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Autonomous Region of Sicily (Italy)
Update to credit analysis

Summary
The credit profile of the Autonomous Region of Sicily (Ba1, Stable) reflects improved
operating results, including healthcare and stable liquidity profile, providing buffers against
the fiscal pressure stemming from the Coronavirus outbreak and the associated economic
contraction. While Sicily has a high degree of financial autonomy granted by its status, this
is counterbalanced by weak socio-economic profile and large capital investments needs. Our
assessment considers Sicily's moderately high debt levels, gradually decreasing, and long
term pension funding pressure. It also reflects the strong likelihood that the Government of
Italy (Baa3, Stable) would provide support in case of acute liquidity stress.

Exhibit 1

Sicily's debt set on a downward trend despite the coronavirus-induced pressure
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Credit strengths

» Improved operating performance and healthcare sector results

» Decreasing debt levels and comfortable liquidity position

» Special status granting greater financial autonomy

Credit challenges

» Weak socio-economic conditions impacting revenue and expenditure

» Exposure to financial pressure from pension funding

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1248713
https://www.moodys.com/credit-ratings/Sicily-Autonomous-Region-of-credit-rating-600049263
https://www.moodys.com/credit-ratings/Italy-Government-of-credit-rating-423690
https://www.moodys.com/credit-ratings/Italy-Government-of-credit-rating-423690
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Rating outlook
The stable rating outlook reflects our expectation that the region will maintain its consolidation efforts, while its annual budgets will
remain balanced and the debt will gradually decrease.

Factors that could lead to an upgrade
We would consider upgrading Sicily's rating in the event of sustained improvement of its operating performance accompanied by
enhanced transparency and disclosures, reduction in the backlog of deferred capital expenditure and continued deleveraging efforts.
Additionally, an upgrade of Italy’s sovereign rating (Baa3, Stable) will also have positive rating implications for Sicily.

Factors that could lead to a downgrade
We would consider downgrading Sicily's rating in the event of a deterioration in fiscal metrics and/or sharp deterioration of its liquidity
profile. A downgrade of Italy’s sovereign rating would exert downward rating pressure on Sicily's rating.

Key indicators

Exhibit 2

Autonomous Region of Sicily
Year ending December 31

Column1 2017 2018 2019 2020F 2021F

Net direct and indirect debt as % of operating revenue 48.9 47.9 44.2 44.1 43.4

Cash financing surplus (requirement) as % of total revenue 4.4 0.4 7.4 - -

Gross operating balance as % of operating revenue 3.0 2.4 6.1 3.2 5.0

Interest payments as % of operating revenue 2.5 1.8 1.3 2.1 1.9

Intergovernmental transfers as a % of operating revenue 24.6 21.4 23.1 24.9 22.6

Capital spending as a % of total expenditure 8.4 7.9 10.8 12.4 13.1

GDP per capita as a % of national average 60.8 60.5 60.5 - -

F = Forecast
Source: Issuer, Moody's Public Sector Europe

Detailed credit considerations
The credit profile of the Autonomous Region of Sicily, as expressed in a Ba1 rating, combines (1) a baseline credit assessment (BCA)
of ba2, and (2) a strong likelihood of extraordinary support from the national government in the event that the region faced acute
liquidity stress.

Baseline credit assessment
Improved operating performance and healthcare sector results
Sicily entered the pandemics on a relatively good fiscal footing. Thanks to the regional efforts towards fiscal consolidation and
improved monitoring and governance, operating performance improved since 2016. As at YE2019, the region posted a GOB of €996
million or 6.1% of its operating revenues up from €378 million (2% of operating revenue) in 2018. These results were driven by
sustained cost-controlling measures. The compound annual growth rate (CAGR) for 2016-19 period was negative at 0.6%, while its
operating revenue continued growing, although at a slow rate (CAGR of 0.9% for the period).

We expect the ongoing pandemics to moderately impact the regional budgets during 2020-21 period. Given increased healthcare
costs, the economic deterioration and various lockdown measures in 2020, the region will register decreasing tax revenue and
additional costs for service delivery. We forecast a 3.5% decrease in Sicily's tax revenue and other local operating revenue in 2020.
However, since the onset of the pandemic, the central government has passed several decrees containing supporting measures for
Italian regional and local governments. For autonomous regions and provinces, the ongoing support will crystalize mainly through (1)
reduced annual contributions to the central government, (2) additional transfers for regional healthcare sectors and (3) relief in current
spending. For Sicily, this translates into around €780 million of additional resources from the central government and €13 million of
spending savings from debt restructuring during 2020 for a total of €793 million (5% of operating revenue). The region also redirected

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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around €380 million (2% of total budget) previously budgeted to covid-related initiatives. In 2021, we foresee additional mitigating
funds from the central government as well as a decrease in the regional operating spending. Therefore, we expect the regional GOB to
moderately decrease at 3.2% of operating revenue in FY2020 and 5.0% in FY2021.

