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S&P Global
Ratings RatingsDirect®

Bulletin:

New Government, Similar Budgetary Course In New
South Wales

March 26, 2023

PRIMARY CONTACT

This report does not constitute o rating action Martin J Foo
Malbaurne
SECONDARY CONTACTS
Anthony Walker

. . o . x Malbourna

MELBOURNE (S&F Global Ratings) March 27, 2023--5&F Global Ratings anticipates the incoming

government of New South Wales (NSW), Australia's most populous state, will continue the

previous administration's course of gradual fiscal consolidation. This comes after Labor won

power for the first time since March 2011. Huboota Bkt
Melbourne

Labar's election promises, if fully implemented, are unlikely to move the needle on our 'AA+ rating

on NSW. In the run-up to the March 25 election, the state's independent parliamentary budget

office assessed that Labor's policies would reduce net new borrowing needs by a cumulative

AS2.1 billion over the next four years. This is modest relative to gross state debt of about AS160 Sharad Jain
billion and climbing. A large share of the purported savings will come from pausing certain Melhourne
highway upgrades, slashing spending on contractors, and thinning the senior ranks of the public

service.

Wa sea slight downside risk to the rating from potentially higher averall spending on public sector wages. This spending represents
the state's single largest outlay. The incoming governmeant praposes to abalish an existing "wage cap," though it would maintain
existing targets of 3%-3.5% wages growth in fiscal 2024 (ending June 30) and 2.5% in subsequent years. Wages growth abova these
targets would be permitted with offsetting and budget-neutral "productivity savings," which may be difficult to quantify. If wages
were instead to rise in line with inflation and without countervailing savings, there could be a further delay in the return to operating
surplus. This, in turn, could call info question the quality of the state's financial management.

NSW's budgetary performance is near the weaker end of the spectrum among highly rated peers (see "Subnational Debt 2023:
Australian States Navigate Crosscurrents Of COVID, Coal, And Capex," published Feb. 26, 2023). We still expect the state's debt
burden te continue to rise. A majar driver of NSW's after-capital-account deficits is its hefty infrastructure investment program,
budgeted to exceed A$108 billion over four years (on a cash basis, at nonfinancial public sector level). On this, there is little to
differentiate the major political parties. The new government nas ruled out further "asset recycling” or privatizations, which might
have helped narrow our measure of the after-capital-account deficit but are electorally unpopular,
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New Government, Similar Budgetary Course In New South Wales

Center-left Labor will hold a thin majority, based on the election count at the time of writing. The previous center-right Coalition had
led a minority government since 2027 with the support of several crossbenchers. We note that hung parliaments are not uncommon
in Australian state politics.

Our rating on NSW (AA+/Stable/A-1+) reflects the state's wealthy and diversified economy, excellent financial management, and
exceptional liquidity. On our measures, NSW is likely to return to cash operating surpluses in fiscal 2023, after reporting operating
deficits over the preceding three years. The state government rolled out tens of billions of dollars in public health and business
support measures in response to COVID-19 lockdowns in 2020 and 20271, More recently, revenue upsides have been channeled into
new spending in areas like healthcare and cost-of-living support, slightly delaying the fiscal recovery.

Related Research

e New South Wales (State Of), March 1, 2023
s Subnational Debt 2023: Australian States Navigate Crosscurrents Of COVID, Coal, And Capex, Feb. 26, 2023
s |nstitutional Framework Assessment: Australian States And Territories, May 4, 2022

orporations Act 2001, 5&P

erson in Australia other than a wholesale

ALISTRALIA E&P Global Ratings Austrslia Puy Lid holds Australian financial services license number 337565 under the C
Global R creditratings and related research are not intended for and must not be distributed to

client {as definad in Chapter 7 of the Corporations Act).

any p

www.spglobal.com/ratingsdirect March 26, 2023

2



New Government, Similar Budgetary Course In New South Wales

Copyright © 2023 by Standard & Poor's Financial Services LLC. 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
pricr 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), regardless 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. 8&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. Rating-related publications may be published for a variety of
reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit
rating and related analyses.

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 acknowledgment 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 fram each ather 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 non-public 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 (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.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.
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S&P Global
Ratings

New South Wales (State of)

October 11, 2022

This report does not constitute a rating action.

Credit Highlights

Overview

Credit context and assumptions

Base-case expectations

Economy is maintaining momentum despite rising
headwinds; excellent financial managemant
continues to support ratings.

--The state economy is recuperating from earlier
lockdowns, supparted by high vaczcination coverage
and a low unemployment rate.

--Operating expense control has historically been a
strength, although the latest budget introduces new
spending initiatives that delay the return to surplus,

--Australia's institutional setfings remain extremely
predictable and supportive.

Budgetary performance is recovering, although still
weak compared with peers; larga infrastructure
program to drive dabt higher,

--NSW's operating balance will revert ta surplus after
about four years in deficit. Capital revenues are
tamporarily boosted by a large asset sale, but after-
capital-agcount dafigits remain structurally elevated
atover 10% of revenues,

—Debt continues to rise, As taxation revenue and
pandemic-related spending normalize, new borrowing
will finance a large infrastructure program.

--Liquidity will remain exceptional, bolstered by
strong access to debt capital markets.

RatingsDirect®

PRIMARY CONTACT

Martin J Foo
Melbourne

SECONDARY CONTACTS

Anthony Walker

Malhnirrna

Sharad Jain
Melbourne

Our long-term issuer credit ratings on New South Wales (State of) (NSW) are 'AA+'. Our ratings are supported by NSW's wealthy and
diversified economy, excellent financial management, and exceptional liguidity.

Budgetary performance is gradually improving from a period of weakness. On our measures, NSWis likely to record small cash
operating deficits for four consecutive years over fiscals 2020-2023 (years ending June 30). The state government rolled out tens of
billiens of dollars in public health and business suppart measures in response to COVID-12 cutbreaks in 2020 and 2021. More
recently, new spending in areas like early childhood education and affordable housing will weigh on performance for fiscal 2023.

We expect a return to cash operating surpluses, supporting our stable outlook on the state. NSW has achieved high vaccination
coverage and further lockdowns appear unlikely. Meanwhile, after-capital-account deficits will narrow in line with the impraving

operating position but remain elevated because of the state's histerically large infrastructure pipeline.

www.spglobal.com/ratingsdirect
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New South Wales (State of)

Outlook

The stable outlook reflects our expectation that NSW's budgetary performance will recover during the next few years as its economy
climbs out of a COVID-19-induced downturn. New borrowings will see NSW's debt continue to rise and remain consistent with its
'AA+' rated peers.

Downside scenario

Downward pressure on the ratings could emerge if NSW's financial management weakens or its budget becomes increasingly
constrained due to policy decisions, which could see the government borrow regularly to fund operating expenses.

Downward pressure could also emerge if NSW underperforms our expectations, such that its operating deficits or large after-capital-
account deficits become entrenched, resulting in a steeper rise in debt than we presently forecast. This could occur, for instance, if
NSW further expands its infrastructure program without concomitant revenue growth.

