Convertible Issuance in the Pandemic
Southwest Airlines
With the onset of COVID-19 and the resultant economic shutdowns across the globe,
a number of issuers from different industries sought financing in the convertible
market. Many businesses faced higher cash flow burn rates and lower revenue due to
required shutdowns, in-person capacity restrictions, and reduced consumer spending.
These companies often turned to convertibles to provide needed liquidity bridges,
demonstrating Advent’s long-held belief that the convertible market serves as an
important vehicle for financing in times of need.

Southwest Airlines
Southwest Airlines is a dominant low-cost carrier in the U.S., with a 23 percent market
share of domestic air travel. When the global pandemic subsides, Southwest may be
poised to benefit relative to legacy carriers, as its revenue is significantly more levered
to U.S. domestic leisure travel. The company’s average travel length is only 750 miles1
versus international and business-oriented trip lengths of peer carriers that average
approximately 1,100 miles.2
Corporate travel appears to have a slow recovery ahead, because shifts in technology
and telecom infrastructure have allowed corporations to be surprisingly effective at
conducting business virtually. According to an October 2020 Barclays Business Travel
Survey, recent business travelers estimate that videoconferencing technology could
replace as much as 24 to 34 percent of their prior business travel. In contrast, signs of
pent-up demand for domestic leisure travel are beginning to appear.
Limited avenues for consumer spending have buoyed the savings rate, and the travel
industry may be primed to recover as consumer wallet share shifts back to a historical
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spending mix. Carriers are adding additional flights around Thanksgiving, and 2021
booking announcements made by some leisure companies signal that volumes for the
second half of 2021 are consistent with pre-COVID historical averages. Investors are
watching these trends closely as the pandemic cycles its way through the dynamics of
spread and containment. As the market looks forward to a widely distributed, safe and
effective vaccine, there appears to be limited secular change to leisure demand.
When the pandemic halted travel in April, Southwest responded by issuing a $2.3
billion 1.25 percent convertible note due in 2025. The purpose of this convertible was
to help enable the company to successfully navigate through the economic storm.
With this and other additional capital, the airline appears to have a long liquidity
runway of approximately 19 months as of November 2020, assuming revenues are

1 Southwest Airlines Corporate Fact Sheet, July 23, 2020. 2 Oliver Wyman Airline Economic Analysis, 2018-2019 Edition.
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down 80-85 percent reflective of the March-April timeframe. With the rebound in traffic since then, the company is guiding
towards a cash burn rate at half of the worst-case scenario experienced in 2Q 2020. Southwest’s current cash balance as of
November 2020 stands at 13.6 billion dollars, providing the company with liquidity to wait for the potential distribution of a
vaccine and a potential economic recovery. Southwest is using its strengthened financial position to invest in new routes at
airports it previously did not have a presence, such as Chicago O’Hare and Houston Bush, in an effort to win market share and
continue its strategy of the past 45 years.
Southwest’s convertible issuance highlights the flexibility that the asset class can offer to companies throughout market cycles.
As a resourceful component of the financing ecosystem, the convertible market filled a funding gap that helped this hardhit airline to preserve its balance sheet and mitigate cash burn during an unprecedented shock to demand as it waits for its
domestic leisure customers to begin traveling again.

The potential impacts of the COVID-19 outbreak are increasingly uncertain, difficult to assess and impossible to predict, and may result in significant losses. Any
adverse event could materially and negatively impact the airline industry.
As of 10.31.2020, Advent Convertible and Income Fund (AVK) has 1.15% of its portfolio allocated to Southwest Airlines.
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