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Executive summary

We would like to thank all submitters for their feedback on our consultation on a proposed exemption to facilitate
personalised robo-advice. We received 49 written submissions from a wide range of stakeholders including financial
advisers, product providers, fintech start-ups, dispute resolution schemes, industry bodies, and law firms. We
acknowledge the points raised and the effort put into the submissions.

This document contains a summary of the key themes raised in the submissions, with individual written submissions
papers attached. Two submitters requested their submissions remain confidential. These submissions have not been
published. Others have sections redacted. We can withhold information in accordance with the Official Information

Act 1982 and Privacy Act 1993.

The themes are:

strong support for an exemption

opposition to limits

robo-advice should meet the same standards that apply to authorised financial advisers (AFAs)
exemption conditions should be aligned with new advice regime requirements

exemption applicants should be pre-approved or licensed.

The summaries of each theme outlined below include our responses to them.
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Feedback themes

Strong support for exemption

We received strong support from submitters for using our exemption powers to facilitate personalised robo-advice
under the current Financial Advisers Act 2008 (‘FA Act’). Submitters felt this would improve consumer access to
advice. Submitters also believed that delay would mean New Zealand will lag further behind other jurisdictions in this
sector.

Submitters who opposed the exemption raised concerns that robo-advice has risks and we should not rush to enable
it. Some submitters also felt robo-advice should be implemented through a law reform process and not through the
use of our exemption powers.

Our view is that an exemption has the potential to improve consumer access to advice in a cost-effective and
innovative manner. The exemption will have conditions in place to help address the risks and provide consumer
protection safeguards.

Opposition to limits

There was general opposition to the imposition of any financial limits. For example, an individual client investment
limit or a limit on the total investment amount of products. We recognise financial limits may be difficult to apply in
practice or may have unintended consequences. These concerns were reflected in the submission feedback. We do
not plan to impose any financial limits.

Many submitters also felt the eligible product list should be expanded to include mortgages and personal insurance
products. Submitters believed our objectives of improving consumer access to advice apply to these products. We
have considered the feedback and will expand the eligible product list to include mortgages and personal insurance
products.

Robo-advice should meet AFA standards

Many submitters believed robo-advice should meet the same standards as those that apply to AFAs. Submitters felt
that the delivery channel should not affect the requirements that apply. We agree with this principle. Our view is that
personalised robo-advice should be delivered in a manner that is consistent with the principles of the Code of
Professional Conduct and other requirements that apply to AFAs. This will be reflected in the exemption conditions.
Providers will also need to apply to us to rely on the exemption. This is consistent with the requirement for AFAs to
apply to us before they can enter the advice market.

Conditions should align to new regime

Submitters requested that the exemption conditions align with the requirements that will apply under the new advice
regime. Submitters raised concerns about incurring costs to comply with requirements that then change; and the risk
that providers rely on the exemption then fail to obtain a licence.

Our exemption powers allow us to enable personalised robo-advice under the current FA Act regime. We cannot bring
forward requirements that will apply under the new advice regime. Many of these requirements are still in
development- such as the new Code Standards.
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Providers will need to apply to us to rely on the exemption. The exemption application process is not a substitute for
obtaining a licence under the new financial advice regime. If a provider is approved to rely on the exemption, they will
still need to undergo a full Financial Markets Conduct Act 2013 (FMC Act) licensing process in the same way as any
other financial advice provider.

Providers will need to make a commercial decision about whether they wish to apply to rely on the exemption and
provide personalised robo-advice under the FA Act, or wait until the proposed law reforms take effect in 2019.

Applicants should be pre-approved or licensed

A number of submitters believed we should pre-approve exemption applicants rather than applying a pre-notification
procedure. Some submitters felt providers should be a qualifying financial entity (QFE) or FMC Act licensee to rely on
the exemption. Reflecting this feedback, while we will not require providers to have a licence, they will need to apply
to us to rely on the exemption. Similar to the AFA application process, providers will need to provide us with good
character declarations and information showing they are competent to provide the robo-advice service. The
application process will provide further opportunity for providers to engage with us. We continue to encourage all
providers developing innovative services to engage with us early in the design process.
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Appendices

e Accordia Asset Management Limited and Accordia

Services Limited

e Alistair Bean & Assoc’s Financial Services Limited

e AMP

e ANZ Bank New Zealand Limited

* ASB

e Banking Ombudsman Scheme

e Bell Gully
e BNZ

e Chapman Tripp
e Cigna Life Insurance NZ Ltd

e Code Committee

e Cygnus Law Ltd

e Delta Insurance New Zealand Limited

e DLA Piper New Zealand

e Dynamique (UK & NZ)

e Fidelity Life Assurance Company Limited

e Financial Services Complaints Ltd

e Financial Services Council

e Financial Services Federation Inc.

e Fisher Funds Management Ltd

* FENZ

e Health Funds Association of New Zealand Inc

e |[lumony Ltd

e |Institute of Financial Advisers

Insurance Council of New Zealand

Insurely Global Limited (trading as ‘Teddy’)

InvestNow Savings and Investment Service Ltd,
Implemented Investment Solutions Ltd

Kehlmann Berleys Capital Ltd

Kensington Swan

Kiwibank, Kiwi Wealth Limited and the Gareth
Morgan Investments Limited Partnership

Medical Assurance Society New Zealand Limited

Mercer (N.Z.) Limited

Milford Asset Management Limited

MinterEllisonRuddWatts

New Zealand Bankers’ Association (NZBA)

New Zealand Funds Management Limited

New Zealand Shareholders Association Inc. (NZSA)

Nikko Asset Management New Zealand Limited

Partners Life

Peter Dredge Limited

Russell McVeagh

Sharesies Limited

Southern Cross Medical Care Society (trading as
Southern Cross Health Society)

TSB Bank

Westpac New Zealand Limited

Personal submission 1

Personal submission 2
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Feedback form: Proposed exemption to facilitate personalised robo-advice

Please submit this feedback form electronically in both PDF and MS Word formats and email it to us at
consultation@fma.govt.nz with ‘Proposed exemption to facilitate personalised robo-advice: [your organisation’s name]’ in the

subject line. Thank you.

Submissions close on 19 July 2017.

Date: 5t July 2017 Number of pages:
Name of submittcr:
Company or entity: Accordia Asset Management Limited and Accordia Services Limited

Organisation type: MIS and Adviser Firm

Contact name (if different): ||| | | GG
Fontac email and phone:

Question or Response
paragraph number

You don’t need to quote from the consultation document if you note the paragraph or question number.

Q1 Yes, we agree with the proposal to expand the giving of financial advice to
non-natural persons.

- We need to be more innovative around how we obtain information
and advice and recognise that not everyone needs or wants to see a
financial adviser.

- Some people have simple needs they can meet themselves on-line
and they will go there anyway.

- We need to help make investment as ‘every day’ as on-line banking
and that means allowing the investor to tailor the experience to their
own needs. A well designhed Robo platform will provide an easily
understood menu.

- Consumer protection needs to be strong to ensure consistency,
control from manipulation and misrepresentation. Our biggest
concern is that robo-advice is just a mechanism to manipulate
people into doing what you want them to do anyway. Algorithms
need to be tested against criteria to ensure they have the clients’
best intentions at the forefront of their design.

Q2 It is a positive step to allow an exemption prior to the official law change as
long as the FMA has clear guidance on what is acceptable and what isn’t. If
that can be developed before 2019 and helps expand the market and
maintain client protection then the risks to consumers are the same now or
in 2019. The fact is that consumer demand and technology will outpace any
law changes as proposed for 2019

Q3 'To a pure robe-advice provider the costs would be unreasonable as there
would be additional wages as well as process and document costs to
attend to.

For an adviser firm that is using robo-advice to streamline existing systems
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e.g. data collection, risk profiling, the costs should reduce and the
exemption could make compliance easier, quicker and cheaper for all
parties.

The costs to a pure robo-advice firm of having a natural person would
outweigh the compliance benefits. The reason being is that there are still
inconsistencies when people provide advice and it is hard to monitor and
manage advice given by people. A computer should provide the same
advice to different people in the same situations or at least not be radically
different. However, the robo process should be able to detect when a
consumer is inputting certain data that would indicate that there may be the
need for input from a natural person.

The issue with robo-advice occurs when the firm tries to ‘pigeon hole’
people to make it easier to sell a product when in fact there are significant
differences that require a different piece of advice.

Q4

A class exemption is acceptable if the criteria for acceptance is robust and
can accommodate the varying types of robo-advisers. If someone is quite
different then they can apply for a different kind of exemption. Yes, we
agree that there should be limitations and conditions.

Q5

For customers, it will open the possibility of getting advice when they
would have usually been excluded from the market. It may increase the
general public’s engagement with investment and financial services which
is positive. Many different types of adviser could appear and we would
hope that the majority offer services that add value to customers.

For the providers it can provide opportunities to streamline existing
services by allowing the customer to have more control over the experience
e.g. with providing personal information. It can remove barriers to entry by
simplifying the application and AML/CFT process.

The concern is that it also opens the opportunity to exploit a vulnerable
section of the market who are just starting out with savings and could be
prone to scams or promises with no outcome.

Q6

By not granting the exemption you miss a valuable opportunity to meet the
markets needs and do it in an environment that can to the best of its ability,
protect the client as well.

IAs KiwiSaver balances increase and people start taking more notice of
what they have, industry must provide an affordable service to help them
understand their investments. There is also an opportunity to help more
people at the lower end of the market with financial difficulties. You can
increase engagement around money, investments and insurances and help
people become more confident in talking about and dealing with finances.

Q7

Yes there is definitely an advice gap. The majority of the advisers (AFAS) in
the industry target high net worth clients with at least $300,000 but would

prefer over $500,000. Many advisers want to accept savings clients but the
cost to service them outweighs the benefits to the business. This results in

an industry that has a database with an average age of over 60 and every
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increasing drawdown diminishing the size of the book.

Robo-advice can provide a significant advantage to these firms, as it can
allow them to accept savings clients to build up the business at low to no
extra costs. A Robo Advice model will also allow consumers to select what
service level they are comfortable with, and any fees associated with that.

A simple service level can be developed for these savings clients and then
face to face engagement (based on hourly rate or fixed fee if necessary) can
be provided as requested.

Q8 Yes we would use robo-advice. Initially to streamline services to clients and
allow them to ‘drive’ more of the experience. We would use it to improve
our service to clients both at the initial stages and for ongoing servicing.
\We would want this opportunity in the next 12-18 months.

Q9 \We believe that both financial advice and investment planning services be

offered under robo-advice. Consumers need access to both, however the
criteria for working in the clients best interests is key and ensuring the
client is not just manipulated into a product is essential to protect against.
People need to understand what they are buying.

\We agree that DIMs are problematic as it does assume the client is savvier
around choosing investments as opposed to simply choosing a
conservative, balanced or growth fund which has set parameters. The
importance of a Robo model is that it should be a clear investment process.
There is definitely a significant risk with a DIMs solution, where there could
be a lack of understanding as to what is required on an ongoing basis to
build and maintain an appropriate portfolio without sufficient knowledge
and experience.

\We agree that liquidity must be a key consideration for accepting a robo-
advice provider. The clients must be able to exit quickly (within 2 months) if
they find they made a mistake.

The provider must be able to demonstrate that there is a very clear link
between the value they purport to provide to the client and the value
received by the client.

\We do not believe there should be a value minimum or cap as all types of
people with varying levels of wealth can benefit from increased access to
advice.

\We agree with the other conditions to notify the FMA of the intention to
offer arobo-advice service, the extent of the service and all of the key
aspects affecting the client. Disclosure about it must be clear for the
customer, they must be able to understand the benefits and risks to them
and how much work they need to do themselves. The limitations of the
service should be easy to understand and prominent, not buried in the back
of a website in fine print.

Actual acknowledgements from the client on what they are getting/not

getting would be better rather than assumed acknowledgements. People
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need to be conscious of how the system works. This will provide greater
confidence and trust and ultimately a more robust industry.

Q10 No we do not believe the conditions pose any unnecessary costs. The
conditions are needed to protect the customer and enhance the industry.

Filtering is a particularly important one and should be taken seriously as
there will be people who do not suit working only on-line with money or
investments. These people will need face to face advice (regardless of
wealth) and this should be identified with integrity.

