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Research Update:

City of Stockholm 'AAA/A-1+' Ratings Affirmed
On Robust Budgetary Performance, Very Positive
Management; Outlook Stable

Overview

• Sweden's capital city of Stockholm will retain robust budgetary
performance, in our view, as sound operating balances and substantial
capital revenues are offsetting the city's budgetary pressures from
increasing capital expenditures and contributions to the Swedish local
and regional government (LRG) equalization system.

• We regard positively that Stockholm's comprehensive budgetary
flexibility, together with our view of "very positive" financial
management, indicate that the city's investments will only increase
tax-supported debt to moderate levels through 2016.

• We are affirming our 'AAA/A-1+' and 'K-1' ratings on Stockholm.
• The stable outlook reflects our expectation that Stockholm will post a
persistently solid budgetary performance, require only moderate debt
financing, and uphold prudent debt and liquidity management over our
2014-2016 forecast period.

Rating Action

On May 23, 2014, Standard & Poor's Ratings Services affirmed its 'AAA'
long-term and 'A-1+' short-term issuer credit ratings on Sweden's capital, the
City of Stockholm. The outlook is stable.

At the same time, we affirmed our 'K-1' Nordic regional scale rating on
Stockholm.

Rationale

The ratings on Stockholm incorporate our view of the city's "very positive"
financial management and revenue flexibility, "positive" liquidity, and our
assessment of the Swedish institutional framework as "predictable and
supportive." The ratings also reflect Stockholm's wealthy and dynamic local
economy. However, the city's rapidly expanding population requires sizable
investments in infrastructure, housing, and real estate for public services.
Still, we consider the city's budgetary performance to be sound due to its
excellent revenue flexibility and strong budgetary discipline. We view
Stockholm's debt position as modest, albeit moderately increasing, supported
by the city's significant net creditor position and its financially strong and
asset-rich satellite companies. Given the financial strength of these
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companies, we view Stockholm as having modest contingent liabilities.

Stockholm has a healthy local economy. Wealth and income levels are high, and
GDP per capita stands out compared with other Swedish cities. In spite of a
rapidly increasing population, the city's unemployment remains low: It stood
at 5.3% in March 2014, versus the national average of 6.5%. In the city's
planning period through 2016, we expect the population will gradually increase
at a rate of about 1.6% annually, notably outpacing the national average. This
increase will lead to a broader tax base, but it will also require material
investments in municipal infrastructure and housing.

Stockholm's strong macroeconomic fundamentals and prudent budget discipline
continue to support the city's robust budgetary performance, in our opinion.
In our base-case scenario for 2014, we expect Stockholm will present a sound
operating margin at 5% of operating revenues, supported by contained spending
and solid developments in tax revenues, despite an increase in Stockholm's
contribution to the Swedish local and regional government (LRG) equalization
system.

In our base-case projections for 2015-2016, we assume Stockholm's management
will continue to curtail the budget to manage its growing contributions to the
equalization system as transition grants are phased out. We expect Stockholm's
capital expenditures to gradually rise to 10.8% of total expenditures in 2016,
from 8.9% in 2013. However, we expect the city will collect substantial
capital revenues associated with the development and sale of land in several
rapidly expanding city districts, and these revenues will mitigate the
material investments. Overall, we foresee that the city will post an average
deficit after capital accounts of 1.8% of total revenues in 2014-2016.

Despite the higher expenditures generated by the recent revision of the
Swedish LRG equalization system, we continue to view the system as
"predictable and supportive" and as a key component of our assessment of
Stockholm. In our view, the Swedish LRG system presents a high degree of
institutional stability. The LRG sector's revenue and expenditure management
is based on a far-reaching equalization system and autonomy in setting local
taxes.

As such, in our opinion, Stockholm has institutionalized strong revenue
flexibility to mitigate any material budgetary deterioration, which is
important in light of our view of its fairly rigid expenditure structure. In a
national comparison, we observe that Stockholm's municipal tax rate is very
low and that the city possesses a significant amount of divestible assets. We
expect that Stockholm's management would use its flexibility to counteract any
potential budgetary deterioration. In addition, we note that Stockholm's
political leadership shows acute economic awareness, exemplified by a
conscious strengthening of budgetary discipline to taper external financing of
high investments.

The possibility of extracting yearly dividends of about Swedish krona (SEK) 1
billion (about €110 million) from its financially robust satellite companies,
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dividends which Stockholm has waived over the past three years, adds to
Stockholm's revenue flexibility. In addition, we observe further revenue
flexibility in Stockholm's satellite companies, which are financially very
sturdy, extremely asset rich, and present numerous possibilities for
divestments. In this regard, we observe that Stockholm has shown a willingness
to capitalize on its asset holdings and has divested portions of its vast
asset base over past years.

