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Project overview
The aim of the mystery shopping project was to produce a snapshot of the quality of advice currently given to consumers, to identify key issues through qualitative research and to establish a benchmark by which future reforms could be assessed.    
We successfully recruited 11 “mystery shoppers”.  They were asked to present their own circumstances to up to 4 financial advisers and to request financial advice. The shoppers were also asked to complete comprehensive questionnaires prepared by Consumer NZ. 
The shoppers approached institutions, New Zealand-wide financial planning chains and standalone adviser firms. To ensure an even market coverage Consumer NZ supplied the shoppers with the names of firms to contact (randomly selected in the case of standalone firms). In total 33 advisers were mystery shopped and, of these, 18 advisers were asked to provide investment advice and 15 were asked to provide “pre-retirement planning” advice. Eventually 17 advisers provided plans. 16 of these were written plans and a further 1 consisted of documents related to the verbal advice the adviser gave (which was documented in the shopper questionnaire) . 
A three-member expert panel reviewed the 17 plans. Copies of the financial plans (with firm and adviser details blanked out), related documents and summaries prepared by Consumer NZ were assessed by the expert panel in September. The expert panel was asked to assess the quality of the advice and information given to shoppers.

Shopping output: 
	17 
	Plans reviewed by the expert panel (10 investment plans, 7 pre-retirement plans)

	4
	Plans not received in time to be reviewed by the expert panel (4 investment)

	4
	Verbal advice only (4 pre-retirement)

	8 
	Shopper did not persevere or did not get advice (4 investment, 4 pre-retirement)

	33 advisers in total 
	


1.
The adviser score-card

	The expert panel rated each plan as good, disappointing or rejected

Good plans gave clear, relevant and specific advice that was supported by relevant analysis and reasons for the recommendations. Implementing the advice was likely to be in the shopper’s best interests.

Disappointing plans were, in the opinion of the panel, “very disappointing, underwhelming plans that should have been a lot better”. Disappointing plans lacked good analysis, or there were no or few reasons given for the recommendations. In some cases, although the analysis was good, the advice or costs were unclear or the recommended strategy seemed unnecessarily costly. These plans were “fixable” but the panel would not recommend them without modification or clarification.
Rejected plans contained little relevant analysis and advice, or lacked essential information, or were plans that contained advice that would not be in the shopper’s best interests.


1.1
Only 3 out of 17 plans were rated as “good”

•
3 out of 17 financial plans were rated as good. 

•
6 plans received a panel rating of “disappointing”. 

•
8 plans received a rejected rating.

 1.2
Investment plans were disappointing
•
Of the 17 plans assessed by the expert panel, 7 addressed a clear need for investment advice for significant lump sums that had already been accumulated and a further 3 had both this and other issues to address (a total of 10 “investment plans”).  Of these 10 investment plans, 2 were good, 5 were disappointing and 3 were rejected.

1.3
Pre-retirement plans were even worse
•
7 plans were for clients who had, or were likely to soon have, both assets and significant debts and were wondering how best to meet their short-term goals and prepare for retirement (“pre-retirement plans”). Of the 7 pre-retirement plans, 1 was rated as good, 1 was disappointing and 5 were rejected.
2.
Analysis and advice
2.1 
A dearth of advice

· Of the 17 plans reviewed by the panel, 5 failed to give any meaningful advice. In the panel’s view these plans were “light onceovers of relevant issues but of little use to the customer”. This was a particular problem with the pre-retirement plans (5 plans out of 7 had no meaningful recommendations to implement). 
· Short-term goals were identified in all 7 pre-retirement cases. However, in 6 cases the adviser did not give a meaningful outline of relevant practical steps needed to achieve these goals. 
2.2
Inadequate analysis and rationale
· Of the 17 plans reviewed by the panel, 12 were found to have poor analysis or to lack a meaningful rationale. Examples of poor analysis were (i) the modelling of the draw-down of capital in retirement, (ii) working out the amount needed for a retirement fund, (iii) identifying relevant debt-repayment scenarios, (iv) identifying potential savings out of current expenditure (iv) analysing the implications of tax and (v) comparing  investment options.