Upside scenario

Upward pressure on the ratings could emerge if NSW's fiscal performance were to substantially exceed our expectations, with
stronger after-capital-account balances. This could result in the state's debt burden falling well below cur present forecast.

Rationale

Economy is maintaining momentum despite rising headwinds; excellent financial management continues to support ratings

NSW's economic fundamentals remain strong. The state economy is recovering from a lockdown in the third quarter of 2021 and
floods in the first quarter of 2022. The labor market is a bright spot. The state's unemployment rate stood at 3.4% in August 2022,
roughly in line with the national average, which itself is near record lows. In addition, by early 2022 the NSW economy had recovered
all the jobs lost during prior lockdowns. NSW has achieved high vaccination coverage, with approximately 86% of its eligible
population (ages 16 and above) double dosed. The state has phased out most of its remaining mask-wearing rules and is soon to
eliminate the last mandatory isolation rules for COVID-19 positive cases.

We see rising headwinds from monetary policy tightening. The Reserve Bank of Australia (RBA) has lifted its policy rate target
aggressively to 2.60%, or by 250 basis points in just six months, in response to surging inflation. We forecast that it will continue
hiking to 3.1% by the end of 2022 (see "Economic Outlook Asia-Pacific Q4 2022: Dealing With Higher Rates," published Sept. 25,
2022). Thisis translating into higher mortgage rates. House prices are declining, after they appreciated strongly during the pandemic,
which we expect will lead to a falloff in NSW's transfer duty revenues,

NSW has the largest subnational economy in Australia, accounting for about one-third of national GDP. Its populace is wealthy by
international standards, with nominal gross state product per capita of about US$58,800 (as of June 30, 2021, based on the year-
average exchange rate). lts economy is services-driven and highly diversified. The state's population stands at about 8.1 million. lts
capital, Sydney, is Australia's largest city and most important commercial hub.

The NSW government's longstanding focus on control of operating expenses contributes to our positive assessment of its financial
management. NSW has successfully implemented several rounds of savings measures and kept public sector wage growth relatively
low. The government has recently lifted its cap on public sector wage growth for the next two fiscal years to 3% from 2.5%, although it
faces pressure for higher pay from public sector unions. NSW has also been a global leader in using its balance sheet to support its
infrastructure strategy.

NSW's Fiscal Responsibility Act 2012 commits the state (at the "general government" level) to keeping operating expense growth
below long-term average operating revenue growth, currently calculated at 5.6% per annum. However, the target will be breached
over fiscal years 2020 to 2022 due to large outlays in response to the pandemic. In its November 2020 budget, NSW also revised the
schedule to fully fund its superannuation (i.e., defined-benefit pension) liabilities, delaying the target date to 2040 from 2030. NSW
will resume making contributions after a two-year suspension, and so the change does not weigh on our credit assessment. Further
delays or reductions in contributions could weaken our view of future budgetary performance or financial management.
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New South Wales (State of)

Supporting NSW's management is the institutional framework within which all Australian states and territories operate. We consider
this framework to be one of the strongest and most predictable for subsovereign governments globally (see "Institutional Framework
Assessment: Australian States And Territories," published May 4, 2022). It promotes a robust management culture and high levels of
financial disclosure and transparency.

Recent ministerial changes do not materially affect NSW's medium-term fiscal trajectory, in our view. The former treasurer, Dominic
Perrottet, was elevated to premier (head of government) in October 2021 following the resignation of his predecessor, and a new
treasurer was appointed at the same time. Budget transparency remains solid. The NSW government produces annual budgets that
include detailed projections for the next four years. It also produces midyear updates and audited final financial outcomes, generally
within four menths of period-end, though there were delays in the last two fiscal years. Accounts are prepared on both a cash and
accrual basis, with public corporations consolidated in these accounts.

Budgetary performance is recovering, although still weak compared with peers; large infrastructure program to drive debt higher

We expect NSW's cash operating position will revert to surplus in fiscal 2024 after four years in deficit. We have pushed back this
surplus target date by a year following recent spending announcements across early childhood education, affordable housing, clean
energy, and flood response. The state government estimates that it has committed A$53 billion since March 2020 in responding to
and recovering from COVID-19, with several billion dollars recouped from the sovereign or from revenues deferred but not lost.
Operating revenue is now rebounding, supported by buoyant labor markets and higher goods-and-services tax (GST) grants from the
sovereign. The June 2022 state budget announced modest tax reform, giving first home buyers a choice between paying transfer duty
or an annual property tax. The state estimates the cost of this reform (in the form of lost revenue) at A$664 million over four years.

We project NSW's after-capital-account deficit will remain above 10% of total revenues. On our measures, NSW's budgetary
performance is relatively weak compared with domestic peers except Victoria (State of) (AA/Stable/A-1+). NSW has large
infrastructure ambitions and is forecasting capital expenditure (on a cash basis) to exceed A$106 billion over the next four years.
About two-thirds of this total is allocated to road, rail, and transport projects, with the remainder spread across health, education,
and other areas. Cur credit analysis is based on NSW's nonfinancial public sector, which consolidates the general government sector
and government-owned corporations. We treat as capital revenue approximately A$11 billion received from the state's sale of its
49% stake in WestConnex, a motorway scheme, in September 2021.

With record levels of public infrastructure investment budgeted across Australia, we see some risk of project delays due to market
capacity constraints and supply chain disruptions. NSW's budget already includes an allowance for A$8 billion of capital slippage in
fiscal 2023. Our forecasts still assume some under-delivery over the next two years.

While the state's infrastructure pipeline will be partially funded by financial assets previously accumulated in the NSW Infrastructure
Future Fund, new borrowing will still be needed. We expect NSW's adjusted tax-supported debt to rise to about 160% of operating
revenue by the end of fiscal 2025, up from 102% in fiscal 2020. The rise in public debt is a common theme across most Australian
states (see "Local Government Debt 2022: Australian State Debt To Breach Half A Trillion Dollars," published March 9, 2022).

NSW's reported debt includes a few billion dollars of lease liabilities and financial liabilities associated with assets acquired using
"service concession" arrangements. Under Australian Accounting Standards Board (AASB) 16 Leases, there has been no distinction
between operating leases and finance leases from fiscal 2020 onward. Australia's public accounting standards in this regard appear
to be more conservative than those of some foreign jurisdictions.

Inour adjusted measure of NSW's tax-supported debt, we deduct assets of the NSW Generations Fund (NGF). The NGF, as described
in the NSW Generations Funds Act 2018, is a sinking fund that sets aside money to reduce future debt. Its balance stood at A$15.2
billion as of April 2022. We apply haircuts to the NGF's noncash assets, reflecting their market price and liquidity risks.

We expect NSW to draw down on the NGF in the near term before it grows again through investment earnings and future
contributions. The NSW government deposited A$11 billion from the WestConnex transaction into the NGF and is using these
proceeds to buy back and retire market debt over a two-year period, starting with $4.3 billion of bonds that matured in March 2022.
This will reduce NSW's gross borrowing needs. At the same time, the government has decided to suspend other contributions into the
NGF in fiscal 2023. This is a temporary change from its previous plan to direct surplus cash, dividends from state-owned
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corporations, and mining royalties into the NGF (see Credit FAQ: How New South Wales' Generations Fund Is Influencing State Credit
Quality, published Aug. 5, 2021).

