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Asset Management

Aviation Newsletter – Q4 2019
Aviation Highlights for Q4 2019


The Boeing 737 Max crisis has led to the departure of Boeings CEO and a new communication strategy of
the manufacturer. Also the Q4 results have been heavily impacted with provisions rising to more than USD
18 bn.



Airlines beat earnings estimates, with North American carriers leading the way.



Airline stocks soared in Q4 again after a slight drop, back to the level of the beginning of the year; the
kerosene spot prices increased compared to Q3, and general economic uncertainty remained comparably
high.



Passenger numbers grew below the long-term average nonetheless have managed to outpace capacity
growth, supporting high load factors across the globe.



Prime Capital was able to close and commit USD 15m to aviation debt in the fourth quarter. The underlying
airlines are based in Asia and Europe, with spreads between 255 Bps and 260 Bps (over USD swap).

 Conclusion: While the news flow was a little quieter in the fourth quarter, the general trends have remained .
Passenger growth is still declining, however outpacing capacity. Financing activity has been stable with
several ABS transactions in the fourth quarter. Aircraft trading activity further declined due to the shortage
of aircraft, caused by the Boeing 737 Max8 crisis. We currently see a generic spread for a narrow-body loan
at around 220 Bps.
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Prime Capital’s Aviation Track Record

Q4 Summary
In the fourth quarter the press coverage of aviation was muted compared to the previous quarters. The focus remained
on Boeing and the B737 Max crisis. Boeing drew clear consequences and dismissed its CEO. In addition, production of
the aircraft was temporarily discontinued starting at the end of January 2020. This is partly due to the fact that Boeing is
running out of space to park the produced aircraft. It is currently estimated, that delivery of the 400 aircraft produced
after grounding will take until 2021. With the new CEO, there has also been a significant change in the Group's
communication strategy. Boeing announced in mid-January that it did not expect the aircraft to be re-certified before
mid-2020. This deviates from the previous strategy of always pushing the date back by one or two months. The FAA has
since then commented, that it considers the timeline to be conservative and expects an earlier certification without
providing a precise date. Boeing has set aside a total of USD 18.6 billion for claims in the fourth quarter of 2019. At the
same time, Boeing was able to secure a credit line of USD 12 billion. While the crisis continues to put significant strain
on the aviation industry, it has also led to a rationalization of capacity and stabilizing values for existing aircraft. Due to
the expected slow re-entry of the Boeing B737Max into the world fleet, this effect is expected to last for several quarters.
Ishka estimates a shortfall of c. 1000 aircraft. This is also expected to slow trading among leasing companies.
In December the first ever aircraft was financed using a green loan. ATR has delivered its first ever green financed aircraft
to Swedish regional airline Braathens. It is part of a new order for five 72-600s, all purchased by Singapore based lessor
Avation from ATR and leased to Braathens. ATR has acquired an ISO certification for managing the entire lifecycle of the
aircraft, mapping out an effective environmental management system.
Rumors increased for an interest of Lufthansa to take over Alitalia, which is still under administration. However Lufthansa
announced, that the airline would only be interested in taking over a restructured Alitalia, which should be done by the
current ownership. Since then the deadline for a solution was further extended by six months until June 2020, while the
Italian government claimed, that this would be the final extension.
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Financing Terms
Average EETC* spreads overall for major airlines slightly decreased by 23 Bps in Q4. However, whilst spreads for Unite
Airlines and British Airways remained fairly stable, spreads of US Airways, Air Canada and Norwegian Air Shuttle
decreased significantly. The sharp decrease was mainly driven by good results of the airlines. Norwegian continues to
struggle, but reported improved figures for Q4.

EETCs Spreads
United Airlines 2013-1 Class A
Air Canada 2013-1 Class A Pass
US Airways 2013-1Class A Pass
British Airways PLC
Norwegian Air Shuttle ASA 2016
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* EETCs are publicly-issued bonds, with full recourse to the airline and backed by liens on a portfolio of aircraft
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Airline Equity Market

The preliminary Q4 2019 airline financial
data gathered by IATA confirms a steady
development in earnings on a global
basis. Global airline share prices climbed
in Q4 by 5.6%, while global equities have
been up 8.2% over the same period.
Initial Q4 2019 earnings announcements
showed that strong demand and a lower
fuel price continued to support especially
North
American
airlines.
Looking
forward, although rising capacity in 2020
may be a challenge in some regions,
moderate fuel prices together with an
improvement in global economic growth
are expected to support industry-wide
financial performance. Following a shortlived improvement in October, global
base
passenger
yields
(excluding
surcharges and ancillary revenues) eased
modestly in US dollar terms in November
despite the improvement in premium
class yields.
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Overall, economy class yields trended downwards in Q4 2019, while premium class yields improved in the last two
months of the year. However, both economy and premium class yields are approx. 3% lower than their level at the
beginning of the year. In 2020, moderate economic growth together with the planned capacity increases in some
regions will likely maintain downward pressure on yields.

