
Lenders loosen the purse strings, 
for the right buyer and airplane 
by Curt Epstein

Uncertainty. It’s a word that 
packs a lot of  fear and inde-
cision into four syllables, and 
one that has continued to bur-
den not only the U.S. economy 
but that of  the world as well. 
Though the most recent reces-
sion officially ended in June 
2009, according to economists 
at the National Bureau of  Eco-
nomic Research, more than 
two years later, most people 
are still waiting for clear posi-
tive signs that the economy is 
on a strong upward trajectory. 

Stock markets remain on a 
jittery roller-coaster ride, with 
investors reacting sharply to 
every morsel of  economic 
news. In September during one 
particularly volatile week, the 
markets swung like a pendu-
lum by hundreds of  points for 
four consecutive days. An anal-
ysis by The New York Times 
found that these days the stock 
markets are more likely to 
experience daily swings on the 
order of  3 percent or 4 percent 
than at any other time in recent 
stock market history. That 
volatility continues to alarm 
investors and shake public con-
fidence in the economy.

Last month, the European 
debt crisis–which U.S. Treasury 
Secretary Timothy Geithner 
described previously as the 
“biggest challenge to growth 
worldwide”–saw some signs of 

possible improvement with a 
change in leadership for finan-
cially strapped Greece and 
Italy. Earlier, news of Euro-
pean banks’ agreeing to large 
write-offs of loans made to 
Greece, along with the develop-
ment of a recapitalization pro-
gram for the European Union’s 
70  largest banks, gave a brief  
boost to U.S. markets.

Though many large cor-
porations have largely rebuilt 
their profits to pre-recession 
levels, their continued uncer-
tainty and caution is reflected 
in the amount of  cash they are 
stockpiling rather than making 
capital investments or increas-
ing the size of  their workforces. 
U.S. corporations currently 
have a higher share of  cash 
on their balance sheets than 
at any other time in nearly the 
last 50 years, according to a 
recent article in The Wall Street 
Journal. In a Federal Reserve 
Bank statistical review of the 
second quarter of this year, 
non-financial corporations had 
more than $2 trillion in cash 
and liquid assets on hand over 
the summer, an increase of $88 
billion since the end of March. 

Some analysts speculate the 
companies are holding capital 
as a hedge against another pos-
sible lending drought or even 
as insulation in case of further 
economic shock waves from the 

European debt crisis, yet critics 
blame those strategies for the 
sluggish employment rates that 
have shown but minor improve-
ment over the past two years. 
Based on data from the U.S. 
Department of Labor, aside 
from a brief dip earlier this 
year, the national unemploy-
ment rate has not been below 9 
percent since May 2009, nearly 
double the pre-recession level. 

The notion that companies 
are sitting on capital rather 
than augmenting their work-
forces has contributed to the 
economic malaise that has 
fueled the rise of grassroots 
movements around the country 
and the world such as Occupy 
Wall Street. The ragtag protest 
encampment that was estab-
lished near the seat of Ameri-
ca’s financial power base has 
garnered global media atten-
tion and spawned numerous 
copycat demonstrations in cit-
ies around the world. 

Complicating the domestic 
situation was the downgrading 
of  the U.S. sovereign credit by 
financial ratings analyst Stan-
dard and Poor’s in August due 
to America’s political infight-
ing over curbing the nation’s 
spiraling debt. In another indi-
cation of  uncertainty, in Sep-
tember Moody’s cut the debt 
ratings of  Bank of  America, 
Wells Fargo and Citigroup, 

three of  the largest U.S. banks, 
on worries that the U.S. gov-
ernment would be less likely to 
support a large lender again if  
it got into trouble.

Against this muddled finan-
cial backdrop, OEMs prepared 
for yet another anemic year 
of sales as the first-half  deliv-
ery total of 261 business jets 
reflected the lowest number 
of business jets handed over 
since 2004. In his search for an 
explanation for the continuing 
slump, Pete Bunce, president of 
the General Aviation Manufac-
turers Association (GAMA), 
blamed the White House, for 
its recent anti-business avia-
tion rhetoric. “This adminis-
tration has singled out business 
aircraft owners with political 
demagoguery,” Bunce said. “It 
is simply astonishing that they 
cannot connect the dots back 
to manufacturing jobs and real-
ize they are doing more damage 
to an industry that has obvi-
ously not yet clawed its way out 
of this recession.”

Lesson Learned
Those buyers who might 

be returning to the busi-
ness aviation market after an 
absence of  several years will 
quickly discover that the lend-
ing landscape has changed 
considerably. “Between 2004 
and 2007, the industry was 
just frothy with capital,” said 
David Labrozzi, president of 
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When Checking the Title Is Not Enough
One often overlooked byproduct of distressed aircraft markets could be unpaid bills remaining on the 

aircraft, because those debts could come back to haunt future owners. Obtaining a title insurance poli-
cy could be a way for buyer and lender to buffer themselves against some of those outstanding debts, 
many of which won’t show up in a standard search of the FAA records.