NSW's liquidity remains robust. We estimate that its total free cash, after funding contracted year-to-date and after applying our
standard haircuts to noncash financial assets, is sufficient to cover about 131% of debt service during the next 12 months. We expect
NSW's debt-servicing needs to comprise about A$11.4 billion in short-term commercial paper, A$4.4 billion of term debt maturing
this fiscal year, and A$4 billion-A$5 billion in annual interest expenses.

We consider NSW to have strong access to external liquidity, reflecting its demonstrated history of issuing bonds in deep and liquid
capital markets. The RBA backstopped the domestic government bond market through a quantitative easing program that ran from
November 2020 to February 2022. It is now allowing its bond holdings to gradually diminish as they mature. We also believe the
Australian government would provide support to states, if needed in a severe stress scenario, as it did in 2009-2010, when it offered
to provide a guarantee over state and territory government borrowing.

We expect NSW's annual interest expenses to remain below 5% of operating revenues despite the recent rise in market yields. New
South Wales Treasury Corp. (TCorp) manages the state's liquidity and external borrowings. Most of TCorp's outstanding debt
issuance is in the form of Australian-dollar fixed-rate benchmark bonds, with a small volume of inflation-linked bonds, floating-rate
notes, and foreign-currency notes. It uses swaps to fully hedge its foreign-currency exposures. TCorp has reduced refinancing risk by
lengthening its maturity profile, and it actively engages in "switches" by buying back bonds nearing maturity and issuing at longer
tenors. TCorp also has A$8.8 billion in green and sustainability bonds on issue.

NSW's contingent liabilities are small and do not weigh on our credit assessment, Reported contingent liabilities stand at about A$2
billion at general government level for fiscal 2022, We also consider the state's share of the liabilities of minority-owned companies
Ausgrid and Endeavour Energy to be potential contingent liabilities.

Selected Indicators

Mil. A$ 2020 2021 2022e 2023bc 2024bc 2025bc
Operating revenue 86,917 92,120 107,561 107,217 107,688 110,548
Operating expenditure 89,002 92,331 110,081 107,857 103,113 103,179
Operating balance (2,085) (211) (2,500) (640) 4,575 7,370
Operating balance (% of

operating revenue) (2.4) 0.2) (2.3 (0.8) 4.2 B.7
Capital revenue 2,629 2,809 13,313 3,510 6,715 6,412
Capital expenditure 21,647 21,688 24,227 26,646 25,488 26,387
Balance after capital (21.003) (18.990) (13,414) (23,677) (14,198) (12,605)
accounts

Balance after capital

accounts (% of total (23.5) (20.0) (1.1} (21.4) (12.4) (10.8)
revenue)

Debt repaid 4,200 3,800 4,400 5,300 7,800 8,800
Gross borrowings 6,600 24,000 25,800 20,615 27,297 26,747
Balance after borrowings (18,603) 1,210 7,986 (8,362) 5,299 5,242
Wbl e e 89,041 111,109 123,263 147,330 163,303 176,754
(outstanding at year-end}

Tax-supperted debt (% of

consolidated operating 102.4 120.6 114.6 137.4 151.6 169.8
revenug)

Interest (% of operating a9 353 29 33 40 L5
revenue)

National GOP per capita (AS) 77,153 80,485 88,546 93,041 94,608 96,556

The data and ratios abave result in part from S&P Global Ratings' own caleulations, drawing on national as well as international sources,
reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy, credibility, and usability of available information. The
main sources are the financial statements and budgets, as provided by the issuer. bc--Base case reflects S&P Global Ratings' expectations of
the most likely scenario. e--Estimate. A$--Australian dollar.
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Ratings Score Snapshot

Key rating factors Scores
Institutional framework 1
Economy 1
Financial management 1
Budgetary performance 4
Liquidity 1
Debt burden 4
Stand-alone credit profile aat
Issuer credit rating Al

S&P Global Ratings bases its ratings on non-U.8S. local and
regional governments (LRGs) on the six main rating factors in
this table. In the "Methodology For Rating Local And Regional
Governments Outside Of The U.S.," published on July 15, 2019,
we explain the steps we follow to derive the global scale foreign
currency rating on each LRG. The institutional framework is
assessed on a six-point scale: 1 is the strongest and 6 the
weakest score. Our assessments of economy, financial
management, budgetary performance, liquidity, and debt
burden are on a five-point scale, with 1 being the strongest
score and 5the weakest.

Key Sovereign Statistics

Sovereign Risk Indicators. An interactive version is available at https://www.spratings.com/sri.

Related Criteria

- Criteria | Governments | International Public Finance: Methadology For Rating Local And Regional Governments Outside Of

The U.S., July 15, 2019

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017
- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

e Default, Transition, and Recovery: 2021 Annual International Public Finance Default And Rating Transition Study, Oct. 4,

2022

e  Economic Research: Economic Outlook Asia-Pacific Q4 2022: Dealing With Higher Rates, Sept. 25, 2022
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¢ Comparative Statistics: Local And Regional Government Risk Indicators: Asia-Pacific LRGs' Post-Pandemic Appetite For
Capital Spending Is Strong, Sept. 22, 2022

s Institutional Framework Assessments For International Local And Regional Governments, Sept. 13, 2022

s Local And Regional Governments Outlook 2022: Life Without Central Government Crutches, July 13, 2022

e  Bulletin: Two Steps Forward, One Step Back For New Scuth Wales Budget, June 20, 2022

¢ Global Ratings List: International Public Finance Entities 2022, June 3, 2022

s [nstitutional Framework Assessment: Australian States And Territories, May 4, 2022

¢ Local Government Debt 2022: Credit Quality Recuperating For Largest Regions In Developed Markets, April 11, 2022

s Local Government Debt 2022: Australian State Debt To Breach Half A Trillion Dollars, March 9, 2022

s Australian States Embark On The Recovery Path, Nov. 29, 2021

e Credit FAQ: How New South Wales' Generations Fund Is Influencing State Credit Quality, Aug. 5, 2021

e  Ratings History List: Asia-Pacific Local And Regional Government Ratings Since 1975, May 29, 2020

Ratings Detail (as of October 11, 2022)*

New South Wales (State of)
Issuer Credit Rating AA+/Stable/A-1+

Issuer Credit Ratings History

06-Dec-2020 AA+/Stable/A-1+
07-Apr-2020 AAA/Negative/A-1+
26-Sep-2018 AAA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings credit ratings on the global scale are
comparable across countries. S&P Global Ratings credit ratings on a national scale are relative to obligors or obligations within that
specific country. Issue and debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

holds Australian financial serv

Irare notintended forand m
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S&P Global
Ratings RatingsDirect®

Credit FAQ:

How New South Wales' Generations Fund Is
Influencing State Credit Quality

August 5, 2021

1 ; - - PRIMARY CREDIT ANALYST
This report doas not constitute a rating action.