Exhibit 3

Central government's ongoing support will alleviate the regional GOB drop during 2020-21
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Healthcare is Sicily's largest spending commitment, accounting for 55% of the total expenditures and is partially funded by the
central government. Although still under the recovery plan agreed with the central government back in 2007, regional healthcare units
reported an operating surplus of €2 million in 2019. Sicily's improved healthcare services quality translated into an improved national
score - LEA of 171 on the national scoring scale system in 2019 (the minimum level for healthcare quality required in Italy is 160). The
region also is gradually decreasing the backlog of its healthcare commercial debt (€1.5 billion at YE2019 or 15% of healthcare revenue
down from €1.7 billion in 2018). Notwithstanding the pressure on the healthcare units related to the ongoing pandemic, Sicily expects
to achieve balanced budgets in 2020, given that covid-incurred expenses will be covered by the central government. To these ends,
the region will receive an additional funding of around €250 million (3% of annual healthcare costs), for hospitals modernization and
enlargement as well as for extra personnel costs. The region also intends to employ €122 million on capital expenditures projects,
including a new hospital in Siracusa.

Decreasing debt levels and comfortable liquidity position
Sicily has traditionally maintained large capital investments, which, coupled with delays in state funding, has fueled growth in its
financing deficit and, ultimately, increased its debt. At year-end 2019, Sicily reported net direct and indirect debt (NDID) of €7.3 billion
(44% of operating revenues), down from €7.5 billion in 2018. The region will continue its gradual deleveraging, expecting a debt stock
of €6.8 billion or 43% of its operating revenue by 2021. The vast majority of the direct regional debt stock at year-end 2019 consisted
of government loans and had an average maturity of around 22 years. Indirect debt is composed by the financial debt of Azienda
Siciliana Trasporti and Mercati Agroalimentari Sicilia as well as by guarantees delivered by the region for a total amount of €78 million,
equivalent to 1.1% of the NDID. Debt-service costs (including interest and principal) of €433 million in 2019 absorbed a modest 2.7%
of total revenue, down from 3.3% in 2018. We expect the debt service level to moderately increase to an average of 3.2% during
2020-2021 period.

The regional liquidity profile gradually improved during the last two years. Cash at year-end 2019 stood at €1.4 billion, markedly up
from €314 million in 2018 and covering 3.3x the annual debt service. The evolution of trade payables and receivables confirmed, in
2019, that the region reached a physiological level (as reported in Exhibit 4), which we expect to remain stable. In 2019 trade payables
amounted to €3.6 billion and trade receivables to €4.3 billion down from €4.4 billion in 2018. Improved liquidity profile offers an
additional buffer against the pandemic-driven fiscal pressure.
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Exhibit 4

Payables and receivables on a constant level
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Special status granting greater financial autonomy
Sicily is one of the five Italian regions benefiting from a special legal status, granted by the Italian Constitution. As such, the Region
of Sicily benefits from greater legislative and financial autonomy, as well as a wider range of revenue sources and expenditure
commitments. Sicily directly collects all tax revenues generated within its territory. These tax receipts account for two thirds of its
operating revenue.

Although this gives Sicily greater revenue autonomy than its ordinary-statute peers, it also increases the region's dependence on
the local economy. Sicily also faces greater expenditure responsibilities. Key regional spending responsibilities such as healthcare,
transportation, housing, economic development and employment policies are highly sensitive to local needs and social conditions (see
section on socio-economic indicators).

Weak socio-economic conditions impacting revenue and expenditure
With 5 million inhabitants, Sicily is Italy's largest island. However its economy accounts for only approximately 5% of Italy's GDP. Sicily
displays a fragile socio-economic environment, which is reflected in a GDP per capita 39% lower than the national average and one
of the highest unemployment rate in the country, at 20% in 2019 vs Italy at 10%. The weak socio-economic profile impacts both the
region’s revenue and expenditure. The regional economy continues to have sluggish growth prospects, impacted by low productivity
and significant labour and product-market rigidities.

We expect the pressure stemming from the economic contraction following the coronavirus outbreak to have a larger hit on Sicily
than the national average and the recovery to be more lengthy. This is because the economic landscape counts more small businesses,
which will be hit more severely, and is more reliant on tourism. The service sector – largely public administration and tourism – is the
major driver of Sicily’s economy, accounting for 83% of gross value added. The industrial sector, which contributes only 13% to gross
value added, features some specialization in chemicals, food and electronics.

The region faces high demand for public services, jobs and infrastructure. According to the latest agreement signed with the central
government, the region will increase its capital expenditure by at least 2% every year for the 2019-2025 period, which should partly
mitigate the socio-economic challenges. Between 2018 and 2019 the region increased its capital expenditure by 3.3%. In 2020 Sicily
reprogrammed EU funds to channel a total of €380 million to its regional economy. Out of this total amount, €100 million went to
food aids, €75 million for the impairments in the tourism sector and the remaining part will be used to fund digitization and schooling
investments.

