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by Curt Epstein

“The economy, stupid.” It 
has been two decades since elec-
tion-campaign strategist James 
Carville coined that phrase 
for Bill Clinton in his success-
ful drive to unseat incumbent 
George H.W. Bush in the 1992 
presidential election. Now, 20 
years later, a stumbling U.S. 
economy has once again been 
one of the major issues of the 
presidential election. 

Purportedly, this year has seen 
many corporations and wealthy 
individuals hoarding their cash 
while awaiting the results of 
another hard-fought campaign 
and its aftermath. While some 
Americans remained convinced 
that a change in the White 
House would spark a revival 
of the domestic economy, oth-
ers disagree. In a report released 
before the election, the National 
Association for Business Eco-
nomics predicted tepid growth 

for the U.S. economy over the 
next year, reaching only a 3-per-
cent pace by the end of next year, 
regardless of who occupies the 
Oval Office. 

Further complicating matters 
is the worldwide economy. The 
outlook for European banks is 
still badly compromised by the 
continuing national debt crisis 
in the euro currency zone, with 
the economies of Greece, Spain, 
Italy, Portugal and Ireland seri-
ously weakened.

In this respect, next year’s Ger-
man election could be more criti-
cal than the U.S. vote. At question 
is whether German Chancel-
lor Angela Merkel will stay in 
office and, if so, whether any last-
ing resolution will be achieved in 
efforts to rebalance the eurozone 
balance sheet and the credibility 
of the currency itself.

What is still unknown is the 
full extent to which European 

banks–and banks from other 
regions with investments in 
Europe–would be exposed in 
the event of widespread credit 
default and the breakup of the 
euro. What is clear is that the 
euro’s dip on exchange markets 
has weakened European buy-
ing power for aircraft priced 
in dollars and that some Euro-
pean banks now face difficulties 
sourcing sufficient dollars to 
fund aircraft loans that they are 
otherwise resolved to approve. 

“Right now the cost for them 
to get U.S. dollar funding is 
 prohibitively expensive, so they 
can give a loan in euros at a 
cheaper rate. The cost for them 
to borrow and get access to U.S. 
dollars would increase enough 
to effectively exclude them 
from the market,” said Kirsten 
Bartok, managing partner of 
international specialty finance 
company AirFinance.

Several aircraft finance spe-
cialists told AIN that the euro-
zone crisis now looms larger 
over the market than the 
dark memories of the finan-
cial crisis of 2008. Few are 
willing to rule out another 
dreaded credit crunch.

Tight Credit Follows 
Overheated Market

It might seem like a 
long time ago now, but the 
market for lending on busi-
ness aircraft was overheat-
ing with activity as recently as 
2008. As selling prices for some 
young, used aircraft crept past 
the sticker price for new mod-
els, financiers emboldened by 
the seemingly unassailable col-
lateral values on business jets 
were aggressive to the point 
of  recklessness. It was said at 
the time that a deal started on 
Monday would see the lenders 
celebrating its consummation 
that Friday. When the reces-
sion hit, those lenders suddenly 
found themselves the owners of 
fleets of  undervalued aircraft, 
which they were forced to either 
seize or assume on their books 
when owners parked them and 
walked away. 

In 2007, on the eve of the 
financial meltdown, there were 
26 business jet repossessions 
worldwide (see chart on page 
20). By the end of 2008 that 
number had more than doubled 
to 60, and it nearly doubled again 
the following year before begin-
ning a steady decline. So far, 

according to industry data pro-
vider JetNet, there have been 44 
bizjet seizures this year, as the 
numbers continue their return 
to normal levels. “Most lend-
ers’ portfolios have improved 
dramatically, resulting in many 
fewer distressed loans,” said 
Richard Ramsden, vice pres-
ident of Wells Fargo Equip-
ment Finance. “Borrowers that 
have made it this far in the down 
cycle have demonstrated their 
ability to pay and have been able 
to access refinancing to cure 
potential problems.”

