
 
 

   

AIDE MEMOIR:  Responding to the Prospect of a Worsening Financial 
Crisis in New Zealand  

Date: 12 October 2008 Report No:  T2008/2001 

Action Sought 

 Action Sought Deadline 

Minister of Finance 

(Hon Dr Michael Cullen) 

Note the attached points in the Aide 
Memoir – (not for release). 

Refer a copy of this note to the 
Prime Minister. 

Decide whether cash PIEs offered 
by institutions covered by the 
scheme are covered. 

 

8am Monday 13 October 2008 
(Overnight). 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Alan Bollard Governor, Reserve Bank 471 3673 (wk) [deleted – privacy, 
OIA s9(2)(a)] 

 

Peter Bushnell Acting Secretary, The 
Treasury 

917 6176 (wk) [deleted – privacy, 
OIA s9(2)(a)] 

 

 
 
 
Enclosure: Yes

Treasury:1191668v1  



 

12 October 2008   

AIDE MEMOIR: Responding to the Prospect of a Worsening 
Financial Crisis in New Zealand  

 
COVERING NOTE FOR RETAIL DEPOSIT GUARANTEE  

The attached technical notes cover the details of a retail deposit guarantee scheme (now 
released).  These reflect the outline of the scheme covered in the joint Treasury and Reserve 
Bank report to you on 10 October 2008 (T2008/2000). 
 
On Friday, there were some details for the arrangement that we signalled as needing further 
consideration that are highlighted in this covering note.  We have also responded to 
feedback that you have given on these details of the scheme outlined in Friday’s briefing and 
decisions made by you today. 
 
In addition we are seeking your confirmation that cash PIEs offered by the institutions that 
will be covered by the guarantee scheme should also be included in the scheme’s coverage.  
We will be seeking to further discuss the precise coverage of PIEs with you. 
 
This cover note is not for release.  
 
COVERAGE 

Resident or resident and non-resident 

On the basis of your preference to cover New Zealand residents only, we propose the 
scheme cover residents and non-residents for banks and for non-bank deposit takers and 
branches of foreign-owned institutions, the coverage would be for New Zealand citizens and 
New Zealand tax residents.  
 
We considered the following factors in making this recommendation: 
• As per our note on Friday, risks are posed by runs by non-resident depositors as well 

as with resident depositors.   
 

• On the basis of putting into effect a simple, easily implemented regime.   
Non-residents would cover New Zealand based depositors, such as charities.  
Formula that capture these depositors would most likely to be based on being 
captured by a tax code – which would be administratively complex to implement. It 
could also exclude New Zealanders such as children. 

 
Cash based PIE schemes 

This issue involves coverage by instrument rather than institution: 
• Cash PIE schemes are not considered to be a significant area of deposits, although 

they may be an area that questions are asked; 
 

• PIEs are offered outside of the bank and non-bank deposit taking entities by 
managed funds.  It would then be necessary to limit coverage only to these entities. 
Doing so would require contracts to be entered into not only with the banks and the 
non-bank deposit takers but also with the Unit Trusts that offer them within these 
entities; and 

 
• We do not consider it necessary for the scheme to be complicated by coverage of 

products as well as institutions.  However, on the basis of discussion with you, cash 
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PIEs offered by institutions covered by the guarantee scheme could be covered by 
the scheme. 

 
Currency 

The scheme will cover New Zealand dollars and non-New Zealand dollar accounts.  Those 
people covered by the scheme will hold accounts in different currency denominations and 
can still put pressure on institutions through potential runs. 
 
New entrants: Crown’s right to offer  

Whether new entrants (i.e. new institutions who are banks or non-bank deposit takers) 
should be covered by the scheme raised the issue of the right of the Crown to offer the 
scheme.  Officials concluded that: 
• In order to keep these sectors dynamic, new entrants should be able to be brought 

into the scheme.   
 

