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MELBOURNE (S&P d obal Ratings) Sept. 9, 2016--The nunber of hone loans in
arrears in regional Australia outpaced those in cities, while Western
Australia remained at the top of the arrears charts in the second quarter (@)
of 2016, according to a recent report by S& d obal Ratings. Overall, the
nunber of home loans in arrears in Australia increased in @, but fell from
the prior nonth. The wei ght ed- average Standard & Poor's Perfornmance | ndex
(SPIN), which measures all prime Australian residential nortgage-backed
securities (RVBS) transactions we rate that are nore than 30 days in arrears,
increased in @ to 1.19%from1.13%in QL. While arrears increased over the
quarter, they fell month on nonth, ending seven consecutive nonths of

i ncreasing arrears.

The upward trend in arrears has been nost evident in nonnetropolitan
(regional) areas where arrears have increased to 1.77% from 1. 24% over the

| ast eight nonths reflecting the greater vulnerability of regional areas to
downturns in key industries or enployers. Wth [oans in nonnetropolitan areas
conmprising nore than 33% of total | oan bal ances underlying Australian RVMBS
transactions, regional economic performance is clearly influencing the overal
performance of the SPIN

VWhile prine arrears are up year on year, they are still below their peak of
1. 69% and decade-long average of 1.25% Furthernore, arrears generally start
to drift lower in the second half of the year so we expect that arrears are

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 8, 2016 1

1707392 | 302011238
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Charts

likely to remain at these low levels in nost parts of the country over the
next quarter. The rate cut by the Reserve Bank of Australia in August will

al so hel p. Lower wage growth and hi gher househol d i ndebt edness are no doubt
creating a degree of nortgage stress for sone borrowers but we expect that
relatively stable enmploynment conditions and historically low interest rates
will enable the najority of borrowers underlying RVBS transactions to stay on
top of their nortgage repaynents.

Arrears increased in all states and territories during the quarter except New
South Wal es, where arrears renai ned | argely unchanged. Western Australia
recorded the highest arrears (again) at 1.95% Tasnmania and South Australia
had the second- and third-highest arrears at 1.62% and 1.56% respectively.
The higher arrears in these states reflects, in part, the tougher econonic
conditions in these areas as evidenced by higher unenpl oynment (South Australia
and Tasmania) and in the case of Western Australia, the ongoing inpact of the
sl owdown in mining investnent. Five of Australia's 10 worst-perform ng
postcodes were in Queensland in @, up fromthree in QL.

The SPI N neasures the wei ghted-average arrears nore than 30 days past due on
residential nortgage loans in both publicly and privately rated Australian
RMBS transactions. The SPIN is calculated for prime and subprinme residential
nort gage | oans. The indices identify the proportion of loans in arrears in
each of the 31-60 days, 61-90 days, and 90-plus days' arrears categories. SPIN
is calculated on a nmonthly basis using information provided to S&P d oba
Ratings by the issuers of RMBS transactions.

"RMBS Perfornmance Watch: Australia" provides a conprehensive anal ysis of
arrears statistics on |loans underlying Australian RVBS. The report can be
found on RatingsDirect, at http://ww.gl obal creditportal.com under the d oba
Research Publications wi ndow. Select Structured Finance Research fromthe
drop-down nenu in this window It can also be accessed at

http://ww. sfsurveillance.com au. Menbers of the nedia can contact Richard
Noonan for a copy on (61) 3 9631 2152 or richard. noonan@t andar dandpoors. com

Only a rating commttee may determine a rating action and this report does not
constitute a rating action.

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 nust 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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