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Research Update:

Territory of Yukon 'AA' Rating Affirmed On
Exceptional Liquidity And Very Low Debt Burden

Overview

e W are affirnmng our ' AA" long-termissuer credit rating on the Territory
of Yukon.

e W are also affirmng our 'AA issue-level rating on Yukon Devel opnent
Corp.'s senior unsecured debt.

» The ratings reflect our opinion of the territory's exceptional liquidity,
very | ow debt burden and contingent liabilities, strong financial
managenment, and average econom ¢ strength and budgetary perfornances.

e The stable outlook reflects our expectation that Yukon w |l produce
nodest operating surpluses and snmall after-capital deficits, liquidity
wi Il remain exceptional despite sone drawdown in the next two years, and
the debt burden will rermain well under 30% of projected consolidated
operating revenues.

Rating Action

On Sept. 28, 2016, S&P dobal Ratings affirned its 'AA long-termissuer
credit rating on the Territory of Yukon. At the sane tinme, S&P d obal Ratings
affirmed its ' AA issue-level rating on the senior unsecured debt of Yukon
Devel opnent Corp. (YDC), the territory's wholly owned electric utility. The
outl ook is stable.

Rationale

The ratings reflect S& d obal Ratings' opinion of Yukon's exceptiona
l[iquidity, very low debt burden, very low contingent liabilities, strong
financi al managenent, and average econom c strength and budgetary performance.
The ratings also reflect our view of the very predictable and well-bal anced
institutional framework for Canadian territories. In our opinion, Yukon's
budgetary flexibility is weak

We continue to viewthe territory's debt burden as very |low, especially in
conparison with that of peers. By our estimates, direct debt stood at C$56
mllion at the end of fiscal 2016; tax-supported debt, which includes direct
debt, the debt of YDC, the territory's wholly owned utility, and Yukon Energy
Corp., and capital |eases, was C$200 million. The nbdest increase in debt in
fiscal 2016 was due to an increase in YDC s debt -- direct debt decreased
slightly during the year. Tax-supported debt represented 16% of consol i dated
adj usted operating revenues and direct debt was only 5% of adjusted operating
revenues at that tinme. Interest expense was stable, at 0.2% of adjusted
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operating revenues. G ven no new borrowi ng expected through the end of fisca
2019 and Yukon's anortizing debt profile, we expect that the territory's
direct debt will continue to decrease nodestly. W al so expect, however, that
YDC will borrow funds in the next two years to help finance its capital
expendi ture requirements. Using our conservative base-case estimates, we
expect total tax-supported debt to increase slightly in fiscal 2018 to about
C$220 nmillion and decline thereafter. Tax-supported debt will renain
confortably bel ow 20% of consol i dated adj usted operating revenues in the next
two years. The territory's interest will also be stable, at |less than 0.5% of
adj usted operating revenue.

Yukon's contingent liabilities are very low, in our view In fiscal 2015, the
territory's liabilities for vested sick | eave and vacati on, severances, and
known environmental liabilities that total ed about C$137 million, or 11% of
adj usted operating revenues. Furthernmore, we believe that in the event of
financial stress, support for YDC would be linmted to no greater than 2% of
consol i dat ed operating revenues.

Yukon's financial managenment is strong, in our opinion. The governnent has a
long track record of strong managenent that produces solid financial results.
An experienced and capabl e adm nistration inplenents policy. Budgets provide
good prospective visibility but are detailed for only one-year out. Miltiyear
capital planning is good. Fully consolidated budgets use realistic assunptions
but the key mining sector is volatile, introducing uncertainty into

medi umtermrevenue forecasts. Neverthel ess, Yukon has been able to produce
good financial results over the long term Actual variations from budget
typically have been nodest. We believe that the territory's debt policy is
prudent: debt limts are |egislated and outstandi ng bal ances are well bel ow
the imts. Cash and debt managenent are integrated. Yukon has only one
significant government-related entity, YDC, which has a strong policy
rational e and has been run prudently.

We believe Canadian territories benefit froma very predictable and

wel | - bal anced | ocal and regi onal governnent franework that has denonstrated a
hi gh degree of institutional stability. Yukon benefits from significant
revenue support through the Territorial Formula Financing (TFF) grant, Canada
Heal th Transfer, and Canada Soci al Transfer paynents fromthe federa
government. In fiscal 2016, total transfers represented 83% of reported tota
revenues. W expect total federal transfers will continue to increase nodestly
in the next two years.

