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Research Update:

DRAFT: Spain-Based Amadeus IT Group S.A.
'BBB/A-2' Ratings Affirmed; Outlook Positive

S&PCR Affirms Spai n-Based Amadeus | T Group 'BBB/A-2' Rigs

Overview

» Spai n-based Amadeus |IT G oup S.A (Anmadeus) is a ngjor transaction
processor for the travel and tourismindustry, which provides sol utions
to travel providers (including airlines, hotels, and rail operators) and
travel agencies (both online and offline).

e In our view, the group has consistently delivered solid operating
performance--its metrics for year end 2016 and the first quarter of 2017
were stronger than anticipated. W are therefore affirm ng our 'BBB/ A2
ratings.

* W anticipate that the group will undertake a sizable extraordinary
sharehol der distribution by year-end 2017, unless it sees an attractive
acqui sition opportunity.

e The positive outlook reflects our expectation that we could raise the
rati ngs over the next 12 nonths if Anadeus' pace of |everaged
acqui sitions or sharehol der renuneration remains roughly in line with our
expectations and it naintains S& d obal Ratings-adjusted |everage
metrics around 1.5x and funds from operations to debt above 45%

Rating Action

On July 18, 2017, S&P d obal Ratings affirmed its 'BBB" long-termand 'A-2
short-termcorporate credit ratings on Spain-based Amadeus | T Group S. A The
out | ook remains positive.

We also affirnmed our 'BBB' issue ratings on the group's senior unsecured debt.

Rationale

Amadeus continues to deliver strong operating performance and its credit
netrics have inproved slightly during 2016 and into 2017. For year-end 2016,
Amadeus' S&P d obal Ratings-adjusted debt to EBITDA i nproved to 1.5x from 1. 6x
in 2015 and funds from operations (FFO to debt to 46% from45.7% In terns of
profitability, adjusted EBITDA nargin i nproved 160 basis points to 31.7%
nostly because of an increase in average pricing in the IT solutions segment
due to successful upselling strategy and additional contribution to nargins
fromthe New Business Unit (NBU), including Airport IT and Paynents. That
sai d, conpetitive pressures weighed on margins in the Gobal Distribution
System (GDS) segmrent.
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During the first quarter of 2017, results continued to strengthen as a result
of the consolidation of Navitaire, and the positive evolution of GDS and IT
solutions. Overall revenue growth grew by 11.7% In the GDS segnent, revenue
grew by 11.4%t hrough vol ume growt h and expansi onary average revenue per
booki ng, conbined with a further gain in market share. In IT solutions, the
nunber of passengers boarded increased by nearly 25% year on year, nostly on
account of Navitaire, but also driven by organic growh of about 7% and

hi ndered by the timing of Easter. Margins remai ned broadly stable.

G ven the group's relatively low reported net |everage (1.1x as of March 31
2017) and si zabl e cash bal ances (about €815 million as of Miy 31, 2017), we
expect the group to undertake a sizable extraordi nary sharehol der distribution
by year-end 2017, unless it sees an attractive acquisition opportunity. This
woul d weaken the current credit netrics, and so prevent the conmpany from
achieving netrics that we woul d consider conmensurate with a 'BBB+ |ong-term
credit rating. Until the nagnitude of any potential distribution is nmade
clear, we are therefore refraining fromraising the rating.

Qur assessnment of Amadeus' business risk profile takes into account the
conpany's solid market position as an I T service provider to the global travel
i ndustry. It has market-1|eading positions in Europe and several energing
markets. I n essence, a GDOS |like Amadeus acts as an internedi ary between travel
suppliers (including airlines, hotels, and car rental conpanies) and travel
agenci es, online travel agencies, and corporations. As such, it gathers
inventory information (such as airline seats and hotel roons) fromthose
suppliers.

Amadeus generates revenues from booking fees paid by travel suppliers and
sellers, as well as fromtechnol ogy solutions that enhance core operations to
travel businesses such as anal ytics, inventory, revenue nmanagement, departure
control, and paynents. Although the GDS market is substantially
consolidated--it has just three major players--the market is highly
conpetitive, and some of its customers (in particular comrercial airlines)
continue to exert pressure on fees and push for alternative distribution

pl atforns. For exanple, International Airlines Goup (IAG recently announced
that it plans to add a €9.5 surcharge to booki ngs nmade through the indirect
channel from Novenber 2017 onward. This has drawn attention to the debate over
the role of GDS .

