you can get them from someone else?---S¢sthditat we have to go through to
get access to those files, paper and otherwisewihdhe turnover of those planners
over time and moving to other, you know, other ad\partnerships, you know,
there’s — there’s some challenges there. Butshaltat we have to — that's what we
have to do, go through that process.

And am | right in thinking then you're not willintp agree on just applying the NAB
financial planning methodology over to your advicensees until you've reached
some sort of resolution about being able to ge¢ssto whatever records your
authorised reps have, and seeing the extent of tlea®rds?---No, | think — as |
understand it, what we’ve done with — with NAB FB've got some very patrticular,
now, definitions about what — what is, you knowyiad, what is a financial
statement, what is an offer of an advice. Thatlsat ended up being quite
important distinctions, Mr Hodge, in what is thethwlology. So we have that.
That'’s like base case. So now what we have te @pply that into the advice
partnerships and see what the outcome is.

But there’s a reason — you haven’t done that. dmmgou could just say we will
apply the same methodology. You could do it rightv. You could commit to it
right now, couldn’t you. You could do it today¥es, but then we have to find —
we have to find out what information we have anainfiies there are because these
were — these were independent planners undercaumde. They may well have far —
far better records than what we had, ironically.
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What I'm trying to get at with you, Mr Thorburn a@ | don’t think you're
disagreeing with me — is that you want to know wthatrecords are first and figure
out how you’re going to get access to them beforewill commit to the
methodology?---That’s not the way | understanddis | understand it, we have a
methodology, and now we are going into the advex¢nership’s business to
determine once you apply that methodology, whagalofind.

And you speak in your statement of an industry tsmh®---Yes.

What is that?---Well, as | understand it, the FBi@ancial Services Council, which
is often — sorry, not often — the amalgam of sbedvice type partnerships for the
industry beyond the banks, this is a common is$t&®a common question that has
been put to them by regulator, and clients andn@esa So | think there is a view
that if they could sort of agree that it's donepgady, thoroughly, professionally
within the sector, that will cause the whole thiade resolved in a much quicker
way.

I’'m sorry, I'm still not sure | understand. Whatthe industry solution, though, to
this problem?---Well, | don’t think they found iey | think that's what they’re
working through.

The solution is something to do with trying to iti§nwhat the records are and what
will constitute an acceptable record?---Yes. Anges. And —and — yes. And
getting access to those and if people have mowed éme platform to another, you
know, that people work together to get the infoioratve need. Does that make
sense?

| understand?---Yes.

| don’t have any further questions for Mr Thorburn.

THE COMMISSIONER: Thank you, Mr Hodge. Yes, Markis.

MS HARRIS: No re-examination, Commissioner.

THE COMMISSIONER: Yes. Thank you very much, Mrofburn. You may step
down?---Thank you, Commissioner. Thank you, Mr ged

<THE WITNESS WITHDREW [2.57 pm]

THE COMMISSIONER: Now, Mr Hodge.

MR HODGE: Commissioner, the next witness is MnHe Could we take a five
minute - - -
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THE COMMISSIONER: If | come back at, say, fivespéhree.
MR HODGE: Thank you, Commissioner.

THE COMMISSIONER: Yes.

ADJOURNED [2.58 pm]

RESUMED [3.05 pm]

THE COMMISSIONER: Yes, Ms Orr.

MS ORR: Commissioner, the next witness is Dr ienr

<KENNETH ROSS HENRY, AFFIRMED [3.05 pm]
<EXAMINATION-IN-CHIEF BY MS HARRIS

THE COMMISSIONER: Thank you very much, Dr Henio sit down. Yes, Ms

Harris.

MS HARRIS: Dr Henry, your full name is Dr Kennd®oss Henry. Is that
correct?---That's correct.

And your business address is 500 Bourke Streetydlehe?---Yes.

You appear today on a summons issued by the Conamisks that correct?---1 do.
And do you have that summons with you?---I doavehit in front of me, yes.

| tender that summons, Commissioner.

THE COMMISSIONER: Exhibit 7.87, the summons toHanry.

EXHIBIT #7.87 SUMMONS TO DR HENRY

MS HARRIS: No further questions.

THE COMMISSIONER: Thank you. Yes, Ms Orr.
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<CROSS-EXAMINATION BY MS ORR [3.06 pm]

MS ORR: Dr Henry, you've been a director of NABce December
20117?---That's correct.

And you've been the chair of NABs board since Deloen2015?---That’s correct.

And before you joined NABs board you were secretdithe Department of the
Treasury?---Yes, | was, yes.

You held that role from 2001 to 2011?---Early 20yids, that's correct, yes.

And so you were in that role during the global fiol crisis?---Among other
things, yes, | was, yes.

In the wake of that crisis, Dr Henry, governmemntd financial institutions around
the world devoted considerable attention to meastesigned to promote financial
stability. Do you agree?---Well, yes, indeed. dswery closely involved in those
matters.

And to discourage excessive risk taking by finanaistitutions?---Yes, that’s true,
yes.

But in the decade that followed, all over the waxlelve seen financial institutions
continue to engage in serious misconduct, sucheamtis-selling of payment
protection insurance in the UK?---Well, yes, althouhe matters in the UK and PPI
go back well beyond the global financial crisis.

What about the manipulation of interbank interag¢s and foreign exchange rates in
the UK, in Europe, in the US, and in Australia?-eNV/so far as | know, nobody has
yet established that there has been any manipulatithose rates in Australia.

What about - - -?---But in the UK, certainly.
Yes?---LIBOR, the London interbank offered ratataialy.

What about the opening of fraudulent bank accobmtstaff at Wells Fargo in the
US?---Yes, | am familiar with that.

What about all of the misconduct reported to thasnthission by financial
institutions in Australia earlier this year?---Yé@sjeed.

