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Australian Royal Commission themes
The FMA and RBNZ have requested New Zealand banks to demonstrate that ‘what is happening in Australia, in 
relation to the Royal Commission into Misconduct in the Banking, Superannuation and Financial Services Industry 
(‘the Commission’) is not happening in New Zealand.’

Across our first two issues we analysed the outcomes of the first four phases of the Commission hearings. These 
focused on the areas of consumer lending, financial advice, Small and Medium Enterprise (SME) lending and rural 
customers. Our flyers identified the key themes and findings that New Zealand banks may be expected to report on 
to the FMA/RBNZ. Our latest update focuses on the two most recent hearings, which covered superannuation and 
insurance providers.

Round 5 – Superannuation
The fifth round of hearings considered issues such as selling practices in relation to superannuation, the relationship between 
trustees and financial advisers, the current Australian legal regime and the effectiveness of regulators. During the hearings five 
key themes emerged:

Issue 3 - September 2018

Theme Findings
Clarity of disclosures and 
fair application of fees  
and charges

Suitability of advice

 — Continued evidence of ‘fees for no service’ issues were raised during the hearing, including adviser service 
and plan fees. This followed similar evidence arising in the Financial Advice and SME lending hearings.

 — Cases where there was a lack of clarity in whether fees were ‘optional’ or ‘negotiable’ in disclosure 
documents. In some cases the lack of clarity in what customers were permitted to do led to 90% of returns 
being consumed by fees.

 — Examples were given of where high direct and administration fees on cash management investments were 
significant drivers in customers making a loss on their investments.  

 — The Commission heard instances of branch staff providing unsuitable advice and recommendations which 
influenced a customer’s decision making about particular products.

 — Conflicts of interest and independence were also topics of discussion, with questions raised over the 
appropriateness of acting as a fund and having a related party acting as the trustee for the fund.

 — The Commission heard details on monies paid by a fund’s manager to financial advisors with the intention 
of keeping funds within the banking group, without due regard for the best outcomes for their customers.

 — In relation to a ‘fees for no service’ issue, the Commission heard in one case that it had taken a provider 
two years to establish an appropriate methodology for compensating its customers. This came after it  
had first become aware of the issues five years previously and failed to investigate properly across  
this period.

 — Another provider, becoming aware of a ‘fees for no service’ issue, considered changing their terms to 
enable them to continue to charge customers rather than seek to remediate. Whilst they did not end up 
changing the terms, they continued to charge the fees for three years.

 — The Commission heard issues over communication between a service provider and ASIC in determining 
appropriate costs of remediation, with the insinuation that the service provider had lowballed the actual 
compensation payable to appear ‘middle of the pack’ in terms of similar issues at other providers.

 — Another case discussed an instance where a provider made an over-distribution of funds which they 
proceeded to claw back over the next three years to compensate for this, without informing either their 
customers or the Australian regulators.

Poorly designed 
remuneration & 
incentivisation schemes

Failure to rectify customer 
issues in a timely manner

Open and honest 
cooperation with 
regulators



Fair and equitable 
treatment of customers

The Commission heard instances of poor customer outcomes, caused by:

 — Insurers pressuring customers into accepting cash settlement offers lower than the value of their entitlement.

 — Insurers requiring customers to use particular service providers which extended delays and affected the 
quality of work.

 — Delays in processing claims which impacted on the customer’s ability to undertake repair work.

 — Customers feeling discouraged to make claims, as they would result in higher premiums.

 — Use of non-standard definitions by insurers were highlighted as one cause of the misalignment between 
customer expectations and insurance coverage.

 — In one insurer’s digital sales process, terms, conditions, and disclosures were not clearly disclosed to 
customers because of the layout of the website. This was further exacerbated by the insurer being  
slow to remediate the website. Incorrect information remained in place for over two years from originally 
being published.

 — The Commission heard a case where an insurer incorrectly decided not to report a breach to ASIC, having 
failed to consider the ASIC criteria for determining whether the breach was significant. For breaches not 
reportable to the regulator, there was no defined protocol for following up on the progress of remediation.