Martin J Foo
Investors are displaying growing interest in S&P Global Ratings' analytical treatment of the New Haesane
South Wales Generations Fund (NGF). This follows the June 2021 New South Wales (NSW) state
budgetand New South Wales Treasury Carp.'s (TCorp’s) subsequent announcement of its fiscal
year 2021-2022 borrowing intentions. SECONDARY CONTACTS

Our 'AA+/Stable/A-1+" credit ratings on the Australian state of NSW are supported by factors such Sharad Jain
asits robust management of debt and liguidity. The NSW government is respending to the Melbourne
aftereffects of last year's COVID-19-related recession and the current evolving outbreak in Sydney

by cushioning the econamy through temporary fiscal support and enlarging its infrastructure

investment program. This will see public debt rise sharply, even if prospective asset transactions

eventuate. We expected this when we lowered our rating on the state in December 2020. Anthony Wlkes

Melbourne

The NGF sets aside money to retire debt at some {unspecified) time. We consider such debt

retirement funds, under certain circumstances, to be credit positive. However, the NGF's

projected growth and asset allocation may also engender risks. In forming our views, we will

evaluate whether the state's strategy increases or decreases its overall balance sheet risk, rather Rabeced Hivatin
Melbourne

than looking at the fund in isolation. In this commentary, we address the key questions that have
peen of interest to investors.

Frequently Asked Questions

What is the NGF?

The NGF was established under the NSW Generations Funds Act 2018. It comprises two separate
funds: the NSW Generations (Debt Retirernent) Fund and the NSW Generations (Community
Services and Facilities) Fund.

The Debt Retirement Fund is by far the larger camponent, valued at A$11.3 billion as of Juns 30,
2020 (the end of the fiscal 2018-2020 year). The Community Services and Facilitiss Fund had a
balance of just A$37.6 million at the same date. The two funds are ringfenced from sach other.
This Credit FAQ is primarily concerned with the Debt Retirement Fund (DRF). For clarity, we will
use the term "ORF" rather than the broader New South Wales Generations Fund(s).
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Credit FAQ: How New South Wales' Generations Fund Is Influencing State Credit Quality

As outlined in its enabling legislation, the DRF's purpose is "to provide funding to reduce the debt
of the state." State budget documents describe the fund as supporting intergenerational equity by
"ensuring future generations are not burdened with excessive debt."

Money may be paid into the DRF by parliamentary appropriation or ministerial direction. In
addition, the DRF's own investment returns, inccme from certain "relevant NSW equity interests,"
and any proceeds from the sale of such equity interests are automatically paid into the DRF. The
legislation names Roads Retained Interest Pty Ltd. (RRIPL) as a relevant equity interest. RRIPLisa
government-owned corporation that holds NSW's 49% stake in WestConnex Group, which is
building Australia's largest road infrastructure project.

Payments out of the DRF can only be made for retiring debt or for administrative expenses relating
to the control and management of the fund.

How does S&P Global Ratings treat the DRF when calculating NSW's debt
metrics?

In assessing state, local, and regional government credit ratings, we use a measure called
tax-supported debt. This includes market and nonmarket borrowings as well as other debtlike
obligations, such as lease liabilities. For Australian states, we alsc consolidate the debt of public
nonfinancial corporations, such as state-owned water utilities. Butin our measure of NSW's
tax-supported debt, we deduct the balance of the DRF. This is the same treatment we apply to the
Canadian Province of Québec, which established its Generations Fund in 2006. We do not adjust
our interest expense metric.

We apply this treatment only in limited situations in which a rated entity establishes a debt
retirement fund under legislation and when drawdowns are restricted to debt repayment and not
any ordinary spending.

Does this mean S&P Global Ratings measures indebtedness the same way the
NSW government does?

We do not adopt NSW's own measure of net debt. All Australian states report net debt as an
important budget aggregate. This is usually at "general government” level, which excludes public
corporations. Many also set self-imposed fiscal rules or targets that are expressed in net debt
terms.

In the case of NSW, financial assets incorporated in the state's own calculation of net debt include
the DRF as well as multiple other state investment funds, such as the NSW Infrastructure Future
Fund (NIFF), Social and Affordable Housing Fund, and Treasury Managed Fund. Each of these
funds serves a different policy purpose. Because we subtract only the balance of the DRF, our
adjusted measure of NSW's tax-supported debt will arithmetically be higher than the state's
reported net debt (charts 1a and 1b).
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Chart 1a

NSW's Reported Net Debt Is Set To Climb...
Gross debt and net debt at NFPS level
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f--Forecast. Bil.--Billion. The fiscal year ends on June 30. Source: NSW budget papers and
annual reports.

Chart 1b

And Our Measure Of Offsetting Financial Assets Is Narrower
Gross debt and S&P tax-supported debt at NFPS level
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Charts 1Ta and 1b are indicative only. The medium-term rise in NSW's debt will probably be
shallower than forecast if the state under-delivers on its capital budget, as is common. But
downside risks in the short run are heightened because of the evolving coronavirus outbreak in
Sydney, discussed further below.

How does S&P Global Ratings project the future growth of the DRF and are
there upsides to the trajectory presented in the NSW budget?

In late 2018, NSW deposited A$10 billion into the DRF. The fund will grow through further
contributions and investment returns. Its long-term return objective is 4.5% p.a. above inflation,
over rolling 10-year periods. For our own forecasts, we may apply different rate-of-return
assumptions to those used by NSW. The fund's most recent annual report shows it has a
diversified asset class mix, with 40.1% allocated to equities, 22.5% to other liquid assets, 14.2%
to credit, 11% to direct assets, and 12.2% to cash.

The state's projections for growth of the DRF have been continually revised upward (chart 2), with
the latest budget forecasting that its balance will exceed A$90 billion within a decade. This is
occurring because in the years since the DRF's inception, NSW has progressively committed to
diverting more and more revenue items into the DRF. For instance, the November 2020 budget
promised to redirect "surplus cash," future dividends from state-owned corporations, and future
mining royalties into the DRF. The June 2021 budget added future TCorp dividends and income
tax-equivalent receipts to this list.

Chart 2

NSW's Debt Retirement Fund Projections Have Been Repeatedly Revised
Upward
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Copyright @ 2021 by Standard & Poor's Financial Services LLC. All rights reserved.

We expect that other, unbudgeted contributions will further enlarge the DRF. For instance, the
projections in chart 2 do not include proceeds from the impending sale of NSW's 49% stake in
WestConnex, though they do include distributions from RRIPL that will continue to be earned if the
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divestment does not transpire. Because WestConnex (via RRIPL) is identified as a "relevant NSW
equity interest" under the NGF legislation, its sale proceeds will be deposited into the DRF. We
therefore believe the proceeds won't be used to reduce the size of TCorp's borrowing task or
"recycled" into near-term infrastructure investment, though debt paydowns remain an option.

