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OVERVI EW

« W affirmed the ratings on notes issued by BAA Funding follow ng the
announcenment on October 13 by the Departnment for Transport (DFT) anendi ng
its March 2009 consultation paper on potential regulatory changes for
U K regul ated airports.

e W revised the outl ook to stable fromnegative, reflecting the fact that
the U K government will not proceed with proposals to introduce a
special administration reginme for U K regulated airports (including BAA
London ai rports).

* W also affirmed our ratings on the tranche A and B refinancing facility
lent to Heathrow Airport. Gatwick Airport, and Stansted Airport, which
together form part of the borrower group.

* W believe that the sale of Gatwick Airport has reduced the liquidity
uncertainty at the BAA borrower group in respect of its forthconi ng debt
maturities and BAA Funding's now inmproved ability to tap capital markets.

PARI' S (Standard & Poor's) Nov. 9, 2009--Standard & Poor's Ratings Services
today affirmed its debt ratings on all classes of notes issued by BAA Fundi ng
Ltd. follow ng the announcenent on Cct. 13 by the U. K DFT that the U K
government will not proceed with proposals to introduce a speci al
administration regine that it considered in its March 2009 consul tation paper.
Al so, we see the Gatwick sale as an i nprovenent to the BAA borrower group's
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liquidity.

We also affirnmed our ratings on the tranche A and B refinancing facility | ent
to Heathrow Airport Ltd. (HAL), Gatwick Airport Ltd. (GAL), and Stansted
Airport Ltd. (STAL), all non-bankruptcy-renote operating entities, which
together formpart of the borrower group. At the sane tine, we revised the
outl ook on the ratings to stable from negative (see list below).

On Cct. 13, 2009, the DFT announced the measures it intends to introduce to
strengthen the financial resilience of major U K airports. W understand that
the DFT intends to issue its full new regul atory proposals before the end of
20009.

I mpl enentation of the final proposals will require changes in law, which we

don't think are likely to occur before m d-2010. The neasures w |l include:

* Anew duty on the Cvil Aviation Authority (CAA) to ensure that airports
can finance their licenced activities;

A package of license conditions to introduce financial ring-fencing
(there will be derogations for those elenments of the ring fence which
woul d cut across existing financing arrangenents, including BAA s); and

* Alicense condition requiring that airport operators maintain a nininum
credi tworthiness (such as financial covenants or an independent credit
rating).

The governnent will also consult on proposals to require airport operators to
maintain a continuity-of-service plan and to allow the CAA to switch
ring-fencing provisions on or off, if circunstances were to change (for
exanpl e because an operator had nmoved froma secured to an unsecured financing
structure).

W view t hese proposed changes positively, because they primarily renove the
possi bility of special admnistration and hence reduce the likelihood of a
potential restructuring event (for details, see "BAA Funding Ltd. Debt |ssues
Assi gned Negative Qutl ook On Dept. for Transport Consultation Paper; All
Ratings Affirnmed" in "Rel ated Research” below). W also believe the future
regul ation would incentivize airports operators to inprove their performance,
and retain investnent-grade ratings.

We had previously indicated that a divestiture of Gatwi ck or of both Gatw ck
and Stansted woul d weaken the borrower group's overall business risk profile
to "strong" ('A rating category) from"excellent" ('AA rating category).
Based on the proposed regul atory changes—whi ch we consider to provide further
support to the business profile as well as the conparative (to other European
hubs) traffic resilience of Heat hrowwe now expect the business risk to remain
unaffected by the assets sale.

Positively, Heathrow has so far been the nost resilient of the three London
regul ated airports, with 2.3%traffic reduction in the first nine nonths of
2009, conpared with the sanme period of 2008, versus 7.2% and 12. 0% at Gatw ck
and Stansted, respectively. Over the same period, Heathrow has al so
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outperforned its main European peers and we would consider it likely that
Heathrow will retain its dom nant European position

Nevert hel ess, the Gatwi ck divestiture will reduce BAA Funding's securitized
portfolio diversification, as well as potentially leading to increased
conpetition in the mediumterm |In addition, Heathrow has the nopst

consi derabl e capital program anong the three BAA London airports.

LI QUI DI TY/ SHORT- TERM CREDI T FACTORS

Liquidity at Sept. 30, 2009, was, in our view, satisfactory. W understand the
BAA borrower group had about £2.2 billion of undrawn credit facilities, which
shoul d allow the group to cover its negative free cash flow (after interest
paid and capital expenditures) forecast of about £0.8 billion to £0.9 billion
by year end 2010

We believe the liquidity situation has inproved with the sale of Gatw ck
announced on Qct. 21. Conpletion of this sale is schedul ed for Decenber 2009,
subj ect to, anmong other things, EU nerger regul ation clearance.

