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FILE NOTE 

South Canterbury Finance (SCF)  / Deposit Guarantee Scheme 
 
This is a file note of an external meeting with Treasury (John Park / Brian McCulloch) 
and Companies Office (Neville Harris /               that took place on 27 July 2010. 
 

Key Points 

• Treasury provided an update on developments regarding SCF: 
o A number of parties were engaged in due diligence (at varying stages) 

on a potential recapitalisation of SCF 
o Likely structure involving separating the good bank (including equity 

assets) and bad bank 
o Both resulting entities would receive new capital 
o The proposal would see the Crown effectively underwriting any 

additional credit losses beyond the value of new capital in the bad bank 
o An indicative transaction (beyond the structure noted above) was 

expected in the week beginning 9 August 2010 

• Treasury also noted that in the absence of a recapitalisation proposal that 
warranted Crown support (i.e. the fiscal benefits were sufficiently material in 
comparison to the policy risks associated with such an intervention) SCF was 
expected to fail by end August 2010 (due to liquidity or covenant breach when 
the existing waiver expired) 

• Companies Office provided a brief update on Aorangi / Hubbard statutory 
management: 

o Recording keeping was extremely poor 
o Considered that full recovery was unlikely 

• NH considered that receivership may prove an expensive option, including as a 
result of limitations on the ability of the Crown to be assured that the process 
would deliver the highest value outcome. NH indicated that it would be feasible to 
extend statutory management to incorporate SCF if that were considered 
appropriate and that may offer the potential for an improved outcome. 

• Treasury indicated that while nothing in the investigations conducted under the 
DGS had suggested there were grounds for statutory management, it was not for 
Treasury to recommend statutory management or not – that responsibility rested 
with the Companies Office / Securities Commission. 

• Treasury also advised that a significant amount of work was going on to minimise 
the fiscal costs of a default: 

o Options to minimise post acceleration interest 
o Review of receivership strategies 

• Treasury was comfortable that these would provide direct and indirect 
mechanisms to ensure an appropriate outcome in the event of default, especially 
as potential receivers had expressed a willingness to work productively with the 
Crown as the largest creditor (albeit on a contingent basis) 

• Treasury / Companies office agreed to ensure that each was kept informed of 
any material developments with primary contacts being JP (Treasury) and NH 
(Companies Office) 

 
John Park 
Manager, Guarantee Scheme 
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