Why do you think that the measures taken to addhesglobal financial crisis didn’t
address this sort of conduct as well?---That'saflygood question. Speaking from
the Australian perspective, the issues that cotémbAustralia in the global financial
crisis had to do principally with balance shedtsitacing the Australian banks and
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in particular, funding and liquidity risk. And whe joined the board of National
Australia Bank at the end of 2011, those were dkads that were principally the
focus of both APRA and — and National Australia Bait was principally to do

with balance sheet risk, for obvious reasons. dfgttelating to conduct came to the
consideration of bank boards later in the piec&ustralia, | think. Earlier in
Europe, that's true. And also in the United Stabes the reason for that's also
pretty obvious. It was really misconduct in thosethern hemisphere markets that
were the genesis of the global financial cristswdsn’t misconduct in Australia that
was responsible for the precariousness of theipositonfronting the Australian
banks, it was their dependence upon offshore whlddsrrowings. So it was a
funding and liquidity issue.

In a speech that you gave to the Australian Shéalel®y Association conference in
May this year, you said:

When historians of finance look back on this pertbdy will identify an
unusual level of corporate complacency driven bigtieely benign
macroeconomic conditions, and a long period of iesgive return on equity
performance.

?---Yes.
Continuing:

They will suggest that corporate leaders fell in&dieving that a sector
capable of generating return on equities in the-teieins for so many years
couldn’t be doing a lot wrong.

?---Yes, indeed, yes.

And is that what you think has led to the miscodx@amined by this Commission,
complacency?---1 don’t know if that's what has prodd it, but had there been less
complacency, | do believe that we would have sess Inisconduct, indeed.

And what are the other contributing factors in yaiew, Dr Henry?---Well, we've
heard some of them, | think, in this — in this eguthis morning from our chief
executive. There are many. But some go to thethatypeople understand their
jobs, you know, just what is their job. What igithobjective in their —in
undertaking their job. How are they incentiviseslyarded for what things are —
they’re rewarded, what controls are they subjecantal so on. A less complacent
system would have been less tolerant of mistakes|dihave been less tolerant of
poor conduct, would have called it out earlier, Wdduave done something about it
earlier, would have changed remuneration practeeker, | think.

Could I put a list of causes to you and see if ggree with me that these are causes
of the misconduct that we have been examiningismRloyal Commission. Poor
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culture within financial institutions?---So, agalrwould say a better culture would
have prevented some of the misconduct we’ve sexm) iiydeed.

Poor risk management practices?---That one’s -eWkiat sounds logical but it's —
it's actually more difficult to — to pin the causa poor risk management practices.
Risk is a multi-facetted things. As | said eatlimost of the risks that we were
dealing with in NAB when | first joined the boarcere to do with funding and
liquidity risk, elements of balance sheet risk. W&re also giving a lot of
consideration to credit risk, which is the prindipak that banks focus on,

obviously. That — that consumed most of the tirfhhe board risk committee at the
time that | joined the board of NAB. But then wante to regulatory risk,
compliance risk, and conduct risk. And | thinkwse non-financial risk
components, regulatory compliance and conductnkti is fair to say that there

was insufficient attention given to the managenuénhose risks. But | hesitate to
say that it's all a risk problem. And the reaseb&cause you can run your business
through a risk prism. You can do that. But it Webbe better to have the customer at
focus. Had we been more concerned about the cesttincumstance, had we been
running the business, all of us, in the interesth® customer rather than the profit
and loss and the balance sheet, those risk catsgeduldn’t have mattered so
much.

Do you accept that another of the causes of theand@uct is remuneration practices
that have incentivised the pursuit of profit buvéaot sufficiently promoted the
interests of customers and compliance with the {aWwsome cases, yes.

What about a lack of accountability at all leveighin financial
institutions?---Accountability to whom? | thinkishs a really important question.
This is a really important question, because igsicenough — anyway, it’s clear
enough now with inside National Australia Bankdentify an executive who would
be accountable for almost anything. And obviousig, chief executive is
accountable for everything. But then the board ks accountabilities. And a
really important question, which I’'m sure this Corasion is reflecting on as you
prepare your final report, is to whom should bodresaccountable.

And how would you answer that question, Dr Henn@kay. So in the strict letter

of the law, as you know, boards are accountablledio shareholders. After all, it's
the shareholders who — who elect directors. Htesghareholders and the
shareholders only who get to vote on remuneratponts, to exercise whether they
choose to do so, the so-called two strikes ruiés the shareholders who are
expected to hold boards accountable. The thedhaisthat makes sense because it's
the shareholders who have most to lose. And thsoréng behind that is that
shareholders are those who subscribe risk capttalthe riskiest form of funding
provided to the corporation. And, therefore, itkkesisense for the shareholders to be
the ones who determine who sits on a board andneh#tey should be re-elected
and whether, in due — whether in some circumstati@gsshould be required to step
down. But if you think about the instances of roisguct that have come before this
— this Commission, | would say that the people wiwho we would see now as
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being most adversely affected have not been thelsbllers. It's other people.
Customers, of course, principally customers. Tlaeeecircumstances — not so much
in financial services, although there as well — rghis obvious that the activities of
the corporation have done most damage to the warkaher than the shareholders.
There are other cases where society discoversllyisua late, that the most damage
has been done to future generations, because wbemental damage. These
aspects of the consequences of corporate actiwityedl beyond impacts on
shareholders, and, yet, under our particular medeld this is a — a general model or
a model of general application around the worltis-anly shareholders to whom, at
law, the directors are accountable. In my view,ghblic tolerance of that model of
accountability has been pretty well eroded to zénwould say that that is the
principal reason — or anyway, one of the importaasons for a loss of trust in
business.

| want to make sure | understand your answer t@ogstion, which was your
guestion, to whom should boards ultimately be aotathle. Do | understand that
answer to be that they should not only be accolmtalshareholders, but they must
also be accountable to customers, to those whamunwords, are most adversely
affected by the operations of the entity?---Indemtomers, but beyond customers.