· A common problem was the lack of a meaningful rationale for what was being advised. This was a particular problem for the 6 investment plans where the adviser was recommending the shopper put most or all of their lump sum with one provider group (no rationale for the selection of the provider group was given in these situations).
· In-depth analysis of recommended managed funds was also lacking. For example, in 3 cases shoppers were advised to switch out of a Kiwisaver scheme which did not pay commissions to other Kiwisaver schemes which did. There was no meaningful discussion of why this move was recommended. The advisers did not disclose the difference in fee structures between the schemes.
2.3
Advice which was not in the customer’s best interests
· The panel objected to advice to invest significantly in managed funds (beyond the minimum Kiwisaver contribution needed to secure the maximum employer contribution and tax credit) when the shopper was likely to have a significant mortgage.
· Another issue was advisers recommending shoppers hold relatively high-fee managed funds inside a “wrap platform” (an administrative service for investments). The panel thought that, for several of the plans it reviewed, cheaper funds or other investment options would have done the job just as well at less cost.
· The panel disagreed with the recommendation to use a “wrap platform” to hold existing investments that were unlikely to require any administration other than annual tax accounting. At the very least, a comparison of the good and bad points of various administrative options should have been supplied.
· There was debate among the panel on the best way to invest in overseas shares, with concerns being expressed by one panel member about a recommendation to combine shares in 5 international companies with 4 international special-interest listed funds. An alternative strategy of holding an index-tracking international share fund might have been a better option.
2.4
Provider-reliance associated with poor quality 
•
Of the 10 cases of investment advice, 6 seemed heavily reliant on information and recommendations supplied by providers of managed funds and “wrap platforms”. None of these plans were rated as good by the expert panel and the panel expressed concern about the lack of clarity in some of the plans and about costs. 
3.
Costs
3.1
Unclear cost information
· In 2 out of 10 investment plans, ongoing costs were reported as dollar amounts. However, in one case these costs were reported with errors and in the other case only the annual portfolio service (“wrap platform”) fee was reported this way, not the fund-management fees. 
· In the majority of investment plans the information about costs was unclear. For these plans it was impossible for the panel to establish without doubt what the initial and ongoing costs of the recommended strategies would be. Cost information was typically spread across various documents and, in some cases, was conflicting or missing. In one plan the cost information could only be found in tiny print on the form a client would sign to implement a plan.

· There was no consistency in reporting of costs from one adviser to the next. Some reported fees on a pre-tax basis, others on a post-tax basis. Some included GST in the reported fees, some did not. Some separated out different aspects of service and charged separately for each, and some did not. It appears that currently it will be impossible for consumers to compare the likely costs of implementing and maintaining investment strategies recommended by different advisers.
3.2
Lack of information about investment costs
· In 5 out of 10 investment plans fund-management fees were not adequately disclosed. Examples include the adviser not giving out an Investment Statement (nor any other information about fund costs), Investment Statements not including all fund cost information and Investment Statements reporting fund fees as maximums, not actual levels. Where fund “fact sheets” were given these did not include information about fund costs. 

•
Some advisers recommend clients hold direct investments like company bonds and company shares. In these cases, the costs borne by clients are directly affected by how often they are advised to alter their portfolios. In none of the cases where direct investments were recommended did the advisers provide shoppers with any historical examples of how often they recommended changes to client portfolios or what these costs had amounted to for clients in the past. 
•
In addition to administrative costs incurred through buying and selling securities (“brokerage”), the disclosure documents from advisers show that clients with direct investments may not receive all of the interest earned by their cash investments (“interest margins” or cash account “manager fees”) and may pay more to purchase a currency amount or security than the firm paid to buy it for them (“trading margins”). While described, these costs were not quantified with the exception of fees and margins applying to the cash account.

