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FITCH REVISESHEATHROW OUTLOOK
TO POSITIVE; RATINGSAFFIRMED

Fitch Ratings-London-10 October 2016: Fitch Ratings has revised the Outlook on Heathrow
Funding Limited's class A and B bonds to Positive from Stable. The Outlook on Heathrow's high-
yield (HY) notes remains Stable. All ratings are affirmed. The ratings actions are as follows:

Heathrow Funding Limited:
Class A bonds: affirmed at 'A-', Outlook Positive, revised from Stable
Class B bonds: affirmed at 'BBB', Outlook Positive, revised from Stable

Heathrow Finance plc:
High-yield bonds: affirmed at '‘BB+', Outlook Stable

Heathrow (LHR) isamajor global hub airport with significant origin and destination (O& D) traffic
and resilience due to its status as the preferred London airport and capacity constraints. Peers
include Aeroports de Parisin terms of size and Gatwick in terms of location and debt structure.

Revenues are regulated and subject to an inflation price cap on asingletill basis. We view the
structured, secured and covenanted senior debt as offsetting some of the higher expected five-
year average leverage under Fitch's rating case (net debt to EBITDA) of 6.2x for the class A bonds
and 7.1x for the class B bonds compared to peers. The HY bonds are, by nature, structurally
subordinated.

Heathrow's strong credit metrics, which on their own could warrant an upgrade, underpin the
Positive Outlook on the class A and B bonds. However, the uncertainties with regard to the new
regulatory regime 'H7' with the current 'Q6' ending in 2018, and the full impact of Brexit prevent
immediate rating actions. The deeply structural and contractual subordinated nature of the HY
bonds prevents any foreseeabl e upgrades.

Performance Update

LHR's strong operational and financial performance isin line with Fitch's base case. Traffic
improved again this year rising by 0.7% in the first eight months of 2016. This compares more
modestly to growth rates of 2.2% in 2015, 1.1% in 2014 and 3.4% in 2013. As aresult of this
growth and to alesser extent to the efficiencies achieved in operating costs, Fitch expects EBITDA
to reach GBP1.68bn in 2016, growing at a CAGR of 1.6% between 2015 and 2018 to GBP1,681m.
Lower cost of debt has also contributed to the expected lower net leverage than previously and
higher 5-year average PMICR of 2.0x (vs. 1.8x previously) for the class A bonds and 1.6x (1.5x)
for the class B bonds under Fitch's rating case.

KEY RATING DRIVERS

Large Hub With Resilient Traffic: Volume Risk - Stronger. LHR is alarge hub/gateway airport
serving a strong origin and destination market. LHR benefits from resilient traffic performance
with a maximum peak-trough fall in annual traffic of just 4.4% through the last major economic
crisisin 2008, one of the lowest declines in the industry, due to a combination of factors. This
includes the attractiveness of London as aworld business centre; the role of LHR as a hub offering
strong yield for its resident airlines; the location and connectivity of LHR with the well-off western
and central districts of the city; and unsatisfied demand as underlined by the capacity constraint at
LHR.



Regulated and Inflation-Linked: Price Risk - Midrange. LHR is subject to economic regulation,
with a price cap calculated under asingletill methodology based on RPI+X, currently set

by the Civil Aviation Authority (CAA) at RPI-1.5% for the five-year 'Q6' regulatory period
ending December 2018. Although part of the CAA dutiesis to ensure that airport operations and
investments remain financeabl e, the price cap is highly sensitive to assumptions on cost of capital,
traffic and operational efficiency. For example, the traffic forecast for Q5 calculated before the
2007-2008 crisis proved overly optimistic. However, this was partly offset by higher than planned
inflation.

Well Maintained but Capacity Constrained: Infrastructure Development/Renewal - Stronger. LHR
agrees a detailed capital investment plan with the regulator. Fitch believes that LHR will be able
to deliver the GBP3.5bn 'Q6' capital plan based on its track record to date such as the successful
delivery of the brand new terminal T2 in 2014. The regulated asset base approach allows for the
self-financing of the investments through tariffs.

Refinancing Risk Mitigated: Debt Structure - Midrange (Class A)/Weaker (HY); Midrange (Class
B) changed from Weaker. The issuer's strong capital market access, due to an established multi-
currency debt platform and the use of diverse maturities mitigates the hedging and refinancing risk.
Class A debt benefits from its seniority, security, and protective debt structure with covenants
ring-fencing of al cash flows from LHR and limiting leverage. We revised the class B bonds
assessment to 'midrange’, aligning it better with peers as they benefit from many of the strong
structural features of the class A bonds. The HY bonds have a weaker debt structure due to their
deep structural and contractual subordination.

