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Research Update:

Housing New Zealand Ltd. Ratings Affirmed;
Outlook Stable

Overview

e Housing New Zeal and Ltd. is fully owned by Housi ng New Zeal and Cor p.
whi ch benefits froman al nost-certain likelihood of extraordinary support
fromthe New Zeal and governnent. HNZL is a core part of the HNZC group
It accounts for about 97% of the group's assets and shares the sane
managenent and board.

* The New Zeal and government in Novenmber 2018 announced that it intends to
nmerge HNZC i nto a new Housi ng and Urban Devel opnent Authority.
Legislation to establish the authority will be introduced into parlianent
in 2019. This has no imediate credit inplications for HNZL

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

» The outlook on the ratings is stable, reflecting those on HNZC

Rating Action

On Nov. 29, 2018, S&P dobal Ratings affirmed its ' AA+/ A-1+ | ocal -currency
and ' AAJ A-1+' foreign-currency issuer credit ratings on Housi ng New Zeal and
Ltd. The outlook on the ratings is stable.

Rationale

HNZL is the main subsidiary of Housing New Zeal and Corp. (HNzZC), its 100%
owner. HNZL nakes up the bul k of the group's operations and nmanages nost of
its 64,000 properties on behalf of HNZC. HNZL is integral to HNZC s identity
and strategies. Therefore, we consider HNZL to be core, as defined by our
group rating met hodol ogy, to HNZC s operations. W consider our ratings on
HNZL and HNZC to be intrinsically Iinked.

Qur ratings on HN\ZC reflect its 'aa' stand-alone credit profile (SACP) and our
view of an alnost-certain |ikelihood of extraordinary support fromits sole
owner, the New Zeal and governnment (the Crown), in a stress scenario.

HNZC is a statutory Crown entity responsible for providing high-quality state
housi ng to people in need, alongside supporting the government's priorities in
the supply of energency, transitional, Kiw Build, and nmarket housing. It is
the largest residential landlord in New Zeal and, owni ng about 61, 500
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properties and | easing a further 2,500, which collectively house about 185, 000
people. Qur analysis is based on HNZC and its three wholly owned subsidiari es:
HNZL, HLC Ltd., and Housi ng New Zeal and Build Ltd.

On Nov. 24, 2018, the Crown government announced the proposed formation of a
new Housi ng and Urban Devel opment Authority. The new authority will bring
together HNZC, HLC Ltd. and a third Crown entity called KiwiBuild Unit. It
will continue to act as a state housing |l andlord, with no change for HNZC s
existing tenants. It will also | ead the governnent's |arge-scal e urban

devel opnent projects, including its signature Kiwi Build program which ains to
deliver 100,000 new affordabl e hones over a decade. The governnent intends to
i ntroduce legislation to establish the authority into parlianent in 2019. W
understand that HNZL, the legal entity issuing nmediumtermnotes to the market
(di scussed below), will either continue as a subsidiary of the authority or

if there is a reorgani zation, the new authority will assune all the
obligations of HNZL in respect of the issued notes. This announcenment has no

i Mmediate credit inplications. However, we may reapprai se the situation once
we have further details about the proposed |egislation

In the interim we expect that HNZC s near-nonopoly status in the provision of
soci al housing will be further reinforced by reforns currently being enacted
by the Crown government. One of the governnent's key priorities is to grow the
supply of housing and public housing in New Zeal and. The governnment has
cancel | ed the Soci al Housi ng Reform Programe, which had ai ned to encourage
nore di verse ownership of public housing, and cancelled the "stock transfer”
program which saw HNZC transfer several thousand properties to other
conmuni ty housi ng providers. Small-scal e, business-as-usual property sales
will continue to take place.

The governnent in August 2018 released its 2018-2022 Public Housing Plan. The
plan outlines a strategy for securing around 6,400 net additional public
housi ng properties across New Zeal and by June 2022. HNZC wi || deliver about
70% of these new properties (i.e., around 1,100 net additional properties per
year) and comunity housing providers will deliver the remaining 30% The plan
shoul d see HNZC s total portfolio grow to over 68,000 properties by June 2022.
VWil e much of the growth will be in Auckland, the country's largest city, HNZC
has al so | aunched significant build prograns in Wellington, Christchurch, and
in nmultiple regional |ocations. HNZC added a net 720 properties to its stock
in the 2017-2018 financial year

Qur assessnment of HNZC s SACP reflects its very strong enterprise and
financial profiles. Gobally, we classify social housing as a | owrisk

i ndustry. The industry tends to be stable, with relatively high barriers to
entry and ongoi ng government subsidies in many jurisdictions. Econonic
fundanental s in New Zeal and remain robust, and Stats NZ estimates that the
popul ation grew 1.9% in the year to June 2018. There is a high |level of demand
for HNZC s services, with the nunber of applicants on New Zeal and' s Soci al
Housi ng Regi ster increasing by 111% between June 2016 and June 2018.

