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Research Update:

City of Saskatoon 'AAA' Ratings Affirmed On Very
Strong Economy And Exceptional Liquidity

Overview

« W are affirnmng our ' AAA'" |ong-termissuer credit and senior unsecured
debt ratings on the City of Saskatoon

e The ratings reflect our opinion of the city's very strong econony and
budgetary flexibility, exceptional liquidity |levels, and very |ow debt.

» The stable outl ook reflects our expectations that, throughout the
two-year outl ook horizon, Saskatoon will continue benefiting froma very
strong econony, and maintain exceptional liquidity, strong budgetary
performance, and | ow debt.

Rating Action

On Jan. 17, 2017, S&P d obal Ratings affirnmed its ' AAA'" |ong-termissuer
credit and senior unsecured debt ratings on the City of Saskatoon, in the
Provi nce of Saskatchewan. The outl ook is stable.

Rationale

In the past two years, a significant decline in commodity prices has danpened
Saskat oon's econom ¢ performance, resulting in negative real GDP growh and
ri sing unenpl oynent. Neverthel ess, we believe that the city's revenue
structure, with very strong budgetary flexibility, strong financial
managenent, and very strong econony, as reflected in high nom nal GDP per
capita, were able to mitigate this inpact.

The ratings also reflect our opinion of the city's exceptional liquidity,
strong budgetary performance, and very |ow debt and contingent liabilities, as
wel | as our assessnent of the very predictable and well-bal anced institutiona
framework for Canadian municipalities.

Saskat oon's econoni c fundanentals are very strong, in our opinion

Saskat chewan's GDP per capita averaged US$62, 800 in 2013-2015, and we estimate
that the city's GDP per capita would be in line with the province's, given its
stature as Saskatchewan's | argest Census metropolitan area and the subsequent
greater econonic diversity than other areas of the province. Agriculture, the
public sector, and in particular the resource sector (mning and potash) are
all inportant enployers for Saskatoon, although the city does not have
significant concentration in any one sector

W bel i eve Saskatoon's financial managenent is strong. In our view, the city's
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managenent teamis experienced and qualified to effectively enact fisca
policies, as well as effectively respond to external risks. Saskatoon
denonstrates what we view as good political and managerial strength as
evidenced by its very lengthy track record of passing budgets and neeting
goals. W al so believe that nmanagement accountability is strong and financi al
policies are prudent. Disclosure and transparency are what we believe to be
good, annual financial statements are audited and unqualified, and the city
prepares robust annual operating and capital budget docunents. It also
prepares |ong-term capital and borrow ng plans.

W bel i eve Saskatoon al so has very strong budgetary flexibility, which is
consistent with that of its peers. In our 2015-2019 base-case forecast, we
expect the city's budgetary flexibility will remain in line with historica
results, with average capital expenditures that represent greater than 15% of
adj usted total expenditures and nodifiable revenues greater than 70% of

adj usted operating revenues, on average.

We bel i eve Canadian municipalities benefit froma very predictable and

wel | - bal anced | ocal and regi onal governnment framework that has denonstrated a
hi gh degree of institutional stability. Al though provincial governnents
mandat e a significant proportion of nunicipal spending, they also provide
operating fund transfers and inpose fiscal restraint through |egislative

requi renents to pass bal anced operating budgets. Minicipalities generally have
the ability to match expenditures well with revenues, except for capital
spendi ng, which can be intensive. Any operating surpluses typically fund
capital expenditures and future liabilities (such as postenpl oynent
obligations and landfill closure costs) through reserve contributions.

The city's budgetary perfornmance has historically been stable and healthy, in
our view. In our 2015-2019 base-case scenario, we expect the city wll
continue to generate robust operating surpluses relative to those of its
peers, averaging about 18% of adjusted operating revenue. Saskatoon typically
gener ates near-bal anced results or nodest deficits of less than 5% after
taking into account capital revenues and expenditures, helping to maximze
pay-as-you-go financing for capital projects and nmtigating the need to issue
additional debt. In our base-case forecast, we expect the city will generate a
nodest after-capital deficit, on average, from 2015-2019. O note, Saskatoon
derives sone of its revenues fromits |and devel opnent operations. However,
this introduces risks to total revenues due to the exposure to potentia
fluctuations in demand and the high cost of servicing Iand.

Wil e we view Saskatoon's debt burden as very |low, we expect that it wll
increase in the next two years, fueled by the city's large capital program
The city's tax-supported debt burden was about 32.3% of consolidated operating
revenues in 2015 and we forecast it will remai n above 30% on average through
2019. However, in our view, nmitigating this increased debt burden are the

| arge operating margi ns Saskat oon generates, which totaled C$661 nillion in
2012- 2014, and 2.8x of debt outstanding at the end of 2015. Interest expenses
are what we view as |ow, and we expect that they will continue to represent
about 1% of operating revenues, on average.
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In our opinion, the city has very |Iow contingent [iabilities. W believe
Saskatoon will remain contingently liable for the financing costs through the
constructi on phase of the two public-private partnership projects (P3s) in the
capital plan. One project will be in its operating phase in 2017 and the ot her
by 2018. As a result, the costs related to both of these projects are

i ncorporated in our analysis of the city's tax-supported debt. In addition, we
deem the proposed contracts' fixed-price nature and risk transference
sufficiently robust that the inpact on the city's credit profile is not
material. Liabilities stemmng fromstandard future enpl oyee benefits and
landfill postclosure liabilities equal ed about 5% of consolidated operating
revenues in 2015.