Q11 Please see answers to question 9 above See commentary on DIM’s

Q12 Yes, we agree with the proposed list of products. As noted above, liquidity
is an essential element of this service offering we believe.

Q13 Yes, we believe that with insurance there needs to be different
considerations especially where there are exclusions and complicated
situations. Simple funeral cover or simple life plans that mainly cover
funeral and some other costs are relatively simple to understand. However,
the more complicated plans for trauma, income protection and medical,
where there are extensive disclosures, may not be appropriate to buy
without face to face advice. Insurance products are becoming complex, and
the real danger of a Robo risk customer not appreciating the importance of
disclosure for example, could be profound. For that reason, any filters
should be set with care to ensure that where required, adviser intervention
occurs.

If they are part of robo-advice, the filtering process becomes even more
important to use. As soon as a client discloses a particular illness or pre-
existing condition, they may need to be directed to a person to discuss the
condition.

Q14 No, we don’t not believe a value cap will offer any extra protection. If the
amount of funds to invest is significant, the filtering process may show
these people and ask different questions or direct them to speak to
someone to cover off a wider range of topics.

Q15 No, we do not see any extra advantages in imposing individual client limits
as the filtering process and suitability testing should be robust enough to
manage different wealth levels.

Q16 No there should not be any limits posed and we also disagree with allowing
QFEs advantages over non-QFEs. By 2019 everyone will be in a licensing
regime and so the license obligations should be the same for everyone,
including those offering robo-advice. It may also be too costly for the FMA
to monitor and apply different rules for different providers. For
consistency, it must be remembered that the regulatory environment is
there for the benefit of the consumer. To avoid any potential for confusion,
it is therefore not reasonable to impose differing standards for the delivery
of Robo advice between QFE’s and non QFE’s.

Q17 Yes, there should be a consistent standard disclosure that everyone must
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give and there should be a clear expectation set about how easy that is for
clients to find, read, understand and acknowledge.

Q18 \We believe that mandating the wording and form is a good idea but with
consultation from industry to ensure it does not hinder the process. As
long as the disclosure is early on in the process with the client, is not
buried and does not hide any key details that affect decision making, there
is plenty of scope for flexibility. There should be some form of
acknowledgement from the client, whether this is a tick box which is
attached to a video, voice recording on the site, a written page etc. can be
up to the provider.

Q19 Yes, this is important otherwise you run the risk of an uninformed person
agreeing to invest very high amounts of money into a risky investment.

Q20 Yes, we agree that the conduct obligations be applied to protect the client’s
best interests. It will be more difficult to prove you are working in the
client’s best interests so guidance around how this is effectively
demonstrated may be required.

Q21 No, we believe the ones noted are sufficient.
Q22 No additional feedback.
Q23 Yes, the conditions on the provider do need to account for the nature and

scale of services offered. For instance a provider simply using it to
streamline a face to face advice process will not need the same level of
scrutiny for the on-line portion as a full robo-advice model with no face to
face adviser time.

Q24 No.

Q25 Yes as the more information we can obtain to explain the obligations and
help prepare is always helpful. Then frameworks can be set in place and
discussions had with the FMA on interpretation.

Q26 \We do not see an issue with a list of robo-advice providers on the FMA site.

Q27 Robo-advice is acceptable at this time as long as it is clear what this means
in terms of regulation. It is unlikely that consumers will be too concerned
about the terminology used at this point. So long as any provider in this
space makes clear online what the nature of the advice is, the name should
not be of concern. (Observance of fair dealing should be considered in this
space.)

Q28 No other questions or comments

Feedback summary — if you wish to highlight anything in particular
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Please note: Feedback received is subject to the Official Information Act 1982. We may make submissions available on our
website, compile a summary of submissions, or draw attention to individual submissions in internal or external reports. If you
want us to withhold any commercially sensitive or proprietary information in your submission, please clearly state this and note
the specific section. We will consider your request in line with our obligations under the Official Information Act.

Thank you for your feedback — we appreciate your time and input.
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Feedback form: Proposed exemption to facilitate personalised robo-advice

Please submit this feedback form electronically in both PDF and MS Word formats and email it to us at
consultation@fma.govt.nz with ‘Proposed exemption to facilitate personalised robo-advice: [your organisation’s name]’ in the

subject line. Thank you.

ISubmissions close on 19 July 2017.

Date: 24/06/2017 Number of pages: 5
Name of submitter: ||

Company or entity: Alistair Bean & Assoc’s Financial Services Limited
Organisation type: Personalised Financial Advice

Contact name (if different):

Contact email and phone: I M

Question or Response
paragraph number

You don’t need to quote from the consultation document if you note the paragraph or question number.

1. INo, | do not support the proposal in its current form.
Above everything else in no way should the word “Personalised” be used in the exemption.

The proposal would allow “Class advice” to achieve greater exposure of Financial Advice to
the public. Investors would be asked a list of prescribed questions which would end up
with recommendations by a robot (computer algorithm) to group these Clients together
into a risk profile for certain outcomes. This is not personalised Advice, this is Class Advice.
Anything to the contrary would not be transparent, fully disclosed and/or blatantly
misleading

2. INeither — Personalised Advice must only be given by a Natural Person. Class Advice can be
an Algorithm, the Legislation should continue to recognize this and New Zealand should
continue to lead the way on full transparency of this Fact.

3. strongly believe that any robo-advice provider such as a global bank that declares half
year operating income to march ‘17 of $9.9bn - ANZ and $10.7bn - Westpac (source NZX
Announcements) can more than adequately face the costs of complying with the “natural
berson’ requirements without question

. Class exemption is fine provided it is clearly and fully disclosed that advice offered is on a
class basis by an algorithm or computer, clearly stating that it is not personalised advice,
so no members of the public are misled in any way, to thinking that they are receiving
bersonalised advice that treats them as an individual and not part of a group. If the Client
s okay with their own personal choice to become part of a group after answering a list of
brescribed questions, then this is the Clients personal choice — provided once again that
this is made clear to them.

15. The most progressive point with the FAA is that It currently differentiates between class
advice and personalised advice. Every one of us is an individual and should be treated as
such. In saying that, many of us have similar needs and therefore could be grouped

together, provided individuals are given non-ambiguous, fully transparent and disclosed
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opportunities to make their own choice as to whether or not to receive class advice as a
group or personalised advice as an individual and furthermore an option to receive
personalised advice (along the way of answering any prescribed questions, that may result
in class advice being offered) should be prompted to the Client, if they feel they would
benefit more with their own individual circumstances being more appropriate to
personalised advice. Individual organisations will have their own costs in charging for
lpersonalised advice and these charges typically are consistent with the dynamics of
imarket pricing and are currently fully disclosed under the act — where individuals also
imake a choice of service within this pricing.

The risks of not offering truly personalised advice are that Clients could receive class
advice that typically doesn’t move rapidly enough with global economic conditions and are
caught with things like Brexit, change of world leaders, oil prices collapsing, fixed interest
and bond traps — stuck in modern portfolio theory type risk profiles etc. therefore not
receiving personalised advice but group /class advice, regardless of historically based
algorithms that robo-advice would typically offer.

| won’t be providing robo-advice on the near future but would very happily participate in
being a contact for clients wishing to receive the opportunity for personalised advice,
should this be appropriate to their personal, individual needs

Consumers need the opportunity to receive personalised advice, some will be happy with
class advice. At present the big risks are to Clients who have for example — KiwiSaver
default schemes that are cash and fixed interest only and may not gain sufficient to meet
financial needs in their own retirement years, without the opportunity to explore other
options that may be more appropriate to their circumstances.

Many prescribed algorithms recommend defensive conservative schemes that are cash

and fixed interest only for someone at age 65 — this may be truly negligent if the individual
lives beyond age 95 ( Prince Phillip just retired at age 95 and one would think that his
financial circumstance would have allowed him to take an aggressive approach to
investing at age 65, assuming that he knew he was going to work to age 95 — personalised
advice would have discussed his individual views towards risk, which may personally have
been very conservative or highly aggressive, taking into account his family situation, high
budget needs, health and many other personal influences. — robo-advice is very limited in
these circumstances and would risk, not being exact in uncovering all individuals’
requirements.

Yes, there is an advice gap — simply an advertising campaign to receive class or
personalised advice would begin to address this — “become one of the group or remain an
individual, you choose...” Balance should be irrelevant and in particular to larger
organisations who clearly have sufficient revenues place the Clients interests first in
lproviding natural person advice.

No, | don’t believe | require the exemption as | am already authorised to provide PDIMS as

a natural person.
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The big end of town has cut costs and services for many years (decades) for their own
financial benefit and profits and it appears that they are actively lobbying to continue to
increase their profits by promoting this exemption. Personally, the smaller end of town
has willingly faced considerable costs, time, and energy to continue to “Place the Clients
interests first” and to continue to offer personalised advice — | note that What was the first|
rule of the code” placing the clients interest first” does not appear until page 11. Of the
consultation paper.

Perhaps, it is time that the big end of town used some of their ever-increasing multi-billion
dollar profits to provide more natural person personalised advice and address the ever-
growing gap of lack of personalised advice for Consumers.

10.

If there is an onslaught of Clients wishing to receive personalised advice as a result of the
proposal then costs would rise but it is likely that this would be offset by increase in
business

11.

Consumers should be given a very clear, fully-disclosed, transparent choice for the service
that they wish to receive without ambiguity.

Personalised DIMS should not be covered by the exemption as this is a specialized area
that requires personalised interaction and is relative to an individual’s ever-changing
circumstances. Class DIMS could perhaps receive the exemption if appropriate to
individual’s needs, provided it is made clear that it is not personalised advice.

12.

The list may be irrelevant, the choice should only be, whether the consumer wishes to
receive personalised advice or not

13.

Simple, exclusion free, Life insurance, only up to as high as, say, 300,000 could be exempt
as this is typically a straightforward product — (death occurs, the life insured is paid out) —
the exemptions should not apply where intricacies start with life insurance when providers
include exemptions, e.g. unless the life insureds’ death has occurred from a height of at
least 20 metres, no benefit is paid etc... Consumers need advice in these situations, almost
all other insurance requires advice

14.

Fair and reasonable exemptions could apply for low risk, low cost products and services
and the providers should be charged with coming up with recommendations for low cost
low risk, low sophistication products and services for the profession to consider.

15.

The obvious and future example would be KiwiSaver Clients. On asking Clients, those who
had 53,000 personal balances, did not seem to care about advice, those who had $11,000
started to be interested, those with S50k+ were very interested and those with S100k +
definitely wanted to talk to somebody — Those with 589,900 felt neglected that they would
be exempt until they reached the S100k level — Again what needs to be promoted is the
choice of whether or not to receive personalised or class advice at any level.

16.

| think these limits are irrelevant, | think strict requirements of review is what is necessary
relative not only to algorithms but also to ever-changing global economics regardless of
historical probabilities. The investment market has constantly changed and reinvented
itself since The Common market effects in the early 1970’s, Deregulation effects in 1987
and share market crash, Asian and tech crisis in the 90’s, GFC in 2007 and Centralised
interest rate controls and commodity volatility’s since then and now global infrastructure
investment at present — Algorithms have to constantly be rewritten to take account of

these unforeseen changes and therefore may cause unforeseen risks with the proposed
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exemptions.

17.

Yes, most definitely, this should be highlighted in bold at the beginning of any offer of
service and not hidden as a footnote — “available on request”

18.

For consistency, it should be a prescribed format that every provider should be subject to,
otherwise it would allow for further what could be deemed to be “default exemption.”

19.

Yes, without question and also that the consumer has had the opportunity to consider
and/or recommendation to receive personalised advice

20.

Yes, as a minimum standard, Providers could also promote a higher conduct obligations
on themselves similar to how the IFA promotes higher standards of care on its own
imembers than the code.

21.

While | do agree there is a gap for financial advice for the consumer, Number one should
be to place the clients interest first — the entire request seems to be to the benefit of the
providers -simply they could provide more personalised financial advice — their NZX
announcements show they have the revenue to do so.

22.

The Appendix should clearly state that providers state in any form of communication

This is Robo advice by a computer or algorithm not a natural person and you will receive
recommendations that direct you to invest or insure and/or take services with a group of
clients and not as an individual, if you are comfortable with this please proceed or contact
the provider for individualised, personalised options

Anything else could be misleading in that a consumer may think that they are dealing with
a natural person and treated as an individual and not a group.