The period before the finan-
cial downturn was noted for 
deals with little or no down pay-
ment required. Those trans-
actions vanished quickly as 

Ex-Im Ups the Ante
While most customers typically go directly to lending institutions in search of aircraft funding, another avenue 

of international aircraft financing is the Export Credit Agencies or ECAs, such as the U.S. Export-Import Bank 
(Ex-Im). Typically these agencies serve to guarantee foreign aircraft purchase loans made by private banks.

Each of the countries that claim major OEMs has an ECA. Coface in France serves Dassault, while in Brazil, 
BNDES supports Embraer deals. Montreal-based Bombardier can use Export Development Canada for financing 
on its Globals and Challengers and can refer customers to Ex-Im for inquiries on its Wichita-built Learjets. 

These governmental entities will help facilitate deals generally in areas where there is no established aircraft 
lending culture. “Emerging markets are always difficult because aircraft financing is not the first area local indig-
enous banks go into,” said Kirsten Bartok, managing partner of specialty finance company AirFinance.

At the European Business Aviation Convention & Exhibition (EBACE) in May, Ex-Im chairman Fred Hochberg 
said the agency’s objective is to provide at least $1 billion in financing of U.S. business aircraft and helicopters by 
2014. It seems that goal is attainable, since the agency authorized approximately $600 million in loans in 2012 
alone, including a $350 million loan facility to Textron’s captive finance division to support the export sales of 
Cessna airplanes and Bell helicopters, similar to the successful $500 million package it provided in 2009. Other 
companies that received aid included Learjet, Hawker Beechcraft and Sikorsky.

As it ramps up its business aviation support, Ex-Im has rolled out a new process to help it assess credit risks 
and expedite foreign buyer financing. 

“Business aircraft and helicopters are a vital part of the U.S. aerospace industry, which is one of the most 
competitive sectors of the economy,” said Hochberg upon the launch of a qualified advisor program that will use 
approved outside financing experts to augment Ex-Im’s limited staff in reviewing and recommending transac-
tions. “By leveraging private-sector expertise to assist and support our evaluation of these credits, we will be able 
to expand Ex-Im Bank’s support for U.S. business aircraft exports and the manufacturing jobs that they sustain.” 

In October, the first deal completed under the qualified advisor program was announced: a more than $50 million 
loan guarantee for the export of Sikorsky S-76Ds to Mexican operator ASESA. In the inaugural transaction San Fran-
cisco-based AirFinance served as the qualified advisor and facilitated the application and authorization process.  –C.E.

AIRCRAFT FINANCE

After a cold winter of  tight credit,  
the industry is hoping for the first spring thaw
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As the business aviation industry slowly recovers lost ground in terms of aircraft sales and flight hours, the liquidity of 
funding for aircraft purchases is showing signs of emerging from its hibernation over the past few years. Those lenders 
that weathered the storm note that business inquiries are picking up, and while the highly restrictive lending criteria 
imposed after the economic downturn may be showing signs of thawing, the phrase “right customer, right aircraft”  
can still be heard in many quarters.
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lenders required customers to 
“put some skin in the game.” 
That remains true today, but 
there are now exceptions once 
again as lenders begin to show 
increased liquidity. “The bank-
ing industry is swimming in 
cash due to a dearth of invest-
ment alternatives with accept-
able yields,” said Allen Qualey, 
president of the specialty 
finance group at 1st Source 
Bank. “Many businesses also 
now have record levels of cash 
[for] both the same reason and 
[because of] an unwillingness to 
expand their businesses given 
the political uncertainty.” 

Those circumstances are 
serving to infuse money back 
into the market as reflected in 
the terms encountered. “We’re 
continuing to see rates that are 
aggressive, and down payments 
have returned to where they 
were in the good years,” said 
Paul Kirby, a managing partner 
with aircraft broker Cerretani 
Aviation and the current chair-
man of the National Aircraft 
Resale Association. “We’re see-
ing 80, 90 and in some cases 100 
percent loan to value.” The latter 
instances, Kirby noted, are now 
reserved solely for customers 

Lenders: Know before You Loan
During the days of the “frothy” aviation lending market, financiers who 

may not have totally understood the process of aircraft valuation jumped 
into the fray, lured by the brisk pace of deals and the seemingly safe collat-
eral the aircraft offered. When the economic bubble burst, many of these 
late entrants into the market found themselves holding aircraft that were 
drastically overvalued. 

