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We are disclosing in this report our ESG credit indicators for the global airlines and aircraft leasing sectors. Our ESG credit
indicators provide additional disclosure and transparency at the entity level and reflect our opinion of the influence that
environmental, social, and governance factors have on our credit rating analysis. They are applied after the credit rating
has been determined. They are not a sustainability rating or an S&P Global Ratings ESG evaluation.
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Key Takeaways

- Along with shipping and trucking, we assess airlines as having the highest industry risk
among industrial companies. Aircraft leasing is less risky.

- The most important ESG factor currently is a social risk--health and safety--reflecting
the impact of COVID-19 on airlines' passenger volumes, revenues, and profits.

- Longer term, climate transition risk represents a major challenge for airlines.

Our ESG Credit Indicators

Table 1

Environmental Credit Indicators

Credit indicator Definition

E-1 Environmental factors are, on a net basis*, a positive consideration in our credit rating analysis,
affecting at least one analytical component§.

E-2 Environmental factors are, on a net basis*, a neutral consideration in our credit rating analysis.

E-3 Environmental factors are, on a net basis*, a moderately negative consideration in our credit rating
analysis, affecting at least one analytical component§.

E-4 Environmental factors are, on a net basis*, a negative consideration in our credit rating analysis,
affecting more than one analytical component§ or one severely.

E-5 Environmental factors are, on a net basis*, a very negative consideration in our credit rating analysis,
affecting several analytical components§ or one very severely.

*"On a net basis" means that we take a holistic view on exposure to environmental factors and related mitigants. §Analytical components
include criteria scores and subscores (including the key analytical elements to assess them). "Affecting" means leading to a different outcome
for an analytical component or lower/higher headroom for an analytical component.

In our ESG credit ratings criteria "Environmental, Social, And Governance Principles In Credit
Ratings," Oct. 10, 2021, we articulate the principles that S&P Global Ratings applies to incorporate
environmental, social, and governance (ESG) credit factors into its credit ratings analysis. In that
criteria we define ESG credit factors as those ESG factors that can materially influence the
creditworthiness of a rated entity or issue and for which we have sufficient visibility and certainty
to include in our credit rating analysis. We note that when sufficiently material to affect our view of
creditworthiness, ESG credit factors can influence credit ratings.

In our commentary "ESG Credit Indicator Definitions And Application," Oct. 13, 2021, we discuss
the introduction of ESG credit indicators as a complement to our existing credit rating analysis.
Whereas our ESG criteria seek to enhance transparency in how and where we capture ESG factors
in credit ratings, our ESG credit indicators provide additional disclosure by reflecting our opinion
of how material the influence (on a 1-5 scale) of ESG factors is on our credit rating analysis. We
assess these indicators on a net basis, meaning that we take a holistic view of exposure to
environmental, social and governance factors and related mitigants on the credit rating analysis.
They are applied after the rating has been determined. They are not a sustainability rating or an
S&P Global Ratings ESG evaluation.[1]
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Accordingly, the application--or change--of an ESG credit indicator cannot in itself trigger a credit
rating or outlook change. However, the impact of ESG factors on creditworthiness could contribute
to a rating action, which in turn could lead to a change in the ESG credit indicator. Through the
release of ESG credit indicators, we aim to further delineate and summarize the relevance of ESG
factors to our credit analysis by isolating our opinion of their credit influence and separating it
from the non-ESG factors affecting the credit rating.

The scale for environmental credit indicators is identical for social and governance credit
indicators. It has a negative skew, which reflects our view that environmental, social and
governance considerations (including risks outside of a company's control) have a negative
influence more often than a positive one. An ESG credit indicator of E-2, S-2, or G-2 means that it
is currently a neutral consideration in our credit rating analysis. This does not necessarily mean
that ESG factors are not relevant, rather that they are currently not sufficiently material to alter
the credit rating analysis or that positive ESG considerations are offset by ESG-related risks.

Also, entities may have identical ESG credit indicators, even if they diverge on ESG characteristics
and performance. This may be the case because we only incorporate in our credit rating analysis
those ESG factors that materially influence creditworthiness and for which we have sufficient
visibility and certainty or because the differentiation in ESG characteristics is not in our view
sufficiently material to warrant a different ESG credit indicator outcome.

