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Summary:

Sodertalje (Municipality of)

Issuer Credit Rating AA+/Stable/A-1+

Key Rating Factors

Credit context and assumptions Base-case expectations

Fiscal position supported by political consensus

• Despite a healthy industry sector, Södertälje's local

economy is constrained by its vulnerable

socioeconomic profile.

• At the same time, Södertälje benefits from broad

political consensus regarding long-term strategies

and a track record of budgetary discipline.

Contained debt burden, despite high investments

• Although demographic pressure exists, we anticipate

operating balances will remain stable.

• We expect Södertälje's debt burden will remain

stable, despite high company sector investments.

Outlook

The stable outlook reflects S&P Global Ratings' view that the Swedish municipality of Södertälje will maintain its

strong liquidity position through year-end 2021. Furthermore, we expect Södertälje's financial management to

maintain its prudent liquidity management and remain committed to its financial policies.

Downside scenario

We could consider a negative rating action over the coming two years if we observed a marked deterioration in

Södertälje's liquidity coverage ratio. If this downside scenario were also accompanied by a more relaxed attitude

toward financial policies, we would negatively reassess Södertälje's financial management and lower the long-term

rating.

Upside scenario

We could consider raising the rating over the coming two years if Södertälje's debt burden decreased to levels we

regard as low. An upgrade could also hinge on a structural improvement in Södertälje's liquidity, likely from fewer

maturities on the back of a lower debt burden, as well as markedly stronger budgetary performance. This could happen

if the municipality further tightens control over expenditures, resulting in an improved operating balance. That said, we

consider these upside scenarios unlikely over our forecast period.
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Rationale

Södertälje benefits from a very stable political situation that, alongside Sweden's institutional framework,

counterbalances risks stemming from the city's relatively weaker socioeconomic profile. We anticipate that Södertälje's

budgetary discipline, track record of policy implementation, and revenue flexibility, thanks to its pool of sellable assets,

will support stable operating performance and a contained debt burden. Furthermore, we anticipate Södertälje will

remain committed to prudent risk policies in order to uphold its current liquidity position.

The short-term Nordic regional scale rating on Södertälje is 'K-1'.

Sweden's institutional framework and broad political consensus offset risks related to socioeconomic
vulnerability

In our view, Sweden's institutional framework for local and regional governments (LRGs), which we consider as

extremely predictable and supportive, is a key component in our ratings on Södertälje. The system has a strong

institutional stability in combination with a revenue and expenditure management based on a far-reaching equalization

system and local tax autonomy. Owing to the equalization system, we base our analysis on Swedish LRGs, including

Södertälje, on the national GDP per capita ($53,000).

Södertälje's local economy is strong and diversified, benefits from close integration with the capital, Stockholm, and

has a strong presence of industries, such as trucking and pharmaceuticals. That said, we consider the socioeconomic

profile in Södertälje to be more sensitive than that of most other rated peers. Despite strong economic fundamentals,

there is a mismatch between the education level of the workforce and the demand from the industries, resulting in

higher-than-average unemployment (10.4% in April 2019) and weaker income levels. In our view, this has potential to

constrain Södertälje's budgetary performance.

A cross-block majority coalition took office after the elections in September 2018. In our view, the political situation in

Södertälje is characterized by broad political consensus, regarding for instance the long-term strategies and the

economic development policies. The financial management is very adept at enforcing budgetary discipline--crucial

given that the municipality may face expenditure pressure due to its relatively weaker socioeconomic profile in a

Swedish context.

Contained debt burden despite high company-sector investments

In our view, Södertälje has a track record of budgetary discipline and cost control. As such, although we anticipate

greater spending needs driven by demographic factors, we expect Södertälje will maintain stable operating balances

through 2021, averaging 3.7% of operating revenues compared with 4.7% in 2018. That said, we consider Swedish

LRGs to have an inflexible expenditure structure, which is not easily reduced without decreasing important, and often

compulsory, public services.

As the main bulk of the investments are carried out by the municipal company sector, we anticipate Södertälje's own

investments will remain modest, averaging Swedish Krona (SEK) 250 million (about €24 million), slightly up from

SEK234 million in 2018. As a result, we expect Södertälje will continue to post surpluses after capital accounts,

averaging about 1.3% of total revenues in 2019-2021, versus 2.7% in 2018. In our view, however, the balance after
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capital accounts is artificially high as some of the municipality's core investments are carried out by the company

sector.

