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Q2 20: Restructuring measures and state support

Swedavia reported overall very weak results for Q2 20 due to the COVID-19
pandemic, which brought virtually all airline traffic at its airports to a halt. Due to
the lower earnings, the company’s leverage rose significantly in the quarter. In
order to secure Swedavia’s financial position, the company has initiated major
cost reductions while scaling down investments. In addition, the Swedish state
has approved an equity injection up to SEK3.15bn, subject to approval by the EU
Commission. While Swedavia’s Q2 performance is clearly negative, we take
comfort from both the company’s own restructuring measures and the support
measures offered by the Swedish state. To us, the intended equity injection is a
clear demonstration of Swedavia’s strategic importance for the Swedish
government and its ability to secure vital airline traffic in Sweden. Following this,
we upgrade our recommendation on Swedavia’s bonds from Underweight to
Marketweight.

Swedavia posted very weak Q2 20 results due to the COVID-19 pandemic, which
brought virtually all airline traffic at the company’s airports to a halt. The number of
passengers fell by 97% yly, while revenues declined by 79% yly. In order to support its
tenants, Swedavia also offered rent rebates, partly compensated for by state rent
support. Overall, the company’s operating result was negative by SEK650m in Q2.

Swedavia’s operating cash flow in Q2 was negative SEK350m (Q2 19 positive
SEK501m). Investments in Q2 amounted to SEK743m (Q2 19 SEK924m). As of end-
June, Swedavia’s total debt amounted to SEK9.8bn, of which SEK3.2bn was bank
loans, SEK6.1bn bonds and SEK499m commercial paper.

Key figures

SEKm Year end Dec Q219 Q120 Q220 yly q/q
Total sales 1,597 1,245 335 -79.0% -73.1%
EBITDA (rep.) 576 588 -326 -156.6% -155.4%
EBITDA (adj.) 576 181 -326 -156.6% -280.1%
Net income 212 292 -515 -342.9% -276.4%
FFO (rep.) 516 120 -327 -163.4% -372.5%
FFO (adj.) 516 120 -327 -163.4% -372.5%
Equity 8,193 9,188 8,628 5.3% -6.1%
Net debt 10,137 9,885 10,881 7.3% 10.1%
Net debt (adj.) 11,094 10,880 11,885 7.1% 9.2%
Ratios year-end Dec Q219 Q120 Q220 yly q/q
EBITDA margin 36% 15% -97% -133pp -112pp
Net debt/EBITDA (x) 53 5.4 11.7 6.4 6.3
Adj. net debt/adj. EBITDA (x) 5.7 5.9 12.8 7.1 6.9
FFO/net debt 16% 16% % -9pp -9pp
Adj. FFO/adj. net debt 15% 14% 6% -9pp -8pp
Adj. total debt/total capital 58% 55% 59% 1pp 4pp
Net debt/total capital 55% 51% 54% -1pp 3pp

Source: Company data, Danske Bank Credit Research
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Swedavia'’s liquidity position remained satisfactory. As of end-June, it had unused credit
facilities of SEK2.8bn and cash of a further SEK696m, compared with short-term debt
of SEK1.9bn. Swedavia’s average capital fixing was 4.5 years and the company’s total
equity amounted to SEK9.1bn as of end-June (including hybrid bonds of SEK1bn). Due
to the lower earnings, the company’s leverage rose significantly, with adjusted net debt
to LTM EBITDA of 12.8x as of end-June (end-March 5.9x).

Recommendation

In order to secure Swedavia’s financial position, the Swedish state has approved an
equity injection up to SEK3.15bn. The equity injection is subject to approval by the EU
Commission. In addition to this, Swedavia has implemented major cost reductions
including lay-offs, while it has scaled down investments materially, putting some major
projects on hold.

While Swedavia’'s Q2 performance is clearly negative, we take comfort from both the
company’s own restructuring measures and the support measures offered by the
Swedish state. To us, the intended equity injection is a clear demonstration of
Swedavia’s strategic importance for the Swedish government and its ability to secure
vital airline traffic in Sweden. Following this, we upgrade our recommendation on
Swedavia’s bonds from Underweight to Marketweight.
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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 Swedavia airports.
The main driver of Swedavia’s business activity is the air traffic volume at
Swedish airports. Within the Aviation Business segment, Swedavia 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, 39%

Aviation
Business, 60%

Key credit strengths

Key credit challenges

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

e Major cost-cutting programme recently implemented.

e The company is 100% government owned, with recently demonstrated
ownership support.

