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Summary:

San Francisco City and County Airport
Commission, California
San Francisco International Airport; Airport
Credit Profile

US$175. mil second ser rev rfdg bnds (San Francisco Intl Arpt) ser 2009 A&B

Short Term Rating A-1 New

San Francisco City & Cnty Arpt Comm, California

San Francisco Intl Arpt, California

San Francisco City & County Airport Commission (San Francisco International Airport) rfd ser 1986

Unenhanced Rating A(SPUR)/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'A-1' short-term rating to the San Francisco City and County

Airport Commission, Calif.'s $175 million general airport revenue refunding bonds, series 2009A and B (the 2009

bonds), issued for the San Francisco International Airport (SFO). Additionally, Standard & Poor's affirmed its 'A'

long-term rating and underlying rating (SPUR) on SFO's $3.9 billion outstanding senior-lien revenue bonds.

While the 2009 bonds have a nominal final maturity of May 1, 2029, they are subject to a mandatory tender within

13 months of the issuance. The bonds are being issued in a term rate mode with an initial fixed-term interest period

to purchase and hold in trust all of the $175 million outstanding aggregate principal amount of the airport's second

series variable-rate revenue refunding bonds, including the $92.5 million principal amount of issue 34A bonds and

$82.5 million principal amount of the issue 34B bonds and to establish a separate reserve account for each of the

series 2009A and 2009B bonds.

The 'A-1' short-term rating reflects our opinion of the airport's strong credit quality and market access. Due to the

mandatory tender with a known date in one year (and within 13 months of issuance), the 2009 bonds will carry

only Standard & Poor's short-term rating (For more information, please see "Credit FAQ: Application of Dual

Ratings in U.S. Public Finance," published Aug. 19, 2008, on RatingsDirect).

The 'A' rating and SPUR reflect our view of the continued strength of the air travel market in the San Francisco Bay

Area, which is partially offset by our opinion of market concentration in a financially weak air carrier as well as

near- and long-term financial and operational pressures faced by the commission. More specifically, the long-term

rating and SPUR reflect our view of the following credit strengths:

• Management's actions to cut costs aggressively and realign revenues and expenses in fiscals 2002-2008, reducing

the cost per enplaned passenger to approximately $13 in fiscal 2008 from a high of $20 in fiscal 2003, and to

diversify and expand service, with domestic low-cost-carrier scheduled seats increasing to 13% of total seats in

fiscal 2009 from 3% in fiscal 2007;

• A strong, high-yield origin and destination (O&D) market (76% of enplaned passengers in fiscal 2009), with
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virtually no competition for international passengers but some competition from other regional airports for

domestic passengers; and

• A large, international hub designation, with historically strong international traffic growth and capacity for

expanded service.

These strengths are somewhat offset by our view of the following weaknesses:

• High costs, with the cost per enplaned passenger at $13.20 and debt per enplaned passenger at $212 in fiscal

2008;

• The weak credit quality of and continued concentration in the airport's primary carrier, United Air Lines Inc.

(B-/Watch Neg/--), with a 41% market share including code-sharing affiliates in fiscal 2009; and

• A significant five-year capital improvement program totaling approximately $882 million, of which

approximately $527 million the commission expects will be debt financed.

We understand that there will be no credit or liquidity facility in place to pay the purchase price of the 2009 bonds

upon the mandatory tender; the payment of the principal portion of the purchase price of the 2009 bonds is not

secured by a pledge of net revenues of the airport, but is payable from remarketing proceeds. However, the payment

of the principal of and interest on the 2009 bonds upon mandatory redemption is secured by a pledge of net

revenues of the airport on parity with SFO's outstanding senior-lien debt.

SFO currently has $3.9 billion in outstanding senior-lien debt. As of June 30, SFO had $310 million in unrestricted

cash and investments, equal to 377 days' operations, 111% of annual senior debt service, or about 8% of total debt.

We understand that the airport is authorized to issue up to $200 million in commercial paper (CP) notes; currently,

$106 million in CP is outstanding.

In fiscal 2008, 18.4 million passengers were enplaned at the airport, an 8.4% increase over fiscal 2007 enplanements

of 17.0 million. According to Airports Council International (ACI), SFO was the 13th most active airport in the U.S.

for both total passengers served and air cargo tonnage in 2007, and preliminary 2008 data from ACI ranks the

airport as the 10th most active in terms of total passengers. The airport is a large hub, and O&D passengers account

for 76% of the total traffic. We believe that, historically, the large, wealthy service area (7 million people) has

provided a solid traffic base, and the area serves as a popular tourist destination.