Yukon's econony is average, in our view, despite its high GDP per capita.
Based on the average of data (as per our criteria), we believe that the
territory's nom nal GDP per capita averaged about US$60, 000 for the 2013-2015
peri od. Qur assessnent of the strength of Yukon econony is tenpered by its
concentration in the mning sector and the related volatility; and our opinion
that the territory's growh prospects are limted. W believe that the Yukon
economy contracted in 2015 for a third consecutive year, as |owered mnera

out put and | ow prices continue to weaken the mning sector. W believe that
real GDP fell about 4% in 2015 following a 1% decline in both 2013 and 2014.
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The | abor nmarket began to show the effects in 2015 of the continuing econonic
contraction. Wiile the | abor force was unchanged in 2015, the nunber of

enpl oyed workers fell 2% during the period. The unenpl oynent rate rose to 6.3%
fromd4.3%in 2014. For 2016, we expect real GDP will expand by about 3% but
contract again in 2017 by as much as 5%

The territory's budgetary performances are average, in our opinion. W
estimate that Yukon recorded an operating surplus of about 6% of adjusted
operating revenues in fiscal 2016, which is notably | ower than the fiscal 2014
and 2015 surpluses of about 11% of adjusted operating revenues. W also
estimate that the government produced an after-capital deficit of about 4% of
total revenues, which would be simlarly | ower than the 5% and 4%
after-capital surpluses of fiscal years 2014 and 2015, respectively. The
smal | er operating surplus in fiscal 2016 resulted from operati ng expenditure
grow h out paci ng operating revenue growth. Capital expenditures have been
rising for the past three fiscal years, putting pressure on after-capita
results. Capital spending reached close to C$160 million for fiscal 2016, up
fromclose to C$100 million in fiscal 2015. According to our base-case
forecast, we expect Yukon to produce somewhat smaller operating surpluses for
the fiscal 2017-2019 period that should average about 3% of projected adjusted
operating revenues. W further expect that the territory will produce
after-capital deficits over the same period: 6% of total revenues in 2017 and
about 2% for both fiscal years 2018 and 2019. Under our base-case scenario for
fiscal years 2015-2019, the average operating balance will be close to 5% of
annual adjusted operating revenues and the bal ance after-capital expenditures
wi || average about negative 2% of total revenues.

Al t hough transfers fromthe federal governnent provide a stable and

predi ctabl e revenue source, we believe Yukon's budgetary flexibility is weak.
Total transfers, mainly fromthe TFF grant, the Canada Health Transfer, and

t he Canada Social Transfer, represented nore than 80% of operating revenues,
resulting in weak budgetary flexibility. Mdifiable revenues are typically
small. In fiscal 2016, nodifiable revenues equal ed about 15% of operating
revenues. For our fiscal years 2015-2019 base-case period, nodifiable revenues
wi || average about 15% of annual operating revenues. Capital expenditures

i ncreased again for the second consecutive year, reaching about C$160 mllion
in fiscal 2016. They also rose to 12% of total spending, and should stay close
to that mark in fiscal 2017, at 11% For the fiscal years 2015-2019 base-case
peri od, capital expenditures will average about 9% of annual tota
expendi t ures.

Liquidity

Yukon's liquidity remains exceptional, in our view By our estimates, the
territory had cash, marketable securities, and portfolio investnments of about
C$300 million as of the end of fiscal 2016, which would be down fromclose to
C$350 nmillion a year earlier. Liquidity levels fell in fiscal 2016 as the
gover nment depl oyed sone of its cash to support its capital program W expect
the government will sinilarly deploy some of its cash to help finance the
fiscal 2017 capital program Neverthel ess, we expect that Yukon's free cash
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and liquid assets will renmain easily above 100% of the next 12 nonths' debt
service. W estimate that the territory's free cash and liquid assets
represented close to 40x of its next year's debt service as of the end of
fiscal 2016. W believe that Yukon has strong access to external liquidity, in
l[ine with that of nmany Canadi an peers.

Outlook
The stable outlook reflects our expectation that, in the next two years, Yukon
wi || produce nodest operating surpluses and snmall after-capital deficits. W

al so expect that its liquidity will renmain exceptional despite sonme drawdown
in the next two years, remaining well above 100% of the next 12 nonths' debt
service, and that the territory's debt burden will remain |ow, well under 30%
of projected consolidated operating revenues.

Al t hough we believe it very unlikely, we mght consider a negative rating
action if, under our downside-case scenario, financial discipline

deteriorates, and there is a significant and sustai ned weakeni ng of budgetary
performance such that Yukon records average operating bal ances of |ess than 5%
of consolidated operating revenues and after-capital deficits of greater than
5% leading in turn to lower liquidity or a higher debt burden

We could raise the ratings if the territory's econony expands so that the
concentration and volatility risk fall and econom c prospects inprove, |eading
to a growi ng share of nodifiable revenues.

