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Flughafen Zurich AG

Business Risk: STRONG

Vulnerable Excellent

Financial Risk: MODEST

Highly leveraged Minimal

a
a+ a+

Anchor Modifiers Group/Gov't

Issuer Credit Rating

A+/Negative/--

Credit Highlights

Overview

Key Strengths Key Risks

Strong position as a secondary hub and the main

airport serving Switzerland's affluent economy.

Traffic recovery could be delayed given most pre-pandemic traffic stemmed from

business and long-haul travel, which will likely recover last.

Supportive regulatory framework with set tariffs until

the business recovers economic value lost during the

pandemic.

Significant airline concentration, with Swiss International Airlines AG (Swiss) , Edelweiss

Air, and Eurowings, all part of the Lufthansa AG group (Lufthansa), representing about

two thirds of passengers in 2019.

Diversified earnings with increasing contribution of

rental income and earnings from international

operations.

Increasing exposure to developing economies with less established regulatory regimes,

and risk of potential cost overruns on international construction projects.

Robust balance sheet with modest leverage supporting

continuation of investments.

Leverage to settle at higher than pre-pandemic levels given international investments

and the resumption of dividends.

S&P Global Ratings expects passenger numbers served by Flughafen Zurich AG (FZ) will reach pre-pandemic levels by

2024. We expect traffic will re-start in second-half 2021 once European governments agree a consistent protocol for

quarantine-free travelling. However, traffic recovery at the airport could be initially delayed given that most

pre-pandemic traffic stemmed from business (26% in 2019) and long-haul (25% in 2019) travel, which will likely

recover last. However, the Zurich Airport's strong competitive position as a secondary hub serving an affluent

catchment area should offset this disadvantageous traffic mix. The increase in passengers travelling to visit relatives

and family and for leisure will likely offset the permanent loss of some of business passengers. This could be

advantageous for the airport given leisure passengers tend to spend more time at the airport, taking advantage of retail

and food and beverage offerings. Traffic at FZ's investments in Brazil and Chile will likely recover faster, given these

regional airports are largely domestically focused.

The strong position of FZ's main carrier Swiss within the Lufthansa should mitigate high airline concentration risk in the

short term. Zurich Airport's dependence on Lufthansa is considerable. However, Swiss' lower capacity reduction than

its parent Lufthansa and Lufthansa's commitment to ramp up traffic at FZ at the same pace as in its home airport

Frankfurt Airport (Fraport), should support FZ during the early stages of pandemic recovery.
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Tariffs have been confirmed until 2025 at levels higher than expected before the pandemic, supporting aeronautical

revenue. Under an agreement with the airlines coordinated by the Federal Office of Civil Aviation (FOCA), Zurich

Airport will provide a 10% discount on aeronautical tariffs for nine months from April 2021. Thereafter, tariffs will

remain flat until at least 2025 or until the airport recovers the economic value lost during the pandemic. This decision

positively differentiates Zurich Airport from the peers that still face a degree of regulatory uncertainty. It places FZ in a

more comfortable situation than pre-COVID-19, when it expected a 15%-20% reduction in charges in order to

compensate for its overperformance over 2016-2019, when passenger number growth led to an 8.8% return on

aviation business, significantly more than the maximum 5.9% permitted.

FZ will continue to benefit from diversified earnings, with increasing contribution of rental income and earnings from

international operations. Despite a 74% drop in traffic in 2020, the company's revenue dropped by only 49%. Revenue

benefited from the rental revenue from the Priora real estate portfolio purchased in 2019, and from the minimum

annual revenue guarantees (MAGs) incorporated in contracts with the airport's commercial tenants. While the MAGs

were suspended during the government-imposed lockdowns and thus did not provide the full expected protection, FZ

intends to keep MAG terms unchanged. Scope for re-negotiation will be limited given no major contracts expire in

