Planes and boats and trains – oh my! (Airport Bonds)
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Airport bonds can take two forms. Standard bonds are paid from general operating revenues , such as landing
fees, parking, gate and terminal rents, federal passenger facility charges, and commercial concessions. Smaller
airports depend upon local demand for that city. But larger airports, such as Chicago's O'Hare, Atlanta's
Hartfield, and the airports of the Port of New York/New Jersey, benefit from pass-through connection flights.
These airports are known as "hubs," and are rated as high or higher than the cities and metropolitan areas
where they are located frequently in the "AA" category.
I consider these kinds of airport bonds in the low-default risk category. The biggest risks that these bonds pose
to investors is mismanagement (which is a rare risk faced by any bond issuer), or the possibility that a new
competing airport which could divert planes and passengers away from the original airport. (Of course there's
also the risk that we perfect Star Trek's "beam-me-up, Scottie" technology.)
Then there is the riskier sector called "special facility" revenue bonds. These bonds receive no general airport
revenue, and are totally dependent on rents or payments from a corporation. As such, these bonds are subject
to corporate credit risk, where defaults are much more frequent. As an example, Indianapolis issued more
than $1 billion of bonds for a United Airlines major maintenance facility that was to be used for all
maintenance and re-fitting operations for United's entire fleet. When United filed for bankruptcy in 2002, they
rejected their lease and ended payments. The facility reverted to the airport, which tries to subdivide portions
of the facility to generate some kind of report. Those bonds are still in default, and may never repay investors.
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