
 

 

SOUTH CANTERBURY FINANCE LIMITED 30 APRIL 2010 
 

Background 

 

SCF is the largest finance company in New Zealand with a total lending book of $1,687m and a Crown Guaranteed 

deposit book of $1,855m covering in excess of 40,000 depositors. 

 

SCF has grown rapidly over the past five years, and its policies and procedures have not kept pace with the growth.  

Overall, the management, risk management and lending of SCF is below the standard expected of an organisation of 

this size. 

 

SCF’s book covers most sectors, but key issues are in the Business ($555m) and Property ($542m) books.  The key 

characteristics of the Property and Business books is the absence of covenants, annual reviews, valuations, high levels 

of capitalised interest, second charges, and a lack of risk grading.  These are generally characteristics of poor lending 

practices. 

 

SCF is 100% owned by Southbury Corporation Limited, which is ultimately 70% owned by Alan Hubbard.  

 

SCF have been approved for the extended Crown guarantee. 

 

SCF is considered high risk by the RBNZ, and we have provisioned for them. 

 

Monitoring  

 

There are several issues that we are becoming aware of, that are indicating that we have significant knowledge gaps in 

regard to SCF despite active interaction with SCF senior management and its advisors.  However, this is not surprising as 

most engagement has been at a strategic level, and operationally the entity has moved along way since the initial 

inspection of October 2009. 

 

Given the outline of the key event that are likely to affect SCF, we need to have an outline of the milestones that SCF 

are working towards, and contingencies that are in place to deal with the failure to reach a given milestone. 

 

We need to fully understand the liquidity, management, equity, asset quality, regulatory events and left field events 

that are currently or potentially having an effect of SCF.  It must be acknowledged that all of these factors are highly 

interrelated. 

 

1. Liquidity - We need to understand SCF’s ability to fund itself up until the end of the initial guarantee period (12 

October 2010), and beyond.  Rollover rate, new money and potential concentration risks forming are all key 

considerations. 

 

2. Management - Given the recent media coverage that SCF has had surrounding the management control of SCF, a 

view on the management control environment of SCF and its suitability given the significant challenges faces SCF is 

required. 

 

3. Equity - We need to understand the level of (real) equity currently held by SCF, the timeline SCF has for additional 

third party (real) equity to be secured and the structure that that SCF will likely have to have to allow the new 

equity to be invested. 

 

4. Asset Quality - We need to understand the level of related party lending, non lending assets and lending assets 

(non-core) held by SCF. 

 

We need to understand the contractual maturity, and the expected timeline that SCF is working towards in regard 

to the liquidation of these assets/exposures. 

 

We need to understand the level contingent liabilities, guarantees or “virtual related party” lending. 

 

5. Regulatory Events - We have concerns in regard to the accuracy of the information that SCF provides Treasury 

(through your trustee and the RBNZ) on a monthly basis. 



 

 

 

The monthly reporting has indicated material changes in regard to the level of loans with interest capitalising, and 

answers to questions directed to SCF from Treasury, the RBNZ and SCF’s Trustee in regard to this matter have been 

unable to provide a definitive answer. 

 

We need to understand if these loans (loans with interest capitalising) were previously recognised within the 

impaired loans category, as for our purposes, we wish to avoid double counting the same loans as it has a material 

impact on our internal reporting. 

 

In addition, we need to ensure that we generally have accurate information. 

 

We need to understand the position that SCF will be in with the commencement of the RBNZ regulatory regime, 

given what we have outlined above. 

 

6. Left Field Events - Just that, we don’t know what we don’t know.  Is there any other consideration that we should 

be aware of that we have not discussed? 

 

Given the considerable issues SCF has, is SCF being “saved” at all costs – is there a viable business underlying all of 

these issues. 

 

In addition, we have been monitoring SCF primarily through the RBNZ, and the past three months reporting is attached.  

The key points raised by the Reserve Bank are: 

 

- Low levels of capital  

- Low levels of liquidity  

- High level of related party lending  

- Poor and diminishing loan book quality 

- Concentration / Large exposure risk  

- Property development / 2nd mortgages exposure 

 

Based upon the information held by Treasury and the issues outlined above, it is considered probable that SCF will 

default under the existing Crown Guarantee. 

