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Research Update:

Royal Schiphol Group N.V. 'A+/A-1' Ratings
Affirmed On Financial Capacity; Outlook Stable

Overview

 Royal Schiphol Goup N V. (Schiphol G oup) is undergoing a peak
i nvestment phase in order to accommodate an increasing nunber of
passengers.

 Despite the lower ratios on the back of investnments and hi gher
shar ehol der returns, we think Schiphol G oup has sufficient financial
capacity to nmeet its plan without inpairing its financial risk profile in
t he next few years.

e« W are therefore affirmng our 'A+/ A-1' ratings on Schi phol G oup

» The stable outlook reflects our view that Schiphol Goup will maintain
good operating performance and will be able to nanage its capita
expendi ture program whil e maintaining sufficient headroomin its ratios.

Rating Action

On Aug. 22, 2017, S&P dobal Ratings affirned its 'A+ long-termand 'A-1
short-termcorporate credit ratings on Dutch airport operator Royal Schipho
Group N. V. (Schiphol Goup). The outlook is stable.

At the sane tinme, we affirned our ' A+ long-termrating on Schiphol G oup's
seni or unsecured debt.

Rationale

The affirnmation reflects our view that Schi phol G oup has the financial
capacity to increase leverage to neet its objectives in terns of sharehol der
returns and peak investnents, as denonstrated by its solid operating cash fl ow
and strong bal ance sheet. The group is scaling up its capital expenditure
(capex) programto secure sufficient airport capacity to support further
sustainable traffic gromh, while being subject to capacity and environnental
constraints. Al though these factors weigh on our view of the airport's strong
conpetitive position, the conpany has devel oped a nmaster plan to address them
over the next 10 years by expanding in particular termnal and pier capacity.
We expect the group's annual capex to al nost double fromthe current |evels of
about €300 nmillion-€400 million to about €600 nmillion per year. In addition

t he dividend payout ratio of 60%could further erode the headroomin our
forecast ratios.

In our base-case scenario, funds fromoperations (FFO to debt will likely
decline to 18% 20% over the next three years, from 24.6% delivered in 2016,
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but will continue to have significant headroom conpared with our rating
trigger of 13% W have assunmed a decrease in aviation charges of 7.1% applied
in April 2017, mtigated by our expectations of high-single-digit passenger
gromh for the year. Netting the two effects, we expect that Schiphol G oup
will be able to maintain its adjusted EBI TDA margi n of about 40% The airport
group's earnings are nore volatile than those of peers, owing to severa
reductions in airport charges that have been driven by high passenger vol unme
and | ow wei ght ed- average cost of capital (23% cunul ative decline in airport
charges between 2015-2017). Because of the group's substantial investnent
projects, we expect airport charges to rise starting in 2018. In our view,
Anst erdami s Schi phol Airport has the roomto increase tariffs, given that its
airport charges are anong the |owest in Europe. This will continue benefiting
the group's conpetitiveness agai nst other hub airports in Europe; only two
conpetitive hub airports (Dubai and Istanbul) offer |ower charges.

W& expect passenger nunbers to continue grow ng, causing increased pressure on
exi sting infrastructure and term nal capacity, which we think will lead to
congestion in the termnal conplex at peak tinmes. W understand that the
airport is technically capable of acconmodating volunmes in excess of this
figure; however, this could negatively affect the quality of service provided
to passengers and shift demand to other |ess-congested airports. This peak in
i nvestments coul d al so have a knock-on effect on efficiency and cost
managenent. Operating expenses rose by nearly 5% in 2016 while revenues

i ncreased by only 0.8%

After several years of significant traffic growh, Schiphol handl ed nore
passengers than the estimated maxi numterm nal capacity. In 2016 Schi pho
Airport ranked third in Europe in terns of passenger nunbers, with a total of
63.6 mllion passengers against 58 mllion in 2015 (+9% . The traffic growh
has continued on the high upward trend; the first six nonths in 2017

regi stered 8.7% grow h conpared with 2016. Neverthel ess, from 2018, Schi pho
Airport is expected to deliver traffic volunes below the growh trend as seen
in the past, as the airport's maxi mum capacity of 500,000 aircraft is
hanpering future growth and, hence, |owering our passenger growth assunptions
until 2020

Qur assessnent of Schi phol Goup's business risk profile continues to refl ect
its domi nant market position within its wealthy and | arge catchnent area. The
group benefits fromone of the strongest and wealt hiest overall catchnent
areas with 35 nmillion people living within 200 kiloneters of the airport.

The group has a track record of nanaging its cost base in tough econonic
conditions and enjoys a supportive regulatory framework, which allows it to
adjust tariffs in response to cost pressures.

