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Zurich (City of)

This report does not constitute a rating action.

Key Rating Factors

Issuer Credit Rating

AA+/Stable/A-1+

Credit context and assumptions Base-case expectations

The very wealthy local economy and supportive

framework for municipalities in the canton are key

credit strengths.

• Upcoming elections in early 2022 are unlikely to

change financial policies considerably.

• S&P Global Ratings assumes a quick economic

rebound from the recession in 2020, with Swiss real

GDP increasing nearly 4% in 2021, and the City of

Zurich (Zurich-City) participating in national growth.

• The COVID-19 pandemic will continue to burden

Zurich-City's budgetary performance in 2021 and

2022.

Despite a sound economic rebound in 2021 and 2022,

financial consolidation will be delayed.

• Sluggish tax revenue growth will continue to

pressure intrayear savings compared to proposed

financial planning.

• We assume that Zurich-City will finance upcoming

deficits after capital accounts by utilizing its strong

access to capital markets.

• We believe that Zurich-City will keep tax-supported

debt at moderate levels.

Outlook

The stable outlook is based on our view that the pandemic will have a manageable effect on the city's financials. We

expect Zurich-City will maintain debt at current moderate levels of below 75% of operating revenue. We also assume

that the city will maintain its sound cash cushion.

Downside scenario

We could lower the ratings if the city substantially deviates from its financial policy, with deficits after capital accounts

heading toward 10% of total revenue, mirroring difficulties in implementing consolidation measures to return to

prepandemic levels. In this scenario, the city would also resume debt accumulation materially above our current

assumptions.
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Upside scenario

We could raise the ratings if Zurich-City structurally reduces its debt burden to consistently below 60% of operating

revenue, while maintaining high and predictable debt-service coverage. In addition, more consistent visibility on

financial plans could provide upside potential for the rating.

Rationale

The ratings on Zurich-City are based on the extremely predictable and supportive institutional framework for

municipalities in the Canton of Zurich (AAA/Stable/--), as well as the very strong local economy. The ratings on the

city also benefit from its sound budgetary performance, including moderate deficits in the next three years caused by

lower expected tax revenue related to the COVID-19 pandemic. We believe that the city's management will

outperform its financial planning as in previous years, and keep tax-supported debt at moderate levels. Zurich-City

enjoys some flexibility in changing taxes that account for the lion's share of its revenue if unforeseen developments

occur, but the current political goal is to keep the tax rate constant. We do not believe that the city will alter its

financial policies due to upcoming elections in early 2022.

Tax revenue recovery will take longer than the economic recovery

Zurich-City is the dominant economic center in Switzerland and we expect to benefit accordingly from the strong

economic recovery after the pandemic-induced recession in 2020. We forecast that the Swiss economy will rebound

with real GDP per capita expanding 3.2% and 3.1% in 2021 and 2022 respectively. Zurich's highly diverse and dynamic

economic structure has helped it weather the effects from the pandemic, with local unemployment rates reaching very

low precrisis levels as of summer 2021. Zurich-City achieves about twice Switzerland's already very high GDP per

capita of $93,300 in 2021, providing a comfortable tax base the city might tap if politically feasible.

Population growth has been about 1.3% a year historically, but halted in 2020 due to COVID-19. It remains to be seen

if growth will continue after the pandemic fades. The city achieves nearly two-thirds of tax revenue from income taxes,

with the rest paid as profit tax from corporates, somewhat limiting its exposure to economic shocks. Zurich-City is a

key financial center in Switzerland and hosts the headquarters of three systemically important banks (Credit Suisse,

UBS, and Zurcher Kantonalbank), various insurance companies, and the Swiss stock exchange, which have proven to

be relatively resilient in recent years.

Although we expect the economy to rebound quickly, we expect tax revenue to lag. This is primarily due to the Swiss

taxation system, with advance tax payments made before final payments the next two years, depending on tax bills.

We consider the COVID-19 pandemic a temporary phenomenon that should not materially harm the city's budgetary

performance.

