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THE COMMISSIONER: Ms Orr.

MS ORR: The Commission pleases, we have one witmess to call in relation to
the home loan part of this block of hearings. Miahess is Mr William Ranken.

THE COMMISSIONER: Yes. Mr Ranken, would you com® the witness box,
please.
<WILLIAM RANKEN, AFFIRMED [9.46 am]

<EXAMINATION-IN-CHIEF BY DR COLLINS

THE COMMISSIONER: Do sit down, Mr Ranken. Thaydu. Yes, Dr Collins.
DR COLLINS: Yes. Thank you, Commissioner.

Would you state your full name?---William Andrew rikan.

Is your business address 833 Collins Street, Dadkf2---Yes, it is.

Are you the lead of the homeowners team at the Bi#king Group?---Yes | am.

Mr Ranken, have you received a summons to appéarebihe Commission?---Yes,
| have.

And do you have that with you in the witness bo¥zs, | do.

Would you hand that to assistant. Your Honouenlder the summons.

THE COMMISSIONER: Yes. That will be exhibit 1.88ummons to Mr Ranken.
EXHIBIT #1.58 SUMMONS TO MR RANKEN

DR COLLINS: Mr Ranken, have you made a witneageshent for the purpose of
these Royal Commission hearings?---Yes, | have.

And do you have a copy of that in the witness beXes, | do.

And Commissioner, | tender the witness — I'm sobsfore | do that, is there a

correction, Mr Ranken, to be made to the witnestestent on page 11 in paragraph
59(b)(vi)?---Yes, there is.
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And is the correction to delete the last two wartithat subparagraph, “and
superannuation”?---Yes.

With that correction, Mr Ranken, are the contemtgonir statement true and
correct?---Yes, they are.

Commissioner, | tender the witness statement.

THE COMMISSIONER: Mr Ranken, have you been goodugh to strike through
the words that you wanted corrected and initiaifexse?---Yes.

Just initial them, if you would. Thank you very alu Exhibit 1.86 witness
statement of Mr William Andrew Ranken.

EXHIBIT #1.86 WITNESS STATEMENT OF WILLIAM ANDREW R ANKEN

DR COLLINS: No questions.

THE COMMISSIONER: Yes. Yes, Ms Orr.
<CROSS-EXAMINATION BY MS ORR [9.48 am]
MS ORR: Mr Ranken, you're responsible for ANZsrteloan portfolio; is that

right?---Yes, it is.

And you estimate that portfolio is currently estiethas being a 265 billion dollar
portfolio?---Approximately, yes.

Yes. Now, could | ask you to turn to the first dothto your witness statement, Mr
Ranken, which is ANZ.800.314.0001?---Yes.

Could we have the first and second pages of thisment displayed on the screen,
please. This is an extract of ANZs 2017 full yessults?---Yes, it is.

We see from that that, in FY17, ANZ had approxiryate008 million home loan
accounts?---That's correct.

And this represents an approximately 15.7 per skate of the home loan
market?---That's correct.

And the average loan size was $262,000?---Yes.

And the average loan to value ratio at initiaticesv69 per cent?---Yes.
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Could you explain the loan to value ratio, Mr Ramfke-The loan to value ratio is a
mathematical figure taken when you compare thedizke loan against the value of
the underlying asset.

Thank you. Now, ANZ offers home loans through foleannels; is that
right?---Yes.

And those channels include a broker distributioanciel?---Yes.

And the proportion of — excuse me — proportion dfZAhome loans that originate
from brokers is significant; do you agree?---Yes.

Can | take you to the table at paragraph 42 of gtatement. If we could have that
page and the following page displayed on the s¢igease. You include tables in
paragraphs 42 and 43 of your witness statemend, #om the first table, do we see
that during the period from 1 October 2016 to 3pt&mber 2017, 177,604 home
loan applications were submitted to ANZ?---No.

Sorry, | have that figure wrong. Could you explaow many home loans were
submitted to ANZ during that period?---No. It'sjyour wording around
applications “submitted”. That — that’s actualfypeoved sales.

| see. So this isn't just submitted. These aeehibme loans that went through to
approval; is that right?---That is my understagdiyes.

Yes, | see. And of those, approximately 102,008veeibmitted by brokers?---Yes.
Approved, but submitted by brokers?---Yes.

Yes. So that's 58 per cent that were submitteldrbikers that went through to
approval?---Yes.

And the quantum of home loan sales submitted blgdysowas also significant.
That’'s what you deal with in your table in paradrdpgl?---Yes.

I’'m sorry, paragraph 43. We see from that tabée thuring that same period, from 1
October 2016 to 30 September 2017, ANZ sold apprately $67 billion of home
loans?---Yes.

And of that amount, almost 38 billion came fromKkers?---Yes.

So 56 per cent of the sales during that period@s:Y

You explain in your statement that ANZs procedudoeprocessing and approving

home loans originated by brokers are generallyséime as for home loans that come
through the non-broker channels?---Yes.
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But you mention one difference — well, you mentibat one difference is that as at
March 2017, all broker initiated home loan appliimas were subject to manual
assessment?---That's correct.

Is that still the case?---That'’s still the cases.ye

And is that because they’'re not processed throogh yternal mortgage origination
system platform?---They have — they have their spgcific mortgage origination
platform, and we think it's prudent that we shomidnually assess those
applications.

Why do you think it's prudent to do that, Mr RanRenBecause our bank staff
aren’t present at the initial conversation with tlistomer, and so we’re relying on
the broker to submit documents, so we like to miyil@ok at those.

Is the process for broker originated home loafigpstitially automated?---Yes.

In what way? What part of it is automated?---Thbe-assessment of the — the
automated part is where we look for the creditesdnr giving a query to the credit —
to the — to Veda or Equifax, the bureaus — cradi¢aus.

Yes. So that portion is automated?---That porison- -

Any other portion automated?--- - - - automatetie $ystem would automate the
sensitisation of the actual payments. So someasfet mathematical calculations
would be automated as well.

Yes. | see. Could | ask you some questions abheusteps that ANZ requires a
broker to take when submitting a home loan to ANAu've annexed to your
statement a document called the ANZ Broker OpeanatManual. That's the second
exhibit to your statement, ANZ.800.314.0003, and ggplain in your statement that
this document sets out ANZs expectations in refatioany home loan application
submitted by a broker; is that right?---Yes.

And this document, we see, is dated November 2065,

Is it still current, this document?---I believe ges.

Okay. Could I ask you to look at 0048 in that doemt. We see there under the
heading Lending Criteria, 5.1 Income VerificatioRo you see that, Mr

Ranken?---Yes.

ANZ will only lend to borrowers who can demonstrateability to repay with
sufficient comfort and over the life of the loan.

?---Yes.
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And could you explain what is meant by “with suiiict comfort” in this
setting?---We look at a calculation around unencenet monthly income and if that
unencumbered monthly income — when we assessphgment requirements on a
fully sensitised basis if that is sufficient thatdeemed sufficient comfort.

Yes, | see. Before submitting a home loan apptioaiare brokers required to
conduct a loan interview with a potential borrowes;that right?---Yes, it is.

And are there requirements about how that homeiktmbe conducted?---Yes,
there are.

Can | ask you to look at 0073 in this document.u ¥ee there 6.3, Loan
Interview?---Yes.

And 6.3.1 Purpose of the Loan Interview?---Yes.
And | would ask you to look at 6.3.2, During thealmolnterview:

The loan interview must be conducted in persormbyapproved originator
who has been accredited by ANZ and not by any qtheson. As an approved
originator, you are required to be satisfied aghe customer’s ability to
service their commitments, ie, get to know youtarusr and to ensure that the
product offered meets the customer’s requirememdsadbjectives.

So we see from that that the broker has to befigalias to the customer’s ability to
service their commitments?---Yes.

And does ANZ have an independent obligation tes8atiself as to the customer’s
ability to service their commitments?---Yes, it iges, we do.

Yes. And you're aware that that's a legal obligatihat arises under the National
Credit Act?---Yes.

And can ANZ discharge that obligation by relyingtbe broker's assessment of
whether the customer has the ability to servicectiramitments?---I’'m not aware
that we can, no.

So you accept that you have an independent oldig#di assess whether the
customer has the ability to service their committagourself?---Yes.

Thank you. And, as at March 2017, a broker wasired to submit three forms of
documents to ANZ; is that right?---Specificallygl — I’'m not sure - - -

If it assists, | will direct you to paragraph 48yaiur statement. Do you see there, Mr
Ranken, a reference to three documents: a condghei@e loan application form, a
statement of financial position signed by the cogin and supporting
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documentation?---Yes, | — when you said three, stppy documentation could be
many. | was wondering why you limited to threeor$.

Sorry. That could be a bundle of documents?---Yes,
Yes. So three — well - - -?---Components.

Two individual documents?---Two individuals andrhe -
And one bundle of documents?---Yes.

Which is the supporting documentation?---Yes.

And is that still the case that brokers are reglicesubmit that documentation to
ANZ?---Yes.

And the first two of those documents, the onlinenedoan application form and the
statement of financial position, they’re complebgtthe broker with information
that’s to be collected by the broker from the cost?---That's correct.

And the statement of financial position, the secdadument, is to be signed by both
the broker and the customer?---That’s correct.

All right. Now, could we move then to the stepattANZ takes, having received
these — the two documents and the third set ofrdeats from the broker. The
documents are entered into ANZs internal systentlameéssessment process
commences; is that right?---The details enter&ml-talready entered into with the
online home loan application form by the broker.

Yes?---They're then passed through to ANZs systamsarious gateways and
things.

Yes. You deal with this in paragraph 52 of yoatetnent. So the information is
received into what you've described as MOS, whicANZs mortgage origination
system?---Yes.

And then the assessment process commences, whicgtxptain involves a
combination of automated functions and manual asseist by a member of the
ANZ assessments team?---That’s correct.

Is that still the case?---That'’s still the cases.ye

Yes. Now, the automated component of the procedsdes the steps you've
described in paragraph 53 of your statement?---Yes.

| see you've used the word “including” there inggnaph 53. Were there any other
steps to the automated component of the procesgahalid not refer to in your
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statement?---No, | think that's fairly comprehemsivihey’re — | need — there’s one
other adjustment to expenses, which is if a custataéms to be living at home rent
free that we would then insert a minimum board ard@amount.

And that’s an automated step, is it?---I'm — I'mt sare. I'm not sure if that’s
automated or manual - - -

Right?--- - - - in the MOS system. So it's — thether than that, | can’t think of any
other reason, yes.

Okay. And the steps you've referred to here asprmimg the automated process as
at March 2017 are still the steps within the autitdgrocess?---That's correct. At
the point of assessment, yes.

Yes. And the steps that you describe there inclind&3(b), the initial calculation of
uncommitted monthly income, or UMI?---Yes.

And the UMI, in general terms, is the amount of eyavailable to the customer
after all monthly expenses have been deducted tineim net monthly income?---So
an estimate of expenses on a monthly basis. ®caulse some expenses obviously
are annual, and you will need to take a — they beagaid annually, but you need to
take a monthly adjustment.

So with that qualification then, do you agree iliatthe amount of money available
to a customer after all estimated monthly expehses been deducted from their net
monthly income?---Yes. Including buffers to thesgenses.

Yes?---From what they currently are today.
Yes. Buffers applied by ANZ?---Buffers applied AMZ, yes.

Thank you. And you explain here that the UMI figumcorporates the monthly
home loan repayments, a monthly repayment figuréhi® customer’s credit cards,
which is calculated as 3 per cent of the custontet& credit card limit?---Yes.

And it also incorporates the higher of the custosngtiated living expenses or a
particular living expenses benchmark used by AN#wn as the household
expenditure measure or HEM benchmark; that's PighYes.

| will come back to that benchmark, but you alspisab3(c) that in some cases the
steps also include the calculation of a loan toeahtio. In which cases is a loan to
value ratio calculated?---It's more — | think thé-some cases it's on the modelled
estimate of the value being appropriate. So iftliee stated value of that house is
within a range that is — our — our systems telsusithin the reasonable range for a
house of that type, that nature, and there’s nerattasons why we would require a
full or kerbside valuation of that thing then welrappy to take the modelled
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estimate. If we've got a modelled estimate thercae calculate a LVR off the back
of that.

| see. But sometimes you don’t use the model eséins that what you're
saying?---Correct.

You calculate it specifically?---Sorry?

You do a specific calculation rather than relyimgtbe model - - -?---No. It's not
the - - -

- - - is that what you mean?--- - - - calculatigls, the — sorry, | just cut - - -

Yes?---It's not the calculation. It's the — wheve’re happy to actually rely on that
valuation, the valuation component which allowsaido the calculation.
Sometimes, if the value that’s given to us seem®bwhack with the value of the
houses of that nature in that suburb we say, “Sareyneed a full valuation. We
wouldn’t do an LVR based on the estimate you'veegius.”

So does that mean an LVR is always done, ratherahly done some of the time?
It's a question of what it's based on, the valuati@cepted or another one that’s
required?---We would always do an LVR to approweltdan.

Yes?---At this stage it's an — if it's an automatadculation, depends actually
whether we’re happy to rely on the automated valnat

| see. | see. Thank you. You then deal in paaly54 with the key steps of - - -

THE COMMISSIONER: Before we leave the calculatairihe UMI, can | just
make sure | understand 53(b)(ii), the credit cdlmheance. Assume you have an
applicant for a mortgage who has a credit card loth$5000. You take to account a
repayment of 150 a month, do you?---Yes. Thagtsknsitisation of the credit card
repayment is assuming the full limit is used onftwlity.

The customer has maxed out the credit card?---Yes.

And you are assuming the customer is going to serviat at 150 a month, that is, at
1800 a year on a 5000 credit card debt; is tgat?i--That's right. It's calculated to
assume the — they pay it down within five years.

Well, it's exactly that | wanted to focus on. O thumbers, as | understand them at
least, would 1800 a year pay down a 5000 credd dabt that's accruing
interest?---That's the calculation that the systeses I'm — yes.

| know - - -?---That's my understanding.
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- - - that’s what the system does. What I'm trytogyet my head around — and
forgive my probably insufficient mathematical graspt — but it seemed to me that
if the customer is going to make any headway ondtedit card debt, it was going
to be quite slow headway on the debt. But amhtrag wrong?---1 think five years
is actually the time — the timeframe it would bédpdown using that ratio.

| see?---Yes.

What's the credit card interest rate at the momenmost of your cards? What's the
rate?---1 actually — I'm not a — | don’t know theedit card rates. There’s a range. |
think there’s - - -

You pay it off as soon as it comes in, like sonfead do, Mr Ranken?---Absolutely.
Yes. Not everybody does. Yes. Sorry, Ms Orr. gomn.

MS ORR: No, Commissioner. | wanted to move ®ranual component of the
assessment process which you deal with in paradFam your statement. And,
again, you say that you've listed the key steptvimiclude the 11 steps listed in
paragraph 14. Are there any other steps — I'nysorr?---Sorry.

- - - in paragraph 54?---Right.

So | am in paragraph 54. You say that the keyssbéphe manual component of the
assessment process include (a) to (k). So therglakey steps?---Yes.

And are there any other steps in addition to tlds#hat you've listed there?---If
there are — | couldn’t definitely say there areotivers. If there’s refer-out rules that
the system picks up in terms of the applicatioa,aksessor would be required to
refer out rules and satisfy themselves as to waydan should keep going through.
So | think there’s a — they're the key ones.

So that sort of step that you've described is entlargins, is it? That only happens
in some cases, and these are the key steps thad glozur in each instance of
manual assessment?---These are — yes, yes.

Okay. And are these still the steps that ANZ takets manual component of the
assessment process?---Yes, they are.

And one of the steps that you've referred to irch4H a review of the application
against the customer’s signed statement of finhpoisition to check if the
customer’s financial information has been correaiyorded by the broker in the
application. You see that?---Yes.

And another is the verification of the customensame — this is 54(d), as stated in
the signed statement of financial position, ushiydocumentation provided by the
broker?---Yes.
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Yes. Could | take you to your third exhibit, whishANZs mortgage credit
requirement policy, ANZ.800.282.0001. Now, thixdment sets out ANZs credit
requirements in relation to home loans?---Yes.

And is it still current, Mr Ranken?---1 believeist Actually, there might be some
minor — | would need to check that. We do updat r@view aspects to the
requirements. I'm not sure.

Okay. So ANZ employees are required to follow fiadicy?---Yes, they are.
Yes?---Within — so there’s — it's a — it's a strplicy.

Yes?---And then our assessors have a credit atythtbsicretion and they can make
sort of overrides to that policy if — to within dretion that's deemed reasonable.

Yes. | see. Butin the absence of an override sits out - - -?---Yes.
- - - the credit requirements that are to be fold®--Yes, it does.
Okay. Can | ask you to look at 0070. And couldhage 0070 and 0071 on the

screen together, please. Do you see there, Mrdarik4, Other Income
Sources?---Yes.

So:
ANZ recognises in this document that customershaeag a variety of sources
of income.

?---Yes.

And one of those sources is government benefi¥es:-

And at 0072, we see the way this document dealsgavernment benefits, down
the bottom of the page, Government Income Sources:

Government benefits may be used in servicing caioms on a limited basis
as they are designed to provide a very basic stahdfliving. Government
benefits are split into three categories: bendfitt may comprise the
applicant’s total income, ie, benefit can be thiesmurce of the applicant’s
income; government benefits that must comprisetien 50 per cent of the
applicant’s total income, and can be accepted @ase by case basis, ie, the
applicant must have other income aside from govenirbenefits —

we will see over the page. And (3), the third fasngovernment benefits that are
unacceptable. Do you see that?---Yes.
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So we see from the table on this page that a peis@ government benefit that is
permitted by ANZ to comprise the customer’s totaldme?---That is correct.

Yes. And:

This form of income is to be verified by a lettent Centrelink within 60 days
of the date on the signed statement of positiondbiafirms ongoing payments,
or a three month transaction history from the custo's bank account showing
consistent payments over that three-month period.

?---That's correct.

Yes. So those are ANZs requirements in relatioretdfication of income that
comes as a government pension?---Correct.

Thank you. Now, could | return to your statemeridy back into the steps that
you've listed of the manual process. Now, theneaseference in any of the 11
steps that you've identified in paragraph 54, tofymg the customer’s expenses; is
that right?---54. Customer’s income — that's {'theorrect.

And that’s because that wasn'’t part of the procasd,isn’t part of the process at
ANZ. The only reference we see to something atbinge lines is in 54(f):

Verification of the customer’'s ANZ home loan, peeddoan, credit card and
overdraft liabilities. The assessor would alsoifyeany other financial
institution liabilities which were being refinanced part of the loan
application.

So a very limited form of verification restricteal ANZ loan products or other
financial institution liabilities that are beingfirranced within the loan
application?---That's correct. Although at (h)athvording:

...confirmation that the higher of the customer’'sesfdiving expenses.
We see reference to the HEM benchmark as a forimdogct verification.

Could you explain that? How does the HEM benchrmdnkw does moving away
from the customer’s declared expenses to the HEMHreark verify the expenses
declared by the customer in the information proditg the broker?---Yes. It's a
form of what we refer to as indirect verificatiolf.the customer has had the
conversation with the broker and they’ve gone tglrocomponents of their living
expenses and said, “Here is my total”, we therraudly verify if that is reasonable
by reference to a benchmark, such that if the custdas stated it's $1000 and the
benchmark for a customer in that sort of — with thanmber of dependants, whether
single or a couple, etcetera, is below that, weldvapply the higher benchmark
level.
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| want to suggest to you, Mr Ranken, that is ne¢@fication step at all. That is not
about verifying what the customer has told the brabout their expenses. It's,
instead, connected to the suitability assessmeatuse in some cases you don’t
accept the customer’s declared expenses. You theve up to the HEM
benchmark for the purposes of assessing suitabilitthe loan, but you do nothing
to verify the expenses that are recorded by thkerio the documentation provided
to ANZ?---Other than to ensure that the statememd avhat those living expenses
are is also signed by the customer, we don’t vérd@yond that.

Yes. So all that the ANZ employee does is cheaktifie expenses recorded in the
application are the same as those recorded irtdkensent of financial position.
There’s a cross-check between those two documénthat right?---That's correct.

And you would agree that that's not a verificatafrthe information contained in the
statement of financial position provided by thekamr®---It's not a direct verification,
no.

It's not a direct or an indirect verification, is Mr Ranken?---1 — | still personally
think indirect verification reference to a benchknara form of indirect verification,
but it's wording, inmy - - -

So you don’t accept what | put to you that thalfsbout assessment of
serviceability rather than checking that the infatimn contained in the form about
the customer’s expenses is, in fact, accurate?s:-Yidne primary purpose of
obtaining the expenses is for the serviceability.

Yes. Thank you. But the National Credit Act plated, at this time that your
statement is directed to in March 2017 — and gtdhibits — ANZ from entering into
a loan with a customer without making reasonaldeiies about the customer’s
financial situation and taking reasonable stepgetdy the customer’s financial
situation. You're aware of that?---Yes, | am.

And you're aware that the customer’s financial ailon includes not only the
customer’s income but the customer’s expenses?:-Ye

Are you aware, Mr Ranken, of a regulatory guidelighled by ASIC which is
Regulatory Guide 209 Credit Licensing Responsildading Conduct?---Yes, | am.

Could | ask that that be brought up. It's docuni®6D.0021.0001.0088. And could
| take you first to page 16 of this document, MnRen?---Is that the best, it is really
hard to read on this - - -

We can move in onto parts of it. Itis 209.32 thaanted to ask you questions
about. You said you were familiar with this docuntte--Yes.
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Yes. So you understand this is the guidance peovity ASIC to assist entities of
complying under the National Credit Act?---Yes's Hbout their — their expectations
of - --

Yes?---Yes.

Yes. Do you accept these are reasonable expedatidhis document? Do you
disagree with any of them?---There’s aspects thiat | personally still wonder how
it would be possible to operationalise to the tettat they've got there.

And what are they, Mr Ranken?---It's — it's theancept of scalability, specifically
where they say every — | think the words they usthé document is “every situation
must be considered on its merits”, and then yoocgaures must be appropriate to
that.

And what do you disagree with about that?---1 dalistagree, it’s just that | find —
just putting an operational hat on, it makes itvamplex to design processes that,
you know, make sure you adhere to that in everylsioircumstance. There’s so
many variations on people’s circumstances.

Do you accept that you need to adhere to it inyesigle circumstance involving
every single customer?---We need to take reasomstdys to — absolutely,
reasonable steps, absolutely.

Yes. So | just want to understand the scalaljiigblem. Is it because ANZ has so
many customers that it'’s difficult to have systeamplace that permit that?---It's —
it's not the number, it's the — the variationsmalividual customer circumstances,
and just the — you know, the subjective natureeabonable, you know, that type of
thing.

Right. Well, if any of these parts that | refeuyio, Mr Ranken, are parts that you
take issue with, you will tell me as we go?---Yes.

Yes. So can we start with - - -

THE COMMISSIONER: Just before we leave that, cpst come back to the
scalability issue that you think presents operdaialifficulties. It depends whether
you treat scalability as something requiring a degf variation over a curve,
whether you take the top end of the curve, doésmtr Ranken? There’s no
difficulty if you took the top end of the curve athis, the worst case scenario and
said, “Right, regardless, we're going to apply thishe worst — the standards that
would apply to the worst possible case, the hangessible case, we're going to
apply those across the board.” There would beiffiowdty about that, would
there?---You — you could do that. The realityladttsituation would be for simple
cases we would be having very onerous processegranddures, the complexity,
the cost and the time of implementing that for g\aplication would be significant.
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There’s a trade-off, isn’t there?---Yes. Theretmuatomer benefit trade-off, yes.

Or at least the bank regards there as being a-tiffidés that right?---Regards it and
— yes, we have experience where that would beabe. c

Let me just make plain what lies behind the questi@cause at least an available
point of view may be — | don’t say it is — an aable point of view may be that the
trade-off is between administrative convenience @melying the law. Now, that's a
very awkward trade-off if that's the way it's se&n’t it, Mr Ranken?---1 think ANZ
takes its obligations, legal, regulatory and otheesy, very seriously. We're very
focused on complying with those. We want to da tha reasonable level, and |
guess it's down to that subject to nature of thedwoceasonable”.

Yes.

MS ORR: Just because you've raised this pati@tiocument, Mr Ranken, | will
show you page 12, which deals with scalabilityhaf teasonable inquiries and
verification obligations, to confirm that that lsetpart of the document that you're
referring to. Do you see there the reference to:

We consider —

ASIC considers —
that the obligation to make reasonable inquiries ke reasonable steps to
verify information is scalable. That is, what yoeed to do to meet these
obligations in relation to a particular consumerlwiary depending on the
circumstances.

?---Yes.

Yes. Now, is that the part of the document that yere referring to?---Yes.

Yes. Allright. Now, could | take you back to gayj6. And 209.32. And you see
there that ASIC tells us that:

Reasonable inquiries about a consumer’s finandtabsion will generally
include —

in (b):

The extent of the consumer’s fixed expenses (fudng repayment of
existing debts, child support and recurring expsrsgch as insurance).

And in 209.33 below, which we will need to expand:

Depending on the circumstances of the particularstoner, and the kind of
credit contract or consumer lease they may acqueasonable inquiries could
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also include the consumer’s other expenditure thay be discretionary
(such as entertainment, take away food, alcohbhdoo and gambling)

Now, do you agree that these are things that ANMihbe verifying when it is
verifying the financial situation of the consumeraiccordance with its statutory
obligation under the National Credit Act?---Our geeses on those categories are to
have a conversation with the customer, understdrat their stated expenses are and
then, to the extent to which we need to considezthvdr they're at a reasonable

level, we reference to the benchmark.

But you don’'t have a conversation with the customieen the information comes
from a broker, do you?---The broker has that cosatson with the customer as part
of their initial interview.

And, as we've established, you don’t do anythingeaafy what the broker tells you
about the customer’s expenses. You don’t do angttt check that that information
accurately represents the customer’s expenseseir-Jéneral living expenses, no.

THE COMMISSIONER: Why is it in the broker’s intst to pin the customer
down? Why is it in the broker’s interest to intagate the customer when the
customer reports living expenses as X dollars athfor'What'’s in it for the broker to
say, “Are you sure? Is that right"?---Up to thdiindual broker, | suppose. They're
acting as agent for the customer.

Well, are they? There’s a nice question about wlagent is who — who is the agent
for who in this transaction, but we can have a teebhout that later. But do you
agree with me there is no incentive for the brakenterrogate the customer about
expenses?---They have their own obligations urtggr bwn licensing requirements
to ensure the product’s not suitable for the custoamd understand their customer’s
position.

And there’s no incentive, because they know the lvah default to higher of
declared expenses or HEM; is that right?---Yes.

And they know that the bank will do that, or atde@ would be open to a broker to
conclude that the bank defaulting to HEM was seethb bank as the bank meeting
its obligations about responsible lending; is tigtit?---You still require the initial
conversation with the customer about their livikngenses, and then referencing it to
the HEM.

Yes?---It's both steps.

Having interrupted you, let me take you back td fbs question of UMI, the
uncommitted monthly income, isn't it?---Yes.

Is that the proper understanding of the - - -?-s.Ye
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The acronym. We all end up talking in acronymsu’gaid, in calculating UMI, the
bank would sometimes apply buffers - - -?---Correct

- - - to some of the numbers that go into thatwaltion?---Yes, that’s true.

Now, if | am treading on matters of commercial ¢dence, you need to speak up.
Do you understand me? If | am about to tread im&dters where you need to be a
little circumspect - - -?---Okay.

- - - you should speak up, then we will decide wketyou can be circumspect. But
interest rates are historically low; do you agreé®do.

If you take account of repayments at today’s leyel are taking account of
repayments geared to historically low interestsatis that right?---Yes.

Does the bank ordinarily apply a buffer to repaytiewvels?---Yes, we do.

Does it apply a buffer that would have regard t@twmould be the historical general
level of interest rates?---It's a reference to-thees, long-term average through the
cycle is the phrase - - -

Is of the order of about 7 plus per cent, | think”25, correct.