In the near term we believe that the HNZC group will continue to focus
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predonmi nantly on the provision of |owincone housing. Myst tenants pay no nore
than 25% of their net income on rent. The Crown then pays to HNZC t he

di fference between market rent and the tenant's income-related rent, in the
formof an inconme-related rent subsidy. The HNZC group engages in a nunber of
other activities, including offering home ownership financial products and
HLC s role in the provision of |and planning and devel opnent services. HNZC in
May 2018 established its third subsidiary, Housing New Zeal and Build Ltd.

whi ch we understand will construct and sell affordable properties to the
public. However, these activities represent a fraction of the group's overal
revenues and expenses.

We view HNZC s strategy and managenent as strong, and a key factor supporting
the ratings. The organi zation has a track record of market |eadership and

i nnovation. To help deliver on its anbitious building targets, HNZC is making
greater use of offsite manufacturing and new technol ogi es such as

cross-lam nated tinber. It will also inplenent nultiyear contracts, providing
greater certainty to suppliers, and roll out specific, repeatable designs for
di fferent housing types. HNZC has a | arge and nature asset base, with its
housi ng portfolio having an average age of 45 years. Vacancy rates have
averaged about 2.8%during the past three years.

The government in July 2018 appoi nted four new non-executive nenbers to HNZC s
board, including a new deputy chairperson, while reappointing the current

chai rperson until My 2019. Further, the governnent in Septenber 2018
announced that it will seek to enshrine in |egislation new social objectives
for HNZC, which include assisting tenants to sustain their tenancies and being
a "fair and reasonable | andlord." These objectives will continue to apply to

t he new Housi ng and Urban Devel opment Authority, if it proceeds. The
government al so proposes changing the presunption that HNZC will return
surpluses to the Crowmn. Wiile HNZC has paid dividends to the Crown in the
past, we do not expect that it will nake any such paynments during the next few
years.

HNZC s financial perfornmance remains solid. W project that EBITDA, as a
percentage of revenues, w |l average about 36% during the five-year period

bet ween financial years 2017 and 2021. HNZC s financial policies are prudent.
Annual financial reports are produced on a consolidated basis, and are audited
by a firm appointed by the Auditor-Ceneral of New Zeal and. HNZC prepares
statenments of intent and annual statenents of performance expectations that
contain detailed nediumtermfinancial and operational targets and are tabled
in parliament. HNZC al so provides its Crown nminister with quarterly
performance nonitoring reports. Long-termdebt is used only for capita

expendi tures, and not operating costs. After taking into account the effect of
interest-rate swaps, about 79% of HNZC s borrowi ngs are at a fixed rate of

i nterest.

We expect HNZC s borrowings to rise during the next few years, though its debt
profile should remain relatively strong. A key change fromthe past is that
HNZC, through its subsidiary HNZL, has begun issuing donestic bonds to neet
the upfront capital cost of its build program In June 2018, HNZL finalized a
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dual -tranche issuance of Nz$250 million in five-year notes and NZ$250 mllion
in seven-year notes. HNZL forecasts its commercial termdebt to grow to NzZ$2.9
billion by June 30, 2022, from NzZ$500 million as of June 30, 2018. HNZL al so
had NZ$200 million of short-term commercial paper outstanding as of June 30,
2018, and we expect it to continually roll over about NzZ$150 mllion in the
future to manage its working capital requirements. HNZC s comerci al

borrowi ngs are governed by a borrow ng protocol set by the Crown's mnister of
finance and m nister for housing and urban devel opnent. An updated borrow ng
protocol took effect fromJune 1, 2018, with the limt for commercial (i.e.,
non- Crown) debt raised to NZ$3.05 billion from NZ$1.08 billion.

Meanwhi | e, the HNZC group has an additional NZ$1.94 billion in borrow ngs from
the Crowmn. Wt expect that this figure will remain steady during the next few
years, as Crown debt is rolled over at maturity. W forecast that HNZC s

EBI TDA-to-interest ratio will average about 4.6x and its debt-to-EBITDA ratio
wi || average about 6.3x during financial years 2017 to 2021. These rati os

i ncorporate all of the group’'s Crown and commerci al debt. Qur base-case
forecasts are based on data available to us before the governnent's
announcement on Nov. 24, 2018. W do not yet have details about how the new
Housi ng and Urban Devel opment Authority--if it is established--will operate
and what its financial strategies will be.

HNZC s reporting requirenments changed recently with the establishnent of the
government's new M nistry of Housing and Urban Devel opnent, which fromOQCct. 1,
2018, assuned the housing functions fornerly undertaken by the Mnistry of
Soci al Devel opnent, the Mnistry of Business, Innovation, and Enpl oynent, and
the Treasury. W do not expect this change to have any material effect on
HNZC s rel ationship with the Crown.

Qur 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 Crown would provide tinely and sufficient extraordinary support to
HNZC in the event of financial distress. Qur assessnent is based on our view
of HNZC s:

e Critical role, given that its nmain purpose is nandated by the Crown and
it operates on behalf of the Crown to provide a key public service (i.e.,
the provision of social housing to the nost vul nerable). W believe that
recent reforms--such as the cancellation of the stock transfer program
and the governnent's proposal to enshrine social objectives in HNZC s
governing legislation--further cement this role.