23.

No, the same provisions should be applied to all regardless of size for consistencies

24.

Uust complete full disclosure, transparency, and non-ambiguity, without exception.

25.

Yes, and this should be fully prescribed by the authority, once consultation and
consideration has been given and not left up to providers to create.

26.

Most definitely, transparent, and fully disclosed and also made fully public

27.

The world appears to be globally using robo-advice and therefore, for consistency, this
lshould continue — but under no circumstances should it be known as Personalised robo
advice as it is blatantly not in any sense of the word personalised. It is algorithmically —
“Class Advice”

28.

\Again, the entire Consultation Paper should start with the words on page 11 of the
document — “The Provider must place the Clients interests first”

The recent dodging of this debate has been nothing but duck shoving by participants...

In using other forms of robo-advice myself from particularly international companies, any
consumer could be led to believe that they are talking to a natural person in that typically
the computer will say...

“Hello Alistair, how are you today...”

\And finish with
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“thankyou Alistair, if you need any more help just contact us

Rgds, Jenny”

enny is normally a computer and not a natural person

INew Zealand should ensure that if Jenny is a computer then the provider should say so.

Feedback summary — if you wish to highlight anything in particular

Please note: Feedback received is subject to the Official Information Act 1982. We may make submissions available on our
website, compile a summary of submissions, or draw attention to individual submissions in internal or external reports. If you
want us to withhold any commercially sensitive or proprietary information in your submission, please clearly state this and note
the specific section. We will consider your request in line with our obligations under the Official Information Act.

Thank you for your feedback — we appreciate your time and input.
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AMP Financial Services

Submission on:
Consultation paper: Proposed exemption to facilitate personalised robo-advice

19 July 2017

About AMP Financial Services (“AMP”)

AMP comprises all of the AMP Limited New Zealand-based financial services businesses (excluding AMP Capital). AMP
Limited is listed on the Australia and New Zealand stock exchanges. AMP Financial Services includes:

AMP Life Limited - a licensed insurer and provider of life, trauma, total and permanent disability, and income protection policies
in New Zealand and Australia. AMP Life operates in New Zealand as a branch of an overseas insurer. It has around 20% of
the contemporary life insurance market, the majority of the conventional life insurance market.

AMP Services (NZ) Limited — in addition to providing administrative services to the New Zealand business of AMP Life, AMP
Services is a qualifying financial entity and operates a financial advice business with more than 150 Authorised Financial
Advisers, the largest assemblage in the New Zealand market, and has a similar number of QFE Advisers. Through this adviser
network, it distributes both AMP Life and third party life insurance products, ‘AMP general insurance’ underwritten by Vero, and
Southern Cross health insurance. AMP Services is also a Discretionary Investment Management Services licensee.

AMP Wealth Management New Zealand Limited is a Managed Investment Schemes licensee whose products include the AMP
KiwiSaver Scheme and New Zealand'’s largest superannuation master trust, the New Zealand Retirement Trust.
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AMP Financial Services
Submission on Consultation paper: Proposed exemption to facilitate personalised robo-advice

The class exemption generally

AMP supports the objective of improving consumer access to financial advice. The Financial
Advisers Act review process is the ideal delivery vehicle for that change as it involves extensive
consultation, consideration and legislative development checks, balances and controls.
Notwithstanding that, expediting change sooner than legislative change can deliver, providing
sufficient checks and balances are in place, would provide financial advice firms with a means to
to deliver consumer access to advice from digital sources, rather than by natural persons. This
may help to alleviate the concerns around access to financial advice in some market sectors.

Market integrity

As with all financial advice, robo-advice carries a risk of poor consumer outcomes. Any class
exemption needs to address the associated reputational risk to the industry from failure to
sufficiently regulate and monitor robo-advice providers. As the Consultation Paper (“Paper”)
notes, failures could deliver a “chilling effect on the development of this sector”.

As such, AMP considers that there is a need to proceed with due caution to ensure that any
class exemption put in place is not a vehicle for ill-prepared participants to enter the financial
advice market, consequently putting consumers and the integrity and perception of the market at
risk.

We understand the FMA will not want to unduly pre-empt any decisions about the future
regulatory requirements for financial advice by granting this exemption. We also appreciate that it
does not want to develop an extensive or complex system of regulation that may be inconsistent
with the future state, and therefore duplicates initial compliance costs for robo-advice providers.
However, we consider the risks associated with designing the exemption as a stop-gap solution
or a stepping stone into regulation are significant, and any exemption needs to ensure that robo-
advice providers are subject to appropriate regulation and supervision from the outset.

Benefits and risks

The Paper notes the main consumer benefit as creating “opportunities for those who may not
otherwise have access to it, a low-cost option to gain financial advice.” (p. 5) It is also correct
that financial service providers cannot “develop online advice channels fully under the current law
which creates a barrier to advice, especially for consumers investing smaller sums of money.”

(p. 4)

Any robo-advice class exemption should focus on such benefits whilst ensuring risks are
minimised. Risks that require mitigation (further to those listed on p. 7) include:

e Inadequate provider vetting/assessment/licensing

e Unproven digital models potentially delivering unexpected suboptimal consumer
outcomes, and

e The FMA’s preparedness to adequately monitor, assess, and regulate robo-advice,
noting that any initial assessment and ongoing monitoring of a software algorithm (or at
least its outputs via sufficient sampling) will require additional skillsets to, and likely be
more complex than, assessing a traditional personalised advice service.

Exemption limits on scope of service

Most of the robo-advice development globally has been in investment selection and lower
complexity investment planning. Limiting the Class Exemption to such product/advice may be a
suitable means, at least initially, of reducing the risks noted above. Such solutions are likely to be
sourced from overseas financial advice providers and require less New Zealand-specific
modification. It seems sensible to, at least initially/provisionally, also limit the exemption to
financial advice only.
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The Paper proposes a limited product set of in scope for the exemption. Key considerations in
determining the limitations should be the complexity of advice that would potentially be provided.
Overseas development has heavily focused on funds, securities and savings products.
Consequently, if a measured approach is desired, limiting to that product suite would help to
ensure that relatively well-tested/mature models are implemented during the interim phase.

Excluding personal insurance and other product types at this point in time may be prudent —
there is little in the way of proven models for such product types.

Consumer demand is another factor worth considering. The FMA may have researched such
demand, which we suspect is stronger in areas where human advisers are less willing to operate
today (e.g. providing advice on low value investments).

Applying caps is also worth bearing in mind, though AMP considers that these should be driven
by:

o likely/perceived material risks to individual consumers, and
e levels at which attractiveness to human advisers mean that the need of the consumer is
likely to be met already.

In terms of the former point, consideration could be given to a bright line test of potential impact
to the consumer — e.g. a percentage of total assets test limiting the downside to the consumer
may be a suitable limit, rather than a fixed threshold/figure.

Regarding the latter point, a consumer with $500,000 to invest is going to be attractive to most
AFAs whereas one with only $5,000 is not likely to be attractive to many/any. While we
appreciate that there may not be a precise level at which all advice providers agree this threshold
is met, we would be supportive of the FMA setting caps at levels where human-delivered
personalised advice is commonly available to consumers.

Regardless of limits at the individual level, AMP does not consider “total investment amount”
caps should apply as those may have unintended consequences such as limiting KiwiSaver
providers from providing robo-advice due to having provided ‘too much’ advice overall to their
customers.

Exemption conditions

In addition to the conditions listed on pp. 9-12, all of which appear to be prudent requirements,
we consider there should be a requirement for the provider who wishes to provide robo-advice to
either have an existing applicable licence or demonstrate it meets equivalent standards to
existing licensees. The requirements of licensing, especially for QFEs, MIS and DIMS licensees
are stringent and go a long way to providing confidence that processes and systems are at a
suitable level of maturity. Further, it is clear that the proposed legislative changes will introduce
licensing for financial advice providers that provide advice through digital platforms, and it is
reasonable to assume that maintaining capability to effectively provide financial advice services
will be central to that licensing framework. Consequently, AMP proposes limiting the exemption
to robo-advice providers who have demonstrated (through prior licensing) or can demonstrate
the capability to provide financial advice or related services and an adequate governance and
control environment to protect customers.

FMA readiness, capability and resourcing

The FMA’s monitoring role and actions will be critical to the success of the class exemption. The
scope and limitations of the class exemption, and the timing of it coming into force, should be
framed to support the FMA's capability to monitor robo-advice providers meaningfully and
adequately, including if necessary providing time for the FMA to develop its systems and
processes for supervising this sub-sector of the financial advice industry. For such reasons, and
as articulated in this submission, limiting the scope, plus ensuring entrants are well resourced
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and have strong compliance frameworks in place (or demonstrate the capability to build such
frameworks), would provide a much greater likelihood of success and mitigate risks.

Other

e Guidance in the form of information sheets or other supplementary resources is invariably
helpful.

e The term “robo-advice” conjures up images of robots, which is neither necessarily helpful nor
accurate. Submitters may propose more elegant and accurate terms, though it may be worth
aligning with the term used in Australia by ASIC (“digital advice”).

e Consideration should be had of Trans-Tasman experience. ASIC’s Regulatory Guide 255*
Providing digital financial product advice to retail clients may be a useful starting point for
formulating transitional (pre-FAAR changes) guidance in terms of resources, risk
management, and other aspects.

! http://download.asic.gov.au/media/3994496/rq255-published-30-august-2016.pdf
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Financial Markets Authority
1 Gray Street
Wellington 6012

By email: consultation@fma.govt.nz

To whom it may concern

ANZ submission on the consultation: Proposed exemption to facilitate
personalised robo-advice

Thank you for the opportunity to respond to the Financial Markets Authority (FMA) on
the FMA’s consultation on a proposed exemption to facilitate personalised robo-advice
advice (Consultation).

ANZ Bank New Zealand Limited (ANZ) commends the FMA for its proactive stance on
this issue, and supports the general approach to the proposed exemption outlined in the
Consultation Paper. ANZ considers that the proposed exemption could lead to
considerable consumer benefits by making advice more affordable and convenient.

We would like to specifically draw your attention to our key messages set out below. We
provide further detail on those key messages in Appendix I. Our responses to the
specific questions in the Consultation are set out in Appendix II.

Key Messages

1. The proposed exemption should allow personalised robo-advice to be
provided on a wider range of products, including mortgages and
personal insurance products.

2. Limits on the amount of client investments and/or the total amount of
investments that a robo-advice service can advise on are likely to be
unworkable and to prevent the benefits of the proposed exemption
from being realised.

3. The proposed exemption should be drafted so as to accommodate a
range of personalised robo-advice services. It is difficult to predict
how technology will develop, and the proposed exemption should not
be tied to a particular method of delivery.

About ANZ

ANZ is the largest financial institution in New Zealand. The ANZ group comprises brands
such as ANZ, UDC Finance, ANZ New Zealand Investments, OnePath Life, ANZ New
Zealand Securities and Bonus Bonds.

ANZ offers a full range of financial products and services including a significant range of
financial advisory services, personal banking, institutional banking and wealth
management products and services.

ANZ Bank New Zealand Limited
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Publication of submission

ANZ requests that its response to Q8 is kept confidential by the FMA on the grounds of
commercial sensitivity.

Contact for submission

Once again, we thank FMA for the opportunity to provide feedback on the Consultation.

Yours sincerely

ANZ Bank New Zealand Limited
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Appendix I - More detail on ANZ’s Key Messages

1. The proposed exemption should allow personalised robo-advice to be provided on a
wider range of products, including mortgages and personal insurance products.

In our view the list of eligible products should include a wider range of products, including
mortgages and personal insurance products. Mortgage decisions are very significant for most
consumers, while adequate personal insurance is of great importance in protecting consumers’
lifestyles and financial security. We think that allowing personalised robo-advice will increase
the availability and take-up of personalised financial advice on these products, benefitting
consumers by allowing them to make better financial decisions.

Mortgages

The policy rationale for including other credit contracts but excluding mortgages is not apparent
to us, as an inappropriately structured mortgage can easily be unwound (i.e. by refinancing
with another provider on different terms, or restructuring with the same provider).

Any concerns in respect of the potential harm that may arise from customers entering into
unaffordable mortgages on the basis of robo-advice are, in our view, misplaced, given that this
issue is addressed under the responsible lending provisions of the Credit Contracts and
Consumer Finance Act.

