$UP: A Controlled Demolition Masquerading as a Strategic
Partnership

1. Executive Summary

We recommend initiating a SHORT position in Wheels Up Experience Inc. (UP) with high conviction. The market
is fundamentally misinterpreting Delta Air Lines' involvement as an equity floor—a strategic backstop guaranteeing
survival. Our analysis indicates the opposite is true. Delta is positioned not as a savior, but as a strategic senior
creditor orchestrating a controlled, pre-packaged demolition designed to acquire UP's high-value customer list at
the lowest possible cost. The current equity price of $0.78 reflects a dangerous and misplaced faith in a turnaround
narrative, ignoring the hard realities of the capital structure that place common shareholders last in line to realize
any value.

Our variant perception is that Delta's financial support is not a safety net but a tripwire. The covenants on its senior
secured debt provide a definitive, time-bound mechanism to force a restructuring that will be value-maximizing for
Delta as a creditor and devastating for UP's equity holders. The three key forces driving this stock are (1) a
pathological cash burn that makes survival as a standalone entity a mathematical impossibility, (2) Delta's
strategic imperative to capture UP's premium customers, which is best achieved through a swift, pre-
packaged restructuring, and (3) a structurally flawed, moat-less business model incapable of generating
sustainable profit. The market sees a cheap call option on a Delta-led recovery; we see a company in its final act,
where the primary beneficiary of the resolution will be its largest creditor, not its common shareholders.

Our probability-weighted valuation, which models a pre-packaged restructuring as the most likely outcome, yields a
price target of $0.40. This reflects a 75% probability that Delta offers a token "nuisance value" to existing equity to
ensure a smooth asset transfer, a payment rationally calculated to be less than the cost of a contested bankruptcy.
The market is pricing a high-probability turnaround; we believe the odds are overwhelmingly in favor of a
structured wipeout.

TL;DR:

« Recommendation + conviction level: SHORT with high conviction.

+ Key thesis driver: The market misreads Delta as an equity savior; we see them as a strategic senior creditor
engineering a pre-packaged restructuring to acquire UP's customer assets cheaply, leaving little for common
equity.

« Primary risk or kill condition: A competing, all-cash strategic acquisition offer above $1.50 per share would
break our thesis of a controlled demolition by Delta.

 Valuation vs. current price: Our probability-weighted target is $0.40, approximately 49% below the current
price of $0.78, reflecting the high likelihood of a value-destructive restructuring for equity holders.

2. Business Quality Assessment

Our assessment of Wheels Up's fundamental business quality is unequivocally low, a view shared across our
internal research. The private aviation industry is characterized by brutal competition, high capital intensity,
cyclical demand, and a notable lack of scalable moats. Wheels Up, in its historical pursuit of growth at all costs,
failed to build any discernible competitive advantage and instead institutionalized a structurally flawed business
model.

The company's core value proposition—guaranteed aircraft availability for members at fixed hourly rates—proved
to be an economic albatross. This promise forced the company to maintain a large, underutilized fleet while
simultaneously chartering third-party aircraft at a loss to meet peak demand. This is not a retrospective critique; it
was a foundational flaw acknowledged by the company's own founder after its near-collapse. In an August 2023
interview with CNBC, former CEO Kenny Dichter admitted:



"We were selling the product, the service, at a price that was significantly below our cost to deliver it."

This admission encapsulates the essence of the business: a service that destroyed value with every flight hour sold.
The narrative of UP as a disruptive "tech platform" is a fallacy. The company is a conventional, asset-heavy charter
operator burdened with a broken model. Public stakeholder feedback confirms that its technology is a point of
friction, not a differentiator. Our analysis of customer reviews reveals consistent complaints about a buggy
application and clunky user interface, undermining any claim of a technology-based moat.

Delta's involvement does not alter these fundamental realities. While it can impose operational discipline and
extract procurement synergies, it cannot transform a commoditized, capital-intensive service business into a high-
quality, scalable enterprise. The investment thesis is not about owning a quality business; it is about correctly
predicting the outcome of a world-class operator salvaging a broken one. We believe the outcome will prioritize the
salvager's claims (debt) over the original owners' (equity).

3. Investment Thesis & Variant View

Our short thesis is built on a variant perception of Delta Air Lines' strategic endgame. The consensus bull case rests
on the flawed assumption that Delta's interests are aligned with common shareholders. We contend that Delta is
acting as a rational, self-interested senior creditor, and its optimal path is a controlled demolition of UP's current
capital structure.