Debt maturity profile
SEKbn Debt Maturity Profile as of Q4 2019
6000

mBonds and CPs
Leasing and other

e Currently high leverage due to depressed earnings.
e Lower margins than international peers.
¢ Uncertain market outlook following the COVID-19 pandemic.

Main shareholders

Name Votes (%)
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Summary tables

Income statement (SEKm) 2015 2016 2017 2018 2019
Total sales 5,416 5,546 5,745 5,922 6,235
Operating expenses -2,746 -3,619 -3,882 -4,137 -4,217
EBITDA 2,670 1,927 1,863 1,785 2,018
EBITDA adjusted 2,674 1,974 1,954 1,785 2,018
Non-recurring items 0 0 -160 0 0
Depreciation and amortisation -915 -961 -1,052 -1,103 -1,309
EBIT 1,755 966 651 682 709
EBIT adjusted 1,756 1,019 863 682 709
Net interest -230 -138 -113 -93 -121
Other financial items (net) 0 0 -2 0 4
Pre-tax profit 1,525 828 536 589 592
Tax -115 -111 -129 =72 -9
Net income 1,410 717 407 517 583
Balance sheet (SEKm) 2015 2016 2017 2018 2019
Fixed assets 10,781 11,897 14,741 16,257 17,843
Goodwill 352 632 618 777 775
Associates 0 0 0 0 0
Other non-current assets 1,252 1,091 1,088 1,191 2,420
Working capital assets 496 463 507 622 189
Cash and cash equivalents 6 170 58 10 77
of which restricted cash 0 0 0 0 0
Other current assets 372 463 575 425 880
Total assets 13,259 14,716 17,587 19,725 22,952
Total assets (adj.) 13,270 15,480 18,329 19,810 23,018
Total interest-bearing debt 3,727 4,331 6,618 8,440 10,416
Total interest-bearing debt adjusted 4,769 6,185 8,090 9,256 11,214
Net interest-bearing debt 3,721 4,161 6,560 8,430 10,339
Net interest-bearing debt adjusted 4,763 6,015 8,032 9,246 11,137
Working capital liabilities 893 1,222 1,592 812 1,537
Other current liabilities 165 148 119 871 247
Other non-current liabilities 1,610 1,664 1,593 1,534 1,269
Total equity 6,863 7,351 7,665 8,066 8,940
Total equity and liabilities 13,258 14,716 17,587 19,723 22,409
Total equity and liabilities (adj.) 13,269 15,480 18,329 19,808 22,475
Cash flow statement (SEKm) 2015 2016 2017 2018 2019
EBITDA 2,670 1,927 1,863 1,785 2,018
Tax paid 0 0 0 0 0
Other cash flow from operations -1,272 -444 -533 -289 -222
Funds from operations (FFO) 1,398 1,483 1,330 1,496 1,796
FFO (adjusted) 1,401 1,477 1,369 1,496 1,796
Change in working capital -24 167 207 -137 181
Operating cashflow (CFO) 1,374 1,650 1,537 1,359 1,977
CFO (adjusted) 1,377 1,644 1,576 1,359 1,977
Capex 24 -1,855 -3,765 -3,124 -3,048
Divestments/acquisitions of businesses 0 0 0 0 0
Free operating cashflow (FOCF) 1,401 -211 -2,189 -1,765 -1,071
FOCF (adjusted) -231 -232 -143 -122 0
Dividend paid 0 0 0 0 0
Share buyback 1,167 -437 -2,371 -1,887 -1,071
Free cashflow (FCF) 0 0 0 0 0
Other investing activities -7,748 -1,548 -5,148 -1,980 -2,962
Debt repayment -6,581 -1,985 -7,519 -3,867 -4,033
Funding shortfall 4,563 2,141 7,383 3,805 3,170
New debt 0 0 0 0 0
New equity 1,911 8 24 14 930
Other financing activities -107 164 -112 -48 67
Change in cash 0 0 0 0 0

