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Rating Rationale

Acuité has reaffirmed long-term rating of ‘ACUITE BB-' (read as ACUITE double B minus) on the Rs.892.00
crore bank facilities of Kannur International Airport Limited (KIAL). The outlook is ‘Stable’.

The rating continues to derive comfort from the extensive expertise of the management and support
envisaged from the Kerala Government (KIAL's key stakeholder). These rating strengths are partially
offset by the company’s exposure to project implementation risk.

About the company and project

Government of Kerala (GoK) had proposed in 1998 to build an international greenfield airport at
Kannur (Kerala) keeping in view the aviation scenario, the potential for trade and tourism
development. Kannur International Airport Limited (KIAL) is a public limited company set up by GoK in
December 2009 to build, own and operate the airport. The proposed airport at Kannur would cater to
the requirements from three northern districts — Kannur, Wayanad and Kasargod. There was an increase
in the total cost of the project (phase 1) from Rs.1892.00 crore to Rs.2124.00 crore which is proposed to
be funded through equity of Rs.1232.00 crore and the balance through debt of Rs.892.00 crore from
banks/financial institutions. The company has incurred Rs.1778.00 crore fill date which is funded through
equity of Rs.1065.00 crore and remaining through debf.

Key Rating Drivers

Strengths

* Extensive expertise of the management
The company benefits from the extensive expertise of the management including Mr. V. Thulasidas
(Managing Director). He is an IAS officer and has served as Managing Director of National Aviation
Company of India Limited; as Director of Air India Limited and Air Mauritius Limited. He has also
served as the member of the Board of Governors of International Air Transport Association.

* Support envisaged from Kerala government (KIAL's key stakeholder)

GoK would contribute land of 1192 acres out of the total requirement of 2061 acres. The tfotal
consideration for the land provided by the GoK is Rs.315.94 crore which is freated as equity
conftribution.

GoK has 33 percent stake in the company and the managing director is a former IAS officer. The
other directors include ministers of Kerala Government. Further, GoK is expected to provide
budgetary support in the initial years to meet the deficit in the cash flows of the company.

The Gross State Domestic Product of Kerala for 2018-19 at current prices is estimated to be Rs.772,894
crore which is 12.6 percent higher than the revised estimate for 2017-18. Revenue deficit for the next
financial year is targeted at Rs.12,860 crore, or 1.7 percent of the state Gross Domestic Product
(GDP). Fiscal deficit is targeted at Rs.23,957 crore or 3.1 percent of state GDP.
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Weaknesses

* Exposure to project implementation risk

The commercial operation has been delayed by a year on account of delay in the earthwork for
the runway which could be executed only during the dry spell. Monsoon, restrictions in blasting
operations of hard laterite in the site also contributed to the delay. However, presently the company
has completed 98 percent of the total construction work and the commercial operation is expected
to commence from September, 2018 after the receipt of license approvals. Further, the total cost of
the project has been revised from Rs.1892.00 crore to Rs.2124.00 crore and the escalation in the cost
is expected to be funded through equity. The project is thus exposed to major implementation risk
on account of the cost and time overrun.

Analytical Approach
Acuité has taken a standalone view of KIAL and factored in the support from the GoK while arriving at

the final rating.

Outlook: Stable

Acuité believes that KIAL will maintain a ‘Stable’ outlook and derive benefit from the experienced
management and the support extended from the Government of Kerala. The outlook may be revised
fo ‘Positive’ in case the company registers healthy cash accruals with successful, project completion
and revenue generation. Conversely, the outlook maybe revised to ‘Negative’ in case of further
delay in project completion resulting in time and cost over runs thus impacting the financial risk profile
of the company.

About the Rated Entity - Key Financials
Not Applicable

Status of non-cooperation with previous CRA (if applicable)
None

Any other information
None

Applicable Criteria

e Infrastructure Entities - hitp://www.acuite.in/view-rating-criteria-14.ntm

¢ Default Recognition - hitps://www.acuite.in/criteria-default.htm

* Financial Ratios And Adjustments - hitp://www.acuite.in/view-rating-criteria-20.nfm
e State Government Support - hitp://www.acuite.in/view-rafing-criteria-26.ntm

Rating History (Upto last three years)

Date Name of Instrument/ Term Amount Ratings/Outlook
Facilities (Rs. Crore)
23-Jan-2017 Term Loan Long Term 892.00 ACUITE BB—/STobIe
(Reaffirmed)
7-Oct-2015 Term Loan Long Term 892.00 ACUITE BB-/Stable
(Assigned)
*Annexure - Details of instruments rated
Name of the Date of Coupon Maturity Size of the Issue | Ratings/Outlook
Facilities Issuance Rate Date (Rs. Crore)
Not Not Not ACUITE BB-/Stable
Term Loan Applicable Applicable | Applicable 892.00 (Reaffirmed)
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About Acuité Ratings & Research:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating Agency
registered with the Securities and Exchange Board of India (SEBI). The company received RBI Accreditation as
an External Credit Assessment Institution (ECAI), for Bank Loan Ratfings under BASEL-Il norms in the year 2012.
Since then, it has assigned more than 6,000 credit ratings to various securities, debt instruments and bank
facilities of entities spread across the country and across a wide cross section of industries. It has ifs Registered
and Head Office in Mumbai.

Disclaimer: An Acuité rating does not constitute an audit of the rated entity and should not be treated as a recommendation
or opinion that is intended fo substitute for a financial adviser's or investor's independent assessment of whether to buy, sell or
hold any security. Acuité ratings are based on the data and information provided by the issuer and obtained from other
reliable sources. Although reasonable care has been taken to ensure that the data and information is true, Acuité, in
particular, makes no representation or warranty, expressed or implied with respect to the adequacy, accuracy or
completeness of the information relied upon. Acuité is not responsible for any errors or omissions and especially states that it
has no financial liability whatsoever for any direct, indirect or consequential loss of any kind arising from the use of ifs ratings.
Acuité ratings are subject to a process of surveillance which may lead to a revision in ratings as and when the circumstances
so warrant. Please visit our website (www.acuite.in) for the latest information on any instrument rated by Acuité.
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