
"Gove r nmen t s  ha ve
p ro v i d ed  va r i o u s
f i nan c i a l  s uppo r t
pa c kage s  f o r  a i r l i n e s
i n  an  agg rega t e
amoun t  t o t a l l i n g  an
e s t ima t ed
US$173bn . "
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With ai r l ines  having los t  an es t imated US$118.5bn in 2020, i t ’s  easy to  forget  the av ia t ion

indus t r y  had been enjoying an ex tended super-cyc le  pr ior  to  the Covid-19 pandemic.  There was a

boom in new and emerging markets ,  popula t ions were becoming more mobi le ,  low-cos t  a i r l ine

models  were wel l -es tabl i shed and growing compet i t ion between lenders  was dr iv ing down

f inancing cos ts  and lease ra tes  for  a i rcraf t .

The pandemic put a swi� halt to this progress. Travel restric�ons and na�onal

lockdowns converged to deliver a significant and prolonged economic shock to the

industry, forcing airlines to operate heavily reduced flight schedules and ground

significant propor�ons of their fleets. By September, the Interna�onal Air Transport

Associa�on (IATA) had been expec�ng full-year traffic levels for 2020 to be down

66% on 2019. The impact has been, and con�nues to be, severe, par�cularly for

those in the northern hemisphere that have been unable to rely on strong summer

revenues to sustain them through winter.

Governments have provided various financial support packages for airlines in an

aggregate amount totalling an es�mated US$173bn. The availability, level and form

of support has varied from one country to another. In some cases, support has been subject to condi�ons that airlines would

likely resist in other �mes – s�pula�ons as to equity stakes, restric�ons on dividend payments, reduc�ons in carbon emissions,

the implementa�on of cost cu�ng measures, the renego�a�on of exis�ng liabili�es and adjustments to employment condi�ons.

Nevertheless, those airlines that receive support are o�en be�er placed to raise addi�onal capital in the markets, as a result of

increased confidence from investors that they will be able to survive. Governments’ ability to support airlines, however, is not

unlimited. As the pandemic and airlines’ pain con�nues, governments have to weigh the merits of providing further support to

airlines against the many other compe�ng priori�es.
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" I n  a  c l ima t e  o f
d ep re s s ed  a i r c ra f t
v a l u e s  and  w i t h
many  e s t ab l i s h ed
l e nde r s  i n  t h e  ma r ke t
pu t t i ng  a  pau s e  on
l e nd i ng  t o  t h e  s e c t o r,
a i r l i n e s  ha ve  been
f o rced  t o  l oo k
beyond  t h e i r  u s ua l
s ou rce s  o f  f i nan ce . "

Although there is op�mism that the recent approval of vaccines signals the

beginning of the end of the pandemic, the emergence of new strains of the virus and

renewed lockdowns in the UK and abroad have dampened hopes that airline

revenues are likely to rebound in the near term. Many speculate that there will be a

greater number of airline restructurings and insolvencies in 2021 and going into

2022 than we saw last year. Securing liquidity remains key to airlines trying to ride

out the storm.

AIRL INES  NEED TO SPREAD THE IR  WINGS TO SURVIVE

When lockdowns took effect around the globe, airlines were quick to try and stop

the bleeding of cash and to raise funds to enable them to ‘trade through’ a period of

supressed revenues.

In a climate of depressed aircra� values and with many established lenders in the market pu�ng a pause on lending to the

sector, however, airlines have been forced to look beyond their usual sources of finance – loans secured against their aircra�,

sale and leaseback transac�ons, bank facili�es and unsecured bond issuances.

They have had to become more innova�ve in finding ways to leverage their assets and revenue streams.

One trend that has emerged, par�cularly in the United States, has been the use of intangible assets, frequent flyer programmes,

brand IP rights and airport landing slots to raise finance. New lending has also been secured on various non-aircra� assets, such

as hangars, spare parts, equipment and flight simulators.

Raising capital against these ‘alterna�ve assets’ is not a new concept. Prior to the pandemic, for example, several airlines in the

United States had secured their slots, gates and routes as part of a broader collateral package for corporate loan facili�es. In

Europe also, there had been a handful of slot financings. These included Virgin Atlan�c’s £250m securi�sa�on of its Heathrow

slot por�olio in 2015, a ‘first of its kind’ transac�on. The value of slots in the restructuring context had also already been seen in

2019 with Norwegian Air Shu�le’s rollover of bonds, achieved by offering indirect security over its slots at Gatwick.

