ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services


	Chapter 3 (g): Financial Services

	Section
	Improvements Implemented Since Last IAP
	Current Entry Requirements
	Further Improvements Planned

	Operational Requirements


	  


	All sectors are subject to the measures outlined in the “General Approach to Trade in Services” section.  

 

The following Acts and associated regulations apply to all services sectors and establish parameters for general business practice in New Zealand.

 

Companies Act 1993

Employment Relations Act 2000

Parental Leave and Employment Protection Act 1987

Minimum Wage Act 1983

Wage Protection Act 1983

Holidays Act 2003

Equal Pay Act 1972

Human Rights Act 1993

Health and Safety in Employment Act 1992

Commerce Act 1986

Consumer Guarantees Act 1993

Fair Trading Act 1986

Resource Management Act 1991 and amendments

Local Government Act 2002

The financial services sector is regulated by the following legislation and associated regulations:
Overseas Investment Act 2005

Reserve Bank of New Zealand Act 1989 and associated regulations

Financial Reporting Act 1993

Securities Act 1978 and associated regulations

Securities Markets Act 1988

Credit Contracts and Consumer Finance Act 2003

Takeovers Act 1993

Life Insurance Act 1908

Insurance Companies Deposit Act 1953

Insurance Companies (Ratings and Inspection) Act 1994

Insurance Intermediaries Act 1994

Accident Insurance Act 1998

Earthquake Commission Act 1993

Friendly Societies and Credit Unions Act 1982

 

New Zealand legislation may be viewed at www.legislation.govt.nz.
 

 
	A wide-ranging review of non-bank financial sector regulation is currently under way.

The key objective for the review is to develop an effective and consistent framework for the regulation of non-bank financial institutions, financial intermediaries and financial products. The aim of the framework is to promote confidence and participation in financial markets by investors and institutions, resulting in a sound and efficient non-bank financial sector.
The review covers a wide range of issues, including the regulatory arrangements applicable to:

· Non-bank deposit-taking financial institutions (friendly societies, credit unions, building societies, industrial and provident societies, and finance companies);
· Insurance (health, life and general);
· Offerings to the public of securities and collective investment schemes (unit trusts, group managed funds, participatory securities, contributory mortgages);
· Superannuation schemes;
· Financial intermediaries (investment advisers, brokers, financial planners);
· Anti-money laundering regulation and supervision; and

· The allocation of responsibilities across government agencies for financial sector regulation.
These reviews take into account the goal of free and open trade and investment and established international principles and best practices for financial sector regulation.



	Licensing and 

Qualification Requirements of Service Providers


	 


	 

Licensing, certifications and qualification requirements are set out in the above legislation.  

 

The Reserve Bank of New Zealand has published a Statement of Principles setting out the criteria it applies when considering applications for bank registration and ongoing supervision of banks.  That Statement is available on the Reserve Bank website at www.rbnz.govt.nz.
The Reserve Bank of New Zealand requires some types of foreign banks to operate in New Zealand as locally incorporated entities rather than as branches of the foreign bank.  This policy applies mainly to large banks - defined as having liabilities (other than related party funding) in excess of NZ$10 billion - and banks taking in substantial amounts of retail deposits and which come from jurisdictions which discriminate against depositors outside of the home jurisdiction.  This policy applies only to entities that seek to operate in New Zealand as registered banks.  Foreign entities will continue to be able to conduct banking business in New Zealand without seeking registration as a registered bank, provided that they do not seek to conduct business with the word “bank” (or any derivative of that word) in their name.
Licensing requirements for non-bank financial institutions vary depending on the institutional category, but are generally light-handed in nature, with very open access to the financial sector.  

Insurers wishing to provide insurance services in New Zealand must, in most cases, lodge a deposit of NZ$500,000 with the New Zealand Government Actuary and are subject to annual reporting requirements.  There is no formal merit licensing for insurance providers.

Financial institutions wishing to raise funds from the public in New Zealand, including through deposits, are not required to be licensed as such, but must comply with the Securities Act, including disclosure and any supervisory requirements under that Act and associated regulations.

