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I ronically, in these recessionary
times and despite predictions of a
double dip global recession, cash

buyers in the business and private jet
industry have increased to the extent
that the biggest competitor to banks
and lenders offering aircraft finance
now is cash. Some estimate that 70
percent of all purchases are cash pur-
chases. 

Reasons for this have varied enor-
mously from deal to deal. In many
cases, the clients have simply not
needed bank finance because their
personal wealth or balance sheet is
strong enough. In many cases the
bank finance was not available – dur-
ing 2009 – 2010 liquidity in bank
finance hit an all-time low and the
amount of financiers on the market
genuinely completing deals was
extremely low. All the financiers were
chasing the same deals where the
Holy Grail tended to be an aircraft
under 5 years old, a “safe” jurisdiction
for the borrower with a strong credit
and squeaky clean background
checks, recourse finance up to 75 per-
cent loan to value (LTV) and loan
terms of 5-7 years. There are only so
many deals that will fit this profile and
in many cases the extra challenges
such as issues on enforcement of
security due to the residency of the
borrower was enough for the credit
committees to refuse the deal. Buyers
had a limited supply of financiers and
those not fitting the requisite profile
found themselves faced with extreme-
ly high finance terms with the

financier requiring recourse to other
corporate and personal assets.
Buying an aircraft became much
more than simply acquisition of an
asset and required buyers to recon-
sider whether the acquisition warrant-
ed cross collateralizing other assets.
For a corporate buyer already battling
with the justification of aircraft acqui-
sition to its shareholders, having to
explain why other assets also need to
be put at risk became a step too far. 

The ongoing power play between
bank and high net worth over how
much information the bank needs
versus how much the borrower is
willing to impart remains a big issue
on transactions – one of our clients
chose to walk away from a lender
because the due diligence process
which had taken six weeks to that
point was no closer to being finalized
and by paying cash he had his aircraft
delivered by the end of the week. His
reasoning was that he did not want to
lose the aircraft at the price agreed
and if he needed to, he could
approach the bank on a refinance.
The banks themselves have been
restricted both by internal and exter-
nal forces – capital adequacy and liq-
uidity rules and regulations all con-
spire to the banks only being willing
to lend on less risky transactions. The
irony is not lost on financiers that in
fact the less risky transactions tend to
be those borrowers who don’t need
loan or lease finance in the first place
and are more than capable of financ-
ing the acquisition themselves. 

One interesting case saw the bor-
rower withdraw in the wake of the
Bear Stearns and Lehmann’s collapse.
With the financial world imploding
and in the midst of global bailouts,
the perception of credit risk shifted
from borrower to bank the borrower
decided to go it alone rather than risk
entering into a finance lease with a
lender who may or may not remain in
business. Other reasons included the
volatility of the stock markets –
clients have been more interested in
investing in solid assets than relying
on trading revenue. Committing to a 5
year dollar loan now requires careful
hedging by borrowers to restrict
exposure on any increase in the dol-
lar value. Similar to the trend in
increased interest in gold and silver
investment, both corporate and pri-
vate buyers have been looking to
alternative arenas in which to invest.
Step forth the business and private jet
market. 

The Trend to Date
Aircraft finance in corporate and pri-

vate jet acquisitions has typically fol-
lowed a relatively straightforward
route. The lender provides the loan or
lease finance to the borrower and the
security provided back to the lender
ensures that the lender can under a
default step into the shoes of the bor-
rower or lessee and collect in all valu-
able contracts, records, insurance and
income streams attaching to the air-
craft. In an ideal world the Lender
would be able to sell the aircraft,
recover its loan and costs and any
residue would be handed back to the
borrower. 

In all but a handful of cases, the
highest LTV achievable was 80 per-
cent and most if not all transactions
were “with recourse” or, in other
words, with additional security being
provided by the borrower on top of
security over the aircraft. To protect
against a drop in values in aircraft, the
lenders tended to look to additional
security such as corporate and per-
sonal guarantees to reinforce the
credit position of the borrower. In
many cases the lenders were
absolutely right to do so – aircraft val-
ues fell year on year between 2008
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(when they were at their over-inflated
best) to recently when values starting
to show some green shoots on the
increase. In the downturn, some of
the worst examples saw up to 50 per-
cent being stripped off the value of an
asset – for a lender in at 80 percent;
this would have created a very seri-
ous liquidity issue. Many banks had
the foresight to include LTV testing
in their finance arrangements which
allowed them make a call on the bor-
rower for cash to top up the loan to
value ratio in the banks favor but this
was of course heavily dependent on
the borrower having the cash to top
up the payments. The hey days were
over and the global recession saw a
huge departure from the market of all
but the stalwart finance lenders in
Business Zviation such as BAML,
Credit Suisse, GE, Societe Generale,
Investec and Deutsche Bank. With
the onslaught of Basel III, European
banks will come under increased
pressure to only finance the more
credit worthy deals.

