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Key Indicators

Kiwibank Limited (Consolidated Financials)[1]
[2]9-15 [2]6-15 [2]6-14 [2]6-13 [3]6-12 Avg.

Total Assets (NZD million) 18,094.0 17,754.0 16,676.0 15,209.0 14,745.0 [4]5.3
Total Assets (USD million) 11,574.8 12,007.1 14,600.7 11,745.9 11,851.3 [4]-0.6
Tangible Common Equity (NZD million) 812.0 816.0 750.0 641.0 568.0 [4]9.3
Tangible Common Equity (USD million) 519.4 551.9 656.7 495.0 456.5 [4]3.3
Problem Loans / Gross Loans (%) 0.2 0.2 0.4 0.5 1.0 [5]0.5
Tangible Common Equity / Risk Weighted Assets (%) 8.9 9.3 9.2 8.6 8.2 [6]9.0
Problem Loans / (Tangible Common Equity + Loan Loss
   Reserve) (%)

4.2 3.7 6.8 10.0 18.2 [5]8.6

Net Interest Margin (%) 2.1 2.0 1.8 1.8 1.7 [5]1.9
PPI / Average RWA (%) 2.2 2.1 1.6 1.8 2.0 [6]1.9
Net Income / Tangible Assets (%) 0.7 0.7 0.5 0.6 0.5 [5]0.6
Cost / Income Ratio (%) 59.8 61.2 67.7 69.5 66.5 [5]65.0
Market Funds / Tangible Banking Assets (%) 13.9 14.1 15.0 12.2 15.7 [5]14.2
Liquid Banking Assets / Tangible Banking Assets (%) 10.2 10.6 10.4 11.2 13.5 [5]11.2
Gross loans / Due to customers (%) 113.7 113.9 115.2 109.5 108.4 [5]112.1
Source: Moody's

[1] All figures and ratios are adjusted using Moody's standard adjustments [2] Basel III - fully-loaded or transitional
phase-in; IFRS [3] Basel II; IFRS [4] Compound Annual Growth Rate based on IFRS reporting periods [5] IFRS
reporting periods have been used for average calculation [6] Basel III - fully-loaded or transitional phase-in & IFRS
reporting periods have been used for average calculation

Opinion



SUMMARY RATING RATIONALE

Kiwibank Limited's long-term debt rating of Aa3 incorporates the very high potential for support from its parent,
New Zealand Post Limited, which lifts the rating five notches above its baseline credit assessment of baa2. The
payment obligations of Kiwibank benefit from a deed poll guarantee provided by New Zealand Post, which is a
State-Owned Enterprise.

The rating uplift provided by the guarantee reflects the strength of New Zealand Post, which in turn benefits from a
high potential for support from the New Zealand government (Aaa stable) - given the government's ownership of
New Zealand Post and its importance to the New Zealand economy - and its commitment to supporting Kiwibank.
As evidence, the Government has provided an NZ$300m "uncalled capital facility" to New Zealand Post for the
express purpose of supporting Kiwibank in case of need.

Given the high level of support incorporated in Kiwibank's ratings, they are sensitive to any perceived changes in
the attitude of the government towards support of either Kiwibank or New Zealand Post.

Kiwibank's standalone credit profile is supported by the bank's solid asset quality metrics, which are a reflection of
its focus on residential mortgages, and high level of deposit funding. The bank benefits from an extensive
distribution network (leveraging off New Zealand Post's network of PostShops, with the company owned stores
now being controlled by Kiwibank) and strong brand recognition.

That said, whilst there are signs that current house price appreciation is moderating, New Zealand household
indebtedness and house prices remain elevated. Furthermore, the low interest rate environment and ongoing
competitive pressures are pressuring net interest margins.

Finally, as a result of its significant growth in the past, Kiwibank has been reliant on capital support from New
Zealand Post to sustain its healthy capitalization. However, over the past few years the bank has moderated its
loan growth to levels more in line with its ability to generate capital internally, which has also improved. As a result,
the bank was able to pay, for the first time, dividends of NZD46m in 2015.

Rating Drivers

- Guarantee from New Zealand Post

- Strong distribution network and brand recognition support franchise

- Improving capital generation should support growth

- Focus on residential mortgages underpins asset quality metrics

- Strong funding profile that is centered on deposits

- New Zealand's Very Strong- macro profile

Rating Outlook

All ratings carry a stable outlook

What Could Change the Rating - Up

Given that Kiwibank's rating incorporates a guarantee from government-owned New Zealand Post, the rating is
highly correlated to the rating of the New Zealand Government. Given that the sovereign rating is at Aaa, there is
very little upward potential for Kiwibank's rating.