3.3
Impossible to assess whether portfolio services were value for money
•
The annual costs of being in a portfolio service (“wrap platform”) can be high. Fees are charged to cover custodial services, portfolio strategy setting, the buying and selling of investments, the preparation of tax returns and regular reporting.  However, only 1 adviser provided the shopper with a sample update report and only a few provided sample tax summaries. Little information was given about what “monitoring” involved in practice (it may range from a rebalancing implied by a standard portfolio mix to a review of the client’s circumstances). No information was given about how often individual investments were likely to be traded. In no case was information supplied that would enable anyone to assess whether the platform fee was value for money or too high relative to other options. 
· In the 9 cases where a “wrap platform” was recommended, none analysed alternative ways to administer the investments and likely costs. For example, it may be that the investor was prepared to collect the relevant documents and could have an annual tax return prepared by her accountant at less cost.
3.4
Cost of getting advice was high

•
The average cost of a financial plan for those seeking pre-retirement advice was over $700 (costs ranged from zero to over $1200).

•
The average cost of an investment plan was over $500 (costs ranged from zero to over $1200).
3.5
Recommended investment strategies could be too expensive to be of value
•
In not all cases was it possible to estimate the upfront costs of first implementing the advice. However, for the 8 investment plans where we thought the information was sufficient to make illustrative estimates the average upfront cost, including set-up costs for the recommended portfolio service and entry fees for recommended funds, was 1.1 percent of the portfolio value or $4,400 for investors with assets of $400,000. This average was calculated taking into account claims of significant discounting by a few advisers. 
•
For the 7 recommended portfolios with significant holdings in both shares and fixed interest investments we estimated the ongoing net costs implied in the recommended investment advice. We included “wrap platform” fees and, where they applied, brokerage and/or managed-fund fees. Disclosed but un-quantified costs were either left out or estimated conservatively. The ongoing costs averaged 1.4% of portfolio value (after taking into consideration the tax treatment of any costs) – a cost of $5,600 p.a. for a portfolio worth $400,000. 
•
To put ongoing costs in perspective, we estimated long run gross returns from each of the recommended portfolios and deducted tax (at 30 percent) and our estimated ongoing fees for that portfolio. This produced an estimate of what the recommended portfolios might realistically return for each shopper over the long term. We made assumptions about long run investment returns for growth and fixed income assets that were within the range of figures we sourced externally. 
•
We view retail 6 month term deposit rates as the return available to consumers from a risk free asset and therefore a relevant benchmark by which to asset portfolios with significant investment risk. Are the risky portfolios likely to return more over the long term than the risk free rate?
•
The ongoing portfolio costs were sufficiently high that the margin above cash returns (the simple term-deposit option) for risky portfolios was in most cases small and sometimes negative. This was despite the recommended portfolios having an exposure to shares of between 48 percent and 64 percent and so bearing significant investment risk. 
•
The two portfolios estimated to yield the highest net returns to investors were portfolios of directly held securities held within “wrap platforms”. In cases of directly held securities we assumed 10 percent of the portfolio would be sold (and the proceeds used to buy different securities) over the course of a year. 
3.6
Adviser remuneration and managed fund costs

· We found ongoing “trail fees” paid to an adviser by one provider of between 0.5 percent and 0.7 percent of the value of the investment. The adviser reported that this trail commission is “paid by the fund manager and is included in the fund manager fee.” In other countries the entire fund-management fee, which covers the cost of the research and the actual management of the funds, seems close to what is paid to advisers here to distribute the product.
· Assuming 0.7 percent is payable on the most expensive of this provider’s relevant funds, which we believe has a fund-management fee of 1.5 percent, it appears over 40 percent of the fund fees collected will be returned to the adviser industry in this case. 

3.7
Remuneration levels evidence of a poorly functioning market

· Remuneration levels seem inappropriate for the quality of the service offered by the advisers. Of the advisers who reported an hourly rate for some services, the average was $209 (including GST). In all but one case, the advisers also appeared to accept remuneration by way of brokerage, commissions, trading margins or other payments from product providers (although to what extent was often unclear). This cost of service was typically not reflected in the quality of the advice given and raises the question of why competition is not working to remove poor-value advisers from the market.
· The commissions received for selling life insurance policies may be providing a benchmark for the remuneration expected by advisers selling other financial products. A typical rate of sales commission appears to be 90 percent of the first year’s annual premium for the life policy (plus various ongoing trailing commissions that are paid as long as the policy is maintained by the client). This can lead to sizeable sales commissions. Sales commissions on investment products may also be leading to expectations of remuneration levels which exceed the level of service offered.
4.
Poor investment disclosure and performance reporting
· Few Investment Statements. Fewer than half the advisers who recommended managed funds provided Investment Statements about the funds they were recommending.
· Investment Statement of quality poor. Investment Statements from one fund provider did not include fund fee information. Investment Statements from another did not include information about entry and exit fees. Important features affecting the likely risks of some managed funds were not elaborated on in the Investment Statement - for example, the use of hedging instruments for the funds’ equity holdings (this hedging did not apply to the currency exposure of the fund, but to the shares held).

