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Standard 3 – Conflicts of Interest  

1. Standard 3 says that a person who gives financial advice must have arrangements in place to 
manage conflicts of interest, including arrangements to: 

1.1 Where practicable, avoid conflicts of interests 

1.2 Identify conflicts of interests 

1.3 Ensure that conflicts of interests are controlled in accordance with the requirements 
of the FMC Act.  Section 431J of the FMC Act requires that, where there is a conflict 
of interest, priority must be given to the client’s interests by taking all reasonable 
steps to ensure that the advice is not materially influenced by other interests.  

1.4 Adequately disclose conflicts of interests to clients  

2. Issues will arise regarding what types of conflict need to be disclosed to clients.  Potential 
conflicts include where an insurance broker/financial adviser: 

2.1 Has an associated premium funding company which allows clients to fund the 
premium payment over time. 

2.2 Has different brokerage rates with different insurers for specific products, with a 
higher brokerage rate leading to a potential conflict of interest.   

2.3 Has staff incentivised to sell particular insurance products. 

3. Following the release this week of the Financial Markets Authority and Reserve Bank of New 
Zealand joint report, it may be that staff incentives no longer can exist.  But does this 
disclosure requirement require an insurance broker/financial adviser to disclose all the 
different brokerage rates for a specific type of insurance product e.g. home insurance, motor 
vehicle insurance or whatever?  This would be a time-consuming exercise.  Disclosing a 
premium funding arrangement would be less time-consuming but some guidance as to what 
does, and does not, need to be disclosed to a client to avoid a potential conflict would be of 
considerable assistance.   

Apparent contradiction in Standards 4 and 5  
 
4. The way the draft Financial Advice Code currently reads, there appears to be a contradiction 

in the standard of advice required to comply with Standard 4 and the standard of advice 
required to comply with Standard 5.   

5. The Example given for Standard 4 is based on a financial adviser advising on the replacement 
of an existing life insurance policy with a new policy that provides similar benefits to the 
existing policy.  The Example says “Beth, a financial adviser, recommends that a client replace 
an existing life insurance policy with a new policy that provides similar benefits to the existing 
one.  The nature and scope of the financial advice given by Beth excludes a comparison 
between the existing and new policy.  Beth therefore explains to the client that there are some 
situations that are covered under the existing policy (including specific benefits, premiums 
applicable now and in the future, health events or life events) that may not be covered under 
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the new policy, and conditions that may apply because of the replacement (such as a 
requirement for underwriting, loading as a result of the change in health circumstances, and 
any stand down periods).”  

6. However, the Commentary on Standard 5 says “If the nature and scope of the financial advice 
includes an actual or implied comparison between two or more financial advice products, 
the financial advice should be based on an assessment and comparison of each product.  This 
includes for example, where an existing product held by the client is replaced by a new 
product which provides similar features or benefits.” 

7. The Example for Standard 4 says that a comparison between two financial products does not 
need to be given when one life insurance policy is replaced by another.  However the 
Commentary on Standard 5 says that in the event advice is given in relation to two products, 
then advice should be given based on a comparison of each product – surely this must (or at 
least, ought to) include the circumstances outlined in the Standard 4 Example where advice 
has been given to replace an existing life insurance product with a new life insurance product 
with similar benefits? 

8. The Commentary provided for Standard 4 also says that clients should be able to make 
informed decisions about financial advice including whether to act on the financial advice 
given.  It is unclear how a client can make an informed decision whether to act on the financial 
advice if, when faced with replacing one product with another, a comparison of the new and 
old policy is not given.   

9. Of course the Example for Standard 4 expressly says that the nature and the scope of advice 
given excludes a comparison between the existing and new policy, but goes on to say that the 
financial adviser explains to the client that there are situations under the existing policy that 
may not be covered under the new policy and additional conditions that may apply because 
of the replacement.  This appears to be a comparison of the existing and new policy referred 
to in the Commentary to Standard 5.   

 


