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Research Update:

Australia & New Zealand Banking Group Ltd.

& Subsidiaries’ Ratings Lowered On Criteria
Change

Overview

e Following a review under Standard & Poor's revised bank criteria
(published Nov. 9, 2011), we have | owered our long-termissuer credit
rating on Australia and New Zeal and Banking Goup Ltd. (ANZ) to 'AA-'
from'AA . The 'A-1+ short-termrating is affirmed. The outlook is
stabl e.

e Qur ratings on subsidiaries of ANZ have al so been | owered foll ow ng our
review (see Ratings List).

e Qur ratings on ANZ reflect the anchor SACP for a bank operating mainly in
Australia; plus the bank's strong business position, its adequate capital
and earnings, risk position, and liquidity; average funding; and
potential governnment support.

« The stable outlook reflects our expectation that: ANZ' s Asian regi ona
strategy will be well nanaged; risk-adjusted capital ratios will renain
adequat e by our standards; the risk position will not deteriorate
materially or unexpectedly; and recent funding and liquidity inprovenments
can be sustai ned.

Rating Action

As previously announced, on Dec. 1, 2011, Standard & Poor's Ratings Services
lowered its long-termissuer credit rating on ANZ to ' AA-'. The 'A- 1+
short-termrating was affirned. Qur long-termrating on ANZ Nati onal Bank Ltd.
(ANZ National), ANZ's core New Zeal and banki ng subsidi ary, has al so been
lowered to 'AA-'. The ratings on ANZ's insurance and weal t h- managenent

subsi diaries also have been | owered (see Ratings List). Qur outlook on ANZ is
stabl e.

Further, we have w thdrawn our bank fundamental strength rating on ANZ

Rationale

Qur ratings on ANZ reflect the anchor stand-alone credit profile (SACP) for a
bank operating mainly in Australia; plus the bank's "strong" business
position, its "adequate" capital and earnings, risk position, and liquidity;
"average" funding; and potential government support.

Qur bank criteria use the BI CRA economic risk and industry risk scores to

determi ne a bank's anchor SACP, the starting point in assigning an issuer
credit rating. The anchor SACP for a bank operating only in Australia is 'a-';
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ANZ conducts about 75% of its lending in its Australian hone market. The BI CRA
score is inforned by our evaluation of economic risk, where we view Australia
as a wealthy, open, and resilient economy. W consider that build-up of
private sector credit and asset prices has eased in the recent years, and that
noderate private sector debt is offset by conservative | ending practices and a
creditor-supportive legal framework. Wth regard to industry risk, our
assessnent of the Australian banking industry is underpinned by the country's
conservative and conprehensi ve regul ation, and the banking sector's very | ow
risk appetite, partly offset by limted funding support from custoner deposits
and a material dependence on net external borrow ngs. ANZ conducts about 20%
of its Iending in New Zeal and, which has a weaker '3' economc risk score
conpared with Australia, and about 5% of its |ending el sewhere, resulting in
a weaker wei ghted average economic risk score but not to the extent that
affects the anchor SACP we have assigned to ANZ.

The SACP for ANZ is 'a'.

In our view, ANZ's business position is "strong". As one of four major banking
groups dom nating the Australian and New Zeal and banki ng sectors, ANZ's

busi ness stability benefits fromthe bank's diversified, deeply-enbedded
presence across the retail, comercial, and corporate custoner segments,
augnented by its good profile in asset managenent and insurance. ANZ's New
Zeal and subsidiary, ANZ National Ltd., is the |argest bank in New Zeal and,
with an asset base approximately 1.7x larger than the average size of the
other three najor banks. While ANZ has a strong track record in fornulating
and executing strategies, we neverthel ess are cautious about its expansion
strategy for Asia. Noting that ANZ is targeting sourcing up to 25%of its
revenues from Asia, Europe, and the U S. by 2017, we will continue to nonitor
strategi c devel opnents concerning potential Asian regional expansion, in
particular reconciling how it equates to our current view of the bank's

busi ness position as "strong"

We assess ANZ's capitalization and earnings as "adequate". Qur expectation is
that capitalization will continue to steadily inprove over the next 12-18
nonths, potentially to the mid-to-higher end of our "adequate" range, which is
7% 10% under our ratings criteria. In our view, ANZ's forward earnings
prospects are good by donestic and international standards, which should
benefit internal capital generation. The good prospects are supported nmainly
by the bank's diversified revenue streans and good asset quality. Wile ANZ
benefits from good-quality revenue streans, we note that the outl ook for
credit growth in its core home markets is relatively subdued.