2021-2023. About Swiss franc (CHF) 32 million revenue not realised under MAGs in 2020 (and revenue not realised

during lockdowns in 2021) will be amortised on a straight-line basis over the term of the relevant contracts. FZ will

also benefit from renting or leasing hotel, office, and retail space at the Circle, a multi-use real estate project completed

in November 2020. As of first-quarter 2021, the space was 85% pre-booked, and the high-quality tenants include

Microsoft, SAP, MSD, Hyatt, Orcale, University Hospital Zurich. Only about 20% Circle revenue will be subject to

volume risk, but the proportion of revenue at risk reduced to single digits when considering the MAGs. We expect,

when fully occupied, the Circle will increase Zurich airport's commercial revenue by about 20%. Furthermore, while

current international concessions are reported as EBITDA neutral, FZ expects a positive impact on EBITDA from 2025

from the planned opening of Noida International Airport (Noida) in New Delhi.

FZ faces increasing exposure to developing economies and construction risk due to its major investment in Noida

airport in New Delhi. While international investments provide long-term growth potential at a rate exceeding that of

the mature European market, they increase FZ's exposure to higher country and currency risks, and less established

regulatory regimes of developing economies. The scale of the CHF650 million investment under the 40-year

concession for construction and operation of Noida exceeds previous investments in Brazil and Chile and increases

FZ's exposure to potential cost overruns in the short-to-medium term. Noida, with initial capacity of 12 million

passengers, will be competing with 100 million-passenger-capacity Indira Gandhi International Airport by offering

maximum efficiency to low cost, domestic traffic.

Despite higher post-pandemic target leverage, we expect FZ will maintain funds from operations (FFO) to senior debt

above 30%. FZ entered the pandemic with a strong balance sheet and modest S&P Global Ratings-adjusted debt to

EBITDA of 2x in 2019, which, in combination with access to inexpensive debt, enabled it to complete priority

investments, including the Circle and Noida airport. Although FZ intends to reduce S&P Global Rating adjusted debt to

EBITDA from 8x at Dec. 31, 2020, as traffic recovers and the company returns to profits, we expect FZ will restart

investments and distributions, targeting net financial debt to EBITDA of 3x in the medium term. While this is higher

than the pre-pandemic target of 2x, we expect the company will maintain adjusted weighted-average FFO to senior

debt above 30%.
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Outlook: Negative

The negative outlook indicates that we could lower the rating should the traffic disruption prove more severe and

long lasting than we expect, leading S&P Global Ratings-adjusted weighted-average FFO to senior debt over

2021-2023 to fall sustainably below 30%. Passenger volumes might not reach expected levels due to prolonged low

confidence in the safety of air travel, or economic conditions being more severe than we anticipate. Financial

metrics could be negatively affected if the management do not adequately mitigate the effects; for example, by

lowering distributions, reducing operating costs, and delaying uncommitted capex.

Upside scenario

We would revise the outlook to stable if COVID-19-related traffic disruption is contained, the risk of a further

pandemic is reduced, we observe a strong traffic recovery, and the economic situation stabilizes.

Our Base-Case Scenario

Assumptions

In our base-case assumptions for 2021-2023, we assume:

• Switzerland's real GDP will increase by 3.6% in 2021, 3.0% in 2022, and 1.8% in 2023. Consumer price index will

increase by 0.3%-0.4% in 2021-2023.

• Passenger volumes in 2021 at 40% of 2019 levels, at 70% of 2019 levels in 2022, at 85% of 2019 levels in 2023. We

expect traffic levels will recover back to 2019 levels only in 2024.

• A strong relationship between GDP growth rates and passenger numbers at the airport and their retail activity.

• Aeronautical revenue in line with traffic performance. However, in the nine months starting 1 April 2021 there will

be 10% discount on the aeronautical tariff.

• Retail (airside, landside, the Circle) revenue will continue benefiting from MAGs, except during lockdown. Revenue

not received under MAGs will depreciate over the remaining period of the contracts.