We expect direct debt will remain around 107% of operating revenues by end-2021, at par with 2018. We anticipate

the company sector's borrowing needs will average SEK330 million in 2019-2021, primarily related to housing (Telge

Bostäder) and public service properties (Telge Fastigheter). As Södertälje grows, we anticipate these investments could

remain high even after 2021. Consequently, we estimate that Södertälje's debt, as a share of operating revenues, could

start to increase toward the end of our forecast period. That said, we have conservatively projected divestments and

acknowledge that borrowing needs will likely be lower if higher divestments materialize.

We continue to regard Södertälje's contingent liabilities as limited. Outstanding guarantees are relatively small, and

mainly related to either the regulated water company SYVAB, or the partly owned energy company Söderenergi.

Södertälje has also signed joint and several guarantees of the Swedish PSFA Kommuninvest's obligations, although we

currently believe a scenario in which its operations would falter is unlikely.

Södertälje's favorable liquidity position rests on an ample amount of contracted and committed liquidity facilities,

covering 96% of the coming 12 months of debt service. In addition, we believe Södertälje has strong access to external

liquidity sources. We factor into our calculation of available liquidity resources SEK3.3 billion of committed facilities

and unused overdrafts, together with SEK186 million in cash and estimated cash flows. In terms of liquidity uses, we

factor in SEK3.6 billion of maturing debt and interest.

Debt and liquidity management is fully centralized at the in-house bank, which caters to the funding needs of the

municipality and the companies. In our view, the treasury adheres to prudent and risk minimizing policies in order to

keep financing risks at a minimum. Södertälje sources funding primarily from the capital markets, via a SEK4 billion

commercial paper program and a SEK8 billion mid-term note program, but also via borrowings mainly related to

Kommuninvest.

Key Statistics

Table 1

Municipality of Sodertalje Selected Indicators

--Fiscal year ends Dec. 31--

(Mil. SEK) 2016 2017 2018 2019bc 2020bc 2021bc

Operating revenues 6,541 6,893 7,143 7,321 7,569 7,802

Operating expenditures 6,214 6,395 6,808 7,063 7,281 7,497

Operating balance 327 498 335 258 288 305

Operating balance (% of operating revenues) 5.0 7.2 4.7 3.5 3.8 3.9

Capital revenues 224 56 95 77 71 79

Capital expenditures 151 241 234 267 250 253

Balance after capital accounts 400 313 196 68 109 131

Balance after capital accounts (% of total

revenues)

5.9 4.5 2.7 0.9 1.4 1.7

Debt repaid 2,768 3,180 2,650 3,225 2,175 1,900
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Table 1

Municipality of Sodertalje Selected Indicators (cont.)

--Fiscal year ends Dec. 31--

(Mil. SEK) 2016 2017 2018 2019bc 2020bc 2021bc

Gross borrowings 1,216 2,568 2,443 3,232 2,475 2,227

Balance after borrowings (278) (87) 92 (47) 0 0

Modifiable revenues (% of operating revenues) 57.2 57.0 56.7 57.5 57.4 57.3

Capital expenditures (% of total expenditures) 2.4 3.6 3.3 3.6 3.3 3.3

Direct debt (outstanding at year-end) 8,550 7,937 7,680 7,687 7,986 8,313

Direct debt (% of operating revenues) 130.7 115.1 107.5 105.0 105.5 106.6

Tax-supported debt (outstanding at year-end) 9,301 8,646 8,356 8,363 8,662 8,989

Tax-supported debt (% of consolidated operating

revenues)

86.0 77.0 70.4 68.7 69.1 69.7

Interest (% of operating revenues) 2.7 2.6 2.6 2.5 2.5 2.4

Local GDP per capita (single units) N/A N/A N/A N/A N/A N/A

National GDP per capita (single units) 445,182 458,105 473,383 486,479 501,858 519,196

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. bc--Base case reflects S&P Global Ratings' expectations of the

most likely scenario. N/A--Not applicable. SEK--Swedish krona.

Ratings Score Snapshot

Table 2

Municipality of Sodertalje Ratings Score Snapshot

Key rating factors

Institutional framework Extremely predictable and supportive

Economy Strong

Financial management Very strong

Budgetary flexibility Average

Budgetary performance Average

Liquidity Strong

Debt burden Moderate

Contingent liabilities Low

*S&P Global Ratings bases its credit ratings on local and regional governments (LRGs) 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" summarizes how the eight factors are

combined to derive the foreign currency rating on an LRG.

Key Sovereign Statistics

Sovereign Risk Indicators, April 11, 2019. A free interactive version is available at http://www.spratings.com/sri.
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