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FitchRatings

Fitch Affirms Pensacola, Florida's Airport Revs at 'BBB-'; Outlook Revised to Positive

Fitch Ratings-New York-10 October 2017: Fitch Ratings has affirmed Pensacola, Florida's (the city) 'BBB-' rating on $30.6 million
of outstanding series 2008 airport capital improvement revenue bonds issued on behalf of Pensacola International Airport (PNS, or
the airport). The Rating Outlook has been revised to Positive from Stable.

In addition to the 2008 bonds, PNS has approximately $18.2 million of parity obligations that Fitch does not rate.

The Positive Outlook reflects the airports improved financial metrics as demonstrated by declining leverage, increased liquidity,
and higher coverage levels. The airport's performance is expected to continue to improve under the newly implemented residual
airline agreement, which benefits from strong cost recovery mechanisms, and thereby mitigating the volatility associated with
traffic performance.

KEY RATING DRIVERS

Summary: The 'BBB-' rating reflects the airport's small traffic base of about 802,000 enplanements with recent years of stable
operational performance despite regional competition from surrounding airports and observed historical volatility. Additionally, the
rating is also reflective of the airports implementation of a long-term residual airline agreement with adequate cost recovery
provisions, modestly sized capital improvement plan (CIP) without the need for future borrowing, and improved financial metrics.

Small, Competitive Regional Market (Revenue Risk - Volume: Weaker): PNS serves a small 100% O&D passenger market in and
around the western portion of the Florida Panhandle. The airport has exhibited three years of consecutive positive enplanement
growth up 4% since 2014. PNS benefits from a well-diversified mix of business, tourism and military travellers. However, future
performance is susceptible to a significant degree of competition from three other regional airports. In addition, the airport serves a
limited number of direct markets and has a moderately high level of carrier concentration, with Delta Airlines (Issuer Default Rating
[IDR] 'BBB-'; Outlook Stable) accounting for about 44% of total enplanements.

Strengthened Cost Recovery Framework: (Revenue Risk- Price: Midrange) (Revised from Weaker): Fitch views favourably the
airports ability to transition to a long-term residual airline use and lease agreement (AUL) through 2022 replacing a month-to-
month hybrid AUL which had been in place since 2008. The new agreement effective FY2018 (October 1st) provides the airport
with assurance that costs for airline facility and services are recovered from rents and fees through ratemaking in costs centers.
Management expects to maintain CPE below $8.50 going forward under the new agreement.

Limited Capital Needs (Infrastructure Development & Renewal: Stronger): The airport's updated five-year capital improvement
program (FY2019 - FY2023) of approximately $64 million is manageable. Projects mainly include improvements to the hanger and
taxiway rehabilitation/extension related projects. The vast majority of CIP is expected to be funded with grants from the Florida
Department of Transportation and the Federal Aviation Administration. Management expects no additional borrowing to fund future
projects.

Solid Overall Debt Structure & Covenants (Debt Structure: Stronger): The airport's outstanding debt is predominantly fixed rate
(78% by par outstanding) or synthetically fixed (11%) and fully amortizes. Covenants are consistent with those of other U.S.
municipal airports and includes a cash-funded debt service reserve fund sized the maximum allowed by the IRS. The debt service
profile escalates slightly through 2019 before dropping off thereafter, which should provide airline cost relief in the medium term.

Financial Metrics: PNS financial metrics are expected to stabilize with the adoption of the residual AUL agreement that targets
debt service coverage of 1.6x for the bond resolution, which includes all transfers effective FY2018. Fitch's rating case debt
service coverage averages 1.64x throughout the projected period (FY2017 - FY2022) and leverage averages 2.4x.

PEER GROUP

Fitch views Burlington, Vermont ('BBB-'/ Outlook Positive) and Fresno, California ('BBB'/Outlook Positive) as comparable peers
due to similarly small size enplanement bases (Burlington 600,000 and Fresno 740,000) and financial metrics. Fresno's higher
rating is driven by stronger financial metrics with debt service coverage at 2.4x, and similar leverage and cash on hand as
compared with PNS. Burlington credit profile reflects a lower amount of cash on hand and similar coverage level within the 1.5x to
1.6x range.

RATING SENSITIVITIES
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Future Developments that May, Individually or Collectively, Lead to Positive Rating Action:

--Continued improvement in PNS financial performance supported by both the recently effected airline agreement and
demonstrated traffic stability.

--Leverage evolving below 4x and coverage levels maintaining at the 1.6x level could support a positive rating action on a
sustained basis.

Future Developments that May, Individually or Collectively, Lead to Negative Rating Action:
--Sustained declines or uneven trends in passenger traffic levels leading to fluctuating or unsustainable CPE levels.
--Leverage increasing materially above 4x and/or debt service coverage remaining below 1.6x, on an ongoing basis.