7.25, is it? Yes?---So the buffer those — we felsgwo parts of the buffer. That's
the floor. There’s also an actual buffer to thieetive rate the customer’s paying.
So if the customer’s paying 4 per cent, we havaféebof 2.25 per cent to that,
which actually gets you only to 6.25. Hence, wplag floor of 7.25. If interest
rates are higher, 6 per cent, we would apply agowff 2.25 to 6 which would be
8.25. So we would assess it at the 8.25.

Yes. Go on, Ms Orr.

MS ORR: Could I ask that you look at page 2thig tlocument, Mr Ranken, and
clause 209.46 on that page. You see there thaf A&bls ANZ and others that:

You are obliged to take reasonable steps to vardfgnsumer’s financial
situation. Generally, this will require some positsteps to verify the
information provided by the consumer.

Do you agree with that?---Yes.

And do you agree that ANZ does not take positiepsto verify the customer’s
expenses?---No, not all expenses.

I’'m sorry. You agree, but you confine your ansizeonly some of the customer’s
expenses; is that right?---So the general livixgeases, which is one component of
customer’s living expenses as we’ve repeated margsttoday, we take their stated

.ROYAL COMMISSION 19.3.18 P-468 W. RANKEN XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

level that they, you know, they attest to and tiverreference that to the HEM
benchmark.

And you would agree that where a customer proviafesmation about their
expenses that is inconsistent with other infornmati@t ANZ holds about the
customer, such as information contained in bartestants, it's important to make
further inquiries in the verification of the infoation?---No, | don’t agree with that
statement.

So when the customer’s expenses are inconsistémbank statements that ANZ
holds, you don’t think that it's necessary to tkeher steps to deal with that
inconsistency?---No, not necessarily.

What, does ANZ ignore that inconsistency?---The flaere’s an inconsistency of
itself doesn’t mean that the customer’s stateadj\@xpenses are incorrect.

Well, what does it mean? It should cause you &stjon what the customer has told
the broker or what the broker has recorded foctistomer, should it not?---Well,

it's about what’s the most appropriate step to takget ourselves comfortable the
customer’s stated living expenses are appropriate.

Yes. So what I'm putting to you is that you've dpaink accounts to show that the
expenses are different to what is recorded in doeichents submitted by the broker.
You say you do nothing about that?---There are —war processes are we do
nothing. There are transactions on those statentleait are inconsistent with the
statement of position, and we don’t do anything - -

Well, do you think that's satisfactory, Mr RankenPpersonally do, yes.

And why is that? Why do you think that, holdingotwieces of inconsistent
information about the customer’s expenses, ANZataose to ignore that and the
consequences of that for the assessment of whibiidloan is not unsuitable for the
customer?---Yes. We're talking about the manudkse of paper-based bank
statements, and to use those to verify a custoratement of position, particularly
general living expenses, would be highly complexywtime-consuming, very
costly, and ultimately not necessarily that helpful

So as | understand your answer, it's too hard tthdb It's too hard to do anything
about an inconsistency, so it's ignored?---It’s thatt it's too hard, it's actually that it
—itis hard, but it's not that it's too hard. dttoo hard, but there’s other ways to get
to a better level of comfort around a customerjsemses.

Well, what are those ways? How do you deal wisit@ation where you've got bank
statements showing different expenditure by théoruasr, higher expenditure by the
customer than is recorded in the documents suldrbigehe broker? What are the
other ways of dealing with that?---That's the puwpof the customer interview
guide. We have the — the — sorry, the initial oosr interview. You have the
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discussion with the customer, what are their sthv@th — their general living
expenses, discuss that with them in a variety tfgraies to get a thorough
discussion, and then reference the total amousn tadependently verified,
statistically relevant, benchmark.

| just want to be very clear, make sure that | usidad this. You're saying that as a
result of that interview information is put in aadmnent provided by the broker, and
if that information is contradictory or inconsistevith other information that ANZ
holds, you ignore that other information that AN@ds and proceed with what
you’'ve been told by the broker, and whatever consrges arise for your
serviceability assessment of the loan for the ensetp ANZ is not concerned about
that?---Sorry, | just — there was something — cquld start that - - -

Sorry, it was far too long a question?---Yes, sorry

| just want to make sure that your evidence is wyanhave a statement of financial
position submitted by a broker that contains infation about a customer’s expenses
and you have your own information about the custtsrexpenses, such as bank
statements, which is inconsistent with that, yowig your own information despite
the fact that that may mean that the customer’'sesgs have been incorrectly
stated, and therefore the assessment of whethaurthduct is suitable for the
customer may well go awry?---There’s two adjustraéntould probably make to
your statement.

Thank you?---The first is we’re using the custormetated expenses - - -
Yes?--- - - - on their statement of position, whiglsigned by the customer - - -

Yes?--- - - - as being true and correct. And sdlyorthere’s another part to your —
I've lost that train of thought.

Well, | was asking you about the consequencesi®fan the assessment of
suitability of the product?---Yes. So there wasthar one where you talked about
actually having bank statements or within our pss&m. If they were ANZ
accounts - - -

Yes?--- - - - and we have those in a digital form.

Yes?---At the moment we're trialling the use of etkathat, looking at how do we
categorise expenses, general living expenses, ablbeto prepopulate a statement of
position for the customer to allow us to have aemarh conversation. You would
still need — so we wouldn’t be ignoring them inttbase, but at the same point you
would still be — that would be the basis of younwersation, rather than a blank
sheet of paper. If the customer said, “Actually, these aren’t the items, this is my
general living expenses,” and put that to the state position, signed it, submitted

it to us, we wouldn’t do anything further.
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THE COMMISSIONER: In over half of the conversaisoit’'s not your
conversation, is it It's the broker’s conversafierCorrect.

Yes. And the broker — | thought we had agreedecvme if I'm wrong — there is
nothing in it for the broker to interrogate whag thitness — what the witness — what
the customer is telling the broker?---Other thagirtbwn licensing obligations.

MS ORR: | want to put to you, Mr Ranken, that yptocesses or your lack of
processes in relation to the verification of a oosr’'s expenses are non-compliant
with the National Credit Act responsible lendindigations, and with this regulatory
guide issued by ASIC?---1 — | disagree. | thinkair in a practical example, if you
have — a bank statement has a series of transaatioit, you have to identify which
of those transactions — to the extent of what'sexappropriate, manual review of
bank statements versus taking a customer’s stavedl df expenses and comparing
that to an independently provided statistical bematk, we're interrogating a
customer’s bank statements, we’re identifying imdlial transactions, we probably
need to go back 12 months, because some expersgaidrannually, not monthly.
We then need to ask customers, you know, whatdah&e of that transaction was
individually, if it was above or below their — whae deemed their reasonable level.
It would be a very highly complex — complex sitoati You would end up then
documenting various transactions individually, rsf the customer, as to why they
were or were not — were not ongoing. If they're-mff, etcetera, discretionary
nature — so discretionary nature items that thepgse not to continue with. You
have all that documentation, they then sign thi@male, and you're back to where
we are at the moment which is relying on a sigriatement from the customer in
any case.

Well, given how much you rely on that signed staamMr Ranken, why do you
bother asking the broker to submit the documemati8ecause | think what we've
just heard is it's put to one side, it's not anaty®y ANZ, certainly not analysed
from an expenses perspective. Why do you bothengshe broker to provide
it?---We ask them to provide the documentationvimfication of income.

Of income?---And to the extent there’s other finahkabilities that we're
refinancing as part of the loan.

| see. | want to come back to the HEM now, Mr Ramkoecause in your
explanation of the steps involved in the automagimtess, one of them in 54(h) of
your statement, which you’ve already referredsa;anfirmation that the higher of
the customer’s stated living expenses or the incadpested HEM benchmark had
been included in the application. And would youegg- you may have heard
evidence about this already — would you agreetiie®aHEM is a conservative
measure of expenditure, rather than a typical erage figure, which means that
many consumers will have higher expenses than HERM® — and some
consumers would have lower as well.
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Do you agree with my proposition to you, Mr Rankeémat it's not typical or

average, it's conservative, and, therefore, mamgamers would have higher
expenses than HEM?---In terms of — it depends erc#ttegory of expenses within
HEM. So there’s three categories — so the HEMased on an underlying housing
survey done by the ABS. The individual expenseban have been categorised into
three broad buckets: absolute basic, discretiobasic, and then discretionary.

Yes?---The absolute basic expenses, the HEM tbatfently used is based on the
50th percentile or the median average of that cayegSo it's not the average per se,
it's the median. So 50 per cent of observatioesaéove that number and 50 per
cent are below that number. With the discretiormyics we take the 25th
percentile. So one in three Australians spend ri@re that on those discretionary
basic categories, and one in four Australians wepkehd less than that.

Do you accept ASICs characterisation of HEM asresseovative measure of
expenditure?---1 — | can only really state theisti&tal basis it's on. Everyone is
going to have their opinion as to whether thatts) know, conservative or
otherwise.

Well, what's ANZs opinion on it, Mr Ranken? DoeblA accept that it's a
conservative measure of expenditure?---ANZ hagw that you could improve the
level of benchmark that the HEM benchmark has lse¢at, yes.

Improve in that it should be higher?---Yes. Di#fet components of it, yes.

Yes. ANZs reliance on the HEM has been significhasn't it?---Yes.

Both before and after ASIC put out its Review obBer Remuneration report, which
included quite a bit of discussion on HEM?---Thaisrect.

Could I ask that you be shown a document whiclotsannexed to your statement.
It's ANZ.800.321.0092. Now, in April 2017, KPMG dertook a review of ANZs
home lending processes?---Yes.

And they did that at the request of APRA?---Thatsrect.

And this is a document that produces the resultbaifreview?---Correct.

And you're familiar with this document, Mr Ranken¥<es, | am.

And could | ask that you look first at 0093. Ane wee there, from the covering
letter, that the targeted review was:

A review of ANZs policies, procedures and contimlensure that borrower
financial information received and captured as pafrthe home loan
underwriting process was complete and accurateNiZ#\systems.
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Yes. Now, could you turn to 0095. And do you g8ee under 1.1, Exceptions and
Findings, that:

KPMG undertook a detailed review of a sample of a3 files, and for those
418 files KPMG made 138 separate observations,Ghdf those related to
incomplete or incorrect borrower financial informan used in the bank’s
assessment of the home loan, with 24 of the 68cdneomplete borrower
income being recorded as a result of the bank’stica of only verifying
income to the extent necessary to demonstrateutigmmitted monthly
income is positive. In 10 of the 68 cases theraldvbave been negative UMI
had the correct financial information been used.

Now, could | ask you to move to 0096. And do yee there under the table that
KPMG expressed concerns about the highly manualeaf the systems and loan
assessment process at ANZ which made it prongac?er-Yes.

And KPMG made a number of comments and recommeardaiin relation to a
variety of matters but they included ANZs procedseshe verification of income,
liabilities and expenses; is that right?---Yes.

And could | ask you to look at 0100. Do you sesré¢hunder the heading Expenses
in the table, ANZ Policy:

Loan applicants are required to state their mongtypenses on the statement
of financial position. Monthly expenses are brodewn as follows: credit
commitments, rent/board, insurances, child mainteeageneral living
expenses and “other”. Credit commitments are vwedifor ANZ liabilities but
are subject to the same limitations for non-ANDiliies as outlined above.
Other expenses such as rent or board and insurare@ot verified to external
evidence. Other general living expenses are nttéu broken down. They
are not verified as such, but are compared withrmome-linked household
expenditure measure and ANZ adopts the highereofitb amounts.

And that’s all | need take you to there. | sed thare is a redaction. And then if |
could take you to .132 and 131. If they could l=pldyed on the screen at the same
time, we see what you've already told us: KPMGnidthat the officer or assessor
would use the amount stated by the customer ostétement of position. | will just
wait until that comes up so you can see that, think that has been your evidence
already. Yes. In which case we can move stramth03, where we see the
percentage of files that KPMG reported involvedubke of the HEM. So at 103, do
you see there under Verification of Expenses, Deson of Finding:

There is an inherent difficulty in verifying thenspleteness of a customer’s
living expenses. The bank’s policy is to adopthigber of customer stated
living expenses or the HEM benchmark. We noteebanhreliance on the

HEM benchmark with 73 per cent of files tested uléfeg to the benchmark.
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Do you think that remains the sort of percentage you see today in ANZ files
resorting to the HEM benchmark?---Yes, it is.

Yes. And KPMG made a number of recommendationsitajamur policies in
relation to the verification of expenses. You wile those at 101. Do you see under
ANZ Specific, the first dot point:

ANZ could ask customers to provide a more detditedkdown of expenses.
This would provide ANZ with greater insight andisissustomers in ensuring
stated expenses are complete and accurate. ANd ask customers to
provide documentary evidence of their major expgnse

And then the third dot point:

In order to address the risk that customers faitligclose major items of
expenditure, ANZ could ask customers to supply btatkments for their main
transaction accounts as well as credit card stateisie

Final dot point:

Bank statements could also be reviewed for gersm@bunt conduct to identify
where there are any obvious inconsistencies betaerrstomer’s stated
expenses and transaction history, or any genegitators of financial stress.

Now — so these are the recommendations made by KPIM&ght of the evidence
you've given today, | assume that ANZ will not lagihg up any of these
recommendations?---No, it's only the final one tttoaurth dot point — dot point. The
other three are in place or being trialled at tloermant.

And why is that, given that you say it's too handdok at these documents once you
have them and you should be entitled to just relyhe statement of financial
position?---Because it's — that fourth one is thiy @ne that really pertains to
general living expenses. If you look at the fase — do you — | can — do you want
me to go through what we’re doing.

Yes, please, yes?---So if we look at the first dmeaking down detailed expenses,
that’s in place now across all our channels, angeviaken general living expenses
and broken that down into 15 separate categofies. results to date have been
about, | suppose, balanced, so positive and nega@®n the one hand, customers
and bankers really appreciate the ability of hathegfurther detail of expense
breakdown means they have a richer conversatidntivit customers and customers
report having a better understanding of what teerenses are. The actual outcomes
are, though, that the amount that's still — thatehi default to HEM, as a result of
even breaking that down further, is it hasn’t ctethg bit. What it has done is
actually increased the number of customers who btated expenses outside of the
general living expense bucket. So things like iasaes that wouldn’t have sat
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within the general living expense bucket. So peg@anerally — sort of just reflective
of the fact that customers generally seem to utatertheir expenses.

Is there anything else you would like to say alibase - - -?---In the second dot
point, documentary evidence of major expenses.ré&\etwe’re trialling that at the
moment, just within — | think — our proprietary cimels, looking at three-month
bank statements. The trick there is can you iflefitom the transaction history, you
know, the way that transaction is actually recordeukether it's actually enough to
allow you to say, “That's your rent or that’s aldhinaintenance expense”, or what it
is. But, again, those are for the bits that artsida the general living expenses
category.

And that’s not for the broker channel?---We havendo we — we tend to trial new
things within our proprietary channel first untievoed down the process and get rid
of all the bugs before we roll it out to the brokbannel. Transaction credit card
statements could — high level review, under — lescredit commitment. So that’s
— that third one is around can we see paymentthty éinancial institutions as a way
of identifying if there’s a previously undisclosexisting home loan or personal loan,
etcetera. Yes. So those three are either in glaoederway — being trialled.

Being trialled in the - - -
THE COMMISSIONER: The proprietary channel.

MS ORR: - - - proprietary division?---Yes. Arfdhey’re successful we would —
we would likely roll that out if we can — you knomake sure that the process works
appropriately and is, you know, achieving all thiags it needs to.

And the fourth dot point is not being taken up, ittes that you could review bank
statements for general account conduct to ideatify obvious
inconsistencies?---And that’s the one where, as previously stated, the
complexity, the time, the cost for the benefit, dam't think that that's a material
uplift to having the detailed, you know, in combioa with the first one, having the
detailed conversation with the customer, then tatigs$o that, and signing that’s the
correct statement of position and us referenciagittihan independent statistical
benchmark.

So is the answer yes, it's not being taken upetibment?---1t's not being taken up.
There is — there is one exception to that, | suppies— and in this report we talked to
some strategic solutions we're looking at, whetamaltely a lot of this hangs on the
quality of that conversation you're having with ttigstomer about their stated living
expenses. We are investing heavily towards -gjitires industry initiative — where
you could actually transfer digitally those trartgatamounts between banks such
that we could — and we could then look at thoséviddal transactions, categorise
them into different buckets of expenses, bring thgéther in a summarised position
and present that as a prepopulated statement ibibpa® a customer based on their,
you know, whether it's three months, six monthgmbably likely 12 months, and
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that would then form the basis of a good convewssatiith the customer, here is your
last 12 months of expenses neatly summarised aractierised across a range of
bank statements or bank accounts you have, indutigdit cards. You still need to
have the conversation, how many of those are drenaf non-recurring, they would
still have to refer to — ultimately we would stk relying on the customer’s stated
number and then we would still, prudently, haveeter that to an independent
benchmark.

THE COMMISSIONER: Just staying with those firlstde dot points, as you say,
you rolled them out beginning to roll them outle tproprietary channel. How
would they work in the broker channel? Would yawdathe broker do that or would
the bank do that?---The first one is rolled outim all channels. So it’s the
breakdown of living expenses. So the brokers dbdlready.

You're dependent on the broker there. What aldmisecond and third?---How
would you roll it out in the broker channel?

Broker channel?---Yes, | — | would be hypothesisabgut a process that we haven't
yet bedded down in the proprietary. We're onlyrial.

Because unless the bank checks those things, vihati@lue of rolling it out and
asking brokers to do it? Ultimately, it's the bahlkt’'s going to have to do the
checking, isn’t it?---Sure. If we can make it @agor the brokers to even have that
conversation, say, via, you know, the prepopulatatement of financial position,
that would be great.

The word “conversation” is commonly used in theddiof discourse. | understand
that. But can | come back to that basic questiwhat'’s in it for the broker to make
sure that the client is telling the truth or facthg truth, not that the client’s
misleading — but that the client is facing thetirat his/her expenditure? There’s
nothing in it for the broker, is there?---If thef+the broker, at the moment, is writing
a lot of loans that go into default within a shpetiod of time, that would warrant —
that would come up on our dashboards and wouldante detailed file review of
their files, and if it was seen that they werexémeising their obligations
appropriately we would look to, you know, conseqaeemanage of that, which could
be disaccreditation with ANZ.

MS ORR: Commissioner, | tender this document.
THE COMMISSIONER: That will be exhibit 1.87. AN2D0.321.0092, KPMG
targeted review 2016/2017.

EXHIBIT #1.87 KPMG TARGETED REVIEW 2016/2017 (ANZ.800.321.0092)
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MS ORR: Could | ask you also to look at ANZ.8@®1L3214, Mr Ranken?---Have |
got that?

It will come up now. This is a letter dated 18 t&epber 2017 from ANZ to APRA
dealing with the findings of the KPMG review. Areu familiar with that
document?---Yes, | am.

| tender that document, Commissioner.

THE COMMISSIONER: Exhibit 1.88, ANZ.800.321.014ter, ANZ to Horton,
APRA.

EXHIBIT #1.88 ANZ TO HORTON AND APRA (ANZ.800.321.0124)

MS ORR: | want to return to deal with one finahl of the automated — I'm sorry,
the manual component of the process you've destiibgour statement, Mr
Ranken, and that’s referred to in 54(j) of youtestaent. One of the steps is the
recalculation of the customer’s UMI, the uncomnatteonthly income based on the
financial information determined through the stapsve?---Yes.

Yes. So having done all of those steps, the undteohmonthly income is
revisited; is that right?---Yes, it is.

Yes. And could | ask you to go back to your thesdhibit, ANZ.800.282.0001. This
is the mortgage credit requirements. And | wik #sat you be shown 0048 in that
document. We see there that this part of the rageggredit requirements deals with
assessing the ability to repay:

Credit facilities are only to be offered to borrawevho can demonstrate an
ability to repay over the life of the loan.

And the way that’s done is by looking at this unoaitted monthly income. If the
UMl is positive, then the customer is consideretidwe the capacity to repay. And
the UMI, as we've discussed, is determined by didgdrom net income personal
living expenses, credit commitments, and any atbgular fixed commitments the
borrower may have. This is ANZs policy about assegthe ability to repay?---Yes.

And are you familiar, Mr Ranken, with section 13%he National Credit Act and
the obligation it contains to assess a credit emhis unsuitable for a customer if a
customer could only comply with their financial gjaitions under the contract with
substantial hardship?---Yes.

And are you aware of the statutory presumptioreitien 131 subsection (3) that a
credit contract will be unsuitable for a custonfehe customer could only comply
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with their obligations under the credit contractdgjling their principal place of
residence?---Yes.

And ANZs assumption that a customer has the cgptciepay based only on
whether the UMI is positive, | want to put to yaurather too broad-brush an
approach to deal with the responsible lending albilbgs that I've just directed you
to?---In what way?

Well, how does this take into account substanaatibhip to the customer? There is
a positive figure at the end of the day. We d&ntiw what that positive figure is. It
might be small, but there is a positive amount thiedefore ANZ assesses that there
is an ability to repay. Where in that does ANZessswhether that leaves the
customer, nonetheless, in a position of substaméiedship to meet their obligations
under the contract?---Yes. So it looks at — tladtidation of UMI looks at firstly the
items of income, to the extent that any of thosmé of income are seasonal or
potentially have a level of volatility in them, tieés buffers applied to those levels of
income so we reduce those amounts. So we're singithe income level. Then
we look at the major expense items and then gehered expenses. We take the
higher of what the customer says. So if the custagays, “These are my living
expenses, those are my income — that's my incowes, lave’ve sensitised down the
income, we've then sensitised the existing — anstiexg credit limit — you know,
obligations they have for other credit contractshsass if they've got existing home
loans or personal loans or credit cards. We thetpffers above what they're
currently paying on those to ensure they can nimesiet obligations. Plus, we
sensitise the repayments for the credit contraicigb@ssessed for at the higher of the
— you know, the floor of 7.25 or a buffer of 2.2% the customer’s effective rate and
then we take their general expenses and compadrttiee benchmark. So it's a
sensitised calculation.

So, accepting all those sensitivities factored ifjtpou don’t accept it is too blunt an
approach to ensure there is some figure left, quoséive figure left, as the UMI at
the end of this?---No. Because it — the realityiihin that calculation, there would
be large — or, you know, there would be more thasitiye actual balances there.

All right, Mr Ranken. | want to ask you about #asgdence of Mr Robert Regan.
You heard, | hope, the evidence of Mr Regan -—Y¥es, | did.

- - - on Friday afternoon. And you've read thengis statement of Mr
Regan?---Yes, | have.

And the bundle of documents that Mr Regan provimelis broker and which were
then provided on to ANZ are annexed to your witrgtatement; is that right?---Yes,
they are. Although, if | recall in his witnesststaent, he talks about utility bills
were provided but we’ve not seen those.

| see. So perhaps - - -?---Utility - - -
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- - - with the exception of utility bills?---Thesgere two points, utility bills and
something else, but | don’t remember.

So what's contained in your exhibit WAR7 are thewwoents that ANZ got from the
broker — from Mr Regan’s broker; is that rightThat's correct.

Okay. And one of those documents was a letter fG@mtrelink dated 4 February
2016?---Yes.

| think you've also — sorry, | will just find theference so that can be brought up for
you?---3076.

3076, thank you, Mr Ranken. Now, you gave eviderardier this morning that
ANZs policies in relation to government benefitsisas an age pension, which is
what we see here in Mr Ranken’s document?---Regaaisy.

I’'m sorry, Mr Regan’s document?---I do it myself.

You told us this morning that your internal polgi®r the verification of that
income required a letter from Centrelink within @&ys of the signed statement of
position confirming ongoing payments, or a transaet history in a bank
account?---That's correct.

But this Centrelink letter provided by the brokeed by Mr Regan doesn’t meet
your requirements, does it, because it's datedofueey 2016?---Correct.

So ANZ did not receive documentation that allowtett icomply with its own
policies for the verification of Mr Regan’s incomeThat's not correct. That's why
the bank statements were also submitted.

Well, the bank statements, according to your pedicheeded to be for a three-month
consecutive period showing consistent receipt ®fitikcome over that period. Do
you say that you had three months worth of bartestants for Mr Regan?---No.

No. So you did not have documentation from Mr Regaroker that enabled ANZ
to comply with its own policies for the verificatiamf income?---No.

No?---It's an example of a — what we call an owEriwhich is where our assessors
have a credit authority discretion where they ddihcemply with the spirit of the
policy, then they will — they will do that.

Well, what — are you confident that there was agriage rather than just a failure to
comply with your policy?---Yes. Confident it's juan override.

THE COMMISSIONER: I'm sorry. Could you repeaathl missed it?---Yes, I'm
— I'm — I'm confident that is — that's an examplieam override.
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MS ORR: And what's the basis for the overridedf?er-We have the statement
from Centrelink. It’s for the life of —it's a psion. The nature of the income is that
it's for life. We have no reason to believe tha Centrelink pension would be
cancelled for this customer. What we’re tryingréoify is what's the actual amount,
and it's — as you can see here, it's — when youpaomit to the bank statements, it's
actually a slightly higher in the bank statemei#e’ve seen one bank statement.
There’s two payments of that, fortnightly payment$ie assessor would have said,
“That’s fine, that’s all | need. | don’t need tetgnother couple of months. It won'’t
show me anything new.”

And have you annexed anything in your documentsrédeord that override and the
basis for that override?---No, we haven't.

No. Are there any documents that record thereamasverride and the basis for the
override?---No. Recording of overrides for veufiion has only been in place since
the end of September last year.

Right?---So they weren't in place at this stage.

Does that mean you’re assuming, Mr Ranken, thaéthvas an override because you
have no documents from which you can satisfy ydiiisat that in fact
occurred?---Yes. Those were the words | usedslassuming.

Yes. You don’'t know whether instead this was ggheone not complying with
your policies?---Not complying with the strict lettof the policies, yes.

Well — well, you said before in answer to my quassi that the mortgage credit
requirements are to be adhered to by ANZ employe&ss.

You don’t resile from that?---No. They do, but awsly I think | also mentioned
that our assessors have credit authority discreti®o the policies are written in
very strict basis and the assessors have, depeaditiwir level of training, their
level of experience, they have a level of authdotgpply discretion to those policies
to get the — to ensure the spirit of the policgtit met, but the specifics could be,
you know, such that there’s no — no — the benéfitdhering to it versus the negative
customer impact of trying to go through the stéfsnot aligned.

You're unable to say whether there was any dismmetixercised or whether this
might have just been an ANZ employee failing toexdito your policies?---The
assessor who is a credit authority holder makeasbsessment based on — I've seen
this document. Like, it’s in the file, what theg'Vooked at. So either if —in a
hindsight review, a credit review, if they didnave the authority to make that
discretion, it would be picked up. It would betpairtheir performance
management.
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But we only find that out if there is a hindsighe freview down the track, otherwise
we don’t know, do we?---No. But our assessors/arg paranoid about hindsight
reviews, yes. They take them very seriously.

| see. It's also the case for Mr Regan, is itMotRanken, that the statement of
financial position that was provided to ANZ by thvker misstated Mr Regan’s
income. Do you agree?---His income.

His income?---Material — is it materially or it'agt a — it's a dollar, isn't it?

Are you aware that there was a loan review condusteMr Regan’s file on 15
February this year?---Yes, | saw that document.

Yes. Can | ask that that be brought up. That'¥4300.141.3268. So, in the month
prior to these hearings commencing, ANZ conductezl/eew on Mr Regan’s
file?---Yes.

Yes. And could | ask that you look at 3269 in thatument. And we see there
under analysis, the third paragraph combined incooméirmed equals 2,383 net per
month. Signed SP, statement of position. Sigteement of position declared
income 2663. The lower utilised for servicing. tBat disjunct didn’t raise any flags
in ANZs systems?---I'm not aware — | don’t undenstavhere the 2383 comes from.
I've been trying myself to try and understand haw get from the documents that —
that both the superannuation statement and thedliektstatement and the items
coming through in the bank statements for his ineonow they align to the 2383. |

But that was the income confirmed by ANZ, 2383?r-Oon review?

Yes?---Yes, on — actually in the assessment syatehe time of assessment, it was
2662.

