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FitchRatings

Fitch Places TCNZ's Rating on Rating Watch Negative

Fitch Ratings-Sydney-29 May 2011: Fitch Ratings has today placed Telecom Corporation of
New Zealand Limited's (TCNZ) Long-Term Foreign Currency Issuer Default Rating (IDR) and
Senior unsecured rating at 'A-' and 'F2' Short-Term IDR on Rating Watch Negative (RWN).

The Rating Watch Negative follows the announcement that TCNZ will structurally separate
into two companies under a scheme of arrangement whereby TCNZ will become a retall
focussed telecoms business providing fixed, mobile and ICT businesses, with its fixed line
access network infrastructure operator, Chorus, becoming a separately listed entity. After the
demerger, TCNZ will no longer own local access fixed networks.

The announcement to demerge Chorus follows its selection as New Zealand's ultra fast
broadband (UFB) partner for 70% of the UFB footprint. Chorus' role in the rural broadband
initiative and its existing FTTN footprint will together see Chorus as a key industry
cornerstone in New Zealand. The demerger will be effected via a court approved scheme of
arrangement by late 2011, and the transaction is subject to certain conditions including
stakeholder approval and legislative changes. Key from a bond holder perspective is that the
agreement with Crown Fibre Holdings, a Government vehicle, on the UFB will result in the
disposal of significant assets into a separately listed entity.

The agency expects to resolve the RWN once greater clarity emerges over the capital
structure and financial policies of the remaining TCNZ entity, and details in this regard are
scheduled to be announced in September 2011. Fitch believes possible outcomes include an
affirmation of the 'A-' ratings or a downgrade of the ratings. Any rating downgrade would be
between one to two notches.

The Rating Watch Negative reflects the loss of the distinctive advantage of owning both fixed-
line and mobile platforms. Furthermore, TCNZ will have limited flexibility to maintain control
over tariffs, product offerings and costs. Additionally, Fitch expects erosion of TCNZ's fixed
line market share over the medium term given the different industry structure. Post
separation, the agency considers TCNZ's business risk profile will have increased.
Accordingly, a sound capital structure and financial policy, reflective of the new competitive
environment, will be critical to the ratings decision. It is noted that TCNZ had previously
enacted dividend reinvestment plans or raised new equity in order to restore its balance
sheet. Furthermore, Fitch notes that Chorus will be well capitalised and its utility like cash
flows can support a moderately leveraged balance sheet.
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-- "Rating Global Telecoms Companies - Sector Credit Factors", dated 16 September 2010.
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