In the current economic climate, federal as well as state budgets are becoming more strained, and govern-
ments are increasingly diligent about collecting taxes and pursuing those who have not satisfied their obliga-
tions. Tracey Cheek, vice president of Oklahoma City-based Aircraft Title Insurance Agency, has noted a rise in 
the number of clients who are concerned that a seller has not paid all of the taxes on an aircraft. “Federal tax 
liens are not filed at the FAA. They are good for 10 years and renewable for another 10, and can be filed only 
in the local records of the debtor’s residence or principal place of business, so they can therefore exist without 
being of record at the FAA,” she said. Further clouding the issue is the fact that the delinquency problem might 
not even be with the most recent owner, but with an owner before that, Cheek noted.

Personal property tax liens are also becoming an issue. They are controlled by applicable state law 
and are also not filed at the FAA. In some instances, liens are not “filed” at all. They can arise on January 
1 of each year, are assessed in October of that year, and attach based on where the aircraft is “primarily 
hangared” on January 1 of the applicable year. The hangar address may not be the same as the address 
of the registered owner on file with the FAA. “The only way to know where the aircraft is hangared is to 
ask the seller. I don’t think many people are in the habit of doing that,” Cheek told AIN.

Though repossessions are not as much of an issue as they were in the last couple of years, they 
have certainly not disappeared entirely. Since 2008, more than 400 business jets and turboprops have 
been repossessed, according to statistics from industry data tracker Jetnet, leaving some aircraft with 
less than “safe” titles. 

Many of those previous aircraft owners found themselves in financial distress long before the lend-
ers reclaimed the aircraft. Generally when an aircraft is repossessed, the bank is not the only entity the 
previous owner had not been paying, so it is not always readily apparent who might claim an interest 
in the aircraft.  

While buyers would undoubtedly prefer a “clear title,” that is not always a possibility. Some liens are 
released when an aircraft is repossessed or sold, while some might linger along its chain of title, even 
through multiple previous owners. “Junior lien claimants who feel they are still owed money aren’t al-
ways happy to cooperate with anyone and typically refuse to sign a release of their interest,” said Cheek.  

Deceased individuals or dissolved entities can also wreak havoc on a title and trying to track down 
heirs of an estate or officers of defunct corporation can be a challenge.    

Title searches, legal opinions, escrow agents and transaction attorneys all remain an accepted 
part of the closing process, but unfortunately title reports can reveal only what is on record at the 
FAA. “A title insurance policy is designed to protect a buyer or lender against what is not [on record 
at the FAA],” said Cheek.  –C.E.
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Ex-Im and the ECAs
Export credit agencies, or ECAs as they are commonly known, pro-

vide another source of funding for international aircraft customers. In most 
countries that export goods on a large scale, these agencies serve to facili-
tate international trade when other sources of funding are not readily avail-
able. In the U.S., over the last fiscal year the Export-Import Bank (Ex-Im) 
handled a record $32 billion worth of finance authorizations, an amount 
that has nearly tripled since the start of the credit crisis. 

A significant part of the Ex-Im’s portfolio and its strongest-perform-
ing business is loans in the aircraft sector. While the agency had tradition-
ally supported the airliner industry, earning itself the sobriquet “the Bank 
of Boeing,” over the last few years it has increased its involvement in the 
business aviation arena. “Whereas in the past we might have done less 
than $100 million a year in business aircraft and helicopter financing, I 
think we’ve been doing several hundred million dollars for each of the last 
several years,” said Robert Morin, vice president of Ex-Im’s transport di-
vision. “We’re clearly working at an elevated level.”  

Ex-Im’s increased involvement in the industry stems from two conver-
gent factors. The first was the increasing movement of aircraft purchases 
away from North America, which has led to deliveries in areas beyond the es-
tablished lenders’ comfort zone. “I think we are probably better positioned to 
take certain types of cross-border risk,” said Morin. “Whereas some banks 
are comfortable with lending in the United States, and might be comfortable 
lending in the UK or Germany, once you get outside their comfort zone, in 
say India, Turkey or Russia, they might not even really get to looking at the 
underlying credit because they can’t get past the country risk.” The second 
factor was the global credit crisis; international sales have still not fully re-
bounded to pre-2009 levels. “I’m not being critical of the commercial busi-
ness financing industry but it seems to be an area where the business aircraft 
financing industry has not kept pace with business aircraft sales.”

In the absence of traditional financing availability, Morin sees his 
agency’s role as that of a trailblazer, demonstrating how to do deals in 
that country until commercial lenders feel comfortable conducting busi-
ness there, thus “graduating” that market from Ex-Im bank support.

The other countries that are home to business aircraft manufacturers 
have similar facilities known primarily by their acronyms. Coface in France 
serves Dassault, while BNDES in Brazil can provide financing for Embraer. 
Bombardier finds itself in a unique situation in that it can take advantage 
of Export Development Canada (EDC) financing for Challenger and Global 
sales and can refer customers to Ex-Im for financing inquiries for (Wichi-
ta-built) Learjets. So far this year, EDC has financed the sale of three Bom-
bardier jets to Austria and one to South Korea, while Ex-Im handled the 
financing for a pair of Learjets to Austria, according to David Vandenberg, 
director of structured finance for Bombardier Business Aircraft. “I think the 
trend will be to use the ECAs selectively, where there isn’t a lot of [lender] 
appetite,” Vandenberg told AIN.