For the past two years, Bombardier has hosted a valuation forum for 
the business aircraft lending and appraisal community. The now annual 
two-day event, which was held at the beginning of October at Bombardier’s 
Montréal headquarters, attracted representatives from approximately 80 
companies looking to improve the accuracy of their valuation of the Cana-
dian OEM’s airplanes. 

“We present to them our whole product line, any updates with respect 
to our business aircraft and then give them an outline of the overall market 
development,” said Marc Meloche, Bombardier Business Aircraft’s vice 
president of structured finance. 

This year the airframer partnered with the American Society of Appraisers, 
which described the important factors involved in the process of aircraft 
appraisal. According to Meloche, the well received forum allows participants 
to “get a better idea of what goes into the value of an aircraft for purposes 
of financing, rather than just picking a number out of a bluebook.”  –C.E.

Existential events and 
fiscal cliff  threaten 
U.S. recovery 
by R. Randall Padfield

Former AIN editor-in-chief R. Randall Padfield 
interviewed Dr. James West, professor and 
chairman of the Department of Economics and 
Business at Moravian College in Bethlehem, Pa., 
about the U.S. economy and the likely impact of 
the presidential elections.

How would you characterize the state  
of the U.S. economy today?

Uncertainty and a very slow recovery. Last year 
the economy had bottomed out in some 
areas. In one quarter we had a 2.5-per-
cent growth rate, but subsequently 
growth rates continued to fall. The 
economy is not growing strongly 
enough to reduce the levels of 
unemployment at the official U3 
narrow measure [based on the Inter-
national Labour Organization’s def-
inition] or the U6 broader measure, 
which includes discouraged work-
ers. This U6 measure is important as it 
reflects a long-term cost to the economy. 
Forecasts for improvement are complicated 
additionally by uncertainty of several existential 
events in the domestic and global economy.

There is still concern about the future of the 
euro, but even if resolved, the slow growth in Europe 
is likely to be a drag on the global economy. This 
would have consequences for the U.S. and many 
other countries, but especially China, as Europe 
is China’s biggest export market. Growth in other 
emerging markets, such as Russia and India, has 
also slowed. India’s internal political problems and a 
backlash against foreign investment have led several 
analysts to cut its growth rate expectations in half.

Domestically, the U.S. faces momentous fiscal 
issues, which have been portrayed as a “fiscal cliff.” 

What is the fiscal cliff? 
It has several elements. One involves across-the-

board spending cuts, or sequestration, to defense 
and discretionary programs, as directed by the 
Budget Control Act of 2011. 

Another is allowing the 2001 Bush tax cuts to 
expire, which would increase tax rates for higher 
income groups back to levels in effect during the 
Clinton administration. The Democrats favor this. 
The Republicans say the Bush tax cuts have been in 
effect a long time, so to let them lapse now would 
be perceived in the market as a tax increase with 
a sharp negative impact on the economy. Another 
concern is the Social Security payroll tax cut, which 
is also due to expire on December 31. 

Tax increases associated with the newly passed 
healthcare plan, often referred to as Obamacare, 
also contribute to the fiscal cliff, which taken 
together could result in a first-year loss of $500 to 
$750 billion in GDP and drive the unemployment 
rate to 10 percent. 

Anticipation of all of this has already caused 
many companies to cut back hiring and purchases, 
with an estimate of a million jobs already lost. Con-
gress needs to act quickly to prevent the worst effects.

What are some other existential  
threats to the economy?

The situation in the Middle East, particularly 
in Iran. War, or even threats of war, could spike oil 
prices, or create other types of havoc in the global 

economy. Oil prices have already increased over the 
last few years due to increasing demand, uncertainty 
of supply and the declining value of the dollar. 