In recent years, Amadeus has proved that it can even achieve growmh in this
context. Utimtely, such surcharges have a favorable inpact on profit because
t he bookings that remain in the systemare typically |ong-haul bookings that
are nore profitable and carry higher prices. In addition, discounts for ful
content deals are elininated. Lufthansa inplenmented a simlar surcharge about
18 mont hs ago, and we expect Air France-KLM (AF-KLM to add a simlar
surcharge when its contract expires in 2018. W do not currently anticipate
that these surcharges will have a significant inmpact on profitability.

Amadeus' | T business is growing faster as airlines seek to cut costs and
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i ncrease productivity by outsourcing the managing of |IT infrastructure to
Amadeus. I n our view, this segnment is beconing increasingly relevant to
Amadeus' overall performance and the recent acquisition of Navitaire has

st rengt hened Anadeus' business risk profile. Acquiring Navitaire enabl ed
Amadeus to expand into the | ow cost-carrier and hybrid narkets, expanded its
geographic reach in the Anericas, and also offered integration opportunities
for both the Altéa and New Ski es custoners. These customers can access new
solutions in the revenue managenent and e-commerce areas.

W al so expect new |ines of business, particularly hospitality and Airline IT,
to continue to drive perfornance. W expect InterContinental Hotels Group to
mgrate to its new central reservation system and property managenent system
in the last quarter of 2017. A successful mgration of such a |arge and
conpl ex group shoul d encourage other hotel chains to join this platform

Amadeus' operating profitability, neasured by EBI TDA, denonstrates relatively
low volatility, and its margi ns of consistently above 30% are markedly
stronger than for nmain peers, Sabre Hol ding and Travel port. Qur expectation
that Anmadeus will maintain its EBITDA margins is based on its sound track
record of successfully integration acquisitions and capitalizing on efficiency
gains. W al so expect the recent announcenents by IAG and likely AF-KLMto
follow, to support margins, although bookings are likely to decline sonmewhat.
In addition, the conpany benefits fromhigh barriers to entry in global travel
di stribution systenms and | T services, which operate under nmedium to |long-term
contracts.

Qur view of Amadeus' financial risk profile reflects its ability to
consistently generate solid free operating cash flows, tenpered by relatively
hi gh di vi dend distributions.

In 2017, we anticipate that credit nmetrics will weaken slightly given that we
forecast extraordinary sharehol der returns. That said, netrics are likely to
return to 2016 levels in 2018. W anticipate that strong profitability, a
relatively flexible operating cost structure, and favorable working capita
novermrents will enabl e Anadeus to continue generating solid cash flows over the
next 12-24 nonths.

In our base-case scenario for 2017-2018, we assune:

* Amadeus will follow a trend of increase in passenger volumes, fueled by
world GDP growt h.

» G obal GDP growth, excluding China, forecast at 3.1%in 2017 and 2018

* Revenue growt h of about 5% over the next 12-24 nonths, supported by
continued volune growth and narket-share gains in the conpany's GDS
segment and growth in its IT solutions segnent of 6% 8% fuel ed by
nmgrati ons and new products.

* Relatively stable EBITDA nargins as the increased weight of I T Solutions
segment, which bears higher margins, is partially offset by ongoing
conmerci al pressures fromrivals in the GDS segnent;

e Expected revenues of €4.65 billion-€4.9 billion in 2017 and 2018 and
annual capital expenditure (capex) of about 13% 15% of expected revenues.
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e A dividend payout of about 50% of net incone, at the higher end of
Amadeus' public guidance. For 2017, we expect about €1 billion in
dividend distribution, including extraordi nary sharehol der returns.

Based on these assunptions, we arrive at the following credit neasures:

* Adjusted |l everage nmetrics of 1.6x-1.8x in 2017, inproving toward
1.4x-1.6x in 2018;

e Adjusted FFO to debt of about 38% 42%in 2017, inproving toward 44% 48%
in 2018; and

 Adjusted discretionary cash flows to debt of about 11.5% 15.5%in 2017,
i mproving toward 12.5% 16. 5% in 2018.

Amadeus' financial policy constrains its rating. This reflects our belief that
the group's debt-financed acquisitions and returns to sharehol ders coul d

i ncrease the current | everage profile fromthe stated 1.0x-1.5x target,

excl udi ng our adjustnents.