We assess ANZ's risk position as "adequate". This opinion is mainly because
ANZ's risks are well spread across the sectors in which it operates, and
because these sectors remain in relatively good health by internationa
standards. Furthernore, potentially higher-risk activities--including those
associated with large | endi ng exposures, conmercial property devel opnent, or
hi gher-ri sk sectors or borrowers are currently consi dered manageable. Wile
the bank's | osses followi ng the global financial crisis were |ower than many
ot her highly-rated international banks, we note that the econom c and
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conmer ci al property downturn in Australia and New Zeal and was | ess severe than
that experienced in the U S and Europe.

We view ANZ's funding as "average" and liquidity as "adequate". Wile ANZ and
ot her Australian nmajor banks are considered by us to be materially reliant on
whol esal e fundi ng, we note that nmuch of this risk has been taken into account
by us in our recent revision of our BlICRA assessnent of Australia to group '2'
fromgroup '1'.

Qur counterparty credit rating on ANZ i s two notches higher than the SACP
reflecting our view of a high likelihood of extraordinary governnment support
inacrisis. W believe this is due to ANZ's high systenic inportance in
Australia, and our assessnent of the Australian government being highly
supportive of institutions core to the national econony.

We have |owered the issue ratings on ANZ's non-deferrabl e senior subordinated
debt to "A-' from'AA-', which is one notch bel ow ANZ's SACP, because we
believe that Australia's legal and regulatory framework could all ow
authorities to instigate restructuring of a failing bank to the detrinment of
non- def errabl e subordi nated debt. We have | owered the issue ratings on ANZ
Nati onal ‘s non-deferrabl e senior subordinated debt to 'A-' from'AA- ', which
is one notch bel ow ANZ's SACP, reflecting our view that ANZ National is a core
subsidiary of ANZ. W note that the short-to-nediumterm prospects for ANZ
experiencing financial stress requiring a restructuring of the bank to the
detriment of non-deferrable subordinated debt holders is low W |ikew se have
| owered the issue ratings on ANZ's hybrid capital instruments to 'BBB', which
is three notches bel ow the SACP. Under our criteria, the three-notch
differential reflects the narrowdistributable-profits test that is applicable
to hybrid-capital instrunents issued by Australian banks.

Outlook

The stable outlook reflects our view that the ratings are likely to remain
unchanged over the next one-to-two years. To mmintain the stable outl ook, we
expect that ANZ's Asian regional strategy will be well nmanaged and not detract
fromthe bank's strong credit standing. Furthernore, we expect that: the
risk-adjusted capital ratios will remain consistent with our view that they
are adequate; the risk position will not deteriorate materially or
unexpectedly; and that recent funding inprovenments, including the steady
transition to inproved deposit levels and | onger-tenor whol esal e fundi ng, can
be sustai ned.

We currently believe that prospects of positive ratings nmonmentumin the
short-to-nmediumtermare unlikely. That said, we believe that ANZ ultimately
has the potential to achi eve higher capitalization, and should that occur, we
could raise the ratings. W would have to be confortable, however, that ANZ
could achieve a risk-adjusted capitalization of greater than 10% on an ongoi ng
basi s.

The ratings could be lowered if our view of ANZ's fundi ng conpared to donestic
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peers' weakens; or potentially if the peer group as a whole deteriorates. W
bel i eve the prospects of ANZ's fundi ng devi ati ng negatively from broad peer
averages is unlikely, considering ANZ's comm tnent to funding inprovenents
over recent years, including reduced reliance on short-term whol esal e fundi ng,
and i nmproved deposit levels (even if partly because of |ower |ending growth).

