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Consumer NZ is a broad-based national consumer organisation. On behalf of our 70,000 members we test products, compare the quality of services, research and comment on current consumer issues and expose exploitation of consumers by unscrupulous businesses.
In the course of our work we have assessed a wide range of financial products including fixed interest investments, managed funds, insurance products and credit contracts. We have repeatedly warned the public, and alerted regulators such as the Securities Commission, of the risks arising from related party exposures and other problems in complex investment vehicles like the First Step Trust once offered by Money Managers.

The collapse of many finance companies through 2007 and 2008 made it clear that the non bank deposit-taking sector (NBDT) had become increasingly poorly managed. Assigning a prudential role to the RBNZ seems a desirable way forward, particularly if it is accompanied by a general improvement in the performance of other institutions and professions which have supervisory functions with respect to the NBDT sector.
Consumer NZ agrees in principle with the proposals outlined in the Consultation Paper “Draft NBDT Policies”. We had concerns that, while fostering a much needed improvement in the management of NBDTs, imposing regulations on the NBDT sector could (i) cause the demise of well managed NBDT institutions, (ii) reduce competitive pressures on the registered banks and (iii) add significantly to consumer costs. We believe the NBDT sector fulfills a valuable role in the economy, channeling credit to higher risk areas and providing a diversity of opportunities for investors. However we believe the proposed rules are sufficiently consistent with existing rules for banks and sufficiently aligned with the practices of well-run NBDTs that adverse competitive effects should be minimal.
It is particularly important that the transition to the new rules be closely monitored, as the transition period coincides with when the government guarantee scheme for deposit takers is due to end, a situation which could cause serious disruption in the NBDT sector.

With respect to added costs, in some cases new services (in particular credit ratings) will be sought by the larger NBDTs but in other respects what the proposed regulations seem to require is better quality management, trustee supervision and disclosure of information, rather than more of it. Hence it is not clear that a significant layer of cost will be added to the NBDT sector as a result of the proposed regulations. However, only time will tell if this is the case. We hope that as a result of closer supervision and better disclosure the returns offered by NBDTs will more closely reflect the risks they have – which is an improved outcome for investors.
One aspect of the NBDT sector which has, in the past, worked against investor interests was the complexity of financial structures. In our view, the new prudential regime will only be effective if it discourages the use of complex, multi-layered investment structures. It would seem that the proposed rules regarding the measurement of capital and credit exposures, plus the limit on related party exposures, will discourage unnecessarily complex structures.
Consumer NZ has been, and remains, a strong advocate of improved disclosure from financial institutions. While in some cases it is a lessening in the complexity of information provided to less sophisticated investors that is needed, it is also important that detailed, timely and relevant information is available to analysts and others who advise the public. In our experience it has been difficult to obtain timely and relevant information – even something simple, like requesting a series of financial statements from the Companies Office, has, been a drawn-out, and ultimately futile, exercise.
It is not, in our opinion, sufficient to say that requiring NBDTs to acquire a credit rating is an adequate substitute for high-quality public disclosure. 
With respect to the detailed proposals outlined in the consultation paper, there is nothing we would choose to amend. However, we do have concerns that the prescribed minimum capital ratio may prove inadequate if credit conditions continue to tighten globally, for example. 

Consumer NZ believes it is important to recognise there is a limit to what regulation can achieve. While imposing a maximum limit on related-party lending and insisting on adequate capital levels is an improvement on the current situation, competent and accountable trustees and well-informed investors also have an important role to play in maintaining a healthy financial sector. Therefore, we believe it is essential the proposed regulations, plus those forthcoming on credit ratings, must be complemented by policies designed to improve the performance of trustees and achieve significant improvements in disclosure. This may mean changes to aspects of the trustee profession and a review of accounting rules and practices.
We are happy to expand further on any of the points made above.
