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Key to sections of the Official Information Act 1982 under which information has been 
withheld. 

Certain information in this document has been withheld under one or more of the 
following sections of the Official Information Act, as applicable: 

[1] 9(2)(a) - to protect the privacy of natural persons, including deceased people 
  

[2] 9(2)(b)(i) - to protect trade secrets 
 

[3] 9(2)(b)(ii) - to avoid unreasonable prejudice to the commercial position of the 
person who supplied the information or who is the subject of the information 
 

[4] 9(2)(ba) - to protect information that is subject to an obligation of confidence, or 
that was or could be provided under legal compulsion, where making the 
information available would be likely to prejudice the supply of similar 
information and it is in the public interest for that information to continue to be 
supplied 
 

[5] 9(2)(d) - to avoid prejudice to the substantial economic interests of New 
Zealand 
 

[6] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free 
and frank expression of opinions 
 

[7] 9(2)(h) - to maintain legal professional privilege 
 

[8] 9(2)(i) - to enable the Crown to carry out commercial activities without 
disadvantage or prejudice. 

Where information has been withheld, a numbered reference to the applicable section 
of the Official Information Act has been made, as listed above. For example, an [8] 
appearing where information has been withheld in a release document refers to section 
9(2)(i). 

In preparing this Information Release, the Treasury has considered the public interest 
considerations in section 9(1) of the Official Information Act. 
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From: John Park
Sent: Wednesday, 28 April 2010 3:40 p.m.
To: John Whitehead; Gabriel Makhlouf; Andrew Kibblewhite
Cc:            Brian McCulloch
Subject: Bruce Sheppard - Commentary on SCF and DGS
Attachments: Doc1.doc

FYI - Attached are Bruce Sheppards latest comments on the DGS / SCF – in the highlighted section on page 2, 

Sheppard suggests that the Crown will not honour its obligations under the guarantee. 

 

Media commentary on the scheme and SCF in particular has increased significantly over recent weeks. There is a risk 

that the increasingly strident tone of commentary may undermine confidence in the scheme and in turn, adversely 

impact on the Crown’s (contingent) liability. We are currently actively considering whether a response from Treasury 

is appropriate and if so, what is the most appropriate form for that response. 
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Balancing the rational with the irrational  
By BRUCE SHEPPARD  
Last updated 10:49 27/04/2010 

A week or so ago, Anne Gibson, quoted me in respect of the South Canterbury 
Prospectus to raise $1.2b from the public. I stated that I would not buy this junk and was 
at a loss to understand why anyone would. 

She had a number of calls and emails suggesting that I was obviously behaving 
emotionally, and questioning what’s wrong with a premium to the bank rate for the 
same risk? 

Even one of my executive board members of the New Zealand Shareholders’ 
Association said it was irresponsible of me to suggest that investors should turn away 
from a government guaranteed return of 8 per cent. He even told me he had bought his 
quota of $250k of this stuff. 

I have only ever bought finance company bonds once. I was 20 at the time, and I bought 
a Lombard term deposit. It was a subsidiary of a UK bank at the time, not the dog it is 
now. 

Beyond learning who its owner was I did not read the guff sent out. I was getting 
around 3 per cent more than the bank would pay and I saw it as effectively being a 
bank.  A bit like UDC could be viewed today, I guess. 

What I did discover was that, unlike a bank, when you go in and ask to break your 
deposit early, the finance company  wouldn’t let me. The deposit had to run its term. In 
the interim I bought my first house, and had to raise a bank loan on usurious terms 
while I waited for the term deposit to mature.  

I have never bought finance company junk since, having learnt the value of liquidity 
with investments. 

But sure there is an element of emotion in me too. I have not thought about the 
government guarantee as a security in any way. 

Banks are what they are, I would leave cash with them with or without a government 
guarantee. The banks in NZ have the same credit rating as the government, so who 
gives a toss about the NZ government guarantee? 

The reason I have not thought about it is that is seems obvious to me that it is more 
likely than not that the Crown is going to be called to honour its guarantee in just about 
every single finance company under the plan. 

I thought the Crown was mad to give the guarantee in the first place, it has been 
counter- productive and in effect will accelerate the fall of these companies. 
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Perversely the stronger finance companies in the future are likely to be the ones who 
have survived without a Crown guarantee. Not only do I see this as bad for the country, 
it would mean that I am no better than the 70 per cent of the population who I complain 
about, I too would be putting my hand out for welfare. You have got to have some self 
respect! 

