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Research Update:

Housing New Zealand Corp. 'AA+/A-1+' Local
Currency And 'AA/A-1+' Foreign Currency
Ratings Affirmed; Outlook Stable

Overview

e Housing New Zeal and Corp. (HNZC)'s enterprise and financial profiles are
very strong, based on high demand for its |large and diverse property
portfolio, and its relatively |ow debt |evels conpare with internationa
peers.

e HNZC benefits froman al nost certain likelihood of receiving
extraordi nary support fromits owner, the New Zeal and government (Crown),
based on its critical public policy role and integral |ink

« W are affirmng our ' AA+ A- 1+ |local currency ratings and ' AA/ A-1+
foreign currency ratings on HNZC

e The stable outlook reflects our expectation that HNZC will renmain the
Crown's primary social provider. Wiile HNZC s role will continue to
evolve, it will remain critical to the governnment. Consequently, the
ratings will continue to be equalized with those on the New Zeal and
gover nnent .

Rating Action

On Nov. 30, 2017, S&P d obal Ratings affirmed its 'AA+/ A-1+ | ocal currency
ratings and ' AA A- 1+ foreign currency ratings on Housing New Zeal and Corp
(HNzZC). The outl ook remai ns stable.

Rationale

The ratings on HN\ZC reflects its '"aa' stand-alone credit profile (SACP) and
our view of its alnpbst-certain |likelihood of extraordi nary support fromits
owner, the New Zeal and governnment (the Crown).

New Zeal and general election took place in Septenber 2017. Housing is a key
policy priority of the new Labour government. However, the governnent has
given no official direction regardi ng any changes to HNZC.

Anmpong the governnent's policies is a plan within the next 10 years to build
100, 000 affordabl e homes and continue to increase supply of new public housing
across the country, particularly in Auckland. Furthernore, the government is
termnating the forner government's stock transfer program which ainmed to
achi eve greater involvenent of third-party providers in the delivery of social
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housi ng. This includes the stock transfer of about 2,500 Christchurch
properties scheduled in md-2018. In our view, these policy changes will
further strengthen HNZC s rol e and dom nant position in the market. Beyond
that, it is too early to know whether the new government will announce further
changes to HNZC s role to facilitate its broader housing policies. W do not
expect any significant changes to HNZC s core business or structure in a near
term

Supporting this viewis HNZC s involvenent in the Crown's Auckl and Housi ng
Program (AHP) and Emergency Housi ng Response Team (EHRT). The AHP is intended
to address housi ng supply shortages and affordability challenges in Auckl and
by increasing social, market, and affordabl e housing supply in New Zeal and' s
| argest city. The AHP, which was | aunched in 2017, will be the |argest
residential build program undertaken in New Zeal and for many decades. In
addi ti on, HNZC has taken a direct role in providing emergency housing as part
of the Crown's Enmergency Housi ng Response Team It will also be responsible
for | easing the housing stock and managi ng the commercial | eases to energency
housi ng provi ders.

Qur assessnment of HNZC s SACP reflects the conpany's very strong enterprise
and financial profiles. Supporting its enterprise profile is the sector's |ow
i ndustry risk, and HNZC s status as the nmonopoly provider of social housing in
New Zeal and, with al nost 63,000 properties in its portfolio. Consequently, we
consider its econonm c fundanentals and its narket position to be excellent.
Furt hernore, HNZC has a secure revenue stream with about 63% of its renta
revenue com ng from governnent rent-rel ated subsidies, and about 21%t hr ough

t he assignment of welfare benefits directly to HNZC. HNZC s asset quality and
operational perfornmance are very strong, with an average popul ati on growt h of
about 2.1% per year driving high demand for HNZC s services.

W vi ew HNZC nanagenent as prudent and a key ratings factor. W take into
account its experience, track record of expertise and conservatismw th regard
to exposure to risky market-rated activities. HNZC s strategy is dictated, and
noni tored, by the Crown and incorporates a sophisticated, well-devel oped, and
consi stent strategic planning process.

HNZC s financial profile remains sound, particularly when conpared with

i nternational peers'. HNZC s financial performance is strong, with an adjusted
EBI TDA margi n of about 39% between 2016 and 2020, down from the 42% aver age
posted in 2016. This is nmainly due to significant spending plans during next
three years. Neverthel ess, financial performance remains sound and EBI TDA
margi ns provide HNZC with a strong ability to support the ongoi ng provision of
its services.

Further, HNZC s debt profile renmains excellent. W forecast debt to increase
in the nediumtermdue to the significant funding needs of the AHP. W expect
HNZC will fund AHP froma nix of internally generated cash and fi nanci ng

t hrough a donmestic bond program W have incorporated these expectations in
our forecast of HNZC s average EBI TDA-to-interest ratio of 4.9x and

debt -to-EBI TDA ratio of 4.6x from 2016-2020. W believe these rati os support
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HNZC s ability to cover future interest and debt repaynents.