However, these positive factors are partly offset by Schi phol G oup's
dependence on its main client, Air France KLM (not rated), as well as a high
share of transfer passengers. Transfer traffic represented about 37.8% of
total passenger volunme in 2016 and exposes the conpany to greater conpetition
from ot her European hubs, such as London Heathrow and Paris Charles De Gaulle.
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In our opinion, transfer passengers are nore exposed than origin/destination
passengers to the conpetitiveness of Air France KLM

Schi phol Group al so faces environmental constraints. Schiphol Airport's

exi sting runway system has the physical capacity to handl e around 600, 000 air
traffic novements (ATMs) a year--well in excess of the total nunber of ATMs
handl ed in 2016 (478,864). Schiphol Airport is also subject to noise

regul ations that limts the nunmber of ATMs to 500,000 until 2020. As a result,
this could al so add chall enges to the group's future growth.

On July 1, 2017, an anendnent to the Aviation Act entered into force. The

Avi ation Act |lays down the ternms of the operating Iicense of Schiphol Airport.
In addition, the Aviation Act regul ates the manner in which Schi phol G oup may
set the aviation charges, as well as the |level of these charges. Anong of

ot her things, one of the nost inportant changes under the anendnent is that
charges will no longer be fixed annually, but rather every three years,
starting with the 2019-2021 period. To offset the risks associated with
setting charges for a |onger period, Schiphol Goup will be allowed to revisit
charges fromthe agreed levels if security neasures need to be inpl emented
outside the agreenent or if there is a divergence in actual traffic vol unes
from pl anned vol unes, in which case the difference will be reflected in the
revenue all owance for the three subsequent years. In our view, the regulation
remai ns transparent and predictable.

In our base case for Schiphol G oup, we assune:

 Flat annual GDP growth in Netherlands of about 2.2%in 2017 and 1.9%in
2018, as well as nodest growth in eurozone GDP of about 2.0%in 2017 and
1.7%in 2018.

* Annual passenger vol unme growth for Schiphol Airport of about 7% in 2017,
which is |ower than 9% achi eved in 2016. W typically see nunbers of
passengers at the airport and their retail spending growi ng at 1.5x-2.0x
GDP. That said, traffic statistics for the first six nmonths of 2017
already indicate a solid upward trend for 2017, with passenger numnbers
exhi biting high-single-digit growh.

« W foresee an annual passenger growh of 1.7% 1.8%in 2018 and 2019, in
line with European GDP growth and much | ower than in the previous years.
I ndeed, airport charges are expected to rise starting in 2018 due to
substantial investnment projects, which will have an inpact on the nunber
of passengers. In addition, the airport is reaching its full capacity.

e Aviation revenues in 2017 should benefit from strong passenger |evels,
but shoul d be somewhat affected by the inpact of the 7.1%cut in airport
charges, inplenented in April 2017. Therefore, we expect aviation
revenues to slightly decrease by around 1%

e W& expect nobdest growth in non-aviation revenues over the next two years.
Retail is increasingly hanpered by crowded | ounges and limted
(commercial) floor space. Parking revenue growh is slowed by
| ower-margin online bookings. On a like-for-like basis, we expect the
real estate revenue to remain |argely unchanged. W expect total renta
space available to increase by 2% annual |l y. Occupancy rates are expected
to be stable.
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e The reported EBITDA nargin will renain around 40% over 2017-2019

* Increasing capex to an annual average of €600 million in 2017-2019 for
t he expansi on and upgrade of existing airport infrastructure.

 Dividends assuned at 55% (the m dpoint of the group's new revised policy
of 60% of the previous year's net incone), which we understand the
conpany woul d have flexibility to nmanage in case of a stress situation

Based on these assunptions, we arrive at the following credit neasures:

* A weighted average ratio of S& d obal Ratings-adjusted FFO to debt of
about 18% 20% i n 2017-2019, which conpares with about 24%in 2016.

« A weighted average ratio of adjusted debt to EBI TDA of 3.7x-4.2x in
2017- 2019, which conpares with about 3.1x in 2016.

We add one notch of uplift to Schiphol Goup's stand-alone credit profile
(SACP) to reflect what we see as a noderate |ikelihood of tinmely and
sufficient extraordinary support by the Dutch government.

Qur view of a noderate |ikelihood of governnent support is based on our

assessnent of Schi phol G oup's:

e Inportant role, based on our view on the essential infrastructure nature
of the group's nmain asset, Schiphol Airport, as a key el enent of The
Net her| ands' open and export-oriented econony. In our view, there is a
clear need for the airport to continue to operate w thout disruption, as
any interruption of its operations could have an inportant inpact on a
sector of the econony; and

e Limted link with the Dutch governnment. In our view, Schiphol Goup is
managed as a stand-alone entity with limted governnent interference. Its
directors are appointed by a supervisory board that is not controlled by
governnent -1 i nked nmenbers. The Dutch governnent also has a limted track
record of supporting entities of this nature.

