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As the COVID-19 cr i s i s  esca la tes ,  a i r l ines  are under an enormous s t ra in caused by the current

unprecedented disrupt ion to the av ia t ion indus t r y .  The l ike ly  resu l t  i s  that  many air l ines  wi l l  need

to res t ruc ture the i r  debts  and o ther  f inancia l  commi tments .  Bu t  how wi l l  they do so and what  can

we learn f rom prev ious a i r l ine inso lvencies  as  wel l  as  exper ience f rom other  indus t r ies  that  have

faced i ssues  that ,  whi le  not  as  unprecedented,  nonethe less  have paral le l s  that  can be drawn wi th

the current  cr i s i s?

Airline insolvencies have always been a feature of the avia�on industry. In Europe

and many other regions, the response to an insolvency has generally been for

secured lenders and aircra� lessors to enforce against their security and repossess

aircra�, save in those situa�ons where government support has meant that the

airline has con�nued to fly (e.g. Alitalia). This approach is to be contrasted to the

United States, where airline Chapter 11 bankruptcies leading to restructurings have

been common.

However, not even in the a�ermath of 9/11 has the avia�on industry previously

faced such widespread disrup�on to its business, with the financial pain spread

across so many airlines and regions. In these circumstances, the old paradigm of

repossessing aircra� from stressed and insolvent airlines and redeploying them to stronger airlines or more buoyant regions may

not be an op�on in a globally distressed market and will not provide a solu�on that preserves value. Instead, lenders and lessors

looking to avoid the costs of repossessing, storing and maintaining aircra� (as well as the environmental risk that comes with it)

will need to find different ways of addressing the problems of airlines who simply cannot meet their financial commitments.

The COVID-19 crisis will be transient and should not affect long-term avia�on demand. Where lenders and lessors think an

airline’s impending failure is only a result of the current crisis, they should appreciate that value can be preserved by working

with the other creditors on a coordinated basis. This will ensure that one creditor’s ac�ons do not adversely affect the interests

of others and, with creditors working together, the airline can weather the effects of the current crisis and deploy its key assets

when the crisis abates in order to generate revenues and repay accrued debts.
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A parallel can be drawn from the mari�me sector, which has gone through various global downturns in recent years due to

overcapacity in the market and distress caused by falls in the oil price. Here, mortgage enforcement against a vessel is not the

favoured route, as vessels are some�mes bespoke and costly to repurpose and many sales at a �me of poor demand would

result in li�le more than the scrap value of the vessel being realised. The lesson that can be drawn from these periods of

financial distress caused by a sharp drop in global demand is that coordinated ac�on by creditors is key to preserving value and

saving those debtors that are viable were it not for the downturn. This coordina�on has resulted in successful restructurings of

shipping companies, safeguarding value and leading to be�er returns for creditors.

Therefore, the avia�on industry in general, and par�cularly lenders and lessors, will need to find ways to co-ordinate their efforts

in rela�on to distressed airlines to avoid a wave of insolvencies and the destruc�on of value across the industry. Crea�ng an

environment where unilateral ac�on is forestalled will likely require coordina�ng commi�ees (“CoComs”) to be established.

CoComs are a common feature of restructurings across other industries, including in the mari�me sector.

Yet establishing CoComs to deal with airline restructurings will mean addressing a

number of industry specific traits, which include: airlines having a greater number of

counterpar�es financing their aircra�; a more established (and therefore more

prevalent) leasing market alongside debt financing; and the previous prac�ce of (and

therefore ins�nc�ve recourse to) repossessing aircra� rather than engaging in a

workout of an airline’s financial difficul�es.

The avia�on industry’s unfamiliarity with CoComs and various industry-specific

issues may lead to tension between members that will inevitably need to be ironed

out. Further complica�on may come from the various ini�a�ves already being

discussed in rela�on to state aid or even state interven�on to save favoured na�onal

champions. However, it is difficult to see an alterna�ve that does not lead to greater pain in these unprecedented �mes.

Watson Farley & Williams is uniquely placed to guide lenders and lessors through this new landscape. We have advised on more

restructurings of mari�me assets than any other law firm and have a track record advising CoComs. This, coupled with our in

depth understanding and experience of the avia�on industry, means that we can draw on the complete set of skills necessary to

navigate this new paradigm of airline restructurings.
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DISCLAIMER

Watson Farley & Williams is a sector specialist interna�onal law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide prac�cal, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated en��es. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualifica�on in WFW
Affiliated En��es. A list of members of Watson Farley & Williams LLP and their professional qualifica�ons is open to inspec�on on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regula�on Authority and its members are solicitors or registered foreign lawyers.

The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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