
Research Update:

Outlook On Heartland Building
Society Ltd. Revised To Negative,
On Asset Quality And Earnings
Pressure
Primary Credit Analyst:
Nico De Lange, Sydney (61) 2-9255-9887;nico_delange@standardandpoors.com

Secondary Contact:
Peter Sikora, Melbourne (61) 3-9631-2094;peter_sikora@standardandpoors.com

Table Of Contents

Overview

Rating Action

Rationale

Outlook

Related Criteria And Research

Ratings List

August 11, 2011

www.standardandpoors.com/ratingsdirect 1

884519 | 300510290



Research Update:

Outlook On Heartland Building Society Ltd.
Revised To Negative, On Asset Quality And
Earnings Pressure

Overview
• We have affirmed the 'BBB-/A-3' issuer credit ratings.
• We have revised the outlook on Heartland Building Society Ltd.'s (HBS')
ratings to negative from stable.

• The outlook revision recognises our view that HBS asset quality and
earnings profile are not consistent with the current rating, and are
weaker compared to other similarly rated peers.

Rating Action
On Aug. 12, 2011, Standard & Poor's Ratings Services affirmed its 'BBB-/A-3'
issuer credit ratings on New Zealand Based-based Heartland Building Society
Ltd. (HBS). We revised the outlook on the ratings to negative from stable.

Rationale
The outlook revision reflects the slower-than-anticipated stabilisation and
improvement in HBS's key asset quality indicators and earnings profile, which
are assessed as being weaknesses to the current 'BBB-/A-3' issuer credit
rating. Headwinds in the commercial property market and the general operating
environment have contributed to our view that it will now take longer for HBS
to restore its asset quality and earnings profiles to levels supportive of the
rating and comparable to other, similarly rated, peers.

The counterparty credit ratings on Heartland Building Society (HBS) reflect
our favorable view of the company's business risk profile, which is supported
by its small but good market position in the New Zealand nonbank deposit-taker
sector, and its good business and geographic diversity. The adequate
enterprise risk management framework also underpins the business risk profile.
In addition, the ratings incorporate our positive view of HBS's strategic
initiatives and management team, which has to date effectively executed the
operational merger of MARAC Finance Limited (Marac, 'BBB-/A-3'), Canterbury
Building Society (CBS, unrated), and Southern Cross Building Society (CBS,
unrated).

Short-term credit factors
The short-term rating on HBS is 'A-3'. As a merged group, HBS's funding
position is stronger than the three individual companies, stemming from its
access to retail deposits (cheque, savings, and term deposits), retail NZDX
listed bonds, a NZ$375 million securitisation program, and NZ$200 million in
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committed undrawn bank facilities. Reinvestment rates have help up, and
averaged at around 80%. About half of the deposit base consisted out of
non-guaranteed deposits, with the remainder being guaranteed deposits.

Outlook
The negative outlook reflects financial risk pressures stemming from HBS's
high level of nonperforming loans and low core earnings. The ratings could be
lowered if asset quality metrics were to deteriorate further, and if this
deterioration caused an adjustment in Standard & Poor's overall view of the
group's credit profile; or if HBS were unable to improve key asset-quality
metrics and achieve core earnings that were consistent with its current rating
over the next 12 months. The rating outlook could return to stable if HBS were
successful in managing down its nonperforming asset level and improve core
earnings to a sustainable level more supportive of current ratings.

Related Criteria And Research
• Criteria Financial Institutions Banks: Bank Rating Analysis Methodology
Profile, March 18, 2004

Ratings List
Ratings Affirmed

MARAC Finance Ltd.
Senior Secured (1 issue) A-3
Senior Secured (2 issues) BBB-

Ratings Affirmed; CreditWatch/Outlook Action
To From

Heartland Building Society
MARAC Finance Ltd.
Counterparty Credit Rating BBB-/Negative/A-3 BBB-/Stable/A-3

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services licence number 337565 under the Corporations Act 2001. Standard & Poor's credit ratings and

related research are not intended for and must not be distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations

Act).
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
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