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Downgrade

Fitch Downgrades Virgin Australia to 'CCC-' on Liquidity
Issues
Fitch Ratings-Sydney-17 April 2020:
Fitch Ratings has downgraded Virgin Australia Holdings Limited's (VAH) Long-Term
Foreign-Currency Issuer Default Rating (IDR) to 'CCC-' from 'B-' due to the increasing uncertainty
around whether the airline will be able to obtain additional financing to ensure it has sufficient
liquidity while the coronavirus-related travel restrictions in Australia remain in place. The rating is
removed from Rating Watch Negative (RWN), on which it was placed on 26 March 2020.
The rating action follows the company's announcement that it is in discussions on restructuring
alternatives. While Fitch believes that the company continues to work on financial assistance, we
believe that travel curbs to contain the COVID-19 pandemic are increasingly straining its liquidity
such that default is a real possibility.
VAH's working capital is increasingly being affected by cancellations, minimal bookings and
outflows at its loyalty programme as members redeem points for non-flight benefits. The airline
has now grounded most of its fleet to minimise cash outflows, but it is seeking options to shore up
its liquidity. VAH's ability to secure this funding is important to maintain its viability.
Fitch believes the measures VAH took to ground its entire domestic fleet and run only the
government-subsidised minimum domestic network will help the airline preserve cash flows.
However, we believe the airline will run out of liquidity over the next six months without fresh
third-party support. It remains uncertain when the travel restrictions will be lifted, and the time it
will take for consumers to return to travel and VAH's operations to return to normal.

Key Rating Drivers
COVID-19-Related Impact: Liquidity stress has been amplified as all non-essential travel between
cities in Australia is effectively prohibited. VAH has suspended international operations and all
domestic flights, except for the government-subsidised minimum domestic network. We expect
cash-flow generation to fall significantly in the financial year ending June 2020 (FY20), and continue
into at least 1HFY21. As a result, we believe that VAH will require fresh third-party financial support
to ensure its survival during the travel restrictions and the aftermath once they are lifted.

Liquidity Pressure & Restructuring: VAH says that it remains in discussions on financial assistance.
Fitch believes debt restructuring is a possibility unless VAH is able to obtain additional funding or
some form of financial assistance from the government or another party. Fitch expects VAH to
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experience significant working-capital outflows for the remainder of FY20 as customers seek
refunds and bookings fall sharply, and there are outflows for aircraft rent, staff costs,
frequent-flyer point redemptions and other charges.
In our view, without additional funding over the next few months, there is a high chance that the
airline will not be able to survive the impact of the COVID-19 shut down. We believe the
government's relief package announced in March 2020, which provides refunds of airport charges
incurred since February 2020, provides little support past FY20 given the grounding of most of
VAH's fleet. Further, the government's announcement that it will subsidise a minimum domestic
network from April to June 2020 will also provide little liquidity relief for the airline above what it
could save with the grounding of its fleet.
Coronavirus Assumptions: Fitch now forecasts VAH's domestic capacity to fall by 100% for the rest
of FY20, before recovering gradually from August 2020. We believe the government subsidies for
flights will be, on the whole, earnings neutral and have not incorporated their effect into our
forecast. We assume VAH's revenue passenger kilometres (RPK) and available seat kilometres
(ASK) to gradually recover to close to our previous estimates by FY22. We believe that the
coronavirus-related curbs in Australia will continue to have a strong impact on travel throughout
FY21, although domestic travel may slowly resume over the next couple of months.
VAH's earliest debt maturity is USD350 million in October 2021, however the company is unlikely to
be in a position to meet its debt service requirements beyond September 2020 without additional
funding.
Limited Levers, but Lasting Impact: VAH has options available that we have not specifically
incorporated into our short-term liquidity forecasts, including handing back leased aircraft and
selling or borrowing against owned aircraft. We believe these measures, which would have a
lasting impact and affect VAH's ability to recover, would be VAH's last line of defence. In addition,
we have not included any potential further relief from the government to the aviation sector in our
forecasts.

Derivation Summary
VAH's rating reflects the liquidity pressures it is facing compared with peer, Public Joint Stock
Company Aeroflot - Russian Airlines (Aeroflot, BB/Negative). Aeroflot benefits from its position as
Russia's flagship carrier, as well as the diversification of its route network, favourable hub position

and competitive cost structure. Aside from the liquidity pressures, VAH's business profile is
comparable with that of Aeroflot as well. VAH has a strong market position as a result of the
structure of the Australian aviation market and protection from Australia being the final

For personal use only

destination for most travellers.
The main factors underscoring the seven-notch differential are the two-notch uplift for Aeroflot's
rating under Fitch's Government-Related Entities Rating Criteria, with the remaining notches
attributable to Aeroflot's better business profile due to larger scale and the deterioration of VAH's
financial profile - which has led to three-notch downgrade - as it responds to the pandemic.
Latin American peers, GOL Linhas Aereas Inteligentes S.A. (B/RWN) and LATAM Airlines Group S.A.
(B+/RWN) have also been downgraded to account for strong cash-flow burn associated with the
pandemic. The rating differential with VAH's reflects the relative stronger liquidity position of these
peers.

Key Assumptions
Fitch's Key Assumptions Within Our Rating Case for the Issuer
- COVID-19-Related Assumptions: Domestic ASK to reduce by over 90% in 4QFY20. ASK capacity
cuts to reduce during 1HFY21, with load factors and prices to recover towards FY19 levels by FY22.
Domestic ASK to reflect FY19 levels in FY22
- International ASK to reduce by 100% in 4QFYE20. ASK capacity to gradually recover from
December 2020, but overall ASK to remain below historical levels. Load factors and prices to
recover to FY19 levels from FY22.
- Associated cost savings from grounding of aircraft to be achieved, with aircraft returning to
service in 1HFY21 in line with ASK reinstatements.
- Group capacity to expand by low single digits in FY23 across all group airlines, with group-wide
load factors to improve to around 82.5% by FY23.
- Velocity revenue to fall by 60% in FY21 and increase to historical levels from FY22.
- Jet fuel requirements to move in line with changes in ASK. Prices are based on Gulf Coast Jet Fuel
Platts swap prices from September 2019 to February 2023.
- VAH to realise guided annual AUD75 million in employee cost savings and other supplier savings
by FYE21.

