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Research Update:

Avianca Holdings S.A. 'B' Corporate Credit Rating
Affirmed; Outlook Remains Stable

Overview

e Col onbi a-based airline operator Avianca faced challenging conditions in
2017 because of a pilots' strike. However, the conpany took severa
actions to mtigate this effect and its key financial credits perforned
inline with our expectations.

W are affirmng our 'B" rating on Avianca.

e At the same tinme, we are affirming our 'B-' issue-level rating on the
conpany's $550 million senior unsecured notes due 2020.

e The stable outlook reflects our expectation that Avianca will post key
credit netrics with debt to EBI TDA of about 5.0x and FFO to debt of about
14%in the next 12 nonths, commensurate with its debt-financed fleet
expansi on strategy. W al so consider that the conpany will continue to
normalize its operations after the pilots' strike in the second half of
2017.

Rating Action

On April 24, 2018, S&P d obal Ratings affirned its 'B corporate credit rating
on Avianca Holdings S.A. At the same tinme, we affirned our 'B-' issue-Ievel
rating on the conpany's $550 million senior unsecured notes due 2020. The

outl ook on the corporate credit rating is stable.

Rationale

The affirmation reflects our view that Avianca's credit nmetrics have remai ned
comensurate with its rating category. This is in spite of the challenging
operational conditions that the conpany faced in the second half of 2017, as a
result of a 51-day illegal strike by about third of its pilots, which nmainly
affected its depl oyable capacity in its domestic market. However, the conpany
was able to partially nmitigate the negative effects through the depl oynent of
a larger capacity fleet, a change in its mx of operating carriers, and an
optim zation of its routes (particularly in Colonbia) and use of staff. It

al so depl oyed nore wet | eases (includes aircraft, conplete with crew,

mai nt enance, and insurance). Overall, the airline's performance in 2017 was
comensurate with our expectations.

The conpany is still a relatively snall player in the industry and conti nues
to be concentrated in Latin Anerica, particularly in Col onbia, which accounts
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for about 45% of its consolidated revenue. The airline's growh has al so been
under pi nned by favorabl e macroecononic conditions in its key markets,
benefiting traffic, |load factors, and recovery of yields. However, the conpany
has continued to expand its operations through new international routes
(particularly Europe and North America), the incorporation of a new fleet with
hi gher capacity and fuel efficiency, and the depl oyment of routes and
aircrafts, inline with market conditions. Avianca has a strong market
position in Colonbia, Peru, and Central Anerica, mainly due to its routes,
frequenci es, capacity, and stable |oad factors.

The conpany's strategic alliance with United is still under negotiation and is
subj ect to regulatory approval; however, we anticipate that it would enhance

t he conpany's business nodel by increasing its network, routes, and
frequencies, strengthening its conpetitive position, and introducing further
operating efficiencies. The conpany could al so benefit fromthe codesharing
agreenments closed in 2017 with Singapore Airlines and All N pon Airlines,
which will help it to increase its route offerings and build a presence in
Asia. We note that our base case does not incorporate Avianca Brazil's

operati ons because these are not consolidated in Avianca Hol di ngs.

W believe that Avianca's leverage will remain relatively high in the next few
years because of the conpany's debt-financed fl eet expansion strategy, ained
at inproving capacity and efficiency, and because of new international routes.
Those factors notw thstanding, we believe that its nmetrics will inprove
gradually as a result of favorable nmacroeconomc conditions in its key markets
along with the normalization of its operations, after the pilots' strike, as
wel | as continued operation efficiencies, and the further incorporation of a
new fl eet and new routes.

Qur issue-level rating on the notes is one notch |ower than our corporate
credit rating on Avianca, reflecting the structural subordination of the notes
to existing secured debt. Under our criteria, aircraft financings are assuned
to be senior secured obligations with priority of paynent relative to
unsecured debt. W note that operating | eases are not considered in the
calculation. Currently, Avianca's debt priority ratio is about 60%of tota
debt, leading to a one notch downward adj ustnent.

Qur base-case scenari 0 assunes:

e GDP grow h for Colonbia and Latin Anerica of about 2.5%and of 2.2%in
2018, respectively, and 2.6%in 2019 for both countries. Overall, this
nodest demand growth is an inprovenent conpared to 2017 GDP growt h of
1.8% and 1.2% respectively.

e Consumer price index (CPl) inflation in Colonbia of 3.7%in 2018 and 3.5%
in 2019, conpared to 4.1%in 2017, and an average forei gn exchange rate
of Col onbi an peso (COP) 2,990 in 2018 and COP3,025 in 2019. CPI inflation
i ndi cates a downward trend that could contribute to stability in consuner
prices and provide flexibility for fare increases, while reduced foreign
exchange volatility will contribute to nore stable demand and growth in
i nternational routes.
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S&P's WIl crude oil price assunption of $55 per barrel for 2018 and 2019.
This means that, despite the recovery in oil prices, jet fuel prices wll
remain stable for the next two years, which benefits airline cost
structures.

Revenue growth of about 9% in 2018 and 13%in 2019, mainly driven by the
nornal i zati on of operations after the pilot strike in the second hal f of
2017. It also reflects inproved regional macroecononi c conditions,
expanded capacity as a result of net fleet growth (10 aircrafts in 2018
and 7 aircrafts in 2019), and sustained |load factors of around 83% (wth
hi gher |l oad factors in routes to Europe and North Anerica).

