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Research Update:

New Zealand-Based South Canterbury Finance
Ltd. Ratings Lowered To 'BB/B' On Weaker
Asset Quality And Placed On WatchNeg

Overview
• South Canterbury Finance Ltd. (SCF) has reported a significant loss of
approximately NZ$155 million for the half year ended Dec. 2009, because
of high loan-loss provisions, and has also announced a significant
capital injection of approximately NZ$152 million to help absorb these
losses via direct support from its shareholder

• SCF's asset quality experience is weaker than many domestic peers', and
is no longer consistent with the 'BB+' rating level.

• Financial flexibility and the potential for further shareholder support
is diminished following the capital injection.

• We have lowered the long-term rating on South Canterbury Finance Ltd. to
'BB' from 'BB+'.

• The 'B' short-term rating is affirmed.
• We have placed our 'BB' long-term issuer credit rating on CreditWatch
with negative implications mainly due to stakeholder uncertainty in
reaction to high loan-loss provisions that could negatively impact
liquidity and recapitalisation initiatives.

Rating Action

On March 2, 2010, Standard & Poor's Ratings Services lowered its long-term
rating on New Zealand finance company, South Canterbury Finance Ltd. (SCF) to
'BB' from 'BB+', and affirmed the 'B' short-term rating. At the same time, the
'BB' long-term rating was placed on CreditWatch with negative implications.

Rationale

The downgrade reflects our view that SCF's asset quality experience has
deteriorated to a level that is not consistent with the 'BB+' rating level.
Although the capital injection into SCF will help absorb these bad debt
charges, it does not, by itself, restore financial strength to a level that we
consider is consistent with the 'BB+' rating. Further, SCF's financial
flexibility, and, in particular, further shareholder support of SCF, is
diminished following the capital injection. That said, but for strong
shareholder support evidenced in SCF's announcement concerning high loan-loss
provisions of late yesterday, it is likely that the rating would have been
downgraded by more than one notch.
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CreditWatch

Stakeholder reaction to SCF's asset quality difficulties will be integral to
the resolution of the CreditWatch and forward direction of the rating.
Liquidity is currently weaker than many New Zealand nonbank deposit takers' in
the 'BB' rating category, and should it deteriorate further it is likely to
result in the rating being lowered. That said, debenture investors in SCF have
remained relatively loyal to the company in recent times even considering the
difficulties SCF has encountered prior to yesterday's announcement by the
company. Should debenture investors and other liability stakeholders continue
to show relative support for SCF it is likely that Standard & Poor's will
become less concerned regarding SCF's liquidity, which could contribute to the
rating being removed from CreditWatch Negative.

A further concern is that the announcement of high loan-loss provisions by SCF
could retard or even scuttle further recapitalisation initiatives being
considered by SCF. If further capital is not injected—should liquidity or
further asset quality pressures emerge—it is likely to cause the rating to be
lowered.

The rating could be taken off CreditWatch Negative within a matter of months
if liquidity concerns moderate such that SCF has sufficient excess cash to
manage potential volatility given the confluence of negative developments
affecting SCF, and, more generally, the continuing difficult market for New
Zealand nonbank deposit takers. Further, the rating could be taken off
CreditWatch Negative if SCF is successful in further strengthening its capital
base, and restructuring its business so that Standard & Poor's concerns
regarding liquidity and other rating factors ameliorate. Initially, should
Standard & Poor's concerns ameliorate, it is likely that the rating could be
affirmed with a negative outlook.

Conversely, should liquidity deteriorate it is likely that the rating will be
lowered—and potentially by more than one notch—depending on the severity of
the deterioration. Further, should new asset quality concerns emerge, or
recapitalisation strategies prove difficult to execute or insufficient to
placate Standard & Poor's concerns at the 'BB' rating level, the rating is
likely to be lowered. A downgrade associated with either asset quality or
capital difficulties, absent an intensification of liquidity concerns, is more
likely to be limited to one notch.

Related Research

This article is based in part on the following criteria articles:
Rating Finance Companies, published on March 18, 2004.
Credit Policy Update: Criteria On Use Of CreditWatch And Outlooks Clarified,
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published on Sept. 30, 2005.

Ratings List
Downgraded; CreditWatch/Outlook Action

To From
South Canterbury Finance Ltd.
Senior Secured (3 issues) BB/Watch Neg BB+

Downgraded; CreditWatch/Outlook Action; Ratings Affirmed
To From

South Canterbury Finance Ltd.
Counterparty Credit Rating BB/Watch Neg/B BB+/Negative/B

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services licence number 337565 under the Corporations Act 2001. Standard & Poor's credit ratings and

related research are not intended for and must not be distributed to any person in Australia other than a wholesale client (as defined in Chapter 7 of the Corporations

Act).

Complete ratings information is available to RatingsDirect on the Global
Credit Portal subscribers at www.globalcreditportal.com and RatingsDirect
subscribers at www.ratingsdirect.com. All ratings affected by this rating
action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.
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S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party
redistributors. Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or
recommendations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any
form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or
an investment advisor. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of S&P. The Content
shall not be used for any unlawful or unauthorized purposes. S&P, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or
omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is
provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright ( c ) 2010 by Standard & Poor’s Financial Services LLC (S&P), a subsidiary of The McGraw-Hill Companies, Inc. All rights reserved.
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