There is no requirement currently in place for fund managers, investment advisers, or financial intermediaries to be licensed, but they are required to comply with various regulatory requirements, including disclosure arrangements.

Financial institutions that take a legal form such as companies, building societies and credit unions must be registered under the appropriate legislation by the Companies Office and must comply with the requirements imposed by that legislation, including as regards to reporting obligations, constitutional arrangements and so forth.


	 

As noted above, a major review is under way to reform aspects of the non-bank financial sector regulatory framework.  This is likely to include the development of a requirement for a wide range of financial service providers to be registered (including a basic fit and proper assessment) and a formalized licensing and supervision framework for deposit-takers, insurers and managed funds.  

Any new licensing requirements will be developed with careful regard to international principles and best practice, and to New Zealand’s obligations under WTO and bilateral FTA arrangements.  Subject to complying with prudential requirements, it is likely that there will be no barriers to entry for foreign financial service providers.  A national treatment approach to regulation will be maintained.

	Foreign Entry


	 


	Screening of foreign investment in New Zealand is restricted to a few critical areas that are defined as sensitive within the Overseas Investment Act 2005.  Investments in sensitive New Zealand assets are subject to the provisions of both the Overseas Investment Act 2005 and the Overseas Investment Regulations 2005.
 

There are no additional regulatory requirements for foreign entry into this industry or sector other than those that fall within prudential requirements, such as where local incorporation may be required, or where an assessment of foreign supervisory arrangements and other regulatory matters is made at the time of considering an application for licensing.  


	

	Discriminatory Treatment/

MFN


	 


	 

As a general principle, New Zealand’s regulatory arrangements (including entry requirements) for the financial sector are applied on a basis that does not discriminate by country of origin.  New Zealand’s financial system, across all parts of the financial sector, is open to entry by non-resident owned or controlled entities, regardless of the country of origin, provided that the entity in question meets standard prudential requirements.  These requirements include an obligation for the regulatory authorities in particular sectors (such as banking) to have regard to the quality of supervisory and other regulatory arrangements in the entity’s home jurisdiction.

New Zealand maintains a special relationship with Australia, given the substantial interaction between the New Zealand and Australian financial systems.  This relationship includes enhanced home/host supervisory coordination arrangements in the banking sector.  It also includes a framework for harmonization and mutual recognition across parts of the financial sector.

Legislation is currently in the process of enactment in both New Zealand and Australia to further enhance the home/host relationship in banking.

The Financial Reporting Act requires that certain groups (including overseas companies, subsidiaries of overseas companies or bodies corporate incorporated outside New Zealand; companies in which 25 percent or more of the shares are held or controlled by a subsidiary of a company or body corporate incorporated outside New Zealand or a subsidiary of that subsidiary; companies in which 25 percent or more of the shares are held or controlled by companies or bodies corporate incorporated outside New Zealand; or a person not ordinarily resident in New Zealand) deliver annual audited financial statements to the Registrar of Companies.
 

Insurance and Insurance-related Services:  The New Zealand government provides two forms of public insurance, relating to accidents and disasters.  Both forms of insurance are capped, so there is still scope for insurers to cover risks in the associated categories.  The public disaster insurance thresholds are NZ$100,000 for residential property and NZ$20,000 on personal property.
       
There are no restrictions on trade other than the horizontal measures listed in New Zealand’s GATS schedule in the sub-sectors listed below:
· Reinsurance and retrocession;
· Life insurance services;
· Services auxiliary to insurance;
· Banking and other Financial Services (excluding insurance) as    defined in paragraph 5(a)(v)-(xvi) of the GATS  Annex on Financial Services.   

With the exception of these measures there are no provisions which discriminate between domestic and foreign suppliers, other than standard prudential requirements (where local incorporation may be required in some circumstances).

 
	 

Some liberalization of financial reporting obligations for overseas companies has been proposed in the Business Law Reform Bill 2006.  The Bill is currently being considered by a Parliamentary Select Committee. 