· Poor performance reporting. Information which would help customers assess the quality of the investment advice was missing. In particular, information about the historical performance of the recommended funds or of portfolios recommended by the adviser were either not given or were incomplete. Where fund fact sheets were provided they did not have adequate performance reporting. In some cases there was no reporting or discussion of past performance at all.
· No information was given which would enable investors to assess the value of advice from advisers who recommend directly held investments. While standardised portfolios are likely to have been recommended to clients in the past, no reporting on the performance of these standardised portfolios was given by these firms.
5.
Tied advice portrayed as independent
· In several cases the customer was paying for a plan that initially appeared to be personalised, independent advice but was eventually revealed to be a carefully worded sales pitch for the products of one provider group to which the adviser had remuneration and other ties. 
· In another case the plan read as if a lot of thought had gone into designing a personalised multi-manager investment portfolio for the shopper. In fact, by the end of the report, it was clear that the adviser was actually recommending a standard managed fund mix offered by just one provider. No rationale was given why this provider was selected over others. We view this sort of plan as a sales pitch with heavy input from the fund provider.
· Of the 6 investment advisers who recommended that the shopper put most of their lump sum with only one provider, 4 gave the impression that they could advise on a wide range of investments and were not restricted. While the remaining 2 advisers acknowledged they were restricted to an “approved” list, it was unclear how limiting this was.

·  The practice of charging by the hour or setting a fixed cost for advice gives the impression an adviser is independent.  In all 6 cases where, in practice, the plan seemed to be little more than a sales pitch for one provider, the adviser disclosed an hourly or fixed charge for the advice, creating an impression of independence.

· While we have not done a detailed analysis of commission rates for this report the consistent recommendation that shoppers leave one Kiwisaver scheme (which does not pay commission to advisers) for other Kiwisaver schemes (which do) is one hint that ongoing commissions are influencing advice.
· Advice can be influenced in other ways. In one investment plan 40 percent of the recommended company bonds were in unnamed, yet-to-be issued “new issues”. It seems likely that the wider group to whom the adviser belonged would be underwriting these new company bond issues and collecting selling fees from the borrower. It is in the wider group’s interest to get as many bonds sold as possible. Since these investments haven’t yet been issued, how can the adviser be sure the yield at which they are offered to the market will be fair and that investing in them will be in his or her client’s best interests?
6.
Limited access to good advice
· Access to good advice appears to be particularly bad for those planning for retirement.  The irony of this is that the advice needed by this group seems relatively straightforward. It may reflect a lack of interest in this work by advisers who may see few investment products to sell to this group and therefore expect little in the way of significant ongoing trailing commissions. 
· Of the 7 pre-retirement plans prepared, 1 was rated as disappointing and 5 were rejected by the expert panel. A further 8 advisers were visited by shoppers needing pre-retirement advice, and of these, 4 received only verbal advice and 4 did not persevere with the adviser or could not get advice from the adviser. Of those who received verbal advice, one shopper had to pay over $300 for the advice (the rest paid nothing).
· The only pre-retirement plan that received panel approval had a significant cost (over $1200) but the panel agreed that, given the high cost of poor plans, it was probably value for money. 

· Access to good advice is also limited for investors. Of the 10 investment plans assessed by the panel, only 2 were rated as good. A further 8 advisers were approached and of these, 2 did not persevere with the adviser because the shoppers perceived a lack of interest which they attributed to the size of their lump sum, 1 shopper was required to commit to using a service before they received a plan and a fourth found that what the firm offered was not relevant to his requirements. A further four plans were too late to be assessed.

