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The credit profile of the Province of Alberta (Aa3 positive) reflects strong fiscal flexibility and
significant federal transfers, and a competitive tax regime relative to peers. Liquidity from
approximately CAD50 billion in cash and investments provide significant coverage of debt
and expenses above most peers. The current economic environment following the removal of
pandemic restrictions, coupled with a sharp increase in oil prices, is driving a significant fiscal
recovery with estimated small surpluses over the next three years. The revenue rebound and
stronger fiscal results also lead to a lower debt burden that we previously forecast, although
net debt of 175% to 185% of revenue over the next three years remains elevated relative to
many peers. Pressures also remain from a significant dependence on volatile oil prices which
creates significant fluctuation in revenues and adds to forecast uncertainty.
Exhibit 1

Economic rebound and high resource prices contribute to a significant fiscal improvement
Fiscal balance – Moody’s current projection

Fiscal balance – Moody’s previous projection
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Rating outlook
The positive outlook reflects our assumption that the fiscal and economic rebound which began in 2021-22 could lead to a structural
improvement in Alberta's credit profile, underscored by positive trajectories in the fiscal balance. The positive outlook also reflects the
potential that these fiscal improvements, if they materialize, would lead to a materially lower debt burden that under Moody's previous
projections given the elimination of an estimated CAD30 billion deficit financing from debt.

Factors that could lead to an upgrade
The rating could be upgraded if the province could sustain balanced results from consistent high energy prices and prudent expense
controls, leading to a sustained reduction in net debt to below 180% of revenue.

Factors that could lead to a downgrade
Although a downgrade is unlikely given the positive outlook, the outlook could be stabilized if lower energy prices or new coronavirusrelated restrictions slowed economic activity, leading to a return to deficits and a slower reduction in the debt burden than we
anticipated. Lower than projected growth in liquidity levels could also result in stabilizing the outlook.

Key indicators
Province of Alberta
Year ending March 31
(Year Ending March 31)
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Sources: Province of Alberta, Moody's Investors Service

Detailed credit considerations
On April 27, 2022, we affirmed Alberta's ratings and revised the outlook to positive. The positive outlook reflects our view that the
fiscal and economic rebound which began in 2021-22 could lead to a structural improvement in Alberta's credit profile, underscored by
positive trajectories in both the fiscal balance and debt burden.
The credit profile of the Province of Alberta, as expressed in its Aa3 rating, combines a Baseline Credit Assessment (BCA) of a1, and a
high likelihood of extraordinary support from the Government of Canada (Aaa stable) should the province face acute liquidity stress.

Baseline Credit Assessment
Significant levels of liquidity from cash and investments

Alberta maintains substantial holdings of cash and long-term investments, which we estimate at a combined value of CAD50.1 billion
at March 31, 2022, covering 77% of total expenses and 44% of Moody’s-adjusted net debt. These levels remain very strong relative
to similarly rated peers. We project a gradual growth in liquidity over the next three years given projected surpluses and investment
returns, which will continue to provide strong expense and debt coverage levels.
The high level of cash and investments provides a buffer for bondholders against fiscal shortfalls and rising expenses including debt
costs. We project that these balances will continue to grow given the anticipated surpluses, providing stable coverage relative to rising
nominal debt levels and expenses.
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 3

High levels of cash and investment will continue to provide strong coverage ratios
Fiscal years ending March 31
Cash and investments as a % of total expenses

Cash and investments as a % of net debt
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Sources: Province of Alberta, Moody's Investors Service

Long-term investments include the CAD17.0 billion (book value) Heritage Savings Trust Fund, a long-term savings fund created to
invest a portion of Alberta's oil revenue for the benefit of future generations and one of the largest wealth funds globally. Although
the fund's asset composition is well diversified, a relatively high allocation to equities and alternative investments exposes it to asset
value and performance fluctuations. The government’s long-standing policy is to protect principal held in the Heritage Fund and as a
result we do not expect principal drawdowns in the near term. Although the fund's net income has been historically used to support
program expenses in recent years, the province’s recently released 2022-23 budget indicates that the fund’s future annual earnings will
be reinvested within the fund.
Since the onset of the pandemic, Alberta – similar to all Canadian provinces - has benefitted from federal liquidity support through the
Bank of Canada including through provincial money market and bond purchase programs which were used to buy significant amounts
of provincially issued money market and bond securities in the secondary market. Although the province has not accessed these
programs and the federal government has subsequently wound them down, they were important liquidity resources to foster efficient
capital market activity, supporting provincial borrowing programs and cash flow needs. We anticipate that further federal programs
would be forthcoming if the provincial market experienced significant liquidity constraints.
Significant fiscal flexibility and competitive tax regime