Yes. But do you say that — I'm trying to understasorry. When do you understand
this disjunct was identified? When do you say$8883 per month was used in
ANZs processes?---All | am saying is | also domitlarstand when that’s used in the
processes.

| see?---1 don’t understand that figure, how it wlasived.

| see?---1 would like to.

Yes. Well, | hope the ANZ employee who completes lban review understood,
Mr Ranken?---Me too.

Yes. Have you discussed it with her? Her nanmmithe document?---No, |
haven't.
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Ms Margaret Delahunty?---No, | haven't.
No, you haven't. | will tender this document, Corasioner.

THE COMMISSIONER: That will be exhibit 1.89, donent ANZ.800.141.3268,
loan review Regan 15 February '18.

EXHIBIT #1.89 LOAN REVIEW REGAN DATED 15/02/2018
(ANZ.800.141.3268)

MS ORR: Now, could | ask you some questions ablmitiocuments that were
provided to ANZ by Mr Regan’s broker, which are #sih7 to your statement. They
include the statement of financial position, whig!800.141 — ANZ.800.141.3020.
Now do we see there, Mr Ranken, that Mr Regana tisting expenses are listed as
$1140 on a monthly basis?---Yes, that’s correct.

That is about $50 less than the HEM benchmark éigiirl 1897?---That's correct.

So ANZs UMI calculator defaulted to the higher HEInchmark figure of
$1189?---Correct.

And you've heard evidence from Mr Regan — and yeu®ad his witness statement
— that the figure that came to be listed in thégeshent of financial position of $1140
underestimated his monthly living expenses by apprately $1800?---Yes.

And you've made clear in your statement that theklsiatements that were provided
to the bank for Mr Regan were used only for theppaes of verifying the income
amount, not for expenses?---That’s correct.

Now, can | take you to those bank statements, wduierat ANZ.800.141.3066.

Now | think it's clear, Mr Ranken, that the ANZ elopee who did the assessment of
the suitability of this loan for Mr Regan would nwve looked at the summary of
the amounts of money going in and out of his sboaats at Credit Union Australia
for the purposes of assessing or verifying his egps; is that right?---That’s

correct.

So the ANZ employee would have paid no regard édfalet that Mr Regan’s
Everyday 55 Plus account was approximately $4008t tipe end of this month, but
the Platinum Plus account was about $5000 dowrnfamdSaver Reward Account
was about $15,000 down?---That'’s correct.

And it doesn’t take more than a few seconds tdlsae does it, Mr Ranken?---No.
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And based on this, if someone had looked atwoitld have been obvious that Mr
Regan’s expenses in this month were much morerdfitted in the statement of
financial position?---Yes.

But despite ANZs obligations under the Nationaldiréct to make reasonable
inquiries into Mr Regan’s financial position, aretshort period of time it would
have taken to see that there was something wrothgtiaeé expenses listed on the
document, ANZ ignored this bank statement for amgtlother than verification of
income?---That'’s correct.

Yes?---The — the inconsistency with this bank statet to the signed statement of
position.

Yes?---That’s equally there in the revised sigrtatesnent of position that Mr Regan
submitted subsequently.

In the revised statement of financial position?esythat Mr Regan submitted as part
of his — his documents.

Yes. Now, have you annexed that to your statenMinRanken?---No, | haven't.
Right. Are you talking about as part of a hardstpplication?---Yes.

Yes. | see. | see. Now, can | ask you to look dbcument that | would like you to
consider so that | can ask you some questions @heuhanual assessment of Mr
Regan’s loan. We've heard your evidence aboustigs involved in that manual
assessment, and ANZ keeps a log of its employae=actions with customers and
third parties in that manual assessment procassiat right?---There’s — | think it's
in the DNA tool that’s then included in the MOSt®&m® — or a log of the assessors’
comments, is that what you are referring to?

Yes, itis. Can | show you a document ANZ.800.3895. Is this the log of the
assessor's comments, Mr Ranken?---That's my uraleisig, yes.

And can | take you to 3103 in this document. Nawne see there, Mr Ranken,
towards the bottom of the page some assessmeist ietéding to income, relating to
the assessment of the government benefit, andulgeg® in the third starred point:

Government benefit assessed at $509 fortnighthys i§ a superannuation
scheme verified through CSS document provided biralian Government.
Considering only the untaxed component for a corage approach as
applicant is aged.

Do you see that?---Yes.
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And that’s the only point in these notes that we @y reference to Mr Regan’s age
being taken into account in the assessment proedsszhe only specific reference,
yes.

Yes. Despite the fact that Mr Regan was 71 atithe the loan was offered to him,
and despite the fact that the loan term was 30sfeaCorrect.

And over the page on 3104, we see a referencehapeif we could have 3103 and
3104 together, so that you can see that this tsopéine same set of assessment
notes. Do you see at the top of that page Exat&gy:

Lower LVR —

that's loan to value ratio —

and unencumbered property with all services coratecipplicant can
downsize if required and pay out the loans as étdmve any dependants.

Do you see that, Mr Ranken?---Yes.

So the assessor has identified an exit strategyghibat Mr Regan can sell his house,
if needed, to make the repayments?---Mr Reganoestate.

Yes, | see. If Mr Regan has passed away by timat, this estate could sell his house.

THE COMMISSIONER: Downsizing talks about a tractgan in life, | would have
thought, doesn't it?---Correct.

Yes. The only thing spoken of there is not whatektate can do but what Mr Regan
can do, isn't it?---Yes, that’s correct. Sorryyithdraw my - - -

The reference to estate was a red herring - -Y-8s:-

- - - wasn't it?---In this circumstance, yes.

Yes.

MS ORR: Mr Ranken, you've given evidence earttieyour understanding of the
statutory presumption in the National Credit Acttan individual can only comply
with their obligations under a credit contract watlbstantial hardship if they could
only make their loan repayments by selling theimb8---Yes.

So you're aware of that?---Yes, | am.

But this appears to be exactly what the ANZ stadfmber is contemplating when
assessing whether or not Mr Regan could make arslepayments?---Yes, itis. | —
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| understand there’s — there might be referendeabtype of an appropriate exit
strategy in ASICs guidance RG209.

Do you think it's appropriate for the assessordeehbeen assessing Mr Regan’s
application for his loan on the basis that, if resegy, he could sell his house and
downsize?---If that had been an exit strategy MraRegan had stated he was
comfortable with, then yes.

Well, it's not Mr Regan’s exit strategy, is it, Manken? Mr Regan did not discuss
wanting to downsize at all with the bank. Thighis bank saying that if he gets into
trouble, he can sell his house and move into alentaduse and, therefore, we will
approve the loan?---The gap in terms of the inféionave have in that interview
guide — or the interview that the customer has tighbroker versus the information
our assessors have, not actually having the detiilgat discussion, is something
that we’re right on the verge of fixing so that waty is it clear that the customer has
to state what an appropriate — or what the custsmagit strategy is, the assessor
would have that when they’re looking at the lo&u if Mr Regan was to — actually,
it will be in force in April. So, you know, end &fpril if Mr Regan was to apply to
that loan, the assessor would be assessing thHatheitinformation about what Mr
Regan’s desired exit strategy is.

Are you on the verge of fixing this, Mr Ranken, mywANZ officers assess loans as
suitable for a customer in circumstances where tioeyd only comply with
substantial hardship by selling their home?---Témét talking about complying with
substantial hardship.

| know. I'm sorry, I'm trying to draw your attewotn to the reference in the
legislative framework, the presumption being tfhigou need to sell your home then
you are only complying with your repayments witlbstantial hardship and,
therefore, the loan is not suitable for you?--{s&re’s two components, as |
understand. One is the substantial hardship coemgon

Yes?---Which is can they meet their repayments.

Yes?---That part is dealt with in terms of the smgability assessment and the
positive UMI. Here, the exit strategy is around than term. We think of exit
strategies under two scenarios. Largely, it's wibe source of the income may not
last for the term of the loan, such as approactetigement, in which case we need
to consider what’s an appropriate exit strategystomeone. So take a 30 year loan
term, still have 20 years to go before you retimy know, it's — | don’t think
customers would expect that we decline a loan anltasis if they have an exit
strategy that they could downsize and sell that.loBhat’s not the case in Mr
Regan’s circumstances given his income is guardritedife. So it would have
been much more focused towards the loan term rig¥e exceeded his life
expectancy.

.ROYAL COMMISSION 19.3.18 P-485 W. RANKEN XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

THE COMMISSIONER: What | am hearing, Mr Rankenthat you stand by this
decision; is that what you're telling me?---Yeslol

MS ORR: No one at the bank talked to Mr Regaruatadether it would be
acceptable to him to have to sell his home to ntakdoan repayments, did they, Mr
Ranken?---No, they didn’t, and that’'s the procesfgcaéency that we're fixing.

Thank you. | tender that log, Commissioner.
THE COMMISSIONER: That will be exhibit 1.90, AN2D0.141.3095, log of

assessor's comments re Regan.

EXHIBIT #1.90 LOG OF ASSESSOR’S COMMENTS RE REGAN
(ANZ.800.141.3095)

MS ORR: You tell us in your statement, Mr Rankiiat Mr Regan’s loan was
approved on 15 March 2017. That's paragraph 58f(gipur statement?---Formally
approved on the 15 yes.

And 10 May 2017, when Mr Regan first made contatht WNZ requesting hardship
assistance, requesting that action be taken ireceésp the loan?---That’s correct.

And on 11 May ANZ gave Mr Regan a form, a hardstpplication form to fill
out?---That's correct.

And on 7 June that form was completed over the plwith Mr Regan; is that
right?---Yes.

And you recognise in your statement that that apptbn was completed by your
staff member incorrectly?---Correct. That's cotreit was incorrect.

And you state that:

If it was completed correctly, it would have shaiven and there that Mr
Regan'’s revised statement of financial position hegative UMI.

?---That'’s correct.
Which means that he had no capacity to make therkeayments?---Not that he
had no capacity. That he would — there might brdstap involved, or additionally

would need to adjust other items of expense.

Well, doesn’t negative UMI mean that there’s noghieft to make the
repayments?---No, because that’s still sensitised.
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Within the UMI?---Within the UMI.

So what should ordinarily happen if a hardship tea@mber assesses that someone
now has negative UMI?---Generally, hardship is appate for where there has
been a change in circumstances for the borroweritat’s of a short-term nature, in
which case there’s certain arrangements ANZ comesth that customer to allow
them to get through that difficult period until thean get back on their feet, per se.
So whether it's family member sick, they have taeduced hours or indeed lose
their jobs, etcetera, the arrangements can gcetouktomer until they find
employment, etcetera, and they’re back to wherg weze before. Yes, that's the
type of process.

But on this occasion nothing like that was offetedir Regan because, firstly, no
one had worked out that he had a negative UM becdwesperson who filled out the
form for ANZ got it wrong?---Correct.

And he was, therefore, contacted in June, on 26 last year, and told that his
application for hardship assistance had been dmtlim the basis that he could
maintain his current scheduled payments withoutiimgeany variation?---That's
correct.

And - - -

THE COMMISSIONER: And do you stand by that dem&i---No, not at all.

MS ORR: Mr Regan then sought the assistancecofranunity legal service to
engage with ANZ on his behalf; is that right?thihk it was Financial Counselling
Australia first.

Yes?---Is that a community legal service?

That's a good question. So at least a financiahsellor?---Yes.

And subsequently a community legal service; is tight?---Yes.

Thank you. And, in response to correspondence fram, ANZ gave Mr Regan a
credit assessment statement; is that right?-ySGALC gave us a letter.

No. I'm sorry, ANZ gave Mr Regan’s representatigedocument called a credit
assessment statement which you've annexed to yor-—Yes.

- - - statement?---Sorry, yes.
It's WAR18 at ANZ.800.141.3284. And the — that®tcovering letter. If we could

have the following two pages brought up on theesttegether, we will see there — |
assume you're familiar with this document - - -Yes.
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- - - Mr Ranken. We will see there that, on 2 kelpy this year, ANZ told Mr Regan
that it had assessed his loan as being not uniyitatd that it had concluded that he
was able to meet his financial obligations withswibstantial hardship?---It's — my
understanding is that's referencing at the poirtinre that it was approved.

Yes. | see?---Yes, yes.

So this is a document that ANZ is required to pdlewunder the National Credit Act,
is it not, if a consumer requests a document emiplgithe assessment that’'s been
undertaken as to whether the loan is suitableifmtor not they’re entitled to
receive one. And this was a request by Mr Regaapeesentatives for such a
document and it was provided?---Yes.

Yes. And it was provided in February of this yeaifes. Yes.

Right. Now, ANZ was provided with a copy of Mr Rags statement to this
Commission on 8 March this year?---Do | have — dave that?

Mr Regan’s statement is dated 8 March. It's irdenice?---Sorry, yes.

And it can be shown. Do you accept that ANZ reediga copy of that statement
from the Royal Commission?---Sorry, | thought yoergin the - - -

| am sorry to have confused you?---Sorry, | thought were in the train of events.
Yes.

Yes. So |l amin the chain of events. So havimyiped this credit assessment
statement to Mr Regan’s representatives on 2 Fepths year, on 8 March this
year ANZ was told by the Royal Commission that Mxg&n would be giving
evidence and provided with a copy of Mr Regan’sesteent?---Yes.

And on 9 March this year, the day after receivingRégan’s witness statement, Mr
Scott Clark from ANZ notified Mr Regan’s represdivas that ANZ would provide
a three month moratorium on his repayments; isrtgat?---Yes.

| can have that document brought up to assist MolRegan?---I can take your word
for it. | have seen a document of that nature, yes

Yes. For the record that's RCD.0014.0002.0001th&bwas the day after ANZ
received the statement. And then on 15 March 20i8day before Mr Regan gave
evidence, ANZ provided RCD.0014.0002.0002, a lattged 15 March 2018 to Mr
Regan’s representatives; is that correct - - Y&s-

- - - Mr Ranken. Thank you, Mr Ranken. Those doents are both in evidence,
Commissioner, already. | have no further questions
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THE COMMISSIONER: Yes. Thank you. Does any pather than ANZ who
has leave to appear seek to cross-examine thigsgith Very well. Dr Collins.

DR COLLINS: There’s nothing arising. Might Mr Rieen be excused.

THE COMMISSIONER: Well, Ms Orr? No. Mr Rankgust before you leave the
witness box, | want to give you one last opportunilo you stand by the decision to
make the loan to Mr Regan?---With the informatibattwe had available at the time,
and applying the policies and procedures that vptydpr those types of loans at the
time, it was in accordance with our policies anocgdures.

Well, the answer is either yes or no. | take Hsa& positive answer, that is, that you
stand by that decision. | want to give you thi lzhance: do you stand by that
decision?---In hindsight, it's hard to have thaiuyknow, make that clear
delineation. At the time, with the same — with faene information available to us,
the same decision would be made.

Yes. Thank you. You may step down?---Thank youn@issioner.

<THE WITNESS WITHDREW [11.33 am]

MS ORR: Commissioner, that concludes the evidamcelation to home loans in
this part of the hearings. The next topic is addasurance and the first witness will
be responded to by barristers from a differentyentso if the Commissioner
wouldn’t mind a brief break.

THE COMMISSIONER: If | come back at, what, 20mddday, or - - -

MS ORR: Yes, | think that should be sufficient.

THE COMMISSIONER: 20 to midday.

MS ORR: Thank you, Commissioner.

THE COMMISSIONER: Yes. Very well.

ADJOURNED [11.33 am]

RESUMED [11.40 am]

THE COMMISSIONER: Ms Oirr.
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MS ORR: Commissioner, in our opening addresswastk we identified six
consumer credit topics that would be addresseldeitourse of these hearings. Last
week and this morning you have heard evidence aheirst of those topics, being
home loans. The topic to which we now turn is addnsurance. As we explained
during our opening address there are a numbemofsfof add-on insurance. One
common form is consumer credit insurance whicloid with a number of credit
products, including credit cards, personal loanspdé loans and car loans. Itis
designed to protect consumers if they’re unablaéet their credit repayments in
circumstances where they have lost income becdudisability or involuntary
unemployment, have become permanently disabledw died.

For many Australians, the purpose of consumer tneslirance forms part of the
experience of acquiring a consumer credit produbgther or not that was the
consumer’s original intention. The insurance premns for that product will
sometimes be added to the loan. ASIC has takeviglethat consumer credit
insurance has long been associated with poor carsomtcomes in Australia and
overseas, including consumers being unaware thgthtave purchased the
insurance, consumers being ineligible to make ianctan their insurance policy, and
consumers who are able to make a claim but redittieeback in comparison to
what they have paid in premiums.

During our opening address last week we noted $ivate 1 July 2010, over $128
million in remediation has been paid to consumegrBriancial services entities as a
result of particular conduct in connection with amdinsurance. In July last year,
ASIC convened a consumer credit insurance workiogm ASIC expects that this
working group will progress a range of reforms/uding a deferred sales model for
consumer credit insurance sold with credit cards ¢ive phone and in branches.
The deferred sales model, which is expected to fmarhof the revised Banking
Code of Practice, will mean that consumers canaadid a consumer credit
insurance policy for their credit card unless astdour days have lapsed since they
applied for their credit card, as long as theirl@ption was made over the phone or
in a branch.

In ASICs view, this reform will reduce the risk tteacustomer will feel pressured to
purchase the insurance product or purchases agrtidu does not meet their needs.
As at August 2007, the working group was also aerang improvements that could
be made to bank sales practices for consumer énsditance on credit cards sold
online, and improvements that could be made ineretspf other loan products in all
sales channels. It appears that some changes tmline process for selling
consumer credit insurance may also form part ofévesed banking Code of
Practice. Our consideration of consumer creditrasce in these hearings will focus
on a case study that concerns the sale by CBAmtypes of consumer credit
insurance, being Creditcard Plus insurance andpoatection product for home and
personal loans insurance.

In its submissions to the Commission, CBA acknogéstithat approximately
65,000 of its customers had purchased CreditcarsliRsurance in circumstances
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where they may not have met the employment eligylgtiteria in the product terms
and, therefore, may not have been able to clairefiisrunder the policy in the event
of disability or involuntary unemployment. CBA axkvledged that refunds of
approximately $10 million, including interest, hiaglen made to those customers as
at the date of CBAs submission on 29 January #us.yCBA also acknowledged
that a further 20,000 customers had purchasednepi@gection product in
circumstances where they too may also not havelreetmployment eligibility
criteria to claim benefits under the policy.

CBA indicated that its investigation into this cotiwas at an early stage but that it
estimated that approximately $3.4 million of refawdould need to be made to
consumers. Both of these events were describ&Bayin its submission as
conduct falling “below community standards and exatons”. They were not
described as misconduct as that term is used itethes of reference.
Commissioner, | will shortly call evidence from arphaser of a CBA Creditcard
Plus insurance policy, Ms Irene Savidis. Ms Savplirchased the insurance policy
at the same time as applying for a credit card @BA in circumstances where she
was not eligible to claim on parts of the policyedo being unemployed at the time.

We will then hear evidence from Mr Clive van Hor&@BAs executive manager of
retail products. Mr van Horen'’s evidence will thuzn a number of topics of interest
to the Commission. One such topic is the procebsd<CBA had in place to ensure
that these products would only be sold to consumvarscould obtain value from the
products in the sense that they would be eligibleake claims under all parts of the
policy. A second topic of interest is the way CB&%ponded when it became clear
that Creditcard Plus insurance and loan protegiroduct insurance were being sold
to people who were not eligible to make claims ungets of the policy due to their
employment status. A third topic of interest isA3Blecision, a fortnight ago, to
cease selling Creditcard Plus insurance and pahiedban protection product.
Commissioner, | now call Ms Irene Savidis.

<IRENE SAVIDIS, SWORN [11.47 am]

THE COMMISSIONER: Now, Ms Savidis, do sit dowmgdaif | may be so bold to
suggest take a big deep breath, then we will stac.on, Ms Orr.

<EXAMINATION BY MS ORR [11.47 am]

MS ORR: Ms Savidis, could you please state yalimame?---Yes. Irene Savidis.

Thank you. And you've provided your address toRmyal Commission. What is
your occupation, Ms Savidis?---Home duties.
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Home duties - - -?---Home duties, yes.

- - - did you say? Thank you. And, Ms Savidisl @ou receive a summons
requiring you to attend to give evidence todayhafls this one.

You have — you have the summons there?---Yes.
| tender that summons, Commissioner.

THE COMMISSIONER: Exhibit 1.91, summons to Iré®avidis.

EXHIBIT #1.91 SUMMONS TO IRENE SAVIDIS

MS ORR: Ms Savidis, did you make a statementhéoRoyal Commission on 9
March 2018?---Yes.

And do you have that statement there with you?s:Ye

| tender that statement, Commissioner.

THE COMMISSIONER: Exhibit 1.92, statement of leeBavidis.

EXHIBIT #1.92 STATEMENT OF IRENE SAVIDIS DATED 09/0 3/2018

MS ORR: Now, Ms Savidis, what bank do you banth@4--Commonwealth Bank.
Thank you. And how long have you banked with CBASince | was a child.

And in January 2013 what accounts did you hold WiBA?---Just a standard
savings account and a joint GoalSaver accountnvittiather.

What was the GoalSaver account for?---That was -dagywas the primary account
holder and that was a savings account for my oklasiat the time.

How many children do you have, Ms Savidis?---Nomg.t
Thank you. How old are they?---Seven and two ahdlfa

Thank you. Now, in January 2013, did you receivetfication on your CBA
internet banking page that you had been preapprioveadcredit card?---Yes.

And did you pursue that preapproval?---Not stragghay, but | did.
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Later?---Yes.
Yes. And was it October 2014 when you appliedfiat credit card?---Yes.

And what was your income at the time you appliedfie credit card?---Roughly
around 1260.

$12607?---Yes.
Over what period?---Fortnightly.

A fortnight. Thank you. And that was the sourégaur income?---Centrelink
benefits.

Thank you. And how did you apply for the CBA crtechrd?---Online.

And when you applied, did you nominate a crediftliior the credit card?---No.
What information did you include on the online f@&Your name, address, if you
have any children, how much your income is, so id@them the income statement,
yes, pretty much all your personal details and@ngtabout how much money you
get.

Could I show you a document, Ms Savidis?---Yes.

This is an exhibit to Mr van Horen'’s statements @VH1 and the doc ID is
CBA.0507.0002.0001.

THE COMMISSIONER: If you look on the screen ther# the system is working,
it should be there?---Yes.

MS ORR: Now, this is a document that has beewigea to the Commission by
CBA, Ms Savidis. You have been shown this docuferites.

And it appears to be a paper representation ahfbemation you would have
submitted on the screen - - -?---Yes.

- - - when completing the online application; hattright?---Yes.

And do we see there, if we turn to 0002, we see ymome?---Mmm.

Now, that appears to be annual income based on sdarmation you would have
provided. Do you recall whether the form askedféomightly or monthly?---It

would have been fortnightly if | had put incomeuttmg the income amount in.

And we see there a costs and risk date in 25h&appears to record 6 October
2014, using the American date system?---Yes.
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That was the date on which you submitted your apfibn online?---Yes.

Thank you. And having reviewed this document pitedi by CBA, does it accord
with your recollection of the information that yput into the online form
- - -?---Yes.

- - - when you applied? Thank you. Now, do yotatkeuploading — | won't tender
that document yet, Commissioner, because it withfpart of Mr van Horen’s
statement. Do you recall uploading any documenteé CBA website when you
completed this online form?---Yes, my Centrelinkame statement.

Yes. And do you recall seeing anything on therenform in relation to
insurance?---I can’t recall exactly, but | do renbemreading something.

You've said in your statement at paragraph 8 tbatmay have read something to
the effect of “55 cents of every $100”, and that yion’'t remember whether or not
you ticked any box about taking out credit cardimasce when you applied for the
credit card online?---Yes, that’s correct.

When you decided that you were going to apply forealit card, did you intend to
also purchase credit card insurance?---No.

And at the time you had completed the online formitee CBA website, did you
believe you had applied for insurance?---No.

Now - - -?---Well, | wasn’t too sure at the time.

Yes. And following submission of the form, wereuyild the result of your
application?---Yes.

Was your credit card conditionally approved?---vtat’s correct.

And were you told of a credit limit?---Yes.

Do you recall what that was?---Yes. 4000.

Thank you. And, after you received that conditiagproval, did you receive any
correspondence from CBA?---1 think it was on thmea- the same letter that said
conditionally approved, it asked for — like if 't already said to provide any
other documents, so any identity — IDs, things thet.

And | will have brought up onto the screen thet fisghibit to your statement, which
is RCD.0014.0001.0001. Is that a copy of the ethail you received from CBA on
the day - - -?---Yes.

- - - that you submitted this application on 6 @&0n20147?---Yes.
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And do you see under the heading What You NeedtthBt you were told, if you
haven't already, you have to upload your proofnr@bime?---Yes.

And then further information was provided about $bets of documents that could
be used?---Yes.

Do you recall going into a CBA branch after recegthis correspondence?---Yes.
Was the branch that you went to close to your heméés.

And what happened when you went to the branch®vited them with my licence
for photo ID.

And do you recall any conversation at the branatelation to Creditcard Plus
insurance?---Yes. | — | did speak to someone aibduit | can’t recall everything
about it.

You've explained what you recall of that convermsatin paragraph 11 - - -?---Yes.

- - - of your statement. You explain there that skaff member gave you the
impression that you should take out insurance yatlr credit card because it would
be a good thing to do?---Yes.

Can you explain what gave you the impression thatshould take out the
insurance?---They said — the way they spoke totineg, were telling me it's good
for me, it will benefit me, it will help me in theng run if anything happened to me.
| explained to her, like, how — like, | wasn’t wanl, because she said if | stopped
working that would — you know, it would help coary sort of costs that | couldn’t
afford, for example. Yes. And when | told herdsm’t working she said | can still
claim on it. Basically, it will still help me. Y& So she just kept repeating
themselves by saying | should get it, and it wdlghme, it's good for me.

Did she saying anything about the cost of the exsce policy?---Yes. It's just like a
small — costs like, you know, a cup of coffee ewaignth, or something like that, she
said.

Okay. And by the time you had left the branchfwat day, had you agreed to
purchase Creditcard Plus insurance?---Just a monhean't recall if it was the
exact — that exact day that | said yes to thenotr But | do recall eventually, after
speaking — you know, that, yes, they said to addtid the credit card.

Could | ask you to look at the exhibits to yourtastaent - - -?---Yes.

- - - Ms Savidis. The first one | would ask youdok at is your second exhibit,
RCD.0014.0001.00037?---Which one’s that?

That's a letter from CBA to you on 7 October 20th#& day after you - - -?---Yes.
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- - - submitted your online application, advisinguythat your application had been
approved?---Yes.

You had a low fee form of credit card; is thahi®r--Yes.

And on the same day, did you receive the documéithws exhibit 3 to your
witness statement, RCD.0014.0001.00077?---Yes.

A letter from Comminsure to you, “Welcome to Credid Plus™?---Yes.

So do we see from that, Ms Savidis, that by 7 Gataihe day after you submitted
your online application for the credit card, Comsure had sold you the - - -?---Yes.

- - - Creditcard Plus insurance product?---Yes.

And could | ask that we turn to .011 in that sectatgér from Comminsure. This is
the policy schedule in relation to your CreditcRids policy. Do you see there
monthly premium, 55 cents per $100 of the closialgbce on your monthly credit
card statement?---Yes.

Do you think this is where you saw the referenc&ia@ents per $1007?---1 think so.

Yes. Now, can you tell the Commission how you waawing purchased this
insurance policy, with making the premium payments@ first it was okay, at the
start, but after a short time, things were getdifficult in money wise. So |

basically was trying to find a way to reduce -hiéte was a way to reduce my credit
card payments, and the only thing | could figurelmulooking at the statements was
the insurance. | didn’t think — it didn’t seem tlitavould benefit me. So | thought
to try and take it off or turn it off. They sai¢duld turn it off whenever | wanted to,
so, yes, that was the first thing | tried to do.

So did you try then to cancel your - - -?---Yes.

- - - insurance policy? And how many times do joink you tried to
cancel?---Multiple times.

