
Rating Action: Moody's downgrades ACSA's rating to Baa3; negative outlook

Global Credit Research - 13 Jun 2017

London, 13 June 2017 -- Moody's Investors Service ("Moody's") has today downgraded the issuer rating of
Airports Company South Africa SOC Ltd (ACSA) to Baa3 from Baa2. Concurrently, the Aa1.za national scale
rating issuer rating was affirmed. The rating outlook is negative.

This rating action concludes the review for downgrade initiated on 5 April 2017.

RATINGS RATIONALE

Today's rating action follows the downgrade of the rating of the Government of South Africa to Baa3 from Baa2
with a negative outlook on 9 June 2017. For details, please refer to Moody's press release:

http://www.moodys.com/viewresearchdoc.aspx?docid=PR_367769

The downgrade of ACSA's rating and assignment of a negative outlook reflects that Moody's would not see
ACSA rated higher than the Government of South Africa. This recognises (1) that the Government owns 75.4%
of ACSA and consequently has a strong influence on the policies of ACSA, (2) the company's exposure to
domestic regulatory oversight and local economic conditions due to its high percentage of domestic traffic, and
(3) the company's exposure to domestic financial markets where it raises most of its debt.

ACSA is a government related issuer and its rating reflects a view on its standalone credit quality, expressed
as a baseline credit assessment (BCA) of baa3, together with potential uplift based on an assumption of
support from the Government if this were ever required, which we assess as strong. Nevertheless, given the
current sovereign rating level, there is no ratings uplift to the baa3 BCA applicable at this time.

The baa3 BCA has been restated and recognises (1) the 2017 conclusion of a regulatory settlement which
provides visibility as to aeronautical charges for the period to the year ending March 2020, albeit with
challenges (see our issuer comment dated 12 January 2017 for further information:
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1056199 ), and (2) the company's
policies in response to the regulatory settlement in terms of a refocused capital expenditure programme and
the intention to prioritise early debt redemption from internally generated cash flow over the current regulatory
period. Moody's expects that ACSA will remain within the guidance for the current Baa3 rating / baa3 BCA,
namely with a funds from operations (FFO) Interest coverage ratio of at least 2.5 times and an FFO/debt ratio
at least in the low teens in percentage terms. Nevertheless, Moody's cautions that the company's financial
profile from 2020 onwards will depend on the outcome of the next regulatory settlement which comes with a
material element of uncertainty.

More generally, the Baa3/Aa1.za ratings are supported by ACSA's (1) ownership of a network of key
infrastructure assets, with a monopolistic position in international scheduled traffic and a dominant position
(more than 90%) of domestic scheduled traffic in South Africa; (2) strong and diverse service area, which
includes all major conurbations in South Africa; (3) well-invested and appropriately dimensioned asset base,
which benefited from large investments in the lead up to the 2010 FIFA World Cup; and (4) moderately levered
financial profile and a reasonably conservative financial policy.

ACSA's ratings are, however, constrained by (1) a system of economic regulation that has proved challenging
in the past; (2) ACSA's exposure to South African Airways group, which relies on financial support from the
South African government; and (3) exposure to the somewhat volatile economic conditions of South Africa,
including expected below-trend economic growth and relatively high financing costs.

The National Scale Rating of Aa1.za is assigned in accordance with guidance set out in Moody's "Mapping
National Scale Ratings from Global Scale Ratings " (May 2016) and maps to a Baa3 global scale rating.

RATIONALE FOR NEGATIVE OUTLOOK

Given that Moody's would not see ACSA rated higher than the Government of South Africa, the rating outlook
is negative, reflecting the negative outlook on the sovereign rating.

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1056199
http://www.moodys.com/viewresearchdoc.aspx?docid=PR_367769


WHAT COULD CHANGE THE RATING UP / DOWN

Upwards rating pressure is unlikely in the short term given that the rating is constrained by the rating of the
Government of South Africa.

Downward pressure on the rating and the BCA could develop if ACSA's credit metrics weakened on a
sustained basis, with the FFO/Interest coverage ratio consistently below 2.5 times and the FFO/debt ratio
consistently below the low teens in percentage terms. This may arise from factors such as (1) a more
aggressive dividend policy than currently envisioned, (2) significantly higher than anticipated capital
expenditure, or challenging future regulatory settlements.

PRINCIPAL METHODOLOGY

The methodologies used in this rating were Privately Managed Airports and Related Issuers published in
December 2014, and Government-Related Issuers published in October 2014. Please see the Rating
Methodologies page on www.moodys.com for a copy of these methodologies.

Moody's National Scale Credit Ratings (NSRs) are intended as relative measures of creditworthiness among
debt issues and issuers within a country, enabling market participants to better differentiate relative risks.
NSRs differ from Moody's global scale credit ratings in that they are not globally comparable with the full
universe of Moody's rated entities, but only with NSRs for other rated debt issues and issuers within the same
country. NSRs are designated by a ".nn" country modifier signifying the relevant country, as in ".za" for South
Africa. For further information on Moody's approach to national scale credit ratings, please refer to Moody's
Credit rating Methodology published in May 2016 entitled "Mapping National Scale Ratings from Global Scale
Ratings". While NSRs have no inherent absolute meaning in terms of default risk or expected loss, a historical
probability of default consistent with a given NSR can be inferred from the GSR to which it maps back at that
particular point in time. For information on the historical default rates associated with different global scale
rating categories over different investment horizons, please see
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1060333 .

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.

Xavier Lopez Del Rincon
VP - Senior Credit Officer

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1060333
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