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Research Update:

Outlook On State of South Australia Revised To

Positive On Stronger Liquidity Coverage;
'AA/A-1+' Ratings Affirmed

Overview

e South Australia has inproved its liquidity coverage, which we consider
the state may maintain over the next few years should it keep to its
recently revised financial strategy.

* As aresult, we are revising the outlook on the long-termrating to
positive from stable.

e At the same time, we are affirmng our 'AA long- and 'A-1+ short-term
ratings on the state.

Rating Action

On Sept. 22, 2016, S&P dobal Ratings revised its outlook on the State of
South Australia to positive fromstable. At the same tinme, we affirnmed the
"AA" long- and 'A-1+ short-termratings on the state.

Rationale

The positive outlook reflects our view that South Australia may maintain the
i mprovenent inits liquidity coverage over the next two-to-three years should
it keep to its recently revised financial strategy.

The ratings on South Australia reflect our view of the extrenely predictable
and supportive institutional framework benefiting state and territory
governments in Australia, plus the state's strong financial managenent, very
strong econony, exceptional liquidity, and | ow contingent liabilities. South
Australia's average budgetary performance and budgetary flexibility, and
noderate debt burden partially offset these strengths.

South Australia's inmproving budgetary performance underscores its strong
financial nanagenment. This inprovenent cones after a nunmber of years of weak
budget ary outcones, which previously led to a deterioration in its credit
quality. In addition, the state is strengthening its liquidity policies, which
woul d ensure a higher |evel of coverage conpared with the past few years'.

We forecast operating surpluses woul d average 4% between 2015 and 2019 as the
state's share of goods and services tax (GST) grows and the governnent

mai ntai ns tight control of its expenditure. In 2015, South Australia achieved
its first operating surplus since 2010.
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Furthernore, the state's after-capital account deficits would average about

0.4% of total revenues between 2015 and 2019, after falling sharply in 2015

fromnore than 10% of total revenues between 2010 and 2014. This inprovenent
shoul d stabilize the state's debt burden at between 75% and 80% of operating
revenues and interest remmining well bel ow 5% of operating revenues.

Lower capital expenditure and income fromthe sale of its conpul sory
third-party insurer--the Motor Accident Commission (MAC)--are supporting this
turnaround. We consider the transfer of funds from MAC to be one-off, and
therefore, treat it as capital revenue. Qur after-capital account forecasts
al so incorporate a 14% underspend on the state's infrastructure spendi ng
forecasts, which is consistent with the state's level of capital expenditure
si nce 2010.

Over the past two years, South Australia's budgetary performance reflected its
sl ow economic growh and rising unenpl oynent. Real growth averaged 1.2% per
year from 2012-2015, and unenpl oynment peaked at about 8% in 2015, before
declining to 6.30%in June 2016. Wth a gross state product (GSP) of US$53, 400
per capita over the past three years, the econony is wealthy in a globa

cont ext .

However, the state's econony has struggled conmpared wi th domestic peers' due
to the closure of several major nmanufacturing plants (GM Hol den and Ford are
cl osi ng between 2016 and 2017) and smaller m ning conmpanies hit by the high
Australian dollar (about parity with the U S. dollar from 2010-2014), and | ow
comodity prices.

The state governnent's budget focuses on providing a business-friendly

envi ronnent through tax incentives to encourage jobs and investnment and
support the econony, while naintaining a surplus. The 2016- 2017 budget seeks
to support jobs and develop future industries, and investrment in health and
education services and infrastructure. Previous budgets focused on

i nfrastructure investnent and tax reforns, such as abolishing nonresidenti al
conveyance duties, increasing payroll tax rebates, and reduci ng conpul sory
third party prem uns.

These tax reforns and policies focus on stinulating economc activity that
could increase tax receipts, rather than substantially increasing tax rates
that could further stifle growth. Like other Australian states, South
Australia has average budgetary flexibility and linited ability to raise
addi ti onal revenues, given that nodifiable revenues woul d average 40% of
operating revenues from 2015-2019.

We consider Australia's institutional framework that underpins the ratings on
Sout h Australia to be one of the strongest in the world. Policy settings are
very predictable, and accountability and transparency standards are world
class. The country's fiscal systemainms to equalize the fiscal burden of the
states and territories. The Conmonweal t h government distributes revenues from
t he goods and services tax (GST) to the states and territories, which

i ntroduces a degree of structural inbalance between revenue powers and
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expenditure responsibilities, and limts states' budgetary flexibility.

