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City of Winnipeg (Canada)
Update to credit analysis

Summary
The credit profile of the City of Winnipeg (Aa2 stable) reflects a stable institutional
framework, and economic diversity which provides a reliable tax base for own-source
revenues and cushions against economic volatility. The city also maintains strong debt
affordability along with growing levels of wealth from cash and investments. The credit
profile also reflects the lingering impacts of the coronavirus pandemic, reflecting operating
pressures including in the transit sector, as well as capital expenditures which will keep
the debt burden elevated at 80% to 90% of operating revenue over the next three years.
Sizeable sinking funds however mitigate the rise in debt. The city's rating also reflects our
assumption of a high likelihood that the Province of Manitoba (Aa2 stable) would provide
support if the city were to face acute liquidity stress.

Exhibit 1

Rising debt is driven by capital expenditures and is supported by strong debt affordability
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Sources: City of Winnipeg and Moody's Investors Service

Credit strengths

» Significant economic diversity and sector resilience provide buffer against pressures

» Sound governance and management structure and mature institutional framework

» Strong debt affordability and growing levels of cash, investments and sinking funds

Credit challenges

» Operating pressures mitigated by stable tax and user fees, efficiency measures and
government funding

» Funding of capital projects will keep debt levels elevated

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1351229
https://www.moodys.com/credit-ratings/Winnipeg-City-of-credit-rating-825750
https://www.moodys.com/credit-ratings/Manitoba-Province-of-credit-rating-460870/summary
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Rating outlook
The outlook is stable reflecting our assumption that the city's credit profile will remain resilient to operating pressures from the
coronavirus pandemic and the city will continue to generate balanced outcomes.

Factors that could lead to an upgrade
A meaningful decline in the city's debt burden, and improving liquidity levels, including reserves rising significantly above pre-
coronavirus levels, could lead to a rating upgrade.

Factors that could lead to a downgrade
The rating could be downgraded if the city's fiscal position weakened or if the city experienced continued and sustained deterioration in
its liquidity levels. A significant rise in the debt burden beyond our forecasts, along with a rise in the interest burden would also result in
downward pressure on the rating.

Key indicators

Exhibit 2

City of Winnipeg
(Year Ending 12/31) 2017 2018 2019 2020 2021 2022F

Net Direct and Indirect Debt/Operating Revenue (%)                   67.1                   64.8                   82.1                   86.4                   82.4                   78.4 

Gross Operating Balance/Operating Revenue (%)                   13.9                   16.2                   14.0                   13.3                   12.1                   11.6 

Cash Financing Surplus (Requirement)/Total Revenue (%)                     2.8                   (1.6)                   (4.1)                     4.4                     8.9                   (5.8)

Interest Payments/Operating Revenue (%)                     3.4                     3.2                     3.5                     3.9                     4.0                     3.8 

Debt Service/Total Revenue (%)                     4.8                     3.1                     3.0                     3.5                     5.8                     4.8 

Capital Spending/Total Expenditures (%)                   23.8                   33.0                   47.2                   22.2                   20.5                   28.8 

Self-financing Ratio                     1.1                     0.9                     0.9                     1.2                     1.5                     0.8 

Sources: City of Winnipeg and Moody's Investors Service

Detailed credit considerations
The credit profile of Winnipeg, as expressed in its Aa2 stable rating, combines a baseline credit assessment (BCA) for the city of aa2 and
a high likelihood of extraordinary support from the Province of Manitoba in the event that the city faced acute liquidity stress.

Baseline credit assessment
Significant economic diversity and sector resilience provide buffer against pressures
Winnipeg's economy is one of the more diverse in Canada, enabling it to better withstand the impact of changes in economic cycles.
As the capital and largest city of Manitoba, Winnipeg is a major service center and is home to several key health and higher education
institutions. It also has a broad manufacturing base. The diversity of its economy continues to provide Winnipeg with access to a broad
and stable tax base which translates into predictable property tax revenues that remain largely independent of economic cycles.

The city’s significant economic diversity also provided a buffer against pandemic pressures including resilience in the finance and
insurance, public administration, manufacturing, health and education sectors.

The city's population has been growing modestly over the last decade, reaching 767,500 in 2021. In the long term, the city projects a
significantly faster population growth rate of nearly 1 million residents over the next 25 years, benefitting primarily from a significant
increase in immigration. As the capital city of the province, the city will also retain its regional advantage over other municipalities in
the province for job opportunities and attracting skilled workers, benefitting the municipal economy.