In addition, NSW announced in November 2020 a scoping study into monetizing its lotteries duty
revenue stream. According to the accompanying media release, consideration will be given to
placing cash proceeds from this monetization into the DRF, too.

We note that in NSW's cashflow statements, payments into the DRF are recorded "below the line"
as purchases of "investments in financial assets for liquidity purposes.” The sums in this row have
been revised upward in the June 2021 budget. The increases partly reflect decisions to redirect
more cash and future revenues into the DRF, as discussed above. However, transactions related to
NSW's various other investment funds are also reported here. For instance, the June 2021 budget
describes the establishment of a Snowy Hydro Legacy Fund in mid-2021, with seed funding of A$2
billion. The reinvestment of in-year returns from the state's funds flows through this line as well.
As such, the cashflow sums alone should not be taken as an estimate of how much money is being
diverted into the DRF.

Does S&P Global Ratings believe NSW is borrowing money to invest in
high-risk financial assets?

If a government were to borrow to invest in financial assets, in our view, this would weaken its
credit risk profile. This is distinct from borrowing to fund real infrastructure or to prefund
upcoming debt maturities.

The NGF's enabling legislation does not allow the state to directly borrow money to place into the
DRF. However, cash is fungible. NSW is running cash deficits and concurrently rerouting cash into
the DRF that might otherwise be used to meet immediate spending needs. In turn, this means it
must borrow more than would otherwise be required to plug the deficit. We therefore think the
corollary to recent decisions to tip more monsy into the DRF is that NSW's gross debt and its
financial assets are expanding at a faster pace. This may be roughly neutral on our adjusted
tax-supported debt measure and neutral in net debt terms, but not neutral for balance sheet risk
or consequently the credit rating.

Market participants have construed the DRF as a carry trade. According to NSW budget
documents, the DRF has a high allocation to growth assets because of its long-term investment
horizon. It is thus different to several other state investment funds, such as the NIFF, which keeps
two-thirds of its portfolio in defensive assets (i.e., liquid cash and bonds) to meet short- to
medium-term capital spending needs.

The NSW government acknowledges the varying risk-return profiles of its different investment
funds. For instance, the February 2021 half-year review explains that "the state's growing pool of
financial assets increases the impacts of financial market volatility on the state's balance sheet ...
While market risk can be mitigated through portfolio diversification and ensuring only appropriate
levels of risk are taken, significant unexpected shifts in market performance, such as during the
months of February and March 2020, can impact the state's financial assets and net debt." We
agree with this assessment, noting that any market volatility would also tend to affect our
measure of NSW's tax-supported debt in a procyclical way.
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What are the implications for the state's credit quality?

In forming our views, we will consider whether the state's actions increase or decrease its overall
balance sheet risk, rather than looking at the DRF in isolation. We think the creation of the DRF
was logical--it was established at a time when NSW's debt burden was significantly lower, at
about 60%-70% of operating revenues, and seeded with A$3 billion of surplus cash and A$7 billion
from the first WestConnex transaction. But the rapid projected growth of the fund toward A$90
pillion, at a time when NSW is also incurring substantial deficits, may accentuate exposure to
market risks.

To ensure potential market risks are factored into our credit assessment, we may alter our
valuation of the DRF's assets when calculating the state's adjusted debt, revert to measuring
tax-supported debt without the deduction, or factor these risks elsewhere in the credit rating
construct. We already adjust or haircut other financial assets (not just for NSW, but for all state,
local, and regional governments) when calculating debt-service coverage as part of our liquidity
assessment to account for the fact that certain assets may be illiquid or devalued in a stress

scenario.

In cases where a government's exposure to market risks becomes excessive, in our view, we may
lower its financial management and/or debt burden assessments. U.K. councils are a more
extreme case in point. Several have borrowed to support the acquisition of commercial real estate
investments, drawing scrutiny from the former Public Works Loan Board (see "Institutional
Framework Assessment: U.K. Local And Regional Government: Local Authorities," published Oct.
9, 2020).

We will apply similar principles to other rated entities but assess them on a case-by-case basis.
By way of comparison, Québec's Generations Fund is comparable in size to the DRF, with a book
value of C$11.9 billion as of March 31, 2021. (Québec's outstanding debt stock is much larger than
NSW's, at about C$264 billion.) The Québec government (AA-/Stable/A-1+) projects it to reach
C$30.3 billion by 2026. The Québec Generations Fund has a similar target mix of diversified assets
in its investment policy to the DRF. We note, too, that the Australian state of Queensland recently
established a debt retirerment fund (Queensland Future Fund) of its own.

Does the DRF constrain NSW's fiscal options?

We believe the DRF gives NSW more latitude to manage its debt burden in the long run because it
can choose to retire or buy back debt at opportune times. The state's net financial worth will also
grow so long as investment returns exceed the cost of borrowing. However, we think the
hypothecation of future revenue streams to the DRF could curtail NSW's budgetary flexibility. The
sums earmarked for the DRF are relatively minor, representing a few billion dollars out of annual
state operating revenues in the order of A$90 billion. But if they grow materially, we may reflect
this in a weaker budgetary performance assessment.

A cash operating surplus, which we expect NSW to achieve soon,'ordinarfiy denotes a
government's ability to cover its operating expenses with operating revenues. In the case of NSW,
though, a small surplus may still imply a need to borrow to meet recurrent spending because
some revenues will be diverted into the DRF. In addition, a provision in the NGF legislation allows
the treasurer to direct "windfall tax revenue in excess of budget forecasts" into the DRF. This
could mean that unanticipated improvements in NSW's tax intake will not translate into smaller
borrowing tasks. Again, if this occurs, we may consider revising cur budgetary performance
assessment.
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Are changes to the DRF's governance material to the way that S&P Global
Ratings evaluates it?

We view as robust the current governance of the DRF and legislated rules that it can be used only
to repay debt. Imminent changes to its governance and the dissolution in 2020 of the NGF's
advisory board are therefore credit neutral. A bill before the NSW state parliament purports to
increase transparency by requiring any government that wants to draw on the DRF to report those
drawdowns to parliament. We note that the NGF already publishes an annual report and audited
financial statements for both of its constituent funds.

How does the Greater Sydney lockdown affect NSW's finances?

While NSW had been virtually coronavirus-free over the fiscal 2020-2021 year, setting the scene
for a strong economic recovery, a recent outbreak of the highly contagious Delta variant has
flipped the script. In late June, the state government reintroduced strict stay-at-home crders for
Greater Sydney. This region encompasses one-fifth of Australia's population. The lockdown is
scheduled to last until at least the end of August.

We anticipate more fiscal relief if the lockdown extends beyond August. The federal and state
governments have so far announced a support package that includes direct cash grants and

temporary taxation relief. The cost of NSW's announcements totaled about A$4.1 billion as of July.

In addition, there will be a hit to NSW's own-source revenue and future grant receipts from the
drag on economic activity, pointing to downside risk to the state's deficit forecast for fiscal year
2021-2022.