Finally, we note that we have reviewed the position in other jurisdictions, and are unable to
identify any examples of equivalent exclusions.

Personal insurance

ANZ recommends that the proposed limits for personal insurance should be reconsidered.

According to a Massey University study! on underinsurance in New Zealand, there is strong
evidence that levels of life insurance cover in New Zealand are often poorly chosen, indicating
household considerations about insurance cover levels are inadequate. The study also found
severe underinsurance for non-life personal risk relating to the inability to work. In respect of
life insurance cover levels, the study indicated that the main issue is lack of periodic review of
the cover levels.

Given this background, our view is that enabling the use of robo-advice would benefit
consumers, by allowing them to access high quality and convenient personalised financial
advice on these types of product. The proposed duration and value limits for personal insurance
would severely restrict the ability to provide robo-advice on these products, limiting the
consumer benefits which might otherwise arise from the proposed exemption.

General

The Consultation proposes that eligible products will be limited to those which are easy to exit.
We question whether this is the best method to use to determine eligibility. While the ability to
easily redeem or transfer a product may have the potential to minimise harm in some cases, it
will not do so in every case, particularly where the relevant product has significantly declined in
value. In our view, the risk of customer harm from poor or inappropriate advice is best
minimised by ensuring that providers have sufficient substance to adequately compensate
customers, for example, by requiring an adequate level of professional indemnity insurance to
be held.

! The Extent of Underinsurance: New Zealand evidence, October 2014, Michael ). Naylor, Claire Matthews and Stuart Birks.
Available at
http://econfin.massey.ac.nz/school/documents/seminarseries/manawatu/Underinsurance%20in%20New%20Zealand%20v1-
2.pdf

ANZ Bank New Zealand Limited
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2. Limits on the amount of client investments and/or the total amount of investments
that a robo-advice service can advise on are likely to be unworkable and to prevent
the benefits of the proposed exemption from being realised.

ANZ’s strong view is that these limits are likely to be unworkable in practice and/or to limit the
the availability of robo-advice to consumers, for the following reasons:

e An individual client investment limit would be difficult to design effectively, with a number of
issues to be considered, including how to calculate the investment amount for ongoing
investments. It also has the potential to be unnecessarily restrictive, particularly for
KiwiSaver, where sums invested are likely to exceed the proposed $100,000 limit, especially
over time.

e A total investment limit is likely to be difficult for providers to track, and seems to be
premised on a particular form of robo-advice service - i.e. an integrated robo-advice and
investment execution platform, where the entity providing the robo-advice service has full
visibility and control of the entire advice and investment implementation process. In our
view, the proposed exemption should be more flexible and enable a range of different robo-
advice models.

e Unless set at a very high level, a total investments limit is likely to prevent larger providers
from making use of the exemption. Again, for KiwiSaver, where the low take up of
personalised advice is a particular issue, a limit of this nature is likely to be unworkable,
given the amount of funds invested in the larger KiwiSaver schemes.

3. The proposed exemption should be drafted so as to accommodate a range of
personalised robo-advice services. It is difficult to predict how technology will
develop, and the proposed exemption should not be tied to a particular method of
delivery.

As is noted in our Key Message 2 above, the design of the proposed exemption seems to
assume that personalised robo-advice services will take a particular form - that is, a stand-
alone, clearly defined robo-advice service, which includes integrated investment
implementation.

In our view, other forms of personalised robo-advice are likely to develop and to be of value to
consumers. For example, as large providers develop their data and analytics capabilities, they
may wish to proactively offer personalised robo-advice to their customers. Alternatively,
providers may wish to provide calculators and other tools on websites or mobile devices, which
can provide personalised advice to prospective customers, without a formal agreement or
defined customer/adviser relationship being in place.

ANZ’s view is that, so long as there are appropriate safeguards on the quality of the advice
provided, these types of service should be enabled, resulting in wider availability of personalised
financial advice. However, some of the proposed conditions for the exemption, including the
record keeping requirements and the potential requirement to obtain the customer’s express
agreement to receive personalised robo-advice, are likely to prevent these types of service from
being provided.

ANZ Bank New Zealand Limited
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Appendix IT — Responses to questions in the Consultation Paper

General Questions

Q1. Do you support the proposed exemption from the requirement for personalised advice to
retail clients to be provided by a natural person, provided this is subject to the proposed
limits and conditions to provide consumer protection safeguards? Please give reasons for
your view?

ANZ supports the proposed exemption, provided this is subject to appropriate limits and conditions to
safeguard consumers. In general, we consider that the proposed limits and conditions are appropriate
to provide consumer protection, although we submit that some changes should be made, as further
described in our responses to Questions 9 to 16 below.

ANZ considers that the exemption will benefit consumers, by increasing access to financial advice for
those who are not currently well served by the financial adviser market, as well as allowing consumers
to receive financial advice in the way they want it. As such, ANZ considers that the proposed
exemption is consistent with the purpose of the Financial Advisers Act 2008 (FAA) to promote the
efficient delivery of financial adviser services. Appropriate safeguards can ensure that the soundness of
financial adviser services is not undermined by the granting of the proposed exemption.

Q2. Do you agree it is appropriate for us to consider using our exemption powers to
facilitate the provision of personalised robo-advice in advance of the law reform, or do you
believe that we should wait for the law reform to come into effect? Please give reasons for
your answer.

We agree that it is appropriate to consider implementing the proposed exemption before the law
reform. Technology and consumer expectations are evolving rapidly, and delaying the proposed
exemption would risk disadvantaging the New Zealand financial services industry, as well as needlessly
preventing consumers from accessing the financial advice they want.

However, so far as possible, it will be important to ensure alignment of the limits and conditions under
the proposed exemption with those which will be applied under the new financial advice laws. It will
also be important to consider ways in which a degree of certainty as to the continuity of requirements
can be provided to the market. If this does not occur, it is likely to inhibit the development of services
which make use of the proposed exemption. Development of new robo-advice tools may be expensive,
and providers will be unwilling to invest if they are at risk of having to fundamentally alter the
parameters of new services under the new law.

Q3. Do you think the costs for robo-advice providers to comply with the ‘natural person’
requirement (if no exemption is granted):

¢ Would be unreasonable? or
* Would not be justified by the benefit of compliance?

Please give reasons for your answer.

We consider that the costs for robo-advice providers to comply with the natural person requirement
would be unreasonable. As the Consultation notes, it is unlikely to be possible to comply with the
natural person requirement without using individual financial advisers to review and approve each
piece of advice generated by an automated advice tool before the consumer receives it. This will clearly
add significant costs.

Numerous studies have demonstrated that automated systems for making judgements and decisions
perform as well or better than humans in a variety of contexts.? Given that an appropriately designed

2 See, for example “Clinical versus mechanical prediction: a meta analysis” Psychological Assessment, 200, Vol 12, No.1, 19-30.
This study considered the relative efficacy of human and “mechanical” procedures for predicting human behaviour, making
psychological or medical diagnoses or prognoses, or assessing human states and traits. On average, mechanical predictions were
about 10% more accurate than clinical predictions. Depending on the specific analysis, mechanical prediction substantially
outperformed clinical prediction in 33%-47% of studies examined. Although clinical predictions were often as accurate as
mechanical predictions, in only a few studies (6%-16%) were they substantially more accurate. Superiority for mechanical-

ANZ Bank New Zealand Limited
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automated advice tool should be capable of producing results which are as good, or better than,
human advisers, the additional costs of requiring review by human advisers would in our view be
unreasonable and not justified by the benefit of compliance.

Q4. Do you support the proposed approach of granting a class exemption, or do you consider
that granting individual exemptions would be more appropriate - in either case subject to
limits and conditions? Please give reasons for your view.

ANZ supports the proposed approach of granting a class exemption. This will provide greater
regulatory certainty and efficiency. Appropriate limits and conditions can ensure consumers are
adequately protected, without requiring the FMA to individually exempt each provider.

Q5. What impact would this exemption have if granted? We are particularly interested in
any risks, costs, or other impacts this may have for consumers; as well as any risks, costs or
other impacts this may have on providers (including robo-advice providers and other advice
providers).

ANZ considers that impacts on consumers are likely to include access to a wider range of more
affordable advice. In addition, consumers will be able to access advice in a form that is more
convenient for them, and aligns with consumer preferences regarding the delivery of products and
services. Risks for consumers are that they may receive inappropriate or low quality advice. However,
this risk can be mitigated by imposing appropriate limits and controls, and ensuring that adequate
redress is available for customers in these cases.

The impact on providers could include disruption of existing business models as a result of less demand
for personalised financial advice. However, in our view, much of the existing “advice gap” arises as a
result of consumer unwillingness to take up financial advice, and a plausible scenario is that the
introduction of personalised robo-advice services will lead to increased take up of advice by those who
currently do not receive any advice, rather than substitution away from advice provided by individual
financial advisers.

Q6. What would be the impact if no exemption is granted (status quo)? We are interested in
any risks, costs, or other impacts this may have for consumers; as well as any risks, costs or
other impacts this may have on providers. (For providers) we are also interested in whether
you would provide class robo-advice services if no exemption is granted.

If an exemption is not granted the current “advice gap” (as described further in Q7 below) will continue
until the introduction of the legislative reform. In addition, New Zealand financial services providers
may be disadvantaged compared to offshore providers, as they will not be able to develop automated
advice tools for the New Zealand market. When the law reform permits automated advice, offshore
providers who have been able to develop tools in their home markets may therefore be better placed
to roll-out their propositions in New Zealand.

Q7. Do you agree that there is an advice gap which means consumers are not able to access
financial advice? What do you believe is the approximate balance a consumer would need
for a provider or an AFA to be willing to provide advice to them?

ANZ agrees that there is an advice gap. However, in ANZ's experience, the primary driver for the
advice gap is a lack of demand for advice, particularly among KiwiSaver members. Research suggests
that this is due to a number of factors, including “DIY” attitudes to financial advice among New
Zealanders, and the unavailability of affordable advice.® In our view, the introduction of automated
personalised advice could help solve these issues both by making affordable advice more widely
available, and by making it easier to access financial advice in a convenient form. In summary,

prediction techniques was consistent, regardless of the judgement task, type of judges, judges' amounts of experience, or the
types of data being combined. Clinical predictions performed relatively less well when predictors included clinical interview
data. Study available here: http://zaldlab.psy.vanderbilt.edu/resources/wmg00pa.pdf

® See, for example, the 2015 FMA, Commission for Financial Capability, and Colmar Brunton survey on attitudes to financial
advice of New Zealanders aged 50 years plus.

ANZ Bank New Zealand Limited
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permitting automated personalised advice will enable services which are “easy, attractive, social, and
timely”, which should increase take up of these services.?

Q8. (For providers) Do you intend to rely on the proposed exemption? Why or why not? If
we granted an exemption in late 2017, when would you expect to be able to launch your
personalised robo-advice service? Which products would your robo-advice service provide
advice on? We are interested to hear more about proposed robo-advice services, so it would
be helpful to have a brief description of your proposed model.

Exemption limits and conditions

Q9. Do the proposed limits and conditions strike an appropriate balance between consumer
protection and promoting innovation? Please give reasons for your view.

In general, ANZ considers the limits and conditions strike an appropriate balance. The approach taken
in the proposed exemption of focusing on appropriate systems, processes and controls (including
disclosure), without detailed prescription in respect of the requirements, should ensure that consumers
are protected whilst allowing providers to be flexible and innovative in delivering automated advice.

However, we consider that:

e the client investment / total investment amount limits are inappropriate;

e the record keeping requirements, and requirements to obtain active confirmation of agreement
to receive advice, could inhibit the development of automated advice services which could
benefit consumers;

e the proposed list of eligible products is too narrow; and

e additional conditions could help to ensure that consumers are able to secure appropriate redress
in cases where they suffer loss as a result of receiving poor or negligent automated advice.

We address these further in our responses to Questions 10 to 16.

Q10. Are any of the limits or conditions in this paper likely to cause your business
unreasonable costs or make providing a personalised robo-advice service unworkable for
your business? If so, please indicate which limit(s) or condition(s) do this, and what those
costs or impracticalities are. Please also propose alternative conditions that would provide a
similar level of protection, if possible.

