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Research Update:

Ratings On Kiwibank Ltd. Affirmed At 'A+/A-1',
Outlook Remains Negative

Overview

e W have affirnmed our issuer credit rating on Kiw bank Ltd. at
A+/ Negati ve/ A- 1.

e These ratings remain equalized with those on the bank's parent, New
Zeal and Post, which unconditionally guarantees all of the bank's senior
obl i gati ons.

* W believe that an inprovenment in Kiw bank's business profile has
neutralized the inpact of increased risks within New Zeal and's fi nanci al
system on the bank's stand-alone credit profile, which therefore renains
unchanged.

* Neverthel ess, the rating outlook on Kiw bank remai ns negative, mrroring
that on its parent New Zeal and Post. This reflects our view that downside
ratings pressure renmains on the broader New Zeal and Post group, due
primarily to ongoing structural pressures in the core postal operations
and execution risks associated with the group's restructuring prograns.

Rating Action

On Aug. 14, 2015, Standard & Poor's Ratings Services affirmed its issuer
credit ratings on Kiw bank at 'A+/A-1'. The outl ook on Kiwi bank Ltd. renmins
negative. The ratings on Kiw bank remain equalized with those on its parent,
New Zeal and Post Ltd. (NZ Post, A+/ Negative/A-1), reflecting the benefit of an
uncondi ti onal guarantee fromthe parent for all of the bank's senior

obl i gati ons.

Rationale

The rating affirmation is based on our view that an inprovenent in Kiw bank's
busi ness profile has neutralized the inmpact of increased risks within New
Zeal and' s financial system

Kiwi bank forms a significant part of the NZ Post group's earnings and assets.
Consequently, any changes in its stand-alone credit profile (SACP, that is,
excludi ng the benefits of parent support) could affect the credit profile and
rating on the NZ Post group, which would then be reflected in a change in the
Kiwi bank rating (see related research on New Zeal and Post Ltd.). W believe
that the risks facing all the financial institutions in New Zeal and have

i ncreased due to the prol onged period of strong residential property price
inflation, particularly in Auckland. Neverthel ess, we consider the inpact of
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these increased risks on Kiw bank's credit-profile—and consequently on the Nz
Post group's credit profile and rating--have been neutralized by an
i nprovenent in the bank's business profile.

We have been hi ghlighting our view of increasing risks in the New Zeal and
financial systemin several comrentaries since 2013 (see Rel ated Research),
during which we placed the ratings on Kiw bank, as well as a nunber of other
New Zeal and financial institutions, on negative outl ook

We believe the higher risk within New Zeal and's financial system stens from

i ncreased i nbal ances in the econony arising fromthe strong growh in
residential property prices, particularly in Auckland, over the past three
years. This has occurred agai nst a broader backdrop of structural econonic
weaknesses, including a naterial reliance on external borrow ngs. Qur
base-case expectation remains that econom c inbalances will unwind in an
orderly manner. Neverthel ess, we believe there is an increased risk of a sharp
correction in property prices, which wuld |ikely be acconpanied by a materi al
weakeni ng in general econom c conditions, and would |l ead to higher credit

| osses for nost financial institutions operating in New Zeal and.

We consider that Kiw bank has further strengthened its conpetitive advantages
in the past two years over the smaller financial institutions in New Zeal and
that target the same customer base, and narrowed the gap between itself and

t he maj or banks. Kiw bank's stronger business profile is reflected in a

def endabl e and increasingly significant market share in New Zeal and. W

esti mate that Kiw bank had an 8% share of residential nortgages and 5% share
of customer deposits in New Zeal and at March 31, 2015. Denobnstrating the
bank's franchise strength is its above banki ng-systemgrowth in residentia
nort gages, and mai ntenance of its net interest margin and the credit quality
of its residential nortgage |oan portfolio.

We believe that Kiw bank's restructuring of its distribution network and
progress in conpleting the first phase to replace its core banking systemin
the quarter ending Sept. 30, 2015, will better enable it to cater to the
evol vi ng needs of its custoner base and sustain its business growth.

Furthernore, in our view, Kiw bank has |everaged off and consolidated its
conpetitive advantage over the four major banks as well as the snaller
financial institutions, by positioning itself as a donestically-owned
full-service bank with a nati onwi de presence. W believe that this appeals to
a significant section of the customer base, given that the New Zeal and banki ng
systemis dom nated by the four Australian-owned nmajor banks, which account
for about 90% of the market share.

Despite this strengthening in Kiw bank's business profile, we consider that it
remai ns di sadvantaged rel ative to the New Zeal and major banks in its primry
busi ness of deposit-taking and residential -nortgage | ending, which is becom ng
i ncreasingly commditized and price-sensitive. W consider that Kiw bank's

| arger conpetitors generally enjoy greater pricing power and operating
efficiency due to greater economnmies of scale as well as business diversity.
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We forecast that Kiw bank will rmaintain a strong risk-adjusted capital ratio
at 11%to 12%in the next 18 nonths, despite the increase in our risk weights
stemm ng from hi gher economc risks facing New Zeal and banks. W believe that
Kiwi bank and its parent are comitted to, and capable of, maintaining the
bank's capital at this level. Qur forecast also factors in our expectation of
conti nued above banki ng-system asset growh for the next two years.

