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Partners Life agrees that this formulation would give rise to compliance uncertainty, as 
identified on page 30 of the Options Paper. For example, it is often necessary to 
balance the interests of one customer against the interests of other customers. In 
direct relation to Partners Life’s business, it may be in one customer’s interests to pay 
a claim that is not covered under the terms of an insurance policy, but to do so would 
not be in the interests of all other customers, as it could result in an increase in 
premiums. This example demonstrates the challenges in applying such a duty. 

Partners Life submits that a duty to treat customers fairly would be more appropriate. 
This is the duty recommended by the International Association of Insurance 
Supervisors (IAIS).  The IAIS Insurance Core Principles provide that “supervisors 
require insurers and intermediaries, in their conduct of insurance business to treat 
customers fairly, both before a contract is entered into and through to the point at 
which all obligations under a contract have been satisfied.”1   

In addition to meeting international best practice a duty to “treat customers fairly” 
would resonate with the behaviour and belief of front-line staff, in a way that 
“prioritizing customers interests” could never hope to do.  The way to ensure good 
customer outcomes is to empower staff, management and the board with a common 
culture of good ethics.  “Treat customers fairly” is an accessible measure that can be 
understood and applied at every level of an organization to ensure that every 
customer gets the right outcome. 

We understand that there is a desire to align the proposed changes with the 
requirements of the Financial Services Legislation Amendment Act 2019.  We strongly 
support the development of a sound regime to regulate financial institutions.  
However, we caution that it Is not appropriate to replicate an advice duty, that exists 
between an adviser and a customer, to the level of a product provider, which owes 
duties to all its customers.  

In addition to meeting international best practice and avoiding the complexities and 
pitfalls of a conflicts of interest duty, an obligation to treat customers fairly would align 
the proposed Conduct of Financial Institutions regime with Standard 1 of the Code of 
Professional Conduct for Financial Advice Services, which requires a person who 
gives financial advice to treat clients fairly.  

Option 2 
Partners Life supports a duty to act with due care, skill and diligence, but believes that 
it requires the additional words “that a reasonable financial institution would exercise 
in the circumstances”, to ensure that there is a suitable context to draw on for 
determining how the duty should be interpreted.  

Option 3 
Partners Life agrees with a duty to communicate clearly and in a timely fashion when 
a financial institution is engaging with its customers. Partners Life believes that any 
formulation of this duty would need to be expressed in a manner that ensures the duty 
applies as is reasonable in the circumstances, so that the context of the 
communications is considered.   

                                            
1 https://www.iaisweb.org/page/supervisory-material/insurance-core-principles//file/77910/all-adopted-icps-updated-
november-2018 
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Option 2 
Partners Life supports a duty prohibiting volume target-based incentives in the form 
referred to immediately above in our response to question 6, Option 1.  

Partners Life supports a ban on volume target-based soft commissions. We submit 
that “soft commissions” be defined so it is clear that the proposed regime will not 
preclude provider funded training, adviser support programmes (such as support in 
transitioning to the new regime for financial advice in the FMCA) and other support 
which is beneficial to customer outcomes. 

Partners Life sees no merit in prohibiting provider funded activities, entertainment, 
support or rewards which do not include volume based targets as they do not 
influence a particular sale.   

Examples would include adviser entertainment such as: 

• Inviting a financial adviser to a rugby game with no requirement that the 
financial adviser sell a specified number of policies to attend.   

• All financial advisers who have placed business with us during the preceding 
year (and their partners) are invited to our Christmas dinner for the region 
where they live. There is no set qualifying level of business required.   

Many financial advisers work alone.  Social events offer a chance for support from 
colleagues, an exchange of expertise and an opportunity for product providers to 
communicate expectations on best practice. 

Non-volume based soft-commissions such as attending rugby games, are a standard 
part of New Zealand business practice and do not cause poor customer outcomes. 

Option 3  
Partners Life agrees that inhouse personnel, who are provided certainty of a 
proportion of their remuneration because of their employment, should not be further 
incentivised solely for sales volumes. We therefore support the proposed Option 3.  

Option 4 
Partners Life does not support imposing parameters around commissions because 
they would be too prescriptive, could limit customer choice and would lead to 
unintended consequences for intermediaries, potentially impeding their livelihood or 
their ability to fully service customers. 

Experience has shown that customers do not wish to pay for advice or have 
unrealistic expectations of the cost of advice if they were to indicate a willingness to 
pay for it. In practice, if restrictions on commission rates cause advice fees to be 
imposed on customers, many customers will be deprived of adequate advice. 

If the objective of Option 4 is to reduce the incentives for churn or encourage product 
reviews, there are better ways of achieving this outcome, such as requiring that 
advisers, who recommend to a customer in person that the customer changes 
products, must provide a clear written statement of the reasons as to why a product 
change is in the best interests of the customer, including a comparison of the material 
differences between the two products which supports that conclusion. Further, the 
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The way in which insurers utilise that ‘’commission’’ load to remunerate advisers has 
significant flexibility built into it, usually at the choice of the adviser. 

Advisers can opt to simply receive the commission as it is deducted from the client’s 
premiums. This is commonly called ‘’as earned’’ commission, which is not subject to 
any claw-back provisions. If the client doesn’t pay a premium, the adviser doesn’t 
receive a commission. 

Another alternative is for the commission load expected to be collected from each 
year’s premiums, to be paid as a lump sum at the start of each policy year. This is 
commonly called ‘’level’’ commissions. If the client cancels the policy part-way 
through a year, a claw-back of commissions paid but not collected from the client’s 
premium, will be clawed-back. 

For some insurers their ‘’level commission’’ option sees only the first year’s 
‘’commission’’ advanced, with commissions paid from the first policy anniversary 
onwards reverting to ‘’as earned’’.  

The most commonly selected commission structure for advisers is referred to as the 
‘’full upfront’’ commission option. 

Insurers will pay an upfront commission of around 180%6 of the first year’s premium 
to the adviser as soon as the policy is issued, and in exchange they reduce the 
percentage of the ‘’commission load’’ built into the client’s premium that will be paid 
to the adviser over the lifetime of the policy. The insurer retains the rest of the 
‘’commission load’’ to compensate for the risk they take on paying an upfront 
commission to the adviser. The ‘’renewal’’ commission paid in the industry when a 
full upfront commission has been selected by the adviser is around 7%. 

Effectively in exchange for taking a full upfront commission based on the first year’s 
premium  the adviser is trading off 18% of each future premium, which are commonly 
increasing each year. Because the insurer is effectively risking capital to fund upfront 
commissions, they also impose a 2-year claw-back obligation on advisers for the 
upfront commission received. 

If a policy is held long-term by the client, the insurer will ultimately be financially 
better off as a result of the upfront commission structure than they would have been 
had the adviser selected ‘’as earned’’ or ‘’level’’ commissions. If the policy is not held 
long-term by the client, then the insurer will be worse off than had the adviser taken 
‘’as earned’’ or ‘’level’’ commissions. 

Advisers can also choose from a range of ‘’middle ground’’ options provided by some 
insurers, where they can choose a lower upfront commission and retain more of the 
‘’as earned’’ commission. These are often called ‘’pendulum’’ commission options. 

The client’s premium is not affected differently between these commission structures. 

Most insurers also offer advisers the option to take reduced commissions 
(irrespective of selected commission structure), which then reduces the commission 

                                            
6 Zurich – “The Risk Advice Disconnect, Briefing paper – life insurance commissions (2019 Feb)” - Figure 6 

 

 




























































































































































































































