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Outlook On Auckland International Airport Revised To Stable On
Announcement Of NZ$454 Million Capital Return; 'A-/A-2' Ratings
Affirmed

SYDNEY (Standard & Poor's) Dec. 3, 2013—Standard & Poor's Ratings Services today revised its
outlook on Auckland International Airport Ltd. (AIAL) to stable from positive, and affirmed its 'A-/A-
2' ratings on the company.

“The outlook revision follows ATAL's announcement that it intends to undertake a NZ$454 million
capital return, expected to be completed by mid-April 2014, which will be largely debt funded,” said
credit analyst Thomas Jacquot. “The increase in debt will drive a relative weakening of the key
financial metrics over the short term, in relation to our prior expectations, although this deterioration
is not severe enough to result in the ratings being under downward pressure.”

The stable outlook is based on Standard & Poor’s view that ATAL's financial metrics will remain at
above 15% and 3.5x for FFO to debt and FFO cash interest coverage, respectively. This is despite the
recent announcement that the company intends to implement a capital reduction of NZ$454 million
in April 2014. The outlook also reflects our view that ATAL will maintain its excellent business-risk
profile.

ATAL's rating could be under pressure if its financial performance deteriorates to the point whereby
we would expect FFO to debt to drop below 12% or FFO interest coverage below 2.5x on a sustained
basis. This could occur in the following scenarios:

e AJAL increases its expected capital-expenditure program over the next two-to-three years,
which would result in debt levels being higher than our expectations;

e AJAL undertakes acquisitions that would materially affect its financial metrics or business
profile; or

e There were materially adverse regulatory developments that resulted in significant
uncertainty as to AIAL's ability to earn an adequate return on its assets and future
aeronautical investments.

“We believe that the recent capital return provides a clear signal about the company's capital
management and that therefore any future financial performance upside is likely to ultimately be
returned to shareholders,” said Mr. Jacquot. “As such, any upside in the rating would not only require
significant improvement in financial metrics (such as FFO to debt consistently above 18%) but also a
strong commitment by the company of its desire to maintain such financial profile. In our view, the
likelihood is very limited.”
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Standard & Poor's Ratings Services, part of McGraw-Hill Financial (NYSE:MHP), is the world's
leading provider of independent credit risk research and benchmarks. We publish more than a million
credit ratings on debt issued by sovereign, municipal, corporate and financial sector entities. With

over 1,400 credit analysts in 23 countries, and more than 150 years' experience of assessing credit risk,
we offer a unique combination of global coverage and local insight. Our research and opinions about
relative credit risk provide market participants with information and independent benchmarks that
help to support the growth of transparent, liquid debt markets worldwide.

Standard & Poor's (Australia) Pty. Ltd. holds Australian financial services licence number 337565
under the Corporations Act 2001. Standard & Poor's credit ratings and related research are not
intended for and must not be distributed to any person in Australia other than a wholesale client (as
defined in Chapter 7 of the Corporations Act).
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Research Update:

Outlook On Auckland International Airport
Revised To Stable On Announcement Of NZ$454
Million Capital Return

Overview

e On Nov. 28, 2013, Auckland Airport announced its intention to undertake a
NZ$454 million capital return, expected to be completed by mid-April 2014.

¢ We expect this capital return to be almost entirely debt funded, and, as
such, we forecast the key financial metrics to drop from our previous
expectation.

e As a result, we are revising our rating outloock on Auckland Airport to
stable from positive, and affirming the ratings at 'A-/A-2'.

e Auckland Airport's 'A-/A-2' ratings are underpinned by our view of the
company's excellent business risk and intermediate financial risk
profiles, and our expectaticn of the business's continued stability.

Rating Action

On Dec. 3, 2013, Standard & Poor's Ratings Services revised its outlcok on
Auckland International Airport Ltd. (AIAL) to stable from positive, and
affirmed its 'A-/A-2' ratings on the company.

Rationale

The outlook revision follows AIAL's announcement that it intends to undertake
a NZ$454 million capital return, expected toc be completed by mid-April 2014,
which will be largely debt funded. The increase in debt will drive a relative
weakening of the key financial metrics over the short term, in relation to our
prior expectations, although this deterioration is not severe enough to result
in the ratings being under downward pressure.

Prior to the announcement, we expected the key ratios of funds from operations
(FFO) to debt and FFO interest coverage for Auckland Airport to remain around
18% and 4x, respectively, which are levels that we considered to be
commensurate with a higher rating, despite our doubts about AIAL management's
intention to maintain those levels. The decision to undertake the
shareholder-friendly transaction clearly indicates, in our view, that the
company is unwilling to materially improve its credit quality (and we
therefore doubt it might do so in the future), but we continue to believe, as
evidenced by the quantum of that capital return, that AIAL remains committed
to maintaining a strong 'A-' rating.