How does monetary policy fit into uncertainty?
The Federal Reserve has committed itself to 

maintaining low interest rates through 2015. It has 
increased the level of excess reserves in the bank-
ing system to incredibly high amounts, which even-
tually could result in higher inflation. We could go 
from a period of almost deflationary pressures in 
the economy to a rapid ratcheting up of inflation, 
or stagflation. The Fed has been buying up many 
government securities and mortgage-backed secu-
rities. The government has even vastly expanded 
its role in the student-loan market. Unlike the 2008 
mortgage-security collapse, we’re now setting our-
selves up the way the Europeans did with govern-
ment debt, security purchases and government 

underwriting of financial assets dominating 
the economy in place of the private sector.

Does the U.S. President really  
have much control of the economy?

Neither the President nor Con-
gress can control the global economy, 
but the President is still a powerful 
leadership figure in the world. The 
deficit cannot be eliminated quickly, 

but if people start to see there’s a 
change of direction, a seriousness about 

controlling spending and coming out with 
a more reasonable tax system, along with 

words and actions promoting a more favorable 
business environment, then that would have a posi-
tive effect on the economy.

What effects will the election have on the economy? 
It’s hard to say, because the policies of both carry 

positives and minuses. Romney’s policies were viewed 
as much more free-market oriented, which scares 
some people, but tends to instill confidence in the 
business community. This would have encouraged 
business expansion and job creation. Romney’s bud-
get cuts also would have reduced much of the gov-
ernment stimulus, which the Obama administration 
has used to stimulate demand, expand income assis-
tance and stimulate public spending/investment on 
infrastructure and green energy. I think the best any 
U.S. President can do is to help create an environment 
where business people worry less about what the 
government is going to do and more about the needs 
of customers, workers, stockholders and bankers.

The best income-distribution mechanism is still 
a job.

While the government can help alleviate the 
pain of the recession, to cure the disease we’ve got 
to create an economy that creates jobs. The gov-
ernment, by and large, does not create jobs. It’s the 
private sector that creates jobs. We need to pursue 
policies that will get the private sector reenergized.

If Joe the Investor is still around, what should he do?
Had Joe followed the bullish equity advice he 

received for the past few years, he’d be retired by 
now and relaxing on a beach. Now the equity 
markets look to be in for a breather, and there is 
widespread speculation that there’s going to be a 
correction in the stock market due to cyclical and 
technical issues, and also the fiscal cliff. The correc-
tion could be 20 percent or more. 

So if Joe is a short-term investor or active trader, 
he may want to take this into account. While there 
will be short-term volatility, high-yield equities or 
sector-specific growth opportunities are still the 
best course of action for Joe. Fixed-income securi-
ties interest rates are extremely low right now so a 
portfolio of stocks and a little more cash would be a 
good strategy to maintain portfolio value.  n

Pg. 16 – Ex-Im ups the ante  

Pg. 17 – Existential events and fiscal cliff threaten U.S. recovery

Pg. 17 – Lenders: Know before you loan

Pg. 18 – Government backing helps Minsheng finance China’s jet revolution

Pg. 18 – In Europe, aircraft loans come with strings attached

Pg. 20 – ExecuJet Suspends SimpyFly Finanacing Offering

Pg. 20 – Western banks slammed for arrogant attitude toward Eastern Europe

Sources: MoneyCafe.com (prime rate); WSJprimerate.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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        Fluctuations in interest rates influence aircraft finance rates, 
 although not necessarily in a direct one-to-one relationship. 

	 Continues on next page u 
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with impeccable credit seeking 
to buy the “right airplane”: new 
or as-new long-range aircraft. 

U.S. Market Gains Steam
The pendulum of turbine air-

craft sales has swung back to the 
U.S. of late. Over the past year, 
the U.S. was responsible for 65 
percent of worldwide bizjet and 
turboprop sales, according to 
JetNet’s accounting, a statistic 
credited as much to an increase 
in U.S. activity as to an overall 
softening internationally. 