[1] ESG credit indicators are separate and distinct from S&P Global Ratings ESG evaluations. An S&P Global Ratings ESG
evaluation is not a credit rating or component of our credit rating methodology. Rather, it indicates our view of an entity's
relative exposure to observable ESG-related risks and opportunities, and our qualitative opinion of the entity's long-term
sustainability and readiness for emerging trends and potential disruptions. Moreover, the ESG evaluation considers the
impacts and dependencies on the environment and society across the value chain for a wide range of stakeholders,
regardless of current credit materiality. (For more on ESG evaluations, see "Environmental, Social, And Governance
Evaluation Analytical Approach," Dec. 15, 2020.)

Sector Overview

Environmental Credit Factors

Airlines
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Chart 1 Chart 2

Aircraft lessors

Chart 3 Chart 4

We see environmental risks for airlines as a significant long-term challenge. Climate transition
risk and efforts to mitigate it by limiting greenhouse gas (GHG) emissions will affect all airlines,
with some modest differentiation based on the countries and regions in which they operate and
the age and technology of their aircraft fleets. Accordingly, we currently apply an E-3 assessment
to all airlines, as we do for shipping and trucking companies.
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Climate transition risk (69% of issuers affected)

Airlines are stepping up their efforts to offset or limit the impact of their emissions and are
working to communicate their efforts to the public. However, they don't face an easy task.
Although aviation produces a relatively small slice (less than 3%) of global carbon dioxide (CO2)
emissions, they are difficult to reduce because aircraft are already very efficient and air traffic has
been growing faster than global GDP long term. Over the past year, many airlines, global airline
alliances, and global aviation trade groups have committed to achieving net carbon neutrality by
2050. Just how they will accomplish this remains uncertain, though. Ongoing technology advances
and replacement of older planes will help some. A larger contribution could come from
sustainable aviation fuel (SAF)--biofuels made from plants, waste, or algae that are blended into
regular jet fuel (or potentially replace it). Demonstration projects provide confidence that this is
possible, but production would have to scale up dramatically and these fuels currently cost much
more than regular jet fuel. With that in mind, some airlines and airline groups are lobbying for
government support to help accelerate this effort. Hydrogen has been suggested, by Airbus in
particular, as another fuel option, although this is not nearly as far along as SAF and would involve
more significant engineering changes. If these various initiatives are insufficient, airlines
acknowledge they will likely need to buy carbon offsets, paying for projects such as reforestation
or carbon capture.

In 2016, the members of the International Civil Aviation Organization (ICAO), a U.N.-sponsored
body, agreed to a global market-based mechanism called the Carbon Offsetting and Reduction
Scheme for International Aviation (CORSIA), which takes effect this year. This agreement covers
most international air routes representing about 60% of the sector's global CO2 emissions, though
it excludes domestic flights. The agreement aims to stabilize net emissions from aviation at 2020
levels and the calculation of offsetting requirements will tighten over time. This is a treaty, unlike
the more general statements of intent referenced above, but it does not go nearly as far as those
statements, highlighting how quickly the issue has gained prominence in the past five years.

Over the longer term, European airlines, in particular, face the direct risk of rising costs to meet
increasingly stringent environmental regulations, including those already in place as well as those
likely to arise from increased pressure for more forceful government action. European airlines are
already subject to an additional, separate emissions trading scheme to help offset emissions in
the region. This has, in our view, somewhat raised their costs but has not had a profound financial
impact. The EU Emissions Trading Scheme is a cap-and-trade mechanism managed by the
European Commission to curb rising emissions across the aviation, power, and industrial sectors.
The system covers about 45% of the EU's GHG emissions. The scheme only applies to intra-EU
flights and limits the number of emissions allowances that can be issued, which declines each
year and thereby constrains the total amount of emissions allowed in the sectors the system
covers. Airlines can sell any permitted emissions they do not use to other operators, known as
carbon trading. This allows the companies to either cut their own emissions or fund emissions
reductions elsewhere.

Companies that provide operating leases for transportation equipment, such as aircraft, must
factor environmental regulations into their decisions about which types of equipment will be
attractive to their users and retain residual value. In general, aircraft leasing companies have
younger (and more fuel-efficient) aircraft fleets than airlines, so they tend to be well positioned to
meet increasing environmental regulations. Accordingly, we apply E-2 indicators to all aircraft
leasing companies except rare instances where the aircraft fleet is materially older or less fuel
efficient than peers', in which case we may apply an E-3 indicator. Over the long term, increasing
environmental costs for airlines, higher air fares, and resulting slower air traffic growth, could
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reduce growth prospects for aircraft lessors.