In terms of BAA group's liabilities and future issuance:

« The March 2010 £1 billion com ng due will be met through the cash net
proceeds in line with the structure's docunentation

* This will | eave capital expenditure and revolving facilities untouched
and available to neet future business needs; and

* W believe that in conjunction with the DFT's announcenent this puts BAA
in a better position to start issuing bonds and refinancing its debt.

We note that at the borrower-group |evel, none of the refinancing, liquidity,
capital expenditures, or revolver facilities contain individual naterial
adverse change (MAC) cl auses. However, these facilities are bound by the terms
of the common terns agreenent and the security trustee, and the intercreditor
deed (STID).

The STID contains several references to "material adverse effect". The

docunent ati on defines this as the effect of any event or circunstance which is

materially adverse to

» The business, assets, or financial condition of the security group taken
as a whole; or

« Taking into account the resources available to it fromother nenbers of
the security group, the ability of an obligor to performits payment
obl i gations under any transaction docunent; or

» The legality, validity, or enforceability (subject to the reservations)
of any transaction docunents in a nmanner which is prejudicial in any
material respect to the interests of the borrower-secured creditors.

QUTLOK

The stable outlook reflects our view that, although ongoing stress to
passenger traffic figures remains a concern (fromthe current gl obal econonic
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downturn), we believe that the downturn in passenger traffic has started to
pl ateau. Full recovery in passenger traffic is, however, expected to take

l onger than initially expected and observed in previous simlar downturns,

| eadi ng aviation and airport industries to revise dowward their vol unme
expectations for 2010 and beyond.

As a result, we expect BAA securitized group to fall short of the EBITDA and
cash flow assunptions used for regulatory settlenent, as well as those
prevailing at financial closing, in August 2008.

However, we believe the financial projections renmain consistent with the
original forecasts. The degree and timng of the recovery in passenger traffic
and in financial performance will be a key determ nant of the ratings. W will
assess the degree of deviation through the regul atory period and the nmeasures
BAA managenent is able and willing to inplement to narrow the gap with initial
forecasts.

Finally, we will look closely at the ability of the borrower group to maintain
strong liquidity and cover future fundi ng needs beyond March 2010, for exanple
by issuing |long-termsecurities.

We will publish a transaction update on the BAA Fundi ng transaction shortly.
RELATED RESEARCH
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RATI NGS LI ST

BAA Funding Ltd.

€2.500 Billion And £2.796 Billion Milti-Currency Program For The |ssuance O
Asset - Backed Not es

RATI NGS AFFI RMED, QOUTLOOK REVI SED
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A1 A-/ St abl e A-/ Negati ve
A-2 A-/ St abl e A-/ Negative
A-3 A-/ Stabl e A-/ Negative
A-4 A-/ St abl e A-/ Negative
A-5 A-/ Stabl e A-/ Negative
A-6 A-/ St abl e A-/ Negati ve
A7 A-/ St abl e A-/ Negative
A-8 A-/ Stabl e A-/ Negati ve
A-9 A-/ St abl e A-/ Negative

THE BORROAER GROUP—REFI NANCI NG FACI LI TY

Tranche Rat i ng

To From

Heat hrow Airport Ltd.
£2.75 Billion Milticurrency Program For The |ssuance O Asset-Backed Notes
| ssued By BAA Fundi ng Ltd.

Al A-/ Stabl e A-/ Negative
A2 A-/ Stabl e A-/ Negati ve
A3 A-/ St abl e A-/ Negative
A4 A-/ St abl e A-/ Negative
B2 BBB/ St abl e BBB/ Negat i ve
B3 BBB/ St abl e BBB/ Negati ve

Gatwi ck Airport Ltd.
£1.05 Billion Milticurrency Program For The |ssuance OF Asset-Backed Notes
| ssued By BAA Fundi ng Ltd.

Al A-/ St abl e A-/ Negative
B1 BBB/ St abl e BBB/ Negati ve
B4 BBB/ St abl e BBB/ Negat i ve

Stansted Airport Ltd.
£600 MIlion Miulticurrency Program For The |Issuance O Asset-Backed Notes
| ssued By BAA Fundi ng Ltd.

A2 A-/ St abl e
Bl BBB/ St abl e

A-/ Negati ve
BBB/ Negat i ve
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