We consider that other credit factors specific to Kiwi bank remain |argely
unchanged.

Outlook

The outl ook reflects that on Kiw bank's parent, NZ Post. W expect the ratings
on Kiw bank to remain equalized with those on NZ Post unless there is a
significant dilution or withdrawal of the guarantee provided by the parent.

We expect to lower the ratings on Kiw bank by one notch if the sanme rating
action occurs for its parent NZ Post. The nost likely triggers for a downgrade
of NZ Post's rating are if:

» The letter-delivery business experiences material |osses;

e There is a significant deterioration in the conpetitive position or
operating performance of any of the group's key businesses; or

e Funds from operations (FFO) -to-debt (excluding any contribution fromthe
banki ng operations) is sustained at |ess than 25% due to persisting weak
operating performance, debt-funded acquisitions, or debt-funded
di stributions.

Al t hough less likely, downward ratings pressure could also arise if: 1) we
consi dered there to be a reduced likelihood that the New Zeal and gover nnent
woul d provide tinely and sufficient extraordi nary support to the NZ Post group
or 2) we lowered our SACP on Kiw bank. The npst |ikely scenario for Kiw bank
contributing to rating pressure on NZ Post woul d be a weakening in bank's

busi ness profile. W believe the bank's business woul d be under pressure if
there were a prol onged period of slower organic growh and reduci ng net
interest margins relative to the New Zeal and mmj or banks and system aver age,
whi ch coul d be indicative of--anpbng other things--a structural decline in

Ki wi bank' s busi ness franchi se.

Al t hough a one-notch downgrade of the NZ Post rating will be mirrored in the
Kiwi bank rating, the latter is insulated fromany further downgrade in the
parent rating, all other things remaining equal for Kiw bank. This is because
we consider that Kiw bank has a "high" |ikelihood of receiving extraordinary
support fromthe New Zeal and government, reflecting the bank's "very strong"
link and "inmportant” role to the governnent.

Therefore, the rating on Kiw bank can factor in external support from either
its parent or extraordinary support fromthe government, whichever is higher
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Wiile the rating on the bank currently benefits from parent support (because
this offers the highest rating uplift benefit), external support fromthe two
sources woul d provide equal rating uplift if the rating on NZ Post is |owered
by one notch. If there is any further deterioration in the parent rating, the
uplift in the bank rating due to extraordi nary government support woul d exceed
that fromthe parent support, and thus sufficient to naintain the [ong-term
issuer credit rating on the bank at 'A, all other things renaining equal

W& expect to revise the outlook to stable if:

* NZ Post maintains and inproves the profitability of its letter-delivery
busi ness, underpi nned by effective execution of its cost reduction
strategi es under the revised Deed of Understanding; and

e NZ Post nmaintains its FFOto-debt (excluding the banking operations) of
nore than 25%

W see limted prospects for upward rating novenent in the next two years for
Ki wi bank.

Ratings Score Snapshot

To From
| ssuer Credit Rating A+/ Negative/ A-1 A+/ Negative/ A-1
SACP Anchor bbb bbb+
Busi ness Position Adequat e (0) Moderate (-1)
Capi tal and Earnings Strong (+1) Strong (+1)
Ri sk Position Moderate (-1) Moderate (-1)
Fundi ng Average (0) Average (0)
Liquidity Adequat e Adequat e
SACP bbb bbb
Suppor t 4 4
CGRE Support 0 0
G oup Support 4 4
Sover ei gn Support 0 0
Addi tional Factors 0 0

Related Criteria And Research

Related Criteria

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

* Bank Hybrid Capital And Nondeferrabl e Subordinated Debt Mt hodol 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

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 13, 2015 5

1434619 | 300510290



Research Update: Ratings On Kiwibank Ltd. Affirmed At 'A+/A-1', Outlook Remains Negative

Assunptions, July 17, 2013

Legal Criteria: CGuarantee Criteria-Structured Finance, May 7, 2013
Revi sed Market Risk Charges For Banks In Qur Risk-Adjusted Capital
Framewor k, June 22, 2012

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

Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

Use of CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

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

Refl ecting Ri sing Economic |nbal ances, Aug. 14, 2015

Ratings List

Rati ngs Affirmed

Ki wi bank Ltd.

| ssuer Credit Rating A+/ Negativel/ A-1
Certificate Of Deposit
Local Currency A1

Ki wi bank Lt d.

Seni or Unsecur ed A+
Subor di nat ed BB+
Certificate O Deposit A1
Conmrer ci al Paper A1

Kiwi Capital Funding Ltd.

Subor di nat ed BB+
Juni or Subordi nat ed BB-

Kiwi Capital Securities Ltd.

Pr ef erence Stock BB

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by

t

his 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 left
col um.

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services
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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