Amid that upturn in domestic 
sales activity, the lending market 
in the U.S. has shown signs of 
thawing and the recent exodus 
of lenders from the arena seems 
to have stopped. “A year ago we 
had relationships with approxi-
mately 80 financial institutions 
that have interest in the business 
aircraft environment, and it’s 
roughly the same today,” said 
Marc Meloche, Bombardier 
Business Aircraft’s vice presi-
dent of structured finance. 

Among those lenders who 
weathered the storm, their 
appetite for business remains 
strong. “If you are a wealthy 
individual buying a late-model 
airplane you will have easily 
four or five proposals to choose 
from,” Kirby told AIN. “Chal-
lenges still exist if  you are not 
the right credit risk. You might 
have one or two [proposals] 
whereas before you had zero.”

According to a recent Fed-
eral Reserve Bank survey of 
senior loan officers at large 
U.S. banks, none responded 
that they had recently tightened 
lending standards for compa-
nies, while 11 percent indicated 
that they had somewhat eased 
their policies for middle and 
large companies seeking com-
mercial and industrial loans 
and 3 percent indicated the 
same for small companies. That 
same survey showed that nearly 

For aircraft buyers in Europe,  
loans come with strings attached
by Charles Alcock

In Europe and other interna-
tional markets, funds may still 
be available to support aircraft 
purchases but what has changed 
since the heady days before the 
2008 financial crisis are the 
terms under which loans are 
provided. “It is still a challeng-
ing market out there, particu-
larly if would-be borrowers want 
standalone financing without 
wealth banking arrangements,” 
said Jane Warner, CEO of UK-
based aviation finance specialist 
Trilogy Aviation.

In her view, most borrowers 
would prefer not to have to trans-
fer their private banking business 
to a lender to get funds for an air-
craft, but this is an increasingly 
common requirement. A more 
preferable option is to secure a 
standalone loan with an amount 
of cash deposited with the bank 
to cover, for example, six to 12 
months of repayments.

“Many of the private banks 
are now reluctant to offer loans 
without having a wider relation-
ship with the borrower,” Warner 

told AIN. “The private banks 
sometimes require 25 percent 
of the value of the loan to be 
deposited with them, and I’ve 
even known of a demand for 
400 percent of the value of the 
loan to be on deposit.”

The hard lessons banks 
learned when aircraft values col-
lapsed in the wake of the finan-
cial crisis have made them a lot 

more cautious about who they 
lend to and on what terms. Fur-
ther focusing their minds are the 
requirements of the new Basel 
III banking rules, which require 
lenders to pay far closer attention 
to capital and risk allocation.

At the same time, banks have 
to make a strong return for 
their shareholders and, War-
ner pointed out, aircraft trans-
actions aren’t always seen as the 
best use of available capital–not 
least because they tend to tie up 
this money for some time. This 
is why some banks have increas-
ingly viewed aircraft loans as 
loss-leader bait to lure wealth-
management clients. 

“Banks do not want to be 
where they were before [at the 
time of the financial crisis],” said 
Warner. “A lot of them caught a 
cold overnight on aircraft values 
and these values have still not, 
for the most part, recovered.” 

As a result, lenders are look-
ing far more closely at borrowers 
and they want to be a lot more 
certain about the depreciation 

of the aircraft asset or at least 
be able to track the risk more 
closely. Banks are now pay-
ing much more attention to the 
wealth of the loan guarantor, 
including factors such as what 
business he or she is in, where 
this business is located and what 
risks it is exposed to. “[Loan] 
serviceability is the key as they 
don’t want to have to take the 
aircraft back in the event of 
default,” said Warner. 

 
Government Backing Helps Minsheng  

Finance China’s Jet Revolution
Money isn’t really the problem when it comes to financing aircraft in China’s booming business jet market; 

bureaucracy is. That probably explains why government-backed Minsheng Financial Leasing (MSFL) has been able 
to dominate its local market. 