What Could Change the Rating - Down

- Downgrade of the New Zealand Government rating

- Deterioration of the financial profile of New Zealand Post

- Changes to Government policy or ownership that impact the potential for support of New Zealand Post and/or
Kiwibank



DETAILED RATING CONSIDERATIONS

GUARANTEE FROM NEW ZEALAND POST

The payment obligations of Kiwibank benefit from a deed poll guarantee provided by its parent, New Zealand Post
Limited, a State-Owned Enterprise. The benefits of this guarantee are a key ratings driver for Kiwibank and hence
the rating is sensitive to any perceived changes by the government in its attitude towards the support of either
Kiwibank or New Zealand Post.

The rating uplift provided by the guarantee reflects the credit strength of New Zealand Post, which itself
incorporates the high potential for support from the New Zealand government (Aaa Stable) - given the
government's ownership of New Zealand Post and its importance to the New Zealand economy.

The Government has provided an NZ$300m "uncalled capital facility" to New Zealand Post for the express
purpose of supporting Kiwibank in case of need. The facility cannot be used to fund the growth of the bank and
New Zealand Post can only call upon it in certain circumstances - such as a stress event where its additional
capital needs exceed the resources of both Kiwibank and New Zealand Post. Nevertheless, we view this facility to
be an important driver of the rating, given the size of the facility relative to Kiwibank's capital base.

STRONG DISTRIBUTION NETWORK AND BRAND RECOGNITION SUPPORT FRANCHISE

Formed in November 2001, Kiwibank was established by the New Zealand government to promote competition in
the banking sector, which is dominated by the New Zealand subsidiaries of Australia's four major banks. Kiwibank
is a wholly owned subsidiary of New Zealand Post, which itself is wholly owned by the New Zealand government.

Through its strong brand recognition as a government-owned entity and by leveraging off its parent's network of
259 PostShops (of which 113 are now under bank control), Kiwibank maintains a stronger market position than its
4% total loan market share would suggest. The bank's current programme to refurbish some of these PostShops
(to focus more on banking) will support the visibility of the bank's franchise.

With access to a nationwide branch network, competitive pricing and successful marketing, Kiwibank has grown
well in excess of the system, to become New Zealand's fifth largest bank by assets, and the largest domestically-
owned bank. Currently, the bank has market share of approximately 5% for total deposits and 4% for total loans.

Primarily a retail bank, Kiwibank has historically focused on residential mortgages and deposit gathering, which
make up the largest part of the bank's income. However, the bank is now focused on improving its revenue
generation by targeting higher-margin SME.

IMPROVING CAPITAL GENERATION SHOULD SUPPORT GROWTH

Historically, Kiwibank's standalone profile has reflected the bank's reliance on capital support from New Zealand
Post. Its parent has made regular capital injections since the bank was established in 2002. This capital support
has in turn enabled the bank's strong and frequently price-led growth, to meet its mandate to provide a
domestically-owned alternative to the subsidiaries of Australia's four major banks.

However, as a result of its high rate of growth and below-peer margins, Kiwibank has not generated sufficient
retained earnings to meet its growing capital needs, which has historically constrained its baseline credit
assessment.

Over the past few years, the bank has moderated its loan growth to levels more in line with its ability to generate
capital internally, which has also improved - during FY2015 the bank reported a 27% increase in net profits to
NZD127million. As a result, the bank was able to pay, for the first time, dividends of NZD46m for the 2015 financial
year.

While the outlook for profitability in the broader banking sector is challenging -- given margin pressure from
competitive forces -- Moody's expects that the bank will manage its loan growth to minimize any need for any
further injections of capital from its parent.

FOCUS ON RESIDENTIAL MORTGAGES UNDERPINS STRONG ASSET QUALITY METRICS

Predominantly a mortgage lender, Kiwibank's strong asset quality is supported by its low-risk loan portfolio:
residential mortgages have demonstrated low loss rates over time and continue to perform relatively well in the
current economic environment.



Whilst the bank's asset quality metrics remain very strong, household leverage and house prices, particularly in
Auckland, are high relative to historical levels. This exposes the New Zealand housing market to external shocks
that could increase unemployment, which could lead to a rapid decline in house prices and place pressure on
asset quality. This risk underpins our negative `asset risk' adjustment in our scorecard.

Kiwibank's risk management framework is commensurate with its business model, which has been centred
around relatively homogenous residential mortgage lending. However, the bank continues to invest in its systems
and has commenced plans to modernise its core banking systems over the next three years. Given the bank's
intention to diversify into different areas, such as increasing SME lending, we would view this as an important step
in supporting future growth aspirations.

STRONG FUNDING PROFILE THAT IS CENTERED ON DEPOSITS

Kiwibank's funding is expected to continue to be centered on customer deposits, which make up approximately
83% of total funding. Whilst competition for stable deposits remains strong, the bank's deposit growth is supported
by its extensive distribution network and competitive pricing.

Whilst competitively-priced products will always attract a portion of price-sensitive funding, we expect Kiwibank's
customers to be more "sticky" than other smaller institutions that also adopt similar pricing strategies. This is due
to Kiwibank's government ownership (via New Zealand Post), which is likely to provide some reassurance to
customers during times of economic stress.

