
vibrant level of new aircraft
deliveries, strong sales of
used aircraft, low interest
rates and competition among
lenders have provided banks

and other companies involved in the fi-
nancing of business aircraft with greater
activity this year than last year. But the
business aviation industry is notoriously
cyclical, and recent signs may indicate the
end of the current buyer’s market for loans
and leases, though exactly when this will
happen is impossible to say.

Most of the lenders interviewed for this
report said they have financed more air-
craft this year than last year. Business has
“improved considerably” or is “definitely
better” for some, while others reported
that activity is about the same or only
slightly better. Several specifically men-
tioned large-cabin aircraft as particularly
active in both the new and used markets.

Several factors are driving current de-
mand. “There’s a perception of an improved
economy and pent-up demand,” said David
Davis, vice president of 1st Source Bank,
in South Bend, Ind. “Aircraft values have
stabilized and there’s a lot of replacement
buying going on.”

According to David Madden, executive
vice president of Aircraft Banking Centers
in Orlando, Fla., “Low interest rates and
long-term financing options have unques-
tionably aided in turning the aircraft mar-
ket around during this past year.”

Said Susan Foster, vice president of mar-
keting for Cincinnati-based National City
Commercial Capital, “I believe one of the
biggest factors is demographics. Long-time
business owners in their 50s and 60s who
are financially successful have decided that

they have the resources to own an aircraft
and they do not want to travel on the airlines
for all of the obvious reasons. They also
seem to have confidence that things will be
relatively good for the foreseeable future.”

There are also fewer acquisitions of
business aircraft by “new money”–dot-com
millionaires who helped fuel the bubble
market for aircraft (among other things) in
the late 1990s–according to one lender,
who did not wish to be identified.

“It was the worst thing that could have
happened for the industry,” Joe Dini, se-
nior vice president of Sovereign Bank in
Manchester, N.H., told AIN. “Aircraft do
depreciate,” he explained. “When they
appreciate in the used market, as they did
during the 1990s, it’s not normal. People
have to ask why this is happening. As we
saw, prices came down steeply after that,
which hurt a lot of owners and made them
wary of the market. Now we have a nor-
malization of prices.”

“I’m finding a lot more real buyers this
year,” said aircraft lending officer Pam
Cooksey of First Merit Bank in Akron,
Ohio. “It seems that some potential buyers
have become more comfortable with the
decision to actually buy. A year ago, there
were a lot of rate shoppers but not a lot 
of actual buyers.”

Madden of Aircraft Banking Centers
added that real-estate developers and in-
vestors, along with owners of construction-
related businesses, have contributed sig-
nificantly to the recent increase in business
aircraft sales activity.

Another factor is the 12- to 36-month
production backlog for new aircraft orders,
which is “pulling up used aircraft pricing,”
according to Greg Babcock, vice president
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Low rates and 
competition create 
a borrowers’ market,
but the economy 
may hold 
some surprises
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For aircraft financers, insurance and

the stability of the OEM are the main con-

cerns when they consider the very light

jets (VLJs), three of which are working

toward certification next year.

“Other than the Cessna Mustang, all

the VLJs are being developed by new

companies that have no track record or

residual-value histories,” said James

Dickerson of Banc of America Leasing.

“Insurance coverage may be an issue,

along with FAA certification and the

capitalization of the manufacturers to

support these new aircraft.

“Finally, long-term demand is somewhat

questionable, as is the air-taxi segment 

for these aircraft. Future values of the 

VLJs are still difficult to ascertain, but the

financing of one should not be a problem

for qualified owners,” he added.

David Davis of 1st Source Bank said,

“While there’s a definite market for very

light jets, the big concern is insurance.

It’s not that it will be too high in the

beginning, but that owners might not 

be able to get it at all. And without

insurance, the buyer won’t be able to get

financing. The problem for insurers is that

there is little actuarial data on owner-pilots

moving up from props to jets. To their

credit, the VLJ manufacturers are coordi-

nating with the insurance industry. Insurers

may require an owner without jet time to

hire a pilot before they write a policy.

“Lenders won’t finance a substantial

investment like a VLJ without insurance

because they’ll want to get paid if the

airplane crashes,” Davis continued. “They’re

also worried about liability. From the 

lenders’ viewpoint, the worst-case scenario

is if insurance costs go way up and cause

demand for the airplanes to drop, decreas-

ing residual values below the loan amount.”