Credit Metrics

Fitch's rating case between 2015 and 2020 conservatively reflects the traffic five-year CAGR of
0.6% which occurred through the last economic cycle between 2006 and 2011. We assumed fewer
efficiency savings in addition to increasing the cost of new debt by 200bp in year 2017 and 2019
to reflect adverse financing conditions. Heathrow outperformed the CAA's'Q6' final decision for
traffic which assumed potential traffic shocks.

The dividend/interest cover ratio at Heathrow Finance level also far exceeds the 3.0x typically
observed for BB+ utilities holdco debt rating. The HY bonds five-year average net debt to
EBITDA isat 7.8x and 5-year average PMICR at 1.4x (vs. 1.3x previously) under Fitch's rating
case.

Peer Group

Heathrow is one of the most robust assets in the sector globally. It features higher leverage than
its European peers (ADP at 'A+'), albeit with a better debt structure for senior debt. Compared
to Gatwick (at 'BBB+'), Heathrow's class A and B bonds benefits from a stronger revenue risk
profile.

RATING SENSITIVITIES

Future developments that may, individually or collectively, lead to negative rating action include:
Class A bonds: net debt to EBITDA consistently above 8x and average PMICR below 1.6x.
Class B bonds: net debt to EBITDA consistently above 9x and average PMICR below 1.3x.

HY notes: net debt to EBITDA above 10x, PMICR below 1.15x and dividend cover below 3.0x.

Future developments that may, individually or collectively, lead to positive rating action include:
Class A bonds: net debt to EBITDA below 7x and average PMICR above 1.8x.

Class B bonds: net debt to EBITDA below 8x and average PMICR above 1.5x.

HY bonds: An upgrade is unlikely given LHR's management of its capital structure and subsequent
targeting of HY investors.



Exposure to Aviation Downturn

The Positive Outlook reflects the expectation that LHR will continue to post a stable performance,
despite economic prospects. A marked and durable degradation of the British economy as a result
of uncertainties Brexit negotiations, among others, could derail LHR good record of resilience.
Evidence of recessionary prospects over a prolonged horizon (two years) could prompt a Stable or
Negative Outlook.

Contact:

Primary Analyst
Julian Dupont
Director

+44 20 3530 1138
Fitch Ratings Limited
30 North Colonnade
London E14 5GN

Secondary Analyst
Radim Radkovsky
Associate Director
+44 20 3530 1254

Committee Chairperson
Stephane Buemi

Senior Director

+44 20 3530 1236

Media Relations: Francoise Alos, Paris, Tel: +33 144 29 91 22, Email:
francoi se.al os@fitchratings.com.

Additional information is available on www.fitchratings.com

Applicable Criteria

Rating Criteriafor Airports (pub. 25 Feb 2016)

https://www fitchratings.com/site/re/877676

Rating Criteriafor Infrastructure and Project Finance (pub. 08 Jul 2016)
https://www fitchratings.com/site/re/882594

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS
AND DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS//WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN
ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB
SITEAT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE
AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE,
AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS
SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITSRELATED THIRD PARTIES.
DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE
FOUND ON THE ENTITY SUMMARY PAGE FOR THISISSUER ON THE FITCH WEBSITE.

Copyright © 2016 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212)
908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing
and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and
underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it
in accordance with its ratings methodol ogy, and obtai ns reasonabl e verification of that information from independent sources, to the extent such sources
are available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it
obtainswill vary depending on the nature of the rated security and itsissuer, the requirements and practicesin thejurisdiction in which the rated security
is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of the issuer and
its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures | etters, appraisals, actuarial reports,
engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third- party verification
sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and
reports should understand that neither an enhanced factual investigation nor any third-party verification can ensurethat al of theinformation Fitch relies
on in connection with arating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. Inissuing its ratings and its reports, Fitch must rely on the



work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings
and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about future events that by
their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or
conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “asis’ without any representation or warranty of any kind, and Fitch does not represent or warrant that the
report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a
security. Thisopinion and reports made by Fitch are based on established criteriaand methodol ogies that Fitch is continuously evaluating and updating.
Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or
areport. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged
in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsiblefor, the opinions stated therein. Theindividuals are named for contact purposes only. A report providing aFitch rating is neither a prospectus
nor asubstitute for theinformation assembled, verified and presented to investors by theissuer and its agentsin connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort.
Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any
security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency
equivalent). The assignment, publication, or dissemination of arating by Fitch shall not constitute a consent by Fitch to use its name as an expert in
connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Dueto the relative efficiency of electronic publishing and distribution, Fitch research may
be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financia services license (AFS license no.
337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used
by personswho are retail clients within the meaning of the Corporations Act 2001



