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Research Update:

Tasman District Council Ratings Raised To
'AA/A-1+'; Outlook Stable

Overview

« W expect Tasnman District Council's financial position to structurally
i mprove after the conpletion of the Wai nea Community Dam Tasman's
budgetary perfornmance and contingent liabilities during the next few
years will be weaker while the damis being constructed, but we expect
this to be tenporary.

* I n Septenber 2018, Tasnman announced new fundi ng arrangenents for the
Wai nea Conmunity Dam after it revised up the total project costs. W
expect contracts to be executed after a final vote of councilors due to
take place around the end of Novenber 2018.

« W are raising our long-termissuer credit rating on Tasman to ' AA" from
"AA-' and affirming our 'A- 1+ short-termissuer credit rating.

» The outlook on the long-termrating is stable.

Rating Action

On Cct. 30, 2018, S&P d obal Ratings revised its long-termissuer credit
rating to 'AA" from'AA-' on Tasnman District Council, a New Zeal and | ocal
government. At the same time, we affirned our 'A-1+ short-termissuer credit
rating. Follow ng the upgrade, we revised the outlook to stable from positive.

Outlook

The stable outlook reflects our view that Tasman will deliver the \Wainea
Conmunity Damwi thin our financial forecasts. W expect that budgetary
performance will strengthen in the nmediumtermafter tenporarily weakening
during construction of the dam This will limt growth in the council's debt
bur den.

Upside scenario

Upward pressure on the ratings on Tasman woul d be capped by our long-term
foreign-currency rating on the New Zeal and sovereign. W could raise our
ratings on Tasman if we raised our rating on the sovereign, and if Tasman's
fiscal performance substantially inproved, driving its debt |evels
significantly [ower than we currently forecast.
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Downside scenario

Downwar d pressure on the ratings could occur if there were a prol onged
deterioration in Tasman's fiscal performance, resulting in persistently |arge
after-capital deficits and debt rising beyond our forecasts. This could occur,
for instance, if the damincurs significant cost overruns. Alternatively, we
woul d | ower our ratings on Tasman if we were to |lower the rating on the New
Zeal and sover ei gn.

Rationale

We have raised our ratings on Tasnman District Council after updating our
forecasts through fiscal year 2021 (i.e., the year ending June 30, 2021). W
expect that Tasnman's financial position will structurally inprove follow ng
conpl etion of the Wainmea Conmunity Dam However, Tasman's budgetary
performance will tenporarily weaken during the construction phase, and its
contingent liabilities will rise. Tasman's ratings are supported by its robust
financi al managenent, high level of liquidity, and the country's excellent
institutional settings.

Waimea Community Dam to drive higher contingent liabilities and weaker fiscal position, though we
expect this to be temporary

The Wi mea Community Damis the |argest infrastructure project on the horizon.
Tasman wi Il establish a council-controlled organization, Wainmea Water Ltd., to

buil d and operate the dam Tasman will hold a m ni mum of 51% of voting shares
in Wainea Water Ltd. at all times, and appoint four of the seven board
directors. Debt and equity funding for the project will be spread across three
joint-venture parties: the council, Wainea Irrigators Ltd. (WL), and Crown

Irrigation Investnents Ltd. (ClIL, part of the New Zeal and central
government) .

During the next few years, we expect the council's capital contributions to
Wai nea Water Ltd. to conprise about NzZ$40 nmillion of equity funding and a
NZ$5.75 million | oan. W expect that the council's contributions will be
partly defrayed by receipt of a NZ$7 mllion grant fromthe Crown's Mnistry
of the Environnment. The council has also applied for a grant fromthe Crown's
Provi ncial Growm h Fund, which could help to further lower its costs if
successful. Nelson City Council, Tasman's nei ghbour, will contribute an
additional NZ$5 mllion to the project. The remai nder of the danis costs will
be paid for by WL through a capital raising and a loan fromC IL to Wi nea
Water Ltd. Wiile this loan will be serviced by WL, we understand that Tasman
will act as guarantor, up to a maxi mum anpbunt of NZ$29 mllion. O the dams
total project costs, about three-quarters has been fixed during the early
contractor engagenent process. This should | essen the risk of any cost
overruns. The council anticipates that final contracts between all
joint-venture parties will be signed and executed by mni d-Decenber 2018.
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We expect Tasnman to post relatively large after-capital deficits during the
next two years, after which the after-capital position should revert toward
bal ance as the dam nears conpletion. Like all New Zeal and councils, Tasman has
recently published a triennial long-termplan setting out its priorities for
fiscal years 2019 to 2029. The plan calls for relatively stable | evels of
capital expenditure, excluding contributions for the Wainea Conmunity Dam and
noder at e annual increases in property rates, fees, and charges. The counci

has introduced two targeted rates to partially fund its contribution to the
dam The estimated outturn for fiscal 2018 was weaker than we expected, in
part due to the cost of recovering fromex-tropical cyclones Fehi and Gta in
February 2018. Sonme of these costs were reinmbursed by way of operating grants
fromthe New Zeal and Transport Agency.