Alberta has significant flexibility in its financial management in both revenue and expenditure measures to achieve budget targets and
move forward with its plan to balanced budgets. Similar to other Canadian provinces, Alberta has greater fiscal autonomy compared
with its counterparts in other countries, such as the German Länder and the Australian states. As such, the province has a high degree
of fiscal policy flexibility that is more akin to that of sovereign governments than many of their international sub-sovereign peers. This
framework provides the province with unfettered access to a broad range of tax bases and wide discretion over expenditure decisions,
endowing it with substantial flexibility to address fiscal challenges.
Alberta retains access to a broad range of tax bases and the ability to alter expenditure programs. Alberta's tax regime remains highly
competitive relative to most provincial peers in respect of both corporate and personal income tax rates, providing the province with
greater fiscal capacity. For example, marginal personal income rates range between 10% and 15%, one of the lowest levels in Canada.
The province accelerated a reduction in the corporate tax rate to 8% from 12% in 2020, and the province does not levy a health
premium or payroll taxes, and remains the only Canadian province without a provincial sales tax.
The tax regime provides the province with significant capacity to enact future tax measures to support revenue growth if necessary and
still remain competitive with other provinces. Nevertheless, policy actions in recent years have focused on increasing or maintaining
tax competitiveness. As a result, we do not expect a material reversal of these policies in the near future that would lead to higher tax
revenues.
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Highly supportive institutional framework including operating and pandemic-related federal transfers

The institutional framework governing relations, powers and responsibilities between the Canadian provinces and the federal
government is well developed and stable. A system of fiscal transfers from the federal government, including rising health and social
transfers, also supports Alberta's credit profile. These transfers are highly predictable and secure and are therefore largely unaffected by
economic changes.
Historically, these federal transfers accounted for a 15-20% share of Alberta’s total revenues, although transfers have temporarily
increased since the onset of the pandemic given additional federal COVID-19 support to offset lost provincial revenues and incremental
COVID-19-related expenses. We expect that the relative share of federal transfers are now stabilizing closer to historical levels as ownsource revenues recover and temporary federal support programs are reduced or terminated.
In addition to direct federal transfer to the province, during the pandemic Alberta has also benefited from indirect federal support
programs to individuals, businesses and to municipalities. One of the largest transfers has been received under the CAD19 billion
(combined for all provinces) Safe Restart Program for health and other coronavirus-related support, which was supplemented by
employment and income support, wage and rent subsidies, sick benefits and other programs.
Federal transfers also include a top-up for gas tax rebates and fiscal stabilization transfers to offset revenue shocks. However, the
fiscal stabilization program, which was created to provide payments to provinces experiencing non-resource revenue declines of more
than 5% year-over-year, has a cap of CAD170 per capita (revised from CAD60 in November 2020) and thereby limits the potential
benefit the province may receive from this program. The province expects to receive CAD750 million in Fiscal Stabilization payments in
2022-23.
Fiscal recovery from economic rebound and high resource prices, but key risks remain

