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RE S E RVE Prudential Supervision Department

BANK

NEW ZEALANTD

01 March 2010

John Whitehead
Secretary to the Treasury
The Treasury

1 The Terrace
WELLINGTON

Dear Mr Whitehead

Extended Crown Retail Deposit Guarantee Scheme
Application by South Canterbury Finance Ltd (SCF)

This letter relates to an application for entry into the extended Crown retail deposit
guarantee scheme (‘the Scheme’). It has been provided to assist the Treasury in the
exercise of its discretion to offer, or refuse to offer, entry into the extended Scheme.

Following enquiry to Trustee Executors (TEL) we have received confirmation that
SCF:

- has eligible debt securities on issue;

- is in the business of borrowing or lending, or providing financial services,
or both;

- carries out a substantial portion of their business in New Zealand, and

- does not primarily provide financial services, or lend to, related parties
and/or group members.

With regard to the ‘Policy Guidelines for the Extended Scheme’, TEL have provided
advice that as at 19 February 2010 (refer letter attached dated 23 February 2010) that
it is not aware of any information on which it could reasonably form an opinion that
SCF has not been able to meet its paymerits as they fall due or maintain solvency, or
has breached or is likely to breach in a material respect the financial covenants
contained in its current trust deed or any preceding trust deed in place over the last
twelve months.

In this regard, we draw your attention to page two of the trustee’s letter which details
a heightened awareness of potential adverse conditions facing SCF and the potential
for the trustee’s opinion to alter in the very near term.

As at 26 February 2010 the Reserve Bank is not aware of any breach by SCF of
prudential regulations currently in force under Part 5D of the Reserve Bank Act 1989.

Prudential regulations in respect of minimum capital adequacy and limitations on
related party lending are not yet in force. However, based on monthly information
supplied by SCF under the existing retail deposit guarantee scheme, we have
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estimated that SCF’s position in respect of these prudential regulations as at 31
December 2009 is:

e tier one capital 1.6% (proposed minimum 8%)
e exposure to related parties  250% of equity (proposed maximum 15%)

Note that these estimates are based on a set of assumptions regarding risk weighted
assets and definition of related parties and accordingly are only indicative of the
entity’s projected compliance. A further assumption is made that the information on
which the estimates are calculated is inclusive of all assets and liabilities within the
charging group.

There are currently no prudential regulations in respect of liquidity requirements in
force, however we attach the weekly liquidity reporting provided to the Bank from
SCF to assist with your analysis. Additionally, please find attached the Bank’s latest
assessment of SCF including historical data of selected key risk indicators.

Finally, please note that in late January we had discussions with Sandy Maier, the
CEO of SCF, on the company’s situation including potential recapitalisation
strategies. It is our understanding that the company had similar discussions with
Treasury officials at that time and that since then, your officials have been kept
informed of ongoing developments by the company and its advisors. Accordingly, we
consider it unlikely that we have any additional information that would be relevant to
the exercise of your discretion.

Yours sincerely

[Withheld under s.9(2)(a)]

Head of Prudential Supervision
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Entity Name: South Canterbury Finance Ltd
Assessment date: Dec 2009

Assessed b\,’: [Withheld under 5.9(2)(a)]

Trustee | Trustee Executors [Withheld under s.9(2)(a)]
Guaranteed Deposits $1,712m (27,499)

Ownership

100% - Southbury Group (Allan Hubbard holds 70% shareholding).

Key People:
Allan Hubbard — Chairman, Sandy Maier — CEO
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As at 19th February 2010, SCF held ~$120m of liquid assets. In addition, the company had ~$320m of loans
that were either due or due to be repaid within 30 days - The majority of these loans are thought to be illiquid
however, given a high proportion of these loans reported as “on call”. It would not be unreasonable to
estimate that a maximum of $50m of these loans would successfully repay.

During the same period (less than 30 days), SCF have ~$140m of deposits either on call or due for repayment.
Based on the current reinvestment rate of ~45%, we would anticipate that their financial commitments will be
~$75m. In addition to these commitments, we are aware that SCF will have ~520m of payments due under the
USPP repayment arrangement due in the near term.

SCF liquidity position appears severely stressed; it would appear that SCF are reliant of high levels of new
funding or higher levels of reinvestment to meet their liquidity needs.

Given the current profitability performance, SCF cannot be expected to meet their liquidity requirements
from existing cashflows.

Estimated Loss in the event of company failure

e The estimated net claim under the DGS has been adjusted to between $500m - $550m.
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