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Summary:

New Zealand Post Ltd.

Corporate Credit Rating A+/Negative/A-1

Profile Assessments

BUSINESS RISK SATISFACTORY
Vulnerable Excellent

FINANCIAL RISK INTERMEDIATE
Highly leveraged Minimal

Likelihood of Extraordinary Government Support

Standard & Poor's Ratings Services assesses New Zealand Post Ltd.'s (NZ Post) standard-alone credit profile (SACP) as

'bbb' and consider that there is a "very high" likelihood that that the New Zealand government would provide timely

and sufficient extraordinary support to NZ Post, if necessary. In accordance with our criteria for government-related

entities (GREs), our view of a "very high" likelihood of extraordinary support is based on our assessment of New

Zealand Post's:

• "Very important" role in the national economy as New Zealand's public postal operator. The company provides

collection, processing, distribution of letters and associated services, parcels, logistics, and express mail, as well as

retail and agency services through an extensive network in metropolitan, regional, and remote areas of New

Zealand; and

• "Very strong" link with the New Zealand government, which owns NZ Post and which maintains a governance

framework that allows for extensive influence over the postal authority. The New Zealand government has also

provided a contingent capital facility to the group to support the potential capital demands of NZ Post's full owned

banking subsidiary, Kiwibank Ltd.

Rationale

The ratings on NZ Post are based on the group's SACP of 'bbb' and a "very high" likelihood that the New Zealand

government would provide timely and sufficient extraordinary support to New Zealand Post, if necessary.

We view New Zealand Post's banking subsidiary, Kiwibank, as materially insulated from the rest of the group, given we

expect the banking regulator, the Reserve Bank of New Zealand, to prevent NZ Post's unfettered access to the cash

flows and capital of Kiwibank. Accordingly, we assess NZ Post's SACP excluding Kiwibank, but factor in the financial

flexibility provided by the group's ownership stake in the bank. Conversely, Kiwibank's significantly larger size relative

to NZ Post, and that NZ Post guarantees almost all of Kiwibank's obligations, mean we consider that the SACP on

Kiwibank effectively caps the SACP of NZ Post in most foreseeable circumstances.
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Business Risk: Satisfactory Financial Risk: Intermediate

• Satisfactory market position as New Zealand's

designated postal operator,

• Exposure to ongoing structural erosion of

standard-letter volumes,

• Extensive social service obligations under the postal

services Deed of Understanding, and

• Significant market position in the competitive and

cyclical parcel and express-courier industry.

• Material debt reduction during the past 12 months

from the proceeds of asset sales,

• Weak expected near-term profitability and cash

flow generation from the core postal operations,

and

• Financial flexibility provided by NZ Post's 100%

ownership stake in Kiwibank and other investments.

Outlook: Negative

The negative outlook reflects 1) rising economic risks in New Zealand that could affect the credit-standing of NZ

Post's subsidiary, Kiwibank, and 2) weak profitability of the postal operations that is highly reliant on effective cost

restructuring to offset structurally declining revenue trends.

Downside scenario

We could lower the ratings on NZ Post if:

• Heightened economic risks in New Zealand erode the credit standing of Kiwibank;

• The letter-delivery business experiences material losses; or

• Fund from operations (FFO)-to-debt (excluding the banking operations) is sustained at less than 20%, due to

persisting weak operating performance, debt-funded acquisitions, or debt-funded distributions.

Although unlikely in the next two years, downward pressure on the ratings could also arise if we considered there

would be a reduced likelihood of the New Zealand government providing extraordinary support to NZ Post.

Upside scenario

We could revise our outlook back to stable if:

• We formed a view that uncertainties around New Zealand's economic risks affecting Kiwibank have abated; and

• NZ Post maintains profitability of its letter delivery business, underpinned by effective execution of its cost

reduction strategies; and

• NZ Post maintains FFO-to-debt (excluding banking operations) of more than 20%.

Standard & Poor's Base-Case Scenario

Our base-case scenario is focused on the financial performance of the NZ Post Group, excluding Kiwibank. Under our

base case, we expect moderate growth from the group's parcel and courier businesses, and other investments, to offset

continued weak profitability of the postal operations and maintain credit protection measures within tolerances for the

current rating. That said, downside risks to postal earnings remain in the near term, as meaningful improvement in

postal profitability is not expected until fiscal 2016, due to the timing of initiatives under the revised Deed of
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Understanding.

Assumptions Key Metrics

• Group EBITDA (excluding Kiwibank) in the NZ$45

million to NZ$55 million range in fiscal 2014,

• Capital expenditure in the NZ$40 million to NZ$60

million range in fiscal 2014, and

• Surplus cash above NZ$30 million is netted against

debt.

2013A 2014F 2015F

FFO to debt 30.5% 20%-25% 20%-30%

Debt/EBITDA 4.3x 4.5x-5.5x 4x-5x

A--Actual. F—Forecast.

Business Risk: Satisfactory

Underpinning New Zealand Post's "satisfactory" business risk profile is its significant market position as New Zealand's

designated postal operator and its strong market shares in parcel and courier delivery. Tempering these strengths are

the group's exposure to structurally declining letter volumes, a high fixed cost base, and execution risks associated

with the proposed restructuring under the group's recently revised Deed of Understanding (DoU).