Another role for the ECAs at least as far as Morin is concerned is in ensur-
ing fair trade. “If the Brazilian export credit agency was financing the Brazilian-
manufactured Phenom 100 or 300 into a third country and Hawker Beechcraft 
or Cessna was competing to sell its aircraft, it would be appropriate for Ex-
Im Bank to offer similar support so that the manufacturers could be compet-
ing on a level playing field, not on the basis of the financing that was being 
provided by their respective governments, but based upon the technical mer-
its of the aircraft and the price that the manufacturers were willing to offer.”

In February, the member states of the Organization for Economic Co-
operation and Development (OECD) approved a new Aircraft Sector Un-
derstanding (ASU) that makes several significant changes to how the 
ECAs can provide financing. 

Under past regulations, aircraft were divided into three categories, but this 
new agreement has eliminated those divisions. As a result, business aircraft 
are now governed under the same ECA lending policies as commercial air-
craft. Under the latest ASU this has resulted in an increase in the cost of rates 
ECAs will charge, which will make financing from the agencies slightly more 
expensive. “The big push came from U.S. and European airlines based in 
countries that don’t have access to export financing due to the home market 
rule,” said Jens Hennig, vice president of operations for the General Aviation 
Manufacturers Association. Under the rule, airlines based in the same coun-
try as Boeing or Airbus are not eligible for ECA funding for those products and 
would therefore have to rely solely on commercial financing. Those airlines 
argued that they were facing unfair competition from airlines that could take 
advantage of ECA funding, which resulted in the agreed exposure fee increase 
that now pertains to business aircraft transactions as well.

On the plus side, the agencies can now offer financing terms of up to 
12 years, an increase of two years from the previous agreement.  –C.E.

GE Commercial Finance’s cor-
porate aircraft division, at the 
JetNet IQ Summit in June. “If  
you weren’t a criminal and you 
had a phone and you were buy-
ing an airplane, you got a loan. It 
was just that simple.” Labrozzi’s 
sardonic statement was an exag-
geration, but not by much. Lend-
ers were drawn to the market by 
the seemingly ever soaring values 
of  business jets, spurring tight 
competition. In their eagerness 
to close deals quickly, financiers 
began to lose sight of  common-
sense business practices. “We fell 
so completely in love with the col-
lateral, we tended not to look at 
the basics,” explained Labrozzi in 
an industry mea culpa. “Can they 
really pay the loan back, can they 

perform under the lease, can they 
buy an airplane and maintain it, 
do they have to charter it out to 
pay for it? The very basic things.”

When the recession hit in 2008, 
the pricing bubble burst, leaving 
many buyers who had borrowed 
100 percent of  the list price (or 
more in some cases) underwater 
on what were suddenly less valu-
able airplanes. The business jet 
market became saturated with 
used aircraft as prices tumbled. 
Lenders shied away from smaller 
and older jets, which were the 
hardest hit. Many simply parked 
them and walked away. Accord-
ing to statistics from industry 
data provider Jetnet, between 
2008 and 2010 the industry saw 
342 business aircraft foreclo-
sures. While the numbers have 
tapered off, this year has seen 64 
repossessions, while many other 
aircraft operators remain in 
some form of  financial difficulty 
(see sidebar on page 30). 

During the lowest point of the 
slump, the portfolios of many 
lenders were packed with aircraft 
they were forced to recover or loan 
agreements they had to rewrite. 
“While we experienced a flurry of 
activity during the early months 
of the financial crisis, we are not 

experiencing anything outside the 
norm now,” Labrozzi told AIN. 

Many of the lenders who 
flocked into the market retreated, 
some having been badly burned 
by loan portfolios turned upside 
down. “We have seen some play-
ers leave the market due to losses 
that they sustained during the 
industry downturn of the past 
several years,” said Michael Kah-
mann, managing director of CIT 
Aerospace’s corporate aircraft 
division. “To date, we haven’t seen 
a lot of movement back into the 
business aircraft lending arena.”

At the GAMA press confer-
ence to announce the 2010 year-
end delivery totals in February, 
John Rosanvallon, the organiza-
tion’s current chairman and presi-

dent and CEO of Dassault Falcon 
Jet, told the audience that 78 per-
cent of U.S. business jet purchases 
in 2010 were cash transactions as 
opposed to financed, an increase 
of 13 percent over the tally for the 
previous year. 

Many factors account for such 
numbers. “Borrowers are telling 
us that they have no place to put 
their money to work with a good 
return, so they are paying cash for 
their aircraft,” said Wayne Star-
ling, senior vice president and 
national sales manager for PNC 
Aviation Finance. “Also some 
borrowers found that their cur-
rent lender was not interested in 
financing their new purchase, or 
not at the same terms and struc-
ture as in the past.”  

GAMA’s statistic evoked 
numerous opinions within the 
lending industry. “I would chal-
lenge both 2009 and 2010 percent-
ages as too high,” said Richard 
Ramsden, vice president and ter-
ritory manager for Wells Fargo 
Equipment Finance. “My sense 
is that it is more of a 50-50 prop-
osition with the knowledge that 
many aircraft are purchased and 
then later financed.” 