Liquidity

We consider Schiphol Goup's liquidity as strong, mainly deriving fromanple
liquidity sources on hand (such as the undrawn | ong-termrevolving credit
facility [RCF] and avail able cash holdings), its ability to generate solid
operating cash flows, and its denonstrated access to debt markets. These
sources conpare favorably with liquidity uses, in particular high capex. W
expect liquidity sources to cover uses by at least 1.5x over the next year and
nore than 1.0x over the follow ng year

We estimate liquidity sources for the 12 nmonths started June 30, 2017, to
mai nl'y incl ude:

e Projected cash and cash equi val ents of about €155 million-€175 mllion
e Full availability under the RCF of €575 million

* Projected FFO of €460 million-€470 mllion

We estimate liquidity uses for the 12 nonths from June 30, 2017, to nmainly
i ncl ude:

o Debt maturities of about €37 nmillion

* Projected capex of about €600 million
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e Dividends of about €145 mllion

The | oan agreenents with the European Investnent Bank include an "own funds to
total assets" covenant calculated as equity as a percent of the total bal ance
sheet. This ratio is tested annually and shoul d be hi gher than 30%

Outlook

The stable outlook reflects our view that Schiphol Goup will be able to
maintain its position operating the primary airport in its region, and
denonstrate stable and strong growth in passenger volunes. Despite the mld
revenue increase resulting fromtariff reductions, we foresee Schi phol G oup
maintaining its profitability margins, thanks to its efforts to control
operating expenses. Furthernore, the stable outl ook reflects that on sovereign
rating on The Netherl ands, as the rating on Schi phol G oup benefits from one
notch of uplift due to our assessnent of the likelihood of extraordinary
governnent support. In our base case, we expect Schiphol Goup will achieve
adjusted FFO-to-debt ratios of 18% 20% which we think will provide sufficient
headroom whil e the group undertakes its significantly higher capex programto
address future traffic grow h.

Downside scenario

We could take a negative rating action if Schi phol Goup's conpetitive
positi on weakened. Such weakening coul d be indicated, anpbng others, by
nore-vol atil e-than-expected profitability and EBI TDA generati on--for reasons
other than a traffic- or cost base-driven reset in regulated tariffs--which
could stem for exanple, from stronger conpetition fromother airports or
addi ti onal expenses to nmanage term nal capacity constraints triggering
significant volatility to its EBITDA. W could also take a negative rating
action if the group's credit netrics were to weaken, specifically if FFOto
debt declined to below 13% due to increased | everage to finance investnents
and di vi dends.

Upside scenario

In our view, an upgrade is unlikely at this stage. We believe that the

shar ehol ders woul d ask Schi phol Group to pay additional dividend and that
airport charges would fall if the group's credit netrics inproved such that we
could revise up our assessnent of its SACP. Furthernore, we expect that the
airport will continue to face capacity constraints in the coning years, which
wi Il incur inmportant capex and operating expenditures and result in negative
cash flow generation. W could potentially take a positive rating action if
the group's FFO to debt sustainably exceeds 20% all else being equal, and in
particular if our views of the group's business position and profitability
remai n unchanged. This would al so be bol stered by a nore noderate investnent
phase and a continued supportive sharehol der policy.
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Ratings Score Snapshot

Corporate Credit Rating: A+/ Stable/A-1

Busi ness risk: Excell ent

Country risk: Very |ow
I ndustry risk: Low
Conpetitive position: Excellent

Financial risk: Internediate

Cash flow Leverage: |Internediate

Anchor: a

Modi fiers

Diversification/Portfolio effect: Neutral (no inpact)
Capital structure: Neutral (no inpact)

Fi nancial policy: Neutral (no inpact)

Liquidity: Strong (no inpact)

Managenment and governance: Satisfactory (no inpact)
Conparabl e rating anal ysis: Neutral (no inpact)

Stand-al one credit profile: a

Sovereign rating: AAA
Li kel i hood of governnent support: Mderate (+1 notch from SACP)

Related Criteria

Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

Ceneral Criteria: Rating Governnent-Related Entities: Mthodol ogy And
Assunpti ons, March 25, 2015

Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

Criteria - Corporates - Industrials: Key Credit Factors For The
Transportation Infrastructure Industry, Nov. 19, 2013

Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And

Adj ustments, Nov. 19, 2013

Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013
General Criteria: Goup Rating Mthodol ogy, Nov. 19, 2013

Ceneral Criteria: Methodology: Industry Ri sk, Nov. 19, 2013

Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

Ceneral Criteria: Stand-Alone Credit Profiles: One Conmponent OF A Rating,
Cct. 1, 2010

General Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
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e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Ratings List

Ratings Affirmed

Royal Schi phol G oup N.V.
Corporate Credit Rating A+/ St abl e/ A-1
Seni or Unsecured A+

Schi phol Nederl and B. V.
Corporate Credit Rating A+/ Stabl e/ A-1
Seni or Unsecured A+

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All

ratings affected by this rating action can be found on the S& G obal Ratings’
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& d obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 22, 2017 8

1904069 | 300018312



Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 22, 2017 9

1904069 | 300018312



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Downside scenario
	Upside scenario

	Ratings Score Snapshot
	Related Criteria
	Ratings List