 — The hearings identified cases where add-on products were sold to customers that frequently proved to be 
more expensive than if they had bought the products separately.

 — Where general insurance was sold under a no or general advice mode, it resulted in the widespread sale of 
insurance unsuitable to the customers buying it.

 — The Commission heard instances of insurers failing to monitor and supervise significant intermediaries 
including the Authorised representatives, appointed agents, and material outsource providers.

 — As with previous hearings, it was identified that there were failures to invest adequately in the risk 
and compliance functions of insurers, including defining compliance strategies. This included where 
documented risk and compliance frameworks did not align with the way the processes were lived in the 
organisation. Day-to-day activities of line 1 and line 2 staff ended up being dominated by reactionary work 
such as remediation and responses to breaches.

 — Examples were given of insurers focusing on a legalistic approach, asking ‘can we’ rather than ‘should we’.

 — One example provided of shortcomings in remediation processes was a failure to confirm the effectiveness 
of remedial actions following an incident.

 — The Commission also raised highlighted failures to properly investigate and remediate incidents and 
breaches to address root causes and instil a positive compliance culture.

 — The Commission heard of how remuneration scheme caps were circumvented. Whilst commission was 
capped at 20% for Consumer Credit Insurance (CCI), it was exceeded when the CCI premiums were 
included in the calculation of product mix bonus payments.

Clarity of disclosures and 
fair application of fees and 
charges

Suitability of products and 
advice

Open and honest 
cooperation with 
regulators

Oversight of staff and third 
parties

Remediation activities

Poorly designed 
remuneration & 
incentivisation schemes

Theme Findings
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Round 6 – Insurance
The sixth round of public hearings considered issues associated with the sale and design of life insurance and general insurance 
products, the handling of claims under life insurance and general insurance policies, and the administration of life insurance by 
superannuation trustees. The hearings also considered the appropriateness of the current regulatory regime for the Australian 
insurance industry. Due to the volume of evidence arising from the hearings, these have been separated between life and  
general insurance.

General Insurance



Poorly designed 
remuneration & 
incentivisation schemes

 — Breaches of anti-hawking legislation from outbound calling. In the case of one insurer this totalled over 
300,000 calls.

 — The Commission heard evidence of an insurer targeting lower income earners with lower value, higher cost 
Guaranteed Acceptance products, such as funeral insurance. More affluent customers were targeted with 
personalised advice and insurance products that offered higher value benefits at a lower relative cost.

 — The hearings also revealed use of sales scripts that would create a level of ‘customer disturbance’ that 
would prompt them to make a ‘grudge purchase’ of insurance.

 — Retention agents at one insurer were instructed that they would fail their quality assurance (QA) unless 
they attempted to sell the customer alternative insurance. Accidental Death insurance was offered as a 
lower-cost alternative to life insurance by the retention agents, despite the fact that this product was a 
different sort of product. The difference between the products were not clearly explained to the customer.

 — Tele-underwriters were found to have sold income protection policies in fast phone calls, failing to provide 
customers with sufficient time to consider responses.

 — Issues identified by ASIC included:

      - Sales agents putting pressure on customers to sign up immediately

      - Collection of personal details before customers had agreed to purchase.

 — The hearings revealed that life insurance companies continued to pay financial advisers high rates of upfront 
and trail commissions to encourage the advisors to recommend their products. It was accepted that these 
incentives encouraged high sales volumes, sometimes at the expense of the customers’ best interests.

 — Some insurers’ direct sales KPIs, on which commission payments were calculated, were frequently based 
solely on the sales agents had made, irrespective of quality or compliance. Other incentives were based on 
financial outcomes, loss, and premium to claims ratios.

 — Where QA and compliance results were included in the calculations of commission, this had a negative 
impact on income, which inadvertently meant agents were incentivised to sell more aggressively to make 
up the shortfall.

