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Research Update:
New Zealand's Police and Families Credit

Union Assigned 'BB+/B' Ratings With Stable
Outlook

Overview

» Police and Fanilies Credit Union has a sustainabl e busi ness nodel,
exceptional asset quality, and sound financial profile.

e However, its very snmall capital base, dependence on key personnel, and
basi ¢ operational risk nanagenent noderate these strengths.

* W have assigned our 'BB+/B ratings to the credit union. The outl ook is
st abl e.

Rating Action

On July 10, 2009, Standard & Poor's Ratings Services assigned its 'BB+'
long-termand 'B'" short-termratings to New Zeal and- based Police and Fanilies
Credit Union (PFCU). The outlook is stable.

Rationale

The counterparty credit ratings on Police and Fanilies Credit Union (PFCU)
reflect the credit union's sustainabl e business nodel, which consists of
serving the personal |ending and deposit needs of nenbers of the New Zeal and
Police and their famlies; its exceptional asset quality; and sound financial
profile. These strengths are noderated by the very snmall size of its capita
base, by donestic and international standards; key person risk; and PFCU s
scope for continuing devel opment of its operational risk managenent policies.

VWiile small in the context of the New Zeal and financial services sector, PFCU
has a good market position in its core industry segment of secured persona

and housi ng | endi ng and deposit-taking. PFCU s conpetitive position is sound
because unli ke many comunity-based and regional credit unions, PFCU is not in
direct conpetition with banks; rather, it is a well-established suppl enentary
banki ng provider to its nenbers, who typically maintain their main borrow ng
relationship with a commercial bank. PFCU s | ending rates for personal secured
| ending are nore conpetitive conpared with banks, which has an enfranchi sing
ef fect anong menbers. This price advantage | everages from PFCU s nutual status
t hat enphasi zes nenber benefits rather than profit maximzation, its | ow cost
base and tax exenpt status, brand | oyalty and predictabl e customer behavior

O fsetting these positive factors, however, is PFCU s lower flexibility to
raise capital, conmpared with listed financial institutions, in the event of
operational problenms or other business needs because of its mutual status. Key
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person risk inevitably associated with its snmall staff of 12 is a potentia
concern, despite efforts by the managenent and Board to alleviate key person
risk.

PFCU s asset quality is excellent and its bal ance sheet is conservatively
structured. At April 30, 2009, PFCU s ratio of nonperforning assets to gross

| oans was an inpressive 0.03% PFCU has a good-quality deposit base and

mai ntains very sound liquidity, which offsets potential concerns regarding its
Il ack of funding diversity.

While PFCU s capital ratios are good, the absolute size of its capital base,
bei ng NZ$9.95 million at April 30, 2009, is very small by donestic and

i nternational standards. The small capital size introduces an el enent of

vul nerability in contending with [ arge negative operational risks or events.

Short-term credit factors

The short-termrating on PFCU is '"B'. Liquidity is very good, which

anel iorates potential short-termrating concerns. This is indicated by PFCU s
ratio of liquid assets to total assets of approximtely 40% at April 30, 2009
Li quid asset investnents by PFCU are mainly in the formof short-term deposits
with New Zeal and's four 'AA" rated major banks. Wile PFCU s liquidity is
anticipated to decrease when market conditions stabilize, this should not by
itself negatively inpact PFCU s credit standing, considering its track record
of maintaining good liquidity in previously benign times. PFCU remains
confortably in conpliance with its trust deed in terns of liquidity and other
operating paraneters, and has never had a breach of trust deed covenants in
its 35-year operating history.

Outlook

The stable outl ook reflects Standard & Poor's Ratings Services' expectation
that PFCU s business and financial profile will remain sound during the
current econom ¢ downturn in New Zeal and and the inmpendi ng period of

regul atory change affecting the New Zeal and credit uni on sector

Standard & Poor's al so expects that PFCU will continue to denponstrate very
good asset quality, despite the econom c downturn. Increasing unenpl oynent
trends in the general econony and their adverse inpact on |oan serviceability
are less of a threat to PFCU conpared with npost New Zeal and fi nanci al
institutions. This is because PFCU s asset quality is nmore highly correl ated
with trends affecting the police force and police wages than with the genera
econommy. We expect PFCU s good asset quality would continue to be supported by
steady or potentially increasing police enployees, |ower police force
turnover, and hi gher-than-average wages for the force. In addition, police
enpl oyees have nore predictable wage i ncreases and greater job security,
conpared with the general conmunity.
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Negative ratings monentumis nostly likely to eventuate should a najor
operational risk or other negative event inpact PFCU s financial profile.
PFCU s smal | capital base affords only nbdest protection against a major
operational risk event, even if such an event is of a |ow probability or
difficult to predict. Deterioration in its business profile and custoner
franchise, or a material weakening in its asset quality, liquidity or other
financial paraneters could also contribute to negative ratings nomentum

Positive ratings momentumis not expected in the short-to-mediumterm In the
long term it is nost likely dependant upon PFCU s ability to strengthen its
financial profile after the current econom ¢ downturn and period of regulatory
change, which may consequently further differentiate itself from peers. PFCU
may be chal |l enged to achi eve positive ratings nomentumdue to its snall
capitalization, which is likely to maintain the ratings at the current |evel.

Related Research

This article is based in part on the following criteria article:
Criteria | Financial Institutions | Banks: FI Criteria: Bank Rating Analysis
Met hodol ogy Profile, published on March 18, 2004

Ratings List
New Rating; CreditWatch/ Qutl ook Action

Police and Fam lies Credit Union
Counterparty Credit Rating BB+/ St abl e/ B

Conpl ete ratings information is available to RatingsDirect subscribers at

www. ratingsdirect.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. standardandpoors. com sel ect your
preferred country or region, then Ratings in the |eft navigation bar, followed
by Find a Rating.
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