Beyond to who? To future generations, is that wiat- - -?---Indeed, why not.

Well, it's a question for you, Dr Henry as the c¢hafiNABs board?---I think it's a
guestion for you as well. Right. | think it's aeption for this Commission.
Seriously, | do. It's a very important question.

Future generations of customers. Is that who yot?---No, no. Sorry, beyond that.
The community?---The community. Yes, indeed.

So you believe boards should be accountable te@amunity now and our future
community?---1 do, indeed.

And how should boards achieve that accountabityiHenry?---Well, through their
governance of the organisation.

But what are the concrete things boards should @éms$ure that the decisions that
they make are made against that backdrop of aneaess of their accountability to
the broader community and the future broader conity#-1 think the first thing

they should do is not seek to avoid accountabititythe basis — on an argument that
provided we are looking after the interests of shalders, we’re doing everything
that we could possibly be expected to do, or reasigrbe expected to do.

You said that was the first thing. Are there ottiengs?---No, | think that — that
kind of underpins everything, right. | think tHadards should understand — and |
think increasingly they do — that their respondibi to the community go beyond
their obvious responsibilities for shareholders.
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In the speech that you gave in May this year, ardtbpic that you talked about was
the culture of financial services entities, and gaid that:

Building the right culture involves the identificat of a motivating purpose
and strong corporate values, talking to people a@litham, and embedding
them in the organisation. When an organisation &asrong culture, the vast
majority of people actually feel uncomfortable agtin a different way.

Do you recall that?---Yes, | most certainly do.
| want to ask you some questions about that stat&meMmm.

The first is you spoke about building the righttaté. What is the right culture in a
financial services entity?---It's a culture thatisabout the customer, which — which
puts the customer front and centre, and whichta@enant of practices which are not
in the customer interest.

Do you think it's appropriate or even possible teseribe a particular culture for
financial services entities?---No, | don’t thinkst | — | wish it were but | don’t
think it is. It's not something — it's not someatbithat can be legislated. | don't
think it's something that can be even legislatedrinciples and — and left to
regulators to either seek to enforce, or even tebkve implemented in a
supervisory capacity with particular institutionsevertheless, it is something which
regulators — at least in Australia — no, it's beydwstralia’s shores — regulators in
the financial services industries have been takikgen interest in. As you know,
APRA has, for example, been taking a keen intenessk culture matters since, |
would say, about 2015. | remember we had — the WAa&d had an — had a
discussion with the APRA Commissioners — | thinkés in 2015 — about the
importance of risk culture and — and APRA and venthktarted on a journey on risk
culture. That journey is ongoing. It's quite adojourney. We’'ve — we’ve done a
lot more work on it recently. | think we have dtbefeel for the dimensions of risk
culture that really matter for a financial serviessity. | think APRA does, too. But
| don’t think we're ever going to be able to wrie a sheet of paper exactly what it
is.

THE COMMISSIONER: What do you mean by the dimensithat really matter,
Dr Henry?---Well, okay, so | think the — we talkoaib the dimensions that really
matter, | would say, Commissioner, that the fundatale- the most important thing
is what the entity sees as its purpose. | thinkext to purpose, of course, is vision,
what the — what the entity sees itself as wantingchieve over the next few years.
Next to that is values, which really should be eidpuprinciples to guide the
behaviour of everybody in the bank. And then,airse, next to those is
behaviours. And behaviours — that's the behavithasevidence the culture,
obviously. The drivers of culture, though, obvigugo beyond purpose and vision
and values. Those are positive drivers of goocgtielr of — of a good culture. But
if those are not supported by systems of integriand that includes the
organisational policies. It includes, for examp&muneration policies. It includes
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IT systems, and so on. If those supports arehsoef then the aspirational purpose
and the aspirational vision can actually be denatitng. So the fundamental
elements of a good culture have to include bothdpedown stuff in terms of
purpose and vision, and values, but also the faiom supports. | know there has
been quite a lot of discussion in this Commissioow the importance of
remuneration policy, for example, and that's —thamportant. Obviously, itis. It
important, for example, that when poor conduceisaled, that there are
remuneration consequences. By the way, it doéswé to be remuneration
consequences. Of course, people could be denwteepple could be exited from
the business. But fundamentally, it's about cdpeds. If — if a business, in
response to poor conduct — if all it does is cardlly impose financial consequences
on people who are not equipped to do the job, padace is not going to improve.
Indeed, most likely performance will deteriorateeyurther. And the fundamental
need is to ensure that you've got the capabilgigsporting the business, and that’s
IT capabilities, but it's also human capital. Theman capital capability to be able
to ensure that the business is capable of achiégmyrpose. There has to be a
strong connection between the two, between thebiltess and the aspirational
purpose. Otherwise, you get dysfunctionality, #rat's corrosive of culture,
obviously.

S

MS ORR: Do | take it from what you said earlier,Henry, that you think that
there’s a role for regulators to play in ensuringttfinancial services entities have a
culture, at least with what you describe as theedisions that really matter?---Yes, |
do. Yes, | do. Yes.

And what does that role look like, in your view¥-es. | think it's a role in the
financial — sorry, in — in banking, anyway — let stk to banking — | think in
banking it's a role best played by APRA rather tA&1C, for example, although
even under ASICs current legislation, for examiblgou look at section 2 of the
ASIC Act, and you look at the principal purposeA&IC, | think it's arguable that
ASIC should be taking an interest in the cultureaifporations in Australia. That
would be in section 2A, if | recall correctly. Hibk that's arguable. But in respect of
banking and superannuation and insurance, APRAiogrtshould be taking an
interest in the culture of the organisations thatipervises, and | think it is.

You think APRA - - -

THE COMMISSIONER: Taking an interest in the foofnquestioning, challenging
- - -?---Yes, | think so.

