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Credit Profile

Pensacola, Florida

Pensacola Regl Arpt, Florida

Pensacola

Unenhanced Rating BBB(SPUR)/Stable Outlook Revised

Pensacola (Pensacola International Airport)

Long Term Rating BBB/Stable Outlook Revised

Many issues are enhanced by bond insurance.

Rationale

Standard & Poor's Ratings Services has revised its outlook on Pensacola, Fla.'s airport revenue bonds issued for

Pensacola Regional Airport (PNS) to stable from negative. At the same time, Standard & Poor's affirmed its 'BBB' rating

on the bonds.

The outlook revision reflects our view of improved debt service coverage (Standard & Poor's-calculated) and liquidity

that we expect will continue at sufficient levels for the rating.

The rating reflects our assessment of the following credit weaknesses:

• Below average (although adequate) debt service coverage (DSC; Standard & Poor's-calculated) and liquidity position

for an airport this size;

• Fluctuating enplanement trends; and

• Moderately high exposure to Delta Air Lines Inc. and its affiliates, which accounted for approximately 43% of fiscal

2014 total enplanements.

In our view, offsetting credit strengths include:

• A good origin-destination market, which we believe provides PNS with a good base of demand that has been no

lower than about 701,000 enplanements from fiscal years 2005-2014; and

• No additional general airport revenue bond (GARB) needs.

PNS' net revenues secure the series 2005A, 2008A, and 2008B GARBs, as well as a 2010 Compass Mortgage bank

bonds and 2012 Coastal Bank and Trust bank notes that are on par. In addition, a portion of passenger facilities

charges (PFCs) are committed to pay part of the debt service on the airport's 2008B airport revenue bonds. Although

the 2010 and 2012 GARB notes are privately placed, they do not pose any contingent liquidity risk because they share

the same events of defaults and remedies as airport's other GARBs. The airport has approximately $60.9 million of

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 1, 2015   2

1401590 | 302292920



GARB debt, or $78.74 per enplaned passenger.

PNS also has privately placed Bank of American revenue notes series 2012, of which $11.8 million remains

outstanding. A portion of the airport's customer facility charge (CFC) revenues secure these obligations alone. The

notes, however, do have some acceleration provisions. We view the credit exposure to PNS limited because these

obligations are solely secured by CFC revenues. The notes mature Dec. 31, 2015. Pensacola intends to roll the notes in

December 2015, while paying down the principal by about $1.5 million to $2.7 million with available CFC revenues.

Much like many airports, PNS' demand fell in fiscal years 2008 and 2009 because of record fuel prices in the summer

of 2008, the recession, and most airlines' resulting reduction in domestic capacity. The airport's enplanement trends,

however, fared worse than national trends for scheduled domestic enplanements, with 13.9% fewer passengers at fiscal

year-end 2009 (Sept. 30), while domestic scheduled enplanements on U.S. airlines fell 7.2%. Enplanements for fiscal

year-end 2010 and 2011 increased 2.7% and 8.3% respectively. Enplanements in fiscal 2012 fell again by 3.1%, before

increasing 0.3% in fiscal 2013 and 2.1% in fiscal 2014 to nearly 774,000. PNS benefits from its proximity to Pensacola's

military bases, which provide a good base of air travel demand. A financial forecast management provided shows

enplanements steadily increasing to 890,000 in fiscal 2020 from about 778,000 in fiscal 2015, which we believe might

be too optimistic given the airport's fluctuating enplanement trends.

Delta is the primary carrier at PNS, accounting for 43% total enplanements in fiscal 2014, followed by American Eagle

at 29%, and Southwest Airlines Co. at 14%. These three account for approximately 86% percent of enplanements. We

view the airport's airline cost structure as moderate, averaging $7.26 per enplaned passenger from fiscal years

2012-2014. Airport management projects cost per enplanement being no higher than $8.67 from fiscal years

2015-2020.

We view the airport GARB DSC as adequate. More specifically, DSC (Standard & Poor's-calculated, which excludes

previous-year transfers and includes committed PFCs in the numerator rather than as an offset to debt service) was a

slim 1.04x in fiscal 2012 before improving to 1.26x in 2013 and 1.34x in 2014. Although we view DSC (Standard &

Poor's-calculated) as below average for an airport of this size, we expect it to remain adequate. DSC (Standard &

Poor's-calculated) based on the airport's financial projections is no lower than about 1.47x through fiscal 2020.

PNS' indenture coverage, which includes transfers from the previous period, exceeded the 1.25x requirement.

Indenture coverage was 1.84x in fiscal 2012, 1.62x in fiscal 2013, and 1.80x in fiscal 2014. Although the airport has the

legal flexibility to satisfy its rate covenant with unlimited use of previous-year transfers, we expect management will

operate PNS such that annual debt service coverage per our calculations will consistently exceed 1x.

The airport's liquidity levels have been a credit concern before recently improving to levels we consider adequate.

PNS' unrestricted cash position was only $611,000 (16 days' cash on hand) in fiscal 2012 before improving to $7.8

million (225 days) in fiscal 2013 and $10.7 million (319 days) in fiscal 2014. We expect the airport's liquidity to remain

adequate. Management reported an unaudited unrestricted cash and investments balance of approximately $8.5

million as of March 31, 2015, which management projects will continue at or above this level through fiscal 2020.

The 2015-2018 capital improvement program (CIP) for PNS totals approximately $24.3 million. Expected funding

sources include $13.4 million (55%) of federal funds, $6.4 million (27%) of local funds, and $4.3 million (18%) of Florida
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Department of Transportation funds. Key CIP projects include a $6.7 million cargo apron rehabilitation and expansion

project, approximately $7.1 million allocated to projects related to commerce park project, and $5.4 million in taxiway

rehabilitation projects. The airport has no additional GARB debt planned.

PNS has one swap outstanding, hedging the $6.9 million 2010 revenue bonds. Compass Mortgage Corp. is the swap

counterparty. As of Sept. 30, 2014, the swap had a mark-to-market value of negative $130,078, not in the airport's

favor. PNS has no collateral posting requirements under the swap nor is the termination of the swap tied to the rating

falling to a certain level. Consequently, we view the swap termination provisions as posing low contingent liquidity

risk.

Outlook

The stable outlook reflects expectation that PNS will maintain consistently adequate DSC (Standard &

Poor's-calculated) and liquidity position and enplanements will be near current levels. We could lower the rating if the

airport fails to maintain adequate DSC (Standard & Poor's-calculated) and liquidity position or if it experiences a

material drop in demand. We don't expect to raise the rating in the next two years, but could beyond then if DSC

(Standard & Poor's-calculated) and liquidity improve to levels we consider good and sustainable, and demand is

relatively stable.

Related Criteria And Research

Related Criteria

• Criteria: Airport Revenue Bonds In The U.S. And Canada, Nov. 15, 2013

• USPF Criteria: Contingent Liquidity Risks, March 5, 2012

Related Research

• 2015 U.S. Airport Medians Report: Proactive Management Actions And Improving Demand Should Allow Most

Airports To Maintain Credit Quality, Feb. 12, 2015

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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