And can you explain what happened when you triezhtael the policy?---They
kept telling me that it was, you know, it's impartdahat | didn’t do it, didn’t cancel

it, because it was good for me. That, you knowpihething happened to me it
would really help me. | —they didn't really giwee, | guess, an exact specific on
how it would help, because | told them if I'm nobsking, how would it — you know,
it's not going to help. Yes. | guess they woudgt something like if you were
terminally ill, and | didn't think | was going toeg that sick, so, yes, they just kind of
kept pushing it on me saying, you know, “It's gdodyou, it will help you.” 1 just
felt pressured or kind of like, you know, no mattgrat | said, it was the opposite.
So | couldn’t — | felt like | couldn’t cancel it.
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And were you speaking to people in branches oherphone?---Both.
Okay. And did you eventually succeed in cancelling?---Yes.
- - - your Creditcard Plus insurance policy?---Yes.

Could I ask you to look at the fourth exhibit tauystatement,
RCD.0014.0001.0013?---Yes.

We see there a letter from Comminsure on 1 May 2@t&selling your
policy?---Yes.

Did you ever make a claim on your Creditcard Phssirance policy, Ms
Savidis?---No.

Now, could | ask that you look at the fifth exhittyour statement,
RCD.0014.0001.0015?---Yes.

Is this a letter that you received from Comminsuitwe could pan back a little bit
so Ms Savidis could see the date —on 16 Janudi228Yes.

And by this letter Comminsure told you that you htige entitled to a refund
- - -?---Yes.

- - - from Commlnsure of $88.73?---Yes.

What did you think when you received this lettels Bavidis?---It was a little bit
kind of confusing, | guess, at first. It was lik&/hy have they sent me this”. Yes,
so basically it says on here that | may not hawnbeorking, which | wasn’t. So
that's when | kind of seek legal advice about gegtt full refund, if possible.

And did you have any contact with CBA after youeaiged this letter?---Yes. | did
call them up to ask about an extension becaupedified on the letter that you have
30 days to contact them.

Yes?---So | was a bit worried in case if | didrélldchem or accept it by that 30 days,
does that mean it would be cancelled maybe, | thhep that's why | called them
up and asked for some sort of extension. Thetaldyme that, yes, | can call any
time after and I could still claim that — the refun

And is the next exhibit to your statement RCD.00081.0017, an email from a
person at CommiInsure to you on 13 February this yee?---Yes.

- - - that you received after the phone call that'se referring to?---Yes, that's
correct.
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Now, have you received anything else from CBA sitiig time?---After that, the
only thing | received is — which is on the last enié was a card from the bank.

Yes. And you've provided a copy of that card te Royal Commission - - -?---Yes.
- - - Ms Savidis. So this is a card and in a haitten envelope?---Yes.
That you've retained?---Yes.

A card headed Just a Note to Say. Is this theyautte referring to?---Yes, that's
correct.

With a handwritten message inside it?---Yes.

Now, you've exhibited a copy of that card to youtess statement as exhibit 17.
The card is from Comminsure:

Just a note to say, dear Irene, thank you so maicihdur time and
understanding with Comminsure. We thank you far ymgoing loyalty.

So that’s the card that you received, the handswritiard from Comminsure, Ms
Savidis?---Yes, that’s correct.

Do you know when you received this - - -?---It viz8sMarch.
28 March?---Of March.

| think you've dealt with this in your witness statent?---Yes, | think it was — | will
double-check.

Ms Savidis, at paragraph 23?---Yes, 28 Februaryyso
28 February you received this card.
THE COMMISSIONER: This year. This year?

MS ORR: This year. So a matter of - - -?---Saipput that. It's just that time has
gone quick.

A matter of weeks ago?---Yes.

| tender this card — a copy is annexed to Ms Savadatement, but | tender this as
well, Commissioner.

THE COMMISSIONER: Exhibit 1.93. What shall | taP Card from
Comminsure to Savidis.
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MS ORR: Received on 28 February.

THE COMMISSIONER: Yes. Has it got a frankinge&ain the envelope? That
will - - -

MS ORR: Not a clear one that we could see, Cosionsr.
THE COMMISSIONER: There we are. Received 28 Gabyr'18.

EXHIBIT #1.93 CARD FROM COMMINSURE TO SAVIDIS RECEI VED 28
FEBRUARY 2018

MS ORR: Have you had any further contact with C&8#éce this time, Ms
Savidis?---No.

Thank you.

THE COMMISSIONER: Any preceding contact CBA, befahis card came out of
the blue, other than the letters you have toldoagit? Did you ever get any other
greeting card from them?---Not that | can recéaliion’t think I've ever received a

card like this.

MS ORR: And the card is signed by HZ, Ms Savidi you know who HZ
is?---No.

Thank you. | have no further questions for Ms 8asyiCommissioner.

THE COMMISSIONER: Does anybody other than CBAkskeave to cross-
examine, Ms Savidis? Yes, Mr Scerri.

MR SCERRI: |don’t have any questions, Commission

THE COMMISSIONER: Yes. Thank you very much, Msv&lis, for coming and
giving your evidence. You may step down?---Thaaoli.y

Thank you.

<THE WITNESS WITHDREW [12.06 pm]

MS ORR: Commissioner, | call Mr Clive van Horen.

THE COMMISSIONER: Perhaps he will unravel the bayg of the card. Yes.
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<CLIVE RICHARD VAN HOREN, SWORN [12.07 pm]

THE COMMISSIONER: Yes, do sit down, Mr van Horevies, Ms Orr — sorry,
Mr Scerri.

<EXAMINATION-IN-CHIEF BY MR SCERRI [12.07 pm]

MR SCERRI: Mr van Horen, what'’s your full name®@live Richard van Horen.
And what is your business address, sir?---1 HarlStuget Sydney.

And you have received a summons from the Commidsiappear today?---1 have,
yes.

Do you have that with you?---I do.
| tender that summons.

THE COMMISSIONER: Exhibit 1.94. Summons ClivecRard van Horen.

EXHIBIT #1.94 SUMMONS CLIVE RICHARD VAN HOREN

MR SCERRI: Mr van Horen you have made a numbetatements to the
Commission, but in relation to this topic you've aeahree statements haven't
you?---That'’s right.

One dated 9 March, one dated 5 March, and a thmedmrelation to Ms Savidis
dated 9 March?---Correct.

And | understand you wish to make a correctionrte of your statements?---Yes,
please, if possible. So this is for the primaryness statement on the CCI matter
which is the one dated 9 March. And if we go toagaaph 57, which includes a
table describing the remediation approach. Irthivd dot point, | would like to
amend that to — where it says plus interest wataitdine, plus interest was paid on
the total refund amount, to delete the word “tqtafid to add “if the card balance
had been paid off” to the end of that sentence.

THE COMMISSIONER: Yes. Well, you make the ameedirthat you think
necessary, and initial that amendment, would yeas®#, Mr van Horen?---Sure.

MR SCERRI: Mr van Horen, is there a similar amapdt - - -
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THE COMMISSIONER: Just let him make the amendmietause | will then get
him to read it out so that there’s no doubt of whatamendment is and we’re all
working off the same script?---Yes. And just todbear, it applies to both columns
on that table.
So make the amendment and then | will get youeatify it with some particularity.
Now, can you tell us what you've changed? It ipamagraph 57 and the table, is
it?---Yes. In the table, so the second row whghalled Refund Calculation.
Yes?---And the third dot point the revised statensays:
Refund amounts included interest charged on presdebited to customers
cards, plus interest paid on the refund amourtiéf tard balance had been
paid off.
And the same is repeated in both columns.
| see.

MR SCERRI: Did you delete the word “was”, Mr vloren? | don’t think you
said it?---1 didn’t delete the word “was”.

You did not delete the word was?---No.
Thank you. Now, with that correction, is that staent true and correct?---1t is.

Now, the other two statements to which I've taken,ytrue and correct as
well?---Yes.

We tender those, Commissioner.

THE COMMISSIONER: Should we deal with them perhapparately, and
designate each with a separate exhibit marking.

MR SCERRI: Yes, sir.
THE COMMISSIONER: - - - Mr Scerri which then waolou treat as the — the one
on the screen, CBA.9006.0001.0001,

EXHIBIT #1.95 STATEMENT OF CLIVE VAN HOREN (CBA.900 6.0001.0001
)

THE COMMISSIONER: 1.96 will then become which oMy Scerri?
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MR SCERRI: Perhaps the one in relation to Ms @awvhich is also dated 9
March, Commissioner.

THE COMMISSIONER: Have we got a doc ID for it?
MR SCERRI: Yes. CBA.9005.0001.0001.

THE COMMISSIONER: Yes. Thank you. That will bghibit 1.96.

EXHIBIT #1.96 STATEMENT OF CLIVE VAN HOREN IN RELAT [ION TO
MS SAVIDIS (CBA.9005.0001.0001)

MR SCERRI: And then the third one is headed Sapphtary Statement. | am not
sure that has an ID on it. | will just — it's dmetscreen, Commissioner. Soit’s - - -

THE COMMISSIONER: WIT.0001.0008.0001.
MR SCERRI: Thank you, Commissioner.

THE COMMISSIONER: Yes. Thank you, Mr Scerri. sYéVis Orr.

<CROSS-EXAMINATION BY MS ORR [12.11 pm]

MS ORR: Mr van Horen you're the general managsail products, within the
banking services business unit of CBA?---Yes, | am.

And you've been put forward by CBA to give evidemt®mwut two add-on insurance
products offered by CBA, Creditcard Plus insurameel loan protection product
insurance which is available for home and perstmaads?---That’s right.

Now, three statements have been tendered by MriSd¢eifact, you signed five
statements relating to this topic, but you replawex of them with later versions of
the same statement. Do you recall that?---1 haft dtatements which were then
finalised. | had other statements that | preparetisigned on other topics, personal
overdrafts being the primary one.

Yes. No, I'm not talking about those ones at ttomant. | just want to be clear
about this in case an issue arises with the sequgendhree statements have been
tendered, one on 5 March and two dated 9 Marchh Bibthose 9 March statements
are later versions of another statement that youiged and signed in final form on
2 March 2018. Now, do you recall this?---Yesedall changes having been made
to those statements, yes.
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Yes. And that the changes were minor - - -?---Yes.
- - - in those statements?---Correct.

So the Commission received statements on 2 Maritivare substantially the
same as the statements that are in evidence dafedcd - - -?---Yes.

- - - is that right?---Yes. Yes.

Thank you. Now, the first insurance product yowimstatement deals with, which
is —and when | say the “main statement”, I'm refey to the statement that is dated
9 March 2018 which deals not with Ms Savidis’ evide but more broadly with
CBAs sales and processes in relation to these pted®o will you understand that
that’s - - -?---The main statements, yes.

That'’s the statement I'm referring to, unless ligate otherwise. So the first
insurance product that your statement deals wi@réslitcard Plus insurance, which
you refer to in your statement as CCP insurancBf?ats right.

And CCP insurance is issued by an entity branddtiomsmInsure?---Correct.

And the entity branded as Comminsure is ColoniatudlLife Insurance Society
Limited?---That'’s right. | think Life Assurance @ety Limited.

I'm sorry. Life - - -
THE COMMISSIONER: Assurance.
MS ORR: Assurance?---Assurance, not insurance.

I’'m sorry, thank you. And CCP is insurance for CBanded credit cards that's
issued by CBA as opposed to insurance for Bankereslit cards which are also
issued by CBA?---Correct.

And how long has CBA sold CCP insurance?---I beig\goes back to around 2003.
Certainly a number of years.

And CCP insurance provides two different typeswstirance cover; is that
right?---CCP is a — what we call a bundled insuegmmduct, meaning it's one
policy but it has multiple benefits. There’s itfarobably more like five benefits,
but they fall into two categories.

Yes?---So one category is one that would pay @fctedit card balance in full if, for
example, the customer dies or is permanently déshbl'he second category would
apply where temporary disability, unemploymentiarilsr circumstances arise, and
it would pay off the monthly instalments for appiraately five months.
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Thank you. And during the period from 2011 to 20disstomers were offered CCP
insurance as part of their application for a CBAnrated credit card?---That'’s right.

And that’s still the case, that the offer of CCBurance happens at that time?---Yes.
The complication is, as you referenced, we've nthdedecision to stop offering
CCP.

Yes?---So that process is busy being executed.
Yes. We will come to that?---Yes.

But presently it still remains the case that thferodf insurance is made at the time
that the consumer is applying for the credit car@Pat’s correct. There is another
set of circumstances where customers approacharshafving acquired a credit card
later on, and it could be at any time, where thay &lso and do also open the
insurance policy.

So this assumes they’ve declined the initial offetake out the insurance made at
the time that they acquired the credit card?---&uirr

Yes. And the offer that's made in connection witl acquisition of the credit card
can be made either in the branch, if the custormeres in and applies for the credit
card in the branch, or on the phone if the custapeties for the credit card that
way, or on an internet platform if the customerleggpfor the credit card
online?---That's right.

Now, during the period from 2011 to 2015, you telin your statement that 29.54
per cent of CBAs credit cards had an associatedi€Ceed Plus policy?---That is the
number quoted in my statement. | should clarit $lightly, because the numerator
and dominator may not relate to each other. Sevthewe answered that question
was the total number of credit cards sold durirgggériod and the total number of
CCP policies sold during the period, it doesn’tdal that they all were sold at the
time of acquiring the credit card because somedcbave been taken up a bit later.

Yes. So I'm sorry, my question was not directedtether they were sold at the
time?---Yes.

My question was directed to in total in that pefledThat'’s right.

29.5 per cent of the credit cards had a CreditPard insurance policy attached to
them?---Yes.

So nearly a third?---That's broadly correct, yes.

And we know that most people get the Creditcard Rlaurance policy at the time
that they apply - - -?---Correct.
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- - - for their credit card?---Correct.
Thank you. Now, CBA staff have sales targets étlireg CCP insurance?---Yes.

And you say in your statement that, prior to 2ahése sales targets were part of a
quarterly recognition program for CBA front lineftthat allowed them to receive a
dollar payment for performance above sales targe¥ss. | can explain the — the
broader remuneration structure if helpful, but,, yhere were direct campaign-
related incentives in place for a period up to 20They were not specific to CCP.
They applied to a full spread of different products

| will take you to some documents about that, mitanly could they get a dollar
payment, CBA staff, for performance above salegetarbut they could win prizes
for selling the most insurance?---Yes. There Ha@n campaigns along since
scrapped, but there were campaigns during thatgheri

Well, they were in place relatively recently wetathey, Mr van Horen?---To my
knowledge, the individual based sales campaigns se&iapped in 2014. Thereatfter,
they moved to team-based or branch-based campaigns.

Well, can | show you two documents that are annéagaur witness statement as
part of your exhibit CVH12. The first is withinahvery large annexure, it's at
CBA.0507.0014.0010?---Yes.

So this is an example of a promotion that CBA ra@012 that gave prizes such as
iPads, iPhones and JB Hi-Fi vouchers for sellirgrttost insurance in a particular
period?---Correct.

And we see from — just below halfway down the page see that Creditcard Plus
insurance was one of the forms of insurance cagtoyehis promotion where we
see CC and the plus sign?---Yes, correct.

Yes. And within that same exhibit to your withesstement can | take you to
another more recent document which is CBA.0507 . ?---Yes.

This is another example of a promotion that CBA thrs time in 2014?---It is.
The “don’t forget your toothbrush” incentive 2014 That's right.

And this was an incentive program that gave rewdttds time in the form of a
payment to a team social fund, for high sellingnsturance products?---That'’s right.

And, again, it included CCP insurance?---That'stig

And you say in your statement that in 2014 the wgulyrrecognition program shifted
towards a team-based approach, and you've refasrdtit this morning. So the
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sales targets are now at branch level rather thatiné individual; is that
right?---Yes. Simplistically, yes.

And incentive payments are determined accordiragremge of factors
now?---That’s right.

And those factors still include volume of saleshese insurance products?---They
do, a very tiny percentage of the total.

Well, what percentage, Mr van Horen?---Well, ifolutd just explain how the
incentives work - - -

Yes?--- - - - in a nutshell.

Yes?---So three core components. The first ib#sic salary, which is fixed. Itis
not variable dependent on sales performance. &asthobviously, the very largest
portion of a front line staff member’'s remuneration

Yes?---The second component is a short-term variedsnponent which is
approximately 10 per cent of the base REM. And vhaaable component is a
function of a balance score card approach whichdvbave multiple categories of
performance outcomes in it that would include bessperformance and within
business performance would be sales. Sales riaifjagedit cards or Creditcard
Plus, but all products. There would be customesfsation, other measures like
self-service, education, training, productivity esadon. So — and then a third
category which did apply up to 2014 was those sdma¢wnusual short-term sales
campaigns that you've referenced already. Thetpauould make about all of that
is if you look at the direct component of remuneragttributable to the sales of
credit cards or credit card insurance, it wouldbthe order of one and a-half per
cent, because all the others include home loansl@pdsits and savings accounts
and all the other things that a customer might né2de and a-half per cent of the
variable part — one and a-half per cent of therirss performance measures which
are roughly half of the total which relate to tieder cent of the variable rim. So if
you do the maths and you multiply that all ous & very tiny fraction of 1 per cent
of a person’s remuneration which would be deterahimgtheir sales performance on
one category.

Because your people didn’t need to be incentiviseskll Creditcard Plus in
connection with a credit card, because your presessquired them to attempt to sell
Creditcard Plus insurance with the credit cardhat® right.

Yes. Now, could | ask you to look at a documeniciwhs not part of your statement,
CBA.0001.0049.1198. Have you seen this documefordeMr van Horen?---Yes, |
have.
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And it's a document that sets KPIs and sales tarfgetCBA staff for FY2015 and
'16?---For — yes, for the direct banking businedsich is the core centre part of our
business.

| see. So this applies to call centre staff?---Yes

And it includes KPIs and sales targets in relatmthe sale of credit cards and CCP
insurance?---Yes.

And if you could turn to 1235. | want to make sutederstand this document
correctly. This page has cards sales targets¥dfiilé. And we see towards the
bottom in the column on the far left side CreditcRfus net premium, and a forecast
for FY16 of 38.05. Do | understand correctly frams document that the average
full-time employee, we see a reference to averagé-pE per week up the top, the
average full-time employee was forecast to seD3&CP policies per week?---No,
that's not my understanding. So I've seen thisudoent, have investigated. | didn't
ever manage that part of the group, but the comteaa give — this is for the card
sales team, as it says at the top.

Yes, yes?---So it's not the entire contact cerifiethe desk, the group of people
who are there to handle customers’ queries on cards

Yes?---And what that specific measure refers thesCreditcard Plus net premium.
So my understanding is that would refer to dollag,numbers of units, not number
of policies or products sold, dollar value of negrpium sold by every person on
average per week. So - - -

So should we read 38.05 as a dollar figure?---Carre

So per week the people that you've just describeawo sell $38.05 worth of
Creditcard Plus net premiums?---Correct.

Okay?---That's my understanding of it.

Okay. And there’s a document that is two pages lathere which relates to branch
sales targets. That's 1237. So how does thishraales page work? Who was that
directed to?---1 can see why it's perhaps a litbefusing but it says “our branch”.
Our branch is the name we use inside CBA for thentef people in the contact
centre that support our own employees. So thinkaxd a virtual branch for CBA
staff members.

| see?---So it's not to do with branch KPIs or gembranch performance targets.
So this refers to the same group of people?--fingeof customers or - - -

No, no, no. The same group of CBA employees?---Ho.if you think of the entire
contact centre, you know, call it 2000 people, ¢hpsople are built — are assembled
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into multiple different teams. You have differemeas of specialisation. One of
them would be our branch, you know, people whosadat is to support employees
of the Commonwealth Bank. So if I'm a new staffmieer and | need to make an
inquiry about a credit card or about anything etsg,call would go through to that
team member.

Yes, | see. And we see the forecast figures ®sdlpeople and the sales targets for
these people in relation to Creditcard Plus netnprs on this page?---Yes, it's very
similar.

Yes. Thank you. | tender that document, Commissio

THE COMMISSIONER: Exhibit 1.98, CBA.0001.0049. BI¥KPI direct banking
financial year '16.

EXHIBIT #198 KPI DIRECT BANKING FINANCIAL YEAR FY20 16

MS ORR: Mr van Horen, there have always beeragedligibility criteria that
have to be met for an individual to be able to pase CCP insurance; is that
right?---That’s right.

They have always been that they need to be ageetbrtl8 and 64 years old and to
be an Australian resident; is that right?---Thag$t.

And they also have to be a primary account holdeafCBA branded credit
card?---Yes.

And CBA has processes in place to stop anyone wherdt meet any one or more
of those three criteria from purchasing CCP insce&n--That's right.

There were also employment eligibility criteriahie holder of CCP insurance
wished to claim disability or unemployment benéfitsCorrect.

And these changed a little over time, but essdytaperson with CCP insurance
could not and still cannot receive cover in respéthe monthly credit card
repayments if they have suffered disability or ilwvary employment — as opposed
to death or terminal illness — unless they wereleysa immediately prior to making
the claim; is that right?---That’s correct.

And - - -?---You said “employed”. | think you mdanvoluntary unemployed just
for the record, if it matters.

You are quite right. | apologise, Mr van Horenvadluntary unemployment. And in
addition, from 28 November 2015, a person with @@Rrance could not and still
cannot receive cover in respect of their creditldalance in case of permanent
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disability unless they were employed immediatelpmpio making the claim?---No.
So if | heard your question correctly, you askedutlthe — the payment of benefits if
the person dies or is permanently disabled. Thaot contingent on their
employment status.

Permanent disability only?---That’'s not contingenttheir employment status to the
best of my knowledge.

From — there wasn't a change that you've referoeid your statement on 28
November 2015 that meant from that time onwardsnpaent disability cover for
the credit card balance was also contingent orgbeimployed immediately prior to
making the claim?---Please point me to the pardgrpiease.

Yes. That's paragraph 27(a). There’s a lengthietthat you include in 27(a), Mr
van Horen?---Yes. I'm aware there were a numbehahges made to criteria for
the various benefits over time.

And that’s why you’ve got a number of different {gaio this table?---Yes, it is, yes.
And 28 November is dealt with in the third row-2---Yes.

- - - of that table and that directs us to a Prodisclosure Statement which is
exhibit CVH4 to your statement?---Yes.

And what | want to put to you is that the effectludt product disclosure statement is
that from that date, when those changes were ncagler for the credit card balance
in the case of permanent disability was also cgetih on being employed
immediately prior to the claim?---To be honest,ll nvave to read the detailed PDS,
so | won't disagree with that, if that’s your irpeetation.

It's - - -?---It's not a change | was involved inthe time and it's not - - -

No. It's the PDS which is CVH4 to your witnesststaent and if you would like to
read that over lunch - - -?---Yes, | can do that.

- - - and if you disagree with that propositionuyean let us know after lunch. So for
many years CBA sold CCP insurance to people who'tdideet the employment
eligibility criterion; is that right?---There weraany customers who did not meet
the criteria to whom we sold it. | think it's “sitnot a statement | would make
definitively because, in the absence of informat&mme customers may have been
eligible but we weren't able to confirm that.

Well, it's the case, isn't it, that you sold thrssurance policy to unemployed
people?---Yes.

You sold this policy to pensioners?---That's right.
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You sold this policy to students?---That’s right.

And unless their circumstances changed, so thgtiteeame employed prior to
making a claim, they were not eligible for the bi@sehat required them to be
employed?---That's correct, and it is the case sbate customers did claim
subsequent to taking out the policy when they dicomne employed, but your
statement is right and I'm not going to quibble aibihe broad thrust of your
statement.

Well, you can’t, can you, Mr van Horen?---No, no.

Because it is the fact that CBA sold large numlbétbese policies to people who
were ineligible to claim person benefits - - -?hat’s right.

- - - under them?---Yes.

And CBA didn’t draw to their attention, at the tiresold them the CCP insurance
policy, that their ability to claim benefits undée policy would be restricted if they
were not employed prior to making a claim?---Weaiety failed to take what |
would consider today to be reasonable steps. Tasesome disclosure, but | don’t
believe that disclosure was adequate.

What was the disclosure, Mr van Horen?---Well,atijook at the sales scripts,
whichever channel we’re talking about, both braact telephone-based and digital,
there were disclosures in those sales processesceapts, whether it was online or
in their sister channel, which did refer to minimemployment standards and
referred customers to PDSs, the product disclosatement. So - - -

| just want to be clear. You say the scripts meféto minimum
employment?---Some scripts did have referencead’Ss, the PDS have all - - -

| see that’s a different thing, isn't it, Mr van Fem? They had a reference to the
PDS?---1 think it depends in which time period veetalking about. So if you go
back to 2011, the reliance is very much on thelaksezes in the PDSs. Customers
would receive a letter called a welcome pack whichild have the same kind of
information again. So that was what applied inghgod from 2011 onwards.
Progressively through the years, in particular fi2®i5, much stronger disclosures
were put into the sales scripts in the various nbémn

Yes. So your statement in relation to CCP inswrateals primarily with 2011 to
2015. That is the period in which CBA was sellihg product to people who were
ineligible to claim for benefits under the policyThat is the period, yes.

And in that period, whether a person purchasegtbduct by phone or in a branch
or online, they were told nothing by CBA about tequirement that they be
employed to be eligible to make those claims?-e#’'tthink it's quite right to say
they were told nothing, because it was clearlyldsex in the PDSs.
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It was clearly disclosed in the PDSs. The PDSsrartipage documents?---I
understand.

Yes. So there was nothing over and above thdrtéke Product Disclosure
Statement to draw that eligibility criterion to thgention of the customer when they
purchased - - -?---That'’s correct.

- - - the policy. Now, that was the case in cirstances where the vast majority of
claims made under these policies were made in cesp¢he disability and
unemployment benefits categories. Do you agreées:-

Thank you. And in April 2015, CBA worked out treime customers who had
purchased these products may not have met the gmefu eligibility criteria; is
that correct?---That’s right. Through an interaadlit.

Yes. Now, can | take you to that internal auditwloent, Mr van Horen, which is
exhibit CVH7 to your statement. CBA.0001.0027.000®w, this is the audit
report you're referring to, dated 9 April 2015?hal’s right.

And do we see on the right-hand side under theihgdtreditcard Plus Insurance
that the audit group have:

...identified that approximately 64,000 customers wioe unemployed at the
time of a credit card application were sold CCPurance. Sales staff are not
required to disclose to the customer that involoynianemployment or
temporary or permanent disablement benefits cabaatlaimed if their
situation remains unchanged.

So that was the finding of the audit group - --Pes, it was.
- - - in this report. And then do we see the agdiup goes on to say:

In the light of recommendations from ASICs Finah8ervices Inquiry of
November 2014 and recent global risk events sutheablK loan protection
insurance issue, these sales practices may not feswdted in a fair outcome
for the customer. Comminsure management will aeatiata, understand
customer impacts and implement changes to CCP ptatisign and sales
processes as required.

So as at 9 April 2015 CBAs estimate was that 64@@&lomers had been sold CCP
insurance in circumstances where they were uneragland, therefore, unable to
claim benefits that were contingent on employmert®s. | — | just qualify that
slightly. The vast majority were students and e come to the numbers later, but
of the 64,000, the vast majority of students andwoald say were ineligible. There
was a subset, give or take 17,000, who were paignineligible based on the data
that we had.
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And we see the audit group talking about the faat sales staff aren’t required to
disclose that these benefits can’t be claimed srilesy become employed. This is
2015. So it's nearly four years after ASIC relebss report number 256

- - -?---Yes.

- - - into consumer credit insurance. Are you fi@nwwith that report - - -?---I am.
- - - Mr van Horen?---l am.

And was CBA one of the ADIs whose practices intrefato consumer credit
insurance were reviewed by ASIC - - -?---Yes.

- - - as part of that report?---Yes.

And CBA would have known at this time, in April 2B1of the 10 recommendations
that ASIC made in that report?---That’s right.

And would have known about those recommendationalfoost four years. One of
those recommendations related to sales scriptsinsedes of consumer credit
insurance over the phone or in branches; is ipat---That's right.

Can | show you that recommendation in RCD.0021.00113. If we could turn to
0012. Do we see there that the first recommendatiat ASIC made was that when
CCl is sold over the telephone — CCI being conswmatlit insurance?---Yes.

Which the CCP product was?---Correct.

