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Date:  28 August 2010 LA-7-24-1-6-4 
 
 
To: Gabriel Makhlouf 
Cc: Joanna Gordon 
  
 
From: Deposit Guarantee Scheme 
 
 

GUIDE TO                PROPOSAL 

1.                               (‘   ’) is a company owned by interests associated 
with                      wishes to acquire South Canterbury Finance Limited (‘SCF’). 

Summary of the     proposal  

2.     proposes to purchase SCF’s business as a going concern, after SCF has been 
placed in receivership. 

3. At its most fundamental, the acquisition would take the following form— 

Step One: SCF is placed in receivership. 

Step Two: The Crown pays $1.75 billion to discharge SCF’s obligations to all its 
depositors and prior charge holders, thereby satisfying the Crown’s 
obligations under its guarantee and leaving the Crown as the sole 
beneficial owner of SCF (although legal control remains with the 
receivers). 

Step Three:     offers to purchase SCF’s business from SCF’s receivers for 
$[      billion. 

Step Four: The receivers consult the Crown and then decide whether to accept 
   ’s offer. 

Step Five: If the receivers accept    ’s offer,     pays the receivers $[   ] million 
immediately (the ‘Deposit’) and the balance of $[     billion by 
instalments over            

Step Six: The risk to the receivers (and, by extension, the risk to the Crown) is if 
    is unable to meet its instalment payments.  Consequently, that risk 
is protected by— 

(i) a general charge in favour of the receivers over all the former SCF 
assets, now held by    ; 

(ii) controls over how     manages or disposes of those assets, along 
the lines of controls a bank would impose when protecting a large 
loan (e.g. by way of covenants and management reporting); and 

(iii) a specific covenant requiring that    ’s tangible assets securing the 
instalment payments it owes to the receivers are maintained at a 
minimum ratio of 1:1, or better. 

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ] [ * ]

[ * ]

[ * ]

[ * ]

[ * ]

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

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

[ * ]

[ * ]

[ * ]

[ * ]

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

4.    ’s purchase of SCF’s business can result in either one of two possible outcomes— 

a)     meets all of its payment obligations to the receivers, meaning the Crown in turn 
receives the full purchase price (less the receivers’ expenses). 

In this scenario, the Crown’s total loss would be [    ] million, being the difference 
between the $1.75 billion the Crown paid out under its guarantee and the 
$       billion purchase price     pays to the receivers for SCF’s business (which 
the receivers then distribute to the Crown). 

b) Alternatively,     defaults in its payments and receivers are appointed to sell down 
SCF’s former assets. 

In this scenario, the Crown’s total loss is— 

(i) the $1.75 billion the Crown paid out under its guarantee; 

(ii) minus the total amount of the instalment payments already paid by     to the 
receivers and then distributed to the Crown (being at least the Deposit of 
$      million); 

(iii) minus the value recovered from the sale of SCF’s former assets (which the 
Crown estimates to be worth approximately $    billion at the date they would 
be sold to    ). 

Consequently, if     were to default the day after it purchases SCF’s business, 
leaving the receivers with the $    million Deposit and the right to recover the 
balance of the purchase price by selling all of SCF’s former assets, then, once the 
Deposit and any money recovered from the sale of assets has been distributed to 
the Crown, the Crown’s total loss is expected to be approximately $      million.  
For this reason, the initial payment of $      million acts as an incentive to     to 
manage SCF’s business wisely. 

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]
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[ * ]
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Comparison with receivership 

5. The table below compares selling SCF to     as a going concern on the one hand, with 
allowing the receivers to sell down SCF’s assets over time on the other. 

6. The critical difference is that     will have invested $      million at the outset, thereby 
motivating     to return a profit on that investment by managing SCF’s business to 
maximise their return.  In contrast, the receivers make no investment and have limited 
scope to develop solutions that could enhance returns over time. 

� Business     Receivers 

Management incentive     is motivated to recover 
the purchase price it 
agreed to pay and, over 
time, to return a profit on its 
investment. 

                            
                            
                            
                             
                           
                           
                       

Management expenses Will exist and be in line with 
normal commercial 
practice, but will not be a 
direct factor in how much 
the Crown recovers from 
the SCF receivership. 