The Variant View: Delta's Backstop is a Tripwire

The market sees Delta's $450 million term loan and $50 million revolver as a lifeline that puts a floor under
the equity value. This is a profound misreading of capital structure. We see this debt facility as the very mechanism
for a controlled takedown. By positioning itself at the top of the capital stack as the senior secured creditor, Delta
has ensured its interests are legally and financially paramount in any restructuring scenario.

The bull narrative requires believing that Delta will patiently wait for a multi-year, high-risk operational
turnaround to succeed, hoping the equity appreciates enough to reward its initial investment. Our view is that this
is a secondary, low-probability path. Delta's primary strategic goal is the seamless acquisition of Wheels Up's most
valuable asset: its list of high-spending premium customers. A messy, protracted, and public bankruptcy
proceeding would be value-destructive, risking a mass exodus of these customers to competitors like NetJets and
Flexjet.

Therefore, Delta's value-maximizing strategy is a swift, pre-packaged restructuring. This "pre-pack" allows Delta to
use its creditor leverage to dictate terms, acquire the assets it desires (the brand and customer relationships) for the
value of its debt, and cleanse the company of its other liabilities and obligations. The financial covenants on Delta's
loan are not a safety feature; they are the predetermined tripwire that will initiate this process once UP's cash burn
inevitably puts it in breach.

The Inescapable Math of Cash Burn

The urgency of this scenario is dictated by UP's financial reality. With a trailing twelve-month free cash flow of -
$201.8 million against a cash balance of only $125.3 million (per last filing), the company is financially non-
viable as a going concern. The Delta facility is not a cure; it is palliative care, funding operations that cannot achieve
profitability before the clock runs out. CEO George Mattson's turnaround plan is a race against time that the
company is mathematically destined to lose. At the Cowen Aerospace Conference in February 2025, Mattson stated:

"We're focused on, again, the member, the customer, and making sure that we are providing a consistently
excellent service and then doing that profitably. And there are levers to pull to do that."



The fundamental conflict is that the "levers" required for profitability—aggressive price hikes, material service
reductions, and significant fleet rationalization—directly contradict the goal of providing "consistently excellent
service." This creates a death spiral: cost-cutting alienates the core customer base, which shrinks revenue and
accelerates cash burn, thus necessitating even more drastic cost-cutting. This dynamic makes a covenant breach a
matter of "when," not "if."

4. Why the Bulls Are Wrong

The current market price is supported by a coalition of investors who fundamentally misunderstand creditor
incentives and overestimate the probability of a successful operational turnaround. Our short thesis is predicated
on the idea that their core arguments are flawed.

Bull Argument 1: "Delta's interests are aligned with common equity." This is the central fallacy of the
long thesis. Bulls argue that Delta needs a thriving UP stock to use as an M&A currency and as a tool for employee
retention. While these are valid considerations, they are secondary to Delta's primary objective. Delta's core
strategic need is to secure UP's customer base to complete its premium travel ecosystem. Its senior debt position
gives it a direct, low-cost path to achieve this objective through a restructuring.

A full, open-market acquisition at a premium to the current price would be far more expensive and strategically
unnecessary. Delta already has effective control. The notion that Delta would spend hundreds of millions more to
acquire the equity outright, rather than use its existing leverage as a creditor, defies financial logic. Delta is a
famously shrewd operator; it is not an altruistic partner. Its interests are aligned with its own balance sheet, which
is best served by acquiring the assets for the price of its debt.

Bull Argument 2: "The stock is a cheap, asymmetric call option on a turnaround." This analogy is
appealing but incorrect. A call option has a defined strike price and expiration. For UP, the "strike price"—the
enterprise value needed to generate returns for equity—is constantly rising due to ongoing cash burn and interest
payments. The "expiration date" is dictated by the unforgiving timeline of the debt covenants.

Furthermore, the payout structure is not asymmetric for common shareholders. As the senior creditor, Delta is
positioned to capture the vast majority of the value created in any successful turnaround scenario. The debt must be
repaid in full, with interest, before equity sees a dollar. The common stock is not a call option on the total enterprise
value; it is a deeply subordinated call option on the residual value that remains after a highly-levered creditor has
been made whole. The probability of this residual value being substantial is far lower than the market implies.

Bull Argument 3: "The turnaround is plausible under Delta's leadership.”" No one disputes Delta's
operational expertise. However, the market is treating a complex, high-risk turnaround as a foregone conclusion.
As our internal research has framed it, the market is valuing this as a simple "software plug-in" when the reality is a
complex "human systems integration." This involves merging a historically chaotic, entrepreneurial culture with a
large, unionized, process-driven organization. The history of major airline mergers is littered with examples of
integrations that failed to deliver on promises due to cultural clashes and operational friction, even between two
healthy companies. Wheels Up is not a healthy company. The degree of difficulty is immense, and the current stock
price offers no margin of safety for the immense execution risk involved.