- - - nudging or beyond that?---Beyond that, indeBdyond that. So, for example,
CPS 220, which I'm sure - - -

MS ORR: The prudential standard issued by APRA®-sure that has been
discussed a bit here. In that APRA requires thatipards form a — essentially make
an assessment of the risk culture of the organisafior which they are responsible.
And — so that's going beyond the matters that yased, Commissioner. And, you
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know, | have — | have, on a number of occasiongigi@ated in discussions with
APRA Commissioners about just the nature of a hgalsk culture of a — of a bank
early on. It must have been 2016, | think, | papated in a — a workshop that
APRA convened where they invited various bank chaird other chairs, indeed, to
— to talk about the elements of a healthy riskuwrelt | think that we’re getting — at
least | think we’re now at a position where evegypagrees that this is a topic that
must be discussed. You know, that — yes, it's &mentally important.

You mentioned CPS 220, Dr Henry, which is the pniidé standard in relation to
risk management?---Yes.

And you mentioned the part of it that relates si Gulture?---Yes.
Clause 9 of that prudential standard deals withrokes of the board?---Yes.

And one of the things that the board must ensutieaisit forms a view of the risk
culture - - -?---That’s right.

- - - in the institution?---That's right.

What more should APRA do, other than ensuring ybatand your fellow board
members have formed your own view of the risk gelin the organisation?---Okay.
So, firstly, I don’t know whether this is the appriate forum to say, but | will say it
here now anyway, we have said consistently to ARfAword “ensure” is a bit
strong. It's really difficult for a board to be ldeaccountable for ensuring anything,
just as it's rather difficult to hold APRA to thatto that standard of ensuring an
appropriate risk culture. Nevertheless, itis - -

Can | just pause there for a moment?---Yes.

Because | just want to take that up with you.t'$fmot the board who ensures
- - -?---No, it's the word “ensure”.

But someone, surely, must be responsible for emguhat there is an appropriate
risk culture. If it's not the board, who is it™™Ne, the board has the principal role to

play - - -

Yes?--- - - - in — in respect of the development -

Yes?--- - - - of the culture of the organisatidtis just the use of the word “ensure”.
Model, lead, encourage, those words are — are aiMieus than “ensure”. Ensure
is a bit of a strict standard. But anyway - - -

This is in the context of the obligation on the ffa--Yes.

Are there others then within the organisation whueha level of responsibility for
risk culture that extends beyond modelling, leadind encouraging?---Well,
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certainly, so there are the development of — gogXample, controls and monitoring
— no, not monitoring — not monitoring. | think wan actually say in that case, if
you're talking about controls, we can say ensuadberence to policies.

Yes?---Yes. That's okay. You can use the wordiens respect to adherence to
policies. But when you're talking about somethiikg culture, ensuring a particular
culture, | just — look, it's a step too far. | ditwant to make too much of this point,
although there’s — we’ve had any number of disaumssivith APRA about it. But
your question about what more can APRA do, wellRAFhas done more. And, as
you know, following a — an APRA-sponsored revievited Commonwealth Bank of
Australia, APRA required that all banks undertalsgnailar review, a self-
assessment review which, among other things -aat ie our case, and | know you
have this document — in our case involved quitetaiktd exploration of the culture
of the bank. And | think also through its leadgustf the industry through its
supervisory practices, APRA can influence the ealtf institutions. And | think it
is occupying that space.

You mentioned the self-assessment - - -?---Yes.

- - - that NAB has done in response to the reginest APRA that many entities
across the industry do that in the wake of the QiBddential inquiry?---Mmm.

Have you read the current version of the NAB ssffessment?---Yes, | have.
And you've read then what it says about the culture?---Yes.
- - - NAB?---Mmm.

What concerned you in what you read about the euttiNAB?---Well, | don’t

think any of it was news to me. There are — théere — and it was a self-
assessment, so as much as anything, it was — |, tieahoard was involved,
obviously, in reviewing the culture of the organisa, many people were involved
at various levels of the organisation. There was there was nothing surprising,
really, because it was our assessment of ourseNesertheless, we did identify a
number of what we describe as cultural inhibitarthe document, and these are not
—as | said, these are not newly discovered culiningbitors. This is our distillation
of problems that we realise we had been grapplitig fer quite a long time. It was
a — it was a valuable exercise from that perspectivallowed us — not allowed us —
it required us to put in one place a — or asselinbdme place a distillation of a whole
pile of issues that we had been grappling withsfame time.

What were the cultural inhibitors identified?---Wehe principal — the principal
ones have to do with — the first, | think, is akl@¢ — no, an insufficient intensity of
focus on getting it right all the time for our coisters. That's the first one. Most
important. Secondly, | think, that our systemgwofied us down. Thirdly, we don’t
always listen as closely, as intently, to our raguis as we might, that we could
learn more from them in more — in a more timehhfas than — than we might have
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thought. And | know there are six. | know those the most — the three most
important. At least they're the three most impotta me. | don’t have the
document in front of me. You do. You can reminel Fm sure.

Not consistently bringing the collective intensityindividual resolve required to fix
complex issues?---Sounds right.

Continuing:

And while we have a strong commitment to customerd)ave too often put
other priorities first.

?---Yes. That's true.

| only have five, Dr Henry?---You only have fivéthought there was six. Okay.
All right.

| only have five. Do you think there’s a sixthThank you.

So they were the cultural inhibitors — you woulg sat identified for the first time
- - -?---Yes.

- - - as a result of this work?---Yes.

But which are articulated in this document. And #irese inhibitors that NAB is
working to address?---Yes, we are.

Can I talk to you a bit about what's happening ABNn relation to culture?---Yes.