As is noted in our Key Message 3, our view is that the conditions in respect of record keeping may
prevent the development of certain types of personalised robo-advice service. In particular, they could
prevent the use of open-access tools hosted on providers’ websites. Because of the way customers
interact with these types of tools it may be difficult to retain complete records of the advice provided to
each client. For example, clients may return to a tool several times over as they explore different
options for their investments, insurance or mortgage. They may only complete part of the tool at some
visits and might make use of other alternative tools which are available to them (for example, a
combination of a provider's KiwiSaver calculator and the Sorted website). To maintain complete
records of the advice generated would probably require customers to provide their personal details,
which would be a disincentive to use of the tool.

In our view, use of online open-access tools can help consumers make better financial decisions and so
should be encouraged, and the conditions should be flexible enough to accommodate these types of
service. The conditions should focus on ensuring that high quality advice is provided, and that

% See, for example, the FMA’s April 2016 White Paper on “Using behavioural insights to improve financial capability”.
ANZ Bank New Zealand Limited
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providers are able to demonstrate appropriate controls and oversight for the output of advice tools,
rather than record keeping requirements which will only enable certain types of service to be provided.

Q11. Do you agree that the exemption should be available for financial advice or an
investment planning service, or do you think it should be limited to financial advice only
(excluding investment planning services)? Do you agree that discretionary investment
management service (DIMS) should not be covered by the exemption? Please give reasons
for your view.

ANZ’s view is that the exemption should be available for investment planning services and financial
advice generally. We do not see any reason why an appropriately designed automated advice service
could not provide a full investment planning service to a standard equivalent to a human.

ANZ agrees that DIMS should not be covered by the exemption, given that a provider that wanted to
provide DIMS using automated tools could do so by obtaining a DIMS licence under the Financial
Markets Conduct Act, where the requirement for the involvement of a natural person in provision of the
DIMS does not apply.

Q12. Do you agree with our proposed list of eligible products? Please indicate if there are
products that should be included or excluded from this list.

In our view the list of eligible products should include mortgages. Please see our Key Message 1 for
further detail.

Q13. Should personal insurance products be included in the eligible product list? If so,
should these products be capped at a certain value or have a duration limit? For example,
should advice on personal insurance products be limited to products where the sum insured
would not exceed $100,000 per product, or where the duration is one year or less? Please
give reasons for your view. If you consider a different value cap or duration limit would be
appropriate, please specify what this should be.

We consider that the proposed limits for personal insurance should be reconsidered. Please see our Key
Message 1 for further detail.

Q14. Should we also apply a value cap and/or duration limit on some or all of the other
proposed eligible products? Please give reasons for your view. If you consider a value cap
and/or duration limit would be appropriate, please specify what this should be.

ANZ does not support adding a value cap and/or duration limit on the other proposed eligible products.
Inclusion of a product specific value cap or duration limit is likely to create the same workability
problems as apply for general value caps, as further described in our Key Message 2.

Q15. Should we impose an individual client investment limit (a requirement that advice only
be provided to clients seeking advice on investment amounts or investable assets of (for
example) $100,000 or less per client)? Do you think there are any practical difficulties or
unintended consequences that may arise from this? Please give reasons for your view. If
you consider a monetary limit would be appropriate, please specify what this should be.

ANZ does not support an individual client investment limit. Please see our Key Message 2 for more
details.

Q16. Should we impose a limit on the total investment amount of products advised on
through the robo-advice service? Or should we impose two limits, a higher limit for QFEs
and a lower limit for non-QFEs? Are there any practical difficulties or unintended
consequences you can see from imposing a limit? Please give reasons for your view. If you
consider a monetary limit would be appropriate, please specify what this should be.

ANZ does not support a total investment amount limit. Please see our Key Message 2 for further detail.

ANZ Bank New Zealand Limited
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Q17. Should we prescribe the form that the status disclosure statement (that the provider is
providing a personalised robo-advice service in reliance on the FMA exemption notice; and
that this has not been endorsed, approved or reviewed by us) must take? Yes or no? If not,
why not?

We would prefer that the form of the status disclosure statement is not prescribed, as this will provide
greater flexibility and enable providers to convey the relevant information in the way that it is most
appropriate for each particular digital advice tool.

Q18. Do you think providers should have flexibility to decide how to comply with the
disclosure condition, or do you think we should prescribe the form and method of disclosure
- such as through a prescribed form of disclosure statement? Please give reasons for your
view. For providers - what form and methods would you propose to use to comply with the
disclosure condition?

ANZ's view is that providers should have flexibility to decide how to comply with the disclosure
condition. Methods of delivering automated advice will evolve rapidly, meaning that prescribed
methods of disclosure may quickly become unworkable for the new technologies.

We also note that prescribing the form and method of disclosure would be contrary to the approach
taken by other regulators in this area, where the trend is towards providing flexibility and enabling
innovative and engaging ways of providing financial product and service disclosures (see, for example,
ASIC’s Regulatory Guide 22: Facilitating digital financial services disclosures).

Q19. Should we impose a condition that requires the provider to obtain active confirmation
from the client that they have read the disclosures and agree to receiving advice through
the robo-advice service on the basis described? Please give reasons for your view.

ANZ's view is that this condition may be unduly restrictive. In particular, it may prevent providers from
pro-actively providing personalised robo-advice to their customers, which providers may be positioned
to do as they continue to develop their data and analytics capabilities. We note that if ANZ were to
proactively provide personalised robo-advice, it would likely be only to existing customers, with
consent built into standard terms and conditions, along with appropriate opt-out provisions.

Q20. Do you agree with the proposed conduct obligations? Please give reasons for your
view, including whether there may be any difficulties or unintended consequences from
applying these to a robo-advice service.

ANZ agrees with the proposed conduct obligations.

Q21. Are there any other conduct obligations that should apply? For example, other modified
versions of the Code Standards. Please tell us why any additional obligations would be
appropriate and provide proposed wording for these, if possible.

ANZ does not think there any other conduct obligations that should apply.

Q22. Do you have any feedback on the table set out in the Appendix which maps the
proposed exemption conditions to the Code Standards, Standard Conditions for AFAs and FA
Act requirements for AFAs? Are there modified versions of any of these requirements that
are not currently reflected in the proposed exemption conditions that should apply? Please
give reasons for why any additional conditions would be appropriate and provide proposed
wording for this, if possible.

ANZ does not have any feedback on this table.

Q23. Should the conditions be applied in a manner that is proportionate to the size and scale
of the robo-advice service offered? Please give reasons for your answer.

ANZ does not support the conditions being applied in a manner that is proportionate to the size and
scale of the robo-advice service offered.

From the point of view of an individual consumer, the size and scale of the service is irrelevant. What
matters to an individual consumer is that they receive appropriate advice for their situation, and
consumers should be able to have confidence that all financial advice provided in New Zealand is
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subject to appropriate safeguards, regardless of the size of the provider’s business. Ultimately, a loss
suffered by an individual consumer as a result of inappropriate advice may be very significant for that
consumer, regardless of whether or not a large number of others have also suffered loss.

Q24. Are there any other limits or conditions you think would be appropriate to put in place?

ANZ’s view is that it would be appropriate to put in place conditions that ensure that, if consumers
receive poor or unsuitable advice, they are able to obtain a remedy for this in the form of
compensation. While appropriate conditions in the exemption can help to minimise the risk of poor or
unsuitable advice being provided, ultimate recourse against the provider is, in our view, still necessary.

While the Consultation refers to consumers having recourse through a provider’'s dispute resolution
scheme, this will be of little use if the provider lacks the financial resources to provide adequate
compensation. Our view is that this problem could be particularly acute in the case of robo-advice, as
robo-advice tools could enable relatively small firms to quickly provide advice to a very large number
of consumers, with potentially very large losses.

We suggest that, to mitigate this risk, the exemption should include a condition requiring providers to
maintain an appropriate level of professional indemnity insurance to cover risks related to the service,
and sufficient financial resources to meet any policy excess, similar to the minimum standards for
market services licensees under the Financial Markets Conduct Act.

Other

Q25. As well as the exemption notice, would you find an information sheet explaining the
exemption and providing guidance on how to comply with it helpful? Yes, or if not, why not?

ANZ would find an information sheet helpful, although it will be important that the information sheet is
consistent with the exemption and does not create uncertainty by expanding on the conditions
described in the exemption. ANZ considers that it would also be useful if this information sheet covered
the FMA's approach to existing automated advice tools which are used to provide class advice.

Q26. Would you like to see a list of providers relying on the exemption, if granted, on our
website? If not, why not?

ANZ would like to see a list of providers relying on the exemption.

Q27. Do you think we should continue to use the term ‘robo-advice’, or should we use a
different term such as ‘digital advice’ or ‘automated advice’?

ANZ prefers these alternative terms to ‘robo-advice.’
Q28. Do you have any other feedback or comments?

The Consultation Paper states that providers of personalised robo-advice services will still be required
to comply with the disclosure obligations under part 2 of the FAA, and QFE providers will need to
comply with the standard QFE conditions and other obligations. In this respect, ANZ has the following
comments:

e It is not clear how the disclosure requirements under the FAA and the Financial Advisers
(Disclosure) Regulations 2010 (Regulations) will apply where personalised robo-advice is
provided under the proposed exemption, as the prescribed disclosure requirements in this case
(Regulation 7 of the Regulations, which prescribes disclosure for financial advisers other than
AFAs and QFE advisers) seem to assume that the “financial adviser” is an individual (i.e. an
RFA); and

e Some of the disclosure requirements for QFEs could be confusing if applied to personalised
robo-advice. ANZ assumes that these requirements will not apply as, under section 25 of the
FAA, these requirements apply where a QFE “acting through a QFE adviser, provides a
personalised service to a retail client.” However, ANZ considers that this should be clarified by
the FMA if the proposed exemption is introduced.
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PO Box 35

Shortland Street

Auckland 1140, New Zealand
Telephone (09) 306 3000
Freephone 0800 803 804
CX10087 Auckland DX Sort
ash.co.nz

19 July 2017
CONSULTATION PAPER: PROPOSED EXEMPTION TO FACILITATE PERSONALISED ROBO-ADVICE

ASB Bank Limited (ASB) welcomes the opportunity to provide feedback on the Financial Market
Authority’s (FMA) consultation paper: Proposed exemption to facilitate personalised robo-advice
(the Consultation Paper).

ASB is a subsidiary of Commonwealth Bank of Australia and a related company of Sovereign
Assurance Company Limited.

This submission makes general comments on the exemption, and addresses the conditions
proposed in the Consultation Paper.

We have contributed to the submission on this matter being made by the New Zealand Bankers’
Association and we support the points made in that submission.

We acknowledge that ASB’s submission may be made publically available by way of publication
on the FMA website, and may be released in response to a request under the Official
Information Act. ASB does not seek confidentiality for any aspect of this submission.

If you require any further information in relation to this submission, please do not hesitate to
contact me.

ASB Bank Limited A Member of the Commonwealth Bank of Australia Group
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General Feedback

ASB is supportive of the FMA issuing an exemption in this space. We commend the FMA’s
willingness to enable innovation and progress robo-advice as a means to help to address the
“advice gap” in New Zealand.

ASB currently provides class robo-advice services, and will continue to do so in the future. Itis
important that the proposed personalised robo-advice exemption does not cut across existing
class robo-advice services — i.e., class robo-advice needs to continue to follow the current rules
(and can continue even if a provider is operating under the exemption for another personalised
advice service). The exemption should only apply for personalised robo-advice.

We support the proposal for a class (rather than individual) exemption. It is important that
providers would be able to continue to use the exemption during the transitional period of the
new regime. It is also important that the new requirements largely follow what is proposed
under the new regime. While robo-advice tools will be subject to ongoing refinements and
improvements, providers would not want to commit a large amount of time and resource to
creating new advice tools only to have to change them substantially two years later when the
revised financial advice regime is implemented. This could also lead to confusion for consumers
and without some sort of understanding that regime will continue largely the same, may mean
providers are not as willing to develop tools ahead of 2019.

Scope

We consider that a robo-advice tool that is held to the high standards of the AFA Code should
be able to provide advice on all products that an AFA could advise on. We favour a channel-
neutral exemption that incentivises advice providers to develop tools to advise on any product
there is a commercial case to do so, provided it meets the requirements of the exemption.