Key Statistics

Table 1

Territory of Yukon -- Economic Statistics

Fiscal year end --Fiscal year ended March 31--

2014 2015bc 2016bc 2017bc 2018bc
Population 37,000 37,400 37,774 38,152 38,533
Population growth (%) 1.6 1.1 1.0 1.0 1.0
GDP per capita (C$) 70,351 68,346 70,918 67,617 68,956
Real GDP growth (%) N/A (2) 2.0 2.0 N/A
Unemployment rate (%) 4.3 4.8 6.3 6.3 6.3

Note: 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. Sources
typically include Statistics Canada. N/A--Not applicable.

Table 2

Territory of Yukon -- Financial Statistics

--Fiscal year ended March 31--

(Mil. Cs) 2014 2015bc 2016bc 2017bc 2018bc
Operating revenues 1,228 1,247 1,277 1,305 1,331
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Table 2

Territory of Yukon -- Financial Statistics (cont.)

--Fiscal year ended March 31--

(Mil. Cs) 2014 2015bc 2016bc 2017bc 2018bc
Operating expenditures 1,097 1,168 1,243 1,272 1,298
Operating balance 131 79 35 33 33
Operating balance (% of operating revenues) 10.7 6.4 2.7 2.5 2.5
Capital revenues 17 31 35 35 35
Capital expenditures 103 157 148 101 101
Balance after capital accounts 45 (47) (78) (33) (32)
Balance after capital accounts (% of total revenues) 3.6 (3.6) (6.0) (2.4) (2.4)
Debt repaid 6.2 4.7 3.9 3.8 3.9
Balance after debt repayment and onlending 39 (51) (82) (36) (36)
Balance after debt repayment and onlending (% of total 3.1 (4.0) (6.3) (2.7) (2.7)
revenues)

Gross borrowings 0 3 0 0 0
Balance after borrowings 39 (48) (82) (36) (36)
Operating revenue growth (%) 2.1 1.6 2.4 2.2 2.0
Operating expenditure growth (%) 2.5 6.5 6.4 2.4 2.0
Modifiable revenues (% of operating revenues) 16.2 14.9 15.0 14.8 14.5
Capital expenditures (% of total expenditures) 8.6 11.8 10.6 7.3 7.2
Direct debt (outstanding at year-end) 59 56 51 46 41
Direct debt (% of operating revenues) 4.8 4.5 4.0 3.6 3.1
Tax-supported debt (% of consolidated operating revenues) 14.7 15.6 14.4 16.4 15.7
Interest (% of operating revenues) 0.2 0.2 0.2 0.2 0.2
Debt service (% of operating revenues) 0.7 0.6 0.5 0.4 0.4

Note: 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. Base case reflects S&P Global Ratings' expectations of the most
likely scenario. Downside case represents some but not all aspects of S&P Global Ratings' scenarios that could be consistent with a downgrade.
Upside case represents some but not all aspects of S&P Global Ratings' scenarios that could be consistent with an upgrade. bc--Base case.

Ratings Score Snapshot

Table 3
Key rating factors Assessment
Institutional Framework Very predictable and well-balanced
Economy Average
Financial Management Strong
Budgetary Flexibility Weak
Budgetary Performance Average
Liquidity Exceptional
Debt Burden Very low
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Table 3
Territory of Yukon -- Ratings Score Snapshot (cont.)
Key rating factors Assessment
Contingent Liabilities Very low

Note: S&P Global Ratings' credit ratings on local and regional governments are based 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," published on June 30, 2014, summarizes
how the eight factors are combined to derive the foreign currency rating on the government.

Key Sovereign Statistics

Sovereign Risk Indicators, July 6, 2016. Interactive version avail able at
http://ww/ spratings.conisri

Related Criteria And Research

Related Criteria

e« Met hodol ogy For Rating Non-U. S. Local And Regional Governnents, June 30,
2014

e Analyzing The Liquidity O Non-U. S. Local And Regi onal CGovernnents And
Rel ated Entities And For Rating Their Conmercial Paper Prograns, Cct. 15,
2009

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

In accordance with our relevant policies and procedures, the Rating Committee
was conposed of analysts that are qualified to vote in the comrittee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the conmittee, the chair confirmed that the

i nfornation provided to the Rating Conmittee by the prinmary anal yst had been
distributed in a tinely manner and was sufficient for Committee nmenbers to
make an infornmed deci sion.

After the primary anal yst gave openi ng remarks and expl ai ned the
recomendati on, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee's assessnent of the key rating factors is reflected in the
Rati ngs Score Snapshot above.

The chair ensured every voting nmenber was given the opportunity to articulate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consi stency with the Commttee decision. The views and the decision of the
rating commttee are sunmarized in the above rationale and outl ook. The

wei ghting of all rating factors is described in the nethodology used in this
rating action (see 'Related Criteria And Research').
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Ratings List

Rati ngs Affirned

Yukon (Territory of)
| ssuer credit rating AA/ St abl e/ - -

Yukon Devel oprment Corp
Seni or unsecur ed AA

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum.
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