Liquidity

Saskat oon's exceptional liquidity bolsters its credit profile, in our opinion
In our base-case scenario, we estimate free cash and liquid assets to average
about C$362 million in 2017 and to cover nore than 13x the projected debt
service for 2017. In our opinion, the city's internal cash flow generation is
robust, with operating bal ances before interest representing nore than 5x debt
service. In addition, we believe that Saskatoon has satisfactory access to

external liquidity, given its proven ability to issue into public debt markets
and the presence of a secondary market for Canadi an munici pal debt
instrunments. We believe that the city will maintain exceptional liquidity

| evel s to neet debt service requirenents.

Outlook

The stable outl ook reflects our base-case expectations that, in the next two
years, Saskatoon will continue to benefit froma very strong econony and

mai ntai n exceptional liquidity. We further expect the city's debt burden to
i ncrease noderately to about 40% of consolidated operating revenue and for
hi gh operating nmargins to continue mitigating it.

Al 't hough we view it as unlikely in the mediumterm we could [ower the ratings
if the city's capital programwere to increase significantly and remai n high
putting pressure on budgetary perfornmance and debt.

Key Statistics

Table 1

City of Saskatoon -- Economic Statistics

--Year ended Dec. 31--

2011 2012 2013 2014 2015 2016bc

Population 234,200 239,000 248,700 257,300 262,900 268,849

Population growth (%) N.M. 2.0 4.1 3.5 2.2 2.3

GDP per capita (local currency) (single units) N/A N/A N/A N/A N/A N/A
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Table 1

City of Saskatoon -- Economic Statistics (cont.)

--Year ended Dec. 31--

2011 2012 2013 2014 2015 2016bc
Real GDP growth (%) 6.3 4.7 6.7 4.6 (0.4) (0.1)
Unemployment rate (%) 8.6 5.5 43 4.1 5.8 6.9

The data and ratios above result in part from S&P Global Ratings'
own calculations, 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. Sources typically include national statistical offices.

Table 2

City of Saskatoon -- Financial Statistics

--Year ended Dec. 31--

(Mil. CS) 2013 2014 2015 2016bc 2017bc 2018bc 2019bc
Operating revenues 765 803 815 852 891 929 969
Operating expenditures 545 558 618 674 723 780 841
Operating balance 220 245 196 178 168 149 129
Operating balance (% of operating revenues) 28.7 30.5 24.1 20.8 18.9 16.1 13.3
Capital revenues 102 67 131 73 79 87 108
Capital expenditures 380 307 330 240 262 288 356
Balance after capital accounts (58) 5 (3) 11 (14) (52) (119)
Balance after capital accounts (% of total (6.7) 0.6 (0.3) 1.2 (1.4) (5.1) (11.1)
revenues)

Debt repaid 23 21 25 24 25 32 30
Net budget loans N/A N/A N/A N/A N/A N/A N/A
Balance after debt repayment and onlending (81) (16) (28) (13) (38) (84) (149)
Balance after debt repayment and onlending (9.3) (1.9) (3.0) (1.4) (4.0) (8.3) (13.8)
(% of total revenues)

Gross borrowings 60 25 14 0 89 9 18
Balance after borrowings (21) 9 (14) (13) 50 (75) (132)
Operating revenue growth (%) 0.7 49 1.5 4.6 4.6 4.2 4.4
Operating expenditure growth (%) 10.1 2.3 10.9 9.1 7.2 7.9 7.8
Modifiable revenues (% of operating 74.4 76.7 80.1 81.0 81.8 82.6 83.3
revenues)

Capital expenditures (% of total 41.0 35.5 348 26.2 26.6 27.0 29.7
expenditures)

Direct debt (outstanding at year-end) 235 238 228 204 268 245 233
Direct debt (% of operating revenues) 30.7 29.7 28.0 24.0 30.1 26.4 24.0
Tax-supported debt (% of consolidated 30.7 29.7 32.3 37.4 50.5 51.7 47.6
operating revenues)

Interest (% of operating revenues) 0.8 0.9 1.3 0.9 0.7 1.0 0.9
Debt service (% of operating revenues) 3.7 3.6 4.4 3.7 3.5 4.4 4.0

The data and ratios above result in part from S&P Global Ratings' own calculations, 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. Base case reflects S&P Global Ratings' expectations of the
most likely scenario. Downside case represents some but not all aspects of S&P Global Ratings' scenarios that could be consistent with a
downgrade. Upside case represents some but not all aspects of S&P Global Ratings' scenarios that could be consistent with an upgrade.
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Ratings Score Snapshot

Table 3
Key Rating Factors Assessment
Institutional Framework Very predictable and well-balanced
Economy Very strong
Financial Management Strong
Budgetary Flexibility Very strong
Budgetary Performance Strong
Liquidity Exceptional
Debt Burden Very Low
Contingent Liabilities Very low

*S&P Global Ratings' ratings on local and regional governments are based on eight main rating factors listed in the table above. Section A of S&P
Global Ratings' "Methodology For Rating Non-U.S. Local And Regional Governments," published on June 30, 2014, summarizes how the eight
factors are combined to derive the government's foreign currency rating.

Key Sovereign Statistics

Sovereign Risk Indicators, Dec. 14, 2016

Related Criteria

e« Criteria - CGovernnments - International Public Finance: Methodol ogy For
Rating Non-U. S. Local And Regi onal CGovernments, June 30, 2014
e Criteria - CGovernnents - International Public Finance: Methodol ogy And

Assunptions For Analyzing The Liquidity O Non-U S. Local And Regi ona
Governnents And Related Entities And For Rating Their Conmercial Paper
Programs, Cct. 15, 2009

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Ratings Affirmed

Saskatoon (City of)
| ssuer Credit Rating AAA/ St abl ef - -
Seni or Unsecured AAA

Certain ternms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific nmeanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of
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Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at wwv. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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