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Sóuth Canterbury Fínance request for waivers . .

We act for South Canterbury Finance Limíted (the Company) which is party.to a debenture tr.ust,
deed, with Trustees Executors Limited, da#ed 30 June 1995 (the Trust ®eed).

Deed, and references to clauses are to clauses in the Trust Deed.

The Company has asked us to write to you to request a waiver of certain anticipated covenant
breaches under the Trust Deed, as set out in rnore detail below.

2009 on Monday 1 March 2010, The Company is required to provide a covenant compliance
certíficate to the Trustee on the same date.

appropriate Ieve1 of impaírment to apply.
new independent directors and has ari entirely new senior management team. The Company also
has new auditors with Ernst & Young appointed in Cctober 2009.

In the wíder economy, further deterioration in the property market throughout 2009 and into this
year, combined wíth asset ílliquidíty and a constrained financíng market generally, have had a
further impact on asset vaiues.

Whí1e the relevant financial statements are still being finalised, the Company and the board
anticipate that the required Ieve1 of ímpaírment is Iikely to result in certain of the financial covenants
in the Trust Deed not being met as at 1 March. As mentioned in our meeting on 24 February, the
increased ímpairment is Iargely connected with the Company's property Ioan portfolio, while its
other loan portfolios (business, plant and equipment, consumer and rural) are much Iess affected.

As at today's date, the Ieve1 of impairment ín the Company's 31 December 2009 financial
statements is expected to increase by $178.5m from the ieve) recorded in its 30 June 2009
financial statements on an unaudited pre-tax basis.

Proposed Recapitalisation
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Group, the Company has arraoged two transactions thát mínímise the impac#, ir respect of the
.

1.
(HNZ) from Southbur
$90,000,000.

2. The acquísítion by the Company of 64% of the ordínary shares in Scales Corporation Limited
y Corporatíon Límited. The purchase príce for the Scales shares ís

$72,250,000. .

$25,600,000 to southbury Corporation Límited.

In each case the transactions are `related party transactions' for the purposes of the Crown retail
deposi# guarantee and the Company is requíred to submit an índependent expert opínion to the
Crown confírming the fairness of the transaction. They have each been reviewed by approved

The opiníons confirm that the transactions are in a.fair va1ue range and
on arms' Iength #erms for the purposes of the retail deposit guarantee.

Scales wi11 not be wholly owned by the Company, and accordingiy wí11 not be required to become a
Charging Subsídiary . The Company intends to acquíre 100% of the shares in HNZ if the Trustee

y .
As required by c!ause 13.3, 2 directors of the Company wi11 provide a certificate that there are

As the trustee is

and wíshes to continue to operate on thís basis. Ent ry into the Chargíng Group would complicate
or prejudice HNZ's ability to contínue to fund itself in thís way. In addition, it is likely HNZ wí11 be
on-sold in the short to medium term and retaining the existing standalone fínancing structure would
maxímise HNZ's va1ue.

This waiver would need to remaín in p!ace for as long as HNZ contínues to be a subsidiary of the
Company. If the Trustee is unable to gíve this waíver, southbury Corporatíon wí11 retain a single
share in HNZ so it does not become a wholiy owned subsidiary of the Company.

Under the structure set out above, the Trust Deed will create a securíty interest over the shares in,
but not the assets of, HNZ and Scales. For the purposes of the Trust Deed, the shares ín HNZ and
Scales wí11 be treated as equity investments of the Charging Group.
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I.t is also close . "
to finafising the recapitalisatfon transactions specífied above. .
financial information ís the current financial position of the Company, factoring in thé proposed '28

- February 2010 transactïons. . . . . , .

The compliance certIficate #o be provided on 1 March 2010 wi11 be based on the estím.ated 28
February 2010 management accounts, which incfude the transactions referred to abo.ve.

