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Research Update:

Moscow Domodedovo Airport Operator DME
'BB+/B' Ratings Affirmed On Improving Business
Conditions; Outlook Stays Negative

Overview

• We expect that Moscow-based airport operator DME will maintain elevated
leverage in 2017-2018 because of its construction of a new terminal.

• At the same time, we forecast improvement in operating performance in
2017 and 2018 as a result of recovering passenger traffic in 2017 and the
expected opening of the new terminal building in 2018.

• We are therefore affirming our 'BB+/B' ratings on DME.
• The negative outlook reflects the possibility of a downgrade if DME's
leverage rises more than we currently expect, its operating performance
does not improve in line with our forecast, or its liquidity profile
deteriorates.

Rating Action

On Sept. 11, 2017, S&P Global Ratings affirmed its 'BB+/B' long- and
short-term corporate credit ratings on Russia-based DME Ltd., the operator of
Moscow's Domodedovo airport. The outlook remains negative.

We have also affirmed our 'BB+/B' long- and short-term corporate credit
ratings on DME's fully owned subsidiaries Domodedovo International Airport LLC
and Hacienda Investments Ltd. The outlooks are negative.

At the same time, we have affirmed our 'BB+' rating on the loan participation
notes (LPNs) due 2018 and 2021, issued by special-purpose vehicle (SPV) DME
Airport Designated Activity Co.

Rationale

The ratings affirmation reflects our view that the airport's
weaker-than-expected financial performance in 2016 and our expectation of
generally stable financial metrics in 2017 are balanced by a supportive
operational perspective. Over the next two years, we expect recovering
passenger traffic and expansion of the airport's capacity, including the
addition of a significant amount of commercial space, which the airport
currently lacks.

DME's credit metrics were below our base-case scenario in 2016, primarily
because of heavier investments and a larger dividend payout than we expected.
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S&P Global Ratings-adjusted funds from operations (FFO) to debt was just
33.5%, against our expectation of about 58%, while FFO cash interest coverage
was 5.3x, against our expectation of 6.8x. We believe DME's financial
performance in 2017-2018 will continue to be affected by its sizable
investment program. Under our base-case scenario, we expect DME's 2017
adjusted FFO to debt to be 34%-36%, and its FFO cash interest coverage
5.5x-6.5x. Gradual improvement of these metrics will begin in 2018, we think,
when the new terminal starts operating. At that point, we expect DME's FFO to
debt to reach 39%-41% and FFO cash interest coverage 7x-8x. We have therefore
revised our assessment of DME's financial risk profile to intermediate from
modest previously.

The group is due to open its new terminal--which will expand the airport's
capacity by some 20 million people to a total of 52 million per year--in the
second quarter of 2018, before the start of the 2018 football World Cup to be
held in Russia. By then, we expect the airport's existing capacity will be
fully utilized. Expansion also includes a new 1,600-car multi-story parking
lot, expansion of airport roads, and modernization of the railway station. DME
spent Russian ruble (RUB) 12.7 billion (about $209 million) expanding the
airport in 2017, up from RUB7.4 billion in 2015, and we estimate that it will
spend up to RUB15 billion per year over the next two years.

By mid-2018, DME should also start operating a new runway, built and paid by
the government, which will replace an existing one, due to be converted into a
taxiway. With two modern runways, capable of delivering 45 air transport
movements per hour each under current rules, DME's runway capacity will be
around 60 million passengers, solid headroom over the terminals' total
handling capacity of 52 million. DME will lease the new runway from the state
under as yet undefined terms.

We believe that DME's expansion, alongside recovering passenger traffic,
should strengthen the group's operating performance in the coming years. Apart
from increased passenger capacity, the new terminal will allow DME to
significantly increase its commercial space, which the airport was
historically short of, by the end of 2018. This will allow DME to
significantly increase its rental income beginning in the second half of 2018.
The full financial effect, therefore, will be seen in the group's results for
2019.

Our assessment of DME's business risk reflects our opinion of elevated
regulatory and legal risks in light of state interventions, such as previous
government bodies' attempts to challenge the legitimacy of certain
transactions at the airport, and recent litigation against the airport's
owner. We believe that the long-term legal risk to DME persists, remaining a
constraint to the company's business risk profile.

In our base case, we assume:
• Revenue growth of 7.5%-8.5% in 2017, primarily driven by 8.0%-9.5%
recovery of passenger numbers and generally flat revenues from commercial
services.
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• A more substantial 12%-15% revenue increase in 2018, reflecting 7%-9%
passenger growth driven by the final part of the 2018 football World Cup,
to be held in Russia, and a 30%-40% increase in commercial revenues due
to opening of the new terminal and parking lot by the end of the second
quarter.