• There is a risk of non-qualifying institutions (e.g. those now in default) relabelling their 
operations in order to qualify without managing their underlying problems. We 
consider it important to make clear that any entry of new institutions would be at the 
discretion of the Crown.  (For any institution new or existing there is no right to a 
Crown guarantee. 
 

• New entrants will be required to go through existing regulatory approval processes for 
banks and non-bank deposit takers before they would become eligible for the Crown 
to offer coverage under this scheme.  
 

Exclusion from coverage 

As advised in our report on Friday, no institution that is currently in default (that is, in 
receivership or moratorium) is eligible for coverage under the scheme.  
 
Trigger point for the guarantee being called 

We considered a number of points where the guarantee would be called and on the basis of 
ensuring that the guarantee did actually cover depositors (who are likely to be unsecured 
creditors) and not secured creditors on a default situation: 
• For banks, being placed in statutory management would trigger the guarantee; and 

 
• For all institutions not covered by statutory management, at the point of liquidation at 

the very latest.  However, in reality, this would need to occur at a much earlier point 
than that once an institution goes into significant default. 

 
Fees 

Fees will be charged on the basis of the covered liabilities.  You have advised your 
preference for no fees to be charged under $5 billion of coverage and for a flat fee of 10 
basis points per anum for covered liabilities over that amount.  Fees will be charged quarterly 
in advance there would a resettlement of the fee charged at the first quarter.  The first 
payment would be due by the end of October. 
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Recommended Action 

We recommend that you: 
 
a note the issues addressed in the Aide Memoir; 

 
b agree to cover cash PIEs offered by the institutions covered by the guarantee scheme; 

and 
 
 Agree/disagree 
 
c refer this note to the Prime Minister. 
 
 Agree/disagree 
 
 
 
 
 
 
 
 
 
Peter Bushnell 
Acting Secretary to the Treasury 
 
 
 
 
 
 
 
 
 
 
Alan Bollard 
Reserve Bank Governor 
 
 
 
 
 
 
 
 
 
Hon Dr Michael Cullen 
Minister of Finance 
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OPERATIONAL DETAILS 

New Zealand Deposit Guarantee Scheme 

This document outlines the key characteristics of the deposit guarantee scheme announced 
by the Minister of Finance this afternoon.  Draft contracts containing the full details of the 
offer will be available on the Reserve Bank’s website later this evening. 
 
The Offer 

Under the terms of the Public Finance Act, the Crown will offer eligible institutions a 
guarantee of their deposit liabilities.  Eligible financial institutions, will be New Zealand 
registered banks and non bank deposit-taking financial institutions as defined in the  
Reserve Bank New Zealand Act, who are fully compliant with the requirements of their trust 
deeds. 
 
The decision to offer a guarantee to any specific institution, whether now or in the future, will 
be at the sole discretion of the Crown. 
 
Which deposits will be covered? 

For New Zealand incorporated registered banks deposits from both residents or  
non-residents, will be covered. 
 
For non bank deposit takers and for the unincorporated branches of overseas entities only 
deposits of New Zealand citizens and New Zealand tax residents will be covered. 
 
Deposit liabilities will be covered regardless of the currency in which they are denominated. 
 
Deposits and other liabilities owed to financial institutions, whether in NZ or offshore, are 
explicitly excluded from this guarantee. 
 
How long will the guarantee last? 

The guarantee will be offered for a term of two years. 
 
Fees 

The government will charge a fee for any guarantee offered on amounts in excess of $5 
billion. 
 
For covered liabilities in excess of $5 billion a fee of 10 basis points per anum will be charged 
for the guarantee.  The fee will be charged on the basis of the total covered liabilities, in 
excess of $5 billion of the institution. 
 
What will trigger the exercise of the guarantee? 

The Crown will make payment in the event of the liquidation of a guaranteed financial 
institution, if its assets are shown to be insufficient to meet the liabilities covered by this 
guarantee. 
 
Administration 

These guarantees will be offered and administered by the Treasury. 
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Further Information 

For institutions wanting further information on their eligibility for this guarantee please contact 
the Reserve Bank on: 021 682 757. 
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