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Research Update:

Chorus Ltd. Outlook Revised To Stable After Draft
Regulatory Pricing Decision, 'BBB' Ratings
Affirmed

Overview

¢ The New Zealand Commerce Commission (NZCC) has released its draft Final
Pricing Principle (FPP) for the prices that Chorus can charge for use of
its local copper lines and broadband services.

e Although the FPP remains subject to finalization, we believe that the
announcement, together with a revision to the group's debt facility
financial covenants in July 2014, has significantly reduced downward
pressure on the group's 'BBB' rating;

s Accordingly, we have affirmed the 'BBB' rating on Chorus and revised the
outlook to stable from negative.

Rating Action

On Dec. 4, 2014, Standard & Poor's Ratings Services affirmed its 'BBB' rating
on Chorus Ltd. and related debt issues. At the same time, we revised the
outlook to stable from negative.

Rationale

The ratings affirmation and outlook revision reflect our view that the NZCC's
draft FPP has reduced downward pressure on the group rating. The outlook
revision also reflects the amendments to the group's debt facility covenants
in July 2014, which have materially improved forecast covenant headroom under
a range of potential FPP outcomes. Importantly also, we consider that Chorus
has the flexibility and willingness to manage its financial risk profile and
debt facility covenant headroom in a manner congistent with the 'BBB' rating.

The NZCC has indicated that it expects the FPP regulatory determination to be
finalized by April 2015. Although further pricing adjustments could occur, we
consider the risk of an FPP outcome that cannot be accommodated within the
'BBB' rating to be very low. We also note that no guidance has been provided
by the NZCC on the pricing of service transaction charges, which are the
prices Chorus charges to connect customers to the network or change existing
connection arrangements. However, we do not expect a review of these charges
to have a material impact on the group's credit quality.

Under our base-case forecasts, which incorporate the impact of the draft FPP,
we expect the company to maintain debt to EBITDA at less than 3.5x during the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2014 2

1372822 ] 300019484



Research Update: Chorus Ltd. Outlook Revised To Stable After Draft Regulatory Pricing Decision, 'BBB' Ratings
Affirmed

peak of the Ultra-Fast Broadband (UFB) network build program over the next few
years. Our base case assumes that the draft FPP is implemented as proposed
from April 2015; the company manages dividends and other capital initiatives
to maintain an adequate level of covenant headroom; and there is no material
escalation in the UFB build costs beyond the group's publicly announced cost
estimates.

Qur-ratings-on-Chorus-reflect-the-group'ls-strong-market-position-as-owner-of
the dominant fixed-line telecommunications access network in New Zealand and
high capital barriers to competition. Tempering these strengths are regulatory
risks associated with network pricing; cost escalation risks associated with
the rollout of the proposed UFB fiber-to-the-home (FTTH) network, and network
volume risks associated with fixed-to-mobile network substitution and
competition from local fiber companies.

Liquidity

We consider Chorus' liguidity to be "adequate", reflecting our expectation
that the group's sources of liquidity will cover its uses by more than 1.2x in
the next 12 months. Our key liquidity assumptions in the next 12 months are:

Principal liquidity sources:

o Available cash of about NZ$170 million;

e Funds from operations (FFO) of NZ$410 million to NZ$450 million;

e Funds received from Crown Fibre Holdings and other government grants of
NZ$150 million to NZ$180 million; and

* Undrawn bank facilities of about NZ$350 million.

Principal liquidity uses:
e Gross capital expenditure of NZ$S550 million to NZ$650 million; and
e No dividend payments.

Chorus has no maturing debt in the next 12 months. The next major debt
maturity is NZ$575 million of the group's syndicated debt facility maturing in
July 2016.

QOutlook

The stable outlook reflects our expectation that Chorus' strong network
position and prudent approach to capital management will offset risks at the
'BBB' rating level associated with future regulatory pricing decisions, the
group's large and complex FTTH capital-expenditure program, and revenue risks
associated with fixed-to-mobile substitution.

Downward rating pressure could occur if adverse regulatory pricing decisions
or material additional costs in the UFB build process caused a material
erosion in the group's financial risk profile. This would include a scenario
where debt to EBITDA was sustained above 4x, or there was a material decline
in the group's covenant headroom or liquidity. In the longer term, other
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factors that could lead to a lower rating include higher-than-expected
fixed-to-mobile substitution or line loss to local fiber companies that
materially erodes the group's market position, revenues, and cash flows.

Upward ratings pressure is considered unlikely in the next few years, given
the expected impact of the regulatory FPP decision and the group's capital
management objectives. Nonetheless, upward ratings pressure could emerge if
the group was able to sustain debt to EBITDA at less than 3x, while
maintaining its market position and continuing to effectively manage the
rollout of the UFB network.

Ratings Score Snapshot

Corporate Credit Rating: BBB/Stable/--

Business risk: Strong

¢ Country risk: Low

e Industry risk: Intermediate
e Competitive position: Strong

Financial risk: Significant
e Cash flow/Leverage: Significant
Anchor: bbb

Modifiers

e Diversification/Portfolio effect: Neutral (no impact)
e Capital structure: Neutral (no impact)

¢ Liquidity: Adequate (no impact)

e Financial policy: Neutral (no impact)

¢ Management and governance: Satisfactory (no impact)

¢ Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile: bbb

Related Criteria And Research

Related Criteria

e Key Credit Factors For The Telecommunications And Cable Industry, June
22, 2014

® General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Jan. 2, 2014

* Group Rating Methodology, Nov. 19, 2013

® General: Corporate Methodology, Nov. 19, 2013

* Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

e Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

e Methodology: Industry Risk, Nov. 19, 2013

® Management And Governance Credit Factors For Corporate Entities And

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2014 4

1372922 | 300018494



Research Update: Chorus Ltd. Outlook Revised To Stable After Draft Regulatory Pricing Decision, 'BBB' Ratings

Insurers, Nov. 13, 2012
e Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008
e 2008 Corporate Criteria: Rating Each Issue, April 15, 2008

Ratings List

Ratings Affirmed

Affirmed

Chorus Ltd.
Senior Unsecured BBB

Ratings Affirmed; CreditWatch/Outlook Action
T6 From
Chorus Ltd.
Corporate Credit Rating BBB/Stable/-- BBB/Negative/ -

Complete ratings information is available to subscribers of RatingsDirect

at

www.globalcreditportal.com and at www.spcapitalig.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.

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).

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2014 5

1372922 | 300019494



Copyright © 2014 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

No content {including ratings, credit-related analyses and data, valuations, 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 Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P 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 (negligent or otherwise), regardiess 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 or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions {described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. 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 does
not act as a fiduciary or an investment advisor except where registered as such. 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.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

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 nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain 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 www.spcapitaliq.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.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 3, 2014 6

1372922 | 300019494