The province’s fiscal profile has improved significantly beginning in 2021-22 following six years of significant deficits between 2015-16
and 2020-21 driven by weak oil prices followed by the coronavirus pandemic. A continued economic rebound coincides with a
recent sharp increase in oil prices, which has allowed the province to accelerate its projected return to balance to 2022-23, several
years ahead of our previous projection of 3-4 years of additional deficits. If achieved, this would represent one of the strongest fiscal
recoveries among Canadian provinces.
The province’s 2022-23 budget estimates a deficit for the 2021-22 fiscal year of CAD3.2 billion (5.2% of revenue), much improved
from our previous projection of a deficit of CAD9.4 billion (17.7% of revenue). In fact, we expect that the province could post balanced
results for 2021-22 benefitting from unbudgeted revenues from surplus oil royalties. For the period 2022-23 to 2024-25, the province
projects small but consistent surpluses between 0.8% and 1.3% of total revenue.
The projected fiscal improvement over the next three years relies on continued economic growth including real GDP growth of 5.4%
in 2022, stabilizing to average long-term levels of approximately 3% over the following three years, as the province shifts from a
pandemic to an endemic environment. At the same time, the run-up in oil prices since the beginning of 2021 results in significantly
higher non-renewable resource revenue for the province than projected in previous budgets, including an improvement in the share
of oil revenues (from bitumen and crude oil royalties) from 5.7% of revenues in 2020-21 to 19.3% in 2022-23. At the same time,
the budget reflects conservative oil prices (WTI of $70/bbl in 2022-23) relative to current market prices ($100-110/bbl), which adds
additional upside for the forecasts. The budget also projects relatively stable light-heavy oil price differentials.
Nevertheless, significant volatility in oil prices - which also reflects increased global geopolitical risk - adds to forecast uncertainty and
the continued reliance on volatile non-renewable resources (80%-85% of natural resource revenue derives from bitumen and crude
oil royalties) exposes the province to significant swings in its fiscal results. The fiscal sensitivity to oil price changes is significant as
each $1/bbl change in WTI prices has an estimated impact of CAD500 million on fiscal results, while a $1 change in the light-heavy
differential has a CAD460 million impact.
Although the recent completion of Enbridge’s Line 3 pipeline replacement doubled the line’s capacity to 760,000 bpd, the province
continues to face oil transportation capacity constraints. Following the revocation of the permit for the Keystone XL pipeline extension
by the US administration in January 2021, egress capacity constraints remain an issue and will continue to exist until at the federally
owned Trans Mountain pipeline expansion is completed, (expected in late 2023), although the recently announced delay and material
cost escalation of Trans Mountain increases the risk of non-completion, which we view as a downside risk for the province.
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Elevated debt burden despite significant projected improvement

Alberta’s debt burden has risen significantly since 2015, with much of the debt issued to finance large deficits that resulted from weaker
natural resource revenues and recently exacerbated by the fiscal pressures caused by the pandemic. As a result, the Moody’s-adjusted
net direct and indirect debt rose to 262% of revenue in 2020-21 from just 30% in 2014-15, with a modest improvement to 237% in
2021-22 as revenues began to recover. Going forward, high levels of capital spending will require continued high levels of debt issuance.
Capital spending will total CAD20.2 billion between 2022-23 and 2024-25, including for new large-scale healthcare initiatives, and we
estimate that up to 60% of the capital plan could be financed through debt.
Nevertheless, the projection of balanced fiscal outcomes over the next three years will result in eliminating nearly CAD30 billion
deficit financing from debt relative to previous forecasts and as a result future debt issuances would only reflect refinancing and capital
needs. When combined with significantly higher budget revenues than previously anticipated, this will result in a lower debt trajectory
than under our earlier assumptions. We now project that the debt burden will stabilize near pre-pandemic levels, with net direct and
indirect debt estimated at between 175% to 185% of revenue over the next three years, below our previous assumption of 250%
to 300% although still an elevated level compared to many regional governments. While the projection of thin surpluses does not
leave significant capacity for additional debt repayment, we expect that the province would prioritize debt reduction/avoidance from
unanticipated surplus revenues, limiting the rise in debt levels.
Exhibit 4

The debt burden will stabilize at elevated levels, but much below our prior projection
Year ending March 31
Debt burden – Moody’s current projection

Debt burden – Moody’s previous projection
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Alberta’s elevated debt burden is supported by strong debt affordability, with our estimate of interest expense at around 4% to 5% of
revenue over the next three years, although rising interest rates will maintain upward pressure on the interest burden.
Large contingent liabilities from ATB Financial

Alberta faces contingent liability risk via its provincially owned financial institution, ATB Financial, and from unfunded pension liabilities.
ATB is a Crown agent of Alberta. As a result, its liabilities are liabilities of the province, and Alberta guarantees ATB’s debt and customer
deposits. We view these as contingent liabilities that would require additional payments should ATB require provincial support. ATB's
liabilities consist mainly of deposits, wholesale borrowing and collateralized borrowing, which stood at CAD51.7 billion at March 31,
2021. Although ATB's loan portfolio experienced notable fluctuations in loan quality over the past few years along with elevated loan
impairments given credit losses in the loan portfolio, we expect that the economic recovery and higher energy proces will lead to
diminishing credit losses and improved net income over the next two years.