Revenue growth further reflects the optimzation of fleet depl oynent,

i ncreased passenger vol unmes (due to econom c inprovenents and visa
requi renent changes for Col onbians citizens traveling to Europe), the
consol idation of international routes (particularly Europe and North
Anerica), the addition of new routes (North America and South Anmerica),
and increased frequencies.

EBI TDA growt h of about 5% in 2018 and 23%in 2019, reflecting our view
that operations will continue to return to normal after 2017 pil ot
strike, as well as our assunptions of stable fuel prices, cost savings
froma newer fleet with |ower fuel and nmintenance costs, and other
operating efficiencies and cost controls.

Capital spending of about $670 nmillion in 2018 and $885 nmillion in 2019,
of which about 80%wi Il be delegated for its fleet. The remainder will be
used for corporate purposes. W expect the entrance of 53 aircrafts from
2018 to 2022, representing a net growh of 27 aircrafts from193 in 2018
to 220 in 2020

Di vi dend paynments of about $44 million in 2018 and $53 nmillion in 2019.

Net additional debt of about $313 million in 2018 and $282 nmillion in
2019, nostly for corporate purposes, such as information technol ogy
proj ects.

We assune that senior unsecured notes for $550 nillion due 2020 are
refinanced at maturity.

Based on these assunptions, we arrive at the followi ng credit neasures for
2018 and 2019:

EBI TDA margins in the 19.5% 21. 5% range
Debt to EBITDA of about 4.5x in 2018 and about 4.8x in 2019;

Funds from operations (FFO to debt of about 12.5%in 2018 and about 15%
in 2019; and

FFO cash interest coverage in the 4.5x-5.5x range.

Liquidity
We assess Avianca's liquidity as | ess than adequate, based on our view that
t he conpany's sources of liquidity will cover uses by less than 1.2x in the
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next 12 nonths, offering scant protection agai nst unexpected adverse
conditions, particularly those related to capital spending comitnents
associated with fleet maintenance and renewal .

Principal Liquidity Sources:

Cash and short-terminvestnents of about $509 million at Dec. 31, 2017,
adjusted for restricted cash;

Working capital inflows of about $110 million for the follow ng 12
nont hs;

Proj ected FFO of about $400 million for the following 12 nonths; and

| ssue | oans and recovered reserves of about $215 mllion

Principal Liquidity Uses (for the 12 nonths followi ng Dec. 31, 2017):

Debt maturities of about $572 million in 2017,

Capi tal spending requirements of about $547 million for fleet nmintenance
and renewal ; and

Di vi dend paynents of about $44 million.

Qur liquidity assessment incorporates our view that Avianca is |likely unable
to absorb | ow probability adversities, even factoring in capital spending
cuts, asset sales, and reduced sharehol der distributions. Avianca's ability to
del ay or reduce capital spending is limted because of its comitnents to

fl eet mai ntenance and renewal, as well as market conditions for

sal e-and- | easeback back transactions or aircraft sales. Although Avianca has
anpl e headroom under its financial covenants and generally high standing in
credit markets, it does not have a particul ar core banking relationship

Outlook

The stable outlook reflects our expectation that Avianca will post key credit
netrics that include debt to EBI TDA of about 5.0x and FFO to debt of about 14%
in the next 12 nonths, comensurate with its debt-financed fl eet expansion
strategy. We also consider that the conpany will continue to return to norna
after the pilots' strike that occurred in the second half of 2017 and will

post simlar nargins in 2018, recovering gradually thereafter thanks to
operating efficiencies and benefits fromthe newer fleet.

Downside scenario

We coul d downgrade the conpany if adverse industry conditions--such as

| ower -t han- expected econom ¢ grow h and foreign exchange volatility, a

prol onged spike in jet fuel prices, increased conpetition, or the incurrence
of additional debt for its fleet renewal program-weaken the conmpany's
operating margins and |l ead to debt to EBI TDA of nore than 6.0x, FFO to debt
bel ow 8% on a sustained basis, or if our liquidity assessnent deteriorates as
a result of these factors.
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Upside scenario

Al t hough unlikely in the short to nediumterm we could raise the ratings if
t he conpany's operating performance i s above our expectations, which would
result in debt to EBITDA well below 4.5x and FFO to debt well above 15%on a
sustai ned basis. Such upward nmovenment would result frominproved narket
conditions (such as a boost in regional economc growh or COP appreciation
against the dollar) or a significant reduction of debt. W could al so raise
the ratings if Avianca strengthens it business profile by expanding its
operations and bol stering its conpetitive position, which could result from
strategic alliances or organic grow h.

Ratings Score Snapshot

Corporate Credit Rating: B/ Stable/--
Busi ness risk: Wak

* Industry risk: High

e« Country risk: Mderately High

e Conpetitive position: Fair

Financial risk: H ghly | everaged
e Cash flow | everage: Hi ghly | everaged

Anchor: b

Modi fiers

e Diversification/portfolio effect: Neutra
e Capital structure: Neutra

e« Liquidity: Less than adequate
 Financial policy: Neutra

 Managenent and governance: Fair

e Conparable rating analysis: Neutra

Stand-al one credit profile: b

Related Criteria

e Criteria - Corporates - General: Reflecting Subordination Risk In
Cor porate |Issue Ratings, March 28, 2018

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
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Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The
Transportation Cyclical Industry, Feb. 12, 2014

e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013
e General Criteria: Methodology: Industry Risk, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
Ratings List

Ratings Affirmed

Avi anca Hol di ngs S. A
Corporate Credit Rating B/ St abl e/ - -
Seni or Unsecured B-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com All ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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