The company was founded in April 2008 
as a joint venture between China Minsheng 
Banking and Tianjin Port Free Trade Zone 
Investment. As of last year, the value of its 
assets was more than $8.5 billion and it has 
reported orders for more than 100 business 
jets, backed by approximately $200 million 
in non-refundable deposits. Bombardier, 
Cessna, Dassault, Embraer, Gulfstream and 
Hawker Beechcraft, and have signed con-
tracts with the leasing group.

MSFL was one of the first five Chinese 
financial leasing companies with banking 
backgrounds approved by the China Bank-
ing Regulatory Commission. The approval 
put the firm on the global map, by signal-
ing that it was authorized to operate aircraft 
financial leasing services according to inter-
national practices.

Bringing business aircraft into China is not an easy prospect. Banks need to apply for permission to finance in 
dollars, with the available amount dependent on the institution’s size. In addition, the Civil Aviation Authority of China 
restricts imports to aircraft that are less than 10 years old and with no more than three previous owners.

Most of the first wave of private aircraft imported into mainland China (as opposed to Hong Kong or Macau) have 
been paid for with cash or traditional credit-based bank loans. But Minsheng sees this changing quickly. “We believe that 
in the future more than 70 percent of new aircraft coming into China will be financed,” CFO Wang Rong told AIN earlier 
this year while in London to collect the Corporate Jet Investor award for Asian Business Jet Financier of the Year.  –C.A.

ExecuJet Suspends 
SimplyFly 

Financing Offering

ExecuJet Aviation has sus-
pended its SimplyFly product 
offering non-recourse loans 
and leases on business aircraft, 
citing insufficient demand for a 
service it relaunched as recently 
as this past May. The Switzer-
land-based business aviation 
services group had thought 
that customers wanting pre-
owned jets would be attracted 
to the promise of covering up 
to 70 percent of the purchase 
price with funds made avail-
able through a quick, simplified 
approval process. 

With the backing of its 
main shareholder, Dermot 
Desmond, ExecuJet had estab-
lished an initial fund of $400 
million intended to be available 
as five-year loans or leases for 
aircraft worth at least $20 mil-
lion and less than five years 
old. The non-recourse element 
of the deal was made possible 
by the fact that ExecuJet would 
operate the aircraft on behalf of 
clients and so would effectively 
control the asset.

“Over the last six months it 
has become increasingly clear 
that the demand is limited for 
full non-recourse finance for 
relatively new large-cabin busi-
ness jets in the markets where 
ExecuJet can practically operate 
such aircraft,” said the company 
in an October 22 statement. 
“This is compounded by the 
fact that the majority of aircraft 
in this class are reported to be 
purchased without any financ-
ing. As a result, ExecuJet will 
withdraw from offering non-
recourse financing through its 
SimplyFly Finance program, 
until such time that we can 
see a change in demand or can 
offer a financing product with 
broader appeal.”  –C.A.

China’s Minsheng Financial Leasing (MSFL) won Corporate Jet 
Investor’s 2012 Asian Business Jet Financier of the Year award. 
Collecting the prize (left to right) are Tong Xiaotong, MSFL Aviation 
Leasing; Wang Rong, MSFL executive v-p financial officer; Alasdair 
Whyte, CEO of Corporate Jet Investor; David Tang, MSFL chief legal 
advisor; and Andy Dong, associate director of MSFL Financial Markets.

Financing is still available for aircraft 
in Europe and other international 
markets, but generally under tougher 
terms, according to Trilogy Aviation 
CEO Jane Warner.

Tight credit loosening?
uContinued from preceding page

AIRCRAFT FINANCE

	 Continues on page 20 u 
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That said, banks are tending 
to prefer to lend against larger, 
newer aircraft since even in these 
uncertain times they are clearly 
holding value better. The excep-
tion to this trend is for some 
lenders outside the U.S. who are 
now struggling to get hold of 
dollars due to a shift in currency 
exchange values and general 
tightening of capital availability. 
In these cases, the lenders prefer 
to make loans for smaller air-
craft, since smaller amounts are 
required for these.