Coming back to your speech for a minute, you talikiedut building the right culture
is involving three things: identifying a motivagipurpose and strong corporate
values; talking to people about them; and emlmeggtliem in the organisation.
Now, last year you and Mr Thorburn launched NABgppse, which Mr Thorburn
gave some evidence about earlier today. And MrGinm explained that the
purpose at NAB is to back the bold who move Augridrward. Have | got that
right?---Yes, you do, yes.

And what does that mean, Dr Henry?---I thoughtXpagned it rather well. So the
purpose came from — we didn’t come to this purgpsgekly. You know, we didn’t
just go into a dark room and have a quick chat alaat — what might look good as
a — as a slogan for the organisation. The purptagement was developed over a 12
month period on the basis of interviews with peajgét across the organisation, at
various levels of the organisation, looking at tbie that the bank had played
through its 150 or 160 year history, and the thithgs — and identifying the things of
which — well, the things that we thought spoke nebdstjuently about the role that
National Australia Bank plays in Australian socie#ynd the things that we

identified had to do principally with backing peepiho were doing bold things, but

.ROYAL COMMISSION 26.11.18 P-7107 K.R. HENRY XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

the bold things could be the development of a nendyct. For example we backed
— I don’t know, we backed the development of VedemVegemite failed on the
first occasion. We came in again and backed itHersecond time, right, and then
Vegemite has become a global brand name. It veaestlike that. It could mean
that. It could mean backing a farming enterpnisgmes of drought such as
Australia is presently going through. It could méxcking a small business, and
NAB, of course, is the major small business bankustralia. But it could mean
backing a young family that has just secured it fnortgage, and so on. These
were the kind of stories. And when we asked peppthe organisation what is it
that motivates you about your work, these are ttiees that came through. | must
say — and | spoke — myself must have spoken toredsdf people — hundreds of
people who work for NAB myself, once — once | heavaking profits for
shareholders. Once. All the other stories wepaibbustomers. And they weren't
stories just about, “Well, you know, it’s nice te hble to serve a customer in a
branch.” Important as that is, it wasn’t — thossrevnot the stories. The stories that
people related to me — and | know Andrew had tiheesaxperience — were stories
about backing people in times of difficulty. Aneéwonsidered that the role that
National Australia Bank plays in backing peopleot juist in times of difficulty, but
anyway in backing people, all of these stories rtoated to the development — in
some way to the development of Australia, to thestigpment of the Australian
economy and society, and that this is somethingha¢h we should be proud. That
there is something appropriately motivational ahmderstanding that the
corporation has an important role to play in Ausita development. And that it
plays that role through the agency of its custom@&tss is quite motivational and
it's quite important that it be seen that way. Aingoes go back to the earlier
discussion we were having about the matters fockvhiboard should hold itself
accountable. You know, when you’ve got a businkeashas 33,000 staff, nine
million customers, $850 billion of assets sittingits balance sheet, about $300
billion of deposits sitting on its balance sheetew you're aware of that, at some
point it must occur to you that just about evergisien that the bank takes is going
to have an impact on somebody’s life. Obviousuastomer. But you put a few
customers together, you're talking about a commyunytou put a few communities
together, you are talking about a region. If yotigfew regions together, you are
talking about Australia. And people who have theilege of sitting on the board of
a business that has that reach — to go back teettier conversation — they should be
proud of having that accountability, not just te 8hareholders — as important as that
is — but an accountability to the country, andtfe country’s future.

In September this year, Dr Henry, you and Mr Thandaunched your new set of
values and behaviours for NABs employees, whicghsiderneath this purpose. Is
that right?---Well, the behaviours, yes, and th& bhetween the behaviours and the
values. The values had actually been around -bbad articulated some years
earlier.

Could I ask that you look at NAB.007.049.0092, whis a report to NABs board
from a couple of weeks ago from 5 November, whechliout the final pillar in the

.ROYAL COMMISSION 26.11.18 P-7108 K.R. HENRY XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

one NAB culture plan. You have seen this memorantafore, Dr Henry?---Yes, |
have.

Could I ask you to turn to 0094, where we see eesgmtation of the values and
behaviours?---I'm sorry, can | actually scroll trean 1?

No, I'm sorry, someone will scroll it for you, Dretiry?---Right. Yes. Thank you.

So these are NABs values and behaviours. And Wast to ask you about some of
them?---Yes.

The first one is:

Passion for customers.
?---Yes.
Continuing:

Get it right for our customers every single tinTeake a stand for our
customers.

In what way do you want your staff to take a stbord/our customers?---1 want

them to feel that — that they are encouraged —aitemwhat level they are in the
organisation — that they are encouraged to speakhepever they see the operations
of the bank, its policies, or whatever, not beimghe interests of customers. That's
what | want.

Do you think that's clear from:

Take a stand for our customers.
?---Yes. | think so.
What about:

Be bold.
Dr Henry, in what way do you want your staff tobdmdd? In what way do you want
them to be exceptional?---1 want them to put a iglue on excellence, on always
getting it right, or at least as much as is humaoalgsible. | want them not to feel
intimidated by those who are above them, to fea ifrthey think there’s something
going wrong in the organisation, that they can kgeaeople above them in the

organisation and get their message through toigteskt levels of the organisation,
and, if necessary, to the board.
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What about “win together”. What is it that you wavon?---That’s about corporate
collegiality. It's more about the together thae thinning although the winning is
intended to be motivating, that we come to workrgised and motivated, but,
importantly, that we do it together. But also @fslin that second behaviour under
“win together”, that we understand that we’re noing to be successful as a team
unless we make it simpler and faster.

But what is it you want your people to win? Isvihning business, for customers?
What are they winning?---We want our people to lbe know that they are part of a
business which stands out among its peers. TWhes it's about. That they feel
proud of working for National Australia Bank, besauthey see it as Australia’s
leading bank.

So you want them to help you win the public permapof you as the best bank in
Australia?---Sure. Sure. Sounds pretty good.

| don’t want to put words in your mouth, Dr Henry¢Ro, no.