Zurich-City's management remains committed to financial targets that require a balanced budget on average over a

multi-year horizon, maximum interest payments, minimum equity, and other goals. We note that financial planning,

presented in autumn 2021, currently does not meet the requirement of balanced accounts on average. However, we

believe that management will achieve intrayear savings to minimize future deficits after capital accounts.

The institutional framework for municipalities in the Canton of Zurich is extremely predictable and supportive, in our
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view. It relies on the consensus-based approach of the canton and municipalities for structural and legal changes,

avoiding unbalanced burdens for either side. However, legally, municipalities cannot oppose changes unless there is a

referendum. The latter represents a final backstop to unwanted changes for municipalities, where municipal politicians

could influence voters. Due to strong municipal autonomy, extraordinary support for municipalities might be contained

and the canton would likely need to pass specific legislation to support Zurich-City in an extraordinary case.

The pandemic ended a track record of budgetary surpluses

We expect Zurich-City to achieve lower operating surpluses in our base-case years, including 2023, than the

double-digit surpluses seen in the past. In 2020, the city achieved a significantly lower deficit after capital accounts

than budgeted, despite the pandemic, reflecting sound expenditure controls and lower capital investments. We expect

financial management will continue to achieve savings each budget year, which should outperform the city's very

conservative financial planning and--if fully realized--lead to 10%-15% deficits after capital accounts. The multi-year

investment program is unlikely to be executed in full as budgeted, which, alongside pandemic-related delays, leads us

to assume in our base-case scenario that the city will once again outperform its plans significantly. However, we

expect moderate deficits after capital accounts of 3%-5% per year.

We are convinced that financial management might implement additional savings measures if deemed necessary,

since the strict budgetary guidelines include a set of optional actions--such as adjusting the tax multiplier, cutting

expenses, and delaying the capital expenditure program--to maintain financial stability. As all of the measures are

highly unpopular, we do not believe Zurich-City's very prudent financial policies will be altered by the upcoming

municipal elections in first-quarter 2022.

Zurich-City will finance its deficits expected for 2021-2023 mostly with new borrowings that will stabilize its debt

burden at a moderate 70%-75% of operating revenue. We note that all relevant utility entities are consolidated in its

balance sheet, equalizing direct and tax-supported debt and considerably reducing contingent liabilities.

Our overall assessment of Zurich-City's liquidity as strong considers existing cash, committed undrawn credit lines,

and strong access to the Swiss capital market. In early 2021, the city placed a bullet bond with a maturity of nearly 10

years at no interest cost, reflecting the strong demand for its securities. We expect the city will maintain average

minimum cash holdings of Swiss franc (CHF) 200 million. Zurich-City's own cash reserves are therefore relatively low

compared with debt service; the coverage for the next 12 months is usually well below 40%. When including liquidity

lines contracted, debt-service coverage increases considerably, depending on the use of cash-pooling with third

parties. The city uses these arrangements as a precaution to mitigate unforeseen liquidity risk events, but they also

introduce potential coverage ratio volatility.

Key Statistics

Table 1

Zurich (City of) Selected Indicators

(Mil. CHF) 2017 2018 2019 2020 2021bc 2022bc 2023bc 2024bc

Operating revenues 7,912 7,901 7,847 7,748 7,980 8,147 8,295 8,393

Operating expenditures 6,863 6,847 6,862 7,064 7,396 7,533 7,684 7,779
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Table 1

Zurich (City of) Selected Indicators (cont.)

(Mil. CHF) 2017 2018 2019 2020 2021bc 2022bc 2023bc 2024bc

Operating balance 1,049 1,055 985 684 584 614 611 614

Operating balance (% of

operating revenues)

13.3 13.3 12.6 8.8 7.3 7.5 7.4 7.3

Capital revenues 45 68 91 253 128 164 197 207

Capital expenditures 860 992 1,031 1,160 1,073 1,063 1,106 1,137

Balance after capital accounts 234 131 46 (223) (361) (285) (298) (317)

Balance after capital accounts (%

of total revenues)

2.9 1.6 0.6 (2.8) (4.5) (3.4) (3.5) (3.7)