Exposure to financial pressure from pension funding
Sicily is the only Italian region that takes responsibility for the pensions of its employees. Sicily operates a dual pension system:
pension-related expenditures for approximately half of its employees (those hired pre 1986) are paid out of the regional budget
(around 3.5% of Sicily's annual operating expenditure); the remaining 50% (hired post 1986) are managed by a regional pension fund
established in 2009 (Fondo Pensioni Sicilia, FPS). This should help address pension-related pressure on the regional accounts in the long
term.
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When FPS was launched, the region committed to transfer €885 million to the fund within 15 years to cover pension liabilities for
employees under its management as of 2009; to date the region transferred €777 million. However, since 2016 the region postponed
the annual transfers to 2025. The fund also receives employee contributions. As of YE2019, FPS reported financial investments of
approximately €900 million and a cash position of €505 million.

Extraordinary support considerations
We consider Sicily to have a strong likelihood of extraordinary support from the central government. While recognising the central
government's promotion of greater accountability for Italian regions, we also consider that the provision of sensitive and co-shared
responsibilities, such as healthcare represent strong incentives for the central government to consider assisting Sicily in the event of
need.

Environmental, social and governance considerations
How environmental, social and governance risks inform our credit analysis of the region of Sicily
We take into account the impact of environmental (E), social (S), and governance (G) factors when assessing sub-sovereign issuers'
economic and financial strength. In the case of Sicily the materiality of ESG to the credit profile is as follows:

Environmental considerations are not material to Sicily's credit profile. Its main environmental risk exposures relate its susceptibility
to fires, landslide and volcano hazard risks. These are predominantly managed by national authorities, especially in case of emergency
(stato di emergenza). However, given its special status, Sicily has the responsibility of preventing wildland fires. The associated
investments do not materially impact the region’s credit profile.

Social considerations are material to the region's credit profile. We view the coronavirus pandemic as a social risk under our
framework, given the substantial implications for public health and safety. Sicily is affected by the impact of demographic factors and
unemployment rate which affect demand for healthcare and social care services. Healthcare expenses are fully covered by the national
healthcare fund (Fondo Sanitario Nazionale) and do not impact the region's financial and debt profile. As all the other Italian regional
governments, Sicily manages its “centri per l'impiego” (job centres), which associated cost is limited and is subsidized by transfers from
the national state. However the persistently high unemployment rate (20% as of 2019), accounting for twice the national average have
a material negative impact on Sicily's credit profile.

Governance considerations are material to Sicily's credit profile. The region has improved the management of its accounts through
credible policies over the last few years and its budgeting process is prudent. The region delivers documents in a somewhat timely
manner; accuracy and detail of information are largely complete with some manageable shortfalls; and the level of data transparency is
satisfactory.

Further details are provided in the “Detailed credit considerations” section above. Our approach to ESG is explained in our cross-sector
methodology General Principles for Assessing ESG Risks.
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Rating methodology and scorecard factors
The assigned baseline credit assessment (BCA) of ba2 is in line with the scorecard-indicated BCA. The matrix-generated BCA of ba2
reflects (1) an idiosyncratic risk score 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 score of Baa3, as reflected in the sovereign bond rating for Italy.

For details about our rating approach, please refer to Rating Methodology: Regional and Local Governments, 16 January 2018.

Exhibit 5

Autonomous Region of Sicily
Regional and Local Government

Baseline Credit Assessment  Score Value Sub-factor Weighting Sub-factor Total Factor Weighting Total

Scorecard  

Factor 1: Economic Fundamentals 6.6 20% 1.32

Economic strength 9 60.54 70%

Economic volatility 1 30%

Factor 2: Institutional Framework 3 20% 0.60

Legislative background 5 50%

Financial flexibility 1 50%

Factor 3: Financial Performance and Debt Profile
3.25 30% 0.98

Gross operating balance / operating revenues (%) 5 4.60 12.5%

Interest payments / operating revenues (%) 3 1.61 12.5%

Liquidity 5 25%

Net direct and indirect debt / operating revenues (%) 3 44.20 25%

Short-term direct debt / total direct debt (%) 1 3.02 25%

Factor 4: Governance and Management - MAX 5 30% 1.50

Risk controls and financial management 5

Investment and debt management 5

Transparency and disclosure 5

4.4(4)

Baa3

ba2

Idiosyncratic Risk Assessment

Systemic Risk Assessment

Suggested BCA

Source: Moody's Public Sector Europe

Ratings

Exhibit 6

Category Moody's Rating
SICILY, AUTONOMOUS REGION OF

Outlook Stable
Issuer Rating Ba1

Source: Moody's Investors Service
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