Joe Dini of Sovereign Bank added a

concern about the effects of air taxis. 

“What if an air-taxi operator using a fleet 

of VLJs can’t make it work and has to shut

down? All of a sudden, you could end up

with 30 airplanes on the market, bringing

values down. That’s not something that 

the company that financed those airplanes

wants to happen.”  –R.R.P.

of aviation finance at U.S. Bancorp Equip-
ment Finance in Englewood, Colo. Although
prices for many used aircraft have increased,
these values are generally back to where
they should be under normal circumstances.

“It’s not so much an upward market as a
stabilized one,” said Davis of 1st Source
Bank. “After the bubble, the market over-
adjusted aircraft values in 2002 and 2003.
Now the environment is more stabilized.”

In fact, the inventory of used aircraft
has decreased by 21 percent since its high
point of 2,059 in November 2002 to 1,629
in September this year. There’s also a
smaller pool of good used aircraft on the
market, with only about 20 percent less
than 10 years old. With supply down,
prices invariably rise.

Most lenders said they expect their ac-
tivity levels next year to remain near this
year’s level. Strong backlogs of new air-
craft reported by the manufacturers, the
entry of good used aircraft into the market
as many owners take delivery of these new

airplanes to replace older ones and the in-
creasingly recognized value and conve-
nience of business aviation over the airlines
are factors pointing to continued strong
business for lenders.

Negative Factors Threaten
On the flip side, several general eco-

nomic factors have the potential to slow
aircraft sales. Though the ultimate eco-
nomic after-effects of Hurricanes Katrina
and Rita are difficult to predict, several
lenders mentioned continued high fuel
prices and rising interest rates as having a
dampening effect on aircraft sales in the
long run. The bigger, more difficult ques-
tion, however, is how these and other fac-
tors will affect the overall economy, which
largely influences aircraft sales.

“If you graph economic cycles against
deliveries of new aircraft and used aircraft
prices, there is a correlation,” Dini ex-
plained. “You will see the ‘eight-month lag,’
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Interest rates for aircraft loans and
leases are typically negotiated individu-
ally for each case, so lenders rarely pub-
lish their rates. Aircraft type, the value 
of the specific aircraft, its intended use,
its location and the financial standing of
the client, along with the down payment
and length of the loan, all figure into the
interest rate.

Lenders use a variety of indices to
establish a starting point for the rate,
although the borrower could sometimes
specify a particular index. Traditionally,
many U.S. lenders use the prime rate for
simple domestic loans and one of the
London Interbank Offered Rates (Libor)
for more complex domestic and interna-
tional loans. Fixed loans are often based
on the five- or 10-year U.S. Treasury bill
rates or the Libor swap rate, while variable-
rate loans may be based on the prime
rate or one of the floating Libor rates.

Today’s low starting points for interest
rates, as determined by the various indices,
have stimulated buyers. But lately there’s
been another factor working in borrowers’
favor–competition within the finance
industry. Said James Dickerson of Banc 
of America Leasing, “With the strength 
of the corporate aircraft market in the
past two years, we have seen numerous
new aircraft finance entrants.”

“This is the keenest competition I’ve
experienced in 20 years,” said Greg
Babcock of U.S. Bancorp Equipment
Finance. “There’s more money chasing
fewer deals and driving down the rate

spreads to lenders and lessors. This has
produced artificially low rates on new
and pre-owned aircraft loans and leases.”

Though this is good news for buyers,
it has made the lenders’ job more diffi-
cult. Whatever the index used as the
basic rate for a loan, the lender tacks on
“the spread,” basis points that make the
loan worthwhile for the lender. If the
spread becomes too small, it makes
more economic sense for the lender 
to invest the money elsewhere. But the
influx of new players into the market 
has forced lenders to accept smaller and
smaller spreads just to get the business.

Dickerson said, “With growing demand
for a limited supply of aircraft and an
increased number of competitors for 
the financing, the cost of financing has
decreased, causing a significant compres-
sion of margins for aircraft lenders.”

Susan Foster of National City Commer-
cial Capital said several regional banks
have entered the market, and David Davis
of 1st Source Bank said that lenders
without aircraft experience “will figure
out some way to do the loan” when a
current corporate customer or wealthy
client asks about financing the aircraft.
“They obviously want to keep the busi-
ness in-house if they can,” he explained.

Said Babcock of U.S. Bancorp Equip-
ment Finance, “The net effect [of this
interest rate and yield compression] 
will be a shaking out of the corporate
aviation finance industry with fewer
lenders in the future.”  –R.R.P.

