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Export Development Canada
Update to credit analysis

Summary
Export Development Canada (EDC), Canada's export credit agency, is rated Aaa for long-
term senior unsecured obligations and Prime-1 for commercial paper, reflecting its status as
an Agent of His Majesty in right of Canada (Aaa stable). As a Crown corporation with Agent
status, EDC can bind the Crown by its actions, with the Crown ultimately fully liable for
those actions undertaken by EDC within its mandate. As such, EDC's obligations constitute
direct obligations of Canada and therefore EDC's ratings mirror those of the Government of
Canada's.

We also rate EDC Aaa for insurance financial strength (IFS) on the basis of its agency status.
EDC is expressly empowered by its constituting legislative act - the Export Development
Act - to enter into any arrangement that has the effect of providing, to any person, any
insurance, reinsurance, indemnity, or guarantee.

Credit strengths

» Full faith and credit of the Government of Canada

Credit challenges

» Same as those for the Government of Canada: relatively high general government debt
burden

Outlook
Consistent with Canada's outlook, our ratings outlook for EDC is stable. This reflects our view
that the risk of a material, long-lasting shock to Canada’s economic or fiscal strength is low.
The resilience of the economy, supported by very strong institutions that have demonstrated
timely and effective policy responses to previous shocks, would likely keep Canada's credit
profile consistent with a Aaa rating. In addition, despite an initial sharp deterioration in the
government’s fiscal position from the pandemic, we expect Canada’s long-standing political
consensus on fiscal sustainability to remain in place.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1348612
https://www.moodys.com/credit-ratings/Export-Development-Canada-credit-rating-273000
https://www.moodys.com/credit-ratings/Canada-Government-of-credit-rating-137160
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Factors that could lead to an upgrade

» As we assign the highest ratings to EDC, upgrades are not possible.

Factors that could lead to a downgrade

» The key driver of a downgrade for EDC's ratings would be any negative rating actions with respect to the Government of Canada.
EDC's ratings would also likely be lowered should it ever lose its status as an Agent; however, even in this scenario, the benefits of
Agent status would likely remain fully applicable to all debt entered into by EDC before the date of such revocation.

Profile
EDC is Canada's export credit agency and was established as a Crown Corporation by an Act of Parliament in 1969. It reports to
the Canadian Parliament through the Minister of Small Business and Export Promotion and International Trade. The corporation's
mandate is to promote Canadian exports by providing investment and credit insurance, export finance, lease financing, loan and bond
guarantees, and equity investments. The nature of EDC's business exposes it to diverse commercial and sovereign risks, all of which are
ultimately underwritten by the Canadian government. As of 30 September 2022, EDC had CAD67.3 billion in assets and CAD11.9 billion
in shareholders equity and CAD1.0 billion in net income.

The company has two major lines of business:

Export Financing - EDC provides loans to buyers of Canadian goods and services (e.g., a loan to a U.S. airline to purchase Canadian
made regional jets). It also provides loan guarantees to Canadian banks that lend to buyers of Canadian goods and services, and has a
small portfolio of equity investments in Canadian exporters; and,

Export Insurance - EDC provides credit insurance, contract insurance and bonding, and political risk insurance to Canadian exporters.
With respect to credit insurance, EDC protects exporters of goods and services trading on credit terms of up to a year against
nonpayment due to commercial and political risks. With respect to contract insurance and bonding, EDC provides cover for sales
on exposure terms usually greater than one year and includes export credit insurance and guarantees, performance guarantees and
surety, extending cover for risks inherent in performance-related obligations. EDC also provides a fairly limited amount of political risk
insurance for equity and other investments abroad.

Canada
Canada's Aaa government bond rating reflects “aa3” economic strength, “aaa” institutional and governance strength, “a2” fiscal
strength, and “a” susceptibility to event risk.

We assess Canada's economic strength at “aa3,” one notch above the initial score of “a1,” to reflect its large and diverse economy,
very high per capita income levels and high competitiveness. Key structural features of the Canadian economy include relatively flexible
labor and product markets, a well-capitalized and regulated financial system and a flexible exchange rate. These attributes, combined
with an effective macroeconomic policy, contribute to the economy's capacity to absorb shocks, helping to reduce growth volatility.