· We have found banks able to provide relatively cheap but useful advice in the past. As well, according to the ANZ-Retirement Commission 2009 Financial Knowledge Survey, banks are the place most people are likely to go to get financial advice. However, it seems banks may be a difficult place to get pre-retirement planning advice. While four banks were approached for pre-retirement plans, only one provided information which could be assessed by the panel. Staff at another bank claimed it no longer provided this service and another bank’s adviser recommended not proceeding as the cost would outweigh any benefit (as their advice was confined to those with lump sums to invest). Another shopper reported they had just one meeting with a bank adviser in which they received basic advice about managing debt and confirmation that what they were already doing was fine – and the advice was free. 
7.
What was done well?
7.1
Three advisers passed the panel’s scrutiny 
•
Trustees Executors.  The adviser found practical solutions for reducing debt, saving for retirement and dealing with insurable risks. The analysis was appropriate and comprehensive, with practical actions identified and specific options compared. 

•
First NZ Capital. The investment plan put together by the adviser was assessed by the panel as being appropriate for the shopper’s needs and well-explained. The investment mix was found to be acceptable and probably relatively inexpensive to implement and maintain.
•
Stuart and Carlyon.  In the panel’s view the investments recommended were of good quality and the client was quite rightly (in this case) not pushed in the direction of a “wrap platform”.  The panel viewed the information outlining the risks as excellent and liked the way costs were explained.

7.2
Appropriate processes were followed
•
The Consumer NZ questionnaires completed by shoppers covered important aspects of the process advisers follow to produce advice. Based on the shoppers’ responses, it appears the advisers generally attempted in some form all of the steps needed to produce advice (information gathering, goal setting, risk profiling, analysis, advice). For example, of the 10 advisers approached for investment advice, all discussed investment risk with the shopper and assessed the shopper’s tolerance for risk.  However, in many plans the quality of the analysis and advice was found to be poor and in some cases there was no specific personalised advice given.
7.3
Asset mixes were roughly right
•
The expert panel view was that all of the 10 investment plans generally got the mix between growth and income assets correct for each shopper.
7.4
Advisers contributed to the shoppers’ knowledge
•
Every shopper who received a pre-retirement plan recorded that they learnt something from at least one of the advisers.
•
However, we were disappointed that only 1 of the 7 pre-retirement plans included reference to the tools available on www.sorted.org.nz. Since it is unlikely the shoppers would need to get advice again for several years, we believe advisers could have given real value by showing shoppers how to access and use these tools (especially the budget and debt-management ones).
8.
Our observations and recommendations
8.1
Literacy is not the main issue, information quality is
Quite rightly there is a focus on a lack of financial literacy in New Zealand. However, this project has shown that even when experts are presented with financial plans and accompanying reports, typically little of what is needed is actually there or what is there is unclear. 

When it comes to investment advice the level of information provided to consumers by the provider groups through financial advisers is poor. This is especially true of the information needed by consumers to decide whether to proceed with the advice – for example, the likely ongoing costs and a discussion of the past performance of both the adviser and the products/strategies he or she recommends (while historical performance is not a guide to future performance it has material information value). 

Investors need good information to decide on what recommended strategy to adopt. Once committed to a strategy, they also need good information to decide whether to stay there. Investors contemplating “wrap platforms” need to be shown what the ongoing reporting quality will be like. If the sample report looks unhelpful or is incomprehensible, the wise investor will look elsewhere because they will be unable to assess the performance of the advice through time. In only 1 case out of 9 where a wrap platform was recommended, was a sample ongoing report provided. 

While we received too few samples of ongoing reports to comment, we suspect the information quality is poor.

The low quality of information provided to consumers is one reason they cannot tell good advisers/providers from bad, which in turn means poor-value advisers and providers will not be eliminated from the market by competition. It also means services such as advice can be charged at an unrealistic price because consumers cannot establish what service level they are receiving. 

This is not due to a lack of financial literacy (although clearly an improvement will enhance the ability of consumers to identify good-quality advice). We believe the problem sits with the quality of the information supplied by providers who rely on indirect selling (via advisers). Of the sizeable amount of policy development which has been done in recent years, we can find little that requires meaningful reporting of the information needed by consumers. Given the providers are tied so closely to advisers in many instances (providing material for the plans, for example) they must share responsibility for the quality of information which flows through advisers to consumers.