• A further 9%-12% revenue improvement in 2019 on the back of an additional
35%-45% increase in commercial revenues as the airport will function at
its new capacity for the full year and we forecast a passenger traffic
increase of up to 2%.

• Our estimate of flat aviation and auxiliary services tariffs in 2017 and
inflation-linked increases in 2018-2019.

• S&P Global Ratings-adjusted EBITDA margin to increase from 37.7% in 2016
to 37%-39% in 2017, 38%-41% in 2018, and 40%-43% in 2019, as a result of
growing revenues and the group's ability to control costs.

• Capital expenditures (capex) of up to RUB15 billion in 2017-2018 and up
to RUB14 billion in 2019.

• About RUB1 billion per year of positive working capital changes in
2017-2019.

• Estimated dividends of no more than RUB3 billion per year in the next few
years.

Based on these assumptions, we arrive at the following credit measures:
• FFO to debt of 33.5%-35.5% in 2017, 38%-41% in 2018, and 46%-51% in 2019.
• FFO cash interest coverage of 5.5x-6.5x in 2017, 6.5x-7.5 in 2018, and
7.5x-8.5x in 2019.

• Adjusted debt to EBITDA of 2.0x-2.2x in 2017, 1.8x-2x in 2018, and
1.45x-1.65x in 2018.

Liquidity

We assess DME's liquidity as adequate, primarily reflecting a ratio of
liquidity sources to uses of above 1.2x in the 12 months beginning June 30,
2017. DME maintains significant cash reserves from last year's bond issuance,
despite the ongoing sizable investment program. Our liquidity assessment is
also supported by the group's proven track record in accessing capital markets
and its maintenance of sound relationships with international banks. We
calculate that DME's covenant headroom remains significant. Our assessment
also reflects our expectation that DME should be able to secure financing for
its outstanding LPNs due in November 2018 in a timely manner.

We estimate principal liquidity sources over the 12 months started June 30,
2017, as follows:
• Cash and short-term investments of about RUB12 billion.
• Forecast FFO of about RUB13 billion.
• Working capital inflows of up to RUB1 billion.

This compares with principal liquidity uses over the same period comprising:
• Contractual debt maturities of RUB1.2 billion.
• Capex of about RUB14 billion, which includes works on the expansion of
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the new terminal, new parking lot, and supporting infrastructure.
• Dividends of about RUB3 billion.

Outlook

The negative outlook reflects the possibility of us lowering the ratings if
DME's financial or operating results are significantly below our expectations
or if its liquidity deteriorates.

Downside scenario

We could lower the ratings on DME if its leverage continues to increase
further, with FFO to debt falling below 30%. This could happen, for example,
if the group's operating performance suffers as a result of economic or
political events significantly affecting air travel. A delay to the opening of
the new terminal or significant capex overruns could also result in a negative
rating action. We could also lower our ratings if the group pays an unexpected
dividend or extracts cash through other measures, such as a related party
loan. A weakening of DME's liquidity, for example if the group does not
proactively secure refinancing for the LPNs maturing in November 2018, could
also result in a downgrade.

Upside scenario

We could revise our outlook on DME to stable if the company stabilizes and
starts to improve its financial performance, with FFO to debt moving toward
40%. We would also expect DME to continue growing its passenger numbers and
open the new terminal by the end of second-quarter 2018. Maintaining adequate
liquidity, including proactively securing refinancing of LPNs maturing in
2018, would also be required for a revision of the outlook to stable.

Ratings Score Snapshot

Corporate Credit Rating: BB+/Negative/B

Business risk: Fair
• Country risk: High
• Industry risk: Low
• Competitive position: Fair

Financial risk: Intermediate
• Cash flow/Leverage: Intermediate

Anchor: bb+

Modifiers
• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
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• Liquidity: Adequate (no impact)
• Management and governance: Fair (no impact)
• Comparable ratings analysis: Neutral (no impact)

Stand-alone credit profile: bb+

Related Criteria

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

• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014

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

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

• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• General Criteria: Ratings Above The Sovereign--Corporate And Government
Ratings: 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 And Insurers, Nov. 13, 2012
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Ratings List

Ratings Affirmed

DME Ltd.
Hacienda Investments Ltd
Domodedovo International Airport LLC
Corporate Credit Rating BB+/Negative/B

DME Airport Designated Activity Co.
Senior Unsecured BB+

Additional Contact:

Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
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express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column. Alternatively, call one of the following S&P Global
Ratings numbers: Client Support Europe (44) 20-7176-7176; London Press Office
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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