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Overview

- The Canton of Aargau (Aargau) could face some pressure on budgetary performance stemming
from lower economic growth, reduced fiscal equalization receipts, costs for refugees, increased
capital expenditure, and potentially even a smaller Swiss National Bank profit distribution.

- However, we expect the canton's management to formulate an appropriate policy response to
such pressures and preserve overall strong budgetary performance, even if it is somewhat
weaker than in recent years.

- Accumulated liquidity should allow Aargau to continue reducing its debt burden regardless.

- We affirmed our 'AA+/A-1+' long-and short-term ratings on Aargau. The outlook remains
positive.

Rating Action

On June 17, 2022, S&P Global Ratings affirmed its 'AA+/A-1+' long- and short- term issuer credit
ratings on the Swiss Canton of Aargau. The outlook is positive.

Outlook

The positive outlook reflects the possibility that Aargau could maintain stronger budgetary
performance than we currently anticipate under our base case. At the moment, we forecast that
various challenges will mean the canton cannot continue reporting similarly strong surpluses to
the past two years. That said, we still believe that Aargau will maintain healthy operating margins,
repay debt from existing reserves, and preserve high liquidity levels over the next four years.

Upside scenario

A positive rating action could occur in the next year if, despite a potentially weaker operating
environment, Aargau can broadly defend the very strong budgetary performance of the recent
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past--including material surpluses after capital expenditure (capex)--through appropriate policy
actions. Such developments could signal stronger financial management.

Downside scenario

We could revise the outlook to stable in the next year if financial results deteriorate more than we
currently expect. This could be documented by structural deficits in the near term, which might
require the canton to either raise new debt or deplete cash faster than anticipated. At the same
time, we could revise the outlook to stable if we observe that investment programs at the cantonal
hospitals result in higher debt accumulation than currently expected or require substantial
additional financial resources from the canton.

Rationale

Aargau's financial performance was among the healthiest of the Swiss cantons in the past five
years, due to financial management's consolidation focus, increased tax revenue, and substantial
transfers from other levels of government, including the Swiss National Bank (SNB). However,
these tailwinds are anticipated to be significantly less forceful in the near future.

Our rating on the canton is supported by the strong Swiss economy, an excellent liquidity position,
and a low debt burden, which adds flexibility if unforeseen developments occur. We consider in
our analysis of contingent liabilities, Aargau's guarantee for its cantonal bank and debt
accumulation in the hospital sector, although we do not anticipate crystallization in the near term.

Aargau receives significant payments under the Swiss national fiscal equalization scheme, which
documents the very supportive institutional framework for cantons.

We expect the canton to face a more challenging operating environment going
forward

With an estimated national GDP per capita of Swiss franc (CHF) 87,300 (about $92,800) in 2022,
Switzerland will remain one of the world's strongest economies under any scenario, which
supports our rating on the canton. However, second order effects from the Russian-Ukraine war
will eventually also affect Swiss economic growth. S&P Global Ratings recently reduced its
forecast for 2022 real economic growth in Switzerland to 2.1%, from 3.3%.

Although Aargau's local GDP reaches only about 80% of the national average, this is still an
exceptionally strong value in any international comparison. We do not expect its GDP growth will
deviate materially from that of Switzerland. The canton benefits from being located between
Zurich and Basel, two major Swiss economic centers. Aargau is comparatively more industrial
focused than the average Swiss canton. Its most important economic sectors include
pharmaceuticals, chemicals, and capital goods. Aargau's unemployment rate of just 2.7% in April
2022 ranges only marginally above the Swiss national average.

The canton will remain a major recipient of payments under the Swiss national fiscal equalization
scheme, although it will likely have to cope with slightly lower revenue from the system over the
next few years. Due to changes in the calculation method triggered by the Swiss corporate tax
reform of 2019, Aargau expects to obtain CHF15 million less in 2025 than it received in 2021. Still,
CHF489 million paid to the canton last year--more than 8% of operating revenue--documents the
extremely supportive nature of the Swiss institutional framework for cantons, of which the
equalization scheme is a cornerstone.
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We believe that Aargau's recent decision, validated in a referendum on May 15, to gradually lower
the canton's headline corporate tax rate to 15.1% from 18.6% does not signal a fundamental
change in policy but rather uses the headroom generated by the healthy fiscal results of recent
years. Over the past few years, we have observed a cautious and consolidation-focused approach
to financial management. The canton executed significant saving measures and, for example,
refrained from immediately cutting the headline corporate tax rate to the same extent as other
Swiss cantons when the STAF corporate tax reform was introduced. This fuels our belief that, if
the effects of emerging macroeconomic challenges are stronger or more structural than currently
anticipated, Aargau's financial management will take appropriate steps to stabilize the budget.
We note, however, that a well-appointed budget fluctuation provision of CHF781 million at
year-end 2021 would allow Aargau to sustain unchanged expenditure patterns for a while without
violating the cantonal debt brake legislation, even if revenue deteriorates. The canton's policy
response to a more difficult environment will be a key determinant for the rating trajectory.