Meanwhile, the Reserve Bank of Australia has stuck to its timeline for tapering bond purchases
from September, signaling confidence in the economy's ability to bounce back quickly and in
governments' access to debt funding markets. We agree that the economy has proven resilient to
damage from past lockdowns (see "Australia Lockdowns Unlikely To Delay Fiscal Repair,"
published Aug. 4, 2021).

We believe NSW can manage the costs of the current lockdown, provided it is not prolonged for
many months, at its current 'AA+' rating. However, occasional outbreaks and stop-start,
circuit-breaker lockdowns will remain a concern for all Australian states through the remainder of
2021, especially as the national vaccination effort has been torpid (chart 3). Under a plan agreed
by National Cabinet on July 30, lockdowns will become less likely only once 70%-80% of the adult
population (equivalent to about 56%-64% of the total population) is fully vaccinated.

www.spglobal.com/ratingsdirect

August 5, 2021

7



Credit FAQ: How New South Wales' Generations Fund Is Influencing State Credit Quality

Chart 3

Australia's Vaccination Rollout Has Lagged Global Peers
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The percentage of population covered divides doses administered for each vaccine type by the number of
doses required for full vaccination. Source: Bloomberg Vaccine Tracker as of August 3, 2021.
Copyright © 2021 by Standard & Poor's Financial Services LLC. All rights reserved.

Related Research
- Australia Lockdowns Unlikely To Delay Fiscal Repair, Aug. 4, 2021
- New South Wales's Medium-Term Budget Tracking Broadly As Expected, June 22, 2021

- New South Wales Ratings Lowered To 'AA+' On COVID-19-Induced Rising Debt Burden; Outlock
Stable, Dec. 7, 2020

- New South Wales Treasury Corp. Long-Term Rating Lowered To 'AA+' After Similar Action On
Australian State; Stable, Dec. 7, 2020

- Institutional Framewcrk Assessment: U.K. Local And Regional Government: Local Authorities,
Oct. 9, 2020

S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations
Act 2001. S&P Global Ratings' 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.spglobal.com/ratingsdirect August 5, 2021



Credit FAQ: How New South Wales' Generations Fund Is Influencing State Credit Quality

Copyright ® 2021 by Standard & Poor's Financial Services LLC. 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), regardless 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 “asis”
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. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committess, including, but not limited to, the publication of a periodic update cn a
credit rating and related analyses.

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 acknowledgment 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 non-public 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 (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.

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

www.spglobal.com/ratingsdirect August 5, 2021



GOVERNMENT

Treasury

Attachment B — Relevant Credit Opinions and Research Reports

5. Fitch —1 November 2022 — Credit Opinion



11/1/22, 9:57 PM Fitch Affirms New South Wales and New South Wales Treasury Corporation at 'AAA"; Outlook Stable

FitchRatings

RATING ACTION COMMENTARY

Fitch Affirms New South
Wales and New South Wales

Treasury Corporation at
'AAA’; Outlook Stable

Tue 01 Nov, 2022 - 5:42 AMET

Fitch Ratings - Sydney - 01 Nov 2022: Fitch Ratings has affirmed the Long-Term
Foreign- and Local-Currency Issuer Default Ratings (IDRs) for the State of New South
Wales (NSW) and New South Wales Treasury Corporation (TCorp) at 'AAA. The Outlook
is Stable. Fitch has also affirmed Short-Term Foreign- and Local-Currency IDRs of 'F1+'
for the two entities.

The ratings on all of TCorp's outstanding senior unsecured bonds and notes, and its
Commonwealth of Australia-guaranteed bond have also been affirmed at '"AAA. Fitch
has also affirmed the short-term rating of 'F1+' for TCorp's USD10 billion commercial
paper programme and all issuance under the programme.

The ratings are based on NSW's Standalone Credit Profile (SCP) of 'aaa) which Fitch has
assigned under our International Local and Regional Governments (LRG) Rating Criteria
from a combination of a 'Stronger' risk profile and debt sustainability score in the 'aa’
category.

Fitch classifies Australian states and territories (states) as 'Type A' LRGs based on their
structural attributes, such as their material share of general government expenditure,
including responsibilities for health and education spending, tax-sharing arrangements
with the federal government and the ability to incur and sustain budgetary deficits.

https:/iwww.fitchratings.com/research/international-public-finance/fitch-affirms-new-south-wales-new-south-wales-treasury-corporation-at-aaa-ou. ..
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We regard TCorp as a government-related entity (GRE) under our Government-Related
Entities Rating Criteria. The criteria include an equalisation factor for entities that
receive a guarantee from a government sponsor for a majority of their debt obligations
(more than 75%), which is applied to our rating assessment of TCorp on the basis of the
full NSW government guarantee. As a result, the key rating drivers reflect those of the
state.

KEY RATING DRIVERS

Risk Profile: 'Stronger’

We evaluate NSW across six key risk factors, which we assess as 'Stronger' or
'Midrange’. We do not assess any factors as 'Weaker'. The 'Stronger' assessment reflects
anegligible risk that the issuer's ability to service debt with its operating balance may
weaken over the scenario horizon to FY26 due to revenue that is below or expenditure
that is above our expectations, or because of an unanticipated rise in liabilities or debt-

servicing requirements.

Revenue Robustness: 'Stronger'

The NSW economy contributes around a third of national GDP and is key to Australia's
(AAA/Stable) strong and sustained record of economic growth. The economy is diverse,
with a large services sector, high wealth levels and stable employment base -
unemployment is currently at record lows and supports the state's recovery from the
pandemic downturn. Economic growth generally tracks in line with national growth and

prospects for continued growth are strong.

The state's primary revenue sources are federal grants, which are distributed under a
well-established and stable transfer system and contributed around 39% of the state's
total reported revenue in FY21. State taxes formed another 39% of NSW's reported
revenue, The state's Fitch-adjusted total revenue CAGR for FY17-FY21 was 3.3%,
compared with its GDP growth of 3.5% and national GDP growth of 4.5%.

Revenue Adjustability: 'Stronger'

Australian states have unrestricted ability to adjust own-source revenue, but they
typically avoid major changes due to political pressure or to remain competitive with
domestic peers. The large portion of federal transfers restrains budgetary flexibility,
although NSW has high revenue independence and fiscal autonomy relative to domestic
peers due to its large economy and taxpayer base. We estimate that additional revenue

that can be raised via tax adjustments would cover over 200% of a reasonably expected
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decline in revenue, without unduly restricting household budgets. This supports the
‘Stronger' assessment.

Expenditure Sustainability: 'Stronger’

States' expenditure responsibilities cover a major portion of total government spending,
including education and healthcare. We view these as typically predictable with low
cyclicality. Social welfare is covered by the central government, which reduces major
counter-cyclical spending by states. NSW is committed to fiscal discipline and aims to
limit expenditure growth to below revenue growth.

Despite current spending pressures related to the pandemic, natural disaster recovery
and the rising cost of living, we believe the state's history of strong financial
management and fiscal discipline will result in tight long-term expenditure control,
leading to the 'Stronger' assessment.