CREDIT UPDATE
Performance Update

The airport experienced minor enplanement growth of 0.5% to 802k in fiscal 2016, exhibiting a continuation of positive
performance over the past two-years, which grew by 3% in FY2015 and 2% in FY2014. The airport's recent growth is primarily
driven by increasing mainline passenger traffic from Delta Airlines and Southwest Airlines, whereas regional traffic performance
has been more volatile. Management expects continued growth in passenger traffic to be driven by service expansions, trends
towards larger aircrafts, and general economic growth at the airport.

PNS continues to maintain its carrier concentration with Delta Airlines leading the market share at 44%, followed by American
Airlines (formerly U.S. Airways) at about 24%, Southwest Airlines about 15%, and United Express 10%. Other carriers represent
smaller portions of market share relative to total. The airport also serves United Parcel Service (UPS) modest cargo operations
representing 9.5% of total landed weight.

Fitch views the updated five-year capital improvement program manageable at about $64 million and will primarily be funded from
Federal Aviation Administration (FAA) entitlements and Federal grants. Passenger Facility Charge funds will also fund parts of the
CIP, but represents a small percentage relative total. Management expects no additional debt to fund future projects.

Supported by the airports stable operational performance, total revenues grew by 4.6% to about $22 million in FY2016 primarily
supported by growth in non-airline revenues mainly from parking and airport automobile rentals, along with a general increase in
other terminal area revenues. Similarly, airline revenues exhibited robust growth at 9.7% to $7.2 million in FY2016 due to
increases in terminal building rents and passenger airline landing fees. Operating expenses rose by 8.4% to $12.5 million up from
$11.6 million in FY2015 mainly driven by increased spending on services & supplies, and salaries & benefits, which grew by 11%
and 8% respectively.

The airports debt service coverage rose to 2.00x (2.42x with transfer funds) in FY2016 from 1.84x and 2.07x the prior year. PNS
liquidity increased to 531 days cash on hand (DCOH) benefiting from a stronger unrestricted cash position in FY2016, and
leverage fell below 3x. CPE increased to $8.82 in FY2016 up from $8.02 in FY2015, driven by higher airline revenues. Fiscal year
2018 CPE is expected to fall to about $7 benefiting from baggage handling service (BHS) use fee coupled with growth in
enplanements.

Fitch Cases

Due to the residual nature of the AUL, Fitch's assumes stable annual debt service coverage (DSC) targeting about 1.6x. Fitch's
base case assumes flat enplanement growth of 0.5% reflecting recent performance in fiscal 2016 and is held constant throughout
the FY2017 - FY2022 projected period. Fitch generally adopted the sponsor's financial performance for revenues and expenses
for FY2017 and FY2018, with expenses increasing 2.5% each year and unrestricted cash held flat. Cost per enplanement (CPE)
averages $7.88 and day's cash on hand reflects 504 days on average.

Fitch's rating case was similar but applied a 5% and 1% to traffic stress in 2018 and 2019 based on a reasonable estimate of
historical volatility, followed by 1% annual recovery thereafter. Operating expenses were increased by 0.5% above base case
levels. With the residual AUL, coverage is still maintained at about 1.6x, but CPE is inflated to nearly $8.49 by fiscal 2022 on
average. Leverage (Net Debt/CFADS) averages 2.4x and days cash on hand is 510 days.

Security

The bonds are payable from net revenues generated by the airport and a cash-funded DSRF sized to the maximum level allowed
by the IRS.
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Applicable Criteria
Rating Criteria for Airports (pub. 14 Dec 2016) (https://www.fitchratings.com/site/re/891804)
Rating Criteria for Infrastructure and Project Finance (pub. 24 Aug 2017) (https://www.fitchratings.com/site/re/902689)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form (https://www.fitchratings.com/site/dodd-frank-disclosure/1030465)
Solicitation Status (https://www.fitchratings.com/site/pr/1030465#solicitation)

Endorsement Policy (https://www.fitchratings.com/regulatory)

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
(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 SITE AT WWW.FITCHRATINGS.COM
(https://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. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY (https://www.fitchratings.com/site/regulatory). FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED 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 THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2017 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 methodology,
and obtains reasonable 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
obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction 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 letters, 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
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should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating 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. In issuing 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 “as is” 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. This opinion and reports made by Fitch are based on established criteria and
methodologies 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 a report. 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
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating
is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its
agents in 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 a rating 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. Due to 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 financial 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 persons who are retail clients within the meaning of the Corporations Act 2001

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Commentary (RAC) by the obligatory being
rated or the issuer, underwriter, depositor, or sponsor of the security or money market instrument being rated, except for the
following:

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by
regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (https://www.fitchratings.com/regulatory) page. The endorsement status
of all International ratings is provided within the entity summary page for each rated entity and in the transaction detail pages for all
structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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