In fiscal 2008, international traffic enplanements grew by 5.1% to 4.6 million, exceeding the previous peak of 4.3

million in fiscal 2007. Domestic traffic increased what we consider an impressive 9.5% in fiscal 2008 to a total of

13.8 million enplaned passengers, but this was still 15.6% lower than the peak level of fiscal 2001. In fiscal 2009,

United (including Ted) and United Express accounted for 40.6% of total enplanements, American Airlines held the

second-largest market share at 9.2%, and Southwest Airlines held the third largest at 6.6%. Primarily driving the

growth in domestic enplanements was the introduction of service in fiscal 2007 by three low-cost carriers --

Southwest Airlines, JetBlue, and Virgin America -- that nearly quadrupled the percentage of low-cost carrier seats at

the airport to 16.5% in fiscal 2009 from 3.4% in fiscal 2007.

In our view, the gains in service that the airport experienced in fiscal 2008 have helped the airport to remain

somewhat insulated from the larger declines experienced on average nation-wide in fiscal 2009. In fiscal 2009, while

scheduled passenger aircraft arrivals and departures decreased by 1.6%, total enplanements remained almost flat,

falling by only 0.8%. According to management, a new traffic and financial forecast by the airport's consultant is

expected in September 2009 in conjunction with an upcoming financing.
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UAL Corp., the parent company of United Air Lines, which filed for protection under Chapter 11 of the U.S.

Bankruptcy Code in December 2002, emerged from bankruptcy in February 2006. United has four significant leases

with the airport: a lease and use agreement covering terminal rentals that expires June 30, 2011; a lease for the

maintenance and operation center (a major private aircraft maintenance facility); a lease for a three-story office

complex that expires June 30, 2011; and a lease for the ground service equipment/flight kitchen facilities that expires

Aug. 31, 2021. All payments under the leases are current.

In our opinion, the effects of the recession and Sept. 11, 2001, with the resulting significant decline in enplanements

and revenues, have pressured SFO's financial operations. We believe the large increase in debt expenses for the

international terminal and near-term master plan, combined with what we consider aggressive, but unrealized,

estimates of revenue, created budget deficits in both fiscals 2001 and 2002. Although to some degree anticipated by

management, debt service coverage as calculated in the indenture (including rolling coverage) has declined to what

we consider an adequate 1.46x in fiscal 2008 from a good 1.60x in fiscal 2000. Management previously projected it

will remain at approximately 1.4x through fiscal 2013, calculated in accordance with the indenture giving credit to

amounts in the contingency account and to pledged passenger facilities charge revenues; updated forecasts are not

available at this time. Excluding the transfer from the contingency account, coverage declined to 1.13x in fiscal 2008

from 1.23x in fiscal 2000.

The commission has approved a five-year capital plan covering fiscals 2010 through 2014. We understand that this

plan, which totals approximately $882 million, includes approximately $527 million in projects that will require the

issuance of new debt. According to management, other sources of funds for the capital plan include grants ($244

million), passenger facility charges ($68 million), and other sources such as interest income ($43 million). The

capital plan includes the renovation of terminal 2 and boarding area D, providing 14 additional gates, at a total

project cost of $383 million; additional projects in the capital improvement plan projects address safety, security

enhancements, airfield improvements, groundside and customer service functions, environmental mitigation, utilities

infrastructure upgrades, and seismic retrofit of certain facilities.

SFO has been assigned a Standard & Poor's Debt Derivative Profile (DDP) overall score of '2' on a four-point scale,

where '1' represents the lowest risk. The overall score of '2' reflects our view that that the airport's swap portfolio

represents a low credit risk at this time.

The airport, located 14 miles south of downtown San Francisco in an unincorporated area of San Mateo County,

occupies approximately 2,383 acres on a 5,171-acre site (the remaining acreage is undeveloped tidelands). The

existing domestic passenger terminal complex totals 2.6 million square feet, and the international terminal totals 2.5

million. The airport currently has 81 operational gates. The airport currently has four runways, and, according to

management, studies to develop a fifth have been suspended indefinitely. The airport is owned and operated as an

enterprise department by the City and County of San Francisco. A five-member airport commission, the members of

which are appointed by the mayor to four-year terms, governs the airport.