Expenditure Adjustability: ‘Midrange'

Australian states have high autonomy over their delivery of public services, although
broad expenditure responsibilities restrict spending flexibility. We estimate that around
80% of NSW's total costs are inflexible, which is within our criteria threshold of
between 70% and 90% for a '"Midrange' assessment of expenditure adjustability.

Staff costs contribute around half of total Fitch-adjusted operating expenditure, and key
public services of health and education comprise around 47% of the state's total
expenditure. NSW has limited flexibility to reduce these costs. Capital spending
accounts for around 17% of NSW's total spending and provides some budgetary
flexibility via the ability to reduce or defer capital projects, supporting our 'Midrange'
assessment.

Liabilities & Liquidity Robustness: 'Stronger'

NSW!'s strong debt and liquidity management is reinforced by its sophisticated financing
vehicle - TCorp - and robust risk management and governance settings. TCorp has
established access to domestic and international debt markets with a deep and
diversified investor base providing strong demand for its securities. Foreign-exchange
risk is effectively hedged and borrowings are mainly on fixed rates to minimise interest-
rate risk. The debt profile is long-dated, with well-distributed maturities. Debt servicing
is manageable despite rising interest rates, and supported by an effective capital
management framework.
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Liabilities & Liquidity Flexibility: 'Stronger’

NSW has strong access to liquidity via large internal liquidity resources and ready
access to domestic and international debt markets via TCorp. Demand for TCorp's large
and frequent debt issuance is supported by its diverse investor base and the state's
strong credit profile. TCorp maintained market access during the pandemic-induced
market volatility in 2020 and 2021, and it was able to extend its weighted-average debt
maturity to 6.5 years by late 2020 (from five years in 2017) by issuing long-dated bonds.
The average debt maturity has since slightly shortened to 6.2 years at FYE22.

Debt Sustainability: 'aa category'

The debt sustainability assessment is based on a rating case scenario over five years to
FY26 incorporating economic, fiscal and debt projections through an economic cycle,
including headroom for downside risk. The primary metric used for Type A LRGs is the
economic liability burden, which combines the state's net adjusted debt and a pro rata
share of federal debt, relative to state GDP (the pro rata share of federal debt is
calculated based on a mix of the state's shares in the nation's GDP and population). The
metric therefore incorporates a possible trajectory of federal debt over the scenario
horizon in addition to the LRG's debt.

Under our rating case, the economic liability burden will rise in each year to FY26,
although at a slowing rate, to be 65.0% in FY26, from 59.8% in FY21. The trend of the
metric over the rating case reflects a continued economic rebound and stabilisation in
growth, gradual recovery in NSW's fiscal performance and continued rise in borrowings
at both the state and federal levels driven by pandemic-related spending in the health
response and economic stimulus measures. The metric remains comfortably within the
'aa’ debt sustainability category range of 40%-70% across all rating case periods.

Fitch regards the payback ratio (operating balance/net adjusted debt) as the key
secondary metric. The payback ratio will improve to 26.4x in FY26 under our rating case
scenario, from-920.2x in FY21. This is in the 'b' category.

The debt sustainability assessment is driven by the primary metric for Type A LRGs on
account of their sovereign-like attributes, including the ability to incur and sustain
deficits. We do not believe the weaker payback ratio warrants an override to the 'aa’
debt sustainability score, indicated by the primary metric.

DERIVATION SUMMARY

The ratings are based on NSW's SCP of 'aaa), assigned as a combination of a 'Stronger'
risk profile and debt sustainability score in the 'aa’ category.
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TCorp is an integral component of our rating assessment of NSW, given its critical
function within the state's financial management framework. TCorp issues debt on
behalf of the NSW government and state authorities and provides investment-
management and financial risk-management services for the state, including managing a
large portion of the state's financial assets. We consider the credit profile of TCorp as
inherently linked to that of the NSW government due to its central role in the state's
financial management and full state guarantee of its debt obligations.

TCorp's ratings are equalised with NSW's ratings under our GRE criteria based on the
full debt guarantee by the state.

Short-Term Ratings

NSW is automatically assigned a Short-Term IDR of 'F1+' as its corresponding Long-
Term IDR lies between 'AAA' and 'AA-. This is based on the short-term ratings

correspondence contained within the local and regional government rating criteria.

Risk Profile:

Revenue Robustness:

Revenue Adjustability:
Expenditure Sustainability:
Expenditure Adjustability:
Liabilities and Liquidity Robustness:
Liabilities and Liquidity Flexibility:
Debt sustainability:

Support (Budget Loans):

Support (Ad Hoc):

Asymmetric Risk:

Sovereign Cap:

Sovereign Floor:

Quantitative assumptions - Issuer Specific

Fitch's rating case is a "through-the-cycle" scenario, which incorporates a combination
of revenue, cost and financial risk stresses. It is based on FY17-FY21 figures and FY22-
FY26 projected ratios. The key assumptions for the scenario include:

- Operating revenue CAGR of 4.3% in FY22-FY26 (FY17-FY21: 3.1%);
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- Operating expenditure CAGR of 2.4% in FY22-FY26 (FY17-FY21: 6.2%);

- Net capex to average AUD15.3 billionin FY22-FY26 (FY17-FY21: AUD11.1 billion);

- Cost of funds to average 3.7% in FY21-FY25 (FY21: 3.3% Fitch-estimated average cost
of funds).

Liquidity and Debt Structure

Fitch's calculation of the state's net adjusted debt includes senior unsecured debt and
other liabilities that we consider debt-like, such as public-private partnerships, leases,
service concessions and superannuation liabilities, and nets out the state's debt
retirement fund, cash and short-term liquid investments.

Net adjusted debt for FY21 is derived as follows: direct debt (AUD76.5 billion) + other
Fitch-classified debt (AUD71.3 billion) - Fitch-calculated, unrestricted cash, liquid
deposits and sinking funds (AUD19.0 billion) = AUD128.8 billion.

Issuer Profile

New South Wales is a mainland state in Australia's east and home to over 8 million
people, almost a third of Australia's total population. The population has grown at an
average of 1.3% over the last 10 years, and around two-thirds live in the state capital,
Australia's largest city of Sydney. The state has a diversified economy and large taxpayer
base, with services making up a significant proportion of the state's economic output.
Major industries are financial and insurance services, professional, scientific and

technical services, construction, health care and social assistance and manufacturing.

NSW is one of six states and two territories that together form the Commonwealth of
Australia. Like the other states, NSW is self-governing and represents the second tier of
government in Australia, and also controls a third, lower tier of local governments.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to negative rating
action/downgrade:

Sovereign Downgrade: A downgrade of Australia's 'AAA' rating.

Fiscal Discipline: Failure by the state to control expenditure and deliver on its fiscal
targets to restore fiscal equilibrium. This could result in downward rating action from a
softening in the risk profile from the current 'Stronger' level (notably from a weaker

assessment of the state's expenditure sustainability), or a weaker debt sustainability
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score from an economic liability burden closer to 70% on a sustained basis in our rating-
case scenario with no significant improvement in the payback ratio.