Li ke with npst New Zeal and councils, we consider budgetary flexibility to be
one of Tasman's key strengths. W estimate that about 79% of its operating
revenues are nodifiable, which neans they can be raised or |owered at the
council's discretion. However, once contracts for the dam are executed, we
believe that it would be difficult for Tasman to reduce or postpone its
capital outlays. W expect Tasnman's debt to rise during the next few years. W
forecast that the council's tax-supported debt, as a proportion of operating
revenues, wll reach about 166% by the end of fiscal 2021, up from 142% at the
end of fiscal 2018. Simlar to other local authorities, Tasman sources the
majority of its debt through the New Zeal and Local Governnent Fundi ng Agency.
Tasman will also receive a one-off NZ$10 million interest-free loan fromClIL
to help finance the cost of the dam

Tasman's free cash, liquid financial assets, and avail able conmtted bank
lines stand at about 127% of the next 12 nonths' debt service. W expect the
council's debt-servicing needs to conprise NZ$24 million of Local Governnent
Fundi ng Agency | oans maturing in March 2019, which the council has prefunded;
NZ$14 mllion in short-term paper; and about NZ$7.7 million in interest
expenses. We al so expect the council to hold cash and cash equival ents
averagi ng about NZ$16.2 million, and access to two undrawn bank facilities
totalling NZ$42 mllion. W consider Tasman's access to external liquidity to
be satisfactory. New Zeal and's capital narkets are conparatively |iquid, but
they lack depth, given their relatively small size. During the severe market
di sl ocati on of 2008-2009, sone New Zeal and councils had difficulty issuing
unr at ed commerci al paper

W believe that Tasman's contingent liabilities are noderate, having risen
fromlast year. As noted above, Tasman intends to provide a guarantee of up to
Nz$29 million for a ClIL loan to Wainea Water Ltd. In addition, the counci

will be solely responsible for funding any project cost overruns greater than
NZ$3 m | lion. Tasman owns 50% stakes in two council-controlled trading
organi zati ons--Nel son Airport Ltd. and Port Nelson Ltd.--with Nelson City
Council owning the other 50% of each. W expect both entities to increase
their borrowi ngs to finance expansion activities, and we treat Tasnan's share
of the debts of these self-supporting council-controlled trading organi zati ons
as contingent liabilities. W understand that the Wainmea Conmunity Damw || be
designed to a level that can withstand a 1-in-10, 000 year earthquake. The
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council did not report any quantifiable contingent liabilites in its financial
statements as of June 30, 2018.

A supportive institutional framework, robust management, and solid local economy underpin
Tasman's creditworthiness

We consider Tasman's fiscal processes to be credible and well established,
with the council preparing |ong-term plans every three years, annual plans in
the intervening years, and audited annual reports, in |line with New Zeal and
requi renents. The council's treasury risk-managenent policy sets prudent
[imts on external borrowing, liquidity, and interest-rate risk. Tasnman
borrows only in local currency, in accordance with |egislation. Like all New
Zeal and councils, Tasman is governed by an el ected group of councilors, |ed by
a mayor. The council ors del egate day-to-day managenment to a full-tine chief
executive. A new chief executive, Jani ne Dowdi ng, commenced in May 2018. Loca
el ections in New Zeal and are held every three years, with the next due in

Oct ober 2019.

The | ocal econony has been buoyed by rising tourismnunbers and construction
activity. We estimate that the district's GDP per capita averaged about

US$26, 720 during fiscal years 2015 to 2017, based on data fromthe Mnistry
for Business, Innovation, and Enployment. This figure is |ower than the

nati onal average of US$41, 300 during the same period. The local econony is
sonmewhat concentrated in the prinary sector--the |largest industry by

enpl oyment share (21.6% is agriculture, forestry, and fishing, which also
indirectly supports jobs in other sectors. The district's popul ati on was about
51,200 as of June 2017. The local population is aging, in part due to the
regi on being an attractive retirement destination. However, this does not have
a material inpact on the council's finances as responsibility for the

provi sion of healthcare and pensions falls on the Crown.