We query why mortgages are excluded from the scope of the exemption when all other
consumer credit contracts are included. In particular, the market for online advice on mortgage
products is already well developed, with sophisticated tools and calculators available.
Extending the exemption for robo-advice to include mortgage products would improve the
quality of advice that New Zealanders are already seeking online, from providers whom they
already trust. QFEs have strong institutional control systems and processes already in place to
help mitigate any risks arising from the provision of robo-advice on mortgage products, in
addition to a comprehensive regulatory overlay (e.g. the responsible lending provisions of the
Credit Contracts and Consumer Finance Act 2003).

If there is a policy basis for this exclusion, we consider that it should have been outlined in the
Consultation Paper. At a minimum, robo-advice should be able to be provided on aspects of
mortgages, such as term, fixed vs. floating mortgage rates. Mortgages themselves, but in
particular these aspects of mortgages, are no more complex than a number of other products
that are within the scope of the proposed exemption.

We also submit that personal insurance products should be in scope for personalised robo-
advice. The approach to personal insurance should follow the other proposed in-scope
products, i.e. products should be included where they are easy to exit. As you have noted, the
ability to unwind an investment decision easily reduces the potential harm if a consumer has

ASB Bank Limited 2
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received poor or unsuitable robo-advice. In respect of the proposed limitations on personal
insurance:

e We disagree with including a limitation on the sum insured. The sum insured for these
types of products is often over $100k, especially when considering that repayment of a
mortgage is often covered.

e Often personal insurance products do not have a fixed duration at the outset so it
would be difficult to limit cover to contracts to one year or less.

e We agree with the limitation that personal insurance products should be easily
cancelled (and submit this should be the only limitation in line with the other products).

Disclosures

We consider that QFE robo-advice tools should be required to make the same disclosures as
those that QFE advisers currently make. A blanket rule requiring the robo-advice tool to
disclose details of any ‘material interests, incentives, relationships or arrangements that may
influence the service the client receives’ is very board and does not align with Code Standard 3
which is merely a requirement on an AFA not to state they are independent if they are not.
While a broad blanket rule may be appropriate for non-QFE provider robo tools that have the
potential to represent an inappropriate level of independence, QFEs should be required to
make their existing QFE disclosures. If a customer goes onto ASB’s website and uses the
personalised robo-advice tool, it would be clear that they are only going to receive a
recommendation in relation to ASB’s products.

We support that the FMA are not proposing to prescribe the form of disclosure in relation to
personalised robo-advice tools. This allows providers to consider whether disclosure could occur
in different forms (such as pop-ups throughout the process, graphics etc.) that could vary from
platform to platform. It is positive that the exemption is not proposing a mandatory ‘tick box’
approach to confirming disclosure or an express client confirmation condition and is open to
considering different ways in which providers can get comfortable on this point. This
appropriately reflects the breadth of opportunity that a personalised robo-advice tool presents,
and we consider will be helpful in moving providers into thinking about disclosure in novel ways,
with ease of consumer understanding at the forefront.

Restrictions

ASB does not support a value cap or duration limits on other proposed eligible products. This is
particularly inappropriate for large QFEs, where the suggested $5m total cap would be reached
very quickly, and would make this tool available to only a fraction of the QFE’s customers.

Further, we do not support limits on an individual client investment amount or on the total
investment amount of products that the robo-advice service can advise on. As noted in the
Consultation Paper, advice is not always provided in terms of the amount purchased or
invested, so these limits may be difficult to apply in practice or there may be unintended
consequences. Furthermore, if the goal is to improve access to advice, setting an arbitrary
investment amount may mean there is a gap for customers in terms of the advice they can
access digitally and in person.

ASB Bank Limited 3
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Exemption conditions

Condition (a): Pre-notification procedure

To take advantage of the exemption, the Consultation Paper suggests a provider would be
required to provide a ‘good character’ declaration for all directors and senior managers of the
advice provider. This is what is required of an AFA and could be appropriate for smaller
providers (who prior to post-FAA reform would not be required to be licensed as a financial
advice provider). Existing QFEs however, should be entitled to rely on the detailed ‘fit and
proper’ declarations provided under both the FMCA market service licenses and in the case of
QFEs that are also registered banks, the Reserve Bank of New Zealand’s prudential supervision
regime. These declarations appear more detailed than the ‘good character’ declrataion in any
event.

Condition (b): Status disclosure

While we understand the rationale for prescribing wording that the digital tool is providing
personalised advice in reliance on the exemption, we suggest that this should be stated in plain
English. Due to the technical terms used in this area, it is important that any prescribed
wording is as clear as possible such that customers can readily understand it.

Condition (g): Monitoring and testing

We consider that the appropriate time to conduct rigorous monitoring and testing would be
prior to launch of any tool. We do not consider it either necessary or appropriate that in the
initial stages or following a change to the algorithms (i.e., in a live environment) that every piece
of advice (or a high proportion) must be reviewed by appropriately qualified individuals. This
review should have happened before the personalised robo-advice tool is made available to
customers. This monitoring should continue to some degree once a tool goes live, but not of all
or most advice given.

Condition (j): Record keeping
The conditions to the exemption require that adequate information about advice provided to
our customers be retained.

Consumers may use the tool in different way, for example by exploring the tool through using
different financial options (e.g. including different investment amounts and risk profiles) and
becoming familiar with the terminology and process before they commit to any decisions.

They could complete only part of the tool at some visits and may visit several providers’ tools, if
these are readily available. This behaviour supports good decision-making. Customers could
see provision of their personal identifying information (e.g. name, address, date of birth) as a
barrier to use of the tool. To encourage customers to explore tools, providers should be able to
leave provision of identifying information (which is a pre-cursor to record retention) until later
in a process, and should not be required to retain records of each visit or part completed visits.

ASB Bank Limited 4
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19 July 2017

Email: consultation@fma.govt.nz

Dear Sir/Madam
Submission on proposed exemption to facilitate personalised robo-advice

Thank you for the opportunity to comment on this proposal. Our view is that many New
Zealanders cannot afford professional, personalised financial advice, and that robo-advice
would give more people access to financial advice. We therefore support the proposal,
provided appropriate checks and balances are in place.

You have sought feedback on a range of questions in the consultation paper. We have
responded to those questions most relevant to our work.

Question 1

As outlined above, we support the introduction of robo-advice subject to the proposed limits
and conditions. Robo-advice would be a more cost-effective option for many consumers who
might not ordinarily seek personalised financial advice. Low-cost robo-advice options would
particularly encourage young, internet-savvy consumers to seek financial advice.

Robo-advice has especially promising potential to fill a gap in the market for advice about
KiwiSaver. In the past two years, 44 per cent of the complaints and disputes we received
about KiwiSaver fell into the category of “service issues”. The most common sub-categories
were “delay” and “failure to act as instructed”. Another 20 per cent of KiwiSaver complaints
and disputes were about advice and information. This includes incorrect or misleading
information, poor or unsuitable advisory processes and unsuitable product recommendations.

We recognise that robo-advice is not immune to error, and that there are limits to what a
digital platform can achieve compared to interaction with a person. However, KiwiSaver-
related robo-advice has the potential to rectify many of these service issues, which result from
human error.

Question 2

We consider it is appropriate for the FMA to use its exemption powers to facilitate
personalised robo-advice in advance of the law reform. Providers already face strong demand
for robo-advice. In Australia and other countries, the growth of robo-advice is improving
access to advice. The proposed exemption would give providers and consumers time to adjust
before the law reform comes into effect. It would also allow the FMA to monitor and address
any issues in advance of those reforms.

Question 5

The proposed exemption, if granted, would have a primarily positive impact: it would close a
gap in financial advice to those less well off, and it would minimise the risk of poor consumer
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outcomes. However, any new technology also has the potential to create new channels for
cybercrime and fraud. It is important consumers are made aware of this risk and also where
liability lies if they suffer loss. This issue has the potential to undermine trust and confidence in
robo-advice, and banking generally, and would need to be thoroughly considered as part of
developing the conditions to the proposed exemption.

Question 17

We support the proposal that the FMA draft the status disclosure statement used by providers.
If left to providers, such statements might imply the FMA has endorsed, approved or reviewed
their robo-advice service. The statement is likely to be a key piece of information consumers
consider when weighing up whether to use a robo-advice service. A statement written by the
FMA for use by providers would ensure clarity and certainty for consumers.

Question 18

We consider providers should have the flexibility to decide how to comply with the disclosure
condition, provided they meet all of the guidelines. This would enable providers to tailor their
communication material to different audiences and platforms. Otherwise, there is a risk
providers might not sufficiently draw key information to consumers’ attention. Requiring
providers to actively confirm that customers have read the disclosure and agree to receiving
robo-advice would minimise that risk.

Question 19

For the reasons just outlined, the FMA should impose a condition that requires providers to
actively confirm that customers have read the disclosure and agree to receiving robo-advice.
Many complainants we deal with deny receiving disclosure information. Making this condition
mandatory would eliminate the question of whether a customer received the necessary
information. It would also give further assurance to customers when seeking robo-advice.

Question 21

We consider that the NZBA Code of Banking Practice applies to all banking practices, and we
agree that the code would also cover robo-advice.

Question 25

We consider that an information sheet explaining the exemption and giving guidance on how
to comply with it would be helpful and would promote consistent application of the exemption
by providers.

Question 26
We would find it helpful to see a list of providers relying on the exemption on the FMA website.
Conclusion

We support the proposed exemption to facilitate personalised robo-advice, subject to the
proposed limits and conditions. We consider it will give more customers access to financial
advice and enable them to make more informed decisions.
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We would welcome the opportunity to discuss any further proposals with you. If you would like
more information or clarification regarding this submission, please feel free to contactjjjjij

About us

We are an approved dispute resolution scheme under the Financial Service Providers
(Registration and Dispute Resolution) Act 2008. Our participants are registered banks and
their subsidiaries and related companies, and non-bank deposit takers that meet certain
criteria. These criteria, regulated by the Reserve Bank, include the ability to demonstrate high-
quality complaints-handling procedures.

Our aim is to improve the banking experience for customers and banks, as well to help resolve
disputes between banks and their customers. We work with other agencies to increase
customers’ knowledge of how banking works and to empower bank customers to manage
their banking affairs better.

Yours sincerely
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Proposed exemption to facilitate personalised robo-advice

Submission by Bell Gully

Dated 19 July 2017

This submission has been prepared by Bell Gully in response to the Financial Market Authority’s Consultation Paper: Proposed exemption to
facilitate personalised robo-advice.

Our submissions are set out in the table below. We have not answered all of the proposed questions, as we have focussed our comments on
those questions which we consider particularly relevant to our areas of expertise and have limited our submissions to matters which we believe

require further consideration.

21316262
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Submission form

Question Response

comply with the ‘natural person’ requirement (if no
exemption is granted):

e Would be unreasonable? or

e Would not be justified by the benefit of
compliance? Please give reasons for your
answer.

1. | Do you support the proposed exemption from the Yes, we support the proposed exemption from the requirement for personalised advice to
requirement for personalised advice to retail clients | retail clients to be provided by a natural person.
to b_e provided by a natur_al person, prO\_/l_ded thisis | \we commend the FMA for fast-tracking this ahead of the law reform and thereby supporting
subject to the proposed limits and conditions to innovation.
provide consumer protection safeguards? Please _ . . _
: ; In relation to the proposed limits and conditions of the exemption, please see our responses
give reasons for your view - . :
to the specific questions canvassing these below.
2. | Do you agree it is appropriate for us to consider We agree that it is appropriate for the FMA to use its exemption powers to facilitate the
using our exemption powers to facilitate the provision of personalised robo-advice in advance of the anticipated law reform.
provision of personalised robo-advice in advance of | \ye pelieve it is important to make every effort to keep pace with the rapid technological
the law reform, or do you believe that we should changes the market is experiencing and facilitate greater access to advice through digital
wait for the law reform to come into effect? Please | -nannels.
give reasons for your answer. . L L .
However, assuming the exemption is granted, it will be important to ensure that:
e the exemption requirements are mirrored in the new financial adviser laws; and
e entities can continue to offer personalised robo-advice during the transitional period for
the new law without disruption,
to ensure that providers have the requisite certainty to invest in and deploy the new
technology for the benefit of consumers. We note that the FMA is in discussions with MBIE
in this regard.
3. | Do you think the costs for robo-advice providersto | We submit that the costs associated with incorporating a natural person into the robo-advice

process would directly hinder the development of personalised robo-advice in New Zealand
and is not justified by compliance benefits.