• About 10% increase in retail and real estate/facility management revenue in 2021 versus 2019 due to the opening of

the Circle in November 2020. We forecast an about 10% further positive impact in 2022.

• Operating expenses (excluding construction projects) were cut by 18% in 2020 thanks to short-time working

(Kurzarbeit) under which 80% of salaries are paid by unemployment insurance, as well as utility and general-cost

savings and lower security costs. About 50% of operating cost savings will be maintained in 2021.

• Cost cutting measures will not offset lower revenue, resulting in adjusted EBITDA of CHF250 million-CHF270

million in 2021. EBITDA margins at 33%-35% in 2021, increasing to 48%-50% in 2022.

• Total capex of about CHF330 million in 2021, including completion of investments in the Circle and in Chile and

Brazil. Annual capex of CHF390 million-CHF400 million in 2022-2024. Construction of Noida airport during

2021-2024 at the total cost CHF650 million.
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• No distributions in 2021 and 2022. Later, dividends and acquisitions set at the level corresponding to the company's

mid-term target leverage of net financial debt to EBITDA of below 3x.

Key metrics

2020a 2021e 2022e 2023e

EBITDA margin (%) 32.9 34-37 46-49 55-58

FFO to debt (%) 9.6 13-15 28-30 32-34

Debt to EBITDA (x) 8 6.0-6.5 3.0-3.2 2.8-3.0

All data S&P Global Ratings-adjusted. a--Actual. e--Estimate. FFO--Funds from operations.

Company Description

FZ is the owner and operator of Zurich Airport, Switzerland's largest airport, with a license to operate the airport until

2051. In 2019, the airport handled 31.5 million passengers.

The company's airports are well diversified, with 45% of total revenue in 2019 generated from commercial, real estate,

and service activities, and international investments in Latin America, mainly in Brazil and Chile. In October 2020, FZ

signed a concession agreement for a greenfield investment in Noida International Airport in Delhi, which is expected

to start contributing EBIDA from 2025. In 2019, revenue from international investments corresponded to about 10% of

FZ's total.

Chart 1 Chart 2

FZAG is 33.3% owned by Canton of Zurich and 5.1% by the City of Zurich. The remaining shares are free float.
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Business Risk: Strong

FZ has a strong competitive position as the largest airport in Switzerland and a secondary hub in Europe. FZ is the

largest airport in Switzerland, followed by Geneva Airport (17.9 million passengers in 2019) and low-cost carriers (LLC)

-focused EuroAirport Basel Mulhouse Freiburg (6.4 million). Thanks to a wealthy catchment area of about 8 million

inhabitants within two hours' drive, which encompasses its financial-services-focused hometown Zurich, and largely

(72% in 2019) origin-destination traffic, the airport is able to withstand shocks in Europe better than other airports, as

demonstrated during the COVID-19 pandemic. In 2020, traffic declined by 73.6% to 8.3 million, which is a relatively

smaller decline compared with that experienced by peers.

Chart 3

FZ's airline concertation is more significant than that of most European hub airports. Swiss (54% passengers in 2019),

its leisure arm Edelweiss Air (9%), and Eurowings (3%) contributed about two thirds of Zurich airport's passengers in

2019. FZ is therefore significantly exposed to the operational and financial performance of these airlines' parent

Lufthansa.
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Chart 4

That said, in our view counterparty risk is largely mitigated by competitive attractiveness of Zurich as a destination,

and that capacity released by any defaulting airline would be picked up by a competitor. For example, the collapse of

Air Berlin in 2017, at the time its second-largest carrier, had minimal impact on FZ because Swiss and low-cost

carriers, namely EasyJet and Vueling, quickly picked up this traffic.