When CCl is sold over the telephone, distributtisudd have formal scripts in
place for their sales staff. Scripts should in@ue

and if we go down to (g):
A clear explanation of the main exclusions thatlapp the CCI policy (and
where CCl is sold as a packaged product, this shdlude a clear
explanation of the main exclusions that apply toheeomponent of the policy).
?---Yes.
That'’s right?---Yes.
That was the recommendation?---Yes, absolutely.
But in 2015, CBAs sales scripts didn’t include @xyplanation of the main
exclusions that applied to disability or unemployieenefits under the CCP policy,
such as the employment eligibility exclusion?---Yé&se certainly gone back and

looked at what was done in response to this rep@®d11, and quite comprehensive
programs at work were executed to implement themaeendations. In respect of
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the specific one around the exclusions, the magtusion that was built into
processes was around pre-existing conditions, @3P&s they are sometimes called,
but the exclusions around employment eligibilititeria were not.

Why not, Mr van Horen?---As | said, | think the maeason is because too much
reliance was placed at the time on those disclssarthe PDS. So a flawed — a
flawed assumption and a flawed judgment, but egdnteliance was placed on that
disclosure to customers.

A flawed judgment in light of ASICs specific — sjfecwork on this topic and
direction to ADIs, including CBA to modify its saescripts to refer to those
exclusions?---I would agree with that, yes.

Yes. Commissioner, could | tender that ASIC report

THE COMMISSIONER: Exhibit 1.99, ASIC report nuntbd 256,
RCD.0021.0001.0003.

EXHIBIT #1.99 ASIC REPORT NUMBERED 256 (RCD.0021.001.0003)

MS ORR: And could | take you back to the auduar, Mr van Horen?---Sure.

Which was CBA.0001.0027.0002. And could | ask gt turn to appendix A,
which is 0005. And we see that this is an appeaotlix summarising the very high
to medium audit issues that were identified byabdit group, and the first issue is
the CCP issue?---Correct.

Which is given a high rating by the audit group?es.

And a high rating is given to the fact that managetmaven’t implemented

sufficient controls to confirm that staff are folling the defined sales process. What
was the defined sales process?---I would havelieveethat the defined sales
process would have been one based on what was @otednat the time in the
various assisted channels, branch and call ceantethe — the way the finding is
phrased to say we did not have enough controlsakersure that people are in fact
following the right process.

But what was the right process? What had CBA éeffis the sales process at this
time?---Yes. You know, | — | would personally papls take issue with the way
that's worded. The substance of what the issuéagaut is that our sales
processes were not delivering the right outcome,lam — you know, I'm not sure |
would agree with the way it's worded in saying thabple had a process defined as
X and were deviating from a process to do Y, beedlus process X was by and
large the process and then people would have lmafdahat process.
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It was the process that was deficient, wasn't itMsih Horen?---Yes.
Not that people were departing from the proceds®euld agree with that, yes.

Yes. Thank you. And management haven’t implentestdficient system controls,
we’re told here. If we go back to the first pagehis document at 0002, we see that
the third paragraph on the right relates to thé néded issues:

The high rated issues don't fall within the diractountabilities of credit card
management as they relate to either other prodoictales practices in the
front line. As a result, we rated management awass and action as
satisfactory.

Do you see that?---I do.

So 64,000 customers had been sold Creditcard B$usance in circumstances
where they were ineligible for much of the coveran# the credit cards
management awareness and action was satisfactdfg®-1 can try and explain this.
If you look at the very top of that report, it talkbout the business unit being the
credit card business unit.

Yes?---And accountable executive. And that isragewho is the head of the credit
card team and it is referenced in various placelsisndocument, but it talks about
the way this audit was done was to look at theterehd credit card process, even
including components of that process that were getha@r delivered or owned by
other parts of the group. So it's attempting teega holistic view, and where it
refers here to management awareness, | believevthdtl have been referring to the
awareness of the credit card team.

So does that mean there’s some other group somewh@BA that was held
accountable for this and who got an unsatisfaatatipg for their management
awareness and actions?---Yes. | think the — theptexity here is there’s the retail
bank and there’s Comminsure.

Yes?---They are two different parts of the group.

Yes?---Obviously for customers they don't care dltbat, rightly so, but different
accountabilities rest with different parts of thésams.

So is there a team somewhere within CBA who reckareunsatisfactory rating and
was held accountable for these issues?---I wileitavxcheck whether there’s a
document referencing that exact conclusion, butthertainly would have been
significant documents referencing in the CommIinsidge this known issue, and that
was reported in board reports and the like, whevehbeen part of our documents
submitted.
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| see. So this issue with Creditcard Plus insuzamas first reported to the Colonial
Mutual board audit committee on 5 May 2015; id tight?---Yes. That probably
would be right, yes.

That's paragraph 38 of your statement, Mr van Hereles, yes.
So this document is 9 April?---Yes.

And then it's 5 May when there’s a report to thdddaal Mutual Board Audit
Committee?---Yes.

And you've exhibited as part of exhibit 8 a pagexttwent to the board on 5 May
2015, which is CBA.0503.0007.0009?---Yes.

It seems that document has two different docuni2ston it, but we have it now.
Yes, thank you. And we see there from clause 4thad that board audit committee
was told about the 64,000 customers who were urmraglat the date of their credit
card application and were sold a CCP product, amdee below thatin 4.1.4 a
paragraph that reflects what we saw in the othdit aeport, which is that there’s no
requirement for front line staff to make unemplogedtomers aware that they may
be ineligible to claim?---That'’s right.

So this is a paper that went to the Colonial Muhgdrd audit committee in May
2015. When was the matter reported to the CBAtaumihmittee? Is there an
equivalent document for them?---1 will have to dhea the exact timing. Looking
at my statement, on paragraph 38 it refers to teporthe board audit committee,
which refers to the CBA board, the board risk cotteriwhich referred to the CBA
board, and in the attachment there are dozensgefspaf extracts - - -

Yes, there are, Mr van Horen?--- - - - to variooaras, yes.

We do have a document dated 9 June 2015 in thosg deguments that form part
of these — this exhibit, which is heavily redactédd if we can find that, | will ask
you if that is the report to the CBA audit comnettet's CBA — I'm sorry, it's very
difficult to read because the two doc IDs havetpdrover each other.
CBA.0503.0007.0005. Could we bring up the firsd @aacond pages of that
document. | think we have there the first andtttiel pages of the
document?---That doesn’t seem to be the right page.

We're looking for 0005 and the page that followslisee. So — I'm sorry, there’s a
page in between the two that has been redactedamtoduced in the court book;
is that your understanding? Are we missing a padetween there?---It's possible.
| can be confident in saying that all of these doents were reported to all of the
CBA governance forums regularly.

So we can't tell from this document whether it yaast of what went to the CBA
audit committee on 9 June 2015?---Well, not fronat\on the screen because it's
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clearly missing a page in the middle. It goes fraidil to 4.25. So | can only
assume there’s a middle page. We can find tha pad supply it.

| see — | see. CBA first made an informal notifica to ASIC about this matter on 7
May 20157?---That's right.

That was an oral notification?---1 know there wareltiple notifications, including
letters and oral conversations.

Well, the first written communication with ASIC arding to your statement is on
15 May - - -?---Yes.

- - - 2015, and you've exhibited as exhibit 9 taystatement the letter that went to
ASIC?---That'’s right.

Which is CBA.0001.0024.0118?---That's it.

If we could have the first and second pages ofdbatiment on the screen, that will
give us the entirety of the letter. So the fingestion for you, Mr Van Horen, is
about the status of this communication. It's no¢ort under section 9.12D of the
Corporations Act of a significance breach, is #e, it's called — it's called a good
governance notification, which my understandindassn’t have any — there’s no
such legal framing, really. It was a practice {GB%A used at the time. We’ve since
stopped doing that. The reason why it was callégbad governance notification”
at the time was because it wasn'’t clear at thges¢éxactly how material the breach
was, because of the bundled nature of the protiatt referred to earlier. That
doesn’t take away from what we believe it is nowjch is a breach.

But you've identified at this point 64,000 potetitiaffected customers?---Correct.
Correct.

That didn’'t render it a significant breach for fh@poses of ASIC notification?---It
didn’t at the time.

Should it have, Mr Van Horen?---I believe it shohkve.

Thank you. But instead this letter goes to ASI@ g®od governance notification,

and CBA tells ASIC in this letter that it has retteidentified that some Creditcard

Plus insurance customers may not be able to claiomemployment and disability

benefits. Do you see that reference there?---faamiliar with the letter. | didn’'t see
it in — which paragraph are you referring to?

Paragraph 1, Mr Van Horen?---Yes, | have got it.

And the letter notes — it goes on to note in thetharagraph:
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Our preliminary view indicates that of approximat@45,000 current CCP
policyholders, an estimated 27,800 may not derneerne from employment at
the time their policy was issued.

Now that figure, 27,800, is substantially lowerritihe estimate of 64,000 customers
that ASIC had communicated — sorry, that CBA hatirmoinicated
internally?---Yes.

Why was ASIC only told about 27,800 of those 64,608tomers?---Yes. I'm not
sure what the calculation was behind the 27,000wbat | do know, from having
been through multiple versions and iterations drapters of this investigation is that
the analysis of the number of customers impactedite complex, which is why the
numbers have moved around a lot. And you willtee¢ through many of the —
much of the correspondence with ASIC in the mesting’'ve had with them, the
numbers have moved and that applies to the LPRerragtwell, which I’'m sure you
will get to.

Yes, | will. Accepting that the numbers move as fiad more out about the
circumstances of the individual customers, why@RIA make the decision to not
tell ASIC about the potential larger number of casers?---1 — | couldn’t give you a
reason why that number changed.

Well, so CBA firstly chooses not to make this andigant breach notification under
section 9.12D, and, secondly, chooses to notifyCA&1 only 27,800 potentially
affected customers. I'm going to suggest to yai @BA was doing all it could to
minimise this in its communications with ASIC?—I'm afraid | couldn’t agree

with that. It's not in our interests to try andsteiad the regulator in any way, and
that has certainly never been the intent from angthive ever seen or been involved
in.

Well, do you think this was misleading to the regat, Mr Van Horen?---Well, you
know, it's quite — quite clearly referenced as eliprinary review. So | can only
believe that between the April audit and the Matetework was underway to try and
understand the number of customers that were -wibigt impacted.

Whatever work was underway, it had not reducegttential number of estimated
— the potential number of affected customers daw2i7t800, had it?---1 don’t have
any basis to agree to that statement.

Do you have any basis to disagree with that statenvlr Van Horen?---Other than
the circumstantial evidence of what the letter rsengs.

THE COMMISSIONER: Mr Van Horen, is it open to reeconclude that internally
CBA was telling its board or board committee oriaghand telling ASIC something
radically different?---1 don’t think that would becertainly - - -
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Radically different, because it's half?---It's think there’s no questioning what the
letters say and what the reports say. You knowgawdd go and try and retrace how
the calculation was determined to put this numbehis letter, but was there ever
any intent to tell a different story to regulatorsour internal governance structures?
Nothing I've seen suggests that’s the case.

MS ORR: Well, what I'm going to suggest to you; Wan Horen, is that there was
a decision made internally at CBA to give ASICgufie that was limited to current
policyholders:

Our preliminary review indicates that of approxiralt 245,000 current CCP
policyholders, an estimated 27,800 may not denzerme from employment.

?---Yes, that’s correct. There were — yes — yegetwere many categories of
customers — and this is documented in all the spomedence with ASIC — which
were added as the scope of the investigation agedinand one of those big changes
was going from only looking at — initially currepolicyholders, and then added
closed policyholders. And there were others as wel

Yes. And by choosing to notify ASIC only of therant policyholders the problem
was minimised, was it not?---The problem was inectty stated.

Thank you. And if | could just quickly take youd&oconnected document before we
finish for lunch, Commissioner. Could | ask thatijjook at a document which is in
your exhibit 12, which is CBA.0001.0024.0224. Tisis later from — a letter from
much later in the piece, which | will come back t6ou can see it's a letter dated 21
February 2017. It's a letter from CBA to ASIC agaBut what | would like to

direct your attention to now is a section on theose page of that letter, 0225. Just
on the topic of this being a good governance matifon, Mr Van Horen, could |
direct your attention to the paragraph, “While vesrdn demonstrated”:

While we have demonstrated a willingness to engatiepotentially impacted
customers —

this is at February 2017 —

we consider that CBA and CMLA have not breachedegsl obligations in

this matter. We notified ASIC of this matter bessawe thought it may be of
interest to ASIC and not pursuant to our reportaidigation under section
912D of the Corporations Act. We have, nevertiselagreed to take the above
steps as requested by ASIC.

Is that an accurate statement, Mr Van Horen? TBa notified ASIC of this
matter because it thought it may be of intere&$¢C?---I wouldn’t — | wouldn’t
choose those words. | don't think it's an apprat@iframing of the issue.
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Well, those are the words CBA used in its corregpoge with ASIC?---That's
correct. And, as | said, the rationale for thahattime was this — this fact that the
bundled nature of the policy where customers whgéte for a number of the
benefits and not eligible for the other benefitswadnat clouded the issue.

Do you still consider, and does CBA still considegt CBA and CMLA have not
breached any legal obligations in this matter>-+think on balance, and taking into
account all the — all the considerations, | doktimat it was a breach.

Of which obligations, Mr Van Horen?---Well, of oobligations to act honestly,
efficiently and fairly.

Thank you, Mr Van Horen. That’s a convenient po@mmmissioner.

THE COMMISSIONER: Yes. We will resume at 2 pm.

ADJOURNED [1.01 pm]

RESUMED [2.00 pm]

THE COMMISSIONER: Yes, Ms Orr.

MS ORR: Mr van Horen, before lunch | showed yaut$ of a document which had
some redactions within it, which was the — a papat went to the CBA audit
committee on 9 June 2015. You will recall thatlvegl two pages, but seemed to be
missing - - -?---Missing a page, yes.

- - - at least one page in between. May | ask@&A.0503.0007.0018 be brought

up. Now, it appears that there are multiple pagéstween the page that you see on
the left-hand side and the page that you see onghteside which appear to have
been redacted in their entirety, but there is aregfce here at 4.1.20 to these matters.
Do you see that?---I do.

- - - Mr van Horen?---Yes.

Which indicates to you that there was some notificeto the CBA audit committee
on 9 June 2015 of this issue in the terms thatappeder clause 4.1.20?---Yes.

Yes. Thank you. Now, returning to the chronolofgvents, Mr van Horen, we had
been speaking of the notification to ASIC that oced on 15 May 2015 following
the audit report that identified this issue on 9iAp- -?---Yes.
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- - - 2015. Now, by the end of May 2015, CBA haudiated its sales script for the
assisted channels for the selling of the Credit€dnd insurance product; is that
right?---That's right.

And could | take you to your first exhibit at CBA®07.0013.0067. Now, if | could
ask you to focus on the page on the left. Theésdecument annexed to your
statement. Is this the amended script for uskdrassisted sales channels, so by
phone or in branches, for the sale of the Credit®dus insurance product after May
20157?---That's right.

And we can see the way the script works aftertiha. If we look at the top of the

page, at some point in the script the CBA persda &y these words to the

customer:
| would now like to tell you about an optional insace from Comminsure
called Creditcard Plus which could help pay youedit card repayments if
you’re unable to work, or balance if you pass awaypu don’t have to take out
this insurance, but it may help if something hapgpenyou. It is issued by a
life insurance company in the Commonwealth Bankgrdt’'s quick and easy
to set up now. Can I explain how it works.

If no, the instructions to the person are:

You can attempt to overcome the customer’s objectip to two times during
the entire application. If the customer still otffe—

so a third objection —
end the application here, continue with the creditd application if needed.
So those were the instructions given to CBA staffhey were.
Now, if the person discussing this with the custoreeeived a yes answer to:
Can | explain how it works?

Or overcame up to two objections to get a yes andive person from CBA was
then directed to say to them:

Do you typically work more than 20 hours a wee&nmployment that is not
seasonal in nature?

And then the instructions to the person are:

If no, end the application here. Customers whokwess than 20 hours a week
are not eligible to claim for benefits on CreditdaPlus.
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So that was the amended script as a result ofrtheges made in May 2015 for in
the branch and on the phone sales of this produ¢es.

Okay. Now, the:
Do you typically work more than 20 hours a week —

guestion is what CBA seems to refer to in its doents as a knock out question
- - -?---Yes.

- - - designed to knock out the possibility of sgjlthe customer this insurance
product if they don’t meet the employment eligilyilcriterion; is that right?---Yes,
that’s right. So knock out means if the answerasthen that customer is excluded
from further sales for that product.

Okay. Now, at the same time that these changes being made to the scripts for
the sales in a branch and sales on the phone,weeesalso changes being made to
the digital channel. So if a consumer wanted telpase this product online; is that
right?---That’s right.

And if we move to also within that same exhibitywur withess statement to
CBA.0507.0013.0069, we see the changes made k¢ srript because, of course,
there’s no script when a person is sitting in froh& computer doing this online, but
changes to the text that appears on the screéeysst moving through the process;
is that right?---That's right.

And the change that was made we see in the foardgpaph down in the third
sentence there. So can you see, Mr Horen, orothighfline down:

If you are working less than 20 hours a week goiir employment is seasonal
in nature, then Creditcard Plus may not be apprat&ifor you, as you will not
be able to claim for the monthly benefit.

Now, that was the change that was made to theeiiformation for the customer
about this exclusion from the policy?---Yes. Thais the revised online script or
online statement.

So in contrast to the revisions to the script Far on the phone or in the branch sales,
there’s no knock-out question implemented by CB#hat point for the online
- - -?---Correct.

- - - application?---Correct.
So that a customer using this form could still cade that they wanted to buy this

insurance in circumstances where they didn’'t mezemployment eligibility
criterion?---They could have, yes.
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And why did you choose not to include some fornkrudck out question in the
digital channel as you had done for the by phomkimathe branch channel?---Well, |
think with error — with hindsight there was an ertmecause we did introduce a
knock out question in 2017 into the digital chasndlthink the — the primary reason
why we didn’t do it in 2015 was if you — if you $@f go back to the context at the
time, the concerns were very much around the humaoman sales process and the
concern that there was pressure imposed on the-sateposed by the salesperson
on the customer to take up a product. In digit@lnmels, the customer is reading it
in their own time with no such pressure imposedaiwybody on our side. And so |
believe that was the reason why the — the changele imere didn't go further at the
time.

And you accept that that was an error?---Yes.
And changes ought to have been made - - -?---Yes.
- - - to the online process - - -?---Yes, correct.

- - - so that a customer could not have proceededquire Creditcard Plus insurance
if they didn’t meet the employment eligibility azitia?---Yes, correct. So we did
make those changes in 2017 and when we came tali@@eustomers we included
digital customers up to 2017.

Yes?---When that knock out question was imposed.
In recognition of that error?---Correct.

Yes. So it was two years after this point — se tlucument is from May
20157?---That's right.

It took CBA another two years until, in the perfodm March to August 2017, it
ensured that there was a knock out question itigaléo the - - -?---That's right.

- - - online form. So why two years to accept tihatt was the approach that was
necessary, Mr van Horen?---Well, as | say, theectimntext for the 2015 changes
were very much around miss-selling and needin@gte la higher bar in our sister
channels. As | said, with hindsight we should hdere it earlier, but in the cold
light of day when a customer is reading somethikeythis on the screen — it is pretty
clear, and if the customer did take the time ta tbat and said, “Well, actually, no,

| do work less than 20 hours a week” — you knowyas fairly clearly stated. It
didn’t go as far as it should have and did do later

You say it was clearly stated, Mr van Horen, buiryown internal documents show
that CBA was aware that even where customers tityes!, as they had to here,
about having read this information, they may natessarily have understood that
information?---Yes. That's right, yes. That'shig
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Yes. Allright. Can | move then to the remediatmrocess that CBA commenced in
relation to the sale of CCP insurance to customBetween May and October 2015,
CBA undertook an investigation to attempt to wouk which customers it ought
contact in relation to this issue?---Yes.

And this took quite some time, because CBA dodsuid customer data relating to a
customer’s employment circumstances?---Correctw&don’t have data that says
the customer worked 22 hours a week or 18 hoursekwor — or the like.

Why not, Mr van Horen, when that was one of thgikility criteria - - -?---Well - - -

- - - for claiming under the policy?---As | saidearly we should have had that clear
in our sales process. However, gathering dath@mamber of hours a week a
customer works, you could imagine that data mightedevant today and in a
month’s time it could be out of date. So it's aadata field typically that we have
captured in all of our systems.

ASIC was critical of CBA for its poor data on thésue, weren't they?---ASIC were
critical of a number of points. I'm not — | domécall anything specifically about the
data on employment hours worked.

Well, your poor data made it very difficult for yoa work out which customers to
get in contact with, didn’t it?---It required a lot work to understand which
customers were caught in the net of the remediayies

So by 26 October 2015 you had identified some categ of affected
customers?---Yes.

And you decided — you, CBA — decided at that timednd a letter to current
policyholders who had been identified by CBA asgeavho may not have met the
employment eligibility criterion when they purchdgée product?---Yes.

Now, you provided that letter that you proposeddnd to customers to ASIC; that's
right?---We did.

You did that on 26 October?---Yes.

As well as giving them some information about tmestigation that you had
conducted?---Yes.

Yes. Now, could | take you to exhibit 10 in yotatement, which is your letter to
ASIC dated 26 October 2015. I'm sorry, CBA.000200114. And it's a two-page
letter, so perhaps we could have both of thosegagehe screen at once. So in this
letter, second paragraph with the dot points CBA ASIC:

We have now completed our investigation with g8sieé with the following
findings: we currently have 43,102 customers winosystems indicate were
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unemployed when they purchased CCP. We havaupamployment claims
among this group. Temporary disability benefita ba claimed if the
customer is working before disablement regardldshehours per week
worked. Death and terminal illness benefits arelpagardless of working
status.

So the number of customers identified for ASIC fuis tlate, 43,102, was higher than
the initial number given to ASIC, which you willaall was approximately 27,000
customers, but still lower than your internal esiienof 64,000 customers. Why was
that? What had caused you to get to this figuréhtsypoint?---There were a number
of subsets of customers that were being analystt dime from when the issue was
first identified, right through to the final res@ilon. Those customer groups included
categories like people who may not have been eredl@® hours a week, eqg,
pensioners. Where we had an unknown categoryimmysdidn’t know that there
was a — there was no data captured for that p&aticustomer, students as | have
said already, closed/open customer. So there vegieus groups of customers.

And so the work that was going on was to look & vinow many of those customer
groups had claimed benefits to get a sense of whétlere was a reasonable level of
awareness from that customer group as a wholdReland, we went all the way to
the 64,000 number - - -

Yes?--- - - - which was the final remediation numbe

Yes. And | will suggest to you now — and | will @on connection with documents
as we go — that you eventually went to the 64,@8@amers because ASIC pushed
and pushed and pushed for you to do so, and af steg of the way, CBA resisted
that?---1 think that’s a little unfair to charadser it like that. CBA certainly did take
too long to arrive at the end answer, and | knasnfmy personal involvement in
this during that period we did get to that pointandawe said we would go to the
64,000 number, albeit in two different categoriesemediation.

Incrementally, didn’t you?---Yes. It was incremaint

So there was a point at which you went a bit futthreresponse to ASICs request,
and then ASIC asked for more, and you went a hitréuagain?---Yes.

And that happened a number of times before - -GRay.

- - - ultimately agreeing with ASICs request thatiyemediate all 64,000
customers?---1 agree it was incremental. Absojutéfs one of our failings.
However, | don’t believe — and I'm certainly notaww — that ASIC ever made a
clear request upfront to remediate 64,000 custamBEngre was a lot of engagement
with ASIC along the way to understand the differemgtomer groups, and what the
treatment would be for each of those customer group

Well, I will suggest to you that ASIC queried ->-—-They did, yes.
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Queried what you were putting forward?---Absolutely

Every step of the way. So you made proposals albatyou would remediate and
ASIC queried why - - -?---Yes.

- - - that was the limitation of your proposal aagked you to take it further. And it
took a number of - - -?---It did.

- - - taking it further steps - - -?---It did.
- - - for you to get to the end point of remedigtall 64,000 customers?---Correct.
In this letter to ASIC on the fourth substantivegmaaph:
We have now updated —
do you see that, Mr van Horen?---Yes.

We have now updated the CCP sales script so wetdoontinue with a sale if
a customer advises they are unemployed, employédestthan 20 hours per
week, or employed in seasonal work. We also coatio alert customers
during the sale process to the exclusions.

Now, it was correct that you had updated your ssdeipts as they related to the
sales in a branch - - -?---That'’s right.

- - - and on the phone. But it was not correct yloar had updated the process to
prevent this from happening on the digital channelthat right?---That’'s correct. |
think the — the way this is phrased talks spedificbout the sale scripts, which do
refer to the assisted channels where there’s a mum@action. The last sentence of
that paragraph which talks about alerting custordarig the sales process would
have been referring to the digital side of thingsvell.

Do you think that would have been clear to ASIC®WH they have understood that
that last sentence of that paragraph was direotgdur digital channel?---It doesn’t
say so explicitly, and | wouldn’t presume on belwlASIC.

No. Well, it was pretty carefully worded, | wantguggest to you, Mr van Horen, in
circumstances where it was known that there wadseok out question stopping the
process for the digital customers?---Yes.

This letter attached, for ASICs consideration, |#iter that you were proposing to
send to your customers, and that is at 0116?---Yes.

There we are. So this is a copy of the letter @4 provided to ASIC and advised
ASIC it would be sending out to the 40,000-odd cosdrs that had been
identified?---That'’s right.
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And did — I'm sorry, did CBA in fact send the letia this form to those
customers?---Yes.

And the key part of the letter is under the headiag You Claim? So the first part
of the letter gives some information about whatdtoard Plus insurance is, and
then under Can You Claim:

Your ability to claim on some of these benefitsedées on your current
employment status. Our records indicate that yay not have been working
when you first purchased your policy and may neehiaeen eligible to claim
on all benefits at that time.

So this was a letter that was sent to customefsapén policies, current policies
with CBA?---That's right.

Not to anyone who had closed their policy?---I ddrglieve so.

And nothing in this letter told the recipient thila¢y had been sold CCP insurance in
circumstances where they may not have met the gmglot eligibility
criterion?---Well, the paragraph does say:

Your ability to claim depends on your current ssaa&und our records indicate
you may not have been working when you first pugetdahe policy and may
not have been eligible.

So that was the core of that — of that sectiomefiétter saying, “Customers, you
may not have been eligible.”

But nothing in this letter offers any compensationhe recipient for premiums that
they have paid - - -?---Yes.

- - - in circumstances where they didn’t meet thgilglity criterion?---Yes, | agree,
and | think, you know, it's easy to say with hirgtsi but if you look at the letters
that we did subsequently send, they are a wholddater than this. This one wasn’t
a very clear letter indicating to customers whattehould have done.

Well, I will suggest to you Mr van Horen, that nioitp in this letter suggested to the
recipient in any way that the way CBA had sold thtm insurance policy had
disadvantaged them in any way?---I'm not sure ghatit could have been clearer, of
course, but if you do read that sentence:

...our records indicate you may not have been workihgn you first
purchased —

so that sentence does indicate that customers otagehthe benefits that they were
paying for.
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Well, does it, Mr van Horen?---Well, perhaps itjgem to interpretation then, but it
seems to me to say that if you are not:

...our records indicate you may not have been worlihgn you took out the
policy and may not have been eligible to claim brhe benefits at the time.

So it does indicate to the customer there is ailpiigsor probability that they
weren’t going to be able to claim on the benefits.

Well, nothing to tell them that they, thereforegbtinot to have been sold that
policy?---Yes. Again, | agree the letter wasn'tiveeafted.

There was no offer in here to permit them to cattoal policy?---1 don’t believe so.
It was just a marketing letter, wasn't it, Mr vaordn, and was viewed by ASIC in
that way?---Look, absolutely agree. It was a poodnstructed letter. It didn'’t
achieve the goal that it should have set out téeaehwhich we did do later.

But you say in your statement that, after CBA dhbistletter out, it considered that it
had effectively addressed the CCP issue by chairigirggsisted channel sales
process and sending out this letter?---1 beliea¢ Was the view.