I’'m interested in - - -?--- And, indeed, it's —adurse, and it's — well, | think that
was just a more eloquent way of saying what | viassling to, | think. And, of
course, it's consistent with our vision. Austraileading bank. Trusted by
customers for exceptional service.

What was the process that NAB went through to chdlosse five values and
behaviours?---Well, as | said, the — the valuesamewhat older than the
behaviours. The behaviours were developed thraygjece of work, largely, of
course, as you would imagine at the executive levitle bank, but then
workshopped with the board on a number of — a @apbccasions before we
settled on these, but - - -

Are there any other values that you would like ueld but which didn’t make the
cut?---No.

Well, one value that many other banks emphasiaedsuntability. Is there a reason
that that's not reflected in the NAB values?---hddhink it's necessary. | —
seriously, | think if — if our people are livingdbe values, then of course they are
holding themselves accountable. They're holdiregrtkelves accountable for the
customer experience, they’re holding themselveswatable for the bank’s
reputation. They’re holding themselves accountéri¢eam effectiveness. They're
holding themselves at least partly accountablélfermorale of those that they work
with. 1 think there’s a high degree of account@pihat’s at least implicit in these
values. | don’t think we need to call it out asegarate value.

Even though other banks have?---Well, | wasn’t eseare of that, you see. We run
our own race.
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But surely, Dr Henry, you look at what other baakisculate as their purpose or their
values?---No, | don't.

So you're unaware that one of CBAs values is, “\Weagcountable”?---1 was
unaware of that until you just mentioned it, yes.

All right. Now, if we go back to the report thaig is an appendix to, the
memorandum, we can see when it comes up on therstirat when it speaks of the
three pillars in the one NAB culture plan, thetfpdlar was articulating the purpose,
vision, values and behaviours. Is that right?-s;Ytat’s correct.

And the second pillar was early activities to dilis mobilisation - - -?---Yes.
- - - of the target culture?---Yes.

What were those activities to drive mobilisatiorttod target culture, Dr
Henry?---Well, those haven’t been undertaken yet.

That hasn’t happened yet?---I think it's in theqass but it hasn’t — it hasn’t
happened yet. | think we're still — | think we'séll pretty much in the articulation
phase.

What will the activities to drive the mobilisatiar the target culture look like? Can
you see the reference to activities to drive théitisation, about halfway down the
page, Dr Henry:

Following the articulation.
?---Right. | see that paragraph or sentence, yes.

So | just want to understand what the plan istierdctivities to drive the
mobilisation of the culture you're looking for?--aN, that's — that's a reference to a
— a set of activities to ensure that — well, natuza — see, I've fallen into the trap of
using that word myself — but to — to have the paepwision, values and behaviours
understood by people right throughout the bank.

And that’s what | want to understand?---Right.

How are you going to do that? You've created tlisument that has the words that
we’ve seen. How are you going to get people teetstdnd, invest in, act in
accordance with those words?---Yes. So it goek tmathe things that we've
discussed previously, obviously. So the princtpalg is — is talking to and
discussing the purpose, vision, values of the asgdion, talking to people,
particularly leaders talking to the people thaytheanage about behaviours, what are
appropriate behaviours, what are not appropriat@wieurs, ensuring that we have
the systems in place that allow for the purposgpnito be delivered and support
appropriate behaviours and so on. It's arounts—+eglly to do with the — building
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the capabilities of people in the organisationéable to deliver on the purpose and
the vision, as | said earlier. So, for example hage — we’'ve come to — | mean, it's
an obvious thing to say, but that in embeddingrrysan mobilising this culture we
can only have outstanding leaders in the orgaoisatAnd so there are HR programs
that will be required, that are being required rysdhat are being rolled out to
ensure an uplift in leadership capabilities indhganisation. That's one example.

Do you mean by that that you're going to replacesof the existing
leaders?---Train them, upskill them. Some aredesplaced, of course.

And what are you going to train and upskill therd-inLeadership.

So you feel that some of NABs leaders aren’t adedygualified to lead your
organisation?---Well, that’s not what | said, nogat’s not what | feel.

Well, that's my question?---Yes, yes. No, it's mdtat | feel. What | feel is that this
project is about an enhancement. And obvioushygife going to achieve an
enhancement, we need to do a lot of things better.

So you want them to be better leaders?---We wataeaders, yes, we do. And |
think it is the case — in fact, | know it's the eakat we will be able to develop better
leaders out of the people that we have, but in stases, that's not going to be
possible.

Can | talk to you about some of the other words &ipgear in this document about
how you're going to get the culture - - -?---Yes.

- - - mobilised and embedded?---Mmm.

This document talks about culture carriers, itsakout key influencers, it talks
about curating culture. What do all of those tBingean, Dr Henry?---Well, we
don’t have absolute precision around any of thbses at this stage. We
understand what the concepts mean in general tautrisam not sure | could satisfy
you with —in fact | am sure | couldn’t satisfy yaith a very precise definition of
those things.

Do you know how you’re going to curate culture &BP---Sure, | understand the
elements — | understand some of the dimensionseofdration of a good culture and
it goes to some of the matters that we've alreasiyusgsed.

Can you identify those, Dr Henry?---Well, indee®b ensuring that people have the
capabilities to deliver on the purpose and theowist and achieve the vision of the
organisation. Leadership capabilities, importanttpst importantly. To ensure that
we have the systems that support people beingalde their jobs more effectively,
and that has to do with reducing complexity indnganisation. So part of curating a
better culture in the organisation is dealing vilith complexity of the organisation.
Some of it is in making the systems easier for fgetipuse through digital means.
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And our — our digital systems have not always teenser-friendly as they’re going
to need to be. They've not always been as faéd-aafthey’re going to need to be. In
many cases, there are work-arounds. In many caseédentified in the APRA self-
assessment, the systems are so complex that theigaion has relied upon people
to fill the gaps. We need to deal with those teind\nd if we don’t deal with those
things, then we won't be curating the right culture

Another thing that this memo talks about is embegldiulture through symbolic acts
and - - -?---Yes.