 

Recommendation 

 

It is recommended that we inspect SCF to ensure that we fully understand SCF’s financial position and can accurately 

estimate when SCF will fail, why, and what the cost to Crown will be. 

 

We have KordaMentha lined up for an inspection of SCF.  KordaMentha has no conflicts of interest and has the 

resources to provide a report in the timeframe we require.  KordaMentha are on the panel for DGS inspections and 

have signed a confidentially agreement with the Crown.  KordaMenatha have a good understanding of SCF as they 

completed the first inspection of SCF for the crown. 

 

It is not proposed to tender this inspection, due to time constrains and potential gaming.  There is competitive tension 

in regard to the price and quality of the inspection reports as inspectors all want a continuing work flow out of the 

Crown.  In addition, this inspection will be quoted, and we now have a good feel for the costs associated with an 

inspection. 

 

I recommend that we instruct them to complete a targeted inspection focusing on: 

 

1. Liquidity - The Crown needs to understand SCF’s ability to fund itself up until the end of the initial guarantee period 

(12 October 2010), and beyond.  Rollover rate, new money inflows and potential concentration risks arising from 

current actions are all key considerations. 

 

2. Management - Given the historical level of related party transactions, recent changes to management / directors 

and the significant challenges facing SCF, a view on the suitability of SCF’s management control environment is 

required. 

 



 

 

3. Equity - The Crown is seeking to understand the level of “effective” equity currently held by SCF, the timeline SCF 

has for additional “effective” equity to be injected and the structure (capital, management etc) that SCF will likely 

to be required to have by any potential external equity investor. 

 

The Crown is seeking to understand the expected financial position that SCF will be in with the commencement of 

the RBNZ regulatory requirements in regard to capital ratios and related party exposure regulations later this year. 

 

4. Asset Quality - The Crown is seeking analysis of the level of related party lending, non lending assets and lending 

assets (non-core) held by SCF.  In addition, the contractual maturity and the expected timeline that SCF is working 

towards in regard to the liquidation of these assets/exposures should be summarised. 

 

The Crown needs to understand the level contingent liabilities, guarantees or “virtual related party” lending within 

the portfolio. 

 

5. DGS Reporting - The Crown has concerns in regard to the accuracy of the information that SCF provides The 

Treasury (through its trustee and the RBNZ), and would like the process used by SCF to be reviewed by 

KordaMentha, specifically: 

 

a. The month end reporting for December 2009 provided to The Treasury should be reconciled with the 

December 2009 audited half yearly accounts and signed off by KordaMentha.  If necessary, the monthly DGS 

reporting for December 2009 should be restated; and 

 

b. SCF’s DGS reporting process should be audited, and any changes should be implemented.  If necessary, the 

monthly DGS reporting to The Treasury for January 2010 through to April 2010 should be restated, and signed 

off by KordaMentha. 
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Entity South Canterbury Finance Limited Mar-10 0.8 44                  0.8                 2.0                 285.9             40,000          192                571                151                721                

Entity Type Finance Company Feb-10 1.1 31                  1.0                 1.6                 250.7             40,000          192                545                151                696                

Status (Last Month/This Month) Provisioned For/Provisioned For Jan-10 1.6 28                  1.0                 1.1                 not avai lable 40,000          197                518                154                672                

Expected Timing of Failure Within 90 days Dec-09 1.2 29                  1.6                 1.8                 not avai lable 40,000          202                533                154                687                

Expected Reason For Failure Equity, Liquidity

Inspection Report (s) Proposed - May 2010 (KordaMentha)

Auditor Ernst Young

Trustee Trustee Executors

Relative Riskiness 20.5

Credit Rating BB

Amend and Replace Status Completed

Extended DGS Status Accepted

Monitoring Action Proposed Internal  & External

Notes
1
Liquid assets + short term asset maturities + committed facilities as a multiple to short term liability maturities

2
Impaired + past due + 75% Cap Interest + 50% restructured loans as a percentage of total loans

3
Net margin: Annualised net-interest-income + Fee Income to gross loans

4
Capital ratio methodology utilis ing the proposed capital framework for NBDTs

5
 Related Party exposure as % of Net Tier 1 Capital