Waste and pollution

The environmental risks beyond climate transition, including climate physical risk and pollution,
are less significant and have not materially affected our credit rating analysis. Still, increasing
heat and storms pose periodic operational challenges and some airports are at long-term risk of
rising sea levels. As for non-GHG emissions, flying at high altitudes means emissions from
airplanes, such as sulfur dioxide, nitrogen dioxide, and carbon monoxide, remain in the
atmosphere for longer and have a potentially more damaging environmental impact than those
from ground-based polluters. And aircraft have long been subject to tighter noise regulations. The
indirect exposure of aircraft lessors to these various regulations is limited by the same factor,
namely the younger average age and greater fuel efficiency of their aircraft fleets, that applies to
climate transition risk.

Social Indicator Factors

Airlines

Chart 5 Chart 6

Aircraft lessors
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Chart 7 Chart 8

Health and safety have long been visible risks for airlines. Airline accidents are statistically rare
but attract considerable news coverage. Aircraft have been a high-profile target for terrorism and
international routes can be disrupted by war, though air freight transportation is relatively less
affected. Passenger airlines have become more resilient to these events and their traffic levels
generally recover in a few months following an incident, though this varies depending on the
severity of the incident and the perceived risk of further attacks. The COVID-19 pandemic has
displaced these concerns in terms of the scale of damage it has inflicted (though the brief but
sharp decline in air traffic caused by Severe Acute Respiratory Syndrome, or SARS, gave a
foretaste of this on a much narrower basis).

Health and safety (65% of issuers affected)

Airlines have been among the sectors hardest hit by COVID. They are particularly vulnerable for
several reasons. Overall travel plummeted with lockdowns and fear of infection, with all forms of
mass transit severely affected. Airlines, which carry people in close proximity for up to 20 hours on
flights, elicited concerns even though the air in planes is passed through high efficiency filters and
mandatory masking is now virtually universal. International air travel is subject to government
regulation, and efforts to keep out infection have prompted periodic limitations on entry and
quarantines. This helps explain why intercontinental travel has been the slowest to recover thus
far. By contrast, airlines serving large domestic markets, such as the U.S., China, and Russia,
particularly those focused on leisure travel, have rebounded more quickly.

Because these health and safety risks severely damaged airline financial performance and led
directly to downgrades of every rated airline, our social credit indicators on them are currently S-4
or S-5. Consistent with our definition of S-5, all (or virtually all) airlines would have received this
indicator in 2020 or early 2021. We still apply S-5 to many airlines that have been downgraded
(usually by multiple notches) and have negative outlooks or with ratings on CreditWatch negative.
For airlines for which we have revised our outlooks to stable or positive, based on substantial
progress toward revenue recovery and reduced losses (in many cases helped by government aid),
we currently apply S-4 or S-5 indicators, depending on the extent of their recovery. We expect
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social indicators to be more volatile than our environmental credit indicators, at least so long as
COVID and the recovery from it are significant issues. Whether these risks merit a longer-term S-3
indicator, based on health and safety risks thereafter, remains to be determined. We believe that
some business travel, particularly involving intracompany events, is likely permanently lost, but
that most travel to visit clients or for sales purposes, will return. This loss of business travel will
likely hurt large network airlines more than low-cost, leisure-oriented ones.

Aircraft leasing companies have been affected by the COVID pandemic through requests for lease
deferrals or reductions by hard-pressed airline customers, and by an oversupply of aircraft that
has depressed lease rates. However, the effect is much less pronounced than it is for airlines.
Lease rental revenues and cash flows have declined, but far less than they did for airlines.
Multiyear (typically five to seven years) lease terms help spread out the effect of weak lease rates,
delaying somewhat downward pressure but also prolonging the recovery as concessionary leases
signed in the weak market continue for a while into the upturn. We revised our outlooks on all
aircraft lessors to negative, and downgraded several smaller leasing companies, in 2020. If we had
applied social indicators during that period, these companies would have had S-3 or S-4
indicators. In 2021 we reviewed all the companies and revised most of their outlooks to stable, as
pressure on revenues eased and the companies bolstered their liquidity by cutting back capital
spending and raising debt in the capital markets. Thus, these companies (and some with negative
outlooks for other reasons) received S-2 indicators.