And an example of a symbolic act that’s given is ttocument is removing penalty
interest for farming loans. And that was a chaihigé NAB made after the fourth
round of the Commission’s public hearings in Brisband Darwin?---Mmm.

Yes?---Sure. Yes.

And what does it mean to describe that changesgméolic act, Dr Henry?---Yes.
So it means that — it's something that people endfganisation can — well, they can,
in looking at it, understand what it means to st this is going — this is a
customer-centred organisation. It gives them gikd@ example, like all symbols. It
gives them something that helps explain what wermwgzen we say that we really —
we really do have a passion for customers.

| see. So symbolic in the sense that it demorestridie focus being on the
customer?---Correct.

| see. Now, over the page in this document, iige¢o 0093, and we look at the
final sentence of the final paragraph before thedlrey Recommendation, we see:

A fit for purpose measurement approach will be e that enables the
measurement of culture, specific to NABs contexd,the cultural drivers of
business performance.

?---Yes. Yes.
So do | take from that, Dr Henry, that at NAB yavhn't yet worked out how you
will measure whether you've succeeded in embedtiisgculture?---That's correct.

| don’t think anybody has.

Do you think it's possible to measure culture as sentence suggests, Dr
Henry?---That’s our ambition.

And do you have any idea, any plans for how yogbing to do that?---That’s a big
piece of work. In front of us, yes.

So is there any preliminary thinking about how tbe be achieved?---1 hope so.
Yes.
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You're not aware of what that is at this point?-eNVI’'m not doing it, no. I'm not
doing it. 1 -1 haven't — | haven’t seen — | halteseen the work yet but | look
forward to it very much.

Well, as chair of the board, what are the things ylou will look for to assess
yourself whether the culture that you want to erdats been embedded at
NAB?---Yes. So if you think about the informatitrat a board gets — gets to see, of
course, you know — we get any number of dashboartish measure the
performance of the bank against all sorts of ppalty quantitative but in some cases
qualitative benchmarks. Hundreds of them, althouglare reducing the number,
but, anyway, hundreds of them. We see — we sse theve see these reports
typically in the chief risk officer’s report evergonth to the board. And | think we
should — we will know we’ve got a healthy cultureem we see things like fewer
incidents of noncompliance with external regulation also with internal policies.
As you would know, our compliance risk rating in BAas | think for — | think for

all but one month in the time I've been on the dpanyway, has been red. We
embed this culture, that cannot be red. If thstilsred, then | say — | will say this
culture has not been embedded. So that’s oneatutticIt's a pretty crude one but
it's, nevertheless, an indicator. Regulatory -utetpry risk. That’s currently amber.
As one issue gets dealt with, another one comasdrreplaces it. If in, | don'’t
know, two, three — well, let's say three years’dinegulatory compliance — sorry,
regulatory risk is still rated amber, | will say \den’t have the appropriate culture
yet. Conduct. We are giving a lot more attentmsomething that — well, the risk
officers call conduct risk, but what we’re realjikting about is the appropriate
treatment of customers. And we have set up ayea&now, a customer
remediation centre. We are capturing more measiiresstomer conduct, not just
customer experience as revealed to us throughroetgter score, and as you would
know, we — we track net promoter score for theress overall, we track net
promoter score for every element of the busin&¥e.track net promoter score for
all 700 branches around the country. We and tlaedyave go out and we visit
branches. We’ve been doing this for a few years. nd/e go out, we visit branches.
We go behind where the tellers sit. There’s aestie every branch and it tells you
what the net promoter score in that branch, istgdlu the net promoter score for
every banker in that branch. And so we are exgosinselves to that sort of
information. And for the bank overall we — we haaéd there needs to be a
substantial increase in the net promoter score for the bank overall. It's part of
the accelerate one NAB plan that we ticked off @mibnths ago. But we also want
to see a pickup in not just customer experiencebtttomes for customers. And —
SO we are — we are getting — well, it's called airbs, right. Verbatims to the board
about poor customer experience. And — and weyragrto learn something from
those poor customer experiences. And if we costiousee poor customer
experiences of the sort that we have seen ovegrasiefew years, then, again, that
will be another indicator to us that we don’t halve right culture in the organisation.
So there’s quite a lot of things we can use tormfourselves about the culture of the
organisation. | have found myself that one — dy@aportant thing to do is that
when you — when you become aware of an instanpeafconduct or even when
guestions are being asked about the conduct, | foavel it useful myself to go out
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and talk to the people in the area and ask themthewfeel about it. What do they
think are the reasons for it? Whether they agiigieitv And, again, | don’t think —
well, again, | think that's something that the NABectors, they have been doing,
they are going to be doing more often.

Do you have a view on how long it's going to ta@eetmbed the culture that you
want?---It could be 10 years. It could be. | hapé But | wouldn’t be at all
surprised. That would not be unusual for orgarsatthat seek to embed challenge
in cultures.

You mentioned a number of times in that last longveer the next promoter
score?---Yes.

And the use of the net promoter score by NAB?--:Yes

It's a significant part of the way you assess ypenformance with customers. Is that
right?---Sure, it is, yes.