When I invest ( non-liquid, private equity venture capital etc) I try to create things, or 
alternatively do good. 

With all other investments, I simplify my life between only two things - cash, and 
businesses. 

With cash, my focus is not to lose it and to have immediate liquidity so that if I want to 
go buy something I can WITHOUT DEBT. 

The rest is in shares which must be run by people I admire and trust, and if anything 
goes wrong the liquidity means I can get my cash out fast. ( Ok sure, I have property 
too).So with finance company bonds, these are in effect a cash investment. 

I can see no reason to take a risk of loss for an extra 4 per cent return. It means that the 
company has to last at least 25 years paying me this return to break-even  should it go 
broke. And with finance companies, in addition to the chance of losing your money, 
which with banks is very small, you also lose liquidity.  

That is the rational argument, now the irrational one. 

The Crown guarantee of these businesses is immoral, and is likely to be called. This 
means the taxpayers will bear the brunt of the stupidity with which these companies 
have been run. 

Those who ran them stupidly will not bear the consequences of their actions and will 
not learn, and those who invested with them will not learn anything either, and the 
world will go on as it is. Just as I would not reward bad behaviour in my kids, I can’t 
abide governments who reward bad behaviour in our people, so I simply will not 
partake in the silly game. 

Now the final point on why you should not play this game, which is rational, just, is that 
I don’t believe the government will actually honour its guarantee when it is 
eventually called in the way that the investing public thinks it will . Why do any of 
you actually think governments will honour their word on anything? Did National give 
you a tax cut when it said it would? No. It said the world had changed. 

By 2012 the world will have changed again and not for the better. 

Look governments do what they have to do to get elected. And what this guarantee does 
is buy time for the crap to works its way out or to be swept under the carpet. This allows 
the status quo to remain, and this helps governments get elected. 
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A fool’s paradise is better than the reality, but people, finance companies with loan 
books of development property, are not going to turn these into anything other than 
losses between now and 2012. So all we are doing is delaying the inevitable. 

Why do I say that property is not going to recover in the next two years? Well firstly, 
sections are plentiful everywhere, except Auckland, but the resource consent costs to 
produce new sections is prohibitive. 

The sections that do exist are largely undeveloped. Developing them requires capital 
and finance companies who lend on this stuff are now out of business and focusing on 
recovering old loans. So it requires owners to have capital to develop. They don’t have 
it. So they have to sit with an asset that is not producing income and wait for the bank to 
sell them up , which burns off the finance companies second mortgage. 

Or just like the finance companies hope something happens. 

There is a growing oversupply of property in the residential market. With commercial 
property it is completely dead. Office space is emptying out in Auckland; Wellington is 
the only town doing ok. Retail is struggling and industrial developemt requires tenants 
who produce things in NZ to be expanding. They are not expanding they are 
contracting. 

So when the crown guarantee gets called in 2012, what will the government be 
confronting? 

They will be confronting an economy in stagnation or with small growth at best. 
Unemployment and under-employment (a disguised statistic) will still be persistently 
high. 

Deficits will be stable but at an unsustainable level, Crown debt will have doubled or 
trebled from its 2008 pre-crisis level. Household debt will still be high and overall debt 
will be up there with the defaulting nations. 

On top of that the leaky building mess will have ground its way thought the dispute 
process and some $12b of fix costs will have found its way into local body or crown 
accounts.  On top of all this the Crown will be looking at writing cheques for up to $5b 
on finance company guarantees. 

So in this context, it’s more likely they will wrap all this junk up into one new company, 
which will be a Crown-owned enterprise, and will issue new bonds also with a Crown 
guarantee. 

The bonds will be long term, so you won’t be able to get your capital back , and the 
interest rate will be less than the amount offered by the finance companies now. With a 
bit of luck the Crown might list these bonds and those who want cash can find a buyer 
on the market, for their bonds which likely will be at a discount. 

So why do I say avoid all these companies? 
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1.  Most have been operated badly or immorally by their management and remaining 
with them rewards their bad behaviour. 

2.  They have dubious assets. 

3.  By remaining in you are becoming a leach on the rest of us. 

4. You are losing your liquidly and likely you will lose it for considerably longer than 
you think unless you are prepared to sell at a loss. 

So rational, irrational or both? 

 