We view AIAL's business risk profile as "excellent". This assessment is based
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on our view of the company's dominant position in the New Zealand airport
sector, capturing about 75% of the international passenger traffic and 90% of
long-haul travelers. This is further supported by the fact that almost half of
the country's population lives in AIAL's catchment area. Our assessment also
incorporates our view of the transportation infrastructure industry's "low"
risk and New Zealand's "low" country risk. These factors all support our
expectation of stable and predictable cash flows and continued, albeit
moderate, growth. The business risk profile is further supported by AIAL's
excellent profitability that is higher and less volatile than other companies
in the transportation infrastructure sector.

We assess AIAL's financial risk profile ag "intermediate". This opinion is
driven by our expectation that AIAL's key financial metrics will remain in the
lower half of the range for this given assessment and our expectation that the
company will be managed to maintain financial metrics at about those levels.

AIAL's relatively smaller scale and greater exposure to international
passenger traffic compared to global airport peers with an excellent business
risk profile means that we view AIAL's business risk profile as relatively
weaker compared to peers. As a result, we assess the company's anchor score at
tal.

In our view, the recently announced capital return indicates that the
company's financial discipline will constrain the rating's upside potential,
as we have doubt that the company would run the business metrics materially
higher than those we are now expecting. We believe, though, that AIAL is
strongly committed to its current rating, and that its financial policy
framework would be supportive should operating conditions deteriorate.

Cur base case assumes:

e Moderate domestic and international passenger growth averaging about
2%-to-3% over the next three years;

e EBITDA margins maintained in the high 70% range; and

e Capital expenditure of about NZ3120 million-NZ$130 million in the current
year.

Basged on thesge assumptions, we arrive at the following credit measures:

e FFO to debt remaining at arcund 14%-16% over the 2014-to-2016 period; and
e FFO cash interest cover ratio remaining above 3.5x over the same pericd.

Liquidity

Our short-term rating on ATAL ig 'A-2', which reflects the company's long-term
corporate credit rating and adequate liquidity. We expect sources of ligquidity
{including forecast FFQ, cash balances and undrawn bank facilities) to exceed
estimated uses by 1.2x over the next 12 months, and liquidity sources
remaining above egtimates, even if EBITDA were to drop by at least 15%. In our
view, AIAL is a well-regarded borrower in the New Zealand bank market and has
demonstrated its ability to raise funds in other markets as well in the past.
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Principal liquidity sources include:

e FFO marginally higher than in 2013;

e Cash and undrawn facilities, net of back-up lines supporting commercial
paper, of about Nz$180 million at June 30, 2013; and

e OQur expectation that AIAL will immediately put in place short-term bank
lines to provide funding certainty for the capital return and AIAL's
intention to term those out once the capital return has been approved.

Principal liguidity uses per our base case include:

e Capital expenditure of about NZ$130 million
e Capital return cf NZ$454 millicn and a final dividend of Nz380 millicn to
NZ$90 million, representing a marginal increase on last year's.

Outlook

The stable outlook is based on our view that AIAL's financial metrics will
remain at above 15% and 3.5x for FFO to debt and FFO cash interest coverage,
respectively. This is despite the recent announcement that the company intends
to implement a capital reduction of NZ$454 million in April 2014. The ocutloock
also reflects our view that AIAL will maintain its excellent business-risk
profile.

Downside scenario

AIAL's rating could be under pressure if its financial performance

deteriorates to the point whereby we would expect FFO to debt to drop below

12% or FFO interest coverage below 2.5x% on a sustained basis. This could occur

in the following scenarios:

e ATAL increases its expected capital-expenditure program over the next
two-to-three years, which would result in debt levels being higher than
our expectations;

e AIAL undertakes acguisitions that would materially affect its financial
metrics or business profile; or

e There were materially adverse regulatory developments that resulted in
gignificant uncertainty as to AIAL's ability to earn an adequate return
on its assets and future aerconautical investments.

Upside scenario

We believe that the recent capital return provides a clear signal about the
company's capital management and that therefore any future financial
performance upside is likely to ultimately be returned to shareholders. As
such, any upside in the rating would not only require significant improvement
in financial metrics (such as FFO to debt consistently above 18%) but also a
strong commitment by the company of its desire to maintain such financial
profile. In our view, the likelihood is very limited.
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To From
Auckland International Airport Ltd.
Corporate Credit Rating A-/Stable/A-2 A-/Positive/A-2
Senior Unsecured A-
Commercial Paper A-2

Complete ratings information is available to subscribers of RatingsDirect at
www.globalcreditportal.com and at www.spcapitalig.com. All ratings affected by
this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column.

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