But you now recognise that CBA hadn't effectivetideessed - - -?---I do.

- - - the issue at all?---1 do.

And not only did the letter suffer from the vices’ve just been discussing, but
people were still able to apply through the digtiaannel in circumstances where
they didn't meet the employment eligibility criten for another two years after this
time?---Correct. If they didn’t see that particutéause in the digital application
process and act on it.

ASIC wasn’t happy with this letter; is that rightNo, no.

That they were not happy; is that - - -?---Corréduty were not happy.

Yes, I'm sorry. And they told CBA that in corresmence?---Yes.

Could | take you to your exhibit 12 at CBA.0001.0a®98. This is a letter from
ASIC to CBA dated 1 April 2016?---Yes.

And if we turn to 101 in the letter we see, undier heading Letter to Customers, a
reference to the letter that was mailed or intertddee mailed, and can | take you to
the paragraph that commences:

Whilst the letter contained some information regagdhe eligibility to claim
as noted above, we are concerned that the headlie of How Your
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Creditcard Plus Policy Helps Protect You, togethéh the first half of the
letter emphasising the benefits of the product, deyact from the message in
assisting customers to assess their suitabilityfGP. We are also concerned
that the letter may not adequately draw the custehatention to the
possibility that they may have been mis-sold tearance product.

Now, do you agree with those concerns, Mr van Harehdo.

Thank you. And in this letter, if we go back td®90we see that ASIC asked for
further information from CBA on a number of pointSo you see at the top there:

In the light of the above findings, please prowiue following information.
?---Yes.

And a written response was requested by ASIC b&drid 2016. We see that from
102. And while that’s being brought up — theregee 18 April 2016. What
followed after this was a series of letters thatgea between CBA and ASIC for
over a year?---Yes.

As well as a number of meetings between CBA andCAStHThat'’s right.

And during this period, ASIC pointed out concetmattit had about the lack of value
of the CCP product?---They did.

And ASIC made a number of suggestions to CBA about it should handle this
issue, particularly in relation to which customigishould remediate and how it
should compensate them?---Yes.

Now, initially, CBA didn’t offer to compensate anya?---1 would need to refer to
the specific documents. Certainly from my — tieetiof my personal involvement it
was always on the table during that subsequerdt-ytar that you referred to.

Well, if we go back to your original communicatiaith ASIC, which is your
exhibit 9 at 0001.0024.0118, this was the good gwace notification - - -?---Yes.

- - -to ASIC. The action that CBA indicated it wd take to ASIC in this letter did
not - - -?---Yes.

- - - include any compensation for any customat,itfi---Correct. Not at that time.
| thought your question was referring to the subset year where there was the
back and forth between us and ASIC, and certamiynfreasonably early on in that
process there was always consideration or ackngehadnt by CBA that we would
remediate customers.

So | will suggest to you that, after being predsgdSIC, an early move was to — an
offer to compensate people with open policies orly?s.
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And a subsequent move, pressed by ASIC again,ava®ve to open policies and
closed policies?---Yes. | would add there wast @fanternal discussion about this.
It wasn't just, “Let’s respond to ASIC now that AShave sent us a letter or said
something.” There was a lot of internal discussibout what the right thing to do
was as well.

And in terms of the amount of the remediation,ittigal offer by CBA was to
refund part of the premiums only?---Could you pairé to the specific document
referring to that?
Yes, | can. We can go to your exhibit 12 at CBAD0024.0224. This is another
communication with ASIC. It's one | took you torker, Mr van Horen, dated 21
February 2017. And do you see a reference dowhdttem of the page 1:
We initially proposed to contact customers recordedstudents” in our
systems, inviting them to contact CMLA if they waeworking for more than
20 hours per week at the time of purchase.
?---Yes.
Continuing:
We offered to pay these customers a fair proporion- -
?---Yes. That's right.

Continuing:

- - - premiums paid during the period that they aemed ineligible to claim the
employment related benefits.

?---That's right.

So that was the initial offer?---Yes.

Sorry, the initial offer was no compensation. Thetame an offer to pay part of the
premiums and, after being pressed further by A8i@ntually there was agreement
to pay the entirety of the premiums?---For the shicdtategory, yes. The - - -

Yes. Now | want to - - -?--- - - - the rationatw that one you were pointing out
there is that some students did claim. And sowkis part of the process of arriving

what was the fair outcome for that subgroup of amgtrs.

Well, there was a lot of toing and froing betwedBCand ASIC about which
categories of people - - -?---There was.

- - - should be paid anything as well, wasn’t tRer@ here was. There was.

.ROYAL COMMISSION 19.3.18 P-529 C.R.V. HOREN XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

And initially students - - -?---Yes.
- - - was what you proposed to deal with?---Yes.

But after being pressed by ASIC over the courghisfyear, in multiple letters, you
moved to an offer to also compensate pensioneopl@evho were pensioners at the
time of buying the product?---Yes. And other grougere added as we went along.

Yes. Well, you eventually added retired peoplézs.

And you eventually added unemployed people?---Amchowns.
And people who were performing home duties?---Yes.

And some component whose occupation - - -?---W&aann.

- - - you didn’t know?---Yes.

So ultimately you agreed to provide compensatiorpémple who were unemployed
students at the time of buying the product by rdfig all the premiums they had
paid, plus interest, on the basis that students welikely to have obtained any
benefit from the policy as they were unlikely torbalependants and unlikely to
need death and terminal illness cover and wergjibkd for the other forms of cover
under the policy?---Yes. So what we did with thedent group was did an
automatic refund if our records indicated they waestudent at the time of acquiring
the policy. What we refunded was four years’ wartlpremiums from the date on
which they took out the policy. We believe thasarery much on the side of the
customer, because that assumes that a customedstadfour years and they took
out this policy on day 1 of their student periodiethis, on the balance of
probabilities, unlikely. Nonetheless, we said wauld move to a point where we
would refund four years’ worth of premiums autoroaliy from the date in which
they took out the policy, regardless of whetheythere or weren’t working more
than 20 hours a week.

And you only agreed to refund premiums from a patéir date, Mr van Horen,
which was October 2011?---Correct.

Why was that?---That’s because ASIC issued thedeaiime RG256 in October
2011, which was the report we covered earlier, tvisjgelt out the — their
expectations around the sales process. That wassdied with ASIC and agreed
with ASIC that we would start the remediation frtimat date onwards.

On the basis that from that time you should hawenloing things differently
because ASIC had promulgated its recommendations-f&---Correct.

- - - how this should work?---Correct.
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Is that right?---Yes.
So that’'s why October 2011 was chosen?---Correct.

And the question of how far to go in response té@sSconcerns about the way the
remediation program was being constructed wasubgst of very detailed
consideration internally at CBA, wasn't it?---Yé&sywas.

Can | show you a document which is CBA.0001.0023414Do you recognise this
document - - -?---1 have seen it, yes.

- - - Mrvan Horen. So it's a CCP unemployed EGpdiate from 6 February
20177?---Yes.

So it's an update for the executive general managéehat date, which is quite late
in the dealings with ASIC; is that right?---Yes.

And who was the executive general manager whovedehis update?---There
would have been two. | don’'t know if it's got it the next page of this particular
pack, but - - -

We can bring that page up if that assists, Mr vareH?---I would have been one of
the EGMs and Helen Troup, the managing direct@@ahmIinsure, would have
likely been the other.

Yes. Now, could | ask that you be shown 1407 is locument, remembering that
this is a document from February 2017. So do weetlsere, under the heading Recap
CCP Unemployment Issue, that by this time CBA laahiified 100,000 potentially
unemployed customers who had purchased the prédnct2008 to 2015?---Yes,
from 2008 to 2015.

So not the original internal estimate of 64,000ther 43,000 notified to ASIC, but
now 100,000 over that period comprising 69,000 et} 26,000 others, and 5000
unknowns?---That'’s right.

And if we move to 1409, we see that there were foadels discussed within CBA
for how to go back to ASIC about these issues, iwhanged from a reactive refund
— do you see that in option 1 - - -?---1 do.

- - - over on the left?---Yes.

A reactive refund of part of the premiums, rightwthoto option 4, which was a
proactive refund of all the premiums for studemtd a reactive refund for others.
And this document discusses the pros and conscof @aghose models?---That's
right.
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Can you explain the difference between a reacéfiend and a proactive
refund?---So a proactive refund would be the khat tvas ultimately done for the
student population. In other words, we would hsemet the students a letter — the
customer a letter and said, “We are refunding yallad X.” And that refund would
have automatically been processed if we had a deodunt for them or a cheque
was sent to them if we didn’t. Reactive means whez don't or didn’t know. So
this was the other categories of customers, lilkempioyed or retired or home
duties, etcetera, where our data didn’t tell uy there or were not working that
minimum 20 hours a week. We then sent them als#iging please — “Our records
indicate”, etcetera, “Please let us know if thighis case, that you weren’t working
20 hours a week.” In which case we will issuefand.

And if we turn over to 1413, we see a diagramnrairesentation of the evolution
of your approach to how to remediate people fa inoblem, and we see your
original commitment was restricted to students wipen policies and a partial
refund on a reactive basis?---Yes.

And then this diagram depicts the evolved positisnwell as the ASIC position. So
there’s still not harmony between where you've topadt this point and where ASIC
would like you to get to?---That’s right. That cambout — when | say harmony, that
overall approach was agreed in April 2017. Thisath— a lot of preparatory work
leading up to this meeting. | attended that meatirApril myself, along with Helen
Troup and a few others where we finally settledapproach.

| tender that document, Commissioner.

THE COMMISSIONER: Exhibit 1.100, CBA.0001.0025044 CCP Unemployed
EGM Update 6 February '17.

EXHIBIT #1.100 UNEMPLOYED EGM UPDATE DATED 06/02/2017
(CBA.0001.0025.1404)

MS ORR: Mr van Horen, we see references in tleeishents to call to action

letters. Are they — does that connect up withrdaetive refunds? Is that a reference
to a letter that requires the consumer to come badkell you some — give you

some information before you can consider whethena&e a refund?---Yes. That's
what it refers to. We didn’t want the action impdsn the customer to be onerous,
and this is something that ASIC discussed withauaell, but it did require the
customer to do something in order to get the refund

In contrast to a proactive refund letter which vebpist tell the customer that they
were getting a refund?---Correct.

Yes. And | want to suggest to you that at least giegthe reason that CBA was keen
to deal with this by call to action letters or reaae refunds is because your
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documents reveal that you knew that customers wmeikely — a large number of
customers were unlikely to take up the invitatiorehgage in action in response to
those letters?---1 don't think that's quite as siengs that. You know, we had to get
the right balance here in terms of principle arttrsgthe right precedent. So it was
not - - -

THE COMMISSIONER: Reason for what?---For whatesise may happen in
different remediations, because unfortunately thenee been a number of different
remediations around the bank. The — the purpos#igect the way we want to do —
do this call to action was in a very simple waye Wd debate internally whether we
would ask customers to demonstrate at the timakifig out the policy what their
working status was, for example a payslip whichhthitgave said worked 37 hours
this week or seven hours this week. We decidedmdo that because we didn’t
think that would be a fair thing to do for thosestmmers, given the circumstances.
And so in the end, the customer simply had toddtnow, “I was not working the
minimum number of hours a week”, in which case entdispatched — made the
refund.

MS ORR: So there were nonetheless a call tormtiter in that there was action
that had to be taken by the customer to move thréoig potential refund?---Yes.
There was - - -

And there were - - -?---And | think there was geedson for that as well, because
our data indicates that some of those customerns werking more than 20 hours a
week. However, to go through the entire base aveé k very different approach by
customer, we thought that would be very onerouthem as well.

Well, you have internal data, don’t you, Mr van Eioy on the take-up rate for call to
action letters?---Correct. Correct.

And you know that the number of customers thatordgo those letters — you know
that it's approximately 30 per cent - - -?---Cotrec

- - - of people who respond to those letters?-+&xr For this remediation, it's been
around 30 per cent.

Yes. And, in fact, when it came to budgeting famediation in connection with a
subsequent problem, the LPP product problem thatleome to, you in fact
budgeted on the basis that approximately 30 pdrafeecipients of your letters
would respond?---Yes. Budgeted is a word butrikhihe more correct word would
be we raised a provision. So in our financialestants we need to raise a provision
for what we think the future costs would be, andlmest point of reference was the
response rate to the first CCP remediation.

So you worked on an assumption that, if you sentlos form of letter, 70 per cent
of people would not respond to it and you would me¢d to pay them any
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refund?---Yes. But bear in mind, as | said, tdhat large proportion of those
customers could well have been working the mininhhours a week.

The finalised approach of CBA to remediating fax @CP problem is dealt with in a
table in your statement at paragraph 57. Thisamable that you made an
amendment to - - -?---Correct.
- - - at the start of your evidence today, Mr vaoréh?---Yes.
We see that there. I'm sorry, that goes acrosgpges of your statement. And as
at 24 August 2016 CBA estimated internally thatacied customers had been paid
a total of about $11 million in premiums, and hadaived about .5 million in claims
paid out; is that right?---Those numbers are nthé statement.
No?---They come from another source.
They're in a document annexed to your statementydvirHoren. Your exhibit 12 at
CBA.0001.0024.0189. This is another letter to ASiért of the year of
communications with ASIC. And we see, at the battd 0190, that ASIC had
asked for information from you about the total amtoof premiums paid by
impacted customers and how much in benefits had paiel to impacted customers
resulting from CCP claims?---1 see that, yes.
And CBA responded that:

...impacted customers have paid a total of $11 miliiopremiums —

I’'m sorry, | think | put this incorrectly to you fmre —

they have paid a total of $11 million in premiunddrave received .5 million
dollars in response to claims made.

?---1 see that.

That's correct?---Yes. For that period.

Yes?---It's not the same as the loss rate, howasermight point out.

No — no?---We will talk about that - - -

No, no, | understand that. Now, in terms of theediation paid out, you tell us in
your statement that CBA has paid approximately $8ilBon to date to customers
under the CCP remediation program?---That’s rigkitthe date of the statement,

that was correct.

And what is the amount paid out as of today’s dati#’d slightly more. So it's 9.9.
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9.9 million. And when will CBA finish paying custters under the CCP
remediation program?---As of last week, we had nedef the refunds to the
students. So that was in round numbers 47,00@stsd Those refunds were made
fairly early. Of the remaining 17,000, there apewat 600 cases that are more
complex where we’'ve — we agreed with ASIC we walddvhat is called a
multichannel communication strategy. That is wifitem a letter, if we didn’t get a
response we would email, SMS, and so on. Theseases where — typically there
could be deceased estates so there’s about fi&@0othat we're still working
through. We expect to complete those in the nexttmto six weeks.

Is that when you expect to complete the remedigiayments?---Correct.

Yes. So all of the - - -?---It takes — it's ndbag time. So between resolving the
status of a particular claim and making the paynthat’s a matter of days before
the payment is made.

So within the next six weeks you anticipate - --Yes.
- - - you will finish the remediation?---Yes.

What do you anticipate the total amount of remeéali&t--It will be of the order of
$10 million. So it will be, give or take, $10 nlh.

Now, | want to show you ASICs media release ablistissue before we move on to
the other insurance product that you deal withaarystatement. That'’s at
RCD.0021.0001.0001. Have you seen this documédatdyeMr van Horen?---Yes.

And the media release records that you sold:

CBA sold CCP insurance for credit card repaymeat§3,000 customers who
were unlikely to meet the employment criteria ahdrefore, would be unable
to claim the insurance.

?---Yes.

Now, the media release also refers to another @nol¥ith home loan protection
insurance. CBA hadn't adjusted the amount of cowveler the insurance policy
where the amount the customer borrowed was lessttieaoriginal loan that they
applied for. Do you see the reference to thahim document down the bottom of
the first page, Mr van Horen?---Yes. That wasmtirely separate matter where
there was an error in the charging of premiumseasta; Comminsure policies.

So this is one of the other remediation programasybu were referring to
- - -?---Yes.

- - - earlier? So CBA charged these customerséferdnt customers - - -?---Yes.
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- - - for more cover than they needed under thieyolis that right?---Yes. Different
customers, different root cause, no overlap with plopulation as far as I’'m aware.

Yes. An entirely different - - -?---Yes.
- - - problem?---That's right.
That arose for entirely different reasons?---Yes.

And this problem affected around 10,000 additianetomers; is that right?---1
believe so, yes.

And CBA, according to this media release, was tong them approximately
586,000 in premiums?---That'’s right.

You will see that from the first — fourth paragragdwn in the document, Mr van
Horen?---Yes.

Has that been done?---To my knowledge, I'm notadiyenvolved in this one, but |
have inquired and that remediation, I'm told, ist@tk.

What does that mean?---I don’t know whether — I'dlomow whether the payments
have been made. | can - - -

What do you mean when you say it's “on track™?'s-lieen agreed with ASIC the
program has a communication plan, as in how cust®are communicated with and
refunds are made.

So it appears to have been agreed with ASIC baddokugust 2017
- - -?---Correct.

- - - when this media release was issued. Whahappened in terms of making the
payments to customers since that time?---1 willehtovcheck on that. As | say, I'm
not managing that area. So | can check and refequired.

All right. | tender that media release, Commission

THE COMMISSIONER: Exhibit 1.101. ASIC media rete MR17-268,
MRRCD.0021.0001.0001.

EXHIBIT #1.101 ASIC MEDIA RELEASE MR17-268
(MRRCD.0021.0001.0001)
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MS ORR: Now, Mr van Horen, from at least 2011 C8&ffered another product
issued by Comminsure which was styled the loaregtiin product for personal and
home loans?---Yes.

And that’s referred to in many of the documentssee as LPP insurance?---Yes.
But it was really two separate products?---It'suadlyy two products, yes.

Yes. So the - - -?---The personal loan proteabioRLP for short, and home loan
protection or HLP for short.

And how long has CBA sold those two types of ineae®---Similar, | believe, back
to 2003, as far as | know.

And that LPP insurance provides two different typEmsurance cover, being loan
cover which covers the customer’s loan liabilitythe case of trauma, terminal
illness or death, and loan repayment cover, whiskers the customer’s loan
repayments during a time that the customer expeggimvoluntary unemployment
or disability?---That'’s right.

So unlike CCP, LPP was an unbundled product?---tfese’s a slight complication,
which is that after November 2015, | believe it wée personal loan protection
component of that policy was bundled. So it became

| see?--- - - - like CCP but - - -
| see?---Yes.
But prior to that time it was unbundled?---Correct.

In the sense that benefits could be selected ithdaliy or altogether?---Correct. A
customer could choose which of those two, one tr,ligpes of policy they wanted.

And the premium was then calculated according éoctibices?---Adjusted.

The customer had made?---The reason of the PLR#s®n it became bundled the
premium was the same. So it made sense to offeetto the customer as a bundled
policy post-2015.

And customers were offered LPP insurance as pditeaf application for either a
CBA home loan or a CBA personal loan?---Yes.

And the offer, again, was made either in a branatthe phone, or online?---Yes.
The channel mix is very different, especially fonte loans, because as you know a
small percentage of home loans are sold or purdnasiéne. The mortgage broker
and the branch or the bank’s sister channels arprimary channels for home loan
protection.
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Yes. And customers could also apply for it aftexyt got their home loan?---In the
same way as with CCP, yes.

But, again, this wasn’t common. People mostly @&eglt at the time?---Majority
were at the time of acquiring the original product.

And during the period from 2011 to 2017, you telliz your statement that 42.64 per
cent of CBA personal loans had an associated LH&yBe-Yes. In the same way
as we discussed it for CCP, the same methodologeapere.

But higher numbers here, getting up towards -—¥es. Higher for PLP lower for
HLP.

Yes. So for the personal loan product we're ggttilose to half of your customers
who have the associated insurance?---Yes. A §ttieof half, but yes.

Yes. 42.64 per cent. And you said the numberg \ever in relation to home
loans. There were only 10.34 per cent of CBA héwaes that had the associated
policy?---That'’s right.

Now, the uptake therefore, we can see, was muctagrin relation to personal loans
than it was for home loans?---Yes.

And, like CCP insurance, CBA staff have sales t@rf@ selling these
products?---Yes.

And selling above those sales targets can leagltarnds?---1 think exactly what we
discussed in CCP applied here. So no direct saleslation or commission for
sales of PLP or HLP. Certainly nothing remotekelthat since those specific
incentive schemes were scrapped in 2014.

2014, yes?---Yes. And all targets today are braddiased not individual based.

But volume of sales is still relevant to the rematien - - -?---Marginally relevant.
Marginally relevant.

Obviously — yes. Yes, | heard you say before & wearginal, but it remains one of
the factors relevant in a remuneration for a CB#ffshember?---Yes.

Now, like CCP insurance, there are eligibility eria - - -?---Correct.

- - - which were the same. The core eligibilititemia were the same. You needed to
be between 18 and 64, an Australian resident, aud & CBA personal loan or home
loan?---Yes. Bear in mind the eligibility differée&tween those two products you
described earlier, loan cover, loan repayment co¥ée employment criteria did
apply to loan repayment cover, not to loan cover.
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Yes. I'm sorry, | will come to the employment -?---Yes.

- - - eligibility criterion, but they had those eor - -?---The age — there was a
different age cut-off, | believe, for — it was 5455 - - -

| see?--- - - - for the home loan protection prdduc

So you could only get the home loan protection pobd you were between 18 and
54, not 64?---Correct.

| see. But as with the CCP product, you had psees place that ensured that the
product wasn'’t sold to people who didn’t - - -?-es(

- - - meet those criteria?---Yes.

And there were employment eligibility - - -?---Yes.

- - - criteria again, which you just mentioned. dArnwill summarise what |
understand about this, and you can correct menifwrong: in summary, a person
could only claim loan repayment cover for loan sgpants in the event of disability

or involuntary unemployment if they met the empl@mheligibility
criterion?---That'’s right.

But there was no such criterion in respect of loaver - - -?---That’s right.

- - - which related to their loan liability in tfease of death, terminal illness or
trauma?---Correct.

Okay. So in this respect, the CCP and LPP exaissiad similarities but were not
identical?---Yes.

And as it had done in May 2015 for CCP insuranc&c¢tober 2015 CBA
introduced a question into the LPP application foised in CBA branches and call
centres which was a knock out question that mémattthe application would not
proceed if the employment eligibility criterion wast met?---Yes, that’s right.

Can | take you to your exhibit 13. CBA.0507.00T®0. So from October 2015, for
home loans — this is a document that — is the Hoarerelated document; is that
right?---Yes. Same — same would apply to persloaails.

Yes. Butyou have the personal loan documen®?---¥es.

- - - as part of your statement as well?---Yes.

But for home loans - - -?---Yes.

.ROYAL COMMISSION 19.3.18 P-539 C.R.V. HOREN XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

- - - the questions that a customer was askedydtemade these changes is
highlighted:

In the last three months have either of you workedverage at least 20 hours
a week in employment that is not seasonal in nature

If yes is selected:
Would you —
either you or —

like to have cover for your minimum monthly loapagments if either of you
are unable to work? How about cover for your Idmdance if one of you are
diagnosed with medical trauma or pass away?

?---Yes.

This was the change that was made for home loa@stober 2015?---Correct. So-
called knock out question.

That'’s the knock out question. And in relatiorptysonal loans 0507.0013.0005, the
relevant question is in the end of the last — finsd of the page:

In the last three months have either of you workedverage at least 20 hours
a week in employment that is not seasonal in najeg or no?

?---Yes. Same applies.

Well, you say that, but for this second documetitepersonal loan document —
there’s nothing there to suggest that the salesegsostopped if that question was
answered “no”?---It certainly was a knock-out gigest So if the — if the question
was answered “no”, then it would not have proceeded

And how do we see that from the script that yoywevided for us, Mr van
Horen?---It is difficult to see it, and there may dnother version of the script that
has it clear, but the same knock-out question pjgdyafrom introduction of this
guestion.

THE COMMISSIONER: Where do | see it, Mr van HdPeithe script | see there
does not have it as a knock out question. If teeseme other script, when are you
going to produce it?---We will have to go back dind that.

MS ORR: Well, I'm going to suggest to you thatyaidn’t insert the knock out
question until much later, Mr van Horen. So as$ {wint, based on these documents,
it appears there’s a knock out question for horaesdut not personal loans, and |
want to suggest to you the personal loans hadigiest uptake for all three
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products for the credit insurance. They had thpetZent uptake, in comparison to
the 10 per cent uptake for home loans, for exarpiEtey did.

Yes?---But | don't think that’s a result of thissdause that coverage rate referred to
the period prior to the introduction of this newegtion.

Well - - -?---So | don’t think we should confuse -

- - - if we could find out when this question waklad, because it’s not in this
document that you've provided?---Yes.

Do you agree with that?---I agree with that.

And what | want to suggest to you is that it wasmitil June 2017 that the knock out
guestion was added, some two years later, and tede lyou to your exhibit 24 at
0009 — I'm sorry, CBA.0507.0013.0009. Now, asddeour — no, | don’t think
we’ve got the right — yes, we do. We do. Do yecognise this document, Mr van
Horen?---Yes. This is — this is the — the knockquestion in the digital channel.

Yes?---Which was introduced in 2017, as you said.

| see. So - - -?---So this was — the one we lo@tqueviously was the assisted
channels, the branch and call centre, this onesrédethe digital channel.

So this first page relates to the personal loaoutin the digital channel?---That’s
right.

And if we go over to 0011, we see the digital cleriar home loans?---Yes.

So — and these documents are in a difficult formesal, but you accept | think, from
your answer, that it wasn't until these documergsencreated in June 2017 that
customers applying for home loans or personal loarthe digital channel

- - -?---Correct.

- - - received a knock out question?---That'’s rigias.

And do you maintain that in relation to the assisgtales channels in branches and
over the telephone, there was a knock out question -?---2015.

In 2015?---Yes, that’s certainly my understandihgo agree this document does not
show that. We will revert and check on that.

Can | — I'm sorry, if we could just go back to wheve had that document zoomed
in. | just want to understand a reference in her&nock out Q”. Now, I'm sorry,
we need to go to a separate page, because thesl®ine loan one. If we go to the
personal loan one, which is 0009, | want to askaoout the entry under “knock out
Q” there.
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THE COMMISSIONER: This is 0009 we're in. Is thhe one you want?

MS ORR: I'm sorry, yes. Here we are. Knock guéstion, hours worked/seasonal
employment. Yes, live in R46.1, 9 June 2017. @anexplain what that means, Mr
van Horen?---Sure. So R46.1 stands for release 48e have a number of releases
of our various systems, and release 46.1 is sithalyrelease. And that — that refers
to the date in June '17. So this, as | said, cottez digital knock out question.

Yes and does this - - -?---Which was produced 720

Does this suggest that for the non-digital chantiesknock out question was
introduced on 9 June 2017?---No, that’s not whats#ying. This one is referring to
PLO - if you look at the top of that page, persdoahs origination, is the digital
origination flow or system or path for our onlinerponal loan applications, in which
the personal loan protection policy was embedded.

So | want to try and summarise where | think weje¢ to, Mr van Horen?---Yes.

It's clear from the home loan assisted channel ohau that we started with, when |
started this series of questions, that in OctoB&63/ou introduced a knock out
guestion - - -?---That's right.

- - - for that assisted sales channel?---Yes.

But you did not deal with the digital channel attpoint. You only dealt with the
digital channel two years later in June 20177?---YEBe same as the CCP. So high
level, if | can try and summarise it all. So irtinoCreditcard Plus and the LPP
products, the knock out question was introduce2Dibb, in our assisted channels,
branch, call centre and so on, and in 2017 in iti¢adichannels. And in the
meantime as we discussed for CCP, reliance wasglacorrectly — too much
reliance was placed on those disclosures in th&atmyigination path around
eligibility.

So there’s a two year delay for the digital chanbet in addition to that you're
unable to point to any document that shows thatack out question was imposed
for personal loans through the assisted chann€616?---Yes, it's not in that
document in this exhibit. We will check if theredae that — that does confirm that.