 — At one insurer, the Head of Sales was also Head of Compliance, resulting in sales being prioritised  
over compliance.

 — Issues identified by ASIC included:

      - Customers failing to be informed when the first premium would be due.

      - Customers informed premiums would never go up due to age, but not informed that the insurer could  
        raise premium rates on notice.

      - Misrepresentations on the terms or application of the policies, including a failure to discuss exclusions  
        before the customer agreed to proceed with the policy.

      - These issues were identified as being present broadly, but also specifically in relation to customers from    
        lower socio-economic backgrounds.

      - Failures in updating definitions, the example being a heart attack, which resulted in customer claims  
        being declined. The Commission heard the insurer’s failure to update the definition was due to commercial  
        factors, and concerns about the impact on customers were ignored.

      - Statements in product advertisements were found to be insufficiently qualified or too limited to ensure  
        readers were aware of the specific criteria that they were required to meet.

      - Of one insurer, premium deductions for life insurance continued after notification of death until the claim  
        was complete, at which time the premiums since the date of death were refunded. The insurer was not  
        entitled to deduct the premiums after death but in some cases did so for up to 18 months after the  
        member had died.

Inappropriate sales 
practices

Clarity of disclosures and 
fair application of fees

Theme Findings
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Fair and equitable 
treatment of customers

 — Reviews of sales calls as one insurer fell into “unconscionable conduct territory” as sales made to 
customers who had indicated financial difficulty or that they would otherwise struggle to pay. These  
issues were identified as being present broadly, but also specifically in relation to customers from  
low socio-economic areas.

 — Customers faced significant hurdles to cancel with insurers, including:

      - Being told that they could only cancel their insurance policies over the phone, and not in writing.

      - Customers attempting to cancel their policies over the phone had long hold periods and were required to    
        speak with retention agents who had targets to retain customers. Frequently, these retention agents      
        would not take ‘no’ for an answer.

 — Customers experienced delays in receiving pay-outs on claims, driven by poorly designed internal system 
indicators and handover processes.

 — Unfair exclusions of customers which fell below community expectations, including blanket mental health 
exclusions on income protection policies and certain occupations on accidental death policies.

 — Insufficient oversight of Claims Managers, resulting in widespread instances of unfair customer treatment, 
including aggressive monitoring to assist in denying claims. This was exacerbated by failures to properly 
induct and train claims staff.

 — Inappropriate internal and external communications including belittling claimants, providing incorrect 
information and using heavy handed tactics.

 — Inequitable treatment of customers leaving employer schemes, including ineligibility and being charged 
higher risk based premiums when ‘de-linking’.

Vulnerable customers

Theme Findings

Disclaimer: This document is made by KPMG, a New Zealand Partnership and a member firm of the KPMG network of independent firms affiliated with KPMG International Cooperative (“KPMG 
International”), a Swiss entity, and is in all respects subject to the negotiation, agreement, and signing of a specific engagement letter or contract. KPMG International provides no client services. 
No member firm has any authority to obligate or bind KPMG International or any other member firm vis-à-vis third parties, nor does KPMG International have any such authority to obligate or bind 
any member firm. 1809-165_CDT

Life Insurance (continued)

Further updates and draft reporting
Following conclusion of the Insurance hearing, the Commission takes a two month hiatus, resuming again in November 2018. 
The seventh round of public hearings will focus on policy questions arising from the first six rounds.

The Commission is due to submit an interim report no later than 30 September 2018, and will provide a final report by 1 February 
2019. Our next update will focus on the contents of the interim report.

Ceri Horwill
Partner, Advisory

+64 9 367 5348
cerihorwill@kpmg.co.nz

Godfrey Boyce
Chief Executive Officer

+64 4 816 4514
gboyce@kpmg.co.nz

Contact us

Adele Wallace
Associate Director, Advisory

+64 9 367 5941
adelewallace1@kpmg.co.nz

Ross Molyneux
Associate Director, Advisory

+64 9 363 3272
rmolyneux@kpmg.co.nz


