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OVERVI EW

« Today's rating actions follow our review of Heathrow Funding Ltd.'s
(Heat hrow s) operating and financial performance.

 Following our review, we have affirned our 'A- (sf)' rating on the class
A notes and our 'BBB (sf)' rating on the class B notes issued by Heat hrow
under its £50 billion program

e Heathrow is a corporate securitization, which grants bondhol ders
first-ranking security over Heathrow airport and the Heat hrow Express
rail Iink.

LONDON (Standard & Poor's) COct. 25, 2013--Standard & Poor's Ratings Services
today affirned its 'A- (sf)' rating on the class A notes and its 'BBB (sf)'

rating on the class B notes issued by Heathrow Funding Ltd. (Heathrow). The
outlook is stable (see list below).

These rating actions follow our review of Heathrow s performance, which
continues to align with our expectations. Heathrow ended financial year 2012
with 70 mllion passengers, an increase of 0.9% year-on-year, which we
consider to be a stable growh figure. The traffic data as of the first nine
nont hs of 2013 showed a 3.6% i ncrease when conpared to the first nine nonths
of 2012 and represents a step closer to the 71.4 nillion passenger nark that
was forecast by managenent for the full year. The traffic growh in 2013 was
largely driven by increased aircraft size as larger aircrafts started to be
depl oyed, particularly on Mddle Eastern routes. It can also be attributed to
the increased traffic in Europe that followed British A rways' acquisition of
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Bmi and the return in passenger denand this year, in the nonths correspondi ng
to last year's AOynpic Ganes. Heathrow s operational performance translates
into revenue growmh of 10.7%to £1.8 billion and EBI TDA growth of 22%to £1
billion in the first nine nonths of 2013.

We continue to view Heathrow s business risk profile as "excellent,"
reflecting its strong conpetitive position and supportive regul atory regine.
These positive features have made performance | ess vul nerable to economc

condi tions and operational disturbances. W maintain this view, despite the
Cvil Aviation Authority (CAA)'s |atest proposal for regulation, which
suggests capping charges at retail price inflation (RPI). This |level is higher
than the cap |l evel suggested in April 2013 (RPI -1.3% but significantly bel ow
both the cap | evel applicable during the current regulatory period and the

| evel proposed by Heathrow for the next one.

Under our base-case scenario, this RPI fornula, conbined with the |ower

capital expenditure (capex) levels forecast by the CAAin its |atest proposal
and our assunptions of nobdest passenger growth at around 1% per year and RP
bet ween 2% 3% would lead to positive free operating cash flows for the second
hal f of the new regul atory period. This would support the "excellent" business
risk profile. W have not fully captured into our near-termforecast the costs
savi ngs included in the business plans.

Under the terns of the financing, Heathrow can issue:

* Senior debt (class A notes plus any senior debt issued by the borrower
group, ranking pari passu with the class A notes), up to a
debt-to-regul atory asset base (RAB) of 70.0% before April 1, 2018, and
72.5% thereafter; and

« Total debt (senior debt and class B notes plus any junior debt issued by
the borrower group, ranking pari passu with the class B notes), up to an
aggregat e debt-to- RAB of 85%

Currently, the senior and junior |everage ratios stand at 67.8% and 77.9%
respectively. These conmpare with ratios of 66.2% and 76. 7% as of Decenber
2012. The disposal of Stansted Airport by the securitization group, and the
application of the proceeds, led to a 4.3% decrease in the securitization
group's debt during the six nonths ended June 30, 2013. Since then, however,
the net gearing has increased primarily due to the effect of restricted
paynments, interest payments, and capex.

Under our base-case scenario, we expect the conpany to continue conplying with
t hese covenants. However, on a debt-to-RAB basis, we expect it to increase

| everage within the securitization to nearly 70% on a senior-debt basis, and
to nearly 80%on a junior-debt basis. Due to the increased debt, in our
base-case scenari o we expect a decline in interest cover ratios, but we
bel i eve these should naintain sonme headroom under trigger |evels.

In our opinion though, the capital structure renmains aggressive in nature.
Therefore, when subnmitted to a mix of stresses deemed conmensurate with the
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rating of the notes, it shows signs of weakness--in particular during periods
of deflation, and under stressed cost of debt and stressed RPI-hedging
assunptions. In none of these cases, however, would the notes be exposed to a
default in paynent or a breach of the financial default ratios at the current
rating |l evels and under the current regulatory architecture.

Qur anal ysis assunmes continued access to the markets to refinance debt com ng
due, restricted payments and operational |osses. Refinancing risk is therefore
the main risk factor in our analysis, which we currently deemto be sonmewhat
mtigated, primarily by the fact that debt nust remain at a constant
proportion of RAB. This nmakes for a relatively stable and predictabl e asset

val uati on proxy.

The stable outlook reflects our view that Heathrow will performrobustly over
the next two years in ternms of passenger nunbers, regul atory performance, and
profitability.

We coul d take a negative action should, over tine, the regulatory framework
substantially vary and becone | ess supportive of Heathrow s ability to finance
its operations in the banking and capital markets. That said, in such a
scenario, we believe that the weaker debt structure of class B notes makes

t hem nore exposed to rating pressure. We could al so take a negative rating
action if the conpany is faced with an operational shock that |eads to a
significant reduction in passenger volunmes, or if it is met with materia

regul atory penalties due to its failure to nmeet regulatory targets.

At this stage, we believe there is Iinmted scope for higher ratings on
Heat hrow s notes, as the financial covenants set in the bond program all ow
Heat hrow to operate at high | everage

Heathrow is a corporate securitization that grants bondhol ders first-ranking
security over Heathrow airport and the Heathrow Express rail |ink. The
transaction closed in 2008. Since then, Heathrow has been periodically issuing
further debt in accordance with its previously stated intention to refinance
part of its bank debt with capital markets issuance. This serves to | engthen
the group's debt maturity profile. Principal and interest for the financing
group's obligations is serviced through various revenue sources but primarily
t hr ough passenger charges.

STANDARD & POOR S 17G 7 DI SCLOSURE REPORT

SEC Rule 179g-7 requires an NRSRO for any report acconpanying a credit rating
relating to an asset-backed security as defined in the Rule, to include a
description of the representations, warranties and enforcement mechani sims
avail able to investors and a description of how they differ fromthe
representations, warranties and enforcenent nechanisns in issuances of sinilar
securities. The Rule applies to in-scope securities initially rated (including
prelimnary ratings) on or after Sept. 26, 2011

If applicable, the Standard & Poor's 17g-7 Disclosure Report included in this
credit rating report is available at http://standardandpoorsdi scl osure-17g7. com
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