Intermediating the generated advice with, for example, an individual AFA reviewing and
approving the advice before it is provided to consumers, would completely undercut a robo-
advice service provider’s ability to deliver advice in a cost efficient and timely manner.

However, we also recognise the value of hybrid models which have an adviser-assisted
component, such as those which enable a consumer to opt in to speaking to an adviser
during the automated process or allow providers to identify and follow up on any

21316262
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inconsistences in the information provided by clients.

In our view, the regime should accommodate — but not require — individual advisers to be
involved in robo-advice offerings.

4. | Do you support the proposed approach of granting | We support the proposed approach of granting a class exemption as it provides a uniform

a class exemption, or do you consider that granting | approach and reduces the providers’ time and costs associated with seeking an individual
individual exemptions would be more appropriate — | exemption. If every provider that wished to provide robo-advice was required to apply for an
in either case subject to limits and conditions? individual exemption this would effectively create a roadblock to fast-tracking the change
Please give reasons for your view. ahead of the law reform.

In addition to the proposed class exemption, we believe there would also be merit in
granting more tailored individual exemptions, on a case by case basis, where the class
exemption is unworkable for a provider for a particular reason.

5. | What impact would this exemption have if granted? | The exemption should:

We are particularly interested in any risks, costs, or | 5 jjitate the provision of financial advice to a wider population than is currently the case:
other impacts this may have for consumers; as well _ . ) _ _ _
as any risks, costs or other impacts this may have e enable providers to go live with personalised robo-advice tools earlier than would be

on providers (including robo-advice providers and otherwise be the case;
other advice providers). e result in investment in tools designed to provide effective personalised robo-advice; and

e result in increased engagement by persons who are largely accustomed to, and prefer,
online channels.

Whilst we accept that there are risks associated with robo-advice such as:
¢ the risk of data being entered incorrectly;

¢ the possibility of errors in the underlying algorithms;

e consumers’ understanding of the limitations of robo-advice; and

¢ the less personalised/flexible nature of the robo-advice system (e.g. no or limited ability
to ask questions, seek clarification or build customer relationships),

we believe that some of these risks also exist in a person to person advice context, that the
risks are manageable and the benefits of permitting robo-advice outweigh the risks.

6. | What would be the impact if no exemption is If no exemption is granted, there is unlikely to be any material developments in the provision
granted (status quo)? We are interested in any of robo-advice in New Zealand. The impact of this is that:
risks, costs, or other impacts this may have for (@  New Zealand’s development and provision of robo-advice services will continue to

consumers; as well as any risks, costs or other

21316262 3

Return to list of submitters



impacts this may have on providers. (For providers)
we are also interested in whether you would
provide class robo-advice services if no exemption
is granted.

be delayed until the law reform scheduled for 2019;

(b) the section of public that is not currently accessing advice will continue to be under-
advised which will be compounded by another two years lost opportunity;

(©) New Zealand will be markedly behind the development of robo-advice services and
regulation in other jurisdictions; and

(d) offshore providers in jurisdictions that are, or will be by the time of New Zealand’s
anticipated law reform, well progressed in the development and regulation of robo-
advice services, will have a competitive advantage to domestic providers.

In the absence of an exemption for personalised robo-advice services, providers will have
little incentive to invest in class robo-advice platforms. We also anticipate that consumers
would look to access offshore robo-advice solutions in the absence of domestically-available
alternatives.

Do you agree that there is an advice gap which
means consumers are not able to access financial
advice? What do you believe is the approximate
balance a consumer would need for a provider or
an AFA to be willing to provide advice to them?

On the basis of the industry statistics reported, we agree that there appears to be a financial
advice gap such that a section of the public that needs advice is not able to access financial
advice because they cannot afford it and/or advisers are reluctant to take on lower value
portfolios.

Do the proposed limits and conditions strike an
appropriate balance between consumer protection
and promoting innovation? Please give reasons for
your view.

Proposed limits

We do not support the proposed limits generally as we understand from market participants
that they will be unworkable in practice and we do not believe they strike an appropriate
balance between consumer protection and promoting innovation.

We believe the more pertinent matter to address will be to ensure that providers can
demonstrate the integrity of their service, from the expertise, algorithms and data protection
systems in place behind the system through to the monitoring and testing of the advice
output from the system. Please see our responses to questions 12-16 below for our
detailed comments.

Proposed conditions

Generally speaking we believe the conditions strike an appropriate balance between
consumer protection and promoting innovation. Please see our responses to questions 18-
24 below for our detailed comments.

21316262
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10. | Are any of the limits or conditions in this paper Please refer to our response to question 9 above.
likely to cause your business unreasonable costs or
make providing a personalised robo-advice service
unworkable for your business? If so, please
indicate which limit(s) or condition(s) do this, and
what those costs or impracticalities are. Please
also propose alternative conditions that would
provide a similar level of protection, if possible.

11. | Do you agree that the exemption should be We agree that the exemption should be available for financial advice and investment
available for financial advice or an investment planning services.

planning service, or do you think it should be
limited to financial advice only (excluding
investment planning services)? Do you agree that
discretionary investment management service
(DIMS) should not be covered by the exemption?
Please give reasons for your view

12. | Do you agree with our proposed list of eligible We submit that mortgages and personal insurance should also be included in the list of
products? Please indicate if there are products that | eligible products for personalised robo-advice.
should be included or excluded from this list. Please see our response to 13 below for our specific comments in relation to personal
insurance.

13. | Should personal insurance products be included in | We submit that personal insurance products should be included in the eligible product list.

the eligible product list? If so, should these We believe the concern that these are not easy to exit is misguided. Personal insurance
products be capped at a certain value or have a can be easily exited by simply ceasing to pay premiums. We recognise that there are risks
duration limit? For example, should advice on associated with replacement insurance but submit that these can be dealt with in the design

personal insurance products be limited to products | of the service.
where the sum insured would not exceed $100,000 | \ye think it would be difficult to appropriately cap robo-advice on personal insurance

per groduct, or where the duration is one year or products at a certain value or duration limit. We understand from market participants that life
less? Please give reasons for your view. If you insurance of $100,000, for example, is very low and means that robo-advice would not be
consider a different value cap or duration limit available for the majority of life insurance consumers.

would be appropriate, please specify what this _ _ _ .

should be. We also believe that imposing a value cap could be somewhat counterproductive in that

robo-advice would not be available to those seeking advice on larger product/investment
values, thereby protecting those that typically need the least amount of protection.
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14. | Should we also apply a value cap and/or duration For the reasons set out in our response to question 13 above, we do not think it would be
limit on some or all of the other proposed eligible appropriate to cap any of the proposed eligible products at a certain value or duration limit.
products? Please give reasons for your view. If you
consider a value cap and/or duration limit would be
appropriate, please specify what this should be.

15. | Should we impose an individual client investment For the reasons set out in our response to question 13 above, we do not think it would be
limit (a requirement that advice only be provided to | appropriate to impose an individual client investment limit.
clients seeking advice on investment amounts or
investable assets of (for example) $100,000 or less
per client)? Do you think there are any practical
difficulties or unintended consequences that may
arise from this? Please give reasons for your view.

If you consider a monetary limit would be
appropriate, please specify what this should be.

16. | Should we impose a limit on the total investment We do not agree with imposing a limit on the total investment amount of products advised
amount of products advised on through the robo- through the robo-advice service.
advice service? Or should we impose two limits, a | \ye pelieve such a limit would be a deterrent to providers relying on the exemption as it will
higher limit for QFEs and a lower limit for non- be unviable to invest the time and money in developing quality robo-advice services with
QFEs? Are there any practical difficulties or such a restriction in place.
unintended consequences you can see from . . L
imposing a limit? Please give reasons for your We also S_ubmlt Fhat the regulation should be te_chpolqu neutral; ’robo-adv|ce is s|m'p|y
view. If you consider a monetary limit would be another distribution channel and the mode of distribution shouldn’t change the requirements.
appropriate, please specify what this should be.

17. | Should we prescribe the form that the status If a status disclosure is required, we would support a concise prescribed form. We would

disclosure statement (that the provider is providing
a personalised robo-advice service in reliance on
the FMA exemption notice; and that this has not
been endorsed, approved or reviewed by us) must
take? Yes or no? If not, why not?

submit that there should be flexibility as to the required location and timing of that prescribed
wording and flexibility as to the form, location and timing of the product disclosure.

21316262
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18.

Do you think providers should have flexibility to
decide how to comply with the disclosure condition,
or do you think we should prescribe the form and
method of disclosure - such as through a
prescribed form of disclosure statement? Please
give reasons for your view. For providers - what
form and methods would you propose to use to
comply with the disclosure condition?

We appreciate that there are limitations to this style of advice but that those limitations may
vary greatly between robo-advice services. Accordingly, we would support flexibility to
decide how to comply with the disclosure condition rather than a prescribed form. This
would also allow robo-advice services to be innovative about delivering the disclosure.

19.

Should we impose a condition that requires the
provider to obtain active confirmation from the
client that they have read the disclosures and
agree to receiving advice through the robo-advice
service on the basis described? Please give
reasons for your view.

We believe there is value in taking steps to ensure a client understands the basis of the
robo-advice service but it is not clear that requiring an active confirmation necessarily
means the client has actually processed and understood the basis of the service.

However, if such a condition is imposed, we submit that there should be flexibility as to the
form and timing of this.

20.

Do you agree with the proposed conduct
obligations? Please give reasons for your view,
including whether there may be any difficulties or
unintended consequences from applying these to a
robo-advice service.

We agree with the proposed conduct obligations. Please see our response to question 21
below for our views as to further conduct obligations that should apply.

21.

Are there any other conduct obligations that should
apply? For example, other modified versions of the
Code Standards. Please tell us why any additional
obligations would be appropriate and provide
proposed wording for these, if possible.

As a starting point, we believe the application of the standards should be technology neutral;
that is, the mode of distribution should not change the requirements.

In addition to those identified as applicable in the Consultation Paper, we submit that there
would be consumer protection value in including modified versions of the following Code
Standards (or components of those standards, as applicable) as conduct obligations:

(a) Code Standard 1 — a requirement for the robo-advice service provider to act with
integrity in their system design process;

(b) Code Standard 6 — a requirement for clear, concise and effective disclosure; and

(© Code Standard 15 — a requirement for the robo-advice service provider to have
knowledge of the relevant legal obligations.

22.

Do you have any feedback on the table set out in
the Appendix which maps the proposed exemption
conditions to the Code Standards, Standard

Please see our response to question 21 above.

21316262

7

Return to list of submitters




Conditions for AFAs and FA Act requirements for
AFAs? Are there modified versions of any of these
requirements that are not currently reflected in the
proposed exemption conditions that should apply?
Please give reasons for why any additional
conditions would be appropriate and provide
proposed wording for this, if possible.

23. | Should the conditions be applied in a manner that We submit that the conditions should be applied proportionately to the complexity of the
is proportionate to the size and scale of the robo- service offered rather than to the size and scale of the service. We submit that there should
advice service offered? Please give reasons for be a minimum standard which all providers must comply with and more complex systems
your answetr. should be subject to more complex testing.

24. | Are there any other limits or conditions you think We believe it will be important for robo-advice service providers to regularly review the
would be appropriate to put in place? system design to ensure it remains “current” in respect of the products it relates to, the

market conditions and the assumptions underlying the algorithms.
We assume the FMA’s current monitoring and surveillance of financial adviser services will
extend to robo-advice services.

25. | As well as the exemption notice, would you find an | Yes, particularly given the gravity of the consequences and liability for a breach of the
information sheet explaining the exemption and exemption conditions.
providing guidance on how to comply with it
helpful? Yes, or if not, why not?

26. | Would you like to see a list of providers relying on Yes, we would support listing the providers relying on the exemption on the FMA website.
the exeTptlon, if granted, on our website? If not, We also suggest that a link to this page should be included on the regulated disclosure on
why not* robo-advice platforms stating that they are relying on the exemption notice.

