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OVERVI EW

« W believe that New Zeal and banking financial institutions face increased
risks stemming largely fromrising house prices in Auckland, and these
risks are accentuated by the structural external weaknesses in the New
Zeal and econony.

e Consequently, we have |owered our issuer credit ratings on seven New
Zeal and financial institutions.

e W also affirnmed our issuer credit ratings on 11 financial institutions
and New Zeal and Post Ltd. Qut of the 11 financial institutions, we
| owered the stand-alone credit profiles of six and kept those on five
unchanged.

» The rating affirmations reflect factors specific to each of these
institutions, such as our assessnent of parent support for the four ngjor
banks in New Zeal and.

SYDNEY (Standard & Poor's) Aug. 14, 2015--Standard & Poor's Ratings Services
said today that it has lowered its ratings on seven New Zeal and fi nanci al
institutions. At the sane, we affirmed the ratings on 11 fi nanci al
institutions in New Zeal and and New Zeal and Post Ltd. (see the ratings I|ist
below for the full list of affected issuer credit ratings). Qut of the 11
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financial institutions whose ratings have been affirmed, we |owered the
stand-al one credit profiles (SACP) of six institutions and kept those on five
unchanged.

None of the |lowering of the New Zeal and financial institutions ratings or
SACPs announced today were due to higher existing or energing risks specific
to the institution--such as any asset quality concerns.

The rating actions reflect our view that New Zeal and financial institutions
face hei ghtened ri sks because of an increase in the country's overall |evel of
econom ¢ i nbal ances over the past three years. |In particular, we believe that
the rapid rise in house prices in Auckland during this period has anplified
the risk of a sharp correction in property prices, although we consider that
such a scenario remains unlikely in our base case.

We had foreshadowed the possibility of these rating actions in several
comment ari es and negative rating outl ooks on a nunber of financial
institutions over the past two years (see article titled, "New Zeal and Banki ng
Qutlook: Significant Ri sk Remains OF A Sharp Correction In Property Prices,"
Feb. 27, 2013).

Nevert hel ess, we believe that if a sharp fall in house prices in Auckland were
to occur, nost financial institutions in New Zealand will be adversely

af fected even when they do not have significant direct exposure to hone
lending in the city. This is because of the inportance of Auckland to the New
Zeal and econony; it accounts for about 35% of the GDP and nore than one-third
of the country's population. Additionally, we believe that a sharp decline in
house prices in Auckland would l|ikely be acconpani ed by weakening in other
macr oeconom ¢ factors such as a slowdown in GDP and a rise in unenpl oynent.
The busi ness and consuner sentinment is also likely to suffer as a result, in
our opi nion.

Accentuating these risks are New Zeal and econony's external weaknesses in our
view. W expect that the credit | osses of npst New Zeal and fi nanci al
institutions will significantly increase in such a scenario. Consequently, we
have revi sed our assessnent of the stand-alone credit profiles (SACPs) of
alnost all institutions in New Zeal and, although the inpact on their ratings
differs in some cases (see Credit FAQtitled, "Explaining Standard & Poor's
Rating Actions On Several New Zeal and Financial Institutions Due To Rising
House Prices", Aug. 14, 2015).

Notwi t hstandi ng the increase in risks, we believe that New Zeal and remai ns a
relatively | ower-risk banking system by gl obal standards, as reflected in our
revi sed score for the country's Banking |Industry Country Ri sk Assessnent
(BICRA) of '"4'" on a scale of "1' (lowest risk) to '10" (highest risk). Indeed,
we believe that the increased risk of a sharp correction in house prices is
increnental and off a relatively lowrisk level. W note that the current
house price appreciation in Auckland follows a period of restrained growh in
private sector debt and national house prices for 2007 to 2011. W consi der
that New Zeal and's resilient econony, conservative banking regul ation, and | ow
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ri sk-appetite support its banking sector. In our opinion, partly tenpering
these strengths are: the country's noderately high private sector debt;

mat eri al dependence of the banking system on of fshore and whol esal e fundi ng;
and New Zeal and' s hi gh external debt and current account deficit.

Qur assessnent takes into account nmacro-prudential tools inplenmented by the
central bank that, in our opinion have been effective in controlling house
price growm h across New Zeal and, excl udi ng Auckl and. Wi le we consider that
low interest rates have propelled credit growth and subsequently stoked house
price growmh, we believe that housing supply constraints and hi gh net

i mm gration have also contributed to price appreciation. Neverthel ess, we note
that macro-prudential tools have only had a tenmporary effect on house prices
i n Auckl and, which resuned a rapid rise following a short period of abated
growmh. This is contrary to our previous base-case expectation that the

macr o- prudential tools would be nore effective in stemm ng house price
inflationary pressures across the country.

