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Fitch affirms long-term rating of Heartland  

 
19 May 2020 

 

Fitch Ratings (Fitch) has affirmed the Long-Term Issuer Default Ratings (IDR) of Heartland Group 

Holdings Limited (NZX/ASX: HGH) (Heartland Group) and Heartland Bank Limited (NZX: HBL) 

(Heartland Bank) at 'BBB' and the Long-Term IDR of Heartland Australia Group Pty Ltd (Heartland 

Australia) at 'BBB-'. The Outlooks remain Stable.  

 

The affirmation reflects Fitch’s view that the bank has solid buffers to withstand its base-case scenario 

and the stable outlook indicates the bank enters the economic downturn with sufficient headroom in 

its key financial metrics. 

 

In its attached press release, Fitch noted that “the ratings of [Heartland Group] and [Heartland Bank] 

are driven by the group’s consolidated risk profile, which reflect its stronger-than-peer profitability”.  

A number of other New Zealand financial institutions have either had their rating downgraded, or their 

outlook revised from stable to negative, by Fitch.  Heartland is pleased with this recognition which it 

attributes to its differentiated strategy, higher relative margin on resilient asset portfolios and strong 

cost management through delivery of products to its customers by lower cost digital platforms.   

 
- Ends - 

 
For further information, please contact: 
 
Andrew Dixson 
Chief Financial Officer 
M: 021 263 2666 
E: andrew.dixson@heartland.co.nz 

 

 
Address: 
Level 3, Heartland House 
35 Teed Street 
Newmarket, Auckland 
New Zealand 
 
 

 



18 May 2020 Affirmation

Fitch Affirms Heartland at 'BBB'; Outlook Stable

Fitch Ratings-Sydney-18 May 2020:

Fitch Ratings has affirmed the Long-Term Issuer Default Ratings (IDR) of Heartland Group Holdings

Limited (HGL) and Heartland Bank Limited (HBL) at 'BBB' and the Long-Term IDR of Heartland

Australia Group Pty Ltd (HAG) at 'BBB-'. The Outlook is Stable.

The affirmation reflects our view that the bank has solid buffers to withstand our base-case

scenario at its current rating level. The Stable Outlook indicates that the bank enters the economic

downturn with sufficient headroom in its key financial metrics to remain broadly consistent with its

Viability Ratings of 'bbb'.

Key Rating Drivers

IDRS, VIABILITY RATING AND SENIOR DEBT RATING FOR HGL AND HBL

The ratings of HGL and HBL are driven by the group's consolidated risk profile, which reflect its

stronger-than-peer profitability and higher risk appetite. We expect the coronavirus pandemic to

significantly damage New Zealand's economy and weaken the group's asset quality and

profitability over the next two years.

As part of this rating action, Fitch has revised the outlook on the 'a' operating environment score

for New Zealand banks to negative, from stable, to reflect the significant downside risk posed by

the measures undertaken to slow the spread of the pandemic. We are likely to revise this outlook

to stable if our base case of a recovery starting in 2H20 eventuates. However, an outcome that is

significantly weaker than our base case would see a lowering of the score to 'a-'.

A sharp rise in the unemployment rate in New Zealand would be likely to substantially increase

non-performing loans and cause material deterioration in the asset quality and profitability of HGL

and HBL. As a result, Fitch has revised the factor outlook for asset quality (factor score of 'bbb+')

and earnings and profitability (factor score of 'a-') to negative, from stable.

We expect asset quality to weaken in late 2020 or early 2021, once repayment holidays end, as

there will be a portion of businesses and households that will be unable to resume repayments

despite the high level of support from the government. The bank's exposure to business lending is



higher than that of peers, which could make it more vulnerable to the economic shock.

Profitability has been stronger than that of peers, benefiting from a higher margin and strong cost

management. Nevertheless, we believe low interest rates and a significant rise in impairment

charges will weigh on profitability over the next two years. Credit growth may remain above the

system in the next two years, possibly driven by the bank's reverse mortgage portfolio. This could

offset some of the profitability pressure, however, the negative factor outlook reflects the

possibility of credit costs exceeding our expectation.

HBL's capital position should remain sound in the next two years, although buffers may contract

due to the deterioration in profitability. We believe the Reserve Bank of New Zealand's

requirement to suspend dividend payments could partly offset the pressure from deterioration in

asset quality and internal capital generation. We expect HBL to maintain a common equity Tier 1

(CET1) ratio that is consistent with the current score of 'bbb+'.