We also support the proposed requirement for robo-advice providers to register on the
Financial Service Providers Register.
28. | Do you have any other feedback or comments? We note that the Consultation Paper states that providers of personalised robo-advice

services would also need to comply with the disclosure obligations in Part 2 of the Financial
Advisers Act. Where the robo-advice service provider is not a QFE, it is unclear how the
disclosure form will work in practice. We would be grateful if this could be clarified.
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INTRODUCTION

This submission has been prepored by Bonk of New Zealand
(BNZ) Un response to- e Funancial Marvkets Awthority (FMA)
covsudtation paper on Proposed exemption to- facllitate
personolised. robo-aodnice released June 2017

BNZ welcomes Hails opportunity to- provide a response to- FMA’y
Corsultotion Paper and acknowledges Hhe induwstry consultation
wnolertoken o tHis matter.

EXECUTIVE SUMMARY

BNZ would like to- commend the FMA for Hie pro—active steps of s
taking to- enable ropo-adaice to- be introdunced aread of tre
proposed. thanges to- He Funanclal Markets Conduet Act 2013
(FMCA). Robo-aduice i a service that we are keen to- be able to-
offer owr one million pluy cwstomers: They will be able fo- access
expent adwice remotely, atf tumes corwenient to- them I+ wll enable
ovaidaple “onytime, anywirere'.

BNZ believes Hhot robo-adaice will be a guantum leap forward uv
customers wivo othverwise wouwld be put off taking advice because of
perceined or real borriers: It U consistent witiv our alm to- “help owr
cwstomers be good witiv money’.

BNZ covuiders that tive Consltotion Paper  of very highv
standard. It providesy a foir sumumary of the risks and. benefits of
ropo—-adiice. We are un general agreement witiv He exemyption
solutlon being proposed by tive FMA. Owr response to- e Questions
v the Comsudtation Paper are set out bellow:

Owr responses hanve been compiled witiv e help of our subject
matter experty oy well as having reference to- e work done by
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regulators un other jurisdictions, witiche hawe untrodunced. rolpo—
adwice or are considering doing so-t

3.0 BNZ'S SUBMISSION

RL Do yow support-the proposed exempfion from the reguirement for
pevsonalised adyice fo- refacl clients fo- be provided by a natvral
conditions to-provide conswmer profection safequards? Flease gove
reagony for your yview:

BNZ believes tHhat the current adiice regime doesy not meet He
needy of nearly enowglv ounr customers. Providing personalised
cwstomers, U also- requines customersy to- make Hhemselyves available
to- talk to- an adwiser ot fimes wihen U may wnot be conwenient to-
them lw many cases, ey would prefer to- use techunology and
control how they access information and adaice. Therefore, BNZ s
keen to- offer robo—adnice as soon asy we are aple to- do so, without
programmes: If the techunology s available, New Zealand customersy
showld be able to- get Hhe benefit of it We congratulate the FMA for
being proactive in Hhis regaros Therefore, BNZ supports the FMA
gronting aw exemption.

We support there being robust consmmer profectlon reguirements.
We consider Hhat tihere (s no- case to- lumit the amownt that can be
adurised o o inwested Hrough robo-advice channely (as this covdo
nfer that robo-adaice iy inferior or less reliable Hhan adaice gven
by a natwral person) — the channel used should not make a
Afference to- the suitahblity of adaice for an uindividual.

BNZ also- disagrees witiv the proposal to- Lmit tive wse of robo—
adiice to- produncts wirich are “easy to- exit’. This infers that robo-
adwice Uy an nferior or wnrellable channel. We do- not accept that
Hus B the case. The most umportant requirement Uy Hhat the

1

ASIC — Providing digital financial product advice to retail clients — August 2016; SFC - Consultation on Proposed
Guidelines on Online Distribution and Advisory Platforms — March 2017; and MAS — Provision of Digital Advisory
Services
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olgorithumy produce adiice that Uy suitople for the customer. Thisy
requinres extensive odevelopment work, and pre-release and ongoing
testing. The tool needs to- be able to- screen customers, so- that adaice
on complex burestment produnets Ly ovdy guen to- sophisticated
cwstomers. The necessary restrictions con be achueved by howving an
appropriote “suitoblity’ test without restricting eliglble produccts:
A restriction ow eligiple products would probably redunce the
ncentve for ongoing development un robo—aduaice.

Do~ yorw agree of cs appropriate for us fo-consider using owr
exemption powers fo- faclifarte the provision of personalised robo—
adyice in advance of the law-reform, or do-yowe believe that we
showdd wadt for the law- reform to-come into-effect? Flease give
reasony for Your answer.

Yes, we agree U i appropriate for FMA to- use Uy exemption powers
to- facllitote personalised robo—-advice. The only other alternative s
for MBIE to- amend the relevant provisions of the existing Funancial
Adnisersy Act 2008 (FA Acth) to- facllitate robo—adwice: This would
camnse vmnecessory anol possiply lengtivy delays, as tiere b far Less
control over the legUlative process and. e process s by U very
nature longer. Alsoy, MBIE s already well down Hre pativ of
working ow tire clhanges necessoary to- unclude the new- fnancial
adurisersy regume un the FMCA. Gving cnrrent workloods withv tivat
process, b wouwld be unprodunetive to- dinvert Us attention to- addiress
one specifie area of reform (Le. passing appropriate legulation
enabling ropo-adiice). Therefore, Ut seems sensiiple to- BNZ Hiat Hie
FMA U the appropriate party, to- consider, addiessy and umplement
a temporory robo-adiice exemption.

BNZ favoury an exemption being ntroduced shortly because the
current tuming for changes to-the FA Act regume ondy evarisages
robo—adiice services becoming available un 2019 (at the

earliest). The exemption s necessary for New Zealond providersy to-
be able to- offer robo—advice services of o noture similar to-tiose
already onvoildabple un otihver jurisdictions currently. We Hunk His
W ecruchal v order fo- fUL a hurge vold un Hhe availability of
personalised westment adiice to- customers of New- Zealand’s
financial services industry on affordable terms: If the technology
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and expertise U now- availodple i New- Zealond to- provide His
service, Hhere U no justification for delaying customers from haring
access to- ropo—-adiice services for 2-3 yeary just becaunse that s
the lengtiv of fime U fakes to- prepoare and umplement He changes to-
the new financial adiiser’s regume under e FMCA.

The challenge U, however, to- ensure Hhat the umplementoatiow of
robo—adwice under any exemption gy done v a woay Hat Ly not
windudy rusired (and may Hrerefore be prone to- unforeseen
proplems wirich puty at rusk positive customer owtcomes) and s
hopefully not materially inconsistent withv robo-adiice Licence
requiirements and law- that will apply under Hhe proposed new-
funancial adniser regume wnder tive FMCA.

Do~ yow think the coxts for robo—adyice providers fo-comply with
the ‘natural person’ requirement(Of no-exemption o4 granted):

* Wowdd be wnpeasonable? or

* Wowdd notbe justified by the benefit of compliance?

For BNZ, unfelligent antomation, such ay artificlal untelligence (Al)
oo roho—adwice, are seen ax criticol enablers to- solve key poin-
pounty for owr cwstomery and ar way fo- more effectively deliver owr
key aim, wiriehv U to- el New- Zealanders be goood witiv money.
This sy a key guiding principle for ws wiven developing owr
ountomation stroategy. The opportunities we are looking to- fullfl are:
o  To provide adiice, at scale wirich s easily accessible, newtral
and onallople 24/ 7; ono
o To provide aduice un a way tHiat by o great customer
experience, U consistent; safe and relevant:

From owr cuarrent researcin, Here Uy growing evidence to- show-there
W a large Hre kinowledge gap surrownding basic produrcty suci ay
KiwiSaver, wirich highlighty tive need for customers to- have access
fo- adwice on the basics of funancial lteracy and uwesting, ay well
a5, U the case of KiwiSaver, fund selection — for example UF
appeors thot many of ovwr current KiwlSaver customers remaiin
wwesteo un their defaunlt ‘conservative fund, wien His may not be
There s a shortage of AFAs and tivere are perceived barriers to-
accessing adwice from them: Robpo-adaice s the ultumate solution
that will enaple customers to- access expent adwice on an affordable
basis, ot times and locations that are covwenient for the customer.

Withv iy b mind, to- try and comply witiv the ‘natural personal
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reguivement to- provide 100% quality assuaronce and check eaciv
piece of adwice, would defeat tie objective, wirich W to- provioe
affordaiple guolity advice service at scale wivich by not currently
possible due to- lack of cuwrrent AFA capacity. No- business case
wowld stande wp to- a requirement to- hawve natural person
wwolvement:

The key to-the successful introdunetion of new-fechnologies, sucih as
ropo—-aduice, iy to- ensre they bwolve a large degree of checking
phases: This to- ensure the guality of Hhe adiice and Hre customer
experience, including the appropriateness of Hie guestions, Hie
responsiveness of the customer’s intferaction witiv He tool and the
accmrocy of the answers and adaice being provided.

We agree there Uy a need. to- refodn ‘nataral person’ oversight over
the performance of He ropo—adaice tool as Ut looks to- ‘grow smanter’
over o periodl of tume. A strong oversight function requived, wirere
exceptionsy and defecty are managed witiv a view fo- improving the
number and guality of the tool and to- swstain and. enjrance
ongoing performance once Ut W put intfo- produnction: Mackhine
lLearning and kinowledge base build showld remain o critical
function, wiich should be managed by tihe team responsibple for
the tool.

Do~ yow swpport-the proposed approach of granting a classy
exerpfion, or do- yow congider that granting ndividual exemptions
wowdd be more appropriate — in edther case subject fo- lmits and
conditfions? Please give reasony for your view:

We appreciate thve reasons for FMA'y preferred. approaciv of gromnting
o clossy exemption for robo—-aduice — subject tor
o pre—notification and receipt of non—-objection by te FMA.
This process needs to- be consistent witiv the anticipated
requirements under the prospectve licensing regume wnoer
the FMCA. Thhe FMA considerations should not be Lumited to-
“good chharacter” but should have regard to- capability,
guality, governance, ruk management ande unternal controls;
o verification by an independent expert of tive algoritivms fo- be
used by tie robo—-adurice provider;
o non~opjection by the FMA to- the oufsourcing of any material
element of the robo—adwice service;
o the FMA being able to- impose appropriate conditiony ay poirt
of the non-objection process; and
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o  there being on-going confurmation of compliance provided to-
the FMA.

I owr views, the positive aspecty of a classy exemption are that:

1. U ¥ travsparent;

2. porties wishing fo- meet the requivements for exemption are
governed by the same upfront rules;

3. U W easier to- monitor and enforce; and

4. U B guicker to- implement:

The principal disadvantoge of a clasy exemption s the risk that
“one size does not fut all’. In otiver words, witv the varyung degree
of expertise, resowrces and, competency of providers Un the market,
o clasy exemption may not be appropriate for all providers Itis likely
that providers will want to- take markedly different approacies to-tre
provision of robo—adwice services: We see tie provision of robho—
adwice ay complex: There must be a highv degree of confidence Hiat
o provider hhas the requisife westment and techunology skilly and
that the algoritihumg have beenw extenginvely tested, so-tihat there o an
a range of customers. Secwrity of customer data iy essential. We
believe that some providers may requive closer serwting than
otihers, porticlarly of e goal of positive cwstomer owtcomes s to-
be met:

Owr expectation b that any exemption granted by FMA wouwld only
be a short-term solution to- enable robo-adaice to- become availabple
to- the market ay soon ay possible, and tihat the exemption would
lapse and be replaced by appropriote requivements under tive
revised FMCA v due conrse. Therefore, wihile a reguivement for
for all parties bwolved (ncluding FMA), we Huink that i will
provide better protection of customers:

Ow balance, we think that an undividual exemption approociv sy
more appropriote than a clasy exemption regume. The undiviodunal
exemption regume shouwlodh mimic the proposed Uicensing regume
wnder the revised FMCA as closely as possiple.
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RS, What cmpact wordd fhuiy exempption hayve of granted? We are
particndarly indferested cn any riks, costs, or other cmpacts thes
may haye for congumers; ay well ag any roiks,; costs or other cmpacts
s may haye on providers (ncluding robo—adyice providers and
other adyice providers).

The positve umpoct for owr customers U granting the proposed
exemption, by that Hey will get access to- personalised adiice
Huwroughh technology sooner than wiren Hie proposed. legislative
cthangesy are umplementeo.

The risks for customers un gronting Hiuls exemption are:

o fuurther change to- e adiice framework, ay a resudt of the
financiol