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Q4 17: Decent growth, but with some margin pressure

Swedavia continued to show good growth in passenger volumes in Q4. However,
the operating margin came under some pressure as Swedavia’s pricing model
did not fully compensate for the increased passenger volumes. As investments
remained at a high level, leverage rose further sequentially, with an adjusted net
debt to EBITDA of 3.9x at YE 2017 (Q3 17: 3.6x). When also factoring in
Swedavia’s state ownership we believe that the company has headroom to
increase leverage measured as net debt to EBITDA towards 4.5x over the coming
next few years with an FFO to net debt of around 20%. Based on this assumption,
we maintain a Marketweight recommendation on Swedavia’s bonds, which we
believe are trading at fair levels relative to the SEK ‘A’ corporate curve and versus
other publicly owned companies.

In Q4 17 Swedavia’s revenues rose by 3.8% yly, with continued good passenger
volume growth at the company’s airports. International passenger volumes rose by
5.1% yly, while domestic traffic volumes declined by 0.2% yly. Both the Aviation
Business segment and the Commercial Services segment saw 3% higher revenues yly.
Due to negative one off items totalling SEK151m, the operating result (EBIT) fell to
negative SEK123m (Q4 16: positive SEK87m); positive SEK28m on an adjusted basis.

Swedavia’s funds from operations fell to SEK193m (Q4 16: SEK412m). The investment
level rose to SEK1.3bn in Q4 (Q4 16: SEK811m). For FY 2017 investments totalled
SEK3.9bn (2016: SEK2.1bn). Ongoing projects include various development projects
at the larger airports Arlanda, Bromma and Landvetter. Due to the high investment
level, leverage increased further with adjusted net debt / EBITDA at 3.9x at end-
December (end-September: 3.6x).

Key figures

SEKm Year end Dec Q4 16 Q317 Q4 17 yly q/q
Total sales 1,412 1,452 1,466 3.8% 1.0%
EBITDA (rep.) 360 577 261 -27.5% -54.8%
EBITDA (adj.) 366 583 418 14.2% -28.3%
Net income 47 267 -144 -406.4% -153.9%
FFO (rep.) 412 483 193 -53.2% -60.0%
FFO (adj.) 417 488 198 -52.5% -59.4%
Equity 7,351 7,818 7,665 4.3% -2.0%
Net debt 4,161 5,602 6,560 57.7% 17.1%
Net debt (adj.) 5,266 6,660 7,305 38.7% 9.7%
Ratios year-end Dec Q4 16 Q317 Q4 17 yly q/q
EBITDA margin 25% 40% 28% 3pp -12pp
Net debt/EBITDA (x) 2.3 3.1 3.5 1.2 0.4
Adj. net debt/adj. EBITDA (x) 2.9 3.6 3.9 1.0 0.2
FFO/net debt 34% 28% 20% -14pp -7pp
Adj. FFO/adj. net debt 28% 24% 18% -9pp -5pp
Adj. total debt/total capital 43% 46% 49% 6pp 3pp
Net debt/total capital 36% 42% 46% 10pp 4pp

Source: Company data, Danske Bank DCM Research
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Our view

Swedavia continued to show good growth in passenger volumes in Q4. However, the
operating margin came under pressure as Swedavia’s pricing model did not fully
compensate for the increased passenger volumes. As investments remained at a high
level, leverage rose further sequentially, with an adjusted net debt to EBITDA of 3.9x at
YE 2017 (Q3 17: 3.6X).

Swedavia has guided for continued high investments in the coming years. This
suggests that leverage will continue to increase going forward. In conjunction with its
Q4 earnings report Swedavia also stated that it intends to lower its airport fees in 2018
in order to defend its competitive position relative to other airport operators. While we
are somewhat worried about this action, over time we assume that the company will
seek to raise its airport fees in line with its passenger growth in order for its credit ratios
not to be jeopardized.

According to Swedavia’s guidance the company plans to invest a total of SEK15.6bn in
the period 2018-2021, i.e. slightly less than SEK4bn per year. While part of these
investments will be financed by internally generated cash flows, part will be debt-
financed. When also factoring in Swedavia’s state ownership we believe that the
company has headroom to increase leverage measured as net debt to EBITDA towards
4.5x over the coming next few years with an FFO to net debt of around 20%.