The receivers’ fees, 
ongoing operating costs 
and asset sale costs are 
estimated to deduct 
approximately     million 
from the amount the Crown 
is able to recover from the 
sale of SCF’s assets. 

SCF clients     manages SCF’s clients 
to enhance the business as 
a going concern.  High 
value clients are retained 
and nurtured.  Low value 
clients are weeded out. 

The receivers end SCF’s 
business relationship with 
all clients once the 
receivers have recovered 
any amounts owing to 
SCF. 

   

� Staff     Receivers 

SCF business managers     retains the existing 
SCF managers to ensure 
continuity of knowledge 
and client relationships. 

                          
                         
                          
                           
                  
                          
                            
                          

SCF’s non-management 
employees  
(i.e. excluding subsidiaries) 

    retains most 
employees, subject to 
some restructuring and 
redundancies. 

                        
                    
                          
                          
                         
          

   

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[Withheld under s.9(2)(i) & s.9(2)(g)(i)]
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� Stakeholders     Receivers 

SCF investors  
(stock & bond holders) 

Fully repaid by the Crown. Fully repaid by the Crown. 

Other SCF creditors 
(e.g. unpaid wages, tax 
owed to IRD, and trade 
creditors) 

[Fully repaid.] Limited repayment of some 
creditors, but only to the 
extent required by law.  
Unsecured trade creditors 
without a preferential claim 
in law lose their money. 

SCF shareholders and 
preference shareholders 

Receive nothing. Receive nothing. 

   

� Assets     Receivers 

SCF loan assets     manages all loan 
assets as part of its 
ongoing business. 

The receivers either sell 
SCF’s loan assets to the 
highest bidder, or wait until 
the relevant borrowers 
repay the loans in 
accordance with their 
contractual terms. 

 The SCF receivers have 
contractual rights and 
remedies in relation to how 
the loan assets are 
managed. 

The Crown is consulted on 
sales of loan assets. 

SCF’s subsidiary 
companies 
(including employees) 

    manages SCF’s former 
subsidiaries as part of its 
ongoing business (some 
may be sold). 

The receivers sell all of 
SCF’s subsidiaries and the 
new owners manage SCF’s 
former subsidiaries as part 
of their businesses. 

 The SCF receivers have 
contractual rights and 
remedies in relation to how 
    manages the 
subsidiaries (that are now 
in    ’s ownership). 

Neither the Crown nor the 
receivers have any role in 
how the subsidiaries are 
managed by their new 
owners. 

SCF name & brand: Sold to     and retained as 
part of the ongoing 
business. 

Eliminated. 

   

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]

[ * ]
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� Crown’s position     Receivers 

Fiscal risk That     will fail to pay the 
agreed price for its 
purchase of SCF’s assets. 

That the receivers will be 
unable to realise the 
estimated recovery value of 
SCF’s assets. 

Fiscal security [General security 
agreement charging all of 
   ’s assets in favour of 
the SCF receivers (and, by 
extension the Crown), 
thereby permitting a 
receiver to be appointed in 
the event     fails to make 
its payments on time.] 

The Crown has no fiscal 
certainty in a receivership. 

Legal security     has a contractual duty 
to pay the purchase price 
to the SCF receivers (who 
then distribute that amount 
to the Crown).  In addition, 
    is bound by other 
covenants designed to 
prevent mismanagement of 
SCF’s former business. 

The receivers have a 
contractual and statutory 
duty to maximise the 
amount that the sole 
remaining creditor (the 
Crown) recovers from the 
sale of SCF’s assets. 

Management risk That     will mismanage 
SCF’s business and assets 
in such a way that, if     is 
placed in receivership, the 
SCF receivers (and, by 
extension, the Crown) 
receives less from the sale 
of the assets than it would 
have done had SCF’s 
assets not been sold to 
   . 

That the receivers 
mismanage the recovery of 
SCF’s assets and thereby 
reduce the value of those 
assets. 

Management security The SCF receivers are 
consulted in the 
management of    ’s new 
business and benefit from 
management reporting. 

The Crown is consulted in 
the management of the 
receivership. 

Crown’s loss Fixed at $      million, 
provided     is able to 
meet the payment 
schedule. 

                        
                        
                             
                            

 In the worst case scenario, 
    defaults on its 
payments and a receiver is 
appointed to recover the 
purchase price by selling 
SCF’s former assets. 
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