FZ operates under a supportive and predictable regulatory framework but applying hybrid-till model to calculate

aeronautical charges partially restricts nonaeronautical earnings upside. The aeronautical charges are set at the

levels required for the airport to earn a return on capital equivalent to its cost of capital, but after incorporating a

portion of profits generated through parking and airside commercial activities (commercial outlets located beyond

border control). Thus, the airport's commercial activities cross-subsidize the aeronautical charges, although to a lesser

degree than under a single-till model (like at Heathrow, Gatwick, and Avinor), where a regulator considers revenue

from all airport activities when setting the charges. Airports regulated under a dual-till model (Schiphol, Dublin, and

Aena), where the regulated aviation business stands alone and earns cost of capital on its own, retain an upside on

their retail and real estate businesses.

Traffic risk is partially passed to commercial partners. This is done by incorporating MAGs into contracts with the

airport's tenants. Under MAGs, 80% of rent from commercial (retail, food and beverage, and real estate) partners is

fixed and payable regardless of footfall and the tenants' revenue. Thus, Zurich airports commercial revenue, which

represents about 35% of FZ's total revenue, is largely protected. Real estate rental and facility management revenue,
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corresponding to about 10% of FZ's total, is also largely fixed under long term retail price index-linked contracts.

Peer Comparison

Table 1

Flughafen Zurich AG--Peer Comparison

Industry Sector: Infrastructure

Flughafen Zurich

AG Aeroporti di Roma SpA daa PLC Avinor AS

Gatwick

Funding Ltd.

Ratings as of April 8, 2021 A+/Negative/-- BB+/Developing/B A-/Negative/A-2 A/Negative/A-1 -/-/-

--Fiscal year ended Dec. 31, 2019--

(Mil. CHF)

Revenue 1,113.9 1,037.6 1,015.9 1,298.4 923.0

EBITDA 633.5 633.8 349.2 505.5 530.5

Funds from operations (FFO) 526.1 469.3 299.8 404.3 443.0

Interest expense 14.4 48.4 22.6 81.6 125.4

Cash interest paid 24.9 49.2 21.0 69.1 35.9

Cash flow from operations 503.5 541.7 299.6 368.5 436.6

Capital expenditure 774.0 304.5 239.6 272.2 241.9

Free operating cash flow

(FOCF)

(270.5) 237.1 60.1 96.3 194.7

Discretionary cash flow

(DCF)

(483.8) 95.1 13.2 31.9 (318.4)

Cash and short-term

investments

169.9 544.4 358.6 116.7 12.8

Debt 1,297.3 1,129.1 516.3 2,675.1 3,811.8

Equity 2,469.1 1,287.3 1,668.1 1,683.3 397.6

Adjusted ratios

EBITDA margin (%) 56.9 61.1 34.4 38.9 57.5

Return on capital (%) 11.3 21.0 10.1 6.3 9.2

EBITDA interest coverage

(x)

44.0 13.1 15.5 6.2 4.2

FFO cash interest coverage

(x)

22.1 10.5 15.3 6.9 13.3

Debt/EBITDA (x) 2.0 1.8 1.5 5.3 7.2

FFO/debt (%) 40.6 41.6 58.1 15.1 11.6

Cash flow from

operations/debt (%)

38.8 48.0 58.0 13.8 11.5

FOCF/debt (%) (20.9) 21.0 11.6 3.6 5.1

DCF/debt (%) (37.3) 8.4 2.6 1.2 (8.4)

CHF--Swiss franc. 2019 data is used because 2020 data is not considered representative.

We consider Gatwick Airport, Avinor AS, Dublin Airport (the principal airport of daa Plc), and Aeroporti di Roma SpA

(AdR) as the closest peers to Zurich Airport.

Gatwick serves significantly more passengers and has a more diversified airline mix, largely consisting of low-cost
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carriers operating short-haul routes. Although Avinor's catchment is comparable with Zurich airport's in terms of GDP

per capita, its overall profitability is lower due to the presence of smaller, loss-making airports in the portfolio. Dublin

airport is similar to Zurich airport in terms of size, but it is exposed to the much smaller and less wealthy catchment

area of Ireland. While AdR serves more passengers given it operates three airports located in a major tourist area,

Zurich airport benefits from its nature as a secondary hub with a very wealthy catchment area. FZ mitigates exposure

to a single asset by investments in faster-growing developing economies.