Assuming that Swedavia remains within this leverage target, we believe this to be
consistent with the current bond pricing relative to the SEK ‘A’ corporate curve and
versus other publicly owned companies such as Jernhusen (‘A’ rating by Standard &
Poor's) and Hemsd, Rikshem and Willhem (‘A-‘ rating by Standard & Poor’s).
Consequently, we maintain a Marketweight recommendation on Swedavia’s bonds.
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Company summary

Company description

Swedavia AB is the main airport operator in Sweden. Swedavia owns and
operates the 10 largest airports in Sweden, with Stockholm Arlanda Airport
the largest by far, with the majority of all landings and take-offs at
Swedav ia airports. The main driver of Swedavia’s business activity is the
air traffic volume at Swedish airports. Within the Aviation Business
segment, Swedav ia provides services to airlines and cargo companies,
while the Commercial Services segment is concerned with providing
services for customers other than airlines.

EBITDA breakdown, segments

Commercial
Services, 37%

Aviation
Business, 63%

Key credit strengths

e Strong regional market position as the owner of Sweden’s 10 largest
airports

« Very low share of transfer traffic at its airports

e 100% government owned with some likelihood of extraordinary financial
support

Debt maturity profile

SEKbn Debt Maturity Profile as of Q4 2016
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Selected outstanding bonds

Isin Coupon  Currency Maturity /Call ~ Seniority Rating*

SE0005454907 3.125% SEK
SE0008992523 0.435% SEK

10/2/2019  SrUnsecured  NR/NR
9/14/2020  SrUnsecured  NR/NR

SE0009548480 FRN SEK 1/25/2021  SrUnsecured  NR/NR
SE0010494443  0.935% SEK 10/24/2022  SrUnsecured  NR/NR
SE0006055430  FRN SEK 6/19/2024  SrUnsecured  NR/NR
*Moodys/S&P

Key credit challenges

e Large ongoing capital-intensive investment programme that will weigh
on credit metrics

« Lower margins than international peers

« At times high leverage in conjunction with investments in development
projects

Main shareholders

Name Votes (%) Capital (%)

Swedish government 100.0% 100.0%

Relative valuation

Mid Spread (SFK)*
70 ~

HUFVILID 1.33% 22
B0 -

+ FASTIGFRN'22
* RIKSHM FRN'22

HUFVUD 1.2%'21 »

RIKSHM FRN'21 ¢ +
50+ SWEDAV 0.935% 22

a0 4
HEM

FRN'19
L

|+ RIKEHM FRN'1O

BLTUXFRN T,
30 - ELTLX 2.

SWEDAV FRN'1Y

P + SWEDAVFRN 19
JERNABFRN'1S

SWEDAV 3.125%'19

o

1 2
* Asset swap spread. Swapped to indicated currency. ** Years-toworst —

Source: Company data, Bloomberg, Danske Bank DCM Research [all charts and tables]

3| Swedavia AB

www.danskeresearch.com



Summary tables

Total sales

Operating expenses
EBITDA

EBITDA adjusted
Non-recurring items
Depreciation and amortisation
EBIT

EBIT adjusted

Net interest

Other financial items (net)
Pre-tax profit

Tax

Net income

Fixed assets

Goodwill

Associates

Other non-current assets

Working capital assets

Cash and cash equiv alents

of which restricted cash

Other current assets

Total assets

Total assets (ad].)

Total interest-bearing debt

Total interest-bearing debt adjusted
Net interest-bearing debt

Net interest-bearing debt adjusted
Working capital liabilities

Other current liabilities

Other non-current liabilities

Total equity

Total equity and liabilities

Total equity and liabilities (adj)

EBITDA
Tax paid

Other cash flow from operations

Funds from operations (FFO)

FFO (adjusted)

Change in working capital

Operating cashflow (CFO)

CFO (adjusted)

Capex

Divestments/acquisitions of businesses
Free operating cashflow (FOCF)

FOCF (adjusted)

Dividend paid

Share buy back 1,410 2,269 1,167 -437 -2,371
Free cashflow (FCF) 0 0 0 0 0
Other investing activities -11,642 -6,663 -7,748 -1,548 -5,148
Debt repay ment -10,232 -4,394 -6,581 -1,985 -7,519
Funding shortfall 12,493 5,001 4,563 2,141 7,383
New debt 0 0 0 0 0
New equity -2,338 -547 1,911 8 24
Other financing activities =77 60 -107 164 -112
Change in cash 0 0 0 0 0

Source: Company data, Danske Bank DCM Research




Summary tables

“Sales growth
EBITDA margin
Adj. EBITDA margin
EBIT margin
Adj. EBIT margin

EBITDA interest cov erage (x)
Adj. EBITDA interest cov erage (x)
EBIT interest coverage (x)

Adj. EBIT interest coverage (x)
FFO interest coverage (x)

Adj. FFO interest coverage (x)
CFO interest coverage (x)

Adj. CFO interest cov erage (X)

Net debt/EBITDA (reported) (x)

Net debt/EBITDA (X)