Given the low prices on some 
aircraft and the increased length 

of time needed to arrange financ-
ing, that strategy might indeed 
explain the seemingly inflated 
number of cash transactions. 
“Due to the more detailed under-
writing processes for most lenders, 
many buyers make the purchase 
and pay for it and then shop for 
the best terms,” Ramsden said, 
adding that such strategies could 
put borrowers in a strong position 
to negotiate favorable terms. 

However, others such as Peter 
Bullen, senior vice president and 
national sales manager at Key 
Equipment finance, were not 
surprised by the overall num-
bers of buyers relying on cash. 
“The global banking industry 
was severely impacted during the 
most recent downturn, and many 
banks imposed more stringent 
lending practices,” he said. “The 
jet buyers who were least affected 
by the economic downturn were 
those with exceptional finan-
cial strength, and a large per-
centage of those companies and 
individuals pay cash for their jets 
regardless of macro- and micro-
economic conditions.”

“While that stat is accurate, 
it is old news,” said Michael 
Amalfitano, managing director 
and executive head of Bank of 
America Merrill Lynch Global 
Corporate Aircraft Finance. “The 
market has returned to more tra-
ditional levels, with cash transac-
tions [relating to both new and 
pre-owned aircraft] in the first six 
months of 2011 receding to just 
over 50 percent in the domestic 
U.S. This is another sign that capi-
tal is in the market and banks and 
other financial institutions are 
putting their capital to work.”

According to the Federal 
Reserve Board’s mid-year sur-
vey of senior loan officers, more 
than 27 percent of domestic banks 
reported they had eased their stan-
dards somewhat for commercial 
and industrial loans to large and 
middle market firms (those with 
annual sales of $50 million or 
more), while none of the respon-
dents reported any further tight-
ening of standards. Nearly 70 
percent of the survey’s respondents 
reported that they had “somewhat 
eased” the spreads of loan rates 
over their banks’ cost of funds.

A Tale of Two Markets
At the fall meeting of the 

National Aircraft Resale Asso-
ciation (NARA) the mood this 
year was one of guarded opti-
mism. Unlike at recent meet-
ings, which were punctuated by 
those complaining about the lack 
of available financing, at this 
year’s gathering attendees noted 
the gradual thaw. “It’s nice to see 
some competition; it’s nice to see 
competing finance proposals, 
	 Continues on next page u 

Inventory of Pre-owned Jets Compared 
with Annual New Business Jet Shipments 
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because over the last two or 
three years you would be lucky 
to get one proposal,” said Paul 
Kirby, a partner at aircraft bro-
ker Cerretani Aviation and the 
association’s current chairman. 
“Now you are getting three or 
four and a buyer has the ability 
to choose and get a good deal. 
There’s pressure on rates, there’s 
pressure on terms because of 
that and it’s ultimately good for 
the airplane buyer.”

But that loosening of credit 
does not apply across the 
board, leading to an aircraft 
market many describe as bifur-
cated and still facing difficul-
ties. “The older and/or smaller 
aircraft seem to be having prob-
lems recovering value lost in the 
recent downturn, whereas the 
newer larger aircraft have recov-
ered,” noted Mary Schwartz, 
Citibank’s managing direc-
tor and global head of aircraft 
finance. “In past downturns 
the two seemed to recover in 
tandem, although possibly the 
smaller and older ones slightly 
more slowly. This downturn is 
different; we are seeing little 
or no recovery with older and 
smaller aircraft, leaving us to 
speculate that they might never 

completely recover.”
For most lenders, the divid-

ing line when it comes to air-
craft age is 10 years. Some 
employ what has become 
known as the rule of 20. “The 
rule of 20 is basically the age 
of the airplane plus the amorti-
zation term,” said Kirby. “If it 
exceeds 20 years, unless there’s 
a large bank relationship, most 
banks will pass on it.” 

“The supply of 15-plus-
year-old aircraft available for 

sale is at an all-time high, and 
nobody is forecasting a marked 
improvement,” Key Equipment 
Finance’s Bullen told AIN. 
“From a bank’s perspective, it’s 
simple risk management. With 
few exceptions, a two-year-old 
aircraft is far better collateral 
than a twenty-year old aircraft.” 
That uncertainty in the loan-
to-value safety equation is one 
of the primary concerns in the 
minds of lenders today. 

“Across all markets, and 

business aircraft is no excep-
tion, during periods of turmoil 
and sometimes well into a recov-
ery phase you will see a flight to 
[perceived] safety,” said CIT’s 
Kahmann. “In the business air-
craft market, right now you’re 
seeing more money loaned on 
newer aircraft because that’s 
where lenders believe there’s 
more asset value ‘resilience.’” 

Providing financing for those 
newer, larger aircraft is also 
more desirable from a lender’s 
perspective because of the per-
ceived level of customer they 
attract. Those who are most 
interested in acquiring large-
cabin, long-range aircraft (hence 
the most expensive types) are 
those whose economic muscle 
and financial reserves are best 
suited to owning them. 

