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Research Update:

New Plymouth District Council Ratings Affirmed
At 'AA/A-1+'; Outlook Remains Stable

Overview

e The ratings on New Plynouth District Council reflect the extrenely
predi ctabl e and supportive institutional framework available to | ocal and
regi onal councils within New Zeal and, conbined with the council's strong
financi al managenent and econony; very strong budgetary flexibility and
budgetary performance; its exceptional liquidity; noderate debt burden
and very low contingent liabilities.

W are affirnming our ' AA" long-termand 'A-1+ short-termissuer credit
rati ngs on New Pl ynout h

« The outlook on the rating remains stable, reflecting our expectations
that New Pl ynouth woul d continue to prudently nmanage its financial
metrics in line with our forecasts over the next two years, wth
financi al managenent renaining strong, liquidity remaining at exceptiona
| evel s, and debt broadly stable over the next two years.

Rating Action

On Cct. 26, 2016, S&P dobal Ratings affirned its 'AA long-termforeign
currency and | ocal currency and 'A-1+ short-termissuer credit ratings on New
Pl ymouth District Council, a New Zeal and | ocal governnent. The outl ook on the
rating remains stable.

Rationale

The ratings on New Plynouth District Council reflect the council's strong
financi al managenent, very strong budgetary flexibility and budgetary
performance, very low contingent liabilities, and its exceptional liquidity.
Supporting these strengths is New Zeal and's extrenely predictable and
supportive institutional framework, and the district's strong | ocal econony.
The council's nobderate debt burden conpared with peers' partially offsets

t hese strengths.

The council's experienced and stable nmanagenent is focused on prudent
financi al managenent and has contributed to the council's strong financi al
position. The council has undergone a managenent restructure that aligned its
busi ness activities and enabl ed better delivery of services. W consider its
debt and liquidity policies prudent, as shown in its noderate |evel of debt
and exceptional liquidity coverage. W believe its governance and oversi ght of
its council-controlled organizations is well managed.
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New Pl ynout h hol ds substantial investnments in its Perpetual Investnent Fund
(PI'F), which holds the proceeds of the 2004 sale of its shares in energy
networ k conpany Powerco. From 2012 until this year, we assessed New Pl ynmouth
on a consolidated basis, incorporating the council's major investnment, via the
PIF, in a myjority stake in Tasman Farnms Ltd. The council sold Tasman Farns
earlier in 2016 and, as a result, our credit analysis now focuses on New
Plymouth District Council on a core-council basis (which is the approach we
take for nbst New Zeal and | ocal governnents). W believe the divestnent of
Tasman Farm renoves the council's key of f-bal ance-sheet risk, and therefore,
an assessnent on a core-council basis best reflects the credit risk of the
counci |

As a result of the asset sale, a nunber of credit factors have sinultaneously
i mproved in our view. The council's debt burden has fallen, with the counci
no | onger exposed to the debt held by Tasman Farnms. And the council's
budgetary flexibility has inproved significantly, with the council no | onger
reliant on the nonnodifiable revenues of Tasman Farnms to service its (Il ower)
debt burden, and the council being able to nodify nost renaining revenue
sources. The council's budgetary performance, on a core-council basis, is
stronger than it has been on a consolidated basis, because the council is no
| onger exposed to the farm s relatively weaker financial performance, which
has al so exhibited volatility over past years. Finally, with the PIF now
likely to hold a much nmore liquid portfolio over the long term we expect that
the council's liquidity coverage will remain better than it has previously
been.

New Pl ynout h' s budgetary flexibility is very strong, with nodifiable revenues
of about 85% of operating revenues (after S&P d obal Ratings' adjustnents)
conpared with last year's figure of about 60% W expect the council's capita
expenditure to be about 25% of total expenditure between 2015 and 2019, on a
cash basis. New Plynouth has sone expenditure flexibility regarding the
upgrade or devel opnent of infrastructure. Wiile sone projects are "lunpy" and
difficult to postpone once commenced, the council can delay smaller projects
if the need arises. The absence of significant popul ation growmh or an

i nfrastructure backl og provides the council with further flexibility.

The council's stronger operating position, conbined with its noderate

capital -expenditure program underpins its after-capital account surpluses and
falling debt stock in 2019. The council has been scaling back its capita

i nvest ment program by reduci ng spendi ng on discretionary projects, while al so
| engt heni ng the assunmed useful life of existing assets. W forecast cash
operating surpluses to average 21.6% of operating revenues in 2015-2019 and
after-capital account surpluses of 1.3%of total revenues over the sane

peri od.