Compressing the Spread
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Continued on page 53

Very Light Jets on the Horizon

Source: General Aviation Manufacturers Association



Unlike physics, economic forecast-
ing is not an exact science, and signifi-
cant natural disasters have a way of
scattering the tea leaves. Nevertheless,
it might be worthwhile to see what two
experts are saying.

Bill Hackney, managing partner of
Atlantic Capital Management of Atlanta
(an investment company for institu-
tional clients), said in a special review
published on the company’s Web site in
late September that people learned four
key economic lessons after 9/11.

First, investors tend to overreact to
unexpected bad news, which can
cause wide swings in stock and bond
prices. Second, disasters rarely turn
out as bad economically as many peo-
ple initially predict. As an example, he
said the estimates of the total losses of
9/11 were as much as $40 billion, but
the final results were between $25 and
$30 billion for non-life losses.

Third, while a disaster results in loss
of wealth, it does little to dampen the
growth rate of the national economy.
And fourth, it is not a foregone conclu-
sion that a disaster will change the
course of prevailing economic and
market trends, though it could reinforce
trends already in place.

Specifically regarding the effects of
Hurricane Katrina, he said that al-
though it will have a severe wealth
effect on corporate profits, personal
savings, housing and loan and under-
writing losses, he thinks it will have a
modest effect on the trajectory of eco-
nomic growth.

That growth will change, however,
with increased investment spending
associated with repairs and rebuilding
in the hurricane-damaged areas and
slower consumer spending. He said
Katrina, with its possible effect on con-
sumer psychology, “could be just the
thing that starts to let the air out of the
nation’s housing bubble.”

Hackney said he’s not overly wor-
ried about oil prices. “Worldwide en-
ergy consumption was beginning to
slow in the months before Katrina 
as high prices dampened demand,” he
said. “With slower growth ahead and
the approach of fall, a seasonally
weak period for oil prices, the Kat-
rina-induced spike to $70 per barrel
should represent a near-term peak.”

At press time it was at $64.
He expects the Federal Reserve

Board will “continue to ratchet up
short-term interest rates (between now
and year-end) by at least two 25 basis
point hikes to put the federal funds rate
at 4 percent.” Because, he said, “the
Fed realizes that [natural disasters]
have only a small and brief impact on
the national economy,” he foresees
“yields on 10-year Treasuries staying
within their current trading band of 
4 percent to 4.5 percent.”

Finally, Hackney said Hurricane Ka-
trina has not changed his company’s
“bullish outlook” on the equity mar-
kets. “Over the next 12 months,” he
added, “we believe that the S&P 500
Index (now about 1,230) can trade up
to between 1,300 and 1,350. That
would produce a total return (including
dividend) of about 8 percent to 12 per-
cent. We foresee a similar return poten-
tial for smaller capitalization indices
such as the Russell 2000.”

Another Viewpoint
Michael Kahn, who writes the “Get-

ting Technical” column for Barron’s
Online, looked at the situation from a
different perspective. “There are two
major trends to watch at this time,” he
said early last month. “The first is the
long-term trend from the March 2003
low. The cyclical bull market, though
two-and-a-half years old, is still in
force. That’s good news for long-term
investors whose patience has been tried
over and over all year.”

The second trend to watch, he said,
is the short-term trend from the April
2005 lows. On the Standard & Poor’s
500 Index, still considered the bench-
mark index for the stock market, “the
trend line has been broken to the down-
side and has survived a corrective rally.
The conclusion is that the market is in
some sort of sideways pattern as it de-
cides whether it wants to break the
long-term trend line or not. In round
numbers, a dip below 1,200 would be a
bad thing.” [The S&P 500 closed below
1,180 in mid-October.–Ed.]

He said, “Market breadth has weak-
ened to the point that the number of
stocks reaching 52-week lows is chal-
lenging the number of stocks making
new highs. That means that a good
chunk of the market is already falling,
even though the indices are not fol-
lowing suit. That is clearly not good.”