Owing to municipal investments in the city and in its satellite companies,
Stockholm's tax-supported debt will gradually increase, according to our base
case. At year-end 2016, we forecast the city's tax-supported debt will exceed
60% of consolidated operating revenues, up from 30.6% at year-end 2013. In
this regard, we note that the city holds a significant net creditor position
toward its financially strong subsidiaries, among which we consider the main
borrowers--primarily housing and real estate companies--to be self-supporting.
We view positively the debt passed on to these financially sound subsidiaries
when assessing Stockholm's overall debt position.

As Stockholm acts as an in-house bank to its large satellite companies, all
the debt of these companies is included in our analysis of the city's debt
burden. As such, we think that the city holds modest contingent liabilities.

Liquidity

The short-term rating is 'A-1+'. We assess Stockholm's liquidity position as a
"positive" rating factor, owing to the city's robust internal liquidity,
comprehensive unused committed bank facilities, and reliable market access.

The city aims to keep its cash holdings low and uses committed credit
facilities to manage refinancing risks. Stockholm's committed credit
facilities include a SEK3 billion checking account that it uses periodically
to meet temporary liquidity needs up to SEK500 million. In addition, the city
contracted two syndicated loan facilities, adding SEK5 billion to its
liquidity reserve in November 2013, in our opinion, to prepare for an increase
in debt and to buffer oncoming refinancing peaks.

As such, in March 2014, Stockholm's cash and available committed bank
facilities covered 93% of debt maturing within one year, including our
expectations of financing required for the city's investments. The decrease in
the level of cash and available committed bank facilities from 149% in
November 2013 is primarily due to upcoming large refinancing positions in the
first quarter of 2015.

With regard to funding strategy, we observe that Stockholm's management has
pursued an active strategy of exclusively using long-term debt as financing
for investment in 2013 and currently holds no outstanding commercial paper.
However, as the city's funding needs accelerate in 2014-2016, we believe that
the city will likely return to the commercial paper market to a moderate
extent over the coming years. Importantly, we have a very positive view of
Stockholm's financial management and expect the city to exercise prudent debt
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and liquidity management to handle its increasing loan portfolio. As a result,
we believe that liquidity will remain a "positive" credit factor over the
medium term.

Outlook

The stable outlook reflects our expectation that Stockholm will post a
persistently solid budgetary performance and that the substantial capital
expenditures of the city and its municipal companies will require only
moderate debt financing. We think this modest debt buildup will continue to be
offset by a continuously strong net creditor position of the city's
financially robust satellite companies. We also assume that the city will
uphold prudent debt and liquidity management, commensurate with our
expectations of continued "positive" liquidity and "very positive" financial
management.

We could take a negative rating action if we observed a severe deterioration
in Stockholm's budgetary performance that takes its toll on liquidity and
leads to a surge in debt. In this downside scenario, if we observed that
Stockholm's management abstained from using its budgetary flexibilities to
counteract deteriorating performance and ailing liquidity, we would lower the
long-term rating on the city.

Published Rating Factor Scores

Table 1

City of Stockholm Summary Of Published Rating Factor Scores*

Rating factor Score

Institutional framework Predictable and supportive

Financial management Very positive

Liquidity Positive

*Standard & Poor's ratings on local and regional governments are based on, among other things, a scoring system that covers eight main rating

factors. We publish our scores for the three rating factors above.

Key Statistics

Table 2

City of Stockholm Financial Statistics

--Financial year ends Dec. 31--

(Mil. SEK) 2011 2012 2013 2014bc 2015bc 2016bc

Operating

revenues

47,042.6 48,833.2 51,044.0 49,046.8 49,526.9 51,267.7

Operating

expenditures

45,121.7 45,489.7 46,568.8 46,799.1 47,768.4 48,774.2

Operating balance 1,920.9 3,343.5 4,475.2 2,247.7 1,758.5 2,493.4
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Table 2

City of Stockholm Financial Statistics (cont.)