5. Valuation

Our valuation framework rejects the narrative-driven approach of the bull case and instead focuses on a
probability-weighted analysis of the most likely outcomes, grounded in the realities of UP's financial distress and
capital structure. The core of our valuation is that the most probable event is a pre-packaged restructuring dictated
by Delta.

Our model considers three primary scenarios:



Scenario Description Probability Outcome Price Weighted Value
A: Pre-Packaged (Base Case) Delta uses its creditor 75% $0.35 $0.263
Restructuring leverage to force a pre-pack, offering a

token "nuisance value" to equity holders
to ensure a swift, clean asset transfer.

B: Low-Premium (Bull Case) The turnaround shows just 15% $1.25 $0.188
Acquisition enough progress for Delta to acquire the

company outright at a minimal

premium to avoid a restructuring

process.
C: Chaotic (Bear Case) The pre-pack fails or is 10% $0.00 $0.000
Chapter 11 contested, leading to a value-destructive
bankruptcy where equity is wiped out
completely.
Total Probability-Weighted Price Target 100% $0.451

We have rounded our final price target to $0.40 per share.

Anchoring the Nuisance Value The $0.35/share price in our base case is not an arbitrary figure. It is anchored
in a rational cost-benefit analysis for Delta as the senior creditor. A contested, chaotic bankruptcy would be value-
destructive for the very asset Delta seeks to acquire.

« Cost of a Contested Bankruptcy:
o Customer Attrition: A 25% flight of high-value members could destroy an estimated $250M+ in enterprise value.
- Legal & Advisory Fees: A prolonged Chapter 11 fight could easily cost $50M+.
- Total Value at Risk for Delta: ~$300M+

« Cost of Nuisance Payment to Equity:
> $0.35/share * 721.7M shares outstanding = ~$253 million.
The conclusion is clear: paying ~$253 million to current shareholders to guarantee a smooth, rapid, and value-
preserving transfer of the customer list is a financially rational "insurance premium" for Delta. It prevents over
$300 million in likely value destruction. This is the logical endgame.

Valuation Sensitivity Analysis The key driver of our valuation is the probability assigned to the pre-packaged
restructuring. The following table shows how our price target changes based on this critical assumption, holding the

outcome prices constant.

Probability of Pre-Pack Probability of Acquisition Probability of Chapter 11 Implied Price Target
50% 35% 15% $0.61

60% 25% 15% $0.52

75% (Base Case) 15% 10% $0.45

85% 10% 5% $0.32

90% 5% 5% $0.28

Even under a more optimistic scenario where the probability of a pre-pack drops to 50%, our target price is still
$0.61, offering significant downside from the current price of $0.78.



6. Key Analytical Tensions

Our conviction in the short thesis was formed by rigorously debating three central questions that divide bulls and
bears. Our resolution of each tension points decisively toward a negative outcome for equity holders.

1. The Tension: Is the Delta integration a simple "software plug-in" or a complex "human systems
integration"?

« The Case For (Bull): Delta's world-class operational discipline and infrastructure can be "plugged into"
Wheels Up, creating deterministic cost synergies in areas like fuel purchasing, maintenance, and back-office
functions. This de-risks the execution significantly.

« The Case Against (Bear): This analogy dangerously minimizes the execution risk. Integrating a distressed,
entrepreneurial culture into a large, unionized corporate behemoth is fraught with peril. Historical airline
merger base rates show that even well-planned integrations between healthy partners often destroy value due to
cultural friction and brand dilution.

« Our Resolution: We conclude this is a complex and high-risk "human systems integration." The potential for
talent exodus, bureaucratic paralysis, and brand conflict is substantial and un-hedgeable. Attributing a high
probability of success to such a complex undertaking is analytically unsound. The market is pricing the
deterministic synergies but ignoring the messy, unpredictable human risks.

2. The Tension: Is Wheels Up structurally insolvent with Delta as a strategic creditor, or is there a
plausible turnaround path?

« The Case For (Bull): Delta's involvement provides the capital and strategic guidance necessary for a credible
turnaround. The partnership unlocks a new, high-value customer acquisition channel (Delta's premium flyers)
that can fuel a return to profitable growth.

« The Case Against (Bear): The company is structurally insolvent, evidenced by its negative book value and
catastrophic cash burn. Delta's role is not that of a partner but of a senior creditor positioning itself for an asset
grab. The debt covenants are a ticking clock that will force a resolution long before any hypothetical turnaround
can materialize.