Human capital (2% of issuers affected)

Airlines are often unionized and have sometimes been subject to strikes, which can be very costly.
Even short of that, other industrial actions, such as slowdowns, widespread sick leaves, or
informational picketing at airports can affect revenues. Difficult labor relations may affect
customer service and reputation. However, these situations rarely cause significant long-term
loss of business since ticket prices and flight schedules tend to drive consumers' choice of airline.

Airlines also face a long-term shortage of pilots and mechanics. The airline industry's growth and
the lengthy and costly training required in many countries to become a pilot has led to a
supply/demand imbalance (interrupted temporarily by less flight activity during the pandemic).
Over time, this will likely result in higher wages and benefits to attract employees.

Social capital

While social capital factors currently have an overall neutral impact on our credit analysis, airlines
face certain inherent vulnerabilities that could cause these factors to assume greater importance
in selected cases.

Customers and regulators: As highly visible service providers, airline revenues can be affected by
service and operational problems. Regulators track statistics such as flight delays and lost
baggage, in some cases imposing remedies on airlines. Due to the COVID pandemic, one regulation
affecting some airlines' operating cash flows are government-mandated cash refunds for
cancelled flights. Airlines prefer to offer vouchers for future travel and have sometimes made
requested cash refunds difficult or delayed. The EU has more stringent rules on this and some
other customer service issues than many countries. Still, although service reputation is an
important issue for airlines, most travelers' choice of an airline is based primarily on ticket price
(for leisure travelers), schedule and flight frequency (for business travelers), or frequent flyer
membership. And consolidation in many markets leaves travelers with few choices.
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A likely longer-term challenge may be rising costs to comply with GHG emissions regulations,
which airlines will attempt to pass on in ticket prices. If they are successful, this affects the
affordability of air travel. Historically, ticket prices have mostly declined, particularly on an
inflation-adjusted basis, as deregulation and the emergence of low-cost airlines increased
competition. The pressure to recover environmental costs may reverse this trend, which will erode
(mostly) price-sensitive leisure travelers. All airlines carry many of these passengers, but they
represent a greater share of revenue for low-cost airlines. There is precedent, however, for
low-cost airlines to successfully transition to sales of tickets that cost less than those of large
network airlines but more than the most aggressive discounters, and service that is sufficiently
satisfactory to attract business travelers. Southwest Airlines Co. in the U.S. and easyJet in the
U.K. are examples.

Governance Indicator Factors

Airlines

Chart 9 Chart 10

Aircraft lessors
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Chart 11 Chart 12

Governance factors are assessed, and indicators applied for each company relative to our
management and governance assessment for the issuer. In total, about 19% of issuers are
affected by at least one governance factor.

We generally apply a G-3 indicator to companies that are owned by entities that we classify as
financial sponsors, which we believe is a generally moderately negative consideration for the
credit analysis. Airlines are rarely owned by financial sponsors, and thus we apply G-2 (neutral)
indicators to most of them. In a few cases we apply G-1 (positive) indicators where we assess
overall management and governance as strong, and this includes favorable assessments of
sub-factors that address governance or management skills such as risk management that we
view as being related to governance.

Some aircraft leasing companies are owned by financial sponsors; to them we apply a G-3
indicator. However, we have observed that the capital structures of operating leasing companies
(of all types) that are owned by financial sponsors differ from publicly or privately (non-sponsor)
owned companies less than is typically the case for industrial companies. Leasing companies by
their nature tend to have higher leverage than industrial companies (but also more stable cash
flows), and the cost of debt is a significant portion of their expenses. Excessive leverage thus has a
more seriously negative effect on them, and loss of access to capital markets can be disastrous.
This tends to limit how much added leverage sponsors may choose to put on leasing companies
they own.

ESG Credit Indicators By Issuer

Table 2

ESG Credit Indicators By Issuer For North America

Credit indicator

Issuer E S G ESG credit factors

Air Canada E-3 S-5 G-2 Climate transition risks; health and safety
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Table 2

ESG Credit Indicators By Issuer For North America (cont.)

