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Date:  8 September 2009 SH-11-4-3-4 
 
 
To: Alex Harrington, Office of Minister of Finance 
 
AIDE MEMOIRE: RDGS FEES BELOW BB CREDIT RATING 

Purpose 
 
The Minister of Finance previously agreed to the fee schedule for entities eligible for 
entry into the extended Retail Deposit Guarantee Scheme (Financial System Issues 
Meeting, 19 August 2009). 
 
An additional issue to be resolved is the fees that an entity should pay if it is admitted 
into the extended scheme, and its rating subsequently falls below BB. 
 
This Aide Memoire seeks a decision from the Minister on this issue. The fee schedule 
will be included in the guarantee deeds to be issued for the extension period and so will 
need to be resolved before the guarantee deeds are issued for consultation (after the 
Bill is passed). 
 
According to the current draft guarantee deed for the extension period if an entity’s 
rating falls below BB this will not be grounds for the withdrawal of the guarantee (for 
future deposits) in and of itself. If it was, this could create significant uncertainty for 
some firms that are at or around a BB credit rating. However, there will be additional 
grounds for the Crown to withdraw the guarantee for the extension period which could 
apply in such situations.1  
 
Analysis of options 
 
Option 1: Continue graduation of fees (Treasury preferred option) 
 
Option 1 is for the fees to continue to be graduated down the rating scale for entities 
that are accepted into the scheme and then subsequently downgraded below BB. This 
option aims to:  
 
• better reflect risk (consistent with the fee schedule from AAA to BB) and reduce 

the wedge in the market between entities with a guarantee and those without;  
• make firms think twice about joining the extended scheme if they expect a 

deterioration in their financial position; and 
• strengthen firms’ incentives to avoid downgrades (including by injecting more 

capital). 
 

                                                 
1 For example, where there is a material deterioration in the net asset position of an entity that 
means the Crown’s exposure is likely to be materially increased and there is not a reasonable 
prospect that the Crown’s net liability position under the guarantee will be improved during the 
remainder of the guarantee period. 
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The potential downside of this option is that it could introduce additional uncertainty for 
firms that may be downgraded below BB about the price of the guarantee scheme 
when they join. [  Withheld – economically damaging 
 
                                                                                                                                          ] 
 
Table 1 shows the graduated fees compared to historical and current market rates. 
Given the timeframes that were available to prepare this note, we have not been able 
to source historical and current market rate comparisons for ratings below BB.  We can 
provide this information to the office if you consider this would assist with decision 
making. This information should take a day or so to source. 
 

Table 1: Graduated fees compared to historical and current market rates 
 Recommended option Historical market rates Current 

market 
rates 

Credit 
rating 

Finance 
Companies 
(bpts) 

Banks, 
Credit 
Unions, 
Building 
Societies, 
PSIS 
(bpts) 

B-bill 
minus T- 
Bill2 

 10 year 
median 
option 
adjusted 
spreads 

 Historic 
US 
commercial 
rates (6 
mths) 

Current US 
commercial 
rates (6 
mths) 

AAA +/- 15 15 

20-30 

50-60 30 140 
AA + 15 15 

60-70 AA 15 15 
AA- 20 15 
A+ 25 20 

40-60 70-80 
40 250 

A 30 20 
A- 40 20 
BBB+ 60 25 

70-100 80-150 
60 490 

BBB 80 30 
BBB- 100 40 
BB+ 120 50 120-150 - 100 630 
BB 150 60 
BB- 180 70     
B+ 210 80     
B 240 90     
B- 270 100     
C or 
unrated 

300 120     

 
Option 2: “Flat line” fees (RBNZ preferred option) 
 
Option 2 is that fees are “flat lined” at the rate paid by BB rated institutions for those 
with lower ratings or unrated (i.e. 150 bpts for finance companies and 60 for other 
institutional types). This option aims to: 
 
• provide firms (particularly those with lower ratings) with greater certainty about 

the fees they will pay when they join the scheme; and 
• ensure fees are more affordable for firms with lower ratings. 
                                                 
2 This is calculated for an AA rated firm at 20bp scaled up based on current market prices for 
US financials. 
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The downside of this option is that it could increase the wedge between entities with a 
guarantee and those without at lower ratings, and reduce incentives on firms to avoid a 
downgrade. It would also be inconsistent with the risk based pricing schedule from AAA 
to BB. 
 
A variant of this option would be to differentiate between existing deposits (e.g. at 
150bpts for an entity with a BB rating) and new deposits (at a higher fee), thus reducing 
competitive distortions with non-guaranteed entities for new depositors and reducing 
affordability concerns.  However, this would add a degree of complexity that we would 
prefer to avoid and create a distinction between the impact of downgrades as far and 
BB (where entities would pay fees on all deposits at a single rate), and those below BB 
(where entities would pay differential fees for existing and new deposits). 
 
Recommendations 
 
It is recommended that you agree to either: 
 
a. a fee schedule which continues the graduation of fees based on risk and 

institutional type as follows (Treasury preferred option): 
 

 Option 1 
Credit rating Finance Companies (bpts) Banks, Credit Unions, Building 

Societies, PSIS (bpts) 
AAA +/- 15 15 
AA + 15 15 
AA 15 15 
AA- 20 15 
A+ 25 20 
A 30 20 
A- 40 20 
BBB+ 60 25 
BBB 80 30 
BBB- 100 40 
BB+ 120 50 
BB 150 60 
BB- 180 70 
B+ 210 80 
B 240 90 
B- 270 100 
C or unrated 300 120 

 
Agreed/ not agreed/ further advice requested 

 
OR 
 
b. a fee schedule which “flat lines” fees at the BB credit rating fee level (RBNZ 

preferred option): 
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 Option 2 
Credit rating Finance Companies (bpts) Banks, Credit Unions, Building 

Societies, PSIS (bpts) 
AAA +/- 15 15 
AA + 15 15 
AA 15 15 
AA- 20 15 
A+ 25 20 
A 30 20 
A- 40 20 
BBB+ 60 25 
BBB 80 30 
BBB- 100 40 
BB+ 120 50 
BB 150 60 
BB- 150 60 
B+ 150 60 
B 150 60 
B- 150 60 
C or unrated 150 60 

 
Agreed/ not agreed/ further advice requested 

 
 
Contacts 
 
[  Withheld – free and frank advice / privacy  ] 
Peter Wilding, Senior Analyst, Financial Markets and Institutions, Economic 
Performance Group, [  Withheld – privacy  ] 