The ratings on HNZC are equalized with those on its owner, the New Zeal and
governnent, reflecting our viewthat there is an alnost certain |ikelihood
that the New Zeal and governnent would provide tinely and sufficient
extraordi nary support to HNZC in the event of financial distress. Qur rating
approach is based on our view of HNZC s:

e Critical role, given that its main purpose is nandated by the Crown and
it operates on behalf of the Crown to provide a key public service.

* Integral link with the Crowmn due to its status as a governnment agency
that can be considered as an extension of the government. W al so
consider its reporting and nonitoring requirenments, and the framework
that allows the Crown to financially support HNZC, such as financing all
of its existing debt.

W& base this assessnent on the assunption that HNZC obtai ns gover nnent al
support due to significant financial self-interest for the Crown. Further, any
di sruption to the essential service that HNZC provides |ikely would have
serious social and political inplications for the governnent.

Liquidity

W view HNZC s liquidity position as strong, and supported by the fact that
all of its current borrow ngs are being sourced fromthe Crown. We consider
HNZC s liquidity benefits fromits exceptional access to external liquidity

t hrough the Crown's debt management office. As of June 30, 2017, HNzZC had
sources of liquidity of NZ$1,042 mllion to cover uses of liquidity during the
next 12 nonths of Nz$1,346 nmillion, resulting in a liquidity coverage ratio of
0. 77x.

HNZC s treasury policy is conservative, with the sumof debt and committed
facilities maturing in any 12-nonth period not to exceed 25% of total debt.
This year, HNZC re-established a conmitted standby facility for NzZ$150 million
to support its NZ$150 million conmmercial - paper program which is in place to
cover the short-termworking capital requirenents.

Outlook

The stable outlook reflects our expectation that HNZC will remain the Crown's
primary social provider. Wiile HNZC s role will continue to evolve, it wll
remain critical to the government. Consequently, the ratings will continue to
be equalized with those on the New Zeal and government. Therefore, any upward
nmonent um of the ratings would be linked to the New Zeal and sovereign rating.

We could lower the rating if there is a change in government policy that we
believe significantly weakens HNZC s critical role or integral link with the
Crown while HNZC s enterprise or financial profile weaken fromtheir current

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 30, 2017 4



Research Update: Housing New Zealand Corp. 'AA+/A-1+"' Local Currency And 'AA/A-1+' Foreign Currency
Ratings Affirmed; Outlook Stable

positions. W view this scenario as unlikely during the next two years.

Table 1

Key Financial Statistics

--Year ended June 30--

(mil. SNZ) 2015A 2016A 2017A
Number of units 67,000 64,000 63,000
Revenue 1,203 1,281 1,318
Operating expense 841 1,005 1,110
EBITDA* 622 562 460
EBITDA/revenue (%) 51.7 43.8 38.7
Interest expense 108.1 93 87
Debt/EBITDA (x) 3.3 3.6 3.7
EBITDA/interest coverage (x)§ 5.8 5.4 5.5
Capital expense 322 492 586
Debtt 2,038 2,009 2,120
Cash and liquid assets 620 520 528

*Adjusted for capitalized repairs and operating leases. §Including capitalized interest. TAdjusted for operating leases. A--Actual E--Estimate.
BC--Base case, reflects S&P Global Ratings' expectations of the most likely scenario. N.A.--Not available.

Table 2

Scores Assigned To Housing New Zealand Corp.

2017 scores Weighting (%) Weighted score

Enterprise profile

Industry 2 30 0.6
Economic fundamentals 1 25 0.25
Strategy and management 2 22.5 0.45
Asset quality 2 22.5 0.45
Total for business profile 2 1.75
Financial profile

Debt profile 1 30 0.3
Liquidity 3 25 0.75
Financial performance 3 30 0.9
Financial policies 1 15 0.15
Total for financial risk 2 2.1

Related Criteria

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e CGeneral Criteria: Rating Governnment-Related Entities: Methodol ogy And
Assunptions, March 25, 2015

e« Criteria - Governnents - General: Methodol ogy For Rating Public And
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Nonprofit Social Housing Providers, Dec. 17, 2014
CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Ratings Affirmed

Housi ng New Zeal and Cor p.
I ssuer Credit Rating
Forei gn Currency AA/ St abl e/ A- 1+
Local Currency AA+/ St abl e/ A- 1+

S&P d obal Ratings Australia Pty Ltd holds Australian financial services
i cense nunber 337565 under the Corporations Act 2001. S&P d obal Ratings'
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).

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com All ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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