NZ Post's core postal operations continue to face significant ongoing structural declines in traditional mail volumes,

against a large and predominantly fixed cost base. Accordingly, the proposed cost restructuring initiatives under the

revised DoU are considered essential to supporting the profitability of the postal operations. Key elements of the

restructuring include a reduction in delivery days and an extensive rationalization of the retail postal network. If well

executed, these initiatives should, together with other initiatives already underway, help to both reduce costs and make

more of the group's costs variable to better accommodate declining revenue trends. Nonetheless, these initiatives

incorporate material execution risk and will be implemented over the next two years, with the full benefit not expected

until at least fiscal 2016. Accordingly, we expect the near-term profitability of the postal operations to remain weak.

Despite the structural challenges in the mail business, we consider NZ Post to be well positioned in the New Zealand

courier and parcel delivery market. Although the parcel and courier sector is competitive and cyclical, we consider the

NZ market to benefit from its relatively concentrated market structure, with NZ Post being one of two similarly sized

operators that account for more than three quarters of market volumes. Furthermore, the scale economics and

relatively small size of the NZ market should limit the amount of competition compared with larger offshore markets.

Nevertheless, market competition and cyclical demand will constrain margins and contribute to moderate earnings

volatility from this business through the economic cycle.

NZ Post also has a number of investments in new business streams, including wealth management and insurance; data

management services; online directories; and catalogue delivery. These businesses offer growth opportunities for the

group (particularly nonbank financial services and data management services), provide some moderate earnings

diversity, and are a source of financial flexibility to the group. Nevertheless, our business risk profile assessment is

driven primarily by the mail and courier businesses given the relatively size of their revenue and cost bases.

Given we view Kiwibank as materially insulated from the NZ Post group, the group's investment in Kiwibank is
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assessed primarily as a source of financial flexibility under our financial risk profile assessment.

Financial Risk: Intermediate

Proceeds from previous asset sales have been used to reduce debt, which materially supported NZ Post's financial risk

in the past 12 months. As a result, funds from operations (FFO) to debt (excluding the banking operations) improved to

about 30% in fiscal 2013 despite weaker postal earnings. Under our base-case forecasts, we expect key credit

measures to weaken moderately during fiscal 2014 due to continuing structural revenue pressures in the core postal

business. Furthermore, we expect the profitability of the core postal operations to remain weak in the next 1-2 years

due to the timing of proposed restructuring initiatives under the DoU that will not be fully realized until at least fiscal

2016. Accordingly, NZ Post will be reliant on effective execution of restructuring initiatives already underway, and

continued satisfactory earnings growth from its nonmail businesses to support credit metrics consistent with the

current rating in the next two years.

Liquidity: Adequate

We consider New Zealand Post's liquidity to be "adequate" as we expect the group's sources of liquidity to cover its

uses by more than 1.2x in the next 12 months. We also expect net sources and uses of liquidity to remain positive even

if EBITDA falls by 15%. Our expectations for the group's key sources and uses of liquidity in the next 12 months are

summarized as follows:

Principal Liquidity Sources Principal Liquidity Uses

• Funds from operations of NZ$35 million-NZ$45

million; and

• NZ$50 million in undrawn bank facilities (excluding

an additional NZ$50 million bank facility that

matures in December 2013 but is likely to be

extended).

• Capital expenditure of NZ$40 million –NZ$60

million;

• Commercial paper maturities of NZ$30 million; and

• Dividends of NZ$5 million-NZ$10 million.

Related Criteria And Research

• Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012

• Methodology: Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012

• Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011

• Rating Government-Related Entities: Methodology And Assumptions, Dec. 9, 2010

• Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008

• 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

• 2008 Corporate Criteria: Ratios And Adjustments, April 15, 2008

• Corporate Criteria--Parent/Subsidiary Links; General Principles; Subsidiaries/Joint Ventures/Nonrecourse Projects;

Finance Subsidiaries; Rating Link to Parent, Oct. 28, 2004
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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).

Business And Financial Risk Matrix

Business Risk

Financial Risk

Minimal Modest Intermediate Significant Aggressive
Highly

Leveraged

Excellent AAA/AA+ AA A A- BBB --

Strong AA A A- BBB BB BB-

Satisfactory A- BBB+ BBB BB+ BB- B+

Fair -- BBB- BB+ BB BB- B

Weak -- -- BB BB- B+ B-

Vulnerable -- -- -- B+ B B- or below

Note: These rating outcomes are shown for guidance purposes only. The ratings indicated in each cell of the matrix are the midpoints of the likely

rating possibilities. There can be small positives and negatives that would lead to an outcome of one notch higher or lower than the typical matrix

outcome. Moreover, there will be exceptions that go beyond a one-notch divergence. For example, the matrix does not address the lowest rungs of

the credit spectrum (i.e., the 'CCC' category and lower). Other rating outcomes that are more than one notch off the matrix may occur for

companies that have liquidity that we judge as "less than adequate" or "weak" under our criteria, or companies with "satisfactory" or better business

risk profiles that have extreme debt burdens due to leveraged buyouts or other reasons. For government-related entities (GREs), the indicated

rating would apply to the standalone credit profile, before giving any credit for potential government support.
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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 and www.globalcreditportal.com (subscription) and www.spcapitaliq.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 nonpublic 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 acknowledgement 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.

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.
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