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• SCF has debt securities on issue and carries out substantial borrowing and 

lending operations in New Zealand primarily involving non-related parties. 1 

• A letter was received from the Reserve Bank dated 1 March 2010. In addition to the 

information contained in that letter we have relied upon the Reserve Bank’s general 

requirement to disclose any additional relevant information of which it is aware. The 

Reserve Bank has been advised of this. 

• In that letter the Reserve Bank advises (among other things) that SCF: 

• holds a suitable level of capital above currently regulatory minima; and 

• is not in breach of any prudential supervision direction, notice or requirement 

under the Reserve Bank of New Zealand Act 1989. 

• The Reserve Bank also notes that in late January it had discussions with Sandy Maier, 

the CEO of SCF, on the company’s situation including potential recapitalisation 

strategies.  However, they note that given the company had similar discussions with 

Treasury at that time and that Treasury has been kept informed of ongoing 

developments by the company and its advisers, they consider it unlikely that they have 

any additional information in relation to the Treasury’s discretion to grant the 

guarantee. 

• On 9 March 2010 we had a teleconference with the Securities Commission. During that 

call, the Securities Commission advised : 

• There have been significant changes in regard to the management of SCF since 

the June 2009 audited accounts were lodged with the Companies Office.  SCF 

has recently appointed three new independent Directors, a new CEO, a new 

CFO and a new auditor.  Sec Com has had to opportunity to meet with Sandy 

Maier, the new CEO of SCF, and his appointment is seen as positive. 

• The Commission is broadly comfortable with the recently announced 

unaudited December 2009 half year accounts of SCF, and noted that they 

address a significant portion of the concerns outlined in the KordaMentha 

report commissioned by The Treasury, most notably the level of provisioning. 

•                                                                          

                                                                         

                                                                            

                                                                             

                                                                            

                                                                            

                                                                              

                                                                           

                                                           

1 As advised to us by the Reserve Bank under its letter of 1 March 2010 

[Withheld under s.9(2)(h)]
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• On 15 March 2010 we received a letter from the Companies Office.  In that letter, the 

Companies Office reports that although they have no direct regulatory function in 

relation to the applicant, they are not aware of any information that would be relevant 

to a decision to invite the applicant to enter into a Deed of Guarantee with the Crown 

under the extended scheme. 

• It was noted that Treasury has recognised a specific provision in the Crown accounts as 

at 28 February 2010 SCF in relation to the Crowns contingent liability under the Retail 

Deposit Guarantee Scheme in respect of SCF.  The specific provision arises because 

based on information available to the Treasury as at 28 February 2010, including that 

no decision had been made on SCF’s application for the extension and no clear 

pathway yet exists in relation to compliance with NBDT capital adequacy requirements 

from 1 September 2010, and as a result Treasury considers it more likely than that SCF 

will default on its obligations resulting in a call on the Crown guarantee. 

• Notwithstanding the specific provision, SCF has made significant progress over recent 

months in addressing key challenges facing it including: 

• appointment of 3 independent directors (total of 5 directors), 

• appointment of new Auditors (Ernst & Young) 

• repayment of US Private Placement 

• management re-structuring, including replacement of the CEO and 

CFO 

• re-capitalisation following recognition of significant impairments in the 

period ended 31 December 2009. 

The $150m re-capitalisation completed at the end of February 2010 has significantly 

improved the Crown’s position. Although SCF will likely require a combination of 

significant loan realisations, sales of non core investment assets and additional capital 

raising to achieve an appropriate level of capital adequacy over the medium term, in 

the short term liquidity remains the key risk factor. It considered extremely unlikely 

that SCF could successfully negotiate the significant debenture maturities scheduled in 

the period up to 12 October 2010 without the benefit of the extended guarantee.   

• As at 1 April 2010, SCF has yet to release audited accounts for the 6 months ended 31 

December 2009.  The company has released un-audited accounts and subsequent to 

that, Treasury held discussions with their auditors (Ernst & Young) on 29 and 31 March 

2010.  In those discussions E&Y indicated that all the audit field work had been 

completed and they had come to a judgement on the value of deferred tax assets 

(DTA’s) they considered appropriate for inclusion in the company’s accounts. E&Y 

confirmed that aside from the DTA’s, the content of the letter from SCF to the 

[Withheld under s.9(2)(h)]
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Treasury dated 25 March 2010 was substantially correct and that they expected an 

increased loss of up to $20m compared to the un-audited results. 

• Subsequently, SCF (Sandy Maier) indicated it expected to breach the risk weighted 

assets ratio covenant in its Trust Deed (debt securities and prior charges not to exceed 

1x risk weighted assets) due to reported equity being around $10 million below the 

required level as a result of the further provisioning agreed with the auditors and 

acceptance of the outcome on valuation of the DTA’s. SCF stated they would be 

approaching the trustee (Trustee Executors Limited “TEL”) seeking a waiver pending 

further equity raisings to remedy the shortfall. 

• On 31 March 2010, Treasury held discussions with the trustee in relation to the waiver. 

TEL stated that the breach of the risk weighted assets ratio was marginal (actual ratio 

of 1.005 versus the covenant requirement of 1.000) and they were comfortable 

waiving the breach.  A copy of Trustees waiver has been received from the Trustee via 

the Reserve Bank. 

• On 1 April 2010, SCF announced that it had secured a further equity injection of $22 

million from its parent company. The additional equity will be more than sufficient to 

remedy the breach of the risk weighted assets ratio covenant. 

• A decision to approve SCF’s application to participate in the extended guarantee 

scheme would therefore provide the opportunity to achieve a solution to both its 

short term capital and funding requirements as well as its medium term capital 

requirements.  Based on the achievements of the company so far, it is not considered 

unrealistic to expect that the company could succeed, however even if approved, SCF 

would still face significant short term challenges in relation to liquidity and short to 

medium term challenges in regard to both liquidity (with ~$1,000m in new / rollover 

funding required in the period up to 12 October 2010) and capital. Conversely, it is 

considered that a decision to decline the application would result in the failure of SCF 

in the very short term due to illiquidity, resulting in a call on the Crown’s guarantee. 

• Consideration was given to: 

• the RB’s letter;  

• the Companies Office letter; 

• the advice received from the Securities Commission  by teleconference; 

• the policy guidelines for the Extended Crown Deposit Guarantee Scheme;  

• the information contained in the SCF application;  

• discussions with SCF’s auditors (Ernst and Young) in relation to the unaudited 

and audited accounts for the period end 31 December 2009;  

• discussions with Directors and Senior Management of SCF;  
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• the Trustees waiver of breach of Trust Deed covenants; 

• whether there were any other public interest matters that could be identified 

which may provide reason to decline the application for the extended Crown 

Guarantee on public interest grounds. 

 

• Therefore, while a decision to approve SCF’s application does not provide certainty 

that SCF will be able to avoid failure, in the circumstances (and in the absence of any 

other factor known to Treasury which may result in a different determination) it was 

considered that it is necessary or expedient in the public interest that SCF be invited to 

enter into a Crown Guarantee for the Extended Crown Deposit Guarantee Scheme.  

JP/SR 

1 April 2010 

 