Since the onset of the pandemic, a series of large-scale transac�ons by airlines in the United States has demonstrated the

a�rac�veness of these asset classes amongst investors. In April 2020, Delta Air Lines raised US$5bn under a package of loans and

bonds secured by slots at airports in New York and at Heathrow. American Airlines borrowed US$2.5bn against its own New York

and Heathrow slots before issuing a further US$1.2bn of debt secured against its brand and domes�c slot por�olio.

The largest of these transac�ons, however, were those secured against the airlines’ loyalty programmes. United Airlines raised

US$6.8bn in June, offering-up its MileagePlus programme as security. In September, Delta Air Lines followed suit with the

industry’s largest debt issuance to date, raising US$9bn of new debt secured against its SkyMiles frequent-flyer programme,

having ini�ally only sought to raise US$6.5bn from the transac�on.
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" A n  a i r l i n e  c a n  r e a d i l y

r e p l a c e  i t s  a i r c r a f t

s h o u l d  i t  n e e d  t o ,

w h e r e a s  i n t a n g i b l e

a s s e t s  a r e  c r i t i c a l  t o

t h e  a i r l i n e ’s  c o n t i n u e d

o p e r a t i o n s .  T h i s

p r o v i d e s  t h e  i n v e s t o r

w i t h  i n f l u e n c e  a n d

l e v e r a g e  i n  a n y

s u b s e q u e n t

r e s t r u c t u r i n g  o f  t h e

a i r l i n e ,  i n  a d d i t i o n  t o

i t s  r e a l i s a t i o n  v a l u e  o n

e n f o r c e m e n t . "

" Fu r t h e r  a i r l i n e

r e s t r u c t u r i n g s  a n d

i n s o l v e n c i e s  a p p e a r

i n e v i t a b l e ,  b u t ,  f o r

s o m e ,  t h e s e  a l t e r n a t i v e

a s s e t s  m a y  j u s t  p r o v e  t o

b e  t h e  v i t a l  l i f e l i n e  t h a t

k e e p s  t h e m  a i r b o r n e . "

When compared to aircra�, these intangible assets are less homogenous, less liquid

and more difficult to value. However, an airline can readily replace its aircra� should

it need to, whereas these assets are cri�cal to the airline’s con�nued opera�ons. An

airline will not be able to operate flights without landing slots. Without its loyalty

programme, it is unable to contact its database of customers, and it would be

unrecognisable to consumers without its brand or website. This cri�cal nature of the

collateral provides the investor with influence and leverage in any subsequent

restructuring of the airline, in addi�on to its realisa�on value on enforcement.

While a number of these transac�ons have taken the form of secured lending

provided directly to the airline itself, such a structure carries the risk that

enforcement against the asset may be frustrated by a stay on enforcement or other

consequences of an insolvency process affec�ng the airline. Many of these

transac�ons have therefore been structured as on-balance sheet securi�sa�ons,

with the collateral assets being transferred to a bankruptcy-remote subsidiary which

acts as the borrower or issuing en�ty. The jurisdic�on of incorpora�on for that

subsidiary may be different to the airline’s home jurisdic�on as a result of various

insolvency and tax considera�ons. In that case, or in the case of an off-balance sheet structure involving an ‘orphan’ borrower, a

professional corporate servicer may be required to manage the en�ty or to provide local directors.

Investors in transac�ons involving these assets typically include ins�tu�onal

investors and, in the current market with higher returns on offer, private equity and

alterna�ve investment funds. They will be represented by a trustee or agent who will

carry out the administra�ve func�ons of communica�ng with the airline throughout

the life of the transac�on and who will distribute no�ces and informa�on and

coordinate with the investors.

THE  POST-COVID HORIZON

Having received limited a�en�on in be�er �mes, the assets underpinning some of

the largest capital raises ever to be seen in the industry are now firmly in the

spotlight. The successes of airlines in the United States have set a strong precedent and cleared the path for others in Europe

and further afield to follow suit.

With travel disrup�on con�nuing into Q1 2021 and pre-Covid flight numbers not expected to return un�l 2024, further airline

restructurings and insolvencies appear inevitable. For some, however, these alterna�ve assets may just prove to be the vital

lifeline that keeps them airborne.

This ar�cle has been co-authored by Patrick Moore, Partner at Watson Farley & Williams, and Abigail Holladay, Director –

Transac�on Management at Ocorian. The ar�cle was first published on Ocorian’s website and can be accessed here.
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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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