Sound governance and management structure and mature institutional framework
Winnipeg uses effective multi-year planning which helps it identify and manage potential operating pressures. In our view, the
governance and management structure remains strong and includes prudent financial systems and policies for both debt and cash
management. Conservative asset management policies ensure cash and short-term investments remain accessible and liquid.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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The city retains significant policy flexibility to make intra-year adjustments to its budget to account for unanticipated developments,
including to partially mitigate coronavirus-related revenue declines and higher expenses. In its budget planning, the city identified
multiple pandemic-related macroeconomic scenarios and planned remedies to project balanced operating results. In addition, in 2020
the city moved from annual to 4-year multi-year budgets to better incorporate long-term fiscal planning projections.

The institutional framework governing municipalities in Manitoba is mature and highly developed. The division of roles and
responsibilities between Manitoba and Winnipeg is clearly articulated. Historically, changes to the institutional framework have
occurred at a measured, evolutionary pace, following discussions between both parties.

Strong debt affordability and growing levels of cash, investments and sinking funds
Winnipeg maintains strong debt affordability despite carrying a higher debt burden than many municipal peers. Low historical interest
rates supported keeping borrowing costs down despite higher overall levels of debt, and have contributed to only modest increases in
the interest burden (interest payments as a % of operating revenue). The city maintains internal debt limits to curb the rise of debt,
including maintaining net debt at below 90% of revenue, and debt servicing at below 11% of revenue.

We project that the interest burden will rise from 4.0% in 2021 to between 4.0% and 4.5% over the next three years. Interest costs in
2023 will likely be also impacted by higher overall borrowing costs given our expectation that high interest rates will persist for part of
2023. Nevertheless, we expect that interest rates will normalize by year end 2023 / early 2024. In addition, over the past several years,
the city has issued longer term debt to lock in at low interest rates as its higher rate debt matured, extending the city’s maturity profile
and supporting debt affordability.

The city also maintains sizeable cash and investment balances including significant reserves, which support ongoing operations and
capital projects. Cash and investments covered 68.9% of net direct and indirect debt and 54.0% of expenses in 2021, and we project
similar levels over the next 2-3 years as the growth in wealth will be balanced by rising debt and expenses. The city will likely face some
challenges in its Financial Stabilization Reserve fund, which is used to smooth the fluctuation in fiscal results, although we expect that
depleted levels would be replenished over the next few years.

Exhibit 3

We expect continued strong liquidity and coverage metrics in 2023
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The city maintains growing sinking fund levels, which we project at around CAD142 million at year-end 2022, or around 12% of sinking
fund debentures. The city also benefits from strong access to both capital markets and bank lending, which allows it to refinance
maturing bonds and issue new bonds at favourable yields and access external liquidity. The investor base is diverse both domestically
and internationally.

Operating pressures mitigated by stable tax and user fees, efficiency measures and government funding
Winnipeg faces operating pressure mainly from high inflation and from lower transit revenue. The current high level of inflation, which
we expect will remain above historical trend levels in 2022 and part of 2023, will put upward pressure on operating expense, including
salaries and materials costs. At the same time, transit revenues continue to lag pre-pandemic levels. Transit revenue in 2021 was
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CAD40.3 million, less than half of 2019 transit revenues. Ridership levels continue to lag pre-pandemic levels, with ridership at 80%
in Q3 2022, although transit usage has been generally improving in 2022 as more people return to office work or switch from cars to
using transit.

Nevertheless, the city’s two key revenue sources, property taxes and user fees, account for approximately three-quarters of operating
revenues (75% in 2021) and tend not to fluctuate with economic changes and as a result contribute to stability to a large portion of
revenues. In addition, the city has been able to mitigate fiscal pressures through a combination of efficiency savings (including hiring
freeze for public sector employees and a salary freeze for senior management) and reserve use, along with significant federal funding
through the Safe Restart Agreement which provided support against higher expenses and revenue losses related to the pandemic,
including significant support for transit losses.

These mitigants enabled the city to generate consolidated surpluses both in 2020 (CAD113.4 million) and 2021 (CAD102.2 million)
despite the noted pressures. Operating revenue pressures in 2022, which have also been compounded by higher snow clearing costs,
have been covered from a combination of provincial and federal funding support and reserve use.

Funding of capital projects will keep debt levels elevated
We expect that the city’s net debt levels will be elevated at between 80% to 90% of operating revenue over the next three years as
significant new debt is needed to finance ongoing capital projects.

