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Banking & Finance Update

Retail Bond Offers: raising liquidity in a
difficult financial market

Introduction

With the global credit crunch leading to banks tightening their lending criteria, bank funding
has become less readily available and more expensive. In this difficult financial market, retail
bond issues have become a popular alternative to banks and corporate borrowers seeking to
raise capital, with a number of fixed rate, fixed term security offers being made to the publicin
recent months.

This newsletter considers in more detail the mechanics of raising funds through bond issues
and some key considerations for issuers who are considering making a public offer of bonds.

Liquidity constraints and the retail bond market

The global financial crisis has signalled an end to a long period of readily available and cheaply
priced bank debt, with banks having been forced to tighten their lending criteria. Overseas
credit lines have practically closed to banks and corporate borrowers seeking to raise funds
from New Zealand.

As the financial crisis has worsened, the retail bond market has seen a noticeable increase
in activity, with public bond offers becoming an appealing alternative to entities looking to
improve their liquidity.

Historically, bond issues in the New Zealand retail bond market have been made predominantly
by corporate issuers and have been in an aggregate annual amount of NZ$1 to 2 billion.
However, recent market trends have seen the number of retail bond issues in New Zealand rise
markedly, with a predicted NZ$5 billion of retails bonds to be issued in 2008.

Despite the financial downturn, there has been a surprisingly good uptake of public offers of
securities by investors, with recent bond issues quickly becoming fully subscribed. The past few
months have seen public offers of securities by Auckland Airport, TrustPower, Fletcher Building
and Genesis Energy as well as ANZ, BNZ and ASB, with further proposed bond offers in the
pipeline.
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Legal framework

Debt security issues in New Zealand are subject to a
comprehensive statutory framework designed to ensure
investors are fully informed and that the terms of an issue

are comprehensively and accurately disseminated. The legal
framework establishes detailed requirements in respect of the
content of offer documents and advertisements, disclosure,
registration and, in the case of listed issuers, compliance with
the NZX listing rules.

From a documentary point of view, potential issuers of debt
securities will need to put in place a trust deed appointing a
trustee to act on behalf of holders of securities. A prospectus,
an investment statement and various ancillary documents in
respect of the proposed offer will also need to be prepared.

Throughout, it will be necessary to liaise with the trustee,

the Companies Office and (if applicable) NZX to ensure
compliance with the relevant legislation. Documenting a bond
offer and obtaining relevant consents and approvals require
conscientious management and are processes with which
Minter Ellison is very familiar.

Due diligence and verification

Ultimately, responsibility for the contents of the offer
documents rests with the board of the issuer and a range

of civil and criminal liabilities may be imposed on issuers,
directors of issuers and promoters where the statutory
requirements in respect of securities offers are found to have
been breached.

The best way to ensure compliance with the relevant
legislation and to avoid criminal liability is to undertake a due
diligence procedure, which involves formulating, implementing
and documenting a system of enquiries and reviews to avoid
incorrect or misleading statements or omissions in the offer
documents and to identify gaps in the information contained
in those documents.

Part of the due diligence process is a verification procedure,
whereby all material statements of fact or opinion in the offer
documents are checked and verified by a group of people with
the relevant expertise and/or knowledge of the issuer and

the proposed bond issue. This is important because, in order
to establish a due diligence defence, directors must be able

to show that they had reasonable grounds to believe and did
believe that a statement of fact was true.

Given the highly prescriptive nature of the regulatory
framework, the due diligence process needs to be
comprehensive and rigorous. The Minter Ellison team has
extensive experience in this area and is well placed to assist
issuers in undertaking the process thoroughly and efficiently.

Key considerations for issuers

Reputation

With some exceptions, corporate borrowers may not wish

to incur the time and expense of obtaining a credit rating.
Accordingly, in making a security offer to the public, their
reputation will be key, particularly if they do not enjoy the
benefit of the government’s recent deposit guarantee scheme.
Banks looking to make bond offers, on the other hand, will
most likely be entitled to the benefit of the government
guarantee scheme in respect of any bond issue they make.