“To me bifurcated means  ‘a 
tale of two cities,’” said Doug 
Reinarz, principle at Indepen-
dent Aviation Finance Consul-
tants and a former president of 
the National Aviation Finance 
Association. “There are the 
[buyers] that have cash and 
strength, and they are the ones 
that are able to qualify rela-
tively easily for financing of 
pretty much whatever terms 
they want. If you contrast that 

with an individual or company 
that actually needs the money, 
the filters and requirements go 
up fairly substantially.”

As a result of this division 
between the “haves and the 
have nots” many lenders are 
choosing to deal mainly with 
pre-existing “high quality” cli-
ents. “To some extent, the mar-
ket is split between those that 
can obtain financing because 
of their deep relationship with 
their financier, and those who 
are more challenged by virtue 
of their lower credit standing 
who may lack such a relation-
ship,” said GE’s Labrozzi.

Further contributing to the 
market segmentation is the fact 
that some financiers today are 
also eyeing an aircraft price 
threshold. One lender said 
his company avoids financing 
smaller aircraft because it is not 
worth the associated transac-
tional costs and effort, which 
remain the same for either a $5 
million deal or a $45 million 
transaction. Under that line of 
thought, a newer, large-cabin 
aircraft financing deal would 
simply offer lenders “more 
bang for the buck.”

Such practices have seen the 
lending industry “vilified for 

Industry Analysts: Recovery Coming More Slowly than Expected
When the recovery of the business aviation market will occur is the key question facing the industry today. Prompted by continuing worldwide economic volatility, several prominent industry  
prognosticators recently moved their forecasts for a strong recovery farther into the future. We asked our panel of aviation finance experts how they see the business aviation market developing over the 
next year, and what factors will affect new and used aircraft sales. 

Allen Qualey, 1st Source Bank
“Given the current administration’s disdain for general aviation, 
it’s difficult in the U.S. to see reasons for optimism. The trend to-
ward an increasingly vibrant world market will slowly manifest it-
self, but expecting discernible progress in 2012 with new units 
might be a little too optimistic. We definitely expect to see mean-
ingful improvement in both the supply and sales of used aircraft. 
The eventual elimination of the fear of a double-dip [recession] 
could likely be the catalyst. The potential elimination of bonus 
 depreciation in the U.S. could have a substantial negative impact 
on new airplanes, which could also help used aircraft sales.”

Peter Bullen, Key Equipment Finance
“I hope to see slow and steady improvement in the marketplace, 
which will depend on a stabilizing economy and a favorable or neu-
tral political climate.”

Donald Synborski, RBS Asset Finance
“The economy is the primary driver, followed by tax policy, account-
ing changes and market perception. All have been difficult to read in 
the last four months, so my view is that 2012 will look a lot like 2011. 
Economic volatility and the uncertainty on the tax and accounting side 
seem to be setting us up for another roller coaster year.”

Richard Ramsden, Wells Fargo Equipment Finance 
“Aircraft older than 10 years will likely have slow to no recov-
ery in values or trading activity. Newer aircraft will attain the be-
low-10-percent-for-sale benchmark by early 2012. New deliveries 
will track to the economy and the stock market and will show slow 
growth through 2012.” 

Robert Kent, Scope Aircraft Finance   
“I believe the market will improve if the inventory continues to come 
down. However, I do not think older equipment will recover in value. 
The overall health of the economy is the only variable that matters.”
 
David Labrozzi, GE Capital
“A close correlation exists between corporate profits and new 
aircraft sales. There is an equally close correlation between the 
Dow Jones Industrial Average and sales of new-production jet 
aircraft. Assuming that corporations continue to report strong 
profits, and that the market does not suffer long-term deterio-
ration, one can reasonably assume that new aircraft sales will 
increase. As most new aircraft clients are existing aircraft oper-
ators, they will need to sell their existing aircraft before acquir-
ing their new one, which has a trickle-down effect.  Used aircraft 
transactions have generally been on the rise and values have 
firmed up. There are numerous domestic and international, polit-
ical and economic issues that could disrupt the fragile recovery. 
So while we do not expect a quick fix to the industry’s challeng-
es, these recent statistics are encouraging signs for 2012.”                                                            
 
Michael Amalfitano, Bank of America Merrill Lynch    
“The market for both [new and pre-owned aircraft] remains in a 
slow recovery. It will not get ahead of the economy, which remains 
challenged globally. The factor that needs to be considered is con-
sumer confidence: confidence in the financial markets, confidence 
in the economy, confidence in political and geopolitical arenas. 
Once we see confidence return, then the traditional factors related 
to corporate and personal wealth, GDP and pre-owned  inventory 
will help shape the future of the industry.”          

Michael Kahmann, CIT Aerospace
“I read the same statistics that indicate used aircraft values  
are stabilizing in a way that is consistent with a slowly  
decreasing level of used inventory. It’s been a slow but steady 
process, and we certainly believe that there’s more upside than  
downside to used aircraft values. On new aircraft, we would 
likewise think that there’s pent-up demand, a normal replace-
ment cycle, and generally positive corporate earnings trends 
that all have historically resulted in positive orders momentum. 
So longer term, we are positive on the industry trends for both 
new and used aircraft.”      