- Capex of AUD400 million in FY20, AUD326 million in FY21, AUD367 million in FY22 and AUD367
million in FY23.
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RATING SENSITIVITIES
Factors That Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade:
- VAH is able to obtain additional liquidity to support working capital and enacts a definitive
refinancing plan to address its October 2021 debt maturity.
Factors That Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade:
- VAH is unable to obtain additional liquidity support.
- There is an increased likelihood of default, which could stem from a debt restructuring.

Best/Worst Case Rating Scenario
International scale credit ratings of Non-Financial Corporate issuers have a best-case rating
upgrade scenario (defined as the 99th percentile of rating transitions, measured in a positive
direction) of three notches over a three-year rating horizon; and a worst-case rating downgrade
scenario (defined as the 99th percentile of rating transitions, measured in a negative direction) of
four notches over three years. The complete span of best- and worst-case scenario credit ratings
for all rating categories ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are
based on historical performance. For more information about the methodology used to determine
sector-specific best- and worst-case scenario credit ratings, visit https://www.fitchratings.com/site/
re/10111579.

Liquidity and Debt Structure
Liquidity Pressures: Fitch expects VAH's free cash flow to be negative in FY20 and FY21 and put
liquidity under pressure as it responds to the COVID-19-related disruption. We believe that actions
taken so far to reduce cash outflows, in particular the prompt grounding of fleet, has given VAH
time to manage through the situation. However, we now believe that VAH needs to secure
additional funding in the coming months to ensure its ongoing viability.
The airline's next significant debt maturity is a USD350 million facility in October 2021. The airline
has aeronautical finance facilities in place, but VAH has limited unencumbered assets against

which it can raise further secured debt to shore up liquidity.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING
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The principal sources of information used in the analysis are described in the Applicable Criteria.
ESG Considerations
ESG issues are credit neutral or have only a minimal credit impact on the entity(ies), either due to
their nature or the way in which they are being managed by the entity(ies). For more information
on Fitch's ESG Relevance Scores, visit www.fitchratings.com/esg.
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Director
+61 2 8256 0348
Fitch Australia Pty Ltd
Level 15 77 King Street
Sydney NSW 2000
Secondary Rating Analyst
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Additional information is available on www.fitchratings.com
Applicable Criteria
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Corporate Rating Criteria (pub. 27 Mar 2020) (including rating assumption sensitivity)
Corporates Notching and Recovery Ratings Criteria (pub. 14 Oct 2019) (including rating assumption
sensitivity)
Parent and Subsidiary Rating Linkage (pub. 27 Sep 2019)
Sector Navigators-Addendum to the Corporate Rating Criteria (pub. 27 Mar 2020)
Applicable Model
Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria
providing description of model(s).
Corporate Monitoring & Forecasting Model (COMFORT Model), v7.9.0 (1)
Additional Disclosures
Dodd-Frank Rating Information Disclosure Form
Solicitation Status
Endorsement Status
Endorsement Policy
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, THE
FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-DEFINITIONS-DOCUMENT DETAILS
FITCH'S RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING
DEFINITIONS RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street,
NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or
retransmission in whole or in part is prohibited except by permission. All rights reserved. In issuing

and maintaining its ratings and in making other reports (including forecast information), Fitch
relies on factual information it receives from issuers and underwriters and from other sources
Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information
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relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of
that information from independent sources, to the extent such sources are available for a given
security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated security and its
issuer, the requirements and practices in the jurisdiction in which the rated security is offered and
sold and/or the issuer is located, the availability and nature of relevant public information, access
to the management of the issuer and its advisers, the availability of pre-existing third-party
verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineering reports, legal opinions and other reports provided by third parties, the availability of
independent and competent third- party verification sources with respect to the particular security
or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings
and reports should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating or a
report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the
accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including
independent auditors with respect to financial statements and attorneys with respect to legal and
tax matters. Further, ratings and forecasts of financial and other information are inherently
forward-looking and embody assumptions and predictions about future events that by their
nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a
rating or forecast was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of any
kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of
the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness
of a security. This opinion and reports made by Fitch are based on established criteria and
methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports
are the collective work product of Fitch and no individual, or group of individuals, is solely
responsible for a rating or a report. The rating does not address the risk of loss due to risks other
than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale
of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report
were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a
substitute for the information assembled, verified and presented to investors by the issuer and its
agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any
sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment
on the adequacy of market price, the suitability of any security for a particular investor, or the
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tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees
from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees
generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In
certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to
vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its
name as an expert in connection with any registration statement filed under the United States
securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing
and distribution, Fitch research may be available to electronic subscribers up to three days earlier
than to print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide credit
ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to
be used by persons who are retail clients within the meaning of the Corporations Act 2001
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally
Recognized Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit
rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit
ratings on behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit
rating subsidiaries are not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings
issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO
personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced
outside the EU may be used by regulated entities within the EU for regulatory purposes, pursuant
to the terms of the EU Regulation with respect to credit rating agencies, can be found on the EU
Regulatory Disclosures page. The endorsement status of all International ratings is provided within
the entity summary page for each rated entity and in the transaction detail pages for all structured
finance transactions on the Fitch website. These disclosures are updated on a daily basis.