HGL's funding profile is weaker than that of domestic peers of similar size, reflecting the group's

higher reliance on wholesale funding, which we believe will continue. Strong support from the

central bank has mitigated short-term liquidity pressure on the bank. We believe the bank has the

ability to attract more deposits, if required, benefiting from its strong margin.

SUPPORT RATING AND SUPPORT RATING FLOOR FOR HBL

The Support Rating and Support Rating Floor of HBL reflect Fitch's view that, while support for the

group from the New Zealand sovereign is possible, it cannot be relied on. We believe the group's

small size and the existence of the open bank resolution scheme lowers the propensity of the

sovereign to support its banks. The scheme allows for the imposition of losses on depositors and

senior debt holders to recapitalise a failed institution.

HAG

HAG's IDRs are driven by institutional support from its parent, HGL, which fully owns HAG. We

believe HAG, which holds the group's Australia business, is a strategically important part of HGL

and has strong management synergies with the parent and benefits from being part of the wider

group.

HAG's IDR is notched down once from the parent's IDR to reflect our view that, while HAG is

important to the group, its small size means that it is not a key and integral part of the business.

HAG's Support Rating reflects Fitch's view that there is high probability of support from HGL, if

required.



RATING SENSITIVITIES

IDRS, VIABILITY RATING AND SENIOR DEBT RATING FOR HGL AND HBL

Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade:

The IDRs, Viability Rating and senior debt ratings of HGL and HBL could be downgraded should the

bank substantially increase its risk appetite, possibly in an effort to improve the franchise, resulting

in significant deterioration of its financial profile during an economic downturn, including:

- Stage 3 loans/gross loans of HGL increasing above 4% for a sustained period;

- operating profit/risk-weighted assets of HBL falling below 1% for a sustained period; or

- the common equity Tier 1 ratio of HBL declining below 10.5% without a credible plan to replenish

regulatory capital buffers.

A downgrade of the operating environment score to 'a-' is unlikely to be sufficient by itself to result

in a downgrade of the ratings.

The Short-Term IDRs would only be downgraded if the Viability Rating were to be downgraded by

at least two notches.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade:

Positive rating action is unlikely in the short-term given the challenges from the economic

recession as a result of the coronavirus. It would also require a substantial improvement in the

bank's franchise, an improved funding profile and no compromise in risk appetite.

The Short-Term IDRs may be upgraded to 'F2' if we revised our funding factor score to 'bbb+', from

the current 'bbb'. This would require that HGL consistently maintain a loan/deposit ratio of less

than 110%.

Fitch expects HGL's ratings to remain equalised with those of HBL in the short to medium term.

However, bottom-up analysis of the group will be required for HGL's ratings should HAG become a

more material part of the group.

SUPPORT RATING AND SUPPORT RATING FLOOR FOR HBL

Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade:

The Support Rating and Support Rating Floor are already at the lowest level on Fitch's rating scale

and cannot be downgraded further.



Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade:

The Support Rating and Support Rating Floor are sensitive to any change in assumptions around

the propensity or ability of the New Zealand government to provide timely support. An increased

propensity to support would be required for an upgrade, but appears unlikely given the resolution

framework in place.

HAG

Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade:

Weakening in the propensity or ability of HGL to provide support to HAG is likely to result in

lowering of HAG's IDRs and Support Rating.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade:

An upgrade of HGL's IDR could be reflected in the rating of HAG.

Best/Worst Case Rating Scenario

International scale credit ratings of Financial Institutions issuers have a best-case rating upgrade

scenario (defined as the 99th percentile of rating transitions, measured in a positive direction) of

three notches over a three-year rating horizon; and a worst-case rating downgrade scenario

(defined as the 99th percentile of rating transitions, measured in a negative direction) of four

notches over three years. The complete span of best- and worst-case scenario credit ratings for all

rating categories ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are based

on historical performance. For more information about the methodology used to determine

sector-specific best- and worst-case scenario credit ratings, visit https://www.fitchratings.com/site/

re/10111579.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

Public Ratings with Credit Linkage to other ratings

The ratings of HAG are linked to the ratings of HGL.

ESG Considerations



The highest level of ESG credit relevance, if present, is a score of 3. This means ESG issues are

credit-neutral or have only a minimal credit impact on the entity(ies), either due to their nature or

to the way in which they are being managed by the entity(ies). For more information on Fitch's ESG

Relevance Scores, visit www.fitchratings.com/esg.

