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Research Update:

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

Overview

e W have affirnmed the 'BBB-/A-3' issuer credit ratings.

* W have revised the outl ook on Heartland Buil ding Society Ltd.'s (HBS')
ratings to negative from stable.

 The outl ook revision recogni ses our view that HBS asset quality and
earnings profile are not consistent with the current rating, and are
weaker conpared to other simlarly rated peers.

Rating Action

On Aug. 12, 2011, Standard & Poor's Ratings Services affirmed its 'BBB-/A-3
i ssuer credit ratings on New Zeal and Based-based Heartl and Buil di ng Soci ety
Ltd. (HBS). W revised the outl ook on the ratings to negative from stabl e.

Rationale

The outl ook revision reflects the slower-than-anticipated stabilisation and

i mprovenent in HBS s key asset quality indicators and earnings profile, which

are assessed as bei ng weaknesses to the current 'BBB-/A-3' issuer credit

rati ng. Headwi nds in the commercial property market and the general operating

envi ronnent have contributed to our viewthat it will now take |onger for HBS

to restore its asset quality and earnings profiles to | evels supportive of the
rati ng and conparable to other, sinmlarly rated, peers.

The counterparty credit ratings on Heartland Building Society (HBS) reflect
our favorable view of the conpany's business risk profile, which is supported
by its small but good market position in the New Zeal and nonbank deposit-taker
sector, and its good busi ness and geographic diversity. The adequate
enterprise risk managenent franework al so underpins the business risk profile.
In addition, the ratings incorporate our positive view of HBS' s strategic
initiatives and managenent team which has to date effectively executed the
operational merger of MARAC Finance Linited (Marac, 'BBB-/A-3'), Canterbury
Bui | di ng Society (CBS, unrated), and Southern Cross Buil ding Society (CBS,
unr at ed) .

Short-term credit factors

The short-termrating on HBSis 'A-3'. As a nerged group, HBS s fundi ng
position is stronger than the three individual conpanies, stenmming fromits
access to retail deposits (cheque, savings, and termdeposits), retail NzDX
|isted bonds, a NZ$375 million securitisation program and NzZ$200 mllion in
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conm tted undrawn bank facilities. Reinvestnent rates have hel p up, and
averaged at around 80% About half of the deposit base consisted out of
non- guar ant eed deposits, with the renmai nder bei ng guaranteed deposits.

Outlook

The negative outlook reflects financial risk pressures stenming fromHBS's
hi gh | evel of nonperform ng | oans and | ow core earnings. The ratings could be
lowered if asset quality metrics were to deteriorate further, and if this
deterioration caused an adjustnent in Standard & Poor's overall view of the
group's credit profile; or if HBS were unable to inprove key asset-quality
netrics and achi eve core earnings that were consistent with its current rating
over the next 12 nonths. The rating outl ook could return to stable if HBS were
successful in nmanagi ng down its nonperform ng asset |evel and inprove core
earnings to a sustainable |level nmore supportive of current ratings.

Related Criteria And Research

e Criteria Financial Institutions Banks: Bank Rating Anal ysis Methodol ogy
Profile, March 18, 2004

Ratings List
Ratings Affirmed
MARAC Fi nance Ltd.
Seni or Secured (1 issue) A-3

Seni or Secured (2 issues) BBB-

Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
Heart| and Buil di ng Society
MARAC Fi nance Ltd.
Counterparty Credit Rating BBB-/ Negative/ A-3 BBB-/Stable/A-3

Conplete ratings information is avail able to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obalcreditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.

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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