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Research Update:

Allied Nationwide Finance Ltd. Rating Lowered

To 'B'; Placed On Watch Negative On Weak
Liquidity, Delayed Capitalization

Overview

e W have lowered Allied Nationwi de Finance Ltd.'s (ANF's) | ong-termissuer
credit rating to 'B'. At the same tinme we have placed ANF's 'B/ B issuer
credit ratings on CreditWatch Negative, which inplies a one-in-two
likelihood that the rating nmay be lowered within the next three nonths.

» The rating action reflects a weakening of ANF's liquidity position
stemming fromloan repaynment delays and a deterioration in its debenture
rei nvestnent rate.

e The downgrade also factors in ANF's inability to maintain liquidity at
previously forecast levels, in support of the 'BB-' rating, and a del ay
in an anticipated NZ$30 nillion capital injection from ANF' s parent,
Allied Farnmers Ltd. (AFL; not rated).

Rating Action

On June 4, 2010, Standard & Poor's Ratings Services |lowered its |ong-term

i ssuer credit rating on New Zeal and fi nance conmpany, Allied Nationw de Fi nance
Ltd. (ANF) to 'B" from'BB-'. At the sane tine, the 'B/B issuer credit

rati ngs were placed on CreditWatch with negative inplications.

Rationale

The rating action reflects a nmaterial deterioration in ANF's liquidity
position beyond what we previously expected and factored into the 'BB-'
rating. In our view, this deterioration has increased ANF' s exposure to a cash
shortfall fromnow until October 2010 shoul d reinvestnent rates weaken from
current already-nodest levels or if cash inflows fromloan repaynents were to
be del ayed beyond our current expectations. ANF' s debenture-reinvest nent
experience fell to about 29%in May 2010, down from a nonthly average of about
48% earlier in 2010. Liquidity has al so been di m nished by a

weaker -t han-anti ci pated | oan-repaynent experience. W al so expect that
refinancing risk and liquidity pressures will be hei ghtened when support from
t he New Zeal and governnent's retail deposit guarantee expires on Cct. 12,
2010. W note that ANF has not qualified for cover under the extended
guarantee. Wiile we anticipated that liquidity would be maintained at a | evel
consistent with the 'BB-' rating, to this point managenent has not taken
action to ensure this.
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The counterparty credit ratings on ANF reflect: the conmpany's weak stand-al one
capital (noting that we anticipated an inprovenent during 2010); its recent
asset-quality deterioration; and its dependence on debenture-hol der confidence
given that a material ampunt of debenture refinancing is expected through to
Cct ober 2010. These factors are offset by its status as a core operating
entity within the recently recapitalized Allied Farners Ltd. (AFL) group, and
its business profile being nore diverse relative to donestic peers. The 'B/B
ratings factor in our assunption that additional capital will be transferred
to ANF from AFL.

Wth a loan portfolio spanning the business, rural, and property sectors,
ANF' s business profile is nore diverse than many New Zeal and nonbank deposit
takers'. W note, however, that its borrowers are higher risk conpared with
banks operating in these sectors. Further, its | oan book shows sone |arge

| endi ng exposures relative to its size.

CreditWatch

A CreditWatch Negative listing by Standard & Poor's inplies a one-in-two
likelihood that the rating nmay be |l owered within the next three nmonths. The
rating could be [ owered by one or nore notches if ANF' s reinvestnent
experience is not quickly stabilized, or if bal ance-sheet cash levels are
weakened by any naterial and unanticipated delay in schedul ed | oan repaynents.

Al though AFL is still pursuing the recapitalization of ANF through the
transfer of |oan assets acquired from Hanover Finance Ltd. (Hanover; unrated)
and United Finance Ltd. (UFL; unrated) this, in itself, will not provide

imediate liquidity support for ANF. That said, the rating could also cone
under further downward rating pressure if ANF's recapitalization were to be
materially further delayed. This would conprom se our opinion of AFL's ability
to inject capital and liquidity into ANF and underm ne our current view of
ANF's strategic inmportance to the wi der parent group. If Standard & Poor's
credit concerns are nuch worse than currently envisaged and if, in our

opinion, ANF's financial flexibility and contingent plans to respond to
liquidity pressures are limted such that default is possible within six

nont hs under realistic scenarios, the rating could be |lowered further into the
'CCC category.

W expect to resolve the CreditWatch after further discussion with managenent
and further analysis of ANF's ability to contend with liquidity pressures at
the "B rating level in the current unstable operating environment for finance
conpani es i n New Zeal and.

Related Criteria And Research

This article is based in part on the following criteria articles:
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Credit Policy Update: Criteria On Use O CreditWatch And Qutl ooks Carified,
publ i shed on Sept. 30, 2005.
Rati ng Fi nance Conpani es, published on March 18, 2004.

Ratings List

Downgr aded; CreditWtch/ Qutl ook Action; Ratings Affirmed
To From
Al'lied Nationw de Finance Ltd.
Counterparty Credit Rating B/ Wat ch Neg/ B BB-/ Negati ve/ B

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).

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at www gl obal creditportal.comand RatingsDirect
subscribers at ww. ratingsdirect.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.
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