Heartland Australia Group Pty Ltd; Long Term Issuer Default Rating; Affirmed; BBB-; RO:Sta

; Short Term Issuer Default Rating; Affirmed; F3

; Support Rating; Affirmed; 2

Heartland Group Holdings Limited; Long Term Issuer Default Rating; Affirmed; BBB; RO:Sta

; Short Term Issuer Default Rating; Affirmed; F3

; Local Currency Long Term Issuer Default Rating; Affirmed; BBB; RO:Sta

; Local Currency Short Term Issuer Default Rating; Affirmed; F3

; Viability Rating; Affirmed; bbb

Heartland Bank Limited; Long Term Issuer Default Rating; Affirmed; BBB; RO:Sta

; Short Term Issuer Default Rating; Affirmed; F3

; Local Currency Long Term Issuer Default Rating; Affirmed; BBB; RO:Sta

; Local Currency Short Term Issuer Default Rating; Affirmed; F3

; Viability Rating; Affirmed; bbb

; Support Rating; Affirmed; 5

; Support Rating Floor; Affirmed; NF

----senior unsecured; Long Term Rating; Affirmed; BBB

----senior unsecured; Short Term Rating; Affirmed; F3

Contacts:

Primary Rating Analyst

George Hong,

Director

+61 2 8256 0345

Fitch Australia Pty Ltd

Level 15 77 King Street

Sydney NSW 2000

Secondary Rating Analyst

Tim Roche,

Senior Director

+61 2 8256 0310



Committee Chairperson

Heakyu Chang,

Senior Director

+822 3278 8363

Media Relations: Peter Hoflich, Singapore, Tel: +65 6796 7229, Email:

peter.hoflich@thefitchgroup.com

Leslie Tan, Singapore, Tel: +65 6796 7234, Email: leslie.tan@thefitchgroup.com

Additional information is available on www.fitchratings.com

Applicable Criteria

Bank Rating Criteria (pub. 28 Feb 2020) (including rating assumption sensitivity)

Non-Bank Financial Institutions Rating Criteria (pub. 28 Feb 2020) (including rating assumption

sensitivity)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Status

Endorsement Policy

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE

READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:

HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, THE

FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-DEFINITIONS-DOCUMENT DETAILS

FITCH'S RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING

DEFINITIONS RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE

AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,

CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES

AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.

DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT

HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER

PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS

SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY

CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

/app.fitchconnect.com/search/research/article/RPT_10110041
/app.fitchconnect.com/search/research/article/RPT_10110170
/app.fitchconnect.com/search/research/article/RPT_10110170
https://www.fitchratings.com/site/dodd-frank-disclosure/10121896
https://www.fitchratings.com/site/pr/10121896#solicitation
/app.fitchconnect.com/search/research/article/PR_10121896#endorsement_status
https://www.fitchratings.com/regulatory
https://www.fitchratings.com/UNDERSTANDINGCREDITRATINGS
https://www.fitchratings.com/rating-definitions-document
https://www.fitchratings.com/site/regulatory
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retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing

and maintaining its ratings and in making other reports (including forecast information), Fitch

relies on factual information it receives from issuers and underwriters and from other sources

Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information

relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of

that information from independent sources, to the extent such sources are available for a given
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third-party verification it obtains will vary depending on the nature of the rated security and its
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The information in this report is provided "as is" without any representation or warranty of any

kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of

the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness
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named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a

substitute for the information assembled, verified and presented to investors by the issuer and its

agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any

sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment

on the adequacy of market price, the suitability of any security for a particular investor, or the

tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees
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guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to

vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its

name as an expert in connection with any registration statement filed under the United States

securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the

securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing

and distribution, Fitch research may be available to electronic subscribers up to three days earlier

than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian financial services license (AFS license no. 337123) which authorizes it to provide credit

ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to

be used by persons who are retail clients within the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally

Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit

rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit

ratings on behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit

rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings

issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO

personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced

outside the EU may be used by regulated entities within the EU for regulatory purposes, pursuant

to the terms of the EU Regulation with respect to credit rating agencies, can be found on the EU

Regulatory Disclosures page. The endorsement status of all International ratings is provided within

the entity summary page for each rated entity and in the transaction detail pages for all structured

finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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