The institutional framework w thin which New Zeal and | ocal governments operate
is a key factor supporting Tasman's credit profile. W believe this franmework
is one of the strongest and nost predictable globally. It pronptes a robust
management culture, fiscal discipline, and high levels of financial

di scl osure. The framework all ows New Zeal and councils to support higher debt

| evel s than sone international peers can tolerate at sinmilar ratings.

Key Statistics

Table 1

Key Statistics

--Year ended June 30--

(mil. NZ$)

2016 2017 2018E 2019BC 2020BC 2021BC
Selected Indicators
Operating revenues 104 105 108 109 117 123
Operating expenditures 73 76 99 89 95 96
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Table 1

Key Statistics (cont.)

--Year ended June 30--

(mil. NZ$) 2016 2017 2018E 2019BC 2020BC 2021BC
Operating balance 30 29 9 19 23 27
Operating balance (% of operating revenues) 29.4 27.5 8.7 17.9 19.3 21.7
Capital revenues 9 9 13 13 20 18
Capital expenditures 27 32 41 60 58 46
Balance after capital accounts 12 6 -18 -28 -15 -2
Balance after capital accounts (% of total 10.7 5.0 -14.9 -22.8 -10.9 -1.4
revenues)

Debt repaid 12 7 16 49 10 25
Gross borrowings 0 0 43 77 25 27
Balance after borrowings 0 -1 9 0 0 0
Modifiable revenues (% of operating revenues) 79.9 80.7 79.4 80.8 77.9 77.2
Capital expenditures (% of total expenditures) 26.9 30.0 29.1 40.4 38.0 325
Tax-supported debt (outstanding at year-end) 133 126 154 187 202 204
Tax-supported debt (% of consolidated 128.5 120.6 141.6 172.1 172.3 165.6
operating revenues)

Interest (% of operating revenues) 8.3 7.1 6.7 7.3 7.3 7.0
Local GDP per capita (single units) 36,962 38,321 N/A N/A N/A N/A

The data and ratios above result in part from S&P Global Ratings' own calculations, drawing on national as well as international sources,
reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy, credibility, and usability of available information. The
main sources are the financial statements and budgets, as provided by the issuer. bc--Base case reflects S&P Global Ratings' expectations of the
most likely scenario. dc--Downside case represents some but not all aspects of S&P Global Ratings' scenarios that could be consistent with a
downgrade. uc—Upside case represents some but not all aspects of S&P Global Ratings’ scenarios that could be consistent with an upgrade.
N/A--Not applicable. N.A.--Not available. N.M.--Not meaningful. E--Estimate. BC--Base case.

Ratings Score Snapshot

Table 2

Ratings Score Snapshot

Key Rating Factors

Institutional framework Extremely predictable and supportive
Economy Average

Financial management Strong

Budgetary flexibility Strong

Budgetary performance Strong

Liquidity Strong

Debt burden High

Contingent liabilities Moderate

S&P Global Ratings bases its ratings on local and regional governments on the eight main rating factors listed in the table above. Section A of S&P
Global Ratings' "Methodology For Rating Non-U.S. Local And Regional Governments," published on June 30, 2014, summarizes how the eight
factors are combined to derive the foreign currency rating on the government.
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Key Sovereign Statistics

Sovereign Risk Indicators. Interactive version avail able at
http://ww. spratings.conisri.

Related Criteria

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

e Criteria - Governnents - International Public Finance: Methodol ogy For
Rating Non-U. S. Local And Regional Covernments, June 30, 2014

e Criteria - Governnents - International Public Finance: Methodol ogy And
Assunptions For Analyzing The Liquidity OF Non-U S. Local And Regi ona
Governnents And Related Entities And For Rating Their Conmercial Paper
Programs, Cct. 15, 2009

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

Related Research

* Public Finance System Overview. New Zeal and's Institutional Franmework For
Local And Regi onal Governnents, Dec. 11, 2016

In accordance with our relevant policies and procedures, the Rating Committee
was conposed of analysts that are qualified to vote in the conmttee, 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 nformati on provided to the Rating Comrmittee by the primary anal yst had been
distributed in a tinmely manner and was sufficient for Conmttee nenbers to
make an i nfornmed 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 articul ate
hi s/ her opinion.

The chair or designee reviewed the draft report to ensure consistency with the

Conmi ttee decision. The views and the decision of the rating comittee are
summari zed in the above rational e and outl ook. The weighting of all rating
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factors is described in the nethodology used in this rating action (see
'"Related Criteria and Research').

Ratings List

Upgr aded; CreditWatch/ Qutl ook Action; Ratings Affirmed
To From
Tasman District Council
I ssuer Credit Rating AA/ St abl e/ A- 1+ AA-/ Positivel A-1+

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 www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.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 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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