* Integral link with the Crowmn, due to its status as an agency that can be
consi dered an extension of the governnment. Further, the Crown is
responsi bl e for appointing nenbers of HNZC s board, and it provides a
significant proportion of HNZC s current debt.

Liquidity
We view HNZC s liquidity position as strong. Sources of liquidity during the

2018- 2019 financial year include:
» Forecast cash generated from continui ng operations (net of interest
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payments) of Nz$324 mllion.
e Cash and liquid investments of NZ$671 mllion.
* Proceeds from asset sales of NZ$41 mlli on.

e Undrawn committed bank facilities of NZ$350 mlli on.

Uses of liquidity include:
 Expected capital expenditure of Nz$1,337 mllion.

e« Maturing Crown | oans of NZ$127 million.

e Maturing commercial paper of Nz$200 nmillion.

HNZC has sources of liquidity of Nz$1,386 million to cover uses of liquidity
of NZ$1,664 mllion, resulting in a liquidity coverage ratio of 0.83x. W
consi der that HNZC al so benefits from exceptional access to external liquidity
t hrough the Crown's debt nanagenment office. As noted above, the Crown has
historically provided all of HNZC s debt funding, and we expect that it would
resume doing so in the event of capital markets stress. HNZC manages its debt
maturity profile so that no nore than 25% of total debt nmatures in any
12-nmont h peri od.

Outlook
The stable outl ook on HNZL reflects our expectation that HNZC s role with
remain critical and its link to the Crown will remain integral during the next

two years. Consequently, our ratings on HNZL and HNZC wi Il continue to be
equal i zed with those on the New Zeal and governnent.

We woul d raise or lower our ratings on HNZL and HNZC if we were to take the
sane action on the New Zeal and sovereign, all else being equal.

We coul d lower our local-currency long-termratings in the next two years if
we perceive HNZC s role or link to the Crown to be weakeni ng. This m ght
occur, for exanple, if HNZC were anml ganmated into the proposed Housi ng and
Urban Devel opnent Authority and the new entity's strategi es or governance are
such that we no longer believe it plays a critical role or has an integral
l[ink to the Crown.
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Table 1

Key Statistics

--Year ended June 30--

(mil. NZS) 2017A 2018A 2019BC 2020BC 2021BC
Number of units owned or managed 63,000 64,000 N.A. N.A. N.A.
Vacancy rates (% of rent net of identifiable service charge) 2.8 1.8 N.A. N.A. N.A.
Arrears (% of rent net of identifiable service charge)* 1.3 N.A. N.A. N.A. N.A.
Revenue§ 1,317 1,326 1,490 1,543 1,875
Share of revenue from nontraditional activities (%) 9.9 6.0 N.A. N.A. N.A.
EBITDAYt 453 512 531 578 624
EBITDA/revenue (%) 34.4 38.6 35.6 37.5 33.3
Interest expense 87 84 117 152 186
Debt/EBITDA (x) 43 5.2 6.6 7.7 7.6
EBITDA/interest coverage** (x) 5.2 6.1 4.5 3.8 3.4
Capital expenset 586 957 1,337 1,267 1,206
Debt 1,969 2,653 3,523 4,423 4,724
Housing properties (according to balance sheet valuation) 24,922 26,700 27,792 29,280 30,435
Loan to value of properties (%) 7.9 9.9 12.7 15.1 15.5
Cash and liquid assets 528 671 500 491 266

*Rent and service charge arrears. §Adjusted for grant amortization. TAdjusted for capitalized repairs. **Including capitalized interest. A--Actual.
E--Estimate. BC--Base case reflects S&P Global Ratings' expectations of the most likely scenario. N.A.--Not available.

Table 2
Enterprise profile 2
Industry risk 2
Economic fundamentals and market dependencies 1
Strategy and management 2
Asset quality and operational performance 1
Financial profile 2
Financial performance 3
Debt profile 1
Liquidity 3

Financial policies

Related Criteria

e CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs

, April 7, 2017

e CGeneral Criteria: Rating Government-Related Entities: Methodol ogy And

Assunptions, March 25, 2015

e Criteria - Governments - General: Methodol ogy For
17, 2014

Nonprofit Social Housing Providers,
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e General Criteria: Group Rating Methodol ogy, Nov. 19, 2013

* CGeneral Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating,
Cct. 1, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

* Housing New Zeal and Corp. Ratings Affirmed; Qutlook Stable, Nov. 29, 2018

Ratings List

Ratings Affirmed

Housi ng New Zeal and Ltd.
Housi ng New Zeal and Cor p.
| ssuer Credit Rating

Forei gn Currency AA/ St abl e/ A- 1+

Local Currency AA+/ St abl e/ A- 1+
Anal ytical Factors

Local Currency aa

Housi ng New Zeal and Ltd.

Seni or Unsecur ed AA+
Short - Ter m Debt A1+
Conmrer ci al Paper A-1+

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

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitaliqg.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

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

col um.

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).
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