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Market View — MFA as SSA? [That’s but one way to think of this unique & top-rated credit]
By Warren Lovely
The Municipal Finance Authority of British Columbia (BCMFA for short), established in 1970, is something of a unique credit… at least in a
Canadian context. Notwithstanding a long-standing tendency to label/classify BCMFA bonds as “municipal” or “local government”,
the entity is distinctly regional/provincial in terms of its remit, authority and oversight. To us, BCMFA looks, feels and operates more like
a highly efficient regional infrastructure bank than anything else. Yes, its clients are local governments/municipalities, but that’s really
no different than the likes of Kommunalbanken (Norway), Kommuninvest (Sweden), Municipality Finance (Finland) or JFM (Japan)—
stalwarts of the SSA space all. That supports inclusion of BCMFA (along with a handful of other Canadian entities) in our SSA Fact Sheet,
which was designed as a quick reference guide for investors.
Rating agencies too, tend to differentiate BCMFA from the various Canadian cities and regional municipalities that issue debt in their
own name. Rather than comp-ing against Toronto, Montréal or Vancouver say, S&P places BCMFA in a category dubbed Public Sector
Funding Agencies (PFSA). There are over a dozen names in the PFSA camp, including two other Canadian entities (FNFA and HI-C Issuer
Trust), those Nordic/Japanese muni-focused SSAs cited above and a handful of others. Refer to the detailed Table on page 2 for a
current ratings score comparison. At ‘aa+’, BCMFA boasts the single-best Stand-Alone Credit Profile (SACP) in the group. Its unique,
legislated and unlimited taxation authority over BC’s entire real property base allows for an additional notch of uplift, resulting in
BCMFA’s top-tier ‘AAA’ rating and “stable” outlook from S&P (which it has enjoyed for a dozen years).
Moody’s likewise draws a methodological distinction between BCMFA and what you might consider plain vanilla municipal
governments. The former is assessed as a Government-Related Issuer (GRI), with members of the latter (e.g., Winnipeg, York Region or
Ottawa, just to add a few other names into the mix) are weighed against the rating agency’s Regional and Local Governments criteria.
Regardless, BCMFA earns a top-notch ‘aaa’ Baseline Credit Assessment (BCA) from Moody’s, requiring no special factor or JDA-related
uplift to get to a gold-plated ‘Aaa’ long-term local currency rating (which, in Moody’s case, dates back to 1994). Note that Moody’s
scorecard-generated BCAs for Canada’s main issuing munis, as well as all ten provinces, range from ‘aa3’ to ‘aa1’.
In addition to the real property taxation power—which has never been needed to replenish the Debt Reserve Fund (DRF), but is wholly
reassuring nonetheless—BCMFA ratings draw support from: the joint and several liability of borrowers (within a given district); strong
profitability metrics, loan quality and perfect repayment history; “very strong” management; prudent capital policies (including the
DRF); and healthy liquidity. Thinking about it, the sheer stability of BCMFA credit ratings is one way the name differs from the provincial
sector, where a number of post-crisis rating actions have been taken (the majority of which, but certainly not all, have been to the
downside). As for liquidity, there are a couple dimensions here, but to us, primary market issuance patterns and secondary market
trading flows tend to support the argument that BCMFA bonds are at least as liquid, if not more so, than many smaller to mid-sized
Canadian provinces. Go ahead, test us. This one-two punch of stable ratings and demonstrated two-way liquidity should come as a
comfort to bondholders, particularly when you control for the all-in yield available on BCMFA bonds.
Quite simply, BCMFA bonds remain some of the highest yielding AAA-rated public sector securities in the Canadian fixed income
market, in many cases offering a non-trivial pick-up to like-rated crowns, CPPIB/PSP, provis and/or C$ SSAs (refer to Chart 3 on page
2). So if, like us, you’re inclined to see BCMFA less like a muni and more like a province, SSA or other public sector entity, the vol-adjusted
spread/yield and rating uplift might be hard to argue with. We’d welcome a further debate with any/all interested parties.

Chart 1: BCMFA strongest SACP in PFSA group

Chart 2: BCMFA’s history of top-tier/stable ratings

S&P’s Stand Alone Credit Profiles of 13 Public Sector Funding Agencies

Average S&P & Moody’s long-term rating: BCMFA vs provincial aggregate
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Table: Current snapshot of S&P’s Public Sector Funding Agencies
S&P ratings score snapshot of BCMFA & 12 other PFSAs (reflecting latest available rating reports)
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Chart 3: A closer look at the bond yields available in Canada’s AAA-rated universe
FTSE Canada Universe Bond Index yields & effective term of AAA-rated bonds (closing values at at 7-Feb)
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General
This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of National
Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be
subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update the
information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and
interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report
constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.
This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.
National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents
NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be
contrary to any opinions expressed in this Report.
NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its affiliates.
This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents
This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its parent
and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may have
had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as market
maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker with
respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount invested. Past
performance is not a guide to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse effect on the
value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about their value or
the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to substantial
risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for distribution to
retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the information in this
Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for the securities described
herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.
NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents
With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.
This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents
With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report are
solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume any
loss suffered by you in reliance of such information.
The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.
There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.
No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold
themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.
Copyright
This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.
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