Underwriting

Issuers may wish to consider having their bonds underwritten,
providing prospective investors with an additional level of
comfort in respect of their proposed investment.

Pricing

Pricing of bonds will be an important consideration for
potential investors. With the official cash rate having fallen

by 3.25% over the last five months, and with further rate
reductions predicted, the rates offered on new public bond
offers are likely to track the interest rate reductions in due
course. Investors will be keen to invest in securities offering
higher fixed rate returns while they are available. Accordingly,
potential issuers would be prudent to kick-start the process
sooner rather than later to ensure that they remain competitive
in this market.

Key bond terms

Factors such as the maturity date for the bonds and whether or
not bonds are secured or subordinated will also be important
in determining how attractive the bonds will be to potential
investors.

Listing

Where an issuer wishes to trade its bonds on the NZDX,
compliance with the NZX listing rules will be necessary. This
will involve liaising with both the NZX and, in the later stages
of the transaction, the organising broker, to ensure that the
various requirements in connection with listing the bonds are
complied with within the required timescales.

Timetable

A detailed timetable will assist with the smooth running of the
offering process. The time involved in ensuring compliance
with the statutory requirements for a bond offer should be
borne in mind, including time required to obtain any consents
and to seek the necessary approvals from the Companies Office
and, where relevant, NZX prior to opening the offer.
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How we can help

The Minter Ellison team has extensive experience acting for issuers as well as underwriters and trustees in connection with
securities offerings to the public. Our expertise in this area means that we are well placed to guide issuers through the detailed
rules that govern retail bond offers and to provide specific advice in relation to a proposed bond offer.

We can help with ensuring that an appropriate timetable for an offer is established at the outset and adhered to throughout the
process, as well as with the preparation of documents, the due diligence and verification process and liaising with all relevant

parties to finalise the documents in advance of the offer.

Summary

The New Zealand market is ripe for raising funds through retail bond offers, but the window of opportunity may be limited, as
interest rates continue to fall and competition in the bond market increases. Investor appetite for good quality bonds remains
strong, providing an ideal alternative for banks and corporate borrowers seeking to raise capital.

Should you have any questions or wish to discuss a potential retail bond offer, we would be delighted to assist. The details of the

relevant contacts at Minter Ellison are set out below.

contacts
Auckland

Tom Fail - Partner
T+64 93539913
M 021 966 835

E tom.fail@minterellison.co.nz

Kate Lane - Partner
T+649 3539992
M 021610 860

E kate.lane@minterellison.co.nz

Michael Langdon - Partner
T+64 93539981
M 021 435 055

E michael.langdon@minterellison.co.nz

Wellington

Chris O’Brien - Partner

T+64 44985133

M 021 888 739

E chris.obrien@minterellison.co.nz

Disclaimer

Lloyd Kavanagh - Partner

T+464 93539976

M 021786172

E lloyd.kavanagh@minterellison.co.nz

Mark Weenink - Managing Partner
T+64 9353 9998

M 021610775

E mark.weenink@minterellison.co.nz

Kate Jenkison - Senior Associate
T+64 93539914

M 021791 301

E kate.jenkison@minterellison.co.nz

Karen Haynes - Senior Associate
T+64 4498 5106

M 0212217513

E karen.haynes@minterellison.co.nz

The information contained in this update is intended as a guide only. Professional advice should be sought before applying any of the information to particular circumstances. While
every reasonable care has been taken in the preparation of this update, Minter Ellison does not accept liability for any errors it may contain. Minter Ellison Rudd Watts is aware of the
challenges that arise from climate change so are being environmentally responsible by using offset paper, manufactured using ECF pulp, sourced from sustainable well managed forests

by Nordland Mill - an FSC certified mill.
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