Joseph Dini, Air Credit Alliance
“It all comes down to price. If one were to do the math, for 
example, an up-to-date aircraft that sold in 2001 for $1 mil-
lion should be selling today for around $550,000. The prob-
lem was that aircraft got as high as $1.3 million in the bubble 
and those sellers who bought at that level are now looking at 
a significant write down. Those sellers who bought in 2001 
would be happy with the current values. Used prices always 
decline over time; it just depends on when one got on the  
roller coaster as to how much the decline is. Until the  
inventory of late-model used aircraft shrinks, new aircraft  
orders will suffer.”      
                         
Doug Reinarz, Independent Aviation Finance Consultants 
“I think the usual factors will drive behavior: expanding products 
and services across longer and longer distances; the economic re-
alities of differing global regions; and the need to get people face 
to face to drive business forward.”  –C.E.

AVIATION FINANCE
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The Cost of Financing (2001-2011) 
Fluctuations in interest rates influence aircraft finance rates, 
although not necessarily in a direct one-to-one relationship.

Sources: MoneyCafe.com (prime rate); WSJprimrate.us (one year Libor); Federal Reserve Board (five-year treasury)
Note 1: Lenders base aviation loan and lease rates on a number of indices. The prime rate, which has been unchanged since Dec. 16, 2008, is often 
the basis for relatively simple domestic loans and one of the several London Interbank Offered Rates (Libor) for the more complex domestic and 
international loans. Variable-rate loans are often indexed to the prime rate or a Libor rate, while fixed-rate loans are often based on the five- or 
10-year U.S. Treasury note rates or the Libor swap rate. The “spread” is the difference in the index rate and the rate charged the client and varies 
with the lender’s estimated risk of the loan.

Note 2: Rates plotted are for the first day of each quarter.
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returning to accepted business 
practices,” according to econ-
omist Brian Beaulieu, CEO of 
the Institute for Trend Research, 
and have given rise to the belief  
expounded in the media and 
elsewhere that the banks are 
“hoarding” cash. “Hoarding 
suggests that they are free to do 
whatever they want with that 
money,” Beaulieu told AIN. 
“The regulatory environment 
that banks find themselves in 
these days is onerous and there-
fore their hands are tied in some 
instances when it comes to mak-
ing loans or deals.”  

“Banks are sitting on lots 
of cash but are still gun-shy 
when it comes to aircraft,” said 
Joseph Dini, a veteran of the 
aircraft finance industry and 
president of Air Credit Alli-
ance. “This has happened three 
times in the last thirty years.” 
According to Dini, lenders 
already concerned with vola-
tile aircraft loan-to-value prop-
ositions are still cautious over 
fears of a “double-dip” reces-
sion. “If  a bank has maintained 
cash it will be able to survive 
without having to recapitalize, 
have fewer loans outstanding to 
go bad and maintain a moder-
ate level of profitability.” 

Most of the financial indus-
try sources for this year’s report 
said their institutions are still 
lending to “good” customers, 
and some believe there is more 
than enough funding available 
to meet present demand from 
credit-worthy customers. 

But defining those who are 
credit-worthy has now taken on 
new importance for the lenders 
who have stayed in the market 
through the recent downturn, 
and have learned the important 
and sometimes painful lesson 
that collateral is not a substi-
tute for credit. Lenders are now 

concerned more than ever with 
the financial ability of their cli-
ents to perform over the life 
of the loan. “A lot of due dili-
gence information is required in 
today’s marketplace compared 
with what we used to see two 
or three years ago,” said Keith 
Swirsky, president of GKG 
Law’s aviation and tax groups. 
“Lenders now go through a 
comprehensive due diligence 
process and there are a lot of 
things that they ask for.” As a 
result of that increased finan-
cial scrutiny, the days of the 
one-week loan approval have 

gone the way of the dinosaur. 
Industry-wide, loan terms 

remain varied. One-hundred-
percent financing, quite com-
mon during the industry peak 
just a few years ago, is now 
in most cases reserved for the 
stratosphere of the wealthiest 
individuals or top-tier corpo-
rations, who have pre-existing 
relationships with the lender. 
As the borrower’s credit level 
decreases from those peaks, 
the amount of down payment 
or “skin in the game” lenders 
request increases. 

Lenders’ responses to AIN 
inquiries suggest that down pay-
ments now range from 15 to as 
much as 40 percent, while the 
amortizations span from seven 
years to 20 and even 25 at the 
extreme range of the spectrum. 
“If financiers are doing it right, 
they have a clearly defined busi-
ness jet finance strategy and 
they’re offering tailored financ-
ing solutions on a case-by-
case basis,” Key Equipment 
Finance’s Bullen told AIN. The 
credit spreads associated with 
the transaction are viewed as a 
function of perceived credit risk, 
he noted, with current market 
pricing ranging from less than 4 
percent to more than 10 percent. 

“Spreads have continued to 
compress over the last 18 months 
as the financial markets have 
rebounded and corporate bal-
ance sheets and earnings have 
strengthened,” said Donald Syn-
borski, managing director of 
RBS Asset Finance. “The spreads 
reflect the competitive nature of 
the current marketplace.”