In addition, we expect New Plymouth's debt burden to remain noderate conpared
with international peers'. Total tax-supported debt is likely to remain
broadly stable over the next few years, and be about 68% of operating revenues
in 2019. W forecast the council's average interest expense will remain
relatively |low overall at 4.5% of operating revenue in 2016-2019. In addition
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the interest expense is likely to gradually decline in line with the council's
| ower debt burden, hedging position, and fromits participation in the Loca
Gover nment Fundi ng Agency (LGFA)

New Pl ynouth's contingent liabilities are very low Its quantifiable
contingent liabilities in 2015 were mainly for potential "weathertightness"”,

or building moisture danage, clainms of NZ$1 mllion. In 2016, the council made
a provision for these two clains, addressing the council's quantifiable
contingent liabilities.

We consider New Plynouth's econony to be strong conpared with peers'. Wile
the council's GDP per capita is high at about US$63, 000 on average over 2013
to 2015, we consider that this high level largely reflects the region's
significant liquefied natural gas sector, with profits minly being
repatriated outside the region. By contrast, its residents’' wage and sal ary

i ncome, which nore closely reflects the council's revenue base, is sinmlar to
t he New Zeal and average. The council's industry concentration in
commodi t y- dependent sectors such as agriculture, and oil and gas, also adds
sone econom ¢ vulnerability in our view

We assess the institutional framework w thin which New Zeal and | oca
governments operate as being one of the strongest and nost predictable

gl obal ly. The New Zeal and | ocal governnent system pronotes a strong nmanagenent
culture and fiscal discipline among New Zeal and councils. This provides a
source of credit strength for New Plynmouth, and allows it to support higher
debt burdens than some of its international peers can tolerate.

Liquidity

New Plymouth's liquidity is exceptional, with free cash and Iiquid assets
(after haircuts) equivalent to about 350% of the next 12 nonths' debt
maturities and interest paynments. Wen including unutilized bank facilities of
Nz$32 million, New Plymouth's debt-servicing ratio reaches 420% W estinate
that New Plymouth will have, on average, free cash and |liquid assets of about
Nz$157 million (including liquid assets held in the council's investnment fund)
to cover its NZ$39 million of debt maturing within the next 12 nonths and NZ$6
mllion of interest repayments.

New Pl ynouth's debt-servicing ratio is likely to remain exceptional. Wth the
asset sale, PIF' s value has increased to NZ$270 mllion as at June 30, 2016.
The key focus for PIF will be to rebalance the fund and return to a nore
diversified and liquid fund based on the strategic asset allocation policy.
Under the current fund policy, no nore than 10% of the fund would be invested
in a single asset, to prevent future concentration and liquidity risk and to
support diversification.

We consider New Plynouth's access to external liquidity as being satisfactory.
New Zeal and's capital markets are conparatively liquid, but, given its small
size, we don't consider themas being particularly deep. During the severe

mar ket di sl ocation in 2008 and 2009, sone New Zeal and councils had difficulty
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i ssuing unrated conmercial paper

New Plynouth is participating in the New Zeal and LGFA. LGFA is a nutual body
representing participating New Zeal and | ocal governments, and ains to access
funding at a cheaper rate than many indivi dual New Zeal and councils can
Participation in the LGFA has hel ped i nprove the council's liquidity by

[ engthening its maturity profile.

Outlook

The stable outl ook reflects our expectations that New Plymouth will continue
to prudently manage its financial nmetrics in line with our forecasts over the
next two years, with financial nanagenment renmaining strong, liquidity

remai ni ng at exceptional l|levels, and debt steadily declining over the next two
years.

G ven the current strength of New Plymouth's stand-al one credit profile, we
consi der downward pressure on the rating is very unlikely over the next two
years. However, downward pressure could occur if there were a significant and
unexpected increase in capital spending resulting in large after-capita
account deficits of total revenue over a sustained period. This could weaken
the council's budgetary perfornance over the prolonged period, leading to

hi gher debt and interest expense; such a scenario would al so include weaker
liquidity coverage of upconing debt-servicing expenses.

Li kewi se, we believe any upward nonentum of the ratings would be |inked to the
New Zeal and sovereign's creditworthiness.