We expect South Australia's total tax-supported debt to reach about 82% of
operating revenues in 2017 when the new A$2.8 billion Royal Adel ai de Hospita
private-public partnership (PPP) is conpleted and cones onto the state's

bal ance sheet. A delay in conpleting the hospital would result in a
re-profiling of South Australia's debt, but no change to its magnitude; and a
change in sone of its expenditures. W expect the state's contingent
liabilities to remain | ow

Furthernore, we consider the government's plan to extinguish its
superannuation liability (currently 50% of operating revenues) by 2034 as
credi bl e and does not affect South Australia's noderate debt burden

Liquidity

We consider South Australia's liquidity to be exceptional. Its debt-servicing
rati o would be 120% over the next 12 nonths, conprising cash and |iquid assets
as a percentage of debt maturities and interest paynents. In addition, the
state has strong access to external liquidity and potential Commonwealth
support.

South Australia has updated its liquidity policies, which should ensure the
state maintains a higher |evel of coverage than in the past, where its
debt-servicing rati o was between 40% and 60% si nce 2012. The updated liquidity
policies should ensure the state can nmeet 100% of its upcomi ng conmitnents on
a 12-month rolling basis.

We forecast that South Australia would hold on average about A$3.6 billion of
liquid assets (after SP A obal Ratings' haircuts) over the next 12 nonths to
cover upcomng nmaturities of A$2.4 billion and interest paynments of about

A$620 million.

South Australia's access to external liquidity is strong, in our view. Simlar
to Gernmany and Canada, the Australian states utilize a well-devel oped capita
market for their funding. The capital markets in Australia are deep and
liquid, and we expect themto remain so. South Australia's individua
characteristics support its access to external liquidity. South Australia has
not experienced difficulty in accessing Australian and international markets,
and our expectation is that this will continue. W al so expect the
Commonweal th to provide support if needed, such as the federal guarantee of
Australian state governnent debt during the 2008 2009 financial crisis.

The state's financing authority, South Australian Governnent Fi nancing

Aut hority (SAFA), manages the state's borrowi ng by matching the debt profile
with its clients' borrowi ng needs. Al so, SAFA's select lines and floating rate
notes are required to be of a certain size to be liquid. That said, we

consi der South Australia's liquid assets to be highly nmarketable, providing
anple flexibility if required.
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Outlook

-1+' Ratings Affirmed

The positive outlook reflects our view that the state would continue to
i mprovenent inits

achieve its financial
liquidity coverage at

strategy and may nmintain the recent
nore than 100% of the next 12 nonths'

i nt er est

paynments over a prol onged peri od.

We coul d revise the outl ook to stable
i mproved liquidity coverage isn't sustainable,
resulting in higher

weakens conpared with our forecasts,

Key Statistics

Table 1

debt

maturity and

if we considered South Australia's
its budgetary performance

or if

borr ow ngs.

State of South Australia's Key Statistics Table

--Year end June 30--

Nonfinancial public sector 2015A 2016 E 2017 BC 2018 BC 2019 BC
Adjusted cash figures (mil. AS)

Operating revenue

Tax receipts 4,077 4,070 4,146 4,252 4,364
Sales of goods and services nonmodifiable 1,551 1,501 1,452 1,497 1,534
Sales of goods and services modifiable 2,383 2,387 2,465 2,566 2,622
Current grants 3,170 3,139 3,405 3,438 3,572
GST 5,027 5,573 6,101 6,424 6,479
Dividends 45 64 41 31 33
Interest income 33 28 25 25 27
Other revenue 364 538 545 516 530
~of which mining royalties 253 222 252 261 261
Total operating revenue 16,903 17,521 18,431 19,010 19,423
Operating expenditure

Staff costs 8,799 9,278 9,493 9,624 9,725
Payments for goods and services 4,508 4,486 5,022 5,128 5,271
Interest costs 509 512 623 622 539
Grants 2,509 2,571 2,681 2,592 2,471
Other 166 97 109 141 100
Total operating expenditure 16,491 16,944 17,928 18,107 18,106
Cash operating balance 412 577 503 904 1,316
Purchases of nonfinancial assets 1,403 1,802 2,088 2,379 1,762
Capital grants 202 327 740 884 522
Sales of nonfinancial assets 735 658 670 508 153
Net cash from investing (466) (817) (678) (987) (1,087)
After-capital account balance (cash surplus/deficit) (54) (240) (175) (84) 229

Balance sheet
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Table 1

-1+' Ratings Affirmed

State of South Australia's Key Statistics Table (cont.)