In addition to deposits, the bank supplements its funding through the issuance of long-term and short-term debt
securities in both the domestic and offshore wholesale markets. Such instruments provide some diversification to
the bank's funding profile and allows it to access funding that is cheaper than some customer deposit products.
However, we note that the bank's standalone credit profile could face pressure should the bank significantly
increase its (currently low) reliance on short-term debt.

Kiwibank's liquidity position is adequate and covers all of its short-term wholesale debt. The bank has a
conservative liquidity policy and ensures that its liquid asset portfolio is comprised predominantly of highly-rated
securities. In order to alleviate any short-term funding requirements, the bank has established NZ$600m of internal
RMBS, which it is able to repo with the Reserve Bank of New Zealand and hence provides an important contingent
source of liquidity. To reflect this additional source of liquidity, we apply a positive adjustment to this section of our
scorecard, assessing Liquid Resources in the `baa' range.

KIWIBANK'S RATING IS SUPPORTED BY NEW ZEALAND'S VERY STRONG- MACRO PROFILE

New Zealand banks, including Kiwibank, benefit from operating in a country with high economic strength, very high
institutional and government financial strength, and low susceptibility to event risk. However, our view of New
Zealand's economic structure also incorporates the country's structural reliance on external financing: on a net
basis, New Zealand's foreign debt funding has traditionally been sourced primarily through the banking system.

Economic growth is weakening on the back of low dairy prices, which is New Zealand's largest export commodity.
Whilst this weakness has been primarily evident in lower export incomes, it could have broader second-order
negative effects on the rest of the economy if milk prices remain subdued beyond the current 2015/2016 dairy
season.

Notching Considerations

There is currently no statutory bail-in regime in place in New Zealand. As a result, we do not consider New
Zealand to have an operational resolution regime (as defined in our methodology). Therefore we apply a basic
loss-given-failure (LGF) approach in rating New Zealand banks' junior securities.

In determining whether New Zealand has an operational resolution regime we take into account both the current
resolution framework and the New Zealand policymakers' public stance. Whilst the New Zealand authorities have
developed a framework to impose losses on creditors outside of bankruptcy under their Open Bank Resolution
(OBR) Policy, we view this framework to be a policy tool for responding to a bank failure, rather than a statutory
bail-in regime. Furthermore, the RBNZ has acknowledged that the OBR is not intended to be the only option in the
event of a bank failure and that there may be circumstances in which a private sector solution is available.

About Moody's Bank Scorecard

Our Scorecard is designed to capture, express and explain in summary form our Rating Committee's judgment.



When read in conjunction with our research, a fulsome presentation of our judgment is expressed. As a result, the
output of our Scorecard may materially differ from that suggested by raw data alone (though it has been calibrated
to avoid the frequent need for strong divergence). The Scorecard output and the individual scores are discussed in
rating committees and may be adjusted up or down to reflect conditions specific to each rated entity.

Rating Factors

Kiwibank Limited
                    
                    

Macro Factors                     
Weighted Macro Profile Very

Strong -
100%

Financial Profile                                                             
Factor Historic

Ratio
Macro

Adjusted
Score

Credit
Trend

Assigned
Score

Key driver #1 Key driver #2

Solvency                                                             
Asset Risk                                                             
Problem Loans / Gross Loans 0.3% aa1 ←→ aa3 Quality of assets Geographical

concentration
Capital                                                             
TCE / RWA 8.9% ba2 ↑ baa3 Risk-weighted

capitalisation
          

Profitability                                                             
Net Income / Tangible Assets 0.6% baa2 ←→ baa2 Return on assets           
Combined Solvency Score           a3           a3                     
Liquidity                                                             
Funding Structure                                                             
Market Funds / Tangible
Banking Assets

14.1% a1 ←→ a1 Extent of market
funding reliance

          

Liquid Resources                                                             
Liquid Banking Assets /
Tangible Banking Assets

10.6% baa3 ←→ baa2 Additional liquidity
resources

          

Combined Liquidity Score           a3           a3                     
                                                            

Financial Profile                               a3
                                        

Qualitative Adjustments                               Adjustment
Business Diversification                               -1
Opacity and Complexity                               0
Corporate Behavior                               0
Total Qualitative Adjustments                               -1

                                        
Soverign or Affiliate constraint:                               Aaa

                                        
Scorecard Calculated BCA
range

                              a3-baa2

                                        
Assigned BCA                               baa2

                                        
Affiliate Support notching                               --

                                        
Adjusted BCA                               aa3



                                                            
Instrument class Assigned LGF

Notching
Additional
Notching

Preliminary Rating
Assessment

Government
Support

Local
Currency

Rating

Foreign
Currency

Rating
Counterparty Risk
Assessment

1 0 aa2 (cr) 0 Aa2 (cr) --

Deposits 0 0 aa3 0 Aa3 Aa3
          

- Where dashes are shown for a particular factor (or sub-factor), the score is based on non-public
information.
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