Debt repaid 943 798 505 690 600 400 500 500

Gross borrowings 709 548 620 760 801 692 791 820

Balance after borrowings (34) (157) 123 (167) (185) (0) (0) 0

Direct debt (outstanding at

year-end)

5,907 5,597 5,107 5,177 5,378 5,670 5,961 6,281

Direct debt (% of operating

revenues)

74.7 70.8 65.1 66.8 67.4 69.6 71.9 74.8

Tax-supported debt (outstanding

at year-end)

5,907 5,597 5,107 5,177 5,378 5,670 5,961 6,281

Tax-supported debt (% of

consolidated operating revenues)

74.7 70.8 65.1 66.8 67.4 69.6 71.9 74.8

Interest (% of operating

revenues)

1.7 1.6 1.2 1.2 1.0 0.9 1.0 1.0

Local GDP per capita (single

units)

167,029 171,443 169,937 160,820 165,203 167,639 170,010 N/A

National GDP per capita (single

units)

81,764 84,179 84,500 81,455 83,789 86,243 87,916 89,579

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. N.A.--Not available. N.M.--Not meaningful. CHF--Swiss franc.

Ratings Score Snapshot

Table 2

Zurich (City of) Ratings Score Snapshot

Key rating factors Scores

Institutional framework 1

Economy 1

Financial management 1

Budgetary perfomance 2

Liquidity 2

Debt burden 3

Stand-alone credit profile aa+
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Table 2

Zurich (City of) Ratings Score Snapshot (cont.)

Key rating factors Scores

Issuer credit rating AA+

S&P Global Ratings bases its ratings on non-U.S. local and regional governments (LRGs) on the six main rating factors in this table. In the

"Methodology For Rating Local And Regional Governments Outside Of The U.S.," published on July 15, 2019, we explain the steps we follow to

derive the global scale foreign currency rating on each LRG. The institutional framework is assessed on a six-point scale: 1 is the strongest and 6

the weakest score. Our assessments of economy, financial management, budgetary performance, liquidity, and debt burden are on a five-point

scale, with 1 being the strongest score and 5 the weakest.

Key Sovereign Statistics

• Sovereign Risk Indicators, Oct. 12, 2021. Interactive version available at http://www.spratings.com/sri

Related Criteria

• Criteria | Governments | International Public Finance: Methodology For Rating Local And Regional Governments

Outside Of The U.S., July 15, 2019

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

• Institutional Framework Assessments For International Local And Regional Governments, Oct. 6, 2021

• COVID-19 Impact: Key Takeaways From Our Articles, Sept. 29, 2021

• Latest European Economic Snapshots Highlight The Continent's Faster-Than-Expected Restart, Sept. 29, 2021

• Default, Transition, and Recovery: 2020 Annual International Public Finance Default And Rating Transition Study,

Sept. 14, 2021

• Comparative Statistics: European Local And Regional Government Risk Indicators, Sept. 1, 2021

• Switzerland, Aug. 23, 2021

• Economic Outlook Europe Q3 2021: The Grand Reopening, June 24, 2021

• Canton of Zurich, May 6, 2021

• COVID Aftershocks Push German And Austrian LRGs Into Heavy Borrowing, But Not Swiss Peers, March 25, 2021

• Infrastructure Needs Will Boost LRG Borrowing In Developed Markets In 2021, March 25, 2021

• Local Government Debt 2021: Global Borrowing To Hit $2.25 Trillion, March 25, 2021

• Swiss National Bank’s Higher Payout To Government Offers Budgetary Relief, Feb. 12, 2021

• Banking Industry Country Risk Assessment: Switzerland, Jan. 6, 2021

• Will The Swiss Tax Reform Plan TP 17 Cost Some Cantons More Than Others?, Aug. 29, 2018
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Ratings Detail (As Of October 25, 2021)*

Zurich (City of)

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

Issuer Credit Ratings History

23-Oct-2020 AA+/Stable/A-1+

28-Oct-2019 AA+/Stable/--

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

EMEA Sovereign and IPF; SovereignIPF@spglobal.com

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of Use/Disclaimer on the last
page.

S&P GLOBAL RATINGS360 OCTOBER 25, 2021   7

Zurich (City of)



S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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