Quick Financing Possible
The role of specialist advi-

sors such as Trilogy is to help 
borrowers get the best available 
access to funds and to be able to 
secure financing quickly enough 
to close on an aircraft transac-
tion. Having assembled all the 
necessary information about a 
prospective borrower, Warner 

and her team aim to be able to 
get a decision from the bank 
within a few days on some occa-
sions. Without this sort of sup-
port, borrowers are finding that 
banks can take months to issue 
approval, causing the borrower 
to miss out on the right deal. 

“Some borrowers don’t real-
ize that there are still stand-
alone financiers out there and 
that the wealth banks aren’t the 

only route,” said Warner. “If  
the bank truly understands the 
[aircraft] asset and has a good 
team of people then they are 
still open for business. It’s some 
of the banks that had problem 
transactions that are rethink-
ing [whether they wish to lend 
money for aircraft].”

In some cases lenders are 
willing to accept alternative 
security, rather than aircraft 

to secure an aircraft loan. For 
example, they might be will-
ing to leverage other assets, 
such as property, to guarantee 
loans; in this case the aircraft 
itself  becomes a secondary 
security. “This is sometimes 
the case now in the Middle 
East, where banks are gener-
ally not as familiar with aircraft 
as assets. Another option avail-
able to would-be borrowers is 

to work with an aircraft lessor,” 
explained Warner.

Her experience suggests that 
the requirements of lenders 
can vary significantly between 
countries. “It depends largely 
on where the beneficial owner 
resides because there are dif-
ferences with enforceability [of 
loan defaults],” she said. “It is 
generally OK in Europe because 
the aircraft registers are mostly 
quite robust there, but the situ-
ation in Spain, for example, is 
not as favorable.”

According to some aircraft 
management companies, banks 
lending to the growing number 
of private jet owners in Russia 
are increasingly pushing for air-
craft to be registered in a Euro-
pean Union member state and 
operated under an EU air oper-
ator certificate. This is suppos-
edly due to concerns about their 
ability to secure assets in Rus-
sia in the event of a loan default 
and about how well that asset 
will be protected.  o

Western Banks Slammed for  
Arrogant Attitude toward Eastern Europe

Western banks are blocking viable business aircraft transactions in the growth market of Central and Eastern Europe 
due to groundless concerns about local financial regulations, according to Dagmar Grossmann, found of the Central 
European Private Aviation Association (Cepa). She told AIN that some Western lenders have given an arrogant response 
even when local aircraft buyers have presented a sound business case for deals and contends that this attitude is 
obstructing the development of a market she sees as potentially more dynamic than those of China and India.

According to Grossman, private buyers and individuals in the region’s former Communist states (most of which are 
now members of the European Union) are offered only unfavorable loan terms because banks are worried about the 
securities available. She claimed that a lack of understanding on the part of banks has created “an invisible wall” to the 
expansion of the local business aircraft fleet. The banks’ fears are based largely on their concern over where they stand 
with the local legal jurisdictions, and one of Cepa’s goals is to try to resolve this uncertainty.  –C.A.

75 percent of the banks had nar-
rowed their spread of loan rates 
over the cost of funds. 

“There is a great amount of 
variance by lenders as it relates 
to the types of transaction they 
want to fund,” said Robert Kent 
Jr., president of Scope Aircraft 
Finance. “We have seen five-year 
fixed rates as low as 2.5 percent 
for very creditworthy and liq-
uid borrowers on large-cabin, 
late-model aircraft. For smaller 
transactions, interest rates could 
range from 3.5 to 5 percent.”  

With regard to the many older 
aircraft languishing on the mar-
ket, the unofficial rule of 20 (age 
of the aircraft plus the amorti-
zation of the loan) still seems to 
be in effect among many lend-
ers. “There’s a recognition that 
older aircraft constituted a dis-
proportionate amount of the 
losses experienced by lenders 
during the recent downturn, as 
those aircraft lost a much greater 
percentage of their value,” said 
Ford von Weise, Citibank’s 

director, global head of aircraft 
finance. “As a result, our aircraft 
age limit is now 15 years. Until 
lenders can see what the disposi-
tion will be with respect to values 
of older aircraft, there will con-
tinue to be a marked reluctance 
to lend on them.”

