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Research Update:

Swedish Municipality of Jönköping Assigned
'AA+/A-1+' Ratings, Outlook Stable; 'K-1' National
Scale Rating
Overview
• The Swedish Municipality of Jönköping has a strong local economy and
robust budgetary performance, and benefits from Sweden's predictable and
supportive local and regional government system.
• We are assigning our 'AA+/A-1+' long- and short-term ratings and 'K-1'
Nordic national scale rating to Jönköping.
• The stable outlook reflects our view that Jönköping will maintain sound
budgetary performance and adequate liquidity supported by strong access
to external financing.

Rating Action
On June 14, 2013, Standard & Poor's Ratings Services assigned its 'AA+'
long-term and 'A-1+' short-term issuer credit ratings to the Swedish
Municipality of Jönköping. The outlook is stable. At the same time, we
assigned our 'K-1' Nordic national scale rating.

Rationale
The ratings reflect our view of Sweden's predictable and supportive local and
regional government (LRG) system and the municipality's strong local economy
and robust budgetary performance. The ratings also incorporate our assessment
of Jönköping's "neutral" liquidity position and average budgetary flexibility.
In our view, the Swedish LRG system has 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.
Jönköping's local economy is well balanced and exhibits a diverse industry
structure with an employment profile focused on logistics and trade. In terms
of economic activity and wealth, we calculate the city's annual GDP per capita
at a strong $47,000. Moreover, we assess the city's employment structure as
robust with no large concentrations on key employers or industries sensitive
to swings in the economic cycle. In April 2013, the municipality's
unemployment rate stood at 5.6% compared with the national average of 6.6%. We
view Jönköping's growth prospects as robust, with the population set to
increase by 0.8% yearly in our base case through 2015. This rate is slightly
above the national average.
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Jönköping's stable budgetary performance over the past few years has stemmed
from its balanced macroeconomic fundamentals and prudent municipal budget
discipline, in our view. As such the municipality has a track record of sound
operating balances averaging 7.0% of operating revenues in 2009-2012. In 2012
its operating balance stood at a robust 7.1% of operating revenues, with
performance supported by sound developments in tax revenues and a Swedish
krona (SEK) 118 million (about €13.5 million) reimbursement of previously paid
health care insurance premiums. Jönköping's robust operating performance
helped to finance its capital expenditures, which were substantial in 2012 at
a high SEK829 million. This resulted in a deficit after capital accounts of
2.8%. We observed an uptick in capital expenditures over the past three years
with particularly high levels in 2011 and 2012 as some large-scale projects
were completed.
In our base case for 2013-2015, we expect the municipality's tax revenue
growth to marginally decline in 2014. Still, we believe Jönköping has leeway
to maneuver its operating balance to an average of about 6.0% of operating
revenues in 2013-2015. We also expect the municipality's capital expenditures
to trend downward from 2012 and average SEK625 million yearly through 2015,
leaving only modest deficits after investments of about 1.0% on average in our
base-case scenario.
We note that Jönköping's management continues to be strict in enforcing budget
discipline. As such, we assess the municipality's management as a "positive"
ratings factor. We consider the municipality's management practices important
for the ratings and assess its budgetary flexibility as average, owing to its
generally rigid spending structure.
While we expect only modest financing needs for capital expenditures, we
believe investments in Jönköping's company sector, particularly in utility
Jönköping Energi, will require debt financing of about SEK1.0 billion in
2013-2015. Jönköping has pooled the financing of its company group into an
in-house bank function. This function was legally placed within the holding
company, Jönköping Rådhus AB, which carries out funding on municipal
guarantees. In our analysis of Jönköping's tax-supported debt, we include
guarantees extended to tax-supported entities. In this respect we assess the
two largest borrowers, utility Jönköping Energi and housing company Vätterhem
as self-supporting. For 2013, we expect Jönköping will increasingly acquire
funding through municipal capital market programs by providing new funding and
refinancing some of Rådhus' loans in the municipal treasury. We expect
Jönköping's tax-supported debt will level out at a moderate 58% of
consolidated revenues at year-end 2015, up from 43% in 2012 and stemming from
financing of company group investments.

Liquidity
We consider Jönköping's liquidity "neutral," according to our criteria. The
municipality normally holds a low cash balance and uses committed credit
facilities from banks to handle its liquidity needs and manage refinancing
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risk. Jönköping's in-house banking function is normally situated in holding
company Rådhus AB, which conducts the company group's financing of municipal
guarantees. Funding is primarily sourced from municipal funding vehicle
Kommuninvest i Sverige AB (AAA/Stable/A-1+) which currently supplies 75% of
Jönköping's total external financing. The remainder consists of traditional
bank loans and loans under the municipality's SEK800 million medium-term note
(MTN) program.
We expect Jönköping will increasingly tap the capital markets for financing
from 2013 by introducing a commercial paper program of SEK1.5 billion and
extending its municipal MTN program to SEK2 billion. To prepare for this, the
municipality treasury has begun to contract additional liquidity facilities,
which currently reach SEK1.54 billion.
We include the loans held at Rådhus AB in our analysis of Jönköping's
liquidity position. In May-June 2013, the municipal treasury prolonged its
maturity profile of loans from Kommuninvest. As of June 2013, we forecast
Jönköping's cash and available committed bank facilities at 50% of debt
maturing over the following 12 months, including our expectation of financing
required for city investments and loan repayments. We consider this liquidity
coverage ratio weak but balanced by Jönköping's strong and reliable capital
market access and its membership in funding agency Kommuninvest. We expect
Kommuninvest will remain Jönköping's main loan provider over the medium term.
We assign the Swedish domestic banking sector a Banking Industry Country Risk
Assessment score of '2', with '1' being the lowest risk and '10' being the
highest, reflecting our view of the sector's overall robustness.

Outlook
The stable outlook reflects our expectation that Jönköping's management will
be able to retain strong budgetary performance. This is despite a potential
decline in revenues due to Sweden's likely revision of its equalization
system. In our base case, we also incorporate a moderate buildup of debt to
fund a new bio-fuel plant at utility Jönköping Energi together with increased
municipal onlending activity. In light of this debt increase, we expect
Jönköping's management will enforce a prudent handling of refinancing risks
associated with expanded capital market activities.
Ratings upside could stem from significantly improved liquidity, together with
a further formalization and institutionalization of a conservative
municipality risk management and prudent capital market activity.
Conversely, the rating could come under pressure within the next 24 months if,
in line with our downside case, Jönköping's budgetary performance weakened,
leading to deteriorating debt and liquidity positions.
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Related Criteria And Research
• 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
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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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