We have al so taken note of other positive devel opments in the New Zeal and
banki ng sector in the past two years. The proportion of [oans wth high

| oan-to-value ratios (LVR) of nmore than 80% has reduced to about 15% of tota
bank nortgage | ending at Decenmber 2014, from 21%in June 2013. In our opinion
t hese devel oprments partly tenmper the increase in risks due to rising econonic
i mbal ances.

To further explain the above rating actions, and answer any rel ated questions,
we will be publishing a Credit FAQ shortly and hosting a webcast on Aug. 17,
2015 at 1.30pm New Zeal and tinme. Details on the webcast will shortly be
avai |l abl e on the followi ng weblink (https://ww.spratings.confevents) and can
be obtained fromour nedia contact Richard Noonan at

ri chard. noonan@t andar dandpoors. com

Bl CRA score snapshot

SCORE
To From

Bl CRA* 4 3
Econom ¢ Ri sk* 4 3
Econoni ¢ Ri sk Trend St abl e Negati ve
Econom ¢ Resilience** 1 1
Econoni ¢ | nbal ances** 4 3
Credit Risk In The Econony** 3 3

I ndustry Ri sk* 4 4

I ndustry Ri sk Trend St abl e St abl e
Institutional Framework** 2 2
Conpetitive Dynam cs** 2 2

Syst emwi de Fundi ng** 4 4

*On a scale of 1 (lowest risk) to 10 (highest risk)
**On a scale of 1 (lowest risk) to 6 (highest risk)
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For nmore details on BICRA scores on all banking industries that we assess
across the globe, please see our |atest "Banking Industry Country Risk
Assessnment Update," updated on a nonthly basis.

RATI NGS LI ST
| SSUER CREDI T RATI NGS AFFI RVED
To From

ANZ Bank New Zeal and Ltd.
I ssuer Credit Rating AA-/ Stabl e/ A-1+  AA-/Stabl e/ A- 1+
St and-al one credit profile bbb+ a-

ASB Bank Ltd.
| ssuer Credit Rating AA-/ Stabl e/ A-1+  AA-/ Stabl e/ A- 1+
St and-al one credit profile a- a

Bank of New Zeal and
| ssuer Credit Rating AA-/ Stabl e/ A-1+  AA-/Stabl e/ A- 1+
St and-al one credit profile bbb+ a-

West pac New Zeal and Ltd.
| ssuer Credit Rating AA-/ Stabl e/ A-1+  AA-/Stabl e/ A- 1+
St and-al one credit profile bbb+ a-

Ki wi bank Ltd.
| ssuer Credit Rating A+/ Negativel/ A- 1 A+/ Negativel/ A- 1
St and-al one credit profile bbb bbb

New Zeal and Post Ltd.
| ssuer Credit Rating A+/ Negativel/ A-1 A+/ Negative/ A-1
St and-al one credit profile bbb bbb

Rabobank New Zeal and Ltd.
| ssuer Credit Rating Al Negativel/ A-1 Al Negativel/ A-1
St and-al one credit profile bbb bbb+

Police and Fanilies Credit Union
| ssuer Credit Rating BB+/ St abl e/ B BB+/ St abl e/ B
St and-al one credit profile bb+ bb+

FE | nvestents Ltd.
| ssuer Credit Rating B/ St abl e/ B B/ St abl e/ B
St and-al one credit profile b b

UDC Fi nance Ltd.
I ssuer Credit Rating AA-/ Stabl e/ A-1+  AA-/Stabl e/ A- 1+
St and-al one credit profile bbb- bbb

Li berty Financial Ltd.

| ssuer Credit Rating BBB-/ St abl e/ A-3 BBB-/ St abl e/ A-3
St and-al one credit profile b- b-
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Medi cal Securities Ltd.
I ssuer Credit Rating
Stand-al one credit profile

| SSUER CREDI T RATI NGS LOWNERED

Credit Union Bayw de
| ssuer Credit Rating
St and-al one credit profile

Credit Union South
| ssuer Credit Rating
Stand-al one credit profile

First Credit Union
| ssuer Credit Rating
St and-al one credit profile

Asset Finance Ltd.
| ssuer Credit Rating
St and-al one credit profile

Avanti Finance Ltd.
| ssuer Credit Rating
Stand-al one credit profile

Fi sher & Paykel Finance Ltd.
| ssuer Credit Rating
St and-al one credit profile

MARAC | nsurance Ltd.
| ssuer Credit Rating
Fi nancial Strength Rating
St and-al one credit profile