W assess Amadeus' managenent and governance as strong. This mainly reflects
our view of the group's sound track record in planning, strategy, and
execution, as well as the experience of its broad managenent team

Liquidity

We have revised our assessnent of Amadeus' liquidity to strong from adequate

to reflect the conpany's track record of prudent |iquidity managenent,

i ncl udi ng si zabl e cash bal ances, linmted debt maturities, and our expectation

that it will report healthy cash flow from operati ons over the next 12-24

nont hs. Qur assessnent incorporates the follow ng expectations and

assunpti ons:

e Liquidity sources will exceed uses by nore than 1.5x over the next 12-24
nont hs;

e Liquidity sources less uses will remain positive, even if EBITDA falls by
30%

* The conpany can absorb hi gh-inpact, |ow probability events, w thout
refinancing, given its sizable cash bal ances; and

* The conpany has wel | -established and solid relationships with banks and a
sound standing in both equity and debt capital markets.

W anticipate the conmpany will have the follow ng principal liquidity sources

over the next 12 nonths:

 Cash and equival ents of about €475 million, as of March 31, 2017;

e Available revolving credit facilities of €1 billion maturing in 2020 and
2021;

e Qur expectation of about €1.4 billion of FFG and

« New bond of €500 nillion issued in May that nmatures in 2019.

We anticipate the company will have the following principal liquidity uses

over the sanme peri od:

* Reported short-termfinancial liabilities of about €465 mllion
WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 17, 2017 5
S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings permission. See Terms of Use/Disclaimer on the 0499107U | Linx User

last page.



Research Update: Spain-Based Amadeus IT Group S.A. 'BBB/A-2' Ratings Affirmed; Outlook Positive

e Capex of about €640 nillion; and
e Qur estimate of about €1 billion in dividends, including extraordinary
di stribution to sharehol ders.

In addition, Amadeus has anpl e headroom under the two financial covenants
(maxi num | everage of 3.0x and mninuminterest coverage of 3.0x), which offer
material | eeway for operating underperformance or acquisition activity.

Outlook

The positive outlook reflects our expectation that we nay rai se the corporate
credit rating on Armadeus over the next 12 nonths if the conpany's good
operating performance, revenue, and EBI TDA expansi on continue and it
successfully counters the ongoing disinternmediati on pressures. Any upgrade
woul d depend on Amadeus adhering to its stated financial policy.

Upside scenario

We could raise the rating if we expect that Amadeus' pace of |everaged

acqui sitions or sharehol der remuneration will remain roughly in line with our
expectations. This would nean that adjusted | everage metrics remai n about 1.5x
and FFO to debt above 45% on a sustainable basis. W would al so | ook for
continued organic growmh, at least stable profitability, and inproved nmarket
share (through new product offering, for exanple) and to see that the conmpany
was successfully countering ongoing disinternediation pressures.

Downside scenario

We coul d revise the outlook to stable if Amadeus' operating performance and
grow h under perform our base-case scenari o because of increased conpetition
such that the conpany's revenue growth trajectory and margin profile are

per manent |y weakened. Additionally, we could revise our outlook or |ower the
rating if the conpany adopts a nore-aggressive financial policy that pushes
adjusted | everage netrics toward 2.5x or discretionary cash flows to debt

bel ow 15% on a sustai ned basi s.

Ratings Score Snapshot

Corporate Credit Rating: BBB/Positivel/ A2

Busi ness risk: Satisfactory

e Country risk: Internediate

e Industry risk: Internediate

e Conpetitive position: Satisfactory

Fi nanci al risk: Moddest
 Cash flow Leverage: Modest
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Anchor: bbb+

Modi fi ers:

Diversification/Portfolio effect: Neutral (no inpact)
Capital structure: Neutral (no inpact)

Liquidity: Strong (no inpact)

Fi nanci al policy: Negative (-1 notch)

Managenment and governance: Strong (no inpact)

Conpar abl e rating anal ysis: Neutral (no inpact)

Related Criteria

CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
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Criteria - Corporates - Industrials: Key Credit Factors For The Leisure
And Sports Industry, March 5, 2014

Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And

Adj ustments, Nov. 19, 2013

Criteria - Corporates - General: Corporate Mthodol ogy, Nov. 19, 2013
Criteria - Corporates - Industrials: Key Credit Factors For The

Technol ogy Software And Services Industry, Nov. 19, 2013

Ceneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

Ceneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013
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For Corporate Entities And Insurers, Nov. 13, 2012

CGeneral Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009
Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each

| ssue, April 15, 2008
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