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. ) _ _ Primary contact
MELBOURNE (S&P Global Ratings) May 20, 2025--S&P Global Ratings today assigned its 'BB+'

long-term issue rating to proposed subordinated capital notes of NZ$170 million issued by leva Erkule
Chorus Ltd Melbourne

' 61-3-9631-2085
The proposed issuance of capital notes is intended to replace some of the existing securities ieva.erkule

issued by Chorus related to National Infrastructure Funding and Financing (NIFF, a New Zealand @spglobal.com

government-owned entity). Chorus received New Zealand government funding of about NZ$1.3
billion in the form of NIFF securities (debt and equity-like securities) to finance construction
costs of its ultra-fast broadband rollout.

Secondary contact
Richard P Creed

Melbourne

The funds raised from this offering will be used jointly to: 61-3-9631-2045

. . richard.creed
e Repay a NZ$85.3 million debt tranche of NIFF securities that are set to mature on June 30,

2025; and

@spglobal.com

e Refinance a NZ$85.3 million tranche of equity NIFF securities required to begin paying
distributions from July 1, 2025.

Key considerations of our assessment of these hybrid capital notes are:

e We assess the subordinated capital notes as having the key features for intermediate equity
content (therefore, we treat 50% of the intermediate equity content securities as equity
when calculating our credit metrics).

e However, we expect the hybrid capitalization ratio post the capital notes issuance to exceed
our 15% threshold.

¢ We have rated the issuance of NZ$170 million two notches below the long-term issuer credit
rating on Chorus (BBB/Stable/--) to reflect the hybrid notes subordination and the company's
ability to defer interest payments.

Notwithstanding our assessment of intermediate equity content on proposed capital notes
issuances, we will treat any amount exceeding the 15% hybrid capitalization threshold as 100%
debt in our adjusted credit metrics.
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Our assessment of intermediate equity content is based on our view that the capital notes meet
our criteria in terms of subordination, loss absorption, cash preservation, and sufficiently long
effective maturity, with optional coupon deferability.

Another consideration of intermediate equity content is Chorus' stated intention to maintain
the capital notes as a key feature of its capital structure over the long term, despite not having
a legal obligation to replace these capital notes. As such, in the event this issue was to be
redeemed (on a qualifying reset date) we would expect a replacement issuance on substantially
the same terms and conditions.

If Chorus deviates from its intention to retain these capital notes as loss-absorbing capital over
the longer term, this would adversely affect our view of equity-like characteristics of the
company's hybrid instruments. Accordingly, we are likely to revise our assessment and treat
them as debt.

The subordinated capital notes have a final maturity of 31years, i.e., June 3, 2056, with a 25
basis points (bps) step-up in year 11 (2036) and another 75 bps step-up in year 26 (2051). While
our long-term issuer credit rating on Chorus is in the 'BBB' rating category or higher, we will
reclassify the capital notes as having no equity content from intermediate when the period
remaining to effective maturity is less than 20 years (2031).

We note Chorus retains the option to defer coupons by up to five years under the terms of the
issuance. If the company were to defer any coupon payment, a dividend stopper would apply,
preventing Chorus from paying any equity dividends, distributions, or capital returns. This would
persist until the company pays all the outstanding cumulated deferred interest on the capital
notes. We view this settlement pusher feature as neutral because it does not restrict the
issuer's ability to start deferring interest on these capital notes.

We expect Chorus to manage financial obligations related to its outstanding NIFF securities
such that they are neutral for Chorus' financial profile. As part of its capital management
strategy, Chorus plans to refinance the NIFF securities through similar equity-like instrument
issuances if they redeem the outstanding ones. This includes:

e The NIFF equity securities of total NZ$768.5 million; an increasing portion of these will attract
dividend payments as follows: NZ$85.3 million in 2025, NZ$197.0 million in 2030, NZ$404.0
million in 2033, and NZ$768.5 million in 2036.

e The NIFF debt securities of total NZ$566.9 million expected to mature as follows: NZ$85.3
million in 2025, NZ$104.7 million in 2030, NZ$166.7 million in 2033, and NZ$210.2 million in
2036.

We believe Chorus is committed to financial discipline and maintaining balance sheet settings
consistent with its policy. The company's capital management objectives include maintaining
balance sheet headroom (net debt to EBITDA of up to 4.75x), compared with a rating threshold
of 5.0x. Our base case forecasts the company's S&P Global Ratings adjusted debt-to-EBITDA
ratio will be about 4.6x in fiscal 2025.

Furthermore, the regulatory framework for Chorus' national fiber network will continue to
support stable and predictable revenue and cash flow underpinning its exceptionally robust
business, in our opinion.
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AUSTRALIA S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global
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