Even if budgetary execution softens, Aargau will continue to benefit from
exceptional liquidity and a low debt burden

Given the various identifiable fiscal challenges, we expect Aargau to not fully repeat the
exceptional results of recent years, but still retain strong budgetary performance. The operating
margin of 12% and the overall surplus of more than 5% of total revenue in 2021 were influenced
by factors that may fail to support performance to the same extent in future years. We note in this
context the risk of weaker economic growth weighing on tax collections generally, revenue losses
from the reduction of the cantonal corporate tax rate rising gradually to CHF90 million per year,
the previously described lower equalization payments, one-off receipts from assets sales in
2021-2022 (hydropower plant Ryburg-Schwörstadt for CHF150 million and the cantonal accident
insurance scheme for CHF65 million), and possibly even risks to the SNB's profit distribution. The
latter is particularly difficult to predict since it depends on market movements that are amplified
by the large size of the SNB's balance sheet. Additionally, Aargau plans to moderately increase
capex and anticipates limited costs related to Ukrainian refugees.

Aargau displays a liquidity position that covers the next 12 months of debt service more than three
times. In addition to cash and money market deposits, which we expect will remain high, the
canton has parked above CHF700 million of liquidity in the form of withholding tax receivables
with the Swiss federal treasury. Aargau maintains contractually committed credit lines of CHF320
million. Its liquid assets stand against long-term debt maturities of CHF160 million in 2022, to
which we conservatively add an assumed theoretical maximum of CHF250 million of short-term,
intrayear borrowings for calculating our debt service coverage ratio. Aargau's proven access to
bond-market financing represents an additional positive factor in our liquidity assessment.

We predict that Aargau will cover its 2022 debt maturities fully from liquid assets, implying
outstanding direct debt will decline to CHF690 million at year-end. This corresponds to a mere
13% of expected operating revenue. We note that the canton abstains from using foreign currency
debt, swaps, and derivative instruments. To obtain our broader tax-supported debt metric, we
consolidate the debt of certain government related entities, most importantly that of the cantonal
hospital in Aarau. The hospital is currently executing a debt-financed investment plan of about
CHF600 million to replace its aged building infrastructure. With an EBITDA margin of below 10% in
recent years, we consider its unsupported debt-carrying capacity limited.

Our overall assessment of Aargau's debt burden as low factors in the canton's contingent
liabilities. Aargau's main exposure relates to Aargauische Kantonalbank, which is 100% owned by
the canton and benefits from a statutory cantonal guarantee. Although the bank's balance sheet

www.spglobal.com/ratingsdirect June 17, 2022       3

Research Update: Swiss Canton of Aargau 'AA+/A-1+' Ratings Affirmed; Outlook Remains Positive



is almost 6x the canton's budget, we nevertheless regard the likelihood of the guarantee being
called as very low, given the bank's strong stand-alone credit profile at 'a+'. Further contingent
liability exposure mainly comes from cantonal hospital Baden and Aargau's 28% stake in energy
generation and trading group AXPO.

Key Statistics

Table 1

Aargau (Canton of) Selected Indicators

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

Operating revenues 4,955 5,269 5,707 5,605 5,485 5,450

Operating expenditures 4,494 4,717 5,039 5,082 5,114 5,138

Operating balance 461 551 668 522 371 312

Operating balance (% of operating revenues) 9.3 10.5 11.7 9.3 6.8 5.7

Capital revenues 143 92 83 203 104 98

Capital expenditures 271 358 319 355 342 345

Balance after capital accounts 333 286 433 370 133 65

Balance after capital accounts (% of total
revenues)

6.5 5.3 7.5 6.4 2.4 1.2

Debt repaid 335 390 250 410 250 250

Gross borrowings 150 250 125 250 250 250

Balance after borrowings 148 146 308 210 133 65

Direct debt (outstanding at year-end) 1,150 1,000 850 690 690 690

Direct debt (% of operating revenues) 23.2 19.0 14.9 12.3 12.6 12.7

Tax-supported debt (outstanding at
year-end)

1,454 1,457 1,341 1,290 1,340 1,390

Tax-supported debt (% of consolidated
operating revenues)

26.3 25.0 21.2 20.1 21.3 22.2

Interest (% of operating revenues) 0.3 0.2 0.2 0.2 0.2 0.2

Local GDP per capita (single units) 65,988 63,599 66,537 68,121 69,681 71,242

National GDP per capita (single units) 84,500 81,455 85,250 87,287 89,299 91,310

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.

Ratings Score Snapshot

Table 2

Aargau (Canton of) Ratings Score Snapshot

Key rating factors Scores

Institutional framework 1
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Table 2

Aargau (Canton of) Ratings Score Snapshot (cont.)

Key rating factors Scores

Economy 1

Financial management 2

Budgetary perfomance 2

Liquidity 1

Debt burden 2

Stand-alone credit profile aa+

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, April 11, 2022. An interactive version is available at
http://www.spratings.com/sri

Related Criteria

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- 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

- Russia-Ukraine Military Conflict: Key Takeaways From Our Articles, June 10, 2022

- Global Macro Update: Growth Forecasts Lowered On Longer Russia-Ukraine Conflict And Rising
Inflation, May 17, 2022

- Switzerland, Feb. 14, 2022

- Institutional Framework Assessments For International Local And Regional Governments, May
18, 2022

- Swiss Canton of Aargau Outlook Revised To Positive On Strong Financial Results; 'AA+/A-1+'
Ratings Affirmed, Jun. 18, 2021

- Aargauische Kantonalbank, Nov. 19, 2021
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- Institutional Framework Assessment: Swiss Cantons, Jan. 14, 2021

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 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 committee's assessment of the key rating factors is reflected in the Ratings Score Snapshot
above.

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. The weighting of all rating factors is described in the methodology used in
this rating action (see 'Related Criteria And Research').

Ratings List

Ratings Affirmed

Aargau (Canton of)

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

Senior Unsecured AA+

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings 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; or Stockholm (46) 8-440-5914
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