And can you explain how it's measured?---Sure fiiSdy, there are two concepts of
net promoter score. There’s — there’s a — a sebreh pertains to the organisation
as a whole. I'm sure many people in the room wdade had this experience, a
survey organisation calls, and asks you whetherayewa customer of a particular
company, particular business, and if you say yes) the question is on a score of
zero to 10, how likely would you be to recommenid tirganisation to family or
friends. And — so that’'s a — that’s a score tleaitgins to the view of the organisation
as a whole. Then there are the so-called episedipromoter score measures, and
I’'m sure also everybody in this room has had tkjzeeience, where you have had a
customer experience — it could even be servicing gar or having your car
serviced, and then a little while later you getarne call from somebody who says,
“Thinking about that experience, how likely wouldube to recommend that
business to a friend or relative?” Same scoranesasame scoring system applied.
And the way the net promoter score works is thattit's only the scores rated nine
and 10 that count as positives and the scores sig tihunt as negatives and those in
between six and nine are regarded as neutral, @ndalculate the net promoter
score by subtracting the zero to sixes from thesiand 10s. And for NAB and,
indeed — and here we do compare ourselves witbttrex banks — not surprisingly —
the net promoter score for the organisation as@enis a negative which means that
those who rate us zero to six outnumber those ateous nine and 10. And yet |
think it's true that for all 700 branches in Audiidhe score is strongly positive.

Is that score based on the episodic - - -?---Yes.
Yes?---The branch one yes based on the episodic.

And the episodic surveys happen relatively quiekter the person has interacted
with NAB?---They do, yes.

.ROYAL COMMISSION 26.11.18 P-7115 K.R. HENRY XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

Do you accept that in many cases where a finaseraices entity does something
that is against the interest of the customer itteéte years for that to be
discovered?---By the customer or by us?

By the customer?---1 guess, yes, that is true.

So - - -?---But it's — but it's probably even mdrae, it might take us years to
discover it, even longer.

| want to focus on what's in the mind of the custosm- -?---I see.

- - - at the time that they're answering that syrv®o you accept that at that point
the customer might think that their experience WHB was very positive, they
were given the loan that they asked for, the prothat they went in thinking that
they needed they were sold. But they might findroany years later that that
transaction was not actually in their best intexef0 you accept that?---It's
conceivable. It's possible.

Well, let’s — part of what | want to talk to you@li tomorrow in some detail is the
fees for no service dealings - - -?---Yes.

- - - within NAB. Do you accept that customers masll have given positive
feedback under net promoter score surveys in cistamees where they had no idea
for many years that they were paying fees witheaeiving a service?---1 don't think
we were even surveying the customers in those days.

Well, I want to understand, Dr Henry, if you acctt a measure of customer
advocacy that’s taken immediately after the custanteracts with NAB is not
necessarily a reliable indicator of whether thera good customer outcome

- - -?---Absolutely, | do. Absolutely, | do. Sure

It's - - -?---And we would not rely on that metatone and we don't.

Because it's a measure of whether that customteppy with NAB - - -?---Sure.

- - - at that point in time - - -?---Sure, sureresu

- - - immediately following?---Sure.

Given that you place such significance on the netpter score in assessing your
performance and the perception of your organisatiitin customers, is that a
problem?---If it was the only thing we were relyiog with respect to customer
outcomes, it would be a huge problem. But we’re no

So what - - -?---It deals with customer experience.

Yes?---Not customer outcomes.

.ROYAL COMMISSION 26.11.18 P-7116 K.R. HENRY XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

Yes?---They're two very different things, right.

So how do you measure customer outcomes?---Maimgily through complaints
from customers, to be honest. Mainly.

Right?---When something goes wrong.

So you rely on the customer to come forward ard/tel about the poor experience
that they have had?---That is usually the case, p@sl it's probably impossible to
replace that with anything else, but we do try pthengs. So, for example, the other
things we try is to have more rigour around theettgyment of products, and there
are — if | can use these somewhat — this somewbhde@hrase but release of
products into the market. And truly assess themmfa customer perspective before
the products are rolled out. This is somethingeed to get better at. Obviously, if
we were much better at that, then we would get fenstomer complaints. So
ensuring that — or trying to ensure that on allastens the product that is delivered
to a customer is the appropriate product for thatamer, that's something which
involves both product design and involves — an@salpon the behaviour of the
banker who has the customer relationship, and #nsuring that it is, indeed, the
right product for the customer at that time. Sobetter to influence — seek to
influence those things rather than to rely upop@st incident reporting and then
find yourself in a world of customer remediation.

But a customer might never know that they haveivedenappropriate financial
advice. Do you agree?---Yes, indeed. Of course.

And a customer might take some time to realisedHaan that they have been given
is a loan that ultimately they are unable to s&?¥ie-Likewise the bank might.

Yes. Yes?---Yes.

But I'm talking about - - -?---Indeed.

- - - how you rely on your net promoter score tdenstand the customer experience,
because | understand your evidence to be thaudterner experience is very
important to NAB?---Well, yes, but it's not as intant — I've also said | think it's

not as important as customer outcomes.

Yes. And customer outcomes at present you assesgyh the lens of customer
complaints?---Principally.

Yes?---Yes.

And you accept that that requires the customert@ haken the step of complaining
about their experience?---Yes.
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And it makes it very important, do you accept,you to look very carefully at the
customer complaints that are made, and for thos®mer complaints to be filtered
through to the highest levels within the organ@a--Indeed.

All right. | see the time, Commissioner.

THE COMMISSIONER: Yes. What time do you suggestshould begin
tomorrow, Ms Orr?

MS ORR: | would like to suggest 9.45, Commissione
THE COMMISSIONER: Are you content to be back here
MR ........... With respect - - -

THE COMMISSIONER: Just a moment. Are you contertbe back here at
9.45?---Indeed, Commissioner.

Thank you, Dr Henry.
MR ........... With respect, Commissioner, in public interest do you or an
associate hold a vested interest in any of thegerrhanks? Scargetter, 40 years

federal tax practitioner.

THE COMMISSIONER: The short answer, Mr Scargeiteno, | do not and we
will adjourn until 9.45.

MR SCARGETTER: The complicit judiciary in all dfis needs to be looked at.

<THE WITNESS WITHDREW [4.18 pm]

MATTER ADJOURNED at 4.18 pm UNTIL TUESDAY, 27 NOVEM BER 2018
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