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OVERVI EW

* In our opinion, economc risks facing financial institutions operating in
New Zeal and have hei ghtened as a result of continued strong growth in
residential property prices nationally.

e Reflecting the increased risks, we now apply higher risk weights in our
capital analysis of the financial institutions we rate in New Zeal and,
and consequently, we expect forecast risk-adjusted capital (RAC) ratios
for all of themto be | ower than would have been the case ot herw se.

* Nevertheless, our ratings on all the financial institutions operating in
New Zeal and remai n unchanged. This reflects our expectation that despite
some weakening in the capital levels of all these financial institutions,
their stand-alone credit profiles (SACPs) woul d remai n unchanged; except
in the case of ASB Bank Ltd. and Rabobank New Zeal and Ltd., whose SACPs
have weakened by one notch each. Qur ratings on themremain unchanged
reflecting our assessnment of tinely financial support fromtheir
respective parents, if needed.

 The revision of the SACPs of ASB Bank and Rabobank NZ stem from our view
of increased systenmic risks in New Zeal and rather than emergence of any
new risks specific to these institutions.

SYDNEY (S&P d obal Ratings) Aug. 23, 2016--S&P d obal Ratings today said that
the econonmic risks facing financial institutions operating in New Zeal and have
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hei ght ened (see list below). Continued strong growh in residential property
prices nationally (estinmated to have increased in excess of 10% annually)
coupled with an increase in private sector credit growh (from about 152% of
GDP in 2015 to about 157% of GDP in 2016) have driven the increased risks in
our view. Consequently, we believe the risk of a sharp correction in property
prices has further increased and, if it were to occur--wth about 56% of

regi stered banks' |ending assets secured by residential home |oans--the inpact
on financial institutions would be anplified by the New Zeal and econony's
external weaknesses (in particular its persistent current account deficits and
hi gh | evel of external debt).

The increase in the econonic risks facing financial institutions in New

Zeal and is contrary to our previous base-case expectation that the rise in New
Zeal and house prices would slow in 2016 (see "New Zeal and Property Market
Shoul d Remain Steady Despite Lower Oficial Cash Rate," published March 20,
2016).

In our assessnent of New Zeal and's banking systemrisk we have al so factored
in the macroprudential tools initiated by the central bank, including the
recent proposal to further expand the scope of these tools. The

macr oprudential toolkit includes tenporary restrictions on high |oan-to-val ue
ratio (LVR) | ending and higher capital requirements for investor nortgages to
address a buil dup of risk in the banking system W consider that these tools
have been only partly successful in limting the pace of buildup of risks
facing financial institutions in New Zeal and. In our opinion, structura
constraints such as supply and denand i nbal ances and conti nued high migration
levels will pose significant challenges to the effectiveness of

nmacr oprudenti al tools.

Refl ecting the increased economic risks facing the financial institutions in
New Zeal and, we now apply higher risk weights for their [oans in our capital
anal ysis. Consequently, we estimate that for all the financial institutions we
rate in the country, the forecast risk adjusted capital (RAC) ratios would be
| ower by an average of about 11% than woul d ot herwi se have been the case.

In our assessnent, the inpact on RAC ratios (and consequently on the credit
profiles) for each of the financial institutions is potentially different,
reflecting the differences in their current and expected asset m xes, our
understanding of their capital strategies, and buffers above the threshold for
a lower stand-alone credit profile (SACP). In our base case, we expect that
for all the financial institutions we rate in New Zeal and, capita

| evel s--with the exception of ASB Bank Ltd. and Rabobank New Zeal and
Ltd.--woul d renmai n above the | evels needed to maintain their current SACPs,

al beit with sone weakening. We have | owered our assessnent of ASB Bank's SACP
to 'bbb+ from'a-' (which is now on par with the SACP of the three other
maj or banks in New Zeal and) and Rabobank NZ's SACP to 'bbb-' from' bbb’
reflecting our view that their forecast capital levels will npderate. Qur
revised forecast RAC ratio over the next two years for ASB Bank is within the
7% 10% range (in line with that for the three other nmmjor banks in New

Zeal and); and 10% 15% f or Rabobank. Neverthel ess, our ratings on these two
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banks al so renmai n unchanged reflecting our assessnent of likely tinely
financial support fromtheir respective parents, if needed.

The revisions of the SACPs of ASB Bank and Rabobank Nz stem from our view of
i ncreased risks across the banking systemin New Zeal and. W consider that no
new si gni ficant bank-specific risks--such as any asset quality concerns--have
energed that drive these revisions.

SUMVARY OF BI CRA SNAPSHOT

SCORE

To From
Bl CRA 4* 4*
Econom ¢ Ri sk 5* 4*
Econonmi ¢ Risk Trend St abl e St abl e
Econom ¢ Resilience Low ri sk Very | ow risk
Economi ¢ | mbal ances Very high risk H gh risk
Credit Risk In The Econony Internediate risk Internediate risk
I ndustry Ri sk 4* 4*
Industry Ri sk Trend St abl e St abl e
Institutional Franmework Low ri sk Low ri sk
Conpetitive Dynamics Low ri sk Low ri sk
Syst emwi de Fundi ng Hi gh risk Hi gh risk

*On a scale of 1 (lowest risk) to 10 (highest risk)

Only a rating coonmittee nmay determne a rating action and this report does not
constitute a rating action.
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