Canada has clearly demonstrated its resilience to economic shocks in recent decades, including the impacts of the Russia-Ukraine war,
the coronavirus pandemic, global oil price shock of 2014-15 and global financial crisis. The country's implementation of countercyclical
policy measures during these shocks demonstrated fiscal and monetary policy effectiveness. In 2020, Canadian real GDP contracted by
5.2%, due to the strong dual shock from the coronavirus pandemic and sharp decline in global oil prices. Economic activity rebounded
strongly in 2021 with real GDP growth of 4.5%, and we expect growth to reach around 3.3% in 2022 followed by 0.6% in 2023
and 1.5% in 2024. We expect that Canada will continue on a gradual path of monetary and fiscal policy tightening in 2023 to rein
in inflation and slow the economy. Over the medium term, we expect real GDP growth to converge with its long-term potential of
around 1.8%, which is slightly higher than growth trends observed in some other Aaa-rated sovereigns.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.

2          15 March 2023 Export Development Canada: Update to credit analysis



MOODY'S INVESTORS SERVICE FINANCIAL INSTITUTIONS

Our “aaa” assessment of institutions and governance strength reflects the very high quality of legislative and executive
institutions, very strong civil society and judiciary, and a demonstrated track record of sound and consistent fiscal and monetary policy
effectiveness. Our assessment is supported by the country's robust and independent institutions, high regard for the rule of law, clear
separation of powers and high levels of transparency. Canada's mature and highly effective public institutions have a demonstrated
track record of timely and well-targeted fiscal, monetary and macroeconomic policy responses to evolving economic conditions and
shocks. In addition, Canada's macroprudential framework and well-capitalized and regulated financial system support the government's
ability to contain systemic implications of potential shocks, including those emanating from the housing market.

We assess Canada’s fiscal strength at “a2,” in our updated methodology, one notch higher than in our previous methodology, to
reflect the removal of a negative debt trend adjustment, following stabilization of the debt burden after the pandemic shock. Our
assessment of Canada's fiscal strength balances strong federal finances and typically stable debt dynamics with a relatively high level
of overall general government debt. As a reserve currency country, we consider Canada to have materially higher capacity to carry a
larger debt burden, and therefore our sovereign ratings methodology places more weight on debt affordability in the assessment of
fiscal strength. Meanwhile, unlike most of its peers, Canada runs largely funded pension systems at the federal and sub-sovereign levels,
which helps to mitigate fiscal risks associated with long-term liabilities from population aging.

We assess susceptibility to event risk at “a,” driven by banking sector risk, which reflects the positive credit fundamentals of Canada's
banking system. Political and external vulnerability risks are assessed at “aa” and government liquidity risk at “aaa.”

For further details on the credit considerations for the Government of Canada, please see our latest credit opinion of Government of
Canada.

Detailed credit considerations
The Aaa/Prime-1 rating of EDC obligations reflect the application of our rating methodology for government-related issuers (GRIs).
Since EDC's status as an Agent makes its obligations direct obligations of the Government of Canada, we do not assess the firm on
standalone basis but instead use a credit substitution approach where EDC's ratings are tied to those of Canada.

Insurance claims
Under its powers in the Export Development Act the corporation may “enter into any arrangement that has the effect of providing, to
any person, any insurance, reinsurance, indemnity, or guarantee”. The legislative means by which EDC meets its insurance obligations
(for which liability is admitted) come out of Section 15 of the Export Development Act: “The Corporation may establish one or more
reserves or provisions out of which may be paid any losses sustained by the Corporation in the conduct of its business”. The actual
legislative process for adjudicating claims is not identical to meeting debt obligations. An admitted insurance claim would not have
immediate access to the Consolidated Revenue Fund. We do not view this as a major credit challenge, however, because we believe
that the Canadian government would be certain to support EDC as required, given its agent status.

Financial position and performance
As a result of EDC's mandate to promote private sector trade in Canada, it assumes more risk than typical private sector providers of
trade credit and insurance. The crown corporation has significant counterparty concentrations (their top 5 names represent about 9%
of total commercial exposures at the end of 2021, the most recent data available at publication) and substantial non-investment grade
exposures (Exhibit 1).

EDC funds its balance sheet primarily through capital markets financing instruments such as short-term commercial paper and medium
term notes (Exhibit 2) in multiple currencies. As EDC's status as an agency crown corporation means these obligations have the same
creditworthiness as the Government of Canada under Canadian law.
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Exhibit 1

EDC's lending portfolio is split between investment and non-
investment grade
As of 30 September 2022

Exhibit 2

EDC's lending is predominantly funded through capital markets
As of 31 December 2021

Investment 
Grade
45%

Non-Investment 
Grade
52%

Impaired
3%

EDC's portfolio includes gross loans, loan commitments and loan guarantees. Credit
quality is determined by EDC's internal credit quality assessment methodology.
Source: Company Financials, Moody's Investors Service
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24%

Source: Company Financial and Moody's Investors Service

EDC's risk exposure, which includes its financing, insurance and investment portfolios, is geographically concentrated in the US, largely
reflecting Canada's trade relationship with its southern neighbour (Exhibit 3). By sector, EDC's largest three exposures are in the
manufacturing, transportation and storage, and financial institutions sectors (Exhibit 4).