So for Kahn, “the evidence is clearly
leaning toward bearish, but not quite
conclusively. If, in the coming month,
we see the S&P break 1,200, energy and
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How To Find a Lender

The non-profit National Aircraft Finance Association (NAFA) provides two
directories on its Web site (www.nafa.aero). The “member directory” lists all
50 full members who, as part of their normal business, provide financing for
the purchase of aircraft or who make loans secured by aircraft. According to
David Davis, current NAFA president and a 1st Source Bank vice president,
about 95 percent of the organizations that provide aircraft financing are
NAFA members, not including those banks that might make one or two loans
a year as a special consideration to prized customers. NAFA’s “associate
member directory” lists individuals and organizations that are engaged in
businesses relating to the aircraft financing industry. –R.R.P.

Step 1: 
Decide the entity that will acquire the aircraft.

A key consideration is who will use the
aircraft and for what purpose. Other important
issues include protecting assets from liabilities
associated with the aircraft, maximizing deduc-
tions for income tax purposes, minimizing state
sales and use taxes, avoiding federal transporta-
tion excise taxes and ensuring the aircraft can be
operated under Part 91.

Step 2:
Evaluate payment options.

The three basic ways to pay for an aircraft are
by cash, loan or lease. Cash is fast, simple and
uncomplicated. But a corporate jet is a relatively
poor investment as it is unlikely to generate
revenue or appreciate in value. For many aircraft
buyers, “cash” really means drawing on an exist-
ing credit line or not paying cash for an asset
that could earn money or appreciate.

A buyer might postpone the decision and
improve his negotiating position by paying cash
for the aircraft at closing and then soliciting
financing proposals later.

Step 3: 
Decide whether to lease or borrow.

The main types of aircraft lease are capital
and operating (or tax). A capital lease is a condi-
tional sales arrangement; the lease payments 
are a way of purchasing the aircraft over time,
and at the end of the lease the lessee either
automatically receives full title or purchases 
the aircraft for a nominal amount.

In an operating (or tax) lease, the aircraft is
treated as an asset of the lessor, who retains the
right to depreciate the aircraft for tax purposes.
At the end of the lease, the lessee has the option
of purchasing the aircraft for an agreed-upon
price, or returning the aircraft to the lessor. An
advantage of an operating lease is that the air-
craft does not appear on the lessee’s balance
sheet, but the lessee then loses the ability to
depreciate the aircraft from federal income tax.

A loan keeps tax depreciation deductions 
in-house and provides flexibility when selling 
the aircraft and refinancing. A lease typically
requires a commitment of five to 10 years. If 
the lessee wants to terminate at a different time,
he will have to obtain the lessor’s permission and
probably pay a penalty for early termination.

In the end, a majority of corporate aircraft
financing is done in the form of loans.

Step 4: 
Pick the aircraft wisely.

The better the deal on the aircraft, the easier
it will be to finance it on favorable terms. Some-
times the financial institution will want to do an
appraisal to determine the true value of the air-
craft. The buyer should ensure whether he can
comply with his financial institution’s appraisal
requirements in a timely fashion.

Step 5: 
Solicit financing proposals.

Private banks are a good source of funding for
individuals because they look to the individual’s
cash flow and liquid assets for repayment. While
they frequently offer attractive financing terms,
the loan is essentially cross-defaulted to the indi-
vidual’s other obligations to the bank. Therefore, 
if the objective is to separate the aircraft financing
from other assets and financial obligations, a
private bank might not be a good choice.

Commercial banks consider the credit of

companies as well as individuals. The bank 
is likely to have income and balance-sheet
requirements that take precedence over collat-
eral issues, such as the value of the aircraft.

Finance companies, because they are not
subject to the same regulatory requirements 
as banks, might be able to structure more
creative financing transactions and accommo-
date special concerns.

The buyer should make sure each institution
provides a proposal on the same terms. When
considering how much to borrow, be aware that
other acquisition costs, such as sales and use tax,
progress payments and interior completion
expenses can be added to the purchase price.

Step 6: 
Evaluate the proposals.

Consider the same issues involved in any
financing: down payment/percentage of
financing; interest rate; fixed or floating rate;
amortization; loan maturity or lease term; fees
and expenses charged by the bank and its
lawyers; the need to provide collateral in
addition to the aircraft; and the necessity for
guarantees to support the credit. Will the lender
prepare the loan documents in-house or charge
extra to retain outside counsel? Be sure the
lender can meet the closing schedule.

Step 7:
Choose the best proposal.

Select a short list of proposals and tell the
financial institutions that several choices are under
consideration. Although most institutions usually
put their best foot forward in the proposal, they
may still be able to improve their offers. 

Step 8: 
Get a commitment letter.