RELATED CRI TERI A AND RESEARCH

BBB+/ St abl e/ - -
bb+

BB-/ St abl e/ B
bb-

BB-/ St abl e/ B
bb-

BB-/ St abl e/ B
bb-

B/ St abl e/ B
b

BB/ St abl e/ B
bb

BB/ St abl e/ B
bb

BB+/ St abl e/ - -
BB+/ St abl e/ - -
bb+

Rel ated Criteria For Banks And Nonbanks

« Rating CGovernnent-Related Entities:

25, 2015

BBB+/ St abl e/ - -
bb+

BB/ Negat i ve/ B
bb

BB/ Negat i ve/ B
bb

BB/ Negati ve/ B
bb

B+/ Negati ve/ B
b+

BB+/ Negati ve/ B
bb+

BB+/ Negati ve/ B
bb+

BBB- / Negati ve/ - -
BBB- / Negati ve/ - -
bb+

Met hodol ogy And Assunptions, March

 Bank Hybrid Capital And Nondeferrabl e Subordi nated Debt Methodol ogy And

Assunptions, Jan. 29, 2015
e Group Rating Methodol ogy,

Nov. 19, 2013

e Quantitative Metrics For Rating Banks d obally: Methodol ogy And

Assunptions, July 17, 2013

* Revised Market Risk Charges For

Franmewor k, June 22, 2012

* Banks: Rating Methodol ogy And Assunpti ons,
e Banking Industry Country Ri sk Assessnment Met hodol ogy And Assunpti ons,

Nov. 9, 2011
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e Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010
» Use of CreditWatch and Qutl ooks, Sept. 14, 2009
e Nonbank Financial Institutions Rating Mthodol ogy, Dec. 9, 2014

Rel ated Criteria For New Zeal and Post

e Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

e Met hodol ogy And Assunptions: Liquidity Descriptors for d obal Corporate
I ssuers, Dec. 16, 2014

* Key Credit Factors For The Railroad And Package Express Industry, Aug.
12, 2014

e Group Rating Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios and Adjustnments, Nov. 19, 2013

e Methodol ogy: Industry Ri sk, Nov. 19, 2013

e Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Cor por at e,
I nsurance, And Sovereign |Issuers, May 7, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

 Hybrid Capital Handbook: Septenber 2008 Edition, Sept. 15, 2008

2008 Corporate Criteria: Rating Each Issue, April 15, 2008

Rel ated Criteria For MARAC | nsurance

e Group Rating Methodol ogy, Nov. 19, 2013

* Insurers: Rating Methodol ogy, May 7, 2013

» Enterprise Ri sk Managenent, May 7, 2013

* Managenment And Governance Credit Factors For Corporate Entities And
I nsurers, Nov. 13, 2012

 Refined Methodol ogy And Assunptions For Anal yzing | nsurer Capital
Adequacy Using The Ri sk-Based | nsurance Capital Mdel, June 7, 2010

e Use of CreditWatch and Qutl ooks, Sept. 14, 2009

Rel at ed Research

* Credit FAQ Explaining Standard & Poor's Rating Actions On Several New
Zeal and Financial Institutions Due To Rising House Prices, Aug. 14, 2015

* New Zeal and Banki ng Sector Qutlook: RBNZ On A Sticky Wcket To Renopve
"Speed Limts"?, March 17, 2015

* Macro-Prudential Policy For New Zeal and’ s Fi nancial System Represents A
Good Start Toward Reduci ng Ri sks, June 4, 2013

e Qutl ooks On Ei ght New Zeal and Banks Revi sed To Negative On Rising
Econonmi ¢ Risks; Ratings On 15 Banks Affirned, May 16, 2013

e« New Zeal and Banki ng Qutl ook: Significant Ri sk Remains O A Sharp
Correction In Property Prices, Feb. 27, 2013

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at
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www. st andar dandpoors. com Use the Ratings search box located in the |eft
col umm.

AUSTRALI A

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services
I'i cence nunber 337565 under the Corporations Act 2001. Standard & Poor's
credit ratings and rel ated research are not intended for and nmust not be
distributed to any person in Australia other than a whol esale client (as
defined in Chapter 7 of the Corporations Act).
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and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
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