Now, in October 2015 when the changes for the @sbshannels were made that
we’ve just discussed for home loans and persoaalsloCBA was aware at that point
that LPP was being sold to customers who may nat haet the employment
eligibility criterion, and that was the reason floe changes, wasn't it?---The reason
for the changes was to try and get a common ansistent approach that was
meeting our internal and ASICs expectations forimgkure we got the eligibility
criterion right.
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Well, I'm suggesting to you, Mr van Horen, thatfzt point in October 2015 you
knew that the problem was not restricted to thedifrard Plus insurance, CBA
knew that it was also a problem for the LPP insce&r--Yes. So | can expand on
that a little. Again - - -

Well. I would be grateful if you could first jushawer my question?---Did we know.
Do you accept that CBA knew?---Did we know — did--

THE COMMISSIONER: Just a moment, Mr van Horernstén to counsel’s
guestion and answer that.

MS ORR: In---
THE COMMISSIONER: Yes, Ms Orr. Put the questagain.

MS ORR: In October 2015, did CBA know that thenegproblem that had arisen
for CCP customers were not eligible to claim beeaafshe employment eligibility
criterion was also a problem for the LPP insurgmroeluct?---We knew that there
was — that the similar problems could occur. Wit know how many customers
would be affected. We — we had based our anatysassumptions around the
nature of a home loan or a personal loan is qufiterdnt to the nature of a credit
card, and, therefore, in the sense that peopl&aareore likely to be employed when
they're taking out a home loan, and, therefore,amsumption flawed again, at the
time, was that to the extent any remediation waedequired for LPP, it would be
much smaller.

MS ORR: Well - - -?---Based on that assumptidmd | know that with hindsight
it's incorrect.

Let’s try and unpack that a little bit - - -?---8ur

- - - Mrvan Horen. You knew, in October 2015 tttiee problem extended to the
LPP product?---Yes.

You didn’'t know how many customers it affected yetes.
But you knew there was a problem that affectedorusts?---Yes.

All right. And when did CBA first become awaretbft problem for LPP?---So the
problem was known in the sense that the sales ggeséhad followed the same
course as CCP. We first became aware of the iasu@s a group in May 2017

when an issue was raised in our internal Riskindatabases saying we had an issue
with our LPP product around eligibility.

Well, I'm going to put to you squarely, Mr van Harehat that is not when you
became aware of this issue. You did not becomeewfahe issue in 2017, you
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were aware of the issue in October 2015?---1 tyimk need to — if we can try and
unpack what were we aware of.

Well, you were aware - - -?---We were aware - - -

- - - that the product was being sold to custormérs would not meet the
employment eligibility criterion to claim?---We weeaware that our sales processes
were deficient. We had not yet identified custosmargroups of customers that
were ineligible. The conversations that we hadthW8IC all along were very
focused on CPP, and this was an industry wide thiogcertainly for CBA. When
we met with ASIC, the conversation — and | wasis tmeeting and it’s certainly my
recollection of the meeting — we said that haviodexd out CCP, we would move on
to LPP. Again, we should have done it earliem Hot going to deny that for one
second. We should have done it earlier. But fisai@ption was that the number of
customers that would be affected in LPP by the samecause issue was much,
much smaller.

Well, just to be very clear about this, you knevitad time that it was a problem that
would affect customers. You just did not know $iee of the problem and you
chose not to investigate the size of the proble20ib6?---I was certainly never
aware there was a deliberate choice made by mysaliybody else saying we are
choosing not to investigate this issue. Our fagas very much on fixing the CCP
problem, fixing the problem on a go forward basisadi of our channels, and then to
look and see if we would have to remediate anybodke LPP space.

So did you investigate the LPP problem in 2015%t4d my knowledge.

No. Could I show you a document, Mr van Horen,chitis CBA.0001.0025.1453.
Could you explain what this document is, Mr van ¢t6?---Yes. We have an
internal database called Risk Insight, which issingle source of all issues and
incidents and the like. And this page you seeniexract of the RiskIinSite entry
that was made on 31 May 2017. It referred to AP Imatter off the back of the
original CCP matter, which is why the incident tcurrent state would refer to the
CCP matter, but this matter was only identified/iay — in May '17.

Why do we read the incident occurrence date of ¥ B4HL5 as referring to the CCP
incident when this document is about the LPP inditle-Yes. |- that is the only
logical explanation | have for why that incidentaaence date refers to 7 May
2015.

Well, it's because, isn’t it Mr van Horen, that CBAew from 2015 that there was a
problem with the LPP insurance?---Well, | can omdgtate what we said earlier. We
knew that the root cause of the scripts weren'tesked until 2015. We did not
know that there was a significant number of custsne be remediated.

No. Because you had not investigated to find ow many customers were
affected, had you?---That's correct.
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Yes. So the incident discovery date on this doauriserecorded as 29 May 2017.
What happened on that date?---So | believe whatdragd was Comminsure had
been investigating this matter, doing backgroundkvinying to understand the
number of customers that could be impacted. OM&y was the date on which this
was entered into RiskinSite.

And what was the discovery that occurred on 29 Maly@ouldn’t really answer
what happened on that specific day. | know Comorm$iad been doing work on
this issue and had quantified the fact that thezeewgoing to be some customers
impacted by the eligibility problem.

Well, I'm going to suggest to you, Mr van Horeratlthe incident was not
discovered on the date recorded here of 29 May.20he incident as described
under incident name in this document was discover@®15?---I can cover the
same ground again, if it's helpful.

No?---You would like me to or - - -
No, no?---No.

Unless you have anything further to say about tdatvan Horen. So in — | will
tender that document, thank you Commissioner.

THE COMMISSIONER: Exhibit 1.102. CBA.0001.00285B, RiskInSite incident
report, 31 May '17.

EXHIBIT #1.102 RISK INSIGHT INCIDENT REPORT DATED 3 1/05/2017
(CBA.0001.0025.1453)

MS ORR: Your evidence has been, Mr van Horer, @A decided not to — or
CBA did not investigate the LPP issue in 2015. ‘¥aid that you didn’'t know that
there was an active decision not to do so?---Cbrr€bat’s a better way to frame it,
yes.

But there was no investigation of this issue in283-No. | think our problem — our
mistake — one of — one of a number — was to matiagesequentially, and sort out
CCP first and then move on to PLP.

That was a problem or an error that affected custepdidn’t it, Mr van
Horen?---Yes, that’s right. And so part of our aggeh to all of these matters —and |
fully appreciate it's not only about financial coemsation, there’s a lot more, there’s
real customers, real human beings affected by tinésgs, but all along our principle
was that we would compensate customers, whategerimber was, to put them in
the right position, and we would adjust for anyenesst that they had incurred or the
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time value of money so that, at least from a fimalnmoint of view — if not in all
other respects, from a financial point of view oasérs were not disadvantaged.

There was no report to ASIC about the LPP issi@®ib?---No.

And the only action that CBA took in relation tethPP product in 2015 was to
make changes to the scripts that we’ve looked @ditober 2015 for the home loan
part of the product and the personal loan patefproduct?---That's right.

To take no action in relation to digital salesiw# product, nothing happened there
until 2017?---No. Well, the same applied as in@@&P side. So disclosures in the
application flow, which with hindsight we shouldveaintroduced the knock out
guestions earlier, but they were there.

In your statement at paragraph 98, you say that:

CBA decided it would prioritise the CCP matter be tinderstanding that the
scale of the issues in relation to the LPP matteuld be less than for the CCP
problem.

?---That was certainly the expectation at the time.

And why did the CBA think that the scale of theuiss for the LPP issue would be
less?---Because if you think of the basic probleenwere trying to address here was
eligibility from an employment point of view, and assumption around the
eligibility requirements for a home loan are quiiferent to a credit card or even a
personal loan are different to a credit card, dedefore our assumption — incorrect —
was that fewer customers would have not met thd@ment criteria for those two
products.

And you made that assumption in circumstances wymueknew that the uptake of
LPP for personal loans was much greater than ttekemf CCP for credit
cards?---Yes. Two different points, but yes.

Yes. But the potential customer base who wouldffected, that was a relevant
matter for that, wasn't it?---It didn’t feature @ur thinking about what to do, but it’s
a fact that there are more customers in the PLP - -

And was the — was the scale of the issues in oglati the LPP product in fact less
than the scale of the issues for the CCP produd®— as we sit here, we think that
there are more customers who are potentially ifl@édgor LPP than were for CCP.

Yes. So it was actually a bigger problem, the IpRgblem affecting a greater
number of customers than the CCP - - -?---Correct.

- - - problem?---Correct.
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Now, having logged the issue on the RiskInSite lukzda in May 2017, you say in
your statement that CBA then spent a number of hsowbrking to analyse the
nature and scale of the problem. That's at 10&---Yes.

- - - of your witness statement, Mr van Horen. Amd say that in or about late
September 2017, CBAs analysis of the issue wasmong and CBA was preparing
to notify ASIC about the issue.

That's at 111 of your witness statement?---Thagjstr

So this was more than two years after the May dte deferred to in the RiskinSite
database that you were preparing to notify ASIQualiwe issue?---Yes. we had —
we had met with ASIC in April 2017 to settle the E@mediation approach.
Indicated in that meeting that we would then loblwhether there were issues of a
similar nature in LPP. And that’s - - -

Sorry, do you say you indicated that to ASIC ineeting?---Yes.
Do you have any document that records - - -?---No.

- - - that?---That was my recollection of the megti | checked independently with
another person who was in the meeting and thatheasrecollection as well. It's
not recorded in the documents.

And when did that meeting occur, Mr van Horen?wdis April '17. It was the one
where we settled the CCP approach.

Well, ASIC had in fact asked you in correspondeower the course of your
communications about CCP, they had asked you wh#thee were issues with any
similar products, hadn’t they?---There were cetyaannumber of questions. | would
have to check whether there was a specific questiahat point.

Well, can | show you CBA.0001.0025.0173, whichastmf your exhibit 12. This is
a letter to CBA from ASIC dated 21 October 2016] dmwe go to 0178, the final
page of that document, we see that in October 2(BI€ said to CBA:

Please confirm if CBAs improvements in the scrgpind monitoring of CCP
also covers potential similar issues concerningdtstribution of other
products that may have unemployment or income riesitu

?---Yes.
You see that?---Yes.
Can | take you to CBAs response to that letter twvisacCBA.0507.0014.0001. This

is a letter from CBA to ASIC dated 25 November 2@i# responds — do you see
responds - - -?---1 do, yes.
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- - - to the 22 October letter?---Yes.

If we go to 0008 in that document, we see CBAs andw that question:
Improvements in scripting have been made for dtiear protection products
that have employment related exclusions simild&@¥® and core monitoring is
undertaken across direct banking. We are alsoeseirig the online
application processes for these products to aligh wlanned CCP changes.

?---Yes.

So at this point you're telling ASIC that you'veastged scripts for other products,

but you had not reported the LPP issue to ASICRat’§ right. So we said we had

fixed the scripts across all of our products. Hettstage we still did not know that
there were significant customers potentially atfelct

And you did not know because you hadn't investidatat?---1 think that’s fair to
say.

Yes. And you hadn’t even logged it on to your intd risk database - - -?---Correct.
- - - at this time. Now, back to the chronologynetification of ASIC, in your
statement | mentioned you said that in late Sepée®017 you were preparing to
notify ASIC about the issue, but before you cowdliht on 25 September 2017
ASIC contacted you in relation to the issue?---Ehaght.

Is that right?---That'’s right.

And ASIC asked CBA whether its investigation intGRinsurance had included an
investigation into the LPP product?---Yes.

And ASIC expressed a concern - - -?---Yes.

- - - to CBA that it had not been notified by CBAtbe likelihood that the LPP
product was affected by a similar problem?---Thetjst.

And ASIC and CBA agreed to have a discussion athosiand there was a
teleconference on 27 September last year; igittat’---That’s right.

And you weren’t part of that teleconference, but yeceived a report about it by
email - - -?---Yes.

- - - on the same day?---That'’s right. Yes.

And you know from that report that ASIC was not psajpbout the fact that CBA
had not reported the LPP problem to it?---Yes, shaght.
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Could I ask that you be shown ASIC.0010.0001.0618u’ve been shown this
document, as | understand it, Mr van Horen. Itisraernal ASIC file note of that
teleconference on 27 September 2017?---Yes, I'ga ge

And you see there under the heading ASIC:

Monika provided an outline to the reason for tHe¢enference, namely ASIC
recently received information regarding a consunvéo was sold CClI with a
personal loan, who did not appear to meet the eympémt definition of the
product, and have since been offered by CBA amaagayment.

What's an ex gratia payment, Mr van Horen?---1 wlouthderstand that to be a one-
off payment in relation to the query or complahmttthe customer had raised.

And do you know why this customer was offered ametia payment by
CBA?---No. | haven't — | haven't had sight of timelividual customer matter. I'm
aware of the process around all of this, thoughcwhhave reviewed, happy to talk
about that. So - - -

We will come to that?---Okay.

But | want to understand what you know about thgt,fbecause what this document
tells us is that ASIC learnt of the LPP probleméese a customer came forward and
told them of the problem, and also told ASIC th&#”Chad paid them an ex gratia
payment?---There was a customer who had complairikeitls the same — | believe
it's the same customer being referred to here vdtbdomplained to FOS. That FOS
complaint found its way back to — through our staddprocess to our retail bank
compliance team and that team was investigatingpleeific complaint, which did
relate to the broader question of eligibility fdPR benefits.

And why was the ex gratia payment made to thisorost?---1 would need to check
on the circumstances related to that. | wasntyparthat decision at all. The — the
teams who manage these complaints have mandadsgtess complaints and
resolve complaints quickly and, depending on tHegidion, those decisions would
be made on the spot - - -

Do you know - - -?--- - - - by the person dealinighw - -

I’'m sorry. You said you weren't dealing with itNo. It would be made by the
person dealing with the complaint on the spot.

And do you know the quantum of the ex gratia -—No.

- - - payment that was made to this customer?---No.
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So we see from this file note under the heading @brsure that Craig, who is the
general manager of life products and distributib@@mminsure, advised those on
the teleconference that they, CBA:

Are aware of potential issues extending to othedpcts and is subject to legal
feedback in terms of what they can do. The numbesnsumers potentially
impacted would be relatively lower than that see@CP. However, unable to
provide rough numbers at this point. Still workeigthe data. The payout
figure per person, however, would be higher dughéonature of products sold
with CCI. Jennifer raised —

And we see from the top that Jennifer is senioragan DCI — that's within ASIC, as
| understand it?---Yes.

Is that right?

Jennifer raised that we wrote to CBA CommIinsur®dtober asking whether
the issues seen in CCP potentially extended ta ptloelucts. Raised concerns
as to why ASIC was not informed by the bank biierathrough a complaint to
the consumer. It was further raised whether théenahould have been
reported under the breach reporting obligationsarissa, from CBA, advised
that the focus was to solve the problem with thaedging issue of CCP. It
wasn’t until recently that the bank have gone baclook at customers and is
currently subject to legal advice as to what thag or can’t do with the issues
as the matters are complex, for example, changes made to the mortgage
product more recently.

So that is what is recorded by ASIC as to thisctaderence. | tender that
document, Commissioner.

THE COMMISSIONER: Exhibit 1.103 will be ASIC.001®01.0613, ASIC file
note 21 September '17.

EXHIBIT #1.103 ASIC FILE NOTE 21 DATED 21/09/2017
(ASIC.0010.0001.0613)

MS ORR: And have CBA made its own file note a§ttonversation, Mr van
Horen?---| believe that would have been the erhail Larissa circulated.

Yes. It was sent to you, wasn't it?---Yes.

Yes. And could | take you to that. It's CBA.000027.3000. Now, this might need

to be magnified. It's — the writing is quite smaBut we see that this is an email
from Larissa who participated in that teleconfeeshe-Yes.
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To people that include you and Matt Comyn and Hé&lexup, who you have also
referred to, and there is a summary of this coratens with ASIC noting ASICs
disappointment at having found out about the issa@ complaint rather than from
CBA. And do you see the reference to their vieat this is a systemic issue that is
reportable to ASIC?---Yes.

And this document records that CBA told ASIC than@ninsure had looked into
the potential for the unemployed customer issumpact CCl products other than
CCP, and had implemented scripting and processgeisatio ensure this did not
continue to happen?---Yes.

And that the initial focus was on CCP as there mage significant customer impact,
although that didn’t end up being the case?---Gbrre

Yes. Do you see the reference to — under, “ikedy that”:

It is likely that ASIC will take a strong approatththis matter given the
concerns expressed.

?---Yes.

Continuing:
ASICs focus may extend beyond the insurance isstnsider compliance
with breach reporting obligations, compliance widgsponsible lending, risk
management, culture, accountability, etcetera.

?---Yes.

And:

Legal advice was received today and a breach eatibhn will be prepared as
a matter of urgency.

?---Yes.
| tender that document, Commissioner.
THE COMMISSIONER: Exhibit 1.104, CBA.0001.0027080 email 27 September

'17 Shafir to Comyn and others.

EXHIBIT #1.104 EMAIL SHAFIR TO COMYN AND OTHERS DAT ED
27/09/2017 (CBA.0001.0027.3000)
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MS ORR: Now, ASIC wrote to you after this teletanence as well, on 28
September 2017, and that’s exhibit 25 to your siatd,
CBA.0001.0025.0606?---That's right.

And there’s a reference here under the heading GomtReceived by ASIC to the
complaint from an individual who was sold loan peuiton in 2014 and who
allegedly did not meet the employment criteriahaf product at the time of sale:

The person’s claim under the loan protection poli@s denied due to the
employment criteria not being met. We understaadithe person has since
been offered an ex gratia payment from CBA. N&VCAexpresses in the next
paragraph concern to CBA that the eligibility isswuising from the sale of
Creditcard Plus to CBA credit card customers maed to customers sold
loan and mortgage protection insurance who didreetithe employment
definition, and would, therefore, receive minimaho benefit.

?---Yes.

And ASIC expresses the view in this document, entlperhaps if we could have
the second page brought on the screen as welt thiéhse are issues that require a
significant breach report under section 912D ofGleeporations Act?---Yes.

And ASIC tells CBA that they want to have a regasin CBA by Monday, 9
October 20177?---Yes.

So then on 4 October 2017, more than two years thigeissue was first identified
and about two years after the changes to the séapLPP, CBA formally notified
ASIC of a significant breach under section 912D/#e-did notify them, yes.

And that letter containing that breach notificatierexhibit 26 to your statement,
CBA.0001.0027.3043?---That is.

It's a two-page letter with an annexure. If we Iddoave the two pages brought up.

CBA didn't tell ASIC anywhere in this letter thatiad known about this issue since
2015?---Well, as | said earlier, known about tesie, we did not know the number

of customers. So | think the testin - - -

THE COMMISSIONER: Well, let’s just understand baather. Knowing the
number of customers is one thing. You knew thetdlwas at least a possible issue,
didn’t you - - -?---Yes.

- --in’'15?---Yes.

Well, number of customers is a further step doventthck, isn't it?---It is.

You knew there was a problem, you did nothing alutatilt '17, did you?---From a
remediation point of view, correct, yes.
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Or reporting point of view?---Reporting point obw.
MS ORR: Or an investigation point of view, Mr vEioren?

THE COMMISSIONER: What am | to make of that, MimvHoren?---Yes. | think
it's clear there were a number of errors of judgtr@mour part, and I'm not going to
pretend that wasn't the case at all. The quesiovhether there was deliberate
intent or deliberate - - -

Let’s attribute goodwill all around the shop antlslassume that it was just a series
of unintended consequences. What am | to makieat?+--Do you want me to try
and answer that?

You're the person representing CBA in the witnems, IMr van Horen. What do
you say | am to make of that on the assumptionttieae was no malice, it was a
series of unintended consequences, all of thentickental. What am | to make of
it?---1 think a couple of points, Commissioner. eTfirst is definitely no mal intent.
Was there poor judgment? Was there poor execaticour — on our part? Yes.
Did we make a number of errors of judgment alorgvilay? Absolutely. Should
we have reported it to ASIC earlier? Yes. Paduwfassumption always was, you
know, rightly or wrongly, that we would put custorseight in financial terms, that
they would be no worse off, and that included conspéing for interest or time
value of money where appropriate.

Is that to assess things on the best possiblenfpétr CBA? Namely, no mal intent,
series of unfortunate mistakes all coincidentatigwring; is that right? That's the
best set of circumstances to be considered, iB&®Rause the alternative that | want
you to consider is whether it is open to me to aae that CBA swept the problem
aside in the hope it would go away?---Yes. | canwith conviction that CBA —
certainly in all of my engagement on this matted averything I've observed from
investigating, had no intention to sweep the maiséle or pretend — pretend it
didn’'t exist. It's always been our intention thfave know there’s a problem, we
will fix it, and we will put customers right. Anlddo believe that whilst we have
absolutely been too slow in this case on numerocuasions, when we have known
there’s an issue, we have moved as quickly asheétban to try and address the
issue.

MS ORR: Well, I'm sorry, Mr van Horen, but I'vaipto you a number of times
already you knew there was an issue in 2015, anddicbnot move to address that
issue in 2015?---Yes. And | accept that in refatio LPP.

Yes?---So our attention was all on CCP and we wareing too slowly, but we
were absolutely moving to close that issue down.

The CCP issue?---CCP, yes.
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Thank you?---And our mistake was doing it one atterother sequentially, not in
parallel.

While customers were still buying the LPP productircumstances where they may
not have been eligible to claim under it?---Notot mue for assisted channels,
potentially true for digital channels until 2017.

Could I show you annexed to this letter at 00 —sonry, 3043.0003 — yes, the 912D
notification, Mr van Horen?---Yes.

And we see there that the notification was madtherbasis — do you see 3
description of the breach:

CMLA and CBA have breached the efficiently, hopesttl fairly obligation,
which is an AFSL licence condition, and the magaeportable to ASIC under
section 912D of the Corporations Act.

?---Yes.

Why did CBA acknowledge a breach of the efficientignestly and fairly obligation
in relation to LPP but not in relation to CCP?tkihk at this point it was fairly clear
that there was a breach. When we were talkingta®G® earlier, | mentioned there
was a debate — wrong — wrong conclusion, but thex®a debate that because
customers were eligible for a portion of the besedin the bundled product, it wasn't
as cut and dry that there was a breach. | thirk indsight we’ve all agreed that
there should have been a breach reported back then.

Yes, | see. Allright. Can | show you an addiibdocument from around this time,
Mr van Horen, which is CBA.0001.0033.0095. Thisaiumsinternal CBA email chain,
starting with an email from Helen Troup to lan N&tre-Yes.

And Michelle Keed on 4 October 2017 relating tdesst report process?---Yes.

Can you explain what that is?---A flash reportis means by which we as leaders in
the business escalate to the CEOs office any rahtesue that could have a
significant impact on the group, whether it's cuséss or reputation or financial

loss.

So this - - -?---Or even avoided loss.

So this is an elevation to the - - - It's an eatiah.

An escalation - - -?---Yes.

- - - of this issue to the CEO - - - Yes. It'saarsformal escalation. There could well
have been conversations occurring between — mrithris email being sent.
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And Helen Troup, who was — can you remind me agéio Helen Troup was at
Comminsure?---Helen is the managing director of @dnsure.

The managing director of Comminsure says to Mr Nared Michelle Keed:

| believe the current flash report process is tnds& Michelle and to be
flagged with you at the next appropriate forum nmget Given Annabel is on
leave, she asked me to inform you in her absemceuirent environment in
regard to potential high reputational issues/ingitieand CCI in general —

and 3:

ASICs tone in a call last Friday, | thought it biessend to you both
concurrently.

So those are the matters that have led Helen Tiwapcalate this to the CEO on 4
October 20177?---Yes.

| tender that email chain, Commissioner.

THE COMMISSIONER: Exhibit 1.105, CBA.0001.00339®) email Troup to
Narev and associated emails 4 October '17.

EXHIBIT #1.105 EMAIL TROUP TO NAREV AND ASSOCIATED EMAILS
DATED 04/10/2017 (CBA.0001.0033.0095)

MS ORR: And on the same date, 4 October 2017, @@&&uced a slide
presentation dealing with these matters, whichB&©001.0025.1047. Have you
seen this document before, Mr van Horen?---Yes.

So Apollo Il. Can you explain what that is?

THE COMMISSIONER: Apollo II, not 11?---I thougttte same when | saw it.
What it is, is — Apollo was the internal name usedefer to the CCP remediation
and then Apollo Il refers to the LPP remediation.

And this document obtains a number of what appeaetPowerPoint slides. If |
take you to 1056. Do you agree that — is that whiatis, a PowerPoint slide or some
sort of internal document - - -?---It's an interdalcument, yes.

Yes, okay. So this is a page within that inted@dument about Apollo Il that shows
that as at 4 October last year, CBAs scoping oredgation indicated that the breach
notification would cover — do you see at the botthts,000 customers?---Well, you
can — you can see this page is broken down intacategories. The first is — you
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would recognise the total. It says total unempiby&he first is the category mainly
students but also including unemployed, home dutied so on.

Yes?---In other words some of the CCP categoriaisvile previously addressed.
Yes?---18,000 odd customers, $300 million of potéméefunds.

Yes?---If | fast forward very quickly, those are thumbers that found their way into
our 29 January submission, which you may want toeback to.

Yes?---And so at that stage we had started to smalynot started — work was
underway to analyse the different customer categdhiat could potentially be in
scope for remediation. The second half of the ptmgebiggest category there is
around part-time workers.

Yes?---Which is a category different to CCP. Sssthare people where we had data
saying they were part-time, not full-time. Aga@me they working less or more than
20 hours was the obvious question.

So at this point there’s potentially 115,000 constsrin the remediation scope with
potential refunds of $10.89 million?---Yes.

And your evidence is that subsequent to the cneatiaghis document, CBA has
decided that there’s less customers that are affdny this and a smaller amount of
remediation necessary?---Yes. So I think the sappeoach that applied in CCP was
adopted here. In the end, | think we got to thatrplace, however the process to get
there involved a few iterations, can | say.

| tender this document, Commissioner.

THE COMMISSIONER: Have we got a date for it, Me®©

MS ORR: Yes. There’s date on the front page, @@sioner. 4 October 2017.
;II'H4E/1C(2)§)1I\7/IMISSIONER: Thank you. Exhibit 1.106, CE®01.0025.1047, Apollo

EXHIBIT #1.106 APOLLO Il DATED 04/10/2017 (CBA.00010025.1047)

MS ORR: As at the date of your 9 March statemilntyan Horen, you said that
the LPP remediation program had not commencedatS borrect. So we’re busy
going through the customer groups. We still neeskttle those with ASIC. We
also — as with CCP, we agreed the letters that sameto customers. ASIC is very
particularly about the wording of those letters tRat is all — that is still to happen.
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So it's still the case that remediation hasn’t canped?---That'’s right.

And you're proposing to use call to action lettegsin which require the consumers
who receive the letter to take some action in resp@---We propose a broadly
similar approach to CCP. So there will be a catggdere it's an automatic refund,
so the first half of that page, and others whestauers will need to let us know that
they were not eligible for the benefits at the timevhich case they will get the
refund. There are slight differences in the quantd the refund between CCP and
this one, which | can explain if it's helpful, bilnte same approach overall will apply.

And you acknowledge in your 9 March witness statentigat CBAs identification of
both the existence and scale of the LPP problemteaslow?---Yes, | do.

And at the time of that statement, your estimate that 139,000 customers might be
affected by the LPP issue?---Yes. Based on thge lgroup of part-timers, and it
really depends on what the feedback is from thaseomers as to who was eligible
or not.

Now, this is where the fact that you signed statésand replaced them with
subsequent signed statements becomes tricky, MHoagn, because the estimate
that you originally gave of 139,000 customers dédavas in your 2 March original
signed statement?---Yes.

And it's repeated in your 9 March - - -?---Yes.
- - - signed statement?---Yes.

But in between those two, you provided a suppleargretatement, dated 5 March
2018?---Yes.

And in that supplementary statement, you told then@ission that CBA had
determined that the number of customers that weiegible or potentially ineligible
to receive certain benefits was, in your wordggrifficantly greater” and CBA
would now be communicating with approximately 140 - -?---Correct.

- - - customers?---Yes.

Now, is that connected with the 139,000 custonf@swe’'ve seen references to in
the earlier statement, or is it additional?---Name thing.