Table 2

Flughafen Zurich AG--Peer Comparison Of EMEA Airports

Heathrow

Funding

Ltd.

Aeroports de

Paris SA

Royal Schiphol

Group N.V.

Aeroporti di

Roma SpA

Flughafen

Zurich AG

Gatwick

Funding

Ltd.

daa

PLC Avinor AS

Country of

location

United

Kingdom

France Netherlands Italy Switzerland United

Kingdom

Ireland Norway

Business risk

profile

Excellent Excellent Excellent Strong Strong Strong Strong Strong

Group

passengers

(2019 mil.)

80.9 108* 80.5 49.4 42.2 46.5 35.5 54

Passengers

(mil.)

Heathrow Charles de

Gaulle

Amsterdam Fiumicino Zurich Gatwick Dublin Oslo

80.9 76.2 71.7 43.5 31.5 46.5 31.5 28.6

% O&D

passengers

70% 89% 63% 75% 71% 100% 93% 75%

% transfer 30% 11% 37% 25% 29% 7%

% long haul

passengers

53% 41% 29% 27% 26% 19% 16% 2%

% business

passengers

33% n.a 30% 20% 27% 17% 16% N.A.

Top 3 airlines British

Airways

(45%)

Air France

(45%)

KLM (50%) Alitalia (34%) Swiss (54%) EasyJet

(43%)

Ryanair Norwegian

(38%)

Virgin (5%) Easyjet (8%) Easyjet (8%) Ryainair

(17%)

Edelweiss Air

(9%)

British

Airways

(18%)

Aer

Lingus

SAS (38%)

AA (4%) Transavia

(5%)

Transavia (7%) Vueling (7%) EasyJet (3%) Norwegian

(11%)

-- Widerøe (10%)

State support

for the

flagship

airlines

N.A. €8 bil.

approved state

aid package

for Air France

€2.4 bil.

state-backed

commercial

funding and €1 bil.

direct government

loans to KLM

€3 bil.

package

pledged to

Alitalia

€1.4 bil.

package for

Swiss Air

Lines

N.A. N.A. NOK3 bil. state

loan guarantee

for Norwegian:

SEK3.3 bil. state

aid for SAS

EMEA--Europe, Middle East, and Africa. N.A.--Not available. Source: S&P Global Ratings. 2019 data is used because 2020 data is not considered

representative.
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Chart 5

Financial Risk: Modest

While we forecast weighted average S&P Global Ratings-adjusted FFO to debt below the 30% guidance in 2021-2023,

we expect weighted-average FFO to interest cost at comfortably above 2.5x, particularly thanks to FZ having raised

inexpensive liquidity during the pandemic. FZ lost an equivalent of five years growth in air traffic due to the pandemic

and had lower-than-expected revenue because MAGs were suspended during lockdowns and did not provide the

expected protection. This will weigh on FZ's earnings and metrics during 2021–2023, despite the expected recovery in

traffic. Given the company's largely fixed cost base, with about 60% of costs attributable to staff, including security and

police services, the ability to preserve cost savings will depend on the use of Kurzarbeit, under which 80% of workers'

salaries are paid by unemployment insurance. We expect FZ will continue to benefit from this scheme for most of

2021, potentially until first-quarter 2022, enabling the company to preserve about 50% of the cost savings achieved in

2020. Therefore, we expect leverage will remain elevated in 2021, at about S&P Global Ratings-adjusted debt to

EBITDA of 6.0x-6.5x, and supressed FFO to debt of 13%-15%. However, thanks to the relatively inexpensive cost of

the CHF900 million debt FZ raised in 2020, we expect FFO cash interest coverage of 11x-14x.