--Year end June 30--

Nonfinancial public sector 2015A 2016 E 2017 BC 2018 BC 2019 BC
Tax-supported debt 12,344 12,569 15,019 15,060 14,819
Unfunded superannuation liability 8,509 8,793 8,643 8,468 8,266
RATIOS

Modifiable revenues/Adjusted operating revenues (%) 41.87 41.19 40.19 39.95 40.04
Capital expenditure/Total expenditure (%) 7.84 9.61 10.43 11.61 8.87
Operating balance/Adjusted operating revenues (%) 2.44 3.29 2.73 4.75 6.78
After-capital account balance/Total revenues (%) (0.30) (1.30) (0.88) (0.41) 1.14
Interest expense/Adjusted operating revenue (%) 3.01 2.92 3.38 3.27 2.78
Total tax-supported debt/Consolidated operating revenues (%) 73.03 71.74 81.49 79.22 76.30
Unfunded superannuation liability /Adjusted operating revenues (%) 50.34 50.18 46.89 44.54 42.56

A--Actual. BC--Base case. E--Estimate.

Table 2

South Australia's Key Economic Statistics

2013 2014 2015
Population (mil) 1.67 1.69 1.70
Population growth (%) 0.9 0.9 0.8
GSP per capita (local currency) 56,814 57,849 58,306
GSP growth (%) 1.7 0.8 1.6
Unemployment rate (%) 5.7 6.7 6.9

*Data source: Australian Bureau of Statistics. GSP--Gross state product.

Ratings Score Snapshot

Table 3

Ratings Score Snapshot

Key Rating Factors

Institutional framework

Extremely predictable and supportive

Economy Very strong
Financial management Strong
Budgetary flexibility Average
Budgetary performance Average
Liquidity Exceptional
Debt burden Moderate
Contingent liabilities Low

*S&P Global Ratings' issuer 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 rating.
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Key Sovereign Statistics

Sovereign Risk Indicators, July 6, 2016. An interactive version is available
at http://ww. spratings. contsri

Related Criteria And Research

Related Criteria
e General Criteria: Use O CreditWatch And Qutl ooks - Septenber 14, 2009

e Criteria - Governnents - International Public Finance: Methodol ogy For
Rating Non-U. S. Local And Regional Governnments - June 30, 2014
e Criteria - Governnents - International Public Finance: Methodol ogy And

Assunptions For Analyzing The Liquidity OF Non-U S. Local And Regi onal
Governnents And Related Entities And For Rating Their Conmercial Paper
Programs - Cctober 15, 2009

Related Research
e Public Finance System Overview. Australia' s Institutional Franmework For
States And Territories Is One O The Strongest In The Wirld, Feb. 12, 2015
e International Local And Regional Governnents Default And Transition
Study: 2012 Saw Defaults Spi ke, March 28, 2013

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 nfornati on provided to the Rating Committee by the prinmary anal yst had been
distributed in a timely manner and was sufficient for Conmittee nenbers to
make an informed 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
consistency with the Committee 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

Ratings Affirnmed; CreditWtch/Qutl ook Action
To From
Sout h Australia (State of)
| ssuer Credit Rating AA/ Positivel A-1+  AA Stabl e/ A- 1+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

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

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services
I'i cence nunber 337565 under the Corporations Act 2001. Standard & Poor's
credit ratings and related research are not intended for and nust not be
distributed to any person in Australia other than a whol esale client (as
defined in Chapter 7 of the Corporations Act).

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 22, 2016 8

1725707 | 302011238



Copyright © 2016 by S&P Global Market Intelligence, a division of S&P Global Inc. All rights reserved.

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.

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.

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 acknowledgement 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.

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 nonpublic information received in connection with each analytical process.

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 www.spcapitalig.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.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 22, 2016 9

1725707 | 302011238



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Key Statistics
	Ratings Score Snapshot
	Key Sovereign Statistics
	Related Criteria And Research
	Related Criteria
	Related Research

	Ratings List