Sovereign Performance: A slower economic and fiscal recovery from the pandemic
leading to wider deficits and higher federal debt levels, increasing the augmented debt
used in the economic liability burden calculation for NSW and causing a deterioration in
the metric above the negative sensitivity.

Negative rating action on NSW would be mirrored in TCorp's ratings.

Factors that could, individually or collectively, lead to positive rating
action/upgrade:

The ratings are at the highest level on Fitch's rating scale and cannot be upgraded.

ESG Considerations

Unless otherwise disclosed in this section, the highest level of ESG credit relevanceis a
score of '3". This means ESG issues are credit-neutral or have only a minimal credit
impact on the entity, either due to their nature or the way in which they are being
managed by the entity. For more information on Fitch's ESG Relevance Scores,
visitwww.fitchratings.com/esg

Fitch does not provide separate ESG relevance scores for TCorp as its ratings and ESG
profile are derived from its parent. ESG relevance scores and commentary for the
parent entity - NSW - can be found here https://www.fitchratings.com/entity/new-
south-wales-state-of-80730981

PUBLIC RATINGS WITH CREDIT LINKAGE TO OTHER RATINGS

The ratings of TCorp are equalised with those of NSW.

Best/Worst Case Rating Scenario

International scale credit ratings of Sovereigns, Public Finance and Infrastructure
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 three 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.
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References for Substantially Material Source Cited as Key Driver Rating

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

Criteria.
RATING ACTIONS
ENTITY /DEBT = RATING 2 PRIOR 2
New South Wales, State AAA Rating
LTIDR  AAA Rating Outlook Stable
of Outlook
Stable
Affirmed
Fl+
STIDR  F1+ Affirmed
) AAA Rating
LCLTIDR  AAA Rating Outlook Stable
Outlook
Stable
Affirmed
Fl+
LCSTIDR  Fi1+ Affirmed
New South Wales . AAA Rating
. LTIDR  AAA Rating Outlook Stable
Treasury Corporation Outlook
Stable
Affirmed
Fl1+
STIDR  Fi+ Affirmed
AAA Rating
LCLTIDR  AAARating Outlook Stable
Outlook
Stable
Affirmed
Fl+
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senior unsecured AAA

LT  AAA Affirmed

guaranteed AAA
LT  AAA  Affirmed
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Director
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Director
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Managing Director
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PARTICIPATION STATUS

The rated entity (and/or its agents) or, in the case of structured finance, one or more of
the transaction parties participated in the rating process except that the following
issuer(s), if any, did not participate in the rating process, or provide additional
information, beyond the issuer’s available public disclosure.

APPLICABLE CRITERIA

Government-Related Entities Rating Criteria (pub. 30 Sep 2020)

Public Sector, Revenue-Supported Entities Rating Criteria (pub. 02 Sep 2021) (including
rating assumption sensitivity)

International Local and Regional Governments Rating Criteria (pub. 03 Sep 2021)
(including rating assumption sensitivity)

ADDITIONAL DISCLOSURES
Dodd-Frank Rating Information Disclosure Form
Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

New South Wales Treasury Corporation EU Endorsed, UK Endorsed
New South Wales, State of EU Endorsed, UK Endorsed
UNSOLICITED ISSUERS

New South Wales, State of (Unsolicited)

With Rated Entity or Related Third Party Participation Yes

With Access to Internal Documents Yes

With Access to Management Yes

DISCLAIMER & DISCLOSURES

All Fitch Ratings (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. ESMA and the FCA are required to publish historical default rates in a central
repository in accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of the
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European Parliament and of the Council of 16 September 2009 and The Credit Rating
Agencies (Amendment etc.) (EU Exit) Regulations 2019 respectively.

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 or ancillary service to the rated entity or its related third parties.
Details of permissible or ancillary service(s) for which the lead analyst is based in an
ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be
found on the entity summary page for this issuer on the Fitch Ratings website.

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 security orin a
given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-
party verification it obtains will vary depending on the nature of the rated security and
its issuer, the requirements and practices in the jurisdiction in which the rated security is
offered and sold and/or the issuer is located, the availability and nature of relevant
public information, access to the management of the issuer and its advisers, the
availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and
other reports provided by third parties, the availability of independent and competent
third- party verification sources with respect to the particular security or in the
particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings
and reports should understand that neither an enhanced factual investigation nor any
third-party verification can ensure that all of the information Fitch relies on in
connection with arating or a report will be accurate and complete. Ultimately, the issuer
and its advisers are responsible for the accuracy of the information they provide to Fitch
and to the market in offering documents and other reports. In issuing its ratings and its
reports, Fitch must rely on the work of experts, including independent auditors with
respect to financial statements and attorneys with respect to legal and tax matters.
Further, ratings and forecasts of financial and other information are inherently forward-
looking and embody assumptions and predictions about future events that by their
nature cannot be verified as facts. As a result, despite any verification of current facts,
ratings and forecasts can be affected by future events or conditions that were not

anticipated at the time a rating or forecast was issued or affirmed.
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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 of a security. This opinion and reports made by
Fitch are based on established criteria and methodologies that Fitch is continuously
evaluating and updating. Therefore, ratings and reports are the collective work product
of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
report. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any
security. All Fitch reports have shared authorship. Individuals identified in a Fitch report
were involved in, but are not solely responsible for, the opinions stated therein. The
individuals are 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 from issuers, insurers, guarantors, other obligors, and underwriters for
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number
of issues issued by a particular issuer, or insured or 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 “NRSRQO”). While certain of
the NRSRO's credit rating subsidiaries are listed on ltem 3 of Form NRSRO and as such
are authorized to issue credit ratings on behalf of the NRSRO (see
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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.

Copyright © 2022 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33
Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 208-0500. Fax:
(212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except
by permission. All rights reserved.

READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of
the rated entity/issuer or a related third party. Any exceptions follow below.

UNSOLICITED ISSUERS
ENTITY/SECURITY ISIN/CUSIP  RATINGTYPE SOLICITATION
STATUS
New South Wales, - Local Currency Long Term Issuer Unsolicited
State of Default Rating
New South Wales, 2 Short Term Issuer Default Rating Unsolicited
State of
New South Wales, - Long Term Issuer Default Rating Unsolicited
State of
New South Wales, - Local Currency Short Term Issuer Unsolicited
State of Default Rating
New South Wales, 3 Stand-Alone Credit Profile Unsolicited
State of
ENDORSEMENT POLICY

Fitch's international credit ratings produced outside the EU or the UK, as the case may
be, are endorsed for use by regulated entities within the EU or the UK, respectively, for
regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit
Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be.
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Fitch’s approach to endorsement in the EU and the UK can be found on Fitch’s
Regulatory Affairs page on Fitch’'s website. The endorsement status of international

credit ratings is provided within the entity summary page for each rated entity and in
the transaction detail pages for structured finance transactions on the Fitch website.

These disclosures are updated on a daily basis.

International Public Finance  Supranationals, Subnationals, and Agencies  Asia-Pacific

Australia
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