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Overview

- On Dec. 6, 2019, FE Investments Group Ltd. (FEIG) published its half-year results in which
auditors raised uncertainties around the value and recoverability of material loan receivables.
We are now factoring this information into our ratings.

- In our view, FE Investment Ltd. (FEI) may need to write down the value of large loan receivables,
materially weakening its capitalization and potentially triggering liquidity challenges.

- We are lowering our ratings on FEI to 'CCC/C' from 'B/B'.

- The developing outlook reflects FEI's progress made to restructure its Tomizone exposure and
the completion of hotel development projects, the potential near-term sale of three property
development exposures, and what we believe is sufficient liquidity to deal with near term
pressures. In addition, the upside scenario in our developing outlook recognizes capital
available at the FEIG level, which could be down streamed to FEI should it be required to meet
regulatory capital or debenture covenant requirements.

Rating Action

On Dec. 20, 2019, S&P Global Ratings lowered its long-term and short-term issuer credit ratings
on FE Investments Ltd. (FEI) to 'CCC/C' from 'B/B'. The outlook is developing.

Rationale

On Dec. 6, 2019, FE Investments Group Ltd. (FEIG) published half-year results that raised
uncertainties around the value and recoverability of material loan receivables. We are now
factoring this new information into our ratings. These loans are sizeable and relate to Tomizone
Ltd. (NZ$11 million) and two hotel developments (totaling NZ$17 million).

The company has announced it is restructuring its Tomizone exposures--converting debt to
equity. Tomizone itself is dealing with solvency challenges and the need to raise additional capital.
This information leads us to believe that FEI may need to write down Tomizone exposures, which,
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given the size of the exposure relative to FEIG's NZ$17 million capital base, would result in a
material weakening of FEIG's capital position.

Concerning FEI's two hotel exposures, we see a risk of further construction delays, a blow out in
development costs, or the sale of the hotels at less than the amount required to repay all
creditors, which could impact the quality of these exposures. Furthermore, FEI is subordinated in
the debt structure.

Should these exposures (Tomizone and the two hotels) face additional credit costs, FEI could be at
risk of breaching its regulatory capital requirement or its debenture trust deed covenant
requirements without an immediate capital injection. Such breaches could prohibit the company
from raising new debentures or rolling over maturing ones, resulting in a liquidity stress.

We note that the external auditor's report on the review of the half-year financial report contained
a "Disclaimer of Conclusion" as they were unable to obtain sufficient appropriate review evidence
to provide the basis for the review conclusion. This primarily related to the exposures highlighted
above. In the half-year financial report, the directors of FEI also considered that the financial
statements can be prepared on a going-concern basis.

Outlook

The developing outlook reflects our view that elements of FEI's credit profile remain delicately
balanced, stemming from risks associated with the restructure of Tomizone and the hotel
development project exposures.

Downside scenario

We are likely to lower our long-term ratings on FEI within the next 12 months if we form the view
that additional provisions or write-offs are needed, which would weaken capitalization. In the
absence of an immediate capital injection, this could see the company breach its regulatory
capital or debenture covenant requirements that could trigger a liquidity stress.

Upside scenario

We could raise our ratings on FEI if we form a view that the entity will sustainably meet its
regulatory requirements, debenture covenant obligations, and have sufficient liquidity to remain a
going concern. To this point, we note that FEIG raised an additional A$3 million in equity, which
could fund further capital injections into FEI should it be at risk of breaching regulatory capital
requirements or debenture covenant requirements. An upgrade would also require positive
developments on a number of other fronts, such as:

- A successful debt-to-equity restructure of the Tomizone exposure, including Tomizone raising
new capital;

- Substantial progress in the construction of FEI's hotel exposures or the sale of these properties
without loss; or

- The sale of FEI's three property development exposures.
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Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July
20, 2017

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

- Criteria | Financial Institutions | General: Nonbank Financial Institutions Rating Methodology,
Dec. 9, 2014

- Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally:
Methodology And Assumptions, July 17, 2013

- General Criteria: Criteria For Assigning 'CCC+', 'CCC', 'CCC-', And 'CC' Ratings, Oct. 1, 2012

- Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment
Methodology And Assumptions, Nov. 9, 2011

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings List

Downgraded; CreditWatch/Outlook Action

To From

FE Investments Ltd.

Issuer Credit Rating CCC/Developing/C B/Stable/B

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.

S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations
Act 2001. S&P Global Ratings' 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).

www.spglobal.com/ratingsdirect December 19, 2019       3

Research Update: FE Investments Ltd. Ratings Lowered To 'CCC/C'; Outlook Developing



www.spglobal.com/ratingsdirect December 19, 2019       4

Research Update: FE Investments Ltd. Ratings Lowered To 'CCC/C'; Outlook Developing

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com (subscription), and may be distributed through other means,
including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment 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 reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.

Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.


	Research:
	Overview
	Rating Action
	Rationale
	Outlook
	Downside scenario
	Upside scenario

	Related Criteria
	Ratings List