Adj. net debt/adj. EBITDA (x)

Debt/EBITDA (x)

Adj. debt/adj. EBITDA (x)

Debt/EBITDA (reported) (x)

FFO/net debt

Adj. FFO/adj. debt

Adj. FFO/adj. net debt

FFO/debt

Adj. total debt/total capital

Net debt/total capital
_Adj. net debt/adj. total

Net sales

EBITDA

Adj. EBITDA

EBIT

Net income

Capex

FFO

Total debt

Net debt

Adjusted net debt
Equity (incl. minorities)
Ratios

Net debt/EBITDA (x)
Adj. net debt/EBITDA (x)
FFO/net debt

Adj. FFO/net debt

Source: Company data, Danske Bank DCM Research
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2.9
26.0%
22.3%
22.7%
25.6%
58.7%
54.5%
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1%
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32.4%
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9.6

1.4
1.4
1.8
1.4
1.8
1.4
37.6%
29.4%
29.4%
37.5%
41.0%
35.1%
41.0%

527
533
303
204
-985
431
5,279
5,019
6,122
7,517

2.8

30%
25%

480

2% 4%
34.7% 32.4%
34.7% 32.4%
17.4% 11.3%
17.4% 14.1%

16.4 n.m.
16.4 n.m.

8.2 n.m.

8.2 n.m.
12.6 n.m.
12.6 n.m.
14.0 n.m.
14.0 n.m.

2.2 3.5

2.2 3.5

2.7 3.9

2.2 3.6

2.8 3.9

2.2 3.6
35.6% 20.3%
27.3% 18.1%
28.2% 18.2%
34.2% 20.1%
42.5% 49.0%
35.6% 45.9%
41.1% 48.6%

1,466
261
583 418
355 -123
267 -144
-981 -1,275
483 193
5,636 6,618
5,602 6,560
6,660 7,305
7,818 7,665
3.1 3.5
3.6 3.9
28% 20%
24% 18%
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Disclosures

This research report has been prepared by DCM Research, a division of Danske Bank A/S (‘Danske Bank’). The authors of this research report are Louis Landeman and Gabriel Bergin.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the research report accurately reflect the research analyst’s personal view about the
financial instruments and issuers covered by the research report. Each responsible research analyst further certifies that no part of the compensation of the research analyst was, is or will be,
directly or indirectly, related to the specific recommendations expressed in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject to the rules and regulation of the relevant regulators in all other
jurisdictions where it conducts business. Danske Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority (UK). Details on the
extent of the regulation by the Financial Conduct Authority and the Prudential Regulation Authority are available from Danske Bank on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities Dealers Association.

Danske Bank is not registered as a Credit Rating Agency pursuant to the CRA Regulation (Regulation (EC) no. 1060/2009), hence Danske Bank does not comply with, or seek to comply
with, the requirements applicable to Credit Rating Agencies.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality research based on research objectivity and independence. These procedures
are documented in Danske Bank’s research policies. Employees within Danske Bank’s Research Departments have been instructed that any request that might impair the objectivity and
independence of research shall be referred to Research Management and the Compliance Department. Danske Bank’s Research Departments are organised independently from and do not report
to other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other remuneration
linked to specific corporate finance or debt capital transactions.

Danske Bank, its affiliates, subsidiaries and staff may perform services for or solicit business from Swedavia AB and may hold long or short positions in, or otherwise be interested in, the financial
instruments mentioned in this research report. The Equity and Corporate Bonds analysts of Danske Bank and undertakings with which the Equity and Corporate Bonds analysts have close links
are, however, not permitted to invest in financial instruments that are covered by the relevant Equity or Corporate Bonds analyst or the research sector to which the analyst is linked.

Danske Bank, its affiliates and subsidiaries are engaged in commercial banking, securities underwriting, dealing, trading, brokerage, investment management, investment banking,
custody and other financial services activities, may be a lender to Swedavia AB and have whatever rights as are available to a creditor under applicable law and the applicable loan and
credit agreements. At any time, Danske Bank, its affiliates and subsidiaries may have credit or other information regarding Swedavia AB that is not available to or may not be used by
the personnel responsible for the preparation of this report, which might affect the analysis and opinions expressed in this research report.

Danske Bank is a market maker and a liquidity provider and may hold positions in the financial instruments of the issuer(s) mentioned in this research report.

Within the previous 12 months, Danske Bank has acted as Lead Manager of a public offer of credit bonds for Swedavia AB.

As an investment bank, Danske Bank, its affiliates and subsidiaries provide a variety of financial services, including investment banking services. It is possible that Danske Bank and/or its
affiliates and/or its subsidiaries might seek to become engaged to provide such services to Swedavia AB in the next three months.