Extraordinary support considerations
We assign a high likelihood that the Government of Canada would act to prevent a default by Alberta. The high likelihood of support
reflects our assessment of the federal government's incentive to minimize the risk of potential disruptions to capital markets if Alberta
or any province were to default. It also indicates a moderately positive federal government policy stance, as illustrated by the flexibility
inherent in the system of federal-provincial transfers.
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ESG considerations
The Province of Alberta's ESG Credit Impact Score is Moderately Negative CIS-3
Exhibit 5

ESG Credit Impact Score

Source: Moody's Investors Service

Alberta's ESG Credit Impact Score is moderately negative (CIS-3) reflecting highly negative exposure to environmental risks, neutralto-low exposure to social risks and neutral-to-low governance risk.
Exhibit 6

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
The E issuer profile score is highly negative (E-4). Alberta has a high economic and fiscal reliance on the continued consumption of
fossil fuels, and therefore it is more susceptible to carbon transition risk than most other provinces. Alberta is one of the world's largest
sub-sovereign polluters (GHG) from oil production with relatively few mitigants, although the province has a carbon pricing scheme in
place and has made efforts to reduce GHG emissions through new carbon capture and storage projects. At the same time, exposure
to physical climate risks is elevated given unpredictable weather events including droughts and wildfires which can cause significant
economic damage.
Social
Alberta's S issuer profile score is neutral-to-low (S-2). Health and safety measures and access to infrastructure in the province is strong,
and housing affordability is high relative to several other provinces. Alberta has the youngest overall provincial population, which
mitigates healthcare spending pressures while increasing education spending relative to other Canadian provinces. These strengths are
partly offset by reduced job opportunities in the oil sector and elevated unemployment rates.
Governance
Alberta's G issuer profile score is neutral-to-low (G-2). The institutional and governance framework inherent to all Canadian provinces
is strong, with transparent reporting and disclosure. The significant rise in debt points to some risk however from budget management.
Public accounts and budgets are typically prepared on a timely basis.
ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
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Rating methodology and scorecard factors
The assigned BCA of a1 is one notch below the scorecard-indicated BCA of aa3. The scorecard-indicated outcome of aa3 reflects (1) an
idiosyncratic risk of 4 (presented below) on a 1 to 9 scale, where 1 represents the strongest relative credit quality and 9 the weakest;
and (2) a systemic risk of Aaa, as reflected in the sovereign bond rating of the Government of Canada (Aaa stable).
For details of our rating approach, please refer to Rating Methodology: Regional and Local Governments, January 16, 2018.
Exhibit 7

Alberta, Province of
Regional & Local Governments
Baseline Credit Assessment – Scorecard

Factor 1: Economic Fundamentals
Economic Strength [1]
Economic Volatility
Factor 2: Institutional Framework
Legislative Background
Financial Flexibility
Factor 3: Financial Position
Operating Margin [2]
Interest Burden [3]
Liquidity
Debt Burden [4]
Debt Structure [5]
Factor 4: Governance and Management
Risk Controls and Financial Management
Investment and Debt Management
Transparency and Disclosure
Idiosyncratic Risk Assessment
Systemic Risk Assessment
Scorecard-Indicated BCA Outcome
Assigned BCA

Score

1
5

Value

122.14%

1
1
9
7
1
9
3

Sub-factor Weighting

Sub-factor Total Factor Weighting

Total

2.20

20%

0.44

1

20%

0.20

5.25

30%

1.58

5

30%

1.50

70%
30%
50%
50%

-23.59%
5.24%
261.63%
15.79%

12.5%
12.5%
25%
25%
25%

5
1
1
3.72 (4)
Aaa
aa3
a1

[1] Local GDP per capita as % of national GDP per capita
[2] Gross operating balance by function/operating revenues
[3] (Adjusted) interest expenses/operating revenues
[4] Net direct and indirect debt/operating revenues
[5] Short-term direct debt/total direct debt
Source: Moody's Investors Service; Fiscal 2020-21.
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Ratings
Exhibit 8

Category
ALBERTA, PROVINCE OF

Outlook
Baseline Credit Assessment
Senior Unsecured
Commercial Paper

Moody's Rating

Positive
a1
Aa3
P-1

ATB FINANCIAL

Outlook
Issuer Rating -Dom Curr
ST Issuer Rating -Dom Curr

Positive
Aa3
P-1

ALBERTA CAPITAL FINANCE AUTHORITY

Senior Unsecured -Dom Curr

Aa3

Source: Moody's Investors Service
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MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSFJ (as applicable) for credit ratings opinions and services
rendered by it fees ranging from JPY100,000 to approximately JPY550,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER

9

4 May 2022

1326526

Province of Alberta (Canada): Update following outlook change to positive

SUB-SOVEREIGN

MOODY'S INVESTORS SERVICE

CLIENT SERVICES

10

Americas

1-212-553-1653

Asia Pacific

852-3551-3077

Japan

81-3-5408-4100

EMEA

44-20-7772-5454

4 May 2022

Province of Alberta (Canada): Update following outlook change to positive