We expect traffic recovery and incremental revenue growth from the Circle will push FFO to debt to above 30% in

2022-2024. We also expect the company's S&P Global Ratings-adjusted debt to EBITDA will decrease to about 3.0x

because its earnings will continue benefiting from traffic recovery and increased revenue contribution from real estate

investments, including the largely fixed retail price index-linked revenue from the Circle. The latter will significantly

benefit profitability, with EBITDA margin recovering to pre-pandemic levels in 2023. The high share of

non-aeronautical revenue in total, about 55% in 2023, will lead to the ratio of EBITDA to passengers significantly

outperforming that of peers.
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Chart 6

Although the target leverage of 3x net financial debt to EBITDA is higher than 2x targeted pre-pandemic, we expect the

company will maintain adjusted weighted-average FFO to senior debt above 30%. Once traffic recovers and the

company integrates the Noida airport investment, we expect FZ will continue accelerating its European growth via

acquisitions in developing markets where traffic growth potential is higher, in particular in Latin America and India.

We also expect management will resume dividends, including additional dividends, in addition to the regular 40% of

the company's profit.
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Chart 7

Financial summary
Table 3

Flughafen Zurich AG--Financial Summary

Industry Sector: Infrastructure

--Fiscal year ended Dec. 31--

2020 2019 2018 2017 2016

(Mil. CHF)

Revenue 591.1 1,113.9 1,100.6 1,022.4 1,001.1

EBITDA 194.7 633.5 621.7 572.2 561.4

Funds from operations (FFO) 148.0 526.1 529.1 490.1 467.6

Interest expense 18.3 14.4 13.2 15.3 18.7

Cash interest paid 19.0 24.9 15.3 20.2 19.2

Cash flow from operations 141.2 503.5 535.3 523.4 468.2

Capital expenditure 398.5 774.0 383.6 274.7 186.1

Free operating cash flow (FOCF) (257.3) (270.5) 151.7 248.7 282.0

Discretionary cash flow (DCF) (258.4) (483.8) (49.0) 51.7 90.6

Cash and short-term investments 551.2 169.9 545.0 544.6 497.8

Gross available cash 547.3 151.8 510.8 524.4 389.2

Debt 1,548.2 1,297.3 728.9 654.3 709.3

Equity 2,336.8 2,469.1 2,414.9 2,401.1 2,260.1
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Table 3

Flughafen Zurich AG--Financial Summary (cont.)

Industry Sector: Infrastructure

--Fiscal year ended Dec. 31--

2020 2019 2018 2017 2016

Adjusted ratios

EBITDA margin (%) 32.9 56.9 56.5 56.0 56.1

Return on capital (%) (1.6) 11.3 12.1 10.8 10.5

EBITDA interest coverage (x) 10.7 44.0 47.1 37.5 30.1

FFO cash interest coverage (x) 8.8 22.1 35.5 25.3 25.3

Debt/EBITDA (x) 8.0 2.0 1.2 1.1 1.3

FFO/debt (%) 9.6 40.6 72.6 74.9 65.9

Cash flow from operations/debt (%) 9.1 38.8 73.4 80.0 66.0

FOCF/debt (%) (16.6) (20.9) 20.8 38.0 39.8

DCF/debt (%) (16.7) (37.3) (6.7) 7.9 12.8

CHF--Swiss franc.

Reconciliation
Table 4

Flughafen Zurich AG--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted Amounts

--Fiscal year ended Dec. 31, 2020--

Flughafen Zurich AG reported amounts (mil. CHF)

Debt

Shareholders'

equity Revenue EBITDA

Operating

income

Interest

expense

S&P Global

Ratings'

adjusted

EBITDA

Cash flow

from

operations

1,868.2 2,336.7 624.0 196.0 (56.6) 9.7 194.7 147.3

S&P Global Ratings' adjustments

Cash taxes paid -- -- -- -- -- -- (27.6) --

Cash interest paid -- -- -- -- -- -- (19.0) --

Reported lease liabilities 83.3 -- -- -- -- -- -- --

Postretirement benefit

obligations/deferred

compensation

144.0 -- -- 0.0 0.0 0.3 -- --

Accessible cash and liquid

investments

(547.3) -- -- -- -- -- -- --

Share-based

compensation expense

-- -- -- 0.7 -- -- -- --

Nonoperating income

(expense)