Winnipeg’s net direct and indirect debt stood at 82.4% of operating revenue in 2021, approximately in line with 2019 levels but below
2020 levels (2020 operating revenue was much weaker due to pandemic pressures). For 2022, the city did not issue a debenture
as capital projects have been fully funded from reserves and provincial and federal government funding, resulting in a modest
improvement in the debt burden to 78.4%. Starting in 2023, the city expects to issue significant amount of new debt to support capital
initiatives including for transit and for solid waste and sewage disposal.

Continued population growth over the next few years will remain a driver of infrastructure investment, which limits the city’s ability to
significantly reduce its reliance on debt. As a result, we expect that the debt burden will remain elevated between 80% and 90% over
the next three years. At the same time, the city is also looking for opportunities to utilize pay-as-you-go financing and reserve funds,
which will ease some of its reliance on debt financing.

Extraordinary support considerations
Moody's assigns a high likelihood of extraordinary support from the Province of Manitoba, reflecting Moody's assessment of the
incentive provided by the risk to the province's reputation as the regulator of municipalities and incentive for the provincial government
to minimize the risk of potential disruptions to capital markets if Winnipeg, or any other city, were to default.

ESG considerations
Winnipeg's ESG Credit Impact Score is Neutral-to-Low CIS-2

Exhibit 4

ESG Credit Impact Score

Source: Moody's Investors Service
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Winnipeg's ESG Credit Impact Score is neutral-to-low (CIS-2) reflecting neutral-to-low exposure to environmental and social risks and
a positive governance profile.

Exhibit 5

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
The E issuer profile score is neutral-to-low (E-2). The local government sector overall has low exposure to environmental risks.
Although the city is susceptible to floods and severe weather, including snow, that have resulted in significant mitigation expenses, the
city manages these risks prudently through its budgeting process and allocations from reserves.

Social
Winnipeg's S issuer profile score is neutral-to-low (S-2). The city provides public emergency services including police and paramedic,
but these services do not face material risks given predictable demographic trends which allows for long-term forecasting of service
requirements. We regard the coronavirus outbreak as a social risk given the implications for public health, although the city benefits
from significant federal pandemic-related support.

Governance
The positive G issuer profile score (G-1) reflects the city's prudent financing planning including multi-year budget forecasts. This
provides the city the ability to identify potential pressures and allows for sufficient time to adjust plans accordingly to mitigate any
credit implications. Financial reports are transparent and timely with adherence to strict policies on debt and investment management.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
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Rating methodology and scorecard factors
The assigned BCA of aa2 is close to the scorecard-indicated outcome of aa1. The scorecard-indicated outcome reflects (i) an
idiosyncratic risk score of 2 (presented below) on a 1 to 9 scale, where 1 represents the strongest relative credit quality and 9 the
weakest; and (ii) a systemic risk score of Aaa, as reflected in the sovereign bond rating for the Government of Canada (Aaa stable).

For details of our rating approach, please refer to Rating Methodology: Regional and Local Governments, 16 January 2018

Exhibit 6

City of Winnipeg
Regional & Local Governments

Baseline Credit Assessment – Scorecard Score Value Sub-factor Weighting Sub-factor Total Factor Weighting Total
Factor 1: Economic Fundamentals 5.20 20% 1.04

Economic Strength [1] 7 90.84% 70%
Economic Volatility 1 30%

Factor 2: Institutional Framework 1 20% 0.20
Legislative Background 1 50%
Financial Flexibility 1 50%

Factor 3: Financial Position 2.50 30% 0.75
Operating Margin [2] 1 12.98% 12.5%
Interest Burden [3] 5 3.88% 12.5%
Liquidity 1 25%
Debt Burden [4] 5 82.36% 25%
Debt Structure [5] 1 2.13% 25%

Factor 4: Governance and Management 1 30% 0.30
Risk Controls and Financial Management 1
Investment and Debt Management 1
Transparency and Disclosure 1

Idiosyncratic Risk Assessment 2.29 (2)
Systemic Risk Assessment Aaa
Scorecard-Indicated BCA Outcome aa1
Assigned BCA aa2

[1] Local GDP per capita as % of national GDP per capita
[2] Gross operating balance by function/operating revenues
[3] (Adjusted) interest expenses/operating revenues
[4] Net direct and indirect debt/operating revenues
[5] Short-term direct debt/total direct debt
Source: Moody's Investors Service; Fiscal 2021.

Ratings

Exhibit 7

Category Moody's Rating
WINNIPEG, CITY OF

Outlook Stable
Senior Unsecured -Dom Curr Aa2

Source: Moody's Investors Service
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