One aspect of  the credit cri-
sis, according to some, is that 
it has flushed the marginal 
 aircraft buyer/operator–those 
who would normally seek 
financing for a smaller, older 
aircraft–out of  the market. The 
declining used aircraft inven-
tory (which recently reached a 
three-year low) suggests that 

Market Turmoil, Zealous Regulations Hamper Economic Recovery 
Dr. James West, professor and chairman of the Department of Economics and Business at Moravian College in Bethlehem, Pa., 

talks with AIN’s editor-in-chief about the global economy and what individual investors can do to ride out the financial uncertainties.

I’ve read that the housing crisis 
in 2007 and financial meltdown 
in 2008 were really symptoms of 
a much larger problem, name-
ly over-borrowing by individuals, 
companies, banks and govern-
ments in a climate of too much 
easy credit. This is becoming more 
evident with the events now hap-
pening in Europe. Is this correct?

The increases in globalization and 
technological innovation in the decades after 
1990 have been phenomenal. More recently, the 
emergence of wealth in the Bric (Brazil, Russia, 
India and China) and other economies and inno-
vations in computer technology, especially wire-
less communications, have created optimism, 
rising expectations and the demand for safety 
and liquidity for financial assets. Easy credit was 
the order of the day.

On the one hand, the proliferation of mort-
gage-generated money creation in the U.S. bank-
ing system was in response to the demand for a 
safe, liquid asset (i.e. the U.S. dollar) by newly 
rich Bricers and others, who viewed the dollar as 
“good as gold.” It proved not to be.

On the other hand, the motivation for the 
debt/money creation lies in the desire to ful-
fill the rising expectations of governments, busi-
nesses and households, who were offered easy 
credit along with the complicit encouragement of 

government legislation and subsidies. 
In the U.S., the credit boom lay 

in the desire to own and prosper 
from an inflating real estate market–
until the American Housing Dream 
bubble burst. 

Across the Atlantic, where the “Eu-
ropean Dream” is more about govern-
ment entitlements and cradle-to-grave 
security, fiscal mismanagement led to 

widening debt-to-Gross Domestic Prod-
uct ratios of up to 160 percent. This would be 
bad enough if these countries were running 
their own monetary affairs. Sadly, their union is 
based on a currency–the euro–where their inter-
dependence threatens the continental banking 
system in much the same way as the mortgage 
crisis threatened the banking  system in the U.S. 

Other countries, especially China, while 
seemingly on a winning streak, face a reckoning 
of a two-decade profligate and unrealistic lend-
ing/borrowing boom.

Easy money and lax credit standards now re-
quire the write-down of a huge volume of non-
performing assets, leading to a recapitalization 
through shrinkage of European banks. This hap-
pened to U.S. banks after the crash of the mort-
gage market. The result is recession.

Economic prosperity has ever been fueled by 
dreams and underwritten by risk-taking capital. 
Steve Jobs and Silicon Valley entrepreneurs had 

bold dreams and equally bold financers. Many of 
the dreams of the recent credit boom were more 
like fantasies, delusions and even frauds. Their 
underwriting was undertaken not ultimately by 
the daring financers, but by unwitting and now 
disillusioned taxpayers.

This awakened reality in the U.S., Europe and 
elsewhere has generated a cautionary business sec-
tor, a chastened and diminished banking sector and 
a zealous regulatory response that will continue to 
slow economic recovery.

How do you think the global economy will be 
affected by the austerity measures that must be 
imposed in some European countries, such as 
Greece, Italy and Spain? Will the euro survive?

The austerity measures will be seen as an 
assault on the social contract of post-WWII Eu-
ropean states. Yet this is inevitable.

There is a theoretical framework that de-
scribes the needed conditions of an “opti-
mal currency area.” From the early days of the 
European Union, the mismatch of the north-
ern economic structure and the behavior of the 
southern states (Greece, Italy and Spain) along 
with Ireland and Portugal led many to believe 
that the EU was not such an optimal area. That 
would now seem to be the proven fact. 

The collapse of the euro and the expul-
sion of Greece, or other countries, is a minori-
ty view among economists and policy makers. It 

is argued that in the end, the tepid and vacillat-
ing northern Europe countries, having faced the 
precipice of collapse, will seize the moment and 
do that which members of a federation of states 
are committed to doing, e.g. rescue their fellows. 

Failure to do so will be costly all the way 
around, but the collapse of the euro as currently 
construed is, in my opinion, the most likely out-
come of a desirable, but overly ambitious, fed-
eration that failed from the beginning to monitor 
the fiscal behavior of its member states.

 
What should Joe the Investor do now?

The signals driving investor forecasts are less 
about management competitiveness or the usu-
al monetary, fiscal and trade statistics. The driv-
ing forces are instead almost existential jolts that 
drive frenzied swings in market indices. 

Paralysis of governments in the U.S., China 
and especially Europe, along with the lashing out 
at the capitalist system by the Wall Street Occu-
piers, shows that fundamental change is eroding 
market stability. While careful valuation of indi-
vidual securities will bring Joe continued suc-
cess in equity markets, the erratic swings of 
systemic risk will make for a volatile ride. 

