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Delhi Interna�onal Airport Downgraded To 'B-
' On Heightened Liquidity Risks; Remains On
CreditWatch Nega�ve
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We forecast Delhi Interna�onal Airport Ltd.'s (DIAL) funds from opera�ons (FFO) cash interest coverage will be below 1.0x over the next 12 months. Our
base case no longer considers the receipt of commercial property development (CPD) cash flows due to material delays.
We also believe DIAL's greater dependency on CPD income results in higher vola�lity in cash flow and profitability than we would expect for a regulated
airport asset.
We are lowering our long-term issuer credit ra�ng on DIAL and our long-term issue ra�ng on the company's senior secured notes to 'B-' from 'B+'. We are
keeping the ra�ngs on CreditWatch where they were first placed with nega�ve implica�ons on March 20, 2020.
The CreditWatch reflects our view that DIAL's capital structure could become increasingly unstable without CPD income, which would heighten
refinancing risks for the company's bond due in February 2022.
SINGAPORE (S&P Global Ra�ngs) Nov. 25, 2020--S&P Global Ra�ngs today took the ra�ng ac�ons listed above. We lowered the ra�ngs on DIAL due to
uncertainty in the company's receipt of CPD income and deposits from Bhar� Realty Ltd. Our base case no longer considers these cash flows because CPD
income has now been delayed for more than one year and we have no visibility on the �meline for resolu�on. We believe DIAL could face increased
liquidity risks given its high dependence on CPD cash flows to support interest obliga�ons and capital expenditure (capex) amid con�nuing regulatory
uncertainty.

In our view, the complexity in obtaining Airport Authority of India (AAI) approval for DIAL's CPD transac�on with Bhar� Realty is higher than we had
expected. This has increased uncertainty on the �ming of the transac�on. Further, given that the transac�on has not closed, we believe there could be
increased risks of contract renego�a�on or even cancella�on. However, we believe Bhar� Realty and DIAL are s�ll keen to close the deal, as they have
extended the deadline for closure to Dec. 31, 2020. DIAL had expected its transac�on with Bhar� Realty to close in September 2019, which would have
resulted in lease rentals of about Indian rupee (INR) 3.6 billion per year and a one-off upfront security deposit payment of about INR15.3 billion.

In the absence of CPD cash flows, we an�cipate DIAL's FFO interest coverage will fall below 1.0x over our five-year projec�on horizon. The company's high
cash balance would likely be depleted at a faster pace given that its large commi�ed expansion plans were highly dependent on the receipt of CPD funds.
This, combined with significantly weaker passenger traffic due to COVID-19 travel restric�ons and large interest servicing costs, would put pressure on
DIAL's ability to service its interest obliga�ons over our projec�on horizon.

We do not view DIAL's capital structure as unsustainable, even though its interest servicing ra�o is below 1.0x. We understand the company is considering
a few op�ons that could preserve cash in the absence of CPD money. These include obtaining lease financing for up to INR20 billion of its capex for mobile
equipment, which could offer significant cash flow relief.

Further, DIAL will be able to service interest during construc�on through debt, as part of its capex facili�es. We also note that the company's cash balance
of INR29.5 billion (as of Sept. 30, 2020) will be sufficient to meet its capital spending over the 12 months to Sept. 30, 2021, and that debt maturi�es over
this period are minimal.

That said, DIAL could face heightened refinancing risks over the next 12-18 months in the absence of CPD income or other funding sources, as the
company approaches its bond maturity in February 2022. DIAL's high dependence on CPD money to meet interest obliga�ons, lack of commi�ed
alterna�ve funding sources amid a materially weaker opera�ng environment, and high commi�ed capex create further difficul�es to refinance its
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February 2022 bond amid uncertain market condi�ons.

In our opinion, DIAL's high dependence on CPD income to support cash flows and capex results in vola�lity in cash flows and profitability that is higher
than we expected, despite the greater predictability of base airport charges (BAC). Furthermore, we believe DIAL's weakened profitability due to lower
passenger traffic and high fixed costs is exacerbated by the company's high 46% revenue share with AAI. However, persistent delays in DIAL's CPD
development makes it difficult for the company to manage its cost base as effec�vely as peers in periods of downturn. In comparison, GMR Hyderabad
Interna�onal Airport Ltd., which operates with just a 4% revenue share that is recoverable under its tariff, is not exposed to the same weakness in
profitability, despite its own tariff cuts and weaker traffic.

We es�mate that the implementa�on of DIAL's control period 3 (CP3; April 1, 2019 to March 31, 2024) tariff could result in an eventual tariff that is 40%
higher than the current BAC levels. This is because capex is capitalized in the next regulatory period and we expect the company to be compensated for
lower passenger traffic related to COVID-19. However, this tariff increase would not be sufficient to mi�gate the absence of CPD cash flows, with EBITDA
s�ll insufficient to meet interest obliga�ons. We believe DIAL's refinancing prospects could weaken if regulatory outcomes are nega�ve, such as the
approval of a lower tariff increase or a significant delay in CP3, or if DIAL's actual passenger numbers are lower than what is incorporated in the tariff
determina�on. Our base case assumes that the CP3 tariff will be implemented on April 1, 2021.

We believe passenger traffic volumes in India will remain depressed as the country struggles to control the COVID-19 pandemic. Domes�c and
interna�onal traffic in India is unlikely to recover to pre-COVID levels before fiscal 2024 (year ending March 31, 2024). We project total passengers in fiscal
2021 would be just below 27 million, 40% of fiscal 2020 (pre-COVID) levels. Total traffic in fiscal 2022 would be about 75% of fiscal 2020 levels, improving
to about 90% in fiscal 2023 and picking up therea�er.

S&P Global Ra�ngs believes there remains a high degree of uncertainty about the evolu�on of the coronavirus pandemic. Reports that at least one
experimental vaccine is highly effec�ve and might gain ini�al approval by the end of the year are promising, but this is merely the first step toward a
return to social and economic normality; equally cri�cal is the widespread availability of effec�ve immuniza�on, which could come by the middle of next
year. We use this assump�on in assessing the economic and credit implica�ons associated with the pandemic (see our research here:
www.spglobal.com/ra�ngs (h�p://www.spglobal.com/ra�ngs)). As the situa�on evolves, we will update our assump�ons and es�mates accordingly.

Environmental, social, and governance (ESG) factors relevant to the ra�ng ac�on:

Health and safety.
Travel restric�ons with caps on domes�c flights, negligible interna�onal traffic, and consumer apprehension regarding air travel during the pandemic
expose DIAL to elevated ESG risks.

In our view, DIAL's delay in formula�ng �mely refinancing plans and securing alterna�ve funding sources amid regulatory uncertain�es and an absence of
CPD income indicates the company's challenges in its strategic planning. This could hinder the company's ability to meet its financial and opera�onal goals
in a challenging environment.

We aim to resolve the CreditWatch within the next 90 days based on DIAL's progress in pu�ng in place credible refinancing plans for its bond maturity in
February 2022 and achieving a sustainable interest coverage ra�o.

We could lower the ra�ng on DIAL by at least one notch if:

The company fails to implement a credible refinancing plan for its February 2022 bond, and
It is unable to put in place measures to preserve enough cash such that we believe DIAL's financial commitments would be unsustainable in the long term.
We could affirm the ra�ng with a stable outlook if DIAL secures facili�es for refinancing its February 2022 bond. This would also entail the company
pu�ng in place measures to alleviate pressures on its capital structure, such that FFO cash interest coverage is sustainably above 1.0X.
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