Source: Company data, Danske Bank Credit Research estimates




Summary tables

Adjusted ratios (SEKm) 2015 2016 2017 2018 2019
Sales growth 1% 2% 4% 3% 5%
EBITDA margin 49.3% 34.7% 32.4% 30.1% 32.4%
Adj. EBITDA margin 49.4% 35.6% 34.0% 30.1% 32.4%
EBIT margin 32.4% 17.4% 11.3% 11.5% 11.4%
Adj. EBIT margin 32.4% 18.4% 15.0% 11.5% 11.4%
EBITDA interest coverage (x) 18.6 16.4 19.4 14.1 n.m.
Adj. EBITDA interest coverage (x) 13.6 11.6 20.4 14.1 n.m.
EBIT interest coverage (x) 12.2 8.2 6.8 5.4 n.m.
Adj. EBIT interest coverage (x) 8.9 5.7 6.8 5.4 n.m.
FFO interest coverage (x) 9.8 12.6 13.9 11.8 n.m.
Adj. FFO interest coverage (X) 7.1 8.7 14.3 11.8 n.m.
CFO interest coverage (x) 9.6 14.0 16.0 10.7 n.m.
Adj. CFO interest coverage (x) 7.0 9.7 16.4 10.7 n.m.
Net debt/EBITDA (reported) (x) 1.4 2.2 35 4.7 5.1
Net debt/EBITDA (x) 14 2.2 35 4.7 5.1
Adj. net debt/adj. EBITDA (x) 1.8 3.0 4.1 5.2 55
Debt/EBITDA (x) 14 2.2 3.6 4.7 5.2
Adj. debt/adj. EBITDA (x) 1.8 31 4.1 5.2 5.6
Debt/EBITDA (reported) (X) 1.4 2.2 3.6 4.7 5.2
FFO/net debt 37.6% 35.6% 20.3% 17.7% 17.4%
Adj. FFO/adj. debt 29.4% 23.9% 16.9% 16.2% 16.0%
Adj. FFO/adj. net debt 29.4% 24.5% 17.0% 16.2% 16.1%
FFO/debt 37.5% 34.2% 20.1% 17.7% 17.2%
Adj. total debt/total capital 41.0% 45.7% 51.3% 53.4% 55.6%
Net debt/total capital 35.1% 35.6% 45.9% 51.1% 53.4%
Adj. net debt/adj. total capital 40.9% 44.4% 51.0% 53.4% 55.3%
Quarterly overview year-end Dec (SEKm) Q219 Q319 Q419 Q120 Q220
Net sales 1,597 1,600 1,564 1,245 335
EBITDA 576 677 397 588 -326
Adj. EBITDA 576 677 397 181 -326
EBIT 278 373 -12 275 -650
Net income 212 386 -62 292 -515
Capex -924 -815 -691 -823 -743
FFO 516 594 347 120 -327
Total debt 10,334 10,512 10,416 10,243 11,577
Net debt 10,137 10,287 10,339 9,885 10,881
Adjusted net debt 11,094 11,265 11,384 10,880 11,885
Equity (incl. minorities) 8,193 8,500 8,940 9,188 8,628
Ratios

Net debt/EBITDA (x) 5.3 5.2 5.1 5.4 11.7
Adj. net debt/EBITDA (x) 5.7 5.6 5.6 5.9 12.8
FFO/net debt 16% 17% 17% 16% 7%
Adj. FFO/net debt 15% 15% 16% 14% 6%

Source: Company data, Danske Bank Credit Research estimates
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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 30 June 2020, Danske Bank Credit Research had investment recommendations on 142 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 30 June 2020 is shown below.

Time Distribution of  Investment banking
Rating Anticipated performance horizon  recommendations relationships
Overweight Outperformance relative to peer group 6 months 23% 39%
Marketweight  Performance in line with peer group 6 months 68% 48%
Underweight Underperformance relative to peer group 6 months 9% 54%

Changes to recommendation in the past 12 months:

Date Old rec. New rec.
New Underweight Marketweight
Validity time period
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uk/ci/products-services/markets/research/pages/researchdisclaimer.aspx. Select Credit Research recommendation history — Recommendation history.

Other previous investment recommendations disseminated by Danske Bank Credit Research are also available in the database.
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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
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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,
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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
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Disclaimer related to distribution in the United Kingdom
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Disclaimer related to distribution in the European Economic Area
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