Operating balance

(% of operating

revenues)

4.1 6.8 8.8 4.6 3.6 4.9

Capital revenues 930.7 1,037.5 1,268.3 1,583.2 2,720.0 2,970.5

Capital

expenditures

4,089.8 4,912.6 4,571.6 5,278.4 5,428.8 5,928.8

Balance after

capital accounts

(1,238.2) (531.6) 1,171.9 (1,447.5) (950.3) (464.8)

Balance after

capital accounts

(% of total

revenues)

(2.6) (1.1) 2.2 (2.9) (1.8) (0.9)

Debt repaid 3,130.9 5,674.4 1,344.0 3,459.0 6,400.0 3,550.0

Balance after debt

repayment and

onlending

(10,838.0) (8,640.1) (4,640.1) (10,967.3) (11,534.5) (12,318.6)

Balance after debt

repayment and

onlending (% of

total revenues)

(22.6) (17.3) (8.9) (21.7) (22.1) (22.7)

Gross borrowings 11,360.5 8,246.4 4,380.0 11,227.3 11,534.5 12,318.6

Balance after

borrowings

522.5 (393.7) (260.1) 260.0 0.0 0.0

Operating revenue

growth (%)

7.6 3.8 4.5 (3.9) 1.0 3.5

Operating

expenditure

growth (%)

7.5 0.8 2.4 0.5 2.1 2.1

Modifiable

revenues (% of

operating

revenues)

78.7 77.8 77.8 83.9 86.9 88.1

Capital

expenditures (% of

total expenditures)

8.3 9.7 8.9 10.1 10.2 10.8

Direct debt

(outstanding at

year-end)

12,868.3 15,440.0 18,476.0 26,244.3 31,378.8 40,147.4

Direct debt (% of

operating

revenues)

27.4 31.6 36.2 53.5 63.4 78.3

Tax-supported

debt (% of

consolidated

operating

revenues)

23.1 26.6 30.6 44.6 52.6 65.1

Interest (% of

operating

revenues)

1.5 1.8 1.5 1.7 2.0 2.3

Debt service (% of

operating

revenues)

8.2 13.5 4.1 8.8 14.9 9.2
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Table 2

City of Stockholm Financial Statistics (cont.)

The data and ratios above result in part from Standard & Poor's own calculations, drawing on national as well as international sources, reflecting

Standard & Poor's 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--Standard & Poor's base-case forecast, reflecting its expectations of the most

likely scenario. SEK--Swedish krona.

Table 3

City of Stockholm Economic Statistics

--Financial year ends Dec. 31--

2011 2012 2013 2014bc 2015bc 2016bc

Population 864,324 881,235 897,700 914,511 928,775 941,700

Population growth

(%)

2.0 2.0 1.9 1.9 1.6 1.4

GDP per capita

(SEK)

533,576 539,019 547,660 N/A N/A N/A

Unemployment

rate (%)

5.10 5.20 5.50 5.30 N/A N/A

The data and ratios above result in part from Standard & Poor's own calculations, drawing on national as well as international sources, reflecting

Standard & Poor's independent view on the timeliness, coverage, accuracy, credibility, and usability of available information. Sources typically

include national statistical offices, Eurostat, and Experian Limited. GDP per capita is Standard & Poor's proxy. bc--Standard & Poor's base-case

forecast, reflecting its expectations of themost likely scenario. SEK--Swedish krona. N/A--Not applicable.

Key Sovereign Statistics

• Sweden Ratings Affirmed At 'AAA/A-1+'; Outlook Stable, March 28, 2014

Related Criteria And Research

Related Criteria

• Methodology For Rating International Local And Regional Governments,
Sept. 20, 2010

• Methodology And Assumptions For Analyzing The Liquidity Of Non-U.S. Local
And Regional Governments And Related Entities And For Rating Their
Commercial Paper Programs, Oct. 15, 2009

Related Research

• Swedish Local And Regional Governments' Performance May Falter In 2014,
But Stay Sound, March 13, 2014

• International Local And Regional Governments Default And Transition
Study: 2012 Saw Defaults Spike, March 28, 2013

• Public Finance System Overview: Swedish Local And Regional Governments,
May 19, 2011

In accordance with our relevant policies and procedures, the Rating Committee
was composed of analysts that are qualified to vote in the committee, with
sufficient experience to convey the appropriate level of knowledge and
understanding of the methodology applicable (see 'Related Criteria And
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Research'). At the onset of the committee, the chair confirmed that the
information provided to the Rating Committee by the primary analyst had been
distributed in a timely manner and was sufficient for Committee members to
make an informed decision.

After the primary analyst gave opening remarks and explained the
recommendation, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and discussed, looking at track-record and forecasts.
The chair ensured every voting member was given the opportunity to articulate
his/her opinion. The chair or designee reviewed the draft report to ensure
consistency with the Committee decision. The views and the decision of the
rating committee are summarized in the above rationale and outlook.

Ratings List

Ratings Affirmed

Stockholm (City of)
Issuer Credit Rating AAA/Stable/A-1+
Nordic Regional Scale --/--/K-1
Senior Unsecured AAA
Commercial Paper A-1+

Additional Contact:

International Public Finance Ratings Europe; PublicFinanceEurope@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at spcapitaliq.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.
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