Financial institutions follow a complicated
process before approving a loan and issuing a
commitment letter, a process that can take a 
few weeks. The key to a prompt commitment 
is furnishing the required financial statements 
as quickly as possible. Most institutions will not
begin to produce drafts of the documentation
until a commitment is approved, but they might
waive this requirement if the buyer agrees in
writing to cover the documentation expenses
regardless of whether the financing closes.

Step 9: 
Review the documentation.

A careful review of the paperwork is absolutely
necessary; there could be all sorts of egregious
or unexpected requirements buried in the
financing documents. Issues to watch out for
include permission for charter, subleases and
personal use; operational restrictions; mainte-
nance and insurance requirements; and provi-
sions for equipment improvements and upgrades.

Step 10: 
Attend the closing.

Aircraft purchases and financings are usually
closed on a conference call. After the bank veri-
fies that the aircraft is in the required condition,
that the necessary paperwork is on the FAA reg-
istry in Oklahoma City and that the title is clear,
the purchase price is wired and the documents
are filed for recording. Make sure the financial
institution provides a closing checklist that in-
cludes all the requirements.
Condensed from “Step-by-step Financing,” 
by Jeffrey S. Wieand, Business Jet Traveler,
February/March 2004.

Aircraft Financing by the Numbers
Aircraft financing doesn’t have to be a painful process. With the right preparation and
the right team of advisers, buyers should be able to implement a financing strategy that
will enhance rather than detract from their aircraft acquisition. Here is a 10-step
approach to financing an aircraft.
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utility stocks break down, the number
of new 52-week highs dry up or any
combination of the three, then we’ll
know that the market has decided to call
it a day and go home.” However, he
wrote, “should the major indices garner
enough buying to reach new highs
above those set in July [roughly 1,246

for the S&P 500], then we have to
accept that the tide has turned and there
is still a little life left in the old bull.”

Concluding, he said, “Will that hap-
pen? We cannot know that in advance.
The bears have presented a pretty good
case before the jury, and deliberations
are now under way.” –R.R.P.

an industry phenomenon that sustains strong
prices and vibrant deliveries of new aircraft
for about eight months while the economy 
is clearly in recession. Then, when the econ-
omy becomes strong again, the industry takes
eight months to show signs of price and
delivery recovery.”

“The big unknown right now is fuel prices
and their effect on inflation and interest
rates,” said Madden. “Volume levels [sales 
of aircraft] are expected to increase as long 
as fuel prices stabilize and interest rates do
not climb steadily.”

He added that the turboprop market, espe-
cially for the King Air 200, has been “red hot”
this year. “These aircraft have always been an
economic barometer for business aviation
users,” he said. “They’re the first aircraft to
plummet in price at the onset of troubled times
and the first to soar in value during the early
stages of economic recovery.”

Low interest rates obviously stimulate pur-
chases of high-ticket items, while high rates do
the opposite. Interest rates reached historic
lows in 2003, but they are rising. (See chart
“The Cost of Financing,” page 50.) This has
actually stimulated some buyers. “Some of
my customers have stressed that since values
on aircraft are down somewhat and interest
rates are rising, this is the time to buy,” said
Cooksey of First Merit Bank. “More and

more people are taking the step now.” How
high interest rates will go and what the long-
term effect will be is impossible for anyone to
answer at this time. (See “So what’s happen-
ing to the overall economy?,” page 52.)

Even if economic conditions cool in the
coming months, lenders expect next year to be
“reasonably solid,” or even stronger than this
year. “We see continued growth and growing
demand at all levels of the corporate aircraft
market,” said James Dickerson, executive vice
president of Banc of America Leasing’s corpo-
rate aircraft finance division in Geneva, Ill.

The “eight-month lag,” a consequence of
the OEMs’ backlog of aircraft, is the main
reason for Dickerson’s optimism. OEMs will
continue delivering these aircraft over the next
few years, and that means continued business
for the finance community. And because many
of these new aircraft are replacement buys,
lenders expect a fair amount of business as the
replaced aircraft go on the used market.

If the cost of oil levels or decreases, the
Fed stops increasing the prime rate, the U.S.
economy continues to grow without the threat
of inflation, corporate profits remain high,
more people continue to choose business avi-
ation over airline travel, then the industry
might just plow right through the current
cycle with nary a shudder. By the time the
OEMs’ backlogs decrease to more reasonable
levels, new orders could be coming in steadily
and the aviation lenders will have even more
work to look forward to. o

Borrowers’ Market
Continued from page 51