Exhibit 3

EDC's risk exposure with the US largely consistent with Canada's
trade relationship
As of 31 December 2021

Exhibit 4

EDC's largest industry sector exposure is manufacturing followed
by financial institutions, and transportation and storage
As of 31 December 2021

Canada
28%

United States
24%United Kingdom

8%
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3%

Chile 
5%

Australia
4%

India
2%

Others
26%

Risk exposure includes EDC's financing portfolio, insurance portfolio, investments and
derivatives
Source: Company Financials, Moody's Investors Service

Manufacturing 
18%

Finance and 
insurance 
16%

Transportation and 
storage
16%

Resources
10%

Utilities
10%

Wholesale and 
retail trade
6%

Sovereign
8%

Others 
16%

Source: Company Financials, Moody's Investors Service

EDC is well-capitalized with shareholders' equity accounting for approximately 18% of total assets as of 30 September 2022. The
crown corporation uses an Internal Capital Adequacy Assessment Process to establish capital demand targets required to cover
potential losses, with EDC monitoring its capital supply relative to this demand.

The Export Development Act requires the crown corporation to maintain borrowings below 15 times the total of current paid-in
capital and prior year retained earnings. In addition, as of 30 September 2022, contingent liabilities such as insurance policies and loan
guarantees were limited to CAD90 billion.
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In 2020, EDC received capital injections totaling CAD11.0 billion from the Canadian government to support its increased business
activity. During 2021, most of this capital (CAD7.3 billion) was returned to the Canadian government through dividends payments.

Governance and management
EDC's corporate governance structure is set out in the Export Development Act. Members of the board are appointed by the Minister
of International Trade, with the federal cabinet effectively appointing EDC's President and Chairman of the Board, which are positions
always held by separate individuals.

EDC issues ownership shares, all of which must be owned by the federal government. These ownership shares are non-transferable. EDC
largely operates independent of direct political involvement. Whereby the Minister of International Trade deems a transaction to be
in the national interest of Canada and EDC has declined to enter into said transaction, the transaction will be segregated from EDC's
accounts, and funded directly by the Canadian government. However, the transaction will be managed by EDC under its mandate.
These ‘Canada Account' transactions totaled CAD62.3 billion as of 31 December 2021.

Environmental, social and governance (ESG) considerations
We take account of the impact of environmental (E), social (S) and governance (G) factors when assessing sovereign issuers’ economic,
institutions and governance and fiscal strength and their susceptibility to event risk. Canada's ESG Credit Impact Score is neutral
to low (CIS-2). This reflects neutral to low exposure to environmental and social risk, along with very strong governance and policy
effectiveness that mitigates the sovereign’s susceptibility to these risks.

Environmental considerations reflects relatively low exposure to environmental risks across most categories and moderately negative
exposure to carbon transition and natural capital risks. With nearly one-fifth of exports accounted for by hydrocarbons, Canada’s
economy and public finances are somewhat exposed to a global shift away from fossil fuel sources of energy. Natural resources
extraction and the construction and use of hydrocarbon pipelines in protected and forested areas presents additional environmental
risks.

Exposure to social risks is low, apart from moderately negative demographic trends. In line with many advanced economies, access to
high quality education, housing, healthcare and basic services prevails. However, demographic pressures from an ageing population will
rise over the longer term, which will weigh somewhat on public finances.

Canada’s governance scoring reflects strong institutional structures and policy credibility and effectiveness.

Please see our credit opinion for the Government of Canada for further details on our ESG assessment. Our approach to ESG is
explained in our report on how ESG risks influence sovereign credit profiles and our cross-sector methodology General Principles for
Assessing ESG Risks.

Ratings

Exhibit 5

Category Moody's Rating
EXPORT DEVELOPMENT CANADA

Outlook Stable
Insurance Financial Strength -Dom Curr Aaa
Issuer Rating -Dom Curr Aaa
Senior Unsecured Aaa
Commercial Paper P-1
Other Short Term P-1

Source: Moody's Investors Service
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