Commercial Aviation
Global revenues passenger kilometers (RPK)
measuring the total demand of passenger
traffic, increased by 4.5% (y-o-y) as of year
end, up from 3.8% in September. The RPK
growth is currently significantly below the 5year average of 7% and also below the 10year average. Available seat kilometers
(ASK) increased by 2.1% year-on-year as of
December, while the load factor slightly
increased to 82.3% trending towards its alltime highs in 2018. The growth has
significantly slowed during the past month,
in line with economic expectations. IATA
expects a growth around 5.5% for the
coming year 2020. The annual growth is
currently below expectations, but partially
made up by the high-season contribution in
the summer. The load factor has reversed its
downward trend and is expected to
stabilize, likely due to further consolidation
in the airline industry. However, even
though oil prices are tumbling, the industry
is expected to further consolidate, due to
competitive pricing and declining margins.
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About Prime Capital’s Private Debt Team
Prime Capital has been a pioneer in making aviation debt accessible to institutional investors and has since been
expanding its Private Debt capabilities into Corporate Lending, Infrastructure and Real Estate financing and
expects significant further asset growth in these areas.
Prime Capital’s Private Debt Team manages more than EUR 2bn across these asset classes for institut ional
investors.
Further information about Prime Capital AG can be found on the web site
www.primecapital-ag.com

Contact:
Prime Capital – Portfolio Management Private Debt
pmpd@primecapital-ag.com
Source of Data (08 February, 2020): Prime Capital AG, Bloomberg, IATA, Airline Economics,
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Disclaimer:
The information and opinion contained in this document (hereinafter “Information”) is provided only for information purposes, and is
not construed as a solicitation of an offer to buy or to sell any securities or financial instruments in any jurisdiction whatsoever. It does
not constitute an official confirmation, invitation, solicitation or offer to subscribe for or purchase or sell any of the products or
services of Prime Capital AG, Frankfurt am Main. No investment decision should be made on the basis of this document. The
Information contained herein may not be complete and may not contain all relevant material information related to any (financial)
instrument presented. No representation or warranty is made or implied concerning, and Prime Capital AG assumes no responsibility
for, the accuracy, completeness, reliability or comparability of the information contained herein relating to third parties.
The Information contained in this document was obtained in good faith from sources considered to be reliable, but its accuracy,
completeness, reliability, or comparability is not guaranteed or otherwise warranted or represented by Prime Capital AG. Specifically,
the Information contained herein has been obtained from third party sources, which is based solely on publicly available information.
Prime Capital AG makes no representation, express or implied, as to the accuracy, correctness, suitability or timeliness of such data.
In particular, Prime Capital AG is not obligated to update information provided in this document or to delete obsolete information
from this document. The information provided in this document may change at any time without prior notification. As a result,
information once published in this document may not be understood to mean that matters have remained the same since publication
or that the information is still up-to-date following its publication. The validity of the information is limited to the point in time of their
being issued and may change based on market developments.
This document and the Information contained herein is confidential and intended only for the person to whom it has been provided
and under no circumstance may a copy be shown, copied, transmitted, or otherwise given to any person other than the authorized
recipient without the prior written consent of Prime Capital AG.
The content of this document is protected by intellectual property rights owned by Prime Capital AG. The reproduction, transmission
(electronically or by other means), linking, alteration, storage, archiving or other uses for public or private use of information or data,
in whole or in parts, in particular, the use of texts, portions of texts or images requires the prior consent of Prime Capital AG. In
particular, you are prohibited from:
i.
copying this document in whole or in parts (whether by printing them on paper, saving them to a file or otherwise);
ii.
removing, changing or otherwise making the content of this document incomprehensible or using the material contained on
this document in a manner other than intended in these legal notices and terms of use;
iii.
using this document or the information it contains for unlawful purposes.
The Information provided herein is not taking into account any particular person’s objectives, financial situation or needs. Investors
should before acting on the information provided in this document, consider the appropriateness of the information having regard to
their individual objectives, financial situation or needs.
Please bear in mind, that any forward looking statements re targets and achieving such targets is subject to unexpected risk and
uncertainties and can not be guaranteed in any way.
Privacy:
Prime Capital AG is committed to protecting your privacy. The types of personal information we collect about you depends on the
relationship with us. They include (i) your personal contact details such as name, title, postal addresses, email addresses and
telephone numbers, (ii) the company you work for and your position, (iii) identification and background information we may collect
about you as part of our business acceptance procedures, (iv) technical information such as information from your visits to our website
or relating to the event invitations, updates, marketing material, and other communication we send to you electronically, (v) your
communication preferences regarding marketing materials or (vi) any other personal information you provide to us during your
relationship with us, such as dietary requirements, any physical disability and your views and comments.
They ways in which we collect personal information about you may include the following: (i) in the cours of our business acceptance
procedures, (ii) through your general use of our website . In particular, we collect personal information about you if you complete
forms on our website and if you send emails to firm personnel, (iii) through your responses to our emails asking that you confirm and
update information we maintain about you, or that you provide your consent for us to communicate with you, or (iv) through
information you may provide to representatives of our firm at conferences or similar events.
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