8.2
Unusually in New Zealand’s case cash is a realistic alternative to balanced portfolios
For the past 20 years New Zealand has had relatively high interest rates which have given positive real returns to investors. The OECD and IMF term New Zealand’s situation as having “structurally high” interest rates. It means, unlike other countries, term deposits have been a realistic competitor to other investment products.  So the annual returns “bar” that managed funds have to leap to add value is high.

Our analysis shows that margins above cash for balanced portfolios may be low or negative because of the likely ongoing costs implied in the recommended portfolios. This is because of high platform charges and high fund fees (which in turn reflect an expensive distribution network). This goes some way to explaining the results we have consistently found from our long-run fund performance analysis where term deposits have often been a superior investment to balanced managed funds (and that is without taking into account the added cost of holding the managed funds within a “wrap platform”).

To reiterate, this is not what overseas studies may lead us to expect, but New Zealand has a unique real interest rate “problem” that has been identified by groups such as the OECD and IMF. The reality (as many Japanese housewives and European dentists have discovered) is that good real returns are typically to be had from New Zealand fixed interest investments. For New Zealand investors with few anticipated overseas expenses the benefits are even greater in that there is no currency risk to be endured with a “cash” strategy.
This is a challenge which we don’t believe the New Zealand provider/adviser industry has given any thought to let alone tried to address in the design of its products and cost structures. The industry has not been forced to because it has have been effective in reiterating the mantra that “cash is bad” when in fact, in New Zealand’s case, this simplistic claim cannot be justified. 

More than twenty years have now passed since the dollar was floated and interest rate controls were lifted. Enough data should be available to support a rigorous investigation into the returns achieved by New Zealand investors, including a comparison between retail cash-equivalents (zero-risk assets) and risky asset classes.

8.3
What will compete effectively with the current industry to give realistic low cost investment options to New Zealand consumers? 

Whereas it was once expected that the distribution network of the banks would make low-cost access to managed funds a reality for consumers, the banks do not appear to be aggressively competing. In some cases instead they have linked up with the non-bank fund providers that supply potentially expensive investment products and services. 
For consumers with low savings there appears to be limited to the broker groups and private bankers who might be expected to help with direct investment, thereby avoiding expensive managed-fund and “wrap platform” fees.  This lack of participation in direct investments by a significant portion of the population means there is limited competition for the fund and platform providers coming from this channel. 

8.4
Extending the government-funded budget service to “middle New Zealand” seems warranted
Our project revealed how difficult it was for middle-income New Zealanders to get good pre-retirement planning advice at an affordable price. Yet this group was also unlikely to access the Family Budget Advice Service as it is, we believe, commonly perceived to be needed only by those in financial distress. Perhaps a sister service, or a rebranded version, is needed. One consideration would be to extend the Retirement Commission’s Sorted website to include a face-to-face service.
8.5
Enhanced implementation of existing consumer laws would improve outcomes

The Consumer Guarantees Act 1993 (“CGA”) and the Fair Trading Act 1986 (“FTA”) operate to protect the rights of consumers, specifying remedies in the event poor-quality goods and services have been supplied and assisting consumers in their search for good-value products and services. Complaints under the FTA can be made to the Commerce Commission but there is currently no government agency given authority for enforcing the CGA (recourse is via various disputes tribunals or ultimately the courts).
We believe both the CGA and the FTA can be as appropriately applied to firms that provide financial advice and other services, and financial products like managed funds, as to other industries. 
The CGA requires services to be executed with “reasonable care and skill” and both services and products (including managed funds) to be “fit for a particular purpose”. Recommendations that work against the client’s best interests do not, in our view, meet a standard of being delivered with “care and skill” nor are the recommendations “fit for purpose”. Under the CGA consumers have the right to demand a remedy, including repair or reimbursement. They can also claim for consequential losses caused by products or services that were not fit for purpose.
We believe objective analysis would be capable of revealing poor-quality financial products and services. 
We believe if the adviser/provider industry knew its products and services might be unexpectedly scrutinised by experts, and they faced the prospect of fines or compensating consumers if the goods or services were not “fit for purpose”, they would take more care to offer advice that is in their clients’ best interests. In the case of investments, advisers might take more interest in the ongoing costs of the strategies they recommend.  In a similar way, unexpected scrutiny of the information given to consumers, with the prospect of significant penalties for non-compliance, would seem beneficial.