Yes?---So approximately 140, you know, given thate’s still a lot of work to do to
land on the exact number, we said approximately M@ didn’t want to pretend
there’s a high level of precision on that numbeihét stage.

Yes. Now, at the time that CBA made its first sigsion to this Commission on 29
January 2018, there was disclosure to the Commisgiout the LPP issue?---That's
right.
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Is that right? And if | could have brought up ROD01.0003.0004. That's the
submission from 29 January. And if we could handgh® screen pages 0030 and 31.
We see there the information provided to the Comimisabout CCP and LPP in this
document?---Yes.

Now, at 134 — paragraph 134, we see a referenceRg and the investigation work
having begun to refund customers in a manner cemsiwith the CCP
customers?---The investigation work has begunthetefund.

Yes?---Yes.

Yes. ASIC was notified on 4 October 2017 and tiwestigation work has begun to
refund customers - - -?---Yes.

- - - in @ manner consistent with the CCP customers
?---Yes.

Then if we go to 137, we see that as at the datt@®Bubmission on 29 January
2018, CBA tells the Commission:

For LPP, while the investigation is at an earlyggawe have so far identified
approximately 20,000 customers eligible for refuadBmated at
approximately $3.4 million.

?---Yes.

But it’s true, isn't it, that by the date of thigtsnission CBA knew that the potential
number of customers affected by the LPP issue wahrhigher?---Yes. So if you
go — if you recall the slide we looked at just & f@inutes ago which had those two
parts to the page, what this document referredat® tive roughly 20,000, | think it
was.

Yes?---18,000 customers that we were fairly cenanld require remediation.
What was not included at this stage was the pa-t largely the part-time category
which is what we have subsequently included.

Yes. So as we saw with your original communicatmASIC about the CCP issue,
CBA elected to tell this Commission about a parthef problem, not the full extent
of the potential problem?---I think the facts spedake facts speak for themselves
and that’s the conclusion. | have to add thaefinitely not — it was certainly not to
my knowledge any intent to suggest or conceal amgthwhich is why we’ve gone
to great lengths in our supplementary statemernpgsawde the additional
information.
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Commissioner, could | tender the relevant paragraybtthis document, which if we
can pan back from the 137, | will be able to idigrais paragraphs 131 to 138 of this
document.

THE COMMISSIONER: Exhibit 1.107 will be paragraph31 to 138 of CBA
group response, 29 January '18, RCD.0001.0003.600830 to 31.

EXHIBIT #1.107 PARAGRAPHS 131 TO 138 OF CBA GROUP EESPONSE
DATED 29/01/2018 (RCD.0001.0003.0004)

MS ORR: Mr van Horen, on 5 March 2018 in yourgementary statement, you
told the Commission that over the course of 201 A®Bd been considering how
best to meet the protection needs of its custonmarsiding a review of consumer
credit insurance products, in parallel with consitg how to design the next
generation of insurance products. Do you seeitthadragraph 2?---Yes.

And you then told the Commission in paragraph & tha
CBA had determined it will cease the sale of CCP.
?---Yes.

And that it would cease the sale of PLP being #rsgnal loan protection stream
part of LPP?---Correct.

When was the determination made to cease the 8&lEe® and PLP?---So the timing
of those two were slightly different. As | saidtive statement here, we had been
considering — well, if | rewind a lot, you could agine there’s been a lot of
conversation over a long time about these procaradstheir long-term role in
meeting customer needs. The decision to stomgelliCP was made — there are a
couple of key meetings and milestones, and | belsme of these documents have
been produced, but there was a meeting with a nuoflexecutive general
managers in Comminsure and the retail bank in Jgnaaiwhich the decision was
made to — well, a recommendation was agreed upttnoensensus of all those
parties to terminate the sale of CCP, date —sstitie months down the track. The
recommendation in that document was to review PidPart of the rationale, which
is referenced here in the witness statement -gbine rationale was the deferred
sales model that you referred to earlier, which lagh agreed at an industry level to
be implemented for CCP. However, our view — amtagdy my personal view —
was the same applied to PLP, and therefore if & g@ing to work for CCP it needed
to work for PLP as well. And so that was why weederated the decision to close
PLP and to make the announcement prior to this Cigsiom’s hearings.
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Could | show you a document from Monday, 5 March&Qvhich is
CBA.0508.0003.0203. That's an email chain withBAC Mr van Horen?---Yes.

An email chain from Monday, 5 March?---Yes.

And we see there that an internal request to dbassale of Comminsure’s personal
loan protection and Creditcard Plus products wadana 5.41 pm on 5
March?---Yes.

Continuing:

Approval is sought prior to the issue of any mesde&gements by the CBA
Group. Currently, this is scheduled for 12 pm tomow afternoon, 6 March.

?---Yes.
And in the email that follows that, we see thasldggn an hour later, at 6.33 pm on 5
March, Helen Troup — who you have referred to —raypgd the ceasing of CCP and
PLP by 30 June 20187?---That'’s right.

| tender that document, Commissioner.

THE COMMISSIONER: Exhibit 1.108, email Troup te#ns and others, 5 March
2018, CBA.0508.0003.0203.

EXHIBIT #1.108 EMAIL TROUP TO KERINS AND OTHERS DAT ED
05/03/2018 (CBA.0508.0003.0203)

MS ORR: And CBA did issue a media release aftsrdecision was made?---Yes,
we did.

It was released on 7 March?---Yes.

Two days after that email chain?---Yes.

Could | show you RCD.0021.0001.0262. We see ttiexethe title of the media
release is CBA to Implement Loan Insurance Refulngiam?---1 see that, yes.

And at page 263, we see there that the media eethasusses both the loan
insurance refund program and CBAs decision to efesf its current Creditcard
Plus and personal loan protection products?---Shaght.

And the media release quotes Matt Comyn as saksig®A has:
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found it hard to achieve the right balance betwsiemplicity and accessibility
on the one hand and limiting the product to théatigroup of target customers
on the other hand.

See that in the second paragraph?---1 do, yes.

And Mr Comyn is again quoted further down the pag&aying that CBA has
concerns that some customers who have been s pheducts may not have been
eligible to receive all of the employment relateshéfits?---Yes.

And the media release records at the bottom theteGBA is going to:

...proactively contact customers who could be afteatal has set aside
approximately $16 million for refunds, includingenest, to an estimated
140,000 customers of the PLP and home loan protegioducts.

?---Yes.
| tender that document, Commissioner.

THE COMMISSIONER: Exhibit 1.109, CBA media relea3 March '18.
RCD.0021.0001.0262.

EXHIBIT #1.109 CBA MEDIA RELEASE DATED 07/03/2018
(RCD.0021.0001.0262)

MS ORR: And your supplementary statement toucipes a number of similar
issues to those that Mr Comyn spoke about in tledianrelease?---Yes.

And you told the Commission in your statement thate were three principal
reasons which led to CBAs decision to cease seli@® and PLP, and they were the
scale of the LPP remediation, the likely regulatcimgnge on the horizon, and the
sale of CBAs life insurance business?---Yes. clih expand on those a little. | think
the — at the heart of the challenge we have harkjtavas referred to in that media
statement where Matt Comyn was quoted, is whatawve found difficult to do is

get right this balance between having a simpleedficient way of providing
protection insurance to our customers — becausebktieve there’s a real need there
—and doing it in a way on the other hand thatfe sad gets the right protections
and processes in place. And, you know, that ighimg that we and many others
have grappled with for a long time, is how you dediwhat | do believe is a valid
and a real customer need for protection in a waydlsafe and delivering it to the
right customers. And so that is a core — one @fcthre challenges that we have
grappled with here, as you can see.

So we've spoken about the first matter - - -?---Yes
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- - - that you've touched on in your witness staeain - -?---Yes.

- - - which is the scale of the LPP remediationvaht to ask you some questions
about the second matter which is the likely impdaegulatory change. You deal
with this in paragraph 5 - - -?---Sure.

- - - of your statement, where you note that:

For several years consumer credit insurance proslhetve been the subject of
regulatory and internal review.

And you refer to CBA having:

...engaged with and supported ASIC and the industng'¢e to deferred sales
for credit card insurance.

?---Yes.

Now “deferred sales” means that there’s going ta beur-day period after a credit
card is purchased before the credit card insurane@---That'’s right.

- - - product can be sold to the consumer?---Yes.

But that’s only through the assisted channelspthach and the
telephone?---Correct.

And doesn’t apply to the digital channels?---It sidé What's being contemplated
in digital channels is to have very clear separalietween the customer acquiring
the credit card, say, or the personal loan andhth@ance. And | think the — the
problem trying to be addressed there is some c@s®might have a belief that
taking out insurance is necessary in order to liae#e credit card approved, which is
not the case, but those are some of the changes¢hzommitted to — to make to
make sure that it is clear for customers in digitennels.

And you refer in this paragraph of your statemer@BAs view that:

...a similar deferred sales model is appropriate &kely to be implemented
for personal loan insurance. This will have an aopon the sales process and
will require significant reengineering of and inte®nt in our processes if we
continue to sell the existing products.

?---Yes, that’s right. So | — I've been part obske conversations with ASIC and
consumer groups and other insurers or banks arabvezd, middle of last year, to
move to deferred sales by 1 July this year for CTRe conversation was always
very focused on Creditcard Plus. My personal vieand | think others share this
view — that the same would apply to personal laateggtion sooner or later,
therefore if we’re going to do it, we may as wellidsooner. So - - -
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Can | take you to an internal document that appedos authored by you and Helen
Troup that refers to that view?---Yes.

Which is CBA.0508.006.0017. This is a memo thétwe could have the last page
displayed on the screen at the same time. It'®@monwritten by you and Ms Troup
on 4 March 2018?---Yes.

And do we see there on 0019 at clause 3.11 a nefert® the view that you've just
expressed?---That'’s right.

Which is that while PLP was not in scope for théeded sales model change, you
believe the same rationale will apply in due codrsé\bsolutely.

Yes?---1 think the logic is entirely consistent fath.

Now, I’'m going to come back to this document, bufill ask you some other
guestions first. Could I tender this document, Gussioner.

THE COMMISSIONER: That's exhibit 1.110, draft meme CCI Troup and van
Horen 4 March '18, CBA.0508.0006.0017.

EXHIBIT #1.110 DRAFT MEMO RE CCI TROUP AND VAN HORE N
DATED 04/03/2018 (CBA.0508.0006.0017)

MS ORR: In your witness statement, Mr van Hosgny don't refer to the ongoing
profitability of these products, do you?---Not ditlg, but we do — if you look at
paragraph 5 — | did say in the last sentence hieset new deferred sales approaches
for the two products will have an impact on theesgdrocess and will require
significant reengineering of and investment in pracesses. And the reason that’s
relevant in — is very relevant to the ultimate dem that we announced is that it
would be quite a — it does require a significanestment to change our sales
processes to introduce a deferred sales modebtbrand our decision was, based on
the return we would get on that investment as ogghos starting afresh with AlA,
which is really a big driver for why we have choske path that we've chosen here.

Well, it's the case, isn't it, Mr van Horen, thaB&s view is that after these
regulatory changes are brought in the CCP prodilchavlonger be economically
viable?---Well, there’s no question that the introtion of deferred sales will have
an impact on the sales volumes, and, thereforentes and the commercial
equation.

Do you accept my proposition that CBA has takervibe that the result of these
regulatory changes will be to render the CCP prbdateconomically viable?---I
am aware of work that’s gone on in Comminsure to ealculate — to assess the
impact of that, and that has been the conclusiached from that work.
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Yes. And if | could just show you CBA.0508.000314@0 If we could have the last
page on the screen at the same time you will seeall Horen, that this is a
Colonial Mutual document headed Life Product Sgater Bank Channel
Distribution — I'm sorry, we need the page befdre attachment, which is 0016 —
dated 5 March 2018, written by Craig Harrison, gahmanager of life product and
distribution at Comminsure and Adrian Kerins, he&direct insurance and
integration at Comminsure?---Yes.

And if we turn to 0015 in this document we seglatise 3.3, that those two people
conclude that:

Changes to the banking Code of Practice requirirdgterred sales model for
CCP and required changes to digital distributioropesses will have a
material impact on the ability to effectively maatfire and distribute
Creditcard Plus. Project costs associated withlanpentation combined with
reductions in expected sales create a negativesimant profile leading to the
recommendation that CCP is no longer economicadiple in its current form
and should be withdrawn from sale prior to the iempéntation of a deferred
sales model.

That is why you have made the decision to ceasiegéhe CCP product, isn't it?---I
think you cannot — yes, but you cannot ignore #ut that we have sold our product
manufacturing business, Comminsure Life busin@s8JA who is a leading global
insurer, and the simple choice we have is do weshin our existing legacy
products with improvements that we’ve made thae-think they are compliant, but
they are not world best or do we invest in futuapability that AIA will bring? And
we’ve clearly chosen the latter.

THE COMMISSIONER: Can | just explore some thirmdput that? CommBank
began to offer these products in about 2003; asright?---Yes.

At the time CommBank began to offer these produete other banks offering
similar or the same kinds of product?---Predatesmmglvement in the space so |
couldn’t give you an exact start date for othets,llxould tell you that certainly in
recent years other banks have offered similar tgb@soducts.

2003, CommBank then — by then had acquired CMLApfial Mutual, had it
not?---1 believe it was around then.

June 2000 it acquired CMLA, | think; is that rigktl can’t confirm that exactly.

Three years later it began to offer — that is fitieiri that sentence, CommBank
began to offer these products to its customer®—-Yes.

At a point when CMLA was part of the group?---Tisatight.
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It now ceases to offer these products where a ploantCMLA has ceased to be part
of the group; is that right?---Yes.

Is it a reasonable?---Sorry - - -

- - - conclusion — sorry, | did interrupt you. Qo back?---Bear in mind there’s three
products. So there’s credit card, personal loahreome loan protection. It's two of
the three that we are ceasing. And we are coniywith home loan protection.

It ceased — CommBank ceased sale of the two prediietr it had agreed to dispose
of CMLA?---Yes.

The profit centre that was represented by salbexd products was no longer within
the group; is that right?---1 should just clarifiyhas not yet been sold.

No, | understand that?---So it's all in process],aiou know, this hasn’t been
something we’ve done lightly or without discussimigh AIA because clearly they
are — and they've signed a 20 — or will be sigrarigng-term 20 year distribution
agreement with CommBank, and so our premise isthieateed — the customer need
remains, but the way we’re going to meet that neembing to be very different with
AlA.

Yes.

MS ORR: Before we leave this document, Mr vane#ot want to direct your
attention to the part that deals with the econorability of the personal loan
protect product, the PLP product, and we see tiatdt’'s not required to have a
deferred sales model at this time. However, ¢oissidered a likely change in the
future. This, coupled with other ongoing challengeere expected to impact value
and performance which in time was expected to t@sa similar economic outcome
to CCP. Management were of the view that a witivdtaof PLP from sale was
likely outcome in the near term. So the bottore kinat | want to put to you, Mr van
Horen, is that CBA does not consider that either@CP product or the PLP product
would be economically viable after the anticipategulatory changes, and that is the
reason their sale has ceased?---It's — it's nbimery as that. The — you know, we
face a choice in the near term: do we invest quitgd of money — I'm talking about
several millions of dollars in both of these produe do we invest that money in
trying to get these two existing products into tufe state which is compliant with
deferred sales and everything else that we nedd,tor do we invest those
investment dollars rather in building something thidl be quite different. Work

has been underway in Comminsure for quite some-timieainy months, as |
understand — around the thinking of what a futype tof insurance product or
products or suites could look like, and the salal# has accelerated that. So it's —
it's one of many factors. Absolutely, there’s amoercial reality that we face but
there’s also a short-term decision that we faceitiwat do we invest in, legacy
products or something quite different.

.ROYAL COMMISSION 19.3.18 P-565 C.R.V. HOREN XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

| will ask you some questions about that, but | W@hder this document first,
Commissioner, if | have not already done that.

THE COMMISSIONER: Exhibit 1.111, CMLA life produstrategy document 5
March — life product strategy bank channel distidou 5 March '18,
CBA.0508.0003.0014.

EXHIBIT #1.111 LIFE PRODUCT STRATEGY BANK CHANNEL
DISTRIBUTION DATED 05/03/2018 (CBA.0508.0003.0014)

MS ORR: | should ask, Commissioner, if the Consiis would permit me to
finish the examination of this witness, which liaitate will take another 10 to 15
minutes.

THE COMMISSIONER: Yes.
MS ORR: Thank you.
THE COMMISSIONER: Yes.

MS ORR: Now, you spoke just then, Mr van Hordrthe significant investment
that would need to be made in these products, am@ht to suggest to you that there
are reasons that have been discussed intern@iBAtfor not making those
investments. And one of them is continued regwatisk associated with these
products. Can | take you back to CBA.0508.0006/00This is the — you will recall
this is the draft memo that you did with Ms Troup¥Yes.

On 4 March 2018. And could | direct your attenttor8.13.1:

It is possible ASIC may reopen previously settegdeadiation activities or add
new requirements. For example, ASIC has questiamadher life insurance
should have been sold to customers younger thant25also possible that
ASIC may expand the scope of previous remediatiercises, requiring us to
remediate more customer groups or adopt a differemediation approach.
For example, we may need to expand the CCP renwadiat include part-time
employed customers. This group was not remed@t@dously because they
were eligible for a substantial part of the prodadienefits, and our data on
“hours worked” is very poor.”

Now, do you accept that this — these regulatorpleras that you and Ms Troup
referred to in this document have also influenceeP---Absolutely.

- - - the decision? And CBA has also been conckam®ut the public scrutiny
associated with the continuing sale of CCP and EPRRink probably more — yes,
but the — the bigger factor has been around consgroaps. We've been engaging
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with consumer groups for quite a while now arour@PCboth as part of industry
AVA forums as well as directly and it's been a laut continuous, as this
Commission has heard, source of unhappiness frosetbonsumer groups as well.

Since at least 28 February this year, you and Mn@ohave been discussing how to
deal with the public scrutiny of the CCP producDe you mean in relation to this
Commission or more generally?

Both?---We've certainly had discussion about howntmage everything that's
described in my witness statement here. We’ve bégeains to say we will not be
managing the Royal Commission, just for the abuoéani clarity. We’ve got zero
capacity to manage the Royal Commission. Howevercan manage our
communication very carefully as we've attemptedadn letting the Commission
know in advance of us making any public announcésnein- of what we're doing.

Could I ask you to look at CBA.0508.0006.0014. Ndwe could start at page
0015 of this document. This is an email that yent$o Mr Comyn on 28 February
this year?---That'’s right.

A heads up because things are moving fairly onftbist and | want to make
sure you're aware and comfortable because thesejaite material.

And the first thing you refer to there is publiateiment:

Currently targeting Friday. Working with Andrew Hand team on the
announcement and timing. The first draft statensenbt ready to share with
you. We think the core messages will be alondjriks of: we’ve been
working to improve CCI for a while/have remedia@dP/have moved on to
PLP and HLP, will be remediating customers in aisinway/have decided to
shut PLP and HLP for new business from 30 Apribefore 30 June/excited
about building new customer centric propositionthvAlA who also have
vitality in their stable. Will get a draft to ydaefore it goes out.

A draft of what, Mr van Horen?---Of a media release

A media release?---I have made an error in thailestgjust for the record where it
says in the third last line:

Have decided to shut PLP and HLP it should havd BaiP and HLP —
it should have said “PLP and CLP — CCP” for newitess.
CCP?---Yes.
| see. So this is the media release. These arhdémes that you want the media

release to cover. Which media release are wentalkbout here?---The one that
went out a few days after this.

.ROYAL COMMISSION 19.3.18 P-567 C.R.V. HOREN XXN
©Commonwealth of Australia MS ORR



10

15

20

25

30

35

40

45

The one that went out on - - -?---The one you reféto earlier.
On 7 March?---| forget the exact date, but it wasr¢abouts, yes.

There is then a reference to regulators and bdiatve reference to this Royal
Commission?---Yes.

Royal Commission:

Given this is relevant to the CCI witness statentiggit went in superannuation
fund night, we will call the Royal Commission amglain to them what we are
announcing so there are no surprises in the witilegk. It's one to manage
carefully because there is risk we get them o#f.sM/e will work with Clayton
Utz (and external counsel if required) to manags.th

What were you referring to there, Mr van Horen?hihk exactly what | — what |

just said. You know, we didn’t want to spring awprises on the Royal
Commission. We thought if we were going to comroate we would much rather
proactively communicate with our customers tharehewnessage come out reported
by media where we’re not controlling that messagala So | think the choice we
faced was, you know, do we make an announcemeatiiwely to customers saying
we will stop selling these products from a certdate? Or does that message come
out in some other way that’s a little less clear.

You had a response from Mr Comyn to your emaillensgame day?---Yes.

Which — it will assist if we have both 0014 and B@ih the screen together. Mr
Comyn says:

Thanks for the update. A few key points: theorikhbe no public statement
until I have reviewed it and | have cleared it thgh IN and the chair

IN?---lan Narev.
Thank you:
| am still learning, but it may be something thettbwould like to be briefed
on. We will find out. Point 1 could you pleasegane a short paper outlining
the background and rationale for this change.
Which change did you understand Mr Comyn to berrigig to there?---Well, all the
ones that | referred to earlier, so in particuter decision to announce the closure of
the two products.

Yes?---Yes.

Point 3:
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Good to inform regulators. | think we should als@ef some of the consumer
groups, eg, Fiona Guthrie and Gerard Brody. Altluk indicates this is more
likely to be an announcement next week. | wanthie very much tied to the
AlA acquisition.

What did you understand Mr Comyn to mean by thatydh Horen?---What |
understood that to mean was to, as you saw in riiynewf what the core messages
were, the final key message there was around taes&omminsure life business to
AlA, and that being a key trigger for us to say,eéNVlet’s stop selling the existing
products and let’s build something new with AIA.”

But it wasn’t in fact the reason for the cessatibthe sale of these products, was
it?---1t — as | said, there were a number of reasal of them came together and |
think it was absolutely a convergence of thoseofact

Mr Comyn finally says to you:

We should also debate whether no announcementtes beut it just comes
out.

What did you understand him to mean by that?-irktlat that stage he wasn’t clear
that —you know, we weren't clear collectively astiw the witness statements
would be made public. If and when, | think thedieack we had had was that they
would potentially be made public. Therefore, yould imagine if a customer read
my main witness statement as you will recall eaifithat was reported in the media
before we had even told customers about it, thaidvbave been quite an
unsatisfactory outcome, which is why we wantedrtzaptively let customers know
first.

You respond to Mr Comyn’s email later that nigh&8 pm that night, and you
provide him with a paper on the CCI background mtidnale. You tell Mr Comyn
that Helen — Helen Troup — has provided input?-atBright.
| have kept it draft and not labelled it as an excdoard paper until that's
confirmed and note this may be produced to the Rbgmmission once
finalised.

Now, that a reference to the document that we’'veego a couple of times
now?---Yes.

That was written by you and Ms Troup?---That's ¢ine.
That had the draft in the title?---Yes, that’s tigh

And you also update that paper on superannuatiweh # March to reflect recent
changes, including the Royal Commission’s annourmeeiiast week that they are
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making submissions public?---That’s right. So thatagraph you referred to earlier,
3.13.1, | think it was, was the one that — onenefparts of the paper that | updated.

Thank you. | tender that email chain, Commissioner

THE COMMISSIONER: Exhibit 1.112, emails betweeanwHoren and Comyn, 28
February '18, CBA.0508.0006.0014.

EXHIBIT #1.112 EMAILS BETWEEN VAN HOREN AND COMYN D ATED
28/02/2018 (CBA.0508.0006.0014)

MS ORR: Two final topics for you, Mr van Horeiihe first is the decision to
continue selling the HLP product. You say in yaitness statement at paragraph 9
that this was because the customer value propoesaioCCP and PLP products was
different than that for the HLP product. And whatant to suggest to you is that
CBA has made the decision to keep selling the Hidelyct because it has provided
the biggest stream of premiums to CBA?---The primaason we’ve made the
distinction between the products is the naturdefdales process and the customer
need that is being protected is very different.if§ou think in simple terms when
you have HLP with a home loan you're protectingideally the customer’s biggest
asset. The nature of the sales process is alsodjtferent with HLP because,
unlike a credit card or a personal loan which ameegally either bought online on the
spot or sold in an assisted channel pretty quigké/a very quick decision a
customer makes, a very simple need, a home laamisch more extended process.
The application takes longer, it takes four towseeks to settle a home loan
typically, and therefore the concerns that we’va, lthat ASIC, that consumer
groups have had has been much lower for home laagtion than for the other
two products.

Do you accept, Mr van Horen, that HLP provideshlggest stream of premiums to
CBA when compared with the Creditcard Plus and™he product?---Yes. | —|
would have to check the exact product. | don’t aggnthe PNL, but | do — | know
that they’re material. That’s not to say that R&Rnmaterial, though.

| will just show you quickly in the document yoleated - - -?---Sure.

- - - with Helen Troup. CBA.0058.0006.0017. Or fmal page of that document,
which is 0020 — | will just give that doc ID numbegain. CBA.0508.0006.0017.
And if we could have 0020 on the screen as well.

THE COMMISSIONER: 0006 or 0067

MS ORR: 0006. My apologies if | got that wronigm sorry. | just — | wanted to
show you the final page, Mr van Horen?---Yes.

00207?---That little table there.
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Yes. Do we see a portfolio snapshot there?---Yes.

Which shows the premiums received in 2017 from edi¢chese insurance
products?---Correct.

So the total premiums across all the products,aeeetisere is 151.2 million?---That's
right.

And the HLP product was the greatest contributah#a at 62.99 million?---Correct,
yes.

And CBA documents show us that — that the HLP pcodantributes 62 per cent of
the embedded value of new business across thedegtso Would you agree with
that?---That could well be the case. I'm awarée simme documents have referred to
that. The point | made was that PLP and CCP aremuaterial and not irrelevant
alongside HLP.

The final topic, Mr van Horen, you heard the evickenf Ms Irene Savidis
- - -?---Yes.

- - - today. You've read the statement that steerhade - - -?---Yes.

- - - to the Royal Commission, and you would hageard from Ms Savidis’ evidence
this morning that she explained that she receivear@from Comminsure in the
mail recently?---Yes, | did.

Were you aware that this card was sent to Ms Sg®4diOnly long after the fact.

Do you know who wrote the card?---I believe it'staff member in the Comminsure
business who handles — so the context for that Josure have a team of people
who try and bring the personal touch to customé&iearly, in this case, it was not
informed by the right data and so the thank youytur loyalty part of that card was
— was inappropriate. But it was absolutely a wekntioned effort to bring a
personal touch to a customer interaction.

Does CBA generally send handwritten cards to custerwho are entitled to a
refund of premiums that they’ve paid?---Not to motvledge. Very unusual to
have handwritten cards.

Do CBA just send cards of that nature to people atgogoing to be giving evidence
in the Royal Commission?---No. And if — if that svéhe trigger for sending the card,
somebody clearly would have scrutinised what wathercard.

Well, CBA has been on notice since 19 Februaryyibés that Ms Savidis was going
to give evidence to the Royal Commission?---Yebelieve — so having investigated
how did that card come about with some of the Consanie folks, there was an
interaction recorded in our customer relationshgmagement system and, without
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looking at the specifics of what that interactioasythe staff member wrote that card
— it triggered a work item for that staff membedate wrote that card. | think well-
intentioned, but misplaced.

No further questions, Commissioner.

THE COMMISSIONER: Are there any party other tf@BA who seeks leave to
cross-examine? Mr Scerri.

MR SCERRI: No questions, your Honour.
THE COMMISSIONER: Very well. Thank you, Mr varoken, you may stand
down. | think we are to see you more than oncénagae we not?---You will — you

will.

THE COMMISSIONER: Thank you very much.

<THE WITNESS WITHDREW [4.25 pm]

MS ORR: Thank you to the Commissioner for sittimglate today. That concludes
the case study in relation to add-on insurance.willenove to a further case study
tomorrow morning.

THE COMMISSIONER: At 9.45 am, the forced marciiioues. 9.45.

MATTER ADJOURNED at 4.26 pm UNTIL TUESDAY, 20 MARCH 2018
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