“For aircraft 10 to 15 
years old or older the financ-
ing options become more lim-
ited and the terms will be much 
less aggressive,” said Sam Har-
ris, managing director of the 
Ohio-based Aviation Advisors 
Group. “For aircraft approach-
ing 20 years of age, there are few 
lending options, and when avail-
able they will require large down 
payments, shorter amortization 
periods and higher interest rates 
[than younger aircraft].”

Yet some brokers, such as 
René Banglesdorf, president 
and CEO of Texas-based bro-
kerage Charlie Bravo Aviation, 
have noted a loosening in those 
age requirements. “I’m seeing 
loans for aircraft that are more 
than 10 years old again, more 
than I was seeing two years 
ago,” she noted. “We’re seeing 
some market rebound in small 
and midsize jets, and that’s why 
we are seeing more interest in 
those older [aircraft] loans.”

That could be good news 
to a market that remains bifur-
cated or split. “The values of 
newer, larger aircraft are not 
moving in tandem proportion-
ally to the values of older and/or 
smaller aircraft,” said Citibank’s 
von Weise. “We have seen the 

values of older and smaller air-
craft continue to decline in spite 
of the stabilization of the values 
of larger, newer aircraft.”

That divide is based not only 
on the value of the aircraft, 
but also on a perception of the 
demographics of the buyers. “In 
addition to asset value, finan-
ciers are placing greater empha-
sis on creditworthiness,” said 
David Labrozzi, president of 
GE Commercial Finance’s cor-
porate aircraft division. “Com-
panies with stronger balance 
sheets that tend to gravitate to 
newer, larger aircraft typically 
have plenty of financing avail-
able. Less creditworthy bor-
rowers relying on older, smaller 
aircraft may have a more diffi-
cult time finding financing.”

Obtaining financing is but 
one option when it comes to pay-
ing for an aircraft. A few years 
ago, during the credit crunch 
in the depths of the downturn, 
cash purchases of business 
jets in the U.S. accounted for 
approximately 75 percent of the 
transactions. “Cash continues to 
dominate the market at 56 per-
cent of the U.S. market and is 
approaching 70 percent glob-
ally,” said Michael Amalfitano, 
managing director and execu-
tive head of corporate aircraft 
financing at Bank of Amer-
ica. “However, numerous clients 
seek alternative funding solu-
tions post-purchase.”

There are several reasons for 
this new paradigm. The bargain 

prices in what remains an air-
craft buyers’ market can lure 
those interested in closing the 
deal quickly. Buyers with supe-
rior credit may simply purchase 
the airplane out of pocket, 
secure in the knowledge that 
they will be able to finance it at a 
later date. Such flexibility would 
also allow them to act swiftly 
on deals offered by OEMs on 
whitetails as well. 

Another option that is gain-
ing traction is leasing, which has 
accounted for approximately 14 
percent of the jet purchase trans-
actions lately. Donald Dwyer, 
managing partner of Connect-
icut-based aircraft brokerage 
Guardian Jet, noted that many 
large corporations “got ham-
mered on residual values since 
2008 when some of them lost 
40 percent of the value of the 
airplane overnight.” That real-
ity has led many to rethink the 
entire aircraft ownership propo-
sition. “Literally all our big cus-
tomers are taking a hard look at 
leasing,” Dwyer said.  o
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Sources: JetNet (Inventory of Preowned Business Jets); GAMA (New Business Jets Shipped); Honeywell (2012 forecast)
Notes: Inventory numbers for pre-owned business jets are averages for the year. New jet shipments are end-of-year totals. 
The total number of jets shipped by the end of 3Q/12 was 428. In 2011, it was 427.

Annual Average Inventories of Pre-owned Jets 
Compared with Annual New Business Jet Shipments 
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