Bonds are no safe haven in volatile times, and 
short of going with the doomsayers’ move to guns 
and gold, I would recommend Joe stay in his di-
versified equity portfolio, and close his eyes if the 
ride gets too wild. ■ 
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those aircraft are selling, but the major-
ity of  transactions seem to be all-cash 
purchases.

The View from Abroad
Given the change in aircraft deliv-

ery demographics over the past sev-
eral years, the international market has 
taken on ever increasing importance. 
In last year’s GAMA aircraft delivery 
totals just over 42 percent of  the busi-
ness jets delivered went to North Amer-
ica, while more than 56 percent of 
turboprops were delivered to Europe, 
Asia, Latin America, the Middle East 
and Africa. “About three quarters 
of  our new orders this year are com-
ing from international buyers,” said 
Dassault Falcon’s Rosanvallon. “The 
financing involvement in these territo-
ries outside the U.S. is a dif-
ferent picture.” 

While funding for air-
craft in North America 
seems to be loosening some-
what, the international sit-
uation remains restricted 
despite the number of air-
craft deliveries. “Outside the 
U.S. it’s getting tougher and 
tougher,” said Kirsten Bar-
tok, vice president of global 
aircraft finance at Hawker 
Beechcraft. “I’d say [with] the 
tightening in Europe we’re 
even going to see a more dif-
ficult period. If  you are in 
one of those markets where most of the 
growth is, it’s extremely difficult to find 
financing in those markets.” 

The effects of  the tentative resolu-
tion to the European debt crisis had 
not been felt as this issue went to press, 
and those familiar with the European 
financial market don’t expect an imme-
diate turnaround if  and when an actual 
compromise is reached. “My view is 
that over the last year it’s been fairly 
flat,” said Mark Wooler, head of  cor-
porate consultancy services at the 
UK-based International Bureau of 
Aviation. “I think people are looking 
a little more cautiously now in as much 
as the financial environment is going to 
remain pretty much as it is for the next 
few years.” As a result of  the financial 
belt tightening, lending practices have 
changed, according to Wooler. “The 
pure piece of  transactional business 
that perhaps would have been done 
five years ago–you just don’t see that 
now,” he said. “There is either an exist-
ing relationship or a transactional rela-
tionship that comes attached with any 
financing that is being provided.”  

The Great Wall of Finance
At NBAA’s annual meeting and con-

vention in Las Vegas in October, all eyes 
were focused on the promise of  China 
as the key to an industry turnaround. 
Among the few major aircraft transac-
tions announced at the show, two were 
by Minsheng Financial Leasing, which 
signed two deals for 33 business jets 

worth more than $1 billion. The pri-
vate Chinese bank ordered 13 Embraer 
Legacy 650s worth approximately $400 
million and signed a memorandum of 
understanding with Dassault for 10 
Falcon 7Xs and 10 Falcon 2000Ss, as 
a follow on to previous orders for five 
7Xs and a Falcon 900LX. 

“We have indicated–and I think it’s 
basically the same for other OEMs–
that China will be our number-one mar-
ket this year,” said Dassault Falcon’s 
Rosanvallon. “China in itself  is another 
environment as far as financing goes, 
and few of the western financial institu-
tions are ready yet to finance a mainland 
China-registered airplane.” Dassault 
expects to sell 25 bizjets in the country 
this year and some 10-year industry pre-
dictions see a market for approximately 

1,000 private jets in China by 
the end of the decade. Given 
those prognostications, the 
demand for financing in the 
area is a near-certainty and 
despite the difficulties that 
remain in dealing with the 
Chinese regulations, many 
lenders are eying that market 
hungrily.

Guggenheim Partners, 
which has returned to the air-
craft finance sector after sev-
eral years of restructuring 
a former joint-venture busi-
ness, recently named former 
Gulfstream president Bryan 

Moss chairman of its business aircraft 
investment division. The privately held 
global financial services firm has set its 
sights firmly on high-end aircraft in the 
international market and since its return 
less than a year ago has tallied more than 
$300 million in fundings and commit-
ted opportunities for its limited recourse 
financing product. “We are in full-blown 
exploratory mode with mainland China,” 
said Jim Crowley, Guggenheim’s manag-
ing director. “It’s too early to determine 
what the ongoing model will be, but I 
think there will be appropriate trans-
actional opportunity there for the right 
lender with the right connections.”  

In the case of  Minsheng, the pri-
vate bank–which has already signed 
for 90 bizjets–is planning to resell or 
lease the aircraft domestically in a 
package with financing and other ser-
vices, including management program 
registration. While the finance market 
in China may lack the sophistication 
of  that of  North America and West-
ern Europe, the basics are already in 
place. “Boeing did us all a large favor 
by going into the market early,” said 
Hawker Beechcraft’s Bartok. “Boeing 
was smart enough to go into China 
about 10 years ago and start work-
ing with all the big banks, trying to 
teach them how to do aircraft financ-
ing, so what you’ve got now is a group 
of  highly educated commercial finan-
ciers.” Other Chinese private and 
state-owned banks are preparing to 
enter the space as well.  o
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