-- -- -- -- (2.7) -- -- --

Reclassification of interest

and dividend cash flows

-- -- -- -- -- -- -- (18.0)

Noncontrolling

interest/minority interest

-- 0.1 -- -- -- -- -- --

Revenue: Other -- -- (32.9) (32.9) (32.9) -- -- --
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Table 4

Flughafen Zurich AG--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted
Amounts (cont.)

COGS: Other

nonoperating

nonrecurring items

-- -- -- 27.1 27.1 -- -- --

EBITDA: Other -- -- -- 3.8 3.8 -- -- --

Operating cash flow:

Other

-- -- -- -- -- -- -- 11.9

Total adjustments (320.0) 0.1 (32.9) (1.3) (4.7) 0.3 (46.7) (6.1)

S&P Global Ratings' adjusted amounts

Debt Equity Revenue EBITDA EBIT

Interest

expense

Funds from

operations

Cash flow

from

operations

1,548.2 2,336.8 591.1 194.7 (61.2) 10.1 148.0 141.2

• FZAG reports according to International Financial Reporting Standards. The company is listed on the Swiss stock

exchange in Zurich and reports its results semiannually.

• We adjust FZ's reported figures by deducting noise-related charges from revenue, EBITDA, and cash flow using the

disclosures provided in the company's annual report. Although FZ deducts noise charges from its 2020 figures, and

therefore there is no revenue from the passenger-related noise charge, FZAG continues to levy aircraft-related noise

charges and we deconsolidate this from the revenue and resulting operating profit and loss from the EBITDA of

about CHF4 million.

• We adjust reported debt by adding CHF144 million of pension deficit. Under International Financial Reporting

Interpretations Committee 12, we adjust revenue and cost of goods sold with income (CHF32.9 million) and

expense (CHF27.1 million) from construction projects as part of concession agreements.

• In addition, we net CHF547.3 million surplus cash against FZ's debt, which excludes CHF3.9 million of cash and

cash equivalents held at the Airport of Zurich Noise Fund.

Liquidity: Strong

FZ benefits from strong relationships with banks and a good standing in capital markets, which allowed it to access

relatively low-priced liquidity during the pandemic. Debt raised included CHF400 million debenture due 2035 issued in

February 2020, CHF300 million debenture due 2024 issued in May, and a CHF200 million debenture due in 2027,

issued in December 2020. Having reported CHF548 million cash as of Dec. 31, 2020, at the beginning of 2021 the

company increased its credit lines to CHF300 million. However, we believe this cash position will decrease when

traffic recovers from the pandemic, and FZ resumes international investments and shareholder distributions.

Nevertheless, we acknowledge FZ's proactive liquidity management during the pandemic, its flexibility to defer

investments and capex, and its ability to reduce shareholder distributions if necessary. We expect liquidity sources will

exceed uses by more than 1.5x in the 12 months to Dec. 31, 2021 and by more than 1x in the subsequent 12 months to

Dec. 31, 2022.
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Principa liquidity sources

We estimate the following liquidity sources for the 12 months to Dec. 31, 2021:

• Unrestricted cash and fixed-term deposits of CHF967 million. At minimal air traffic and retail levels the company is

burning CHF35 million cash per month. We exclude the cash held in the Airport of Zurich Noise Fund of CHF3.9

million;

• Availability of CHF290 million under a committed credit line increased in February 2021; and

• Cash FFO of CHF200 million-CHF220 million under our base-case scenario.

Principal liquidity uses

We estimate major liquidity uses for the 12 months to Dec. 31, 2021 comprise:

• Debt maturities of CHF68 million;

• Expected capex of about CHF330 million for the upgrade and expansion of the airport's infrastructure, completion

of the Circle, and investment in India, Chile, and Brazil; and

• Working capital outflows of CHF20 million-CHF40 million.