Nonet hel ess, the rating could be lowered if our view of ANZ's funding or
liquidity weakens, whether due to the knock-on effects of volatile gl obal debt
mar ket s because of euro-zone stresses, or potentially other factors. Wile we
have imted tol erance at the current rating level for a material or
unexpected deterioration in asset quality or earnings, a mnor drop in key
asset quality or earnings measures is not likely to cause us concern
considering that these nmetrics renmain good by donestic and internationa

st andar ds.

The ratings woul d al so cone under pressure should the sovereign rating on
Australia be | owered, as that would possibly inmpact the |l evel of government
support factored into the counterparty credit rating on ANZ. In our view, this
is an unlikely scenario in the short-to-nmediumterm

Ratings Score Snapshot

| ssuer credit rating AA-/ St abl e/ A- 1+
SACP a
Anchor a-
Busi ness position Strong (1)
Capital and earnings Adequat e (0)
Ri sk position Adequat e (0)

Funding and liquidity Average and adequate (0)

Suppor t +2
GRE support 0
G oup support 0
Sover ei gn support +2

Addi tional factors 0

Ratings List
Downgr aded
To From
Australia and New Zeal and Banki ng Group Ltd
Certificate of deposit
Local currency AA- AA

ANZ National Bank Ltd.
Certificate of deposit
Forei gn currency AA- AA

Esanda Fi nance Corp. Ltd.
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| ssuer

OnePat h
| ssuer
Local
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| ssuer
Local
Fi nanc
Local

Australi
Seni or
Subord
Juni or

credit rating

Australia Ltd.
credit rating
currency

Life Ltd.

credit rating
currency

al strength rati
currency

a and New Zeal and Banki ng Group

unsecured (277

ng

ssues)

nat ed (23 issues)

subordi nated (1

i ssue)

Preferred stock (1 issue)
Preference stock (2 issues)

Preferred stock convertible (1 issue)

Certif

ANZ Nat
Seni or

ANZ Nat
Seni or
Subord
Subord
Certifi

cate of deposit

onal

(1 issue)

(Int'1) Ltd.

unsecured (28 issues)

onal Bank Ltd.

unsecured (10 issues)

nated (3 issues)
nated (1 issue)
cate of deposit

UDC Fi nance Ltd.
Seni or secured (1 issue)

Subord

nated (1 issue)

(1 issue)

Esanda Fi nance Corporation Ltd.

Seni or

Australia and New Zeal and Banki ng G oup

ANZ Nat
| ssuer

Australia and New Zeal and Banki ng G oup

Certif

Unsecur ed

onal Bank Ltd.
credit rating

cate of deposit

For ei gn currency

UDC Fi nance Ltd.

| ssuer

credit rating

Esanda Fi nance Corporation Ltd.

AA-/ St abl e/ A- 1+

A+/ St abl e/ A-1

AA-/ St abl e/ - -

AA-/ St abl e/ - -

Lt d.

Ltd.

AA-/ St abl e/ A- 1+

Lt d.

AA- | A- 1+

AA-/ St abl e/ A- 1+
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| ssuer Credit Rating AA-/ St abl e/ A- 1+ AA/ St abl e/ A- 1+

ANZ National Bank Ltd.
Certificate of deposit
Local currency AA- [ A- 1+

Not Rated Action
To From
Australia and New Zeal and Banki ng Group Ltd.
Bank fundanental strength rating
Local currency NR A

ANZ National Bank Ltd.
Bank fundamental strength rating
Local currency NR B+

Ratings Affirmed

Australia and New Zeal and Banki ng Group Ltd.

Seni or unsecured (59 issues) CnAAA
Short-termdebt (1 issue) A-1+
Certificate of deposit (1 issue) A-1+
Conmrer ci al paper (1 issue) A-1+

ANZ National (Int'l) Ltd.
Seni or unsecured (6 issues) ChAAA
Conmrer ci al paper (2 issues) A-1+

ANZ National Bank Ltd.
Certificate of deposit (1 issue) A-1+

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit
Portal, unless otherw se stated.

* Banks: Rating Methodol ogy And Assunptions, Nov. 9, 2011

e Banking Industry Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 9, 2011

e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011

 Bank Hybrid Capital Methodol ogy And Assunptions, Nov. 1, 2011

» Rating Government-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

Conplete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obalcreditportal.com Al 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
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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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