
ROYAL COMMISSION PUTS 
PRODUCT SUITABILITY IN THE 
SPOTLIGHT

There is an understated suggestion to advisers  
contained in final Royal Commission report: make 
greater efforts to ensure that product recommendations 
are suitable for clients.

While it is a common-sense recommendation that many 
advisers will already endorse, it should serve as a notice 
for the minority who have yet to adopt a goals-based 
approach that supports clients’ lifestyle objectives.

The product suitability question comes up in 
Commissioner Kenneth Hayne’s view of the ‘safe 
harbour’ provision1, which outlines the steps advisers 
must take to show they have acted in the ‘best interests’ 
of clients2.

One of those steps requires advisers to conduct ‘a 
reasonable investigation’ into the products that might 
achieve the relevant objectives of the client and meet 
the client’s needs.

“In practice this requires the adviser to make little 
or no independent inquiry into, or assessment of, 
products,” Hayne writes in the report. “Instead, in most 
cases, advisers and licensees act on the basis that the 
obligation to conduct a reasonable investigation is met 

by choosing a product from the licensee’s ‘approved 
products list’.”

Theoretically, selecting products from an extensive APL 
should not be an issue. In practice, conflicts of interest 
often lead to inappropriate, related-party product 
recommendations. 

An ASIC review of advice licensees controlled by 
the banks and AMP showed that while third party  
products made up nearly 80% of lists, more than two-
thirds (by value) of investments were directed to in-
house products. Three-quarters of advice files failed 
to show that the adviser had complied with their ‘best 
interests’ duty.

THE END OF ‘SAFE HARBOUR’ 
PROVISIONS?
Rather than require advisers to comply with a more 
prescriptive ‘best interests’ duty (where they explicitly 
state the product comparisons they have made or their 
reasons for recommending any product switches), 
Hayne suggests the possibility of removing the ‘safe 
harbour’ provision entirely. 

“By prescribing particular steps that must be taken, 
and allowing advisers to adopt a ‘tick a box’ approach to 
compliance, the safe harbour provision has the potential 
to undermine the broader obligation for advisers to act 
in the best interests of their clients.”
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1 Section 961B(2) of the Corporations Act. 
2 Section 961B of the Corporations Act. 

https://financialservices.royalcommission.gov.au/Pages/reports.aspx
https://download.asic.gov.au/media/4632718/rep-562-published-24-january-2018.pdf
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It’s important to keep in mind that the report raises 
this as something to be considered as part of a broader 
review, to be held in three years’ time, about whether the 
quality of advice has improved. The underlying intent – 
to focus more on product suitability – is more important 
for advisers to focus on now.

New laws flowing from the Financial Services Inquiry 
(the Murray Inquiry) are already in motion that will 
require businesses to define the target market for their 
products. This should create a stronger relationship 
between more specific client attributes (well beyond 
risk tolerance) to determine product suitability. Hayne’s 
report underlines that trend. 

A GOALS-BASED APPROACH
In practice, it means advisers will need to carry a higher 
burden of proof that the products they recommend 
are truly aligned with their clients’ needs. This requires 
evidence and a shift from the realm of the qualitative to 
quantitative modelling of strategy. 

Common practices, such as recommending a ‘balanced’ 
fund on an approved product list because it fits a client’s 
risk profile, are just the type of compliance-driven 
‘tick a box’ approaches that need to be overhauled. 
This approach ignores risk capacity and goal risk and 
assumes that an investment solution should be defined 
only by a client’s tolerance to risk. Further, the long-term 
static nature of these portfolios often results in variable 

risk anyway, which may prove more than clients can 
handle during a market downturn. 

The answer can be found in a goals-based approach: 
advisers define their clients’ goals, the risk they need 
to take to achieve those goals, and the timeframe for 
that goal. The product solution is then defined by that 
process at the end of the advice chain, rather than at 
the start. 

Clients often have complex needs – saving for a home, 
retirement, children’s education, short-term holidays 
and lifestyle all create multiple goals and time frames 
that need to be managed. In many cases, one product 
solution that may not be suitable if clients are to achieve 
their disparate goals.

This will place massive demands on the industry and will 
only be possible with improved technology. AdviceTech 
will necessarily move from the fringe to the core to 
address the key question of product suitability.

However, if our industry is truly serious about helping 
clients achieve their goals and needs, then we will all 
embrace it.

Innova partners with technology providers to help 
advisers to find the right tools and builds portfolios 
and products that are directly tailored to goals-
based advice. Contact us for more information about  
our approach.

https://static.treasury.gov.au/uploads/sites/1/2018/07/c2018-t312297-Information-Note.pdf

