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Corporate market in full flight for Qantas

The return of 10-year issuance opportunities in the Australian corporate market
brought another household name – Qantas Airways (Qantas) – to market on 20
November. Transaction sources say the deal had broad support domestically and
abroad, and also featured a landmark for retail investor involvement in domestic
debt-capital markets.

Qantas’s A$425 million (US$288.5 million) deal was led by Citi, Commonwealth Bank of Australia
and National Australia Bank (NAB). The issuer was last in the market in 2016, when it printed A$250
million of seven-year and A$175 million of 10-year notes.

Filip Kidon, Sydney-based treasurer at Qantas, says: “This is the first time we have been able to come
to the domestic market specifically for a 10-year deal. To have this certainty and volume for triple-B
corporates domestically is a very good development as it more closely matches the long-life nature of
our assets.”

http://www.kanganews.com/news/10950-qantas-prints-a-425-million-10-year-deal
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He explains that the 10-year tranche was only included in the previous deal due to investor feedback in
the process of marketing for a seven-year deal.

Household name

Qantas is the latest in a string of household corporate names to issue in Australian dollars in the second
half of 2019, following the likes of Coles Group (Coles), Origin Energy and Pacific National which
have all returned to the domestic market following lengthy absences.

The return of consistent 10-year demand for corporate deals has been important in facilitating the deal
flow. Ian Campbell, Sydney-based managing director and head of debt capital markets Australia and
New Zealand at Citi, says: “Market certainty for top-quality corporate names at longer duration means
these issuers are less inclined to go offshore for moderate-sized funding needs. This is an encouraging
development for the domestic corporate market.”

According to KangaNews data, Qantas’s new deal joins the recent prints by Coles and Verizon
Communications in the top three lowest-ever coupons for 10-year triple-B corporate deals in Australian
dollars (see table).

Australian market lowest-ever coupons for 10-year triple-B corporates

Pricing
date Issuer Issuer ratings

(S/M/F)
Volume
(A$m)

Coupon (per
cent)

30 Oct 19 Verizon
Communications BBB+/Baa1/A- 300 2.65

30 Oct 19 Coles Group BBB+/Baa1/NR 300 2.68

20 Nov 19 Qantas Airways NR/Baa2/NR 425 2.95

18 Sep 19 Pacific National BBB-/NR/BBB- 450 3.7

26 Feb 19 McDonald's
Corporation BBB+/Baa1/NR 400 3.8

Source: KangaNews 26 November 2019

Qantas is also a known brand outside Australia, which Brad Peel, director, debt capital markets at NAB
in Sydney, says was reflected in distribution to offshore investors. International accounts were allocated
42 per cent of the transaction (see chart 1). Fund managers were the dominant participants by investor
type, allocated 70 per cent of the deal (see chart 2).

http://www.kanganews.com/news/10907-effective-debut-for-coles-boosted-by-robust-10-year-demand
http://www.kanganews.com/news/10865-origin-makes-long-awaited-domestic-return
http://www.kanganews.com/news/10679-pacific-national-deal-shows-encouraging-signs-for-domestic-market
http://www.kanganews.com/news/10882-verizon-extends-australian-dollar-tenor-horizon
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Source: Citi, National Australia Bank 26 November 2019

Source: Citi, National Australia Bank 26 November 2019

The deal attracted more than A$1 billion of bids from 90 investors at the final price, according to Keith
Mitchell, debt capital markets at Citi in Sydney. He adds that while Australian dollar investors have
generally become more comfortable with 10-year deals for top-quality corporate names, Qantas’s
market position and role in the Australian economy made it particularly appealing.

The Qantas credit has been resilient in recent years and Kidon says that the issuer’s financial framework
and dual-brand strategy, as well as the growth of its loyalty business – which provides a diversifier from
typical airline business – were among the positives for investors.
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Meanwhile, Peel says the company’s commitment to deleveraging during the last few years also
resonated.

Line repricing

Qantas has Australian dollar bond lines outstanding to 2026, but Mitchell says secondary market levels
for these were not relevant to price discovery for the new issue given lack of turnover. “Qantas’s 2026
line is relatively small and illiquid and was therefore giving somewhat a false read on fair value,” he
tells KangaNews.

Adding further complexity to pricing is the lack of domestic comparables. Australia’s airline market is
effectively a duopoly between Qantas and Virgin Australia, but the latter falls into a different rating
band and was therefore not used as a comp by the leads.

Peel says, though, that the ignition of the Australian triple-B corporate bond market in the second half
of 2019 has created fresh references at multiple points on the curve.

“Prior to Qantas there had been eight triple-B corporate issuers in Australian dollars since the start of
September, which gave a good indication of where a new deal should price,” he tells KangaNews.
“There was still some conversation to be had around pricing of an airline against the other issuers which
included infrastructure and utility companies, but it gave a better starting point than the issuer’s
secondary lines.”

Kidon says Qantas was aware that its secondary lines were tightly held and therefore had ambitions
from the outset to price based on the recent triple-B corporates that had come to market.

Retail demand

Qantas is clearly popular with institutional investors, but the deal was also significant for retail
participation in Australian institutional debt capital markets. The ticket coming into the deal from retail
money was small, at A$1 million, but it marks a breakthrough for retail access to the primary market.

For the first time, Australian Corporate Bond Company (ACBC) was able to participate in the
transaction in the primary market with funds sourced from a self-managed super fund (SMSF) client.
ACBC was recently approved by the Australian Securities and Investments Commission (ASIC) to
participate in the public debt transactions of ASX 200 companies in the primary market.

This ticket will be wrapped and quoted on the Australian Securities Exchange (ASX) as an exchange-
traded bond (XTB) on the same day the transaction settles. From there, the XTB will be tradeable by
retail investors on the ASX based on the underlying price of the bond.

Legally, this is similar to an allocation to an ETF except the XTB is only exposed to the Qantas bond.
The process did not involve Qantas doing anything different in its wholesale offer process, with the
bonds allocated to the listed trust that issues XTBs.

Prior to ASIC approval, ACBC could only participate in secondary markets and issue XTBs for bonds
that were at least one year seasoned. Richard Murphy, chief executive and cofounder at ACBC in
Sydney, says retail demand for fixed income has increased recently thanks to the low-rate environment.
Other beneficiaries have been managed funds and ETFs.

“This is the first time we have been able to come to the domestic market specifically for a
10-year deal. To have this certainty and volume for triple-B corporates domestically is a very
good development as it more closely matches the long-life nature of our assets.”

FILIP KIDON QANTAS AIRWAYS
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“Investors want to participate in bond offers at the primary stage. This new facility provides banks with
a mechanism they can own to expand their distribution to include retail and SMSF clients, plus any
advisors that prefer platform-based investments and the ability to subsequently sell down on ASX in
small increments,” says Murphy.

He adds that unlocking demand in primary transactions could be of interest to issuers interested in retail
liquidity but that do not want to incur the full expense or effort of a full retail offer.

Kidon agrees that the development is constructive. “There is broad acknowledgement that Australian
investors are overweight in equities so potentially to open up a new pool of investors in the primary
bond market is significant – as is the opportunity for issuers to diversify further their debt investor
base.”