Debt maturities
Chart 8
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Covenants

FZ's notes and facilities are not subject to financial covenants.

Group Influence

We add one notch of uplift to FZ's stand-alone credit profile (SACP) to reflect what we see as a moderate likelihood of

timely and sufficient extraordinary support from the Canton of Zurich, FZ's largest single shareholder. We base our

view on our assessment of FZ's:

• Important role for the Canton given the company's function in meeting economic and public policy objectives.

Aviation is part of the country's critical infrastructure; it supports over one-third of Switzerland's exports and

one-sixth of imports. Zurich airport, as one of the three national airports but the only hub, connects Switzerland with

the world, supporting tourism and business travel. That said, we believe FZ's default would have an important,

rather than significant systemic impact on the local economy.

• Limited link with the Canton of Zurich, given its relatively low shareholding in the company of only 33.3% (plus one

share). The Canton's obligation to hold more than one-third of FZ's shares, and hence to maintain its influence over

FZ as a shareholder, is stated in the Airport Act. However, there is no legal base for providing extraordinary support

above CHF6 million without going through parliament (and potentially a referendum), which implies the support

may not be provided in a timely manner should it be required.

In May 2020, the Swiss parliament approved CHF1.875 billion of guarantees for the aviation sector. This includes

CHF1.275 billion to guarantee loans to Swiss and Edelweiss, and CHF600 million to support aviation companies. FZ

did not request or receive any explicit state support except Kurzarbeit.

Issue Ratings - Subordination Risk Analysis

Capital structure

FZ's capital structure primarily comprises approximately CHF1.6 billion senior unsecured debentures, plus unsecured

bank loans issued by the Chilean subsidiary A-port S.A and Florianopolis airport in Brazil. FZ's total gross debt,

excluding lease liabilities, stood at CHF1.86 billion as of December 2020.

Analytical conclusions

We rate the senior unsecured debt issued by FZ at 'A+', the same as the issuer credit rating, reflecting the company's

modest financial risk profile. We consider that FZ has low enough leverage to limit the possibility of any lenders being

significantly disadvantaged relative to other lenders.

Ratings Score Snapshot

Issuer Credit Rating

A+/Negative/--
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Business risk: Strong

• Country risk: Very low

• Industry risk: Low

• Competitive position: Strong

Financial risk: Modest

• Cash flow/leverage: Modest

Anchor: a

Modifiers

• Diversification/portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Financial policy: Neutral (no impact)

• Liquidity: Strong (no impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile : a

• Likelihood of government support: Moderate (+1 notch from SACP)

Related Criteria

• General Criteria: Group Rating Methodology, July 1, 2019

• Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

• Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• General Criteria: Rating Government-Related Entities: Methodology And Assumptions, March 25, 2015

• Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate

Issuers, Dec. 16, 2014

• Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

• General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

• General Criteria: Methodology: Industry Risk, Nov. 19, 2013

• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities, Nov. 13, 2012

• General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

• General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010
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Related Research

• Research Update: Flughafen Zurich AG Ratings Lowered To 'A+' On Protracted Passenger Traffic Recovery;

Outlook Negative, July 22, 2020

• SLIDES: Another Stretch Year For Europe's Airports, March 22, 2021

Business And Financial Risk Matrix

Business Risk Profile

Financial Risk Profile

Minimal Modest Intermediate Significant Aggressive Highly leveraged

Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+

Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-

Vulnerable bb- bb- bb-/b+ b+ b b-

Ratings Detail (As Of May 6, 2021)*

Flughafen Zurich AG

Issuer Credit Rating A+/Negative/--

Senior Unsecured A+

Issuer Credit Ratings History

14-Jul-2020 A+/Negative/--

26-Mar-2020 AA-/Watch Neg/--

30-Apr-2018 AA-/Stable/--

21-Apr-2017 A+/Positive/--

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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