Danske Bank has made no agreement with Swedavia AB to write this research report. No parts of this research report have been disclosed to Swedavia AB. No recommendations or
opinions have been disclosed to Swedavia AB and no amendments have accordingly been made to the same before dissemination of the research report.

Risk warning

Major risks connected with recommendations or opinions in this research report, including a sensitivity analysis of relevant assumptions, are stated throughout the text.

Expected updates

Post-results: This research report will be updated on a quarterly basis following the quarterly results statement from Swedavia AB.

Scandi Handbook and Scandi High-Yield Handbook. These research reports contain updates on selected companies and are published annually, usually in April.

Completion and first dissemination

The completion date and time in this research report mean the date and time when the author hands over the final version of the research report to Danske Bank’s editing function for
legal review and editing.

The date and time of first dissemination mean the date and estimated time of the first dissemination of this research report. The estimated time may deviate up to 15 minutes from the
effective dissemination time due to technical limitations.

See the back page of this research report for the date and time of first dissemination.
Financial models, valuation and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as well as publicly available statistics for each individual security, issuer
and/or country.

We base our bond valuation conclusion on an estimation of a fair business and financial risk profile of the issuing entity. By combining these risk profiles with market technical and bond-
specific issues such as documentation and structuring, we arrive at an overall bond risk profile. We compare the bond spread to those of peers with similar risk profiles and against this
background we estimate whether the bond is attractively priced in the market. We express this view with either an Overweight, Marketweight or Underweight recommendation. This
signals our opinion of the bond’s performance potential compared with relevant peers in the coming six months.

More information about the valuation and/or methodology and the underlying assumptions is accessible via http://www.danskebank.com/en-uk/ci/Products-Services/Markets/
Research/Pages/researchdisclaimer.aspx. Select Credit Research Methodology.


http://www.danskebank.com/en-uk/ci/Products-Services/Markets/Research/Pages/researchdisclaimer.aspx
http://www.danskebank.com/en-uk/ci/Products-Services/Markets/Research/Pages/researchdisclaimer.aspx

Recommendation structure

Investment recommendations are based on the expected development in the credit profile as well as relative value compared with the sector and peers.

As at 31 December 2017 Danske Bank DCM Research had investment recommendations on 153 corporate bond issuers. The distribution of recommendations is represented in the
distribution of recommendations column below. The proportion of issuers corresponding to each of the recommendation categories above to which Danske Bank provided investment
banking services in the previous 12 months ending 31 December 2017 is shown below.

Time Distribution of  Investment banking
Rating Anticipated performance horizon  recommendations relationships
Overweight Outperformance relative to peer group 6 months 33% 41%
Marketweight  Performance in line with peer group 6 months 59% 34%
Underweight Underperformance relative to peer group 6 months 8% 25%

No changes in recommendation in the past 12 months

Validity time period

This communication and the communications in the list referred to below are valid until the earlier of (a) dissemination of a superseding communication by the author, or (b) significant
changes in circumstances following its dissemination, including events relating to the market or the issuer, which can influence the price of the issuer or financial instrument.
Investment recommendations disseminated in the preceding 12-month period

A list of previous investment recommendations disseminated by the lead analyst(s) of this research report in the preceding 12-month period can be found at http://www.danskebank.com/en-
uk/ci/products-services/markets/research/pages/researchdisclaimer.aspx. Select DCM Research recommendation history — Recommendation history.

Other previous investment recommendations disseminated by Danske Bank DCM Research are also available in the database.

General disclaimer

This research has been prepared by DCM Research (a division of Danske Bank A/S). It is provided for informational purposes only. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. financial instruments mentioned herein or other financial
instruments of any issuer mentioned herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial Instruments’).

The research report has been prepared independently and solely on the basis of publicly available information that Danske Bank considers to be reliable. While reasonable care has been
taken to ensure that its contents are not untrue or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and subsidiaries accept no
liability whatsoever for any direct or consequential loss, including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and reflect their judgement as of the date hereof. These opinions are subject
to change and Danske Bank does not undertake to notify any recipient of this research report of any such change nor of any other changes related to the information provided in this
research report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or the United States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be reproduced or distributed, in whole or in part, by any recipient for any
purpose without Danske Bank’s prior written consent.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S,
pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of research analysts. In addition, the research analysts of Danske Bank
who have prepared this research report are not registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a non-U.S. jurisdiction.
Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument may do so only by contacting Danske Markets Inc. directly and should
be aware that investing in non-U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. Securities and Exchange
Commission and may not be subject to the reporting and auditing standards of the U.S. Securities and Exchange Commission.
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