For now however, the market seems
to be regaining some confidence.
According to Marius Breitenbach of
Execujet Aviation Trading AG, some
young aircraft are currently increas-
ing in value. The Global XRS, Falcon
7X and Gulfstream 5000 are all on the
increase with demand for these air-
craft remaining high. Buyers at the
high end for larger aircraft remain
robust. On the converse, converted
aircraft have never taken a strong
position in the market and any air-
craft older than 10 years will suffer in
value.

We have seen some very interesting
entrants into the aircraft finance mar-
ket in recent times. US EX-IM bank
and local ECA funding is coming on
line progressively and they are
becoming more interested in one of
aircraft deals as opposed to fleet
deals. Historically ECA funding was
only sought on fleet deals because
the transactions generally take longer
to complete. The UK EGCD could
support Hawker products in Europe
and many hope this will become the
case. Word on the street is that
Guggenheim Aero Capital is back
lending up to 100 percent non-
recourse finance on newer aircraft.
Milestone Aviation in Dublin led by
Richard Santulli (he of Netjets fame)
and Bill Kelly have been building a

strong reputation in helicopter and
corporate jet leasing.

The corporate and private jet world
has always sat some way behind the
commercial carrier world in terms of
finance offerings. Japanese tax leases
and even Irish s.110 structures are
much more common in the airline
world. In addition many financers
struggle to understand the marked
difference between financing com-
mercial aircraft as opposed to financ-
ing corporate and private jets. The
paperwork can be very similar but the
operation is entirely different. At a
conference recently, one of the Irish
lenders controversially told an audi-
ence of Business Aviation brokers
and operators that he regarded
financing an airline as a safer credit
risk than financing a purchaser of a
business jet. Indignant eruption
ensued but most interesting was this
financier’s genuine lack of under-
standing of how the Business
Aviation market works and why in
fact it is arguably a much safer risk
than airline finance. In fact, the two
industries could learn a lot from each
other.

Financing Airlines vs. Financing
Business and Private Jets 

One obvious way of tacking the
business jet market head on is to
encourage lenders who traditionally
only play in the commercial carrier
market to open their doors to busi-
ness and private jets. Their experi-
ence in structuring transactions and
attitude to risk in aviation would be
welcome competition for the few
financiers currently available to us. I
have set out below some key issues
worthy of consideration for any new
entrant into the market from the car-
rier world.

1. Who Repays the Loan –
Borrower Profile
❍ The biggest difference between
financing airlines and financing
business jet acquisitions is who
pays under the loan or lease.
Unless the financier is lending to an
operator, the profile of the borrow-
er tends to be a corporate whose
business is not in ferrying passen-
gers around the world but who
needs the asset to conduct its own
business more effectively. An air-
line on the other hand relies on pas-

senger seat sales to finance loans
and leases. With the corporate bor-
rower in that case, the lender is
assessing the credit profile of a
business which is entirely unrelat-
ed to the successful operation of
the aircraft. The borrower’s ability
to repay the loan is not heavily
dependent on load factor, fuel
prices and heavy competition from
low cost carriers as is the case in
the airline world. In addition the
aircraft can be chartered out in
return for income which can help to
improve the borrower’s ability to
meet on-going operating costs. So
far so good for the business jet
buyer.

2. Manufacturer Support
❍ Manufacturer warranties in busi-
ness jet sales tend to last longer
and are not as restrictive as in the
airline world. These warranties add
much to the value of the asset and
can be very effective in reducing
overall cost of maintenance on the
aircraft for the first 5-7 years.

3. Transaction Structure
❍ Airlines typically lease their air-
craft under operating leases from
well know lessors such as ILFC,
GECAS, GE etc. The lessor
acquires the aircraft from the man-
ufacturer and leases it to the airline
in return for lease rent. Typically
the lessor will also work in pay-
ments on account for maintenance
(known as maintenance reserves)
to reduce the cost exposure on
heavy maintenance items. Security
deposits are common and in recent
years, lessors have insisted that
they be entitled to commingle and
use these funds. The focus is cer-
tainly changing with the credit risk
of some lessors in question but in
general the lessors did well on the
finance structure and on the ability
to use lessee money in the course
of trade.
❍ In the business jet world even
where operating leases are
involved, the lenders do not tend to
ask for maintenance reserves or
security deposits. Some ask that
the aircraft be enrolled on to care
programs for the engines and parts
but this is not the same thing as a
lender taking cash on account of
future maintenance events. A sim-
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ple change that may help increase
the credit profile of a borrower and
also help the bank with their capital
adequacy requirements?