Outlook

The stable outlook on the long-term rating and SPUR is based on our expectation that United Air Lines will

continue to operate a major hub at SFO. Should the available cash balance be drawn below current levels and/or

significant reductions in debt service coverage or increases in cost per enplanement occur, a downgrade could result.

Prudent implementation of a capital plan that maintains current estimates of additional indebtedness will also be an

Standard & Poor’s RatingsDirect  |  July 30, 2009 4

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page. 737076 | 301114205

Summary: San Francisco City and County Airport Commission, California San Francisco International Airport;
Airport



important rating factor going forward.

Related Research

• USPF Criteria: "Airport Revenue Bonds," June 13, 2007

• USPF Criteria: "Municipal Swaps," June 27, 2007

Ratings Detail (As Of July 30, 2009)

San Francisco City & Cnty, California

San Francisco Intl Arpt, California

San Francisco City & Cnty (San Francisco Intl Arpt) second ser rev nts ser 2008B

Short Term Rating SP-1+ Affirmed

San Francisco City & Cnty (San Francisco Intl Arpt) Second ser rev nts ser 2008A

Long Term Rating A/Stable Affirmed

San Francisco City & Cnty Arpt Comm, California

San Francisco Intl Arpt, California

San Francisco City & Cnty Arpt Comm (Intl Arpt) sec ser var rate rev rfdg bnds (Non-AMT) ser 36A

Long Term Rating AA/A-1+ Downgraded, Removed from
CreditWatch

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (Intl Arpt) sec ser var rate rev rfdg bnds (Non-AMT) ser 36B

Long Term Rating A+/A-1/Watch Pos On CreditWatch Positive

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) arpt (wrap of insured) (FGIC) (MBIA - SEC MKT) (MBIA of Illinois)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) arpt (ASSURED GTY)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) VRDB (Non-AMT) ser 34B (ASSURED GTY)

Long Term Rating AAA/A-2/Stable Affirmed

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) VRDB (Non-AMT) Ser 34A (ASSURED GTY)

Long Term Rating AAA/A-2/Stable Affirmed

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) (wrap of insured) (FGIC & FSA) (SEC MKT)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) 2nd ser rev rfdng bnds ser 34 C,D,E & F due 05/01/2029

Long Term Rating A/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco International Airport) 2nd Series VRDB ser 36D (FSA)

Long Term Rating AAA/A-1/Negative Affirmed

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) arpt rev bnds 1993 issue 2 dtd 03/01/1993 due 2020

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) arpt 2nd ser rev rfdg bnds ser 27A dtd 06/15/2001 due 05/01/2003-2021 2026 2031

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) arpt 2nd ser rev rfdg bnds ser 27A dtd 06/15/2001 due 05/01/2003-2021 2026 2031
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Ratings Detail (As Of July 30, 2009) (cont.)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) arpt 2nd ser (wrap of insured) (FGIC & AMBAC) (SEC MKT)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) sec ser rfdg bnds issue 3 (San Francisco Intl Arpt) dtd 03/01/93 due 05/01/1994-2020

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) 2nd ser rev bnds (Issue 12 A&B) ser 1996 dtd 10/01/1996 due 05/01/2005-2014 2016
2021 20

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) 2nd ser rev rfdg bnds (San Francisco Intl Arpt) ser 28B dtd 02/15/2002 due
05/01/2004-20

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) 2nd ser rfdg rev issue 4 (San Francisco Intl Arpt)dtd 01/01/93 due 05/01/1994-2020

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) 2nd ser VRDB (Non-AMT) ser 36C (FSA)

Long Term Rating AAA/A-1/Negative Affirmed

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt) 2nd ser VRDB (Non-AMT) ser 37C (FSA)

Long Term Rating AAA/A-1/Negative Affirmed

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (SF International Airport) 2nd ser VRDB ser 37D (FSA)

Long Term Rating AAA/A-1/Negative Affirmed

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & Cnty Arpt Comm (San Francisco Intl Arpt)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & County Airport Commission (San Francisco International Airport)

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & County Airport Commission (San Francisco International Airport) rfd issue 1 ser 1992

Unenhanced Rating A(SPUR)/Stable Affirmed

San Francisco City & County Airport Commission (San Francisco International Airport) (CIFG)

Unenhanced Rating A(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

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

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

under Ratings in the left navigation bar, select Find a Rating.
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