We believe immediate changes to how the current consumer legislation is enforced could bring real benefits. While currently many areas of legislation that apply to the financial services industry are being reviewed and developed, we expect this to be a time-consuming and slow process. Consumers need enhanced protection from poor-quality financial products and services as soon as is practicable and realistic solutions are required urgently.
Annex 1.
The mystery shopping 
In our view the only way to discover what an industry really delivers to consumers is to closely watch it in action. For a services industry like the financial advisers’ industry this means “mystery shopping” it. We have done this previously, in 1998, 2002 and 2005. Mystery shopping of financial advisers has been done by the Financial Services Authority in the UK and by Australian Securities and Investments Commission in Australia.

Earlier this year we approached people we thought might be interested in purchasing financial advice. We successfully recruited 11 “shoppers”.  The shoppers ranged in age from the mid-30s to 80 and were located in Auckland, Wellington, Christchurch and Bay of Plenty.

The shoppers were asked to purchase advice from three advisers that we selected (some shoppers approached four) and complete comprehensive questionnaires. In exchange for their help (and copies of all the information they were given) we agreed to pay for the cost of the shoppers’ plans. In total 33 financial advisers were mystery shopped.

For each shopper we aimed to assign an adviser from each of three segments of the market – advisers who were clearly part or associated with a major institution (for example, a bank or insurance company), advisers who belonged to a New Zealand-wide adviser chain (for example, a financial planning chain or sharebroker group) and advisers who appeared to be standalone firms. Where several standalone firms were available, we randomly selected the firms to be shopped. Sometimes the location or needs of the shopper meant this overall allocation was not possible, but generally we did achieve what we believe to be a fair coverage of the various market segments.

Before the mystery shopping began Consumer NZ staff contacted all the firms identified, pretending to be potential customers, to check that the firms could offer comprehensive financial advice (particularly for someone with relatively limited investment assets). All the firms included in the project appeared to be able to do this.

Prior to beginning the project we entered into discussions with the Retirement Commission, the Securities Commission and the Ministry of Economic Development to obtain direction and funding for the project.  Their input and funding was invaluable.  However, the analysis and conclusions included in our report, and the opinions expressed, are entirely our own and should not be attributed to these organisations.

Annex 2.
The expert panel 
Each day they met, our panel had three members. 

Jonathan Glass is a client adviser with Gareth Morgan Investments and has 10 years experience in the financial industry in New Zealand and the United Kingdom. Jonathan was present on the panel for both days.  

We asked the Institute of Financial Advisers (“IFA”) to provide a panel member. IFA President Lyn McMorran kindly arranged for Craig Wylie, adviser and principal of Financial Fitness in Wellington, and Tony Cross, an investment manager with BNZ, to attend our panel. Craig and Tony attended the panel on alternate days.
The third member of the panel was Andrew Coleman, Senior Fellow at non-profit research institute Motu Economic and Public Policy Research and lecturer in economics at Victoria University of Wellington.  Andrew attended the panel on both days.
Of the 33 advisers visited, 16 produced written advice and a further 1 gave the shopper documents related to the verbal advice they had given (which was documented in the shopper questionnaire). These formed the 17 plans. The advice documents plus disclosure documents, investment statements and summaries (of both these documents and the questionnaires completed by shoppers) prepared by Consumer NZ formed the basis of the assessments completed by the panel which met over two days in September. All the plans reviewed by the panel were coded so that the adviser could not be identified.
We asked the panel to assess the quality of the advice and information given to shoppers. The panel did not specifically address issues such as whether the advisers followed the “correct” process but focused on what the advisers produced for shoppers. 

Other than where we directly report the views of the expert panel, the opinions expressed in this report are our own and should not be attributed to the panel members.
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