4. Maintaining Value 
❍ Annual degradation in business
jets tends to sit in the region of 4-6
percent. Commercial aircraft
degrade at a much higher rate gen-
erally because they are used more
frequently. Conversely however in
business jet terms an aircraft that is
older than 10 years tend to be per-
ceived as past its sell by date. In the
airline world the aircraft keep operat-
ing up to 20 years and more until
they are sold, leased into third tier
countries or sold for scrap. There is
no reason why a well maintained
business jet should not continue to
be operated for the same period of
time. There is a disparity between
perception and demand in the mar-
ket – manufacturers are under pres-
sure to develop and sell new and bet-
ter models every year to keep up
with competition. A subtle shift in
how manufacturers value their older
aircraft and an increased offering on
supporting the second hand trade
would surely encourage more buy-
ers. There is no mystery to why
Airbus and Boeing keep reinventing
the wheel on their sister aircraft –
subtle changes to improve efficiency
and load factor do not detract from
the fact that they still manage to sup-
port the older aircraft currently in
service. The Boeing 737 classic
range is one of the bestselling
ranges of aircraft of all time.
Commonality in aircraft for airlines
is preserved and the manufacturers
encourage years and years of loyalty
from the same customers. This mar-
ket understanding is not apparent in
the business jet world despite it
being common knowledge that buy-
ers tend to replace their aircraft
every 3-5 years. All manufacturers
would do well to review their
approach to supporting the second
hand market so that their involve-
ment does not end when the white
tails are moved off the ramp.

5. Operation of the Aircraft
❍ In airline finance, the airline tends
to be both the borrower/lessee and
the operator of the aircraft. In many
case the airline also conducts a lot of

the maintenance in house. In terms
of credit risk, a lot of focus is on one
business being able to manage, oper-
ate and maintain the asset.
❍ In the business jet world, the risk
tends to be spread amongst the
owner as the borrower, a profession-
al operator and an MRO. An astute
financier can find out very quickly
through a process of audit and
review of all parties where the pres-
sure points are on a transaction – if
the borrower has stopped paying for
maintenance this is usually an indica-
tor all is not well. The earlier the
lender can step in to recover the
asset or restructure the loan, the less
the lender will suffer on costs. The
lender will typically tie up all aspects
by way of multiparty agreements
with the operator, insurers, MRO
and service providers to ensure that
in an event of default, the lender can
step into the shoes of the borrower
and protect the asset. 

The Future for Aircraft Finance
We are seeing a subtle shift in busi-

ness jet finance. The structures are
becoming more sophisticated as
clients are more willing to consider
alternative means of finance or in some
cases are obliged to consider them
where cash and standard loan finance
is not available. 

Changes in lease accounting rules
and in VAT regulation will cause a
knock on effect in the way business jet
finance is structured. Operating leases
will no longer be recognized as “off-bal-
ance sheet” and so for those borrowers
requiring a true off balance sheet struc-
ture, orphan and charitable trusts will
become more popular. Finance leases
should help resolve the VAT issue on
ownership of business jets where the
VAT can be reclaimed through a gen-
uine corporate structure.

Financiers are cautious to re-enter
the market and to some degree, this is
to be welcomed. Aircraft finance
should only be undertaken by
financiers who genuinely understand
the industry and who are structured to
be able to withstand a dip in residual
values. Fire sales by financiers do a
huge amount of damage to aircraft val-
ues and the industry in general. 

That said, the business jet industry
still desperately needs financiers who
are willing to consider supporting the
less than AAA gold standard transac-

tions. Demand for aircraft in Russia,
UAE, China and Africa remains strong
but without the finance industry back-
ing the sales on both for new and sec-
ond hand aircraft, sales will stall. These
regions are rightly or wrongly per-
ceived to be a higher repossession risk
mainly because of the difficulties in
enforcement of security locally. A well-
considered approach to these more
challenging jurisdictions may even jus-
tify higher profit margins for the
financiers willing to open their balance
sheet. Other industry participants cold
easily support the foray by the
financiers into new regions- the insur-
ers are well placed to support the pri-
vate jet industry on aircraft reposses-
sion insurance; the professional opera-
tors can reduce repossession risk by
remaining in operational control and
possession of the asset at all times and
the manufacturers can offer after sales
and marketing support to the
financiers.
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