The covenant posítion as at 28 February 2010 is estimated as follows:

11.1 4.4%
(max 7.5%)

16.1(a) Equíty securities/total s/h funds . .126.1% .
(max 100% of s/h funds)

16.1(b) To#alliabilities/total s/h funds 8.1x
(max 12x)

16.1(c) Debt securities & prior chargeslweíghted assets . .
(maximum 1.Ox)

16.1(d) Single Group exposure
16.1(e) Tota1 contingent liabilities/s/h funds 31.5%

(max 150% of s/h funds)

Note that the ratío ín clause 16.1(c) corresponds to a margín defícít of $14.5 mHHon.

Based on the covenant position set out above, the Company seeks the waivers set out befow.

Requests for waiver

The Company requests that the Trustee permanentfy waives, under ciause 26.1,the anticipated
breaches of clauses 16.1(a) and 16.1(d) as at 1 March 2010. .

16.1(c) for the períod from 1 March 2010 until 31 March 2010.
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TRUSTEES EXECUTORS LIMITED

Puture intentions

, . ._

ciause 16 that subsisted between 31 December 2009 and 1 March 2010 be waived. The Company
does not intend to report separateJy to the Trustee on the 31 December 2009 covenants, unless
requested to. ' . . .

:
along with the audited 31 December 2009 financial statements on a Iike:for Iike basis wíth:the ' . ,. . i: .
current certíficate. . : . .. ..

:

30 June 2010 fu11 yéar resufts). . . . . .

The Company's view is that the acquisitions of shares referred to above comply with clause:17.2(b) .
(Purchase of Assets) as they are being purchased for not more than a proper value. This is .
supported by the independent experts' assessments of the transactions. The Company ís also of

principai business of the Charging Group will continue #o be that of a financial íntermediary.

In addition, the Company is seeking the Trustee's consent for HNZ to remain outside the Chargíng
Group, as detailed above.

The Company has a number of optíons avaiiable to ít to achieve addítional recapitalisation. ' It, ís in
discussions with a number of third parties with a range of investment proposals, although the key
trígger to taking the matters described in thís Ietter to the next stage is the completíon of the
Company's 31 December 2010 audited financial statements. . .

In the short to medium term, the Company wi11 be seeking #o remedy the covenant breaches
described in this Ietter. The dísposal of its stake in HNZ would effectívely achieve this.

The Company is developing a sustainabie business model based around a sound and focussed
finance company operation.
regulation and, ín a11 Iikelíhood, the disposal or separatíon of assets that do not suít the NBDT
regime.

It ís equalfy focussed on liquidity, and (subject to the Trustee's consent) intends to register a
memorandum of amendments to its prospectus, on 1 Nlarch, which will dïsclose the relevant
matters set out in this Ietter. Liquídíty is currently solid and irnproving, and has allowed the
Company to fully prepay íts USPP hoiders, on a voluntary basis, ahead of schedule. Thís is an
extremely posítíve devefopment gíven the background and difficulties of that matter.

The extended Crown retaíl deposit guarantee remains a vital part of the Company's near-term
liquidity strategy and, while the Company has not yet been accepted ínto the extended guarantee,
Treasury has been kept updated as to its position and there has been a number of constructive
discussions. Treasury has not raísed any `roadblocks' to the issue of the extended guarantee and
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applícation.

Timing

i

awaít completíon of the matters addressed in this letter in order #o prócess the Company's

BELL GULLY

Timing"is critical given the compliance and repórting obligations that arise on. .1 March. It is equally

ensure the Company can continue to aliot debenture stock. The Company wi11 continue to do a11 - :..
that ít can to maintáín investor confidence and positive sentiment, especially given the negative.. ' '
results that wi11 be reported on 1 March 2010. . .

be approved, by ao Iater than 28 February 2010. . .

. the Company and its plans. There have been many significant changes-in the Company in recent
months, combiníng the necessary steps to ensure ongoíng Trust Deed compliance wíth the
necessary wider reforms and restructuríng of the Company to ensure a Ionger-term restoration of
va1ue and reputation strategy can be realised. Mr Hubbard has taken very substantíal steps
personally to ensure the Company has avoided default and faifure and these transactions are a
sígnificant feature of this.

\AIe and the Company are available to discuss the matters set out in this (etter as required.

Yours faithfully
Be11 GuI1y

Hugh C. Kettle
Partner
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