Order 91-1-41

URITED STATES OF AMERICA
DEPARTMENT OF TRANSPORTATION
OFFICE OF THE SECRETARY
WASHINGTON, D.C.

Issued by the Department of Transportation
on the 23rd of January, 1991

In the matter of the acquisition SERVED JAN 23199t
of ] . :
NORTHWEST AIRLINES, INC. 3 Docket 46371
3
by Wings Holdings, Inc. H

ORDER MODIFYING CONDITIONS
SUMMARY

By this order, we are granting, in part, the petition for
modification of Order B89-9-51 filed by Northwest Airlines, Inc.,
and we are amending certain conditions imposed by that order in
connection with the acquisition of Northwest by Wings Holdings,
Inc.

BACKGROUND

In August 1989, NWA, Inc., the parent company of Northwest
Airlines, Inc., was acquired by Wings Holdings, Inc., a newly
formed company. Wings is owned by several individuals and
entities, including five U.S citizens--Mr. Alfred Checchi, Mr.
Gary Wilson, Mr., Frederic Malek, Wings Associates, L.P., and
Bankers Trust New York Corporation-~and two foreign companies--
Koninklijke Luchtvaart Maasschappij (KLM Royal Dutch Airlines) and
Elders IXL, Ltd.

At the time of the acquisition, Messrs. Checchi, Wilson, and Malek
together ("the Checchi Interests") owned approximately half of the
common stock (voting and nonvoting) of Wings, but controlled about
two-thirds of the voting portion of that stock. They held no
preferred stock. 1/ They could also appoint a majority of the
Wings directors. 2/

1/ The total equity investment in Wings was $705 million. Of
this amount, $205 million was in the form of common stock, only
some of which was voting, and the remainder was preferred stock.
Messrs. Checchi, Wilson, and Malek contributed $40 million in
equity, or just over 5 percent of the total equity investment.

2/ The boards of directors of Wings, NWA, and Northwest are
identical. The Checchi Interests have the right to appoint 8 of
the 12 membere. The remaining four members are appointed by
Wings Associates, Bankers, KLM, and Elders.



Wings Associates, L.P., a California limited partnership whose
sole general partner is Richard C. Blum & Associates, Inc., 3/
purchased 14.5 percent of the shares of voting common stock and 10
percent of the shares of nonvoting preferred stock. In total, it
contributed 14.2 percent of the initial equity of Wings.

Bankers provided approximately 11.3 percent of the equity of Wings
and received half of the nonvoting common stock and 10 percent of
the nonvoting preferred stock. :

KIM, a foreign air carrier, was the largest provider of equity in
Wings, having purchased $350 million in preferred stock and $50
million in common stock, or 56.74 percent of the total equity
investment. For its investment, KLM received 70 percent of Wings’
nonvoting preferred stock, 31 percent of its nonvoting common
stock, and 4.9 percent of Wings’ voting common stock, along with a
warrant giving KLM the right to convert up to $50 million of its
preferre? stock into common stock, some of which could be voting
stock. 4

Elders, an Australian citizen and investment company, acquired $50
million in preferred Wings stock and, through an affiliate, Wings
Acquisition Investor, Ltd., $30 million in common stock. Elders
contributed approximately 11.3 percent of the total equity of
Wings and received 10 percent of its nonvoting preferred stock, 16
pexcent of its nonvoting common stock, and 15.4 percent of Wings’
voting stock.

KLM and Elders each received the right to name one representative
to the 12-person Wings board of directors. No limits were
proposed on these board members’ participation in Wings’ or
Northwest'’s decisionmaking. As part of the acquisition agreement,
KLM also proposed (1) to name a three-person committee having the
general responsibility of advising Wings on the management of
Northwest's financial affairs; and (2) to enter into a variety of
cooperative agreements with Northwest covering marketing, sales,
scheduling, operations, and customer services, and to preclude
such agreements with other carriers if they were contrary to the
spirit or purpose of the KLM/Northwest agreements.

After review of the proposed acquisition, the Department found
that KLM could be in a position to exert actual control over
Wings, and thus over Northwest, jeopardizing Northwest’s status as

3/ 1In addition to the general partner, there are 12 limited
partners. All of the partners are U.S. citizens.

4/ KLM subsequently converted $50 million in preferred stock to
nonvoting common stock.



a U.S. citizen. 5/ These findings were based on KIM's significant
equity investment in Wings (56.74 percent); the right to sit on
Wings’ board and to establish a three-person committee to advise
Wings on Northwest’s financial affairs; the proposed cooperative
working arrangements between the two carriers and the prohibition
on entering into arrangements with other carriers if they might
contradict the purposes of the KLM/Northwest agreements; and

the fact that Northwest and KIM are actual and potential
competitors. 6/

As a result of these concerns, Northwest and Wings entered into a
Consent Order with the Department, Order 89-9-51, September 29,
1989, in which they agreed to take various "steps to eliminate any
question that [Northwest) may be in violation of the citizenship
requirements of the Act." 7/

Specifically, Northwest and Wings agreed to:

(1) Reduce KLM’s share of Wings’ equity investment to a
maximum of 25 percent of the total equity. This change was to be
completed within six months without KLM's acquiring a debt
interest in Wings. If, after six months, Northwest demonstrated
that it was making good faith efforts to achieve the equity
interest goals, the Department indicated that it might permit up
to an additional six months to achieve them. 8/ Until KiM’s
equity investment was changed, its interest beyond 25 percent was
to be placed in a voting trust administered by a U.S. trustee free
of KLM’s control.

5/ Section 101(16) of the Federal Aviation Act requires that the
President and at least two-thirds of the board of directors and
other managing officers of an air carrier be U.S. citizens and
that at least 75 percent of the voting stock in the company be
owned or controlled by U.S. citizens. Historically, the
Department, and the Civil Aeronautics Board before it, have
interpreted the statute to require that a carrier, in fact, be
under the actual control of U.S. citizens.

6/ The Department concluded that Elders did not appear to be in a
position to control Wings or Northwest, because of Elders’
relatively modest investment in comparison to Wings’ total equity
(about 11.3 percent) and because Elders appeared to have no more
than a pecuniary interest in the transaction. See Order 89-9-51
at 5.

7/ Order 89-9-51 at 8.

8/ After we issued the Consent Order, Northwest and KLM requested
two extensions of the time by which KLM was to reduce its equity
interest to 25 percent. The new deadline is September 29, 1991.
See letters from Jeffrey N. Shane to Northwest dated March 28,
1990, and September 28, 1990.