Key Statistics

Table 1

New Plymouth District Council Key Statistics

--Year end June 30--

Cash basis; mil. NZ$ 2015 A 2016(E) 2017 (BC) 2018 (BC) 2019(BC)

OPERATING RESULTS
Council rates 74.8 77.5 80.7 81.6 84.4
User charges 33.1 34.2 29.5 33.1 33.8
Interest income 2.8 1.8 1.4 2.0 2.2
Other operating revenues 13.4 14.5 20.4 21.2 21.6
Adjusted Operating Revenues 124.0 127.9 131.9 137.9 142.0
Payments to suplliers and employees 92.5 96.8 99.4 99.3 101.8
Interest payments 6.0 5.9 6.0 5.9 5.2
Other operating expenditure 0.5 0.0 0.1 0.1 0.1
Adjusted Operating Expenditures 99.0 102.7 105.4 105.3 107.1
Operating Balance 25.0 25.2 26.5 32.6 34.8
+ Adjusted capital revenues 13.2 8.0 6.2 6.8 7.3
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Table 1

New Plymouth District Council Key Statistics (cont.)

--Year end June 30--

Cash basis; mil. NZ$ 2015A 2016(E) 2017 (BC) 2018 (BC) 2019(BC)
- Adjusted capital expenditures 37.9 36.7 33.7 37.3 29.6
Balance After Capital Accounts 0.2 (3.5) (1.0) 2.0 12.6

FINANCIAL PERFORMANCE INDICATORS

Operating balance (% of adj. operating revenues) 20.2 19.7 20.1 23.6 24.5
Balance after capital accounts (% of adj. total revenues) 0.2 (2.6) (0.7) 1.4 8.4
Modifiable revenues (% of adj. operating revenues) 86.9 87.3 83.5 83.2 83.2
Capital expenditures (% of total expenditures) 27.7 26.4 24.2 26.2 21.6

FINANCIAL POSITION INDICATORS

Tax-supported debt 113.7 110.1 111.0 109.0 96.4
Tax-supported debt (% of cons. operating revenues) 91.6 86.0 84.2 79.1 67.9
Interests (% of adj. operating revenues) 48 4.6 45 4.3 3.7

A--Actual. E--Estimate BC--Base case.

Ratings Score Snapshot

Table 2

Ratings Score Snapshot

Key Rating Factors

Institutional framework  Extremely predictable and supportive

Economy Strong

Financial management Strong

Budgetary flexibility Very strong
Budgetary performance Very strong
Liquidity Exceptional
Debt burden Moderate
Contingent liabilities Very low

Key Sovereign Statistics

Sovereign Risk Indicators. Interactive version available at
http://ww. spratings.conlsri

Related Criteria And Research

Related Criteria

e Criteria - Governments - International Public Finance: Methodol ogy:
Rating Non-U. S. Local And Regional CGovernments Hi gher Than The Sovereign
- Decenber 15, 2014

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009
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e Criteria - Governnents - International Public Finance: Methodol ogy For
Rati ng Non-U. S. Local And Regional CGovernnents - June 30, 2014
e« Criteria - CGovernnents - International Public Finance: Methodol ogy And

Assunptions For Analyzing The Liquidity O Non-U S. Local And Regional
Governnents And Related Entities And For Rating Their Conmercial Paper
Progranms - Cctober 15, 2009

Related Research

 New Zeal and Councils' Hi gh Governance Standards Ensure Strong Fi nanci al
Managenment, Transparency, And Long- Term Pl anni ng, Nov. 30, 2015

* International Local And Regional Governnents Default And Transition
Study: 2012 Saw Defaults Spi ke, March 28, 2013

In accordance with our relevant policies and procedures, the Rating Comittee
was conposed of analysts that are qualified to vote in the comrittee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the conmittee, the chair confirmed that the

i nfornmati on provided to the Rating Committee by the prinmary anal yst had been
distributed in a tinmely manner and was sufficient for Conmittee nenbers to
make an informed deci sion.

After the primary anal yst gave openi ng remarks and expl ai ned the

recomendati on, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee's assessnent of the key rating factors is reflected in the
Rati ngs Score Snapshot above.

The chair ensured every voting nmenber was given the opportunity to articulate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consistency with the Committee decision. The views and the decision of the
rating committee are summarized in the above rationale and outl ook. The

wei ghting of all rating factors is described in the nethodology used in this
rating action (see 'Related Criteria And Research').

Ratings List

Ratings Affirmed

New Pl ynmouth District Council
I ssuer Credit Rating AA/ St abl e/ A-1+

New Pl ymouth District Council
Comer ci al Paper A- 1+
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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. st andardandpoors.com for further

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

Rati ngsDi rect at wwww. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services
|i cence nunber 337565 under the Corporations Act 2001. Standard & Poor's
credit ratings and related research are not intended for and nmust 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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