« Our Resolution: The evidence of structural insolvency is factual and overwhelming. The cash burn rate
relative to the cash on hand is unsustainable. The turnaround narrative is speculative and requires ignoring the
legal and financial supremacy of Delta's debt claim. The creditor thesis is grounded in the tangible reality of the
balance sheet; the turnaround thesis is grounded in hope.

3. The Tension: Is Wheels Up's current valuation justified?

« The Case For (Bull): The valuation is not based on current assets but on the future potential of a "Delta
Private" entity that will dominate the premium travel market. The current market cap of $0.56B is a small price
for the option on this multi-billion-dollar future.

« The Case Against (Bear): A sum-of-the-parts valuation reveals a stark reality. The fleet and other tangible
assets, net of liabilities, suggest a residual equity value close to zero, if not negative. The current market
capitalization is entirely composed of hope value for a turnaround that is unlikely to benefit equity holders.

+ Our Resolution: The valuation is completely detached from fundamental reality. The asset base provides no
support for the current market price. Investors are paying for a narrative, and that narrative is flawed because it
misunderstands the incentives of the story's main character: Delta Air Lines. The equity is, for all practical
purposes, worthless on an asset basis.

7. Catalysts

The primary catalyst for our short thesis is the event that forces the market to confront the reality of UP's financial
situation and Delta's creditor position.

1. Covenant Breach or Forbearance Agreement (Target: Q3 2026 - Q1 2027): This is the definitive
trigger. Based on our cash burn model, UP will likely breach the liquidity covenants on its Delta term loan within
3-5 quarters. An 8-K filing announcing a breach, or more likely a forbearance agreement (which signals the
beginning of restructuring negotiations), will serve as the market's wake-up call.



2. Disappointing Turnaround Metrics: Failure to show significant sequential improvement in operating cash
flow for two consecutive quarters. This would demonstrate that the turnaround is stalling and the "death spiral”
is in effect, increasing the perceived probability of a restructuring.

3. Credit Rating Downgrade: A further downgrade by a major rating agency, specifically citing liquidity
concerns and covenant risk, would validate our thesis and pressure the stock.

8. Risks & Kill Conditions

The primary risks to a short position are an unexpected strategic action that circumvents the creditor-led
restructuring we anticipate, or a turnaround that dramatically exceeds expectations.

1. Risk: Competing Strategic Bid. The most significant threat is a competing all-cash acquisition offer from
another party (e.g., Vista Global, a financial sponsor) at a significant premium.

« Kill Condition: We will cover the entire short position upon the announcement of a definitive, all-cash acquisition agreement from any party at a
price above $1.50 per share. An offer at this level would fundamentally break our thesis that Delta is in complete control and that no other party
sees strategic value worth a premium bid.

2. Risk: A Full Delta Takeout at a Premium. Delta could choose to acquire the remaining equity at a
premium for strategic reasons not visible to us (e.g., to simplify the corporate structure quickly).

« Mitigation: We view this as low probability, as it is not the most economically rational path for Delta. The kill condition above ($1.50/share) also
applies here.

3. Risk: Successful Turnaround. Management could execute a flawless turnaround, cutting costs and growing
revenue faster than anticipated, achieving sustainable positive cash flow.

« Kill Condition: Two consecutive quarters of positive operating cash flow would invalidate the core "cash burn" pillar of our thesis. This would
trigger an immediate exit from the position.

9. Position Sizing Rationale

We recommend initiating a 1.5% short position. The thesis is high-conviction, but the inherent risks of short-
selling—including the potential for a short squeeze on M&A rumors and the negative carry from borrow costs—
necessitate disciplined sizing. This position size offers meaningful participation in the expected downside while
limiting portfolio risk from a tail-risk event like a surprise acquisition. We will monitor borrow availability and
costs closely. For a more risk-defined expression of this thesis, long-dated PUT options with a strike price around
$0.50 could be considered as an alternative or a supplement to the outright short.

Bottom Line

We recommend a SHORT on Wheels Up (UP) at the current price of $0.78 with a price target of $0.40. The market
is pricing the company as a speculative turnaround with a powerful strategic partner, whereas we see a structurally
insolvent entity whose primary creditor, Delta Air Lines, is rationally positioned to orchestrate a pre-packaged
restructuring that will acquire the firm's key assets and leave common equity with little to no value. We would
initiate a 1.5% position, and our thesis would be invalidated by either a definitive all-cash takeover offer above
$1.50 per share or the company achieving two consecutive quarters of positive operating cash flow.
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