Credit indicator

Issuer E S G ESG credit factors

Air Lease Corp. E-2 S-2 G-2 N/A

Air Transport Services Group Inc. E-3 S-2 G-2 Climate transition risks

Aircastle Ltd. E-2 S-2 G-2 N/A

Alaska Air Group Inc. E-3 S-4 G-2 Climate transition risks; health and safety

Allegiant Travel Co. E-3 S-3 G-2 Climate transition risks; health and safety

American Airlines Group Inc. E-3 S-4 G-2 Climate transition risks; health and safety

Aviation Capital Group LLC E-2 S-2 G-2 N/A

Castlelake Aviation Ltd. E-2 S-2 G-3 Governance structure

Delta Air Lines Inc. E-3 S-4 G-1 Climate transition risks; health and safety; risk management, culture,
and oversight

Fly Leasing Ltd. E-2 S-3 G-3 Health and safety; governance structure

Fortress Transportation and Infrastructure
Investors LLC

E-3 S-2 G-2 Climate transition risks

Hawaiian Holdings Inc. E-3 S-5 G-2 Climate transition risks; health and safety

JetBlue Airways Corp. E-3 S-4 G-2 Climate transition risks; health and safety

Southwest Airlines Co. E-3 S-4 G-1 Climate transition risks; health and safety; risk management, culture,
and oversight

Spirit Airlines Inc. E-3 S-4 G-2 Climate transition risks; health and safety

United Airlines Holdings Inc. E-3 S-4 G-2 Climate transition risks; health and safety

Western Global Airlines Inc. E-3 S-2 G-3 Climate transition risks; transparency and reporting

WestJet Airlines Ltd. E-3 S-5 G-3 Climate transition risks; health and safety; governance structure

Table 3

ESG Credit Indicators By Issuer For Latin America

Credit indicator

Issuer E S G ESG credit factors

Azul S.A. E-3 S-5 G-2 Climate transition risks; health and safety

Gol Linhas Aereas Inteligentes S.A. E-3 S-5 G-2 Climate transition risks; health and safety

Table 4

ESG Credit Indicators By Issuer For Europe, The Middle East, And Africa

Credit indicator

Issuer E S G ESG credit factors

AerCap Holdings N.V. E-2 S-2 G-2 N/A

Air Baltic Corp. AS E-3 S-5 G-2 Climate transition risks; health and safety

Avia Solutions Group PLC E-2 S-5 G-2 Health and safety

Avolon Holdings Ltd. E-2 S-2 G-2 N/A
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Table 4

ESG Credit Indicators By Issuer For Europe, The Middle East, And Africa (cont.)

Credit indicator

Issuer E S G ESG credit factors

British Airways PLC E-3 S-5 G-2 Climate transition risks; health and safety

Deutsche Lufthansa AG E-3 S-5 G-2 Climate transition risks; health and safety

easyJet PLC E-3 S-5 G-2 Climate transition risks; health and safety

International Consolidated Airlines Group S.A. E-3 S-5 G-2 Climate transition risks; health and safety

Pegasus Hava Tasimaciligi A.S. E-3 S-4 G-2 Climate transition risks; health and safety

Ryanair Holdings PLC E-3 S-4 G-2 Climate transition risks; Health and safety

SAS AB E-3 S-5 G-2 Climate transition risks; health and safety

SMBC Aviation Capital Ltd. E-2 S-2 G-2 N/A

Transportes Aereos Portugueses, SGPS, S.A. E-3 S-5 G-2 Climate transition risks; health and safety

Turk Hava Yollari A.O. E-3 S-4 G-2 Climate transition risks; health and safety

Vista Global Holding Ltd. E-3 S-3 G-2 Climate transition risks; health and safety

Table 5

ESG Credit Indicators By Issuer For Asia-Pacific

Credit indicator

Issuer E S G ESG credit factors

Avation PLC E-2 S-4 G-2 Health and safety

BOC Aviation Ltd. (BOCA) E-2 S-2 G-2 N/A

CDB Aviation Lease Finance Designated Activity Co. E-2 S-2 G-2 N/A

China Airlines Ltd. E-3 S-3 G-2 Climate transition risks; health and safety

To view ESG credit indicator comments for each issuer, investors may visit RatingsDirect
(http://www.ratingsdirect.com). ESG credit indicator comments are also available for issuers on
Ratings360 (https://platform.ratings360.spglobal.com).

This report does not constitute a rating action.
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