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Thank you for giving Consumer NZ the opportunity to comment on the Securities Commission’s Staff Paper “Authorised Financial Adviser Competence” (20 April 2009).
Consumer NZ is New Zealand’s leading consumer organisation. It has an acknowledged and respected reputation for independence and fairness as a provider of impartial and comprehensive consumer information and advice. Consumer NZ has approximately 70,000 subscribers and since October 2008 Consumer magazine has been available on the newsstand. 

Our comments on the paper are outlined below. 
1.
Standards of competency are welcome.
Standards of financial advice have been poor in recent years. Public confidence in the impartiality, competence and professionalism of the financial adviser industry is low. 

The introduction of competency standards which must be met by those authorised to offer financial services (Category 1), or financial planning services, is welcome. 
Consumer NZ hopes  the introduction of competency standards will:

-
ensure the efficient delivery of sound advice (standards need to be effective)

-
encourage public confidence in financial advisers (standards need to be meaningful, credible and transparent).

-
avoid unnecessary costs to financial service providers and their customers.

We do not believe that introducing competency standards will achieve these aims if, simultaneously, the standards are set to avoid any significant disruption to the existing adviser industry. 
Disruption for some industry members will be unavoidable if standards of financial advice are to improve and public confidence is to be restored.
2.
There needs to be a meaningful lifting of the bar.
Consumer NZ believes that only if there is a firm commitment to significantly higher standards of competence, and official willingness to enforce higher standards, will the quality of financial advice improve and consumer confidence in the financial advice industry be restored. 

If the new standards are set at a level that nearly all currently practicing advisers would qualify there has been no real lifting of the bar. 
Therefore, the new standards  need to exceed the minimum level of competency currently present in the industry, probably by a significant margin. 
While it is conceivable that some incompetent advisers may increase their standard of competence quickly, this seems unlikely. 
It therefore seems inevitable that there will be some restructuring in the financial adviser industry – the less competent will exit. We do not believe the standards should be set low so as to avoid this. 
We do not support the idea of allowing advisers who have failed a competency  assessment against new standards to operate in the role of an authorised adviser, with the same responsibilities, for any period. This offers no protection to consumers who may seek their services, believing them to be authorised and therefore “competent”.

3.
Trade-off for consumers 
A common concern is that many consumers simply cannot afford to pay for good quality financial advice. 
Higher standards of competency may increase the cost of good quality financial advice - the more time an individual commits to acquiring skills and knowledge, and the greater the individual’s talent, the greater the remuneration they may demand. So improving the standard of competency within the financial advice industry may worsen the problem of access to (namely, the cost of) good quality advice.
We see the issue of competency and access as two separate issues. The issue which the standards must address is the competency of advisers. There needs to be a minimum level of competency and it needs to be higher than what we have now.
The cost of advice is something which emerges out of competitive forces within the industry, assisted by improved disclosure and other laws. If competitive forces do not result in acceptable costs for accessing advice, the issue of access may become a public policy problem for which there are many possible solutions – for example public provision of advice, subsidised access etc. 
As a consumer organisation, we are concerned about the cost of essential services and will be happy to contribute to any further discussions about consumer access to good quality financial advice.
4.
Gaps in the National Certificate in financial services (financial advice) level 5

We have looked at the compulsory standards published for Level 5, relying on the information that is publicly available on the NZQA website. 
Our overall impression is that the standards, in their current form, miss important aspects of competency. We give an example below and are happy to discuss our concerns further, if required.
It would seem reasonable to expect a competent adviser (for example, a financial planner or investment adviser) to have a thorough knowledge of all the types of financial securities which are commonly held (company shares, debentures, government and corporate bonds). 
In our view this means (i) being able to explain what factors affect a financial security’s price and to what degree each factor matters (ii) knowing where to source the information needed to assess the security’s current price and risks and (iii) knowing how to assess this information. Directly holding securities is a common consumer investment strategy and we would expect an adviser to add value in this area. 
However the only standards which appear to cover this sort of knowledge are 25642 and 25643 where the expertise required appears limited to high level information and a level of competency which seems close to general knowledge. Knowing the features of a class of investments, and their suitability to different types of consumers, is very different to being able to analyse a particular security.
The certificate requires candidates to show competence in the following (we have paraphrased the standards below): 

…analysing the purpose and function of financial markets…explaining the roles and relationships of individuals and institutional participants in financial markets…explaining the purpose, structures and inter-relationships of specific sectors of the financial services industry…and…demonstrate understanding of the economic environment and connection to financial markets” (25642)
…identifying and evaluating the strengths and weaknesses and common terms and conditions of financial products and services commonly used by financial advisers (including fixed interest, shares/equities, cash, managed investments) (25643)
In practice training organisations may give their students the knowledge and skills we describe, but the NCF (level 5) standards as they currently exist, do not seem to require it.
5.
Transparency will be important
It is essential for consumers to have access to information which will show the range and depth of skill and knowledge they can expect from an authorised financial adviser. They can then decide whether it is a service they wish to purchase.
Currently, the standards published as the National Certificate in financial services (financial advice) level 5 give an indication of the range of knowledge and skill that may be required of advisers who have obtained this qualification, but give no indication of the depth of knowledge and skill required.

We suggest this could be addressed alongside the NQF process. For example, by the NZQA publishing exams used to assess adviser competence, and publishing examples of portfolios of work (with client details removed) submitted by advisers assessed as competent.

Consumer NZ would prefer there to be a single assessing authority and standardisation of assessment tools. If more than one organisation is allowed to assess adviser competency, the standard of assessment may vary substantially from one organisation to another, leading to wide variations in the baseline competency of authorised advisers. 
6.
International comparability
While we acknowledge the benefit of ensuring advisers who pass New Zealand standards for competency are able to be recognised as competent in other jurisdictions, we would be concerned if the standards for competency in New Zealand were set with an eye to what was required overseas. The standards of advice in many countries have been seen to be low and, in our view, what is “authorised” overseas should not be used automatically as a basis for setting standards here. 

New Zealand-based advisers who have been assessed as competent in a regime recognised as demanding high standards will find his/her qualifications internationally portable. Setting high standards will therefore be in the long-term interests of the industry’s own members.

7.
Response to Discussion Points in Staff paper


42. No opinion

45. We agree with the introduction of NQF-definitions for existing qualifications only if this is accompanied by an on-going assessment requirement for authorised advisers (in other words, there is some process by which it can be established that all authorised advisers actually meet a minimum standard of competence, knowledge and skill).


50. We support a baseline standard. We are not convinced NCF Financial Services level 5, as it currently stands, is adequate (see comments above).


55 and 56. It is essential that restrictions such as not working without supervision (including meetings with clients) are imposed on advisers who fail the baseline (or top up) assessment. They should not be allowed to be called “authorised” as long as the restrictions apply (and the restrictions should only be removed once the baseline or top up assessment is passed).


60.
NQF would be useful as a basis for financial literacy programmes.

62.
See comments under transparency above. We believe “shadow shopping” and unannounced official regulator visits would be valuable in raising professional standards.

We are happy to discuss further any of the points made in this submission.

Yours sincerely

Susan Guthrie

Finance Writer

