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I.  Aircraft Leasing

3



Why Leasing? 

•Cost of aircraft makes acquiring an entire fleet very 

difficult

•Leasing is flexible (≠ outright ownership): 

– Aircraft can be rotated through the fleet as required to meet the 

changing demands 

– Eg: Seasonal demand  short-term leasing

•Financial & tax reasons 

– Repayments in currencies of which airline has significant 

revenue 

– Take advantage of different taxation rules 

•Leasing allows airlines to access capital and debt 

markets to take advantage of attractive interest rates 

(leaving available cash for other purposes) 4



Principles of Aircraft Leasing

• Access vs. Ownership

– Leasing gives the customer access to new equipment by way of 

renting it for a contracted period, without owning the asset

• Parties

– Lessor: party that owns the asset

– Lessee: party that takes lease of the asset from lessor

• 2 Main types of lease

A. Finance Lease 

B. Operating Lease
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Types of Leases

• Wet leases 

– ACMI (aircraft, crew, maintenance & insurance)

• Dry leases 

– Aircraft only 

• Damp leases

– Between Wet & Dry Leases: only AMI and in some 

cases also technical crew, but not cabin crew

• Charters vs. Wet Lease

– Traditionally charter is for limited number of missions, 

while wet lease for fixed period 6
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Financial 

Lease
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A. Finance lease

• Value of the asset appears on the lessee’s balance 

sheet and the rental payments pass through the profit 

and loss account

• The full value of the asset is repaid to the lessor, plus 

interest, over the lease period

• Not much flexibility and given the transaction costs, it’s 

very unusual for short-term issues

• Sources: banks, bond & debt markets and sometimes 

even export credit agencies 
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B. Operating lease

Principles: 

• Appropriate when lessee does not need the asset for its 

entire working life

• Payments are made to the lessor for the use of the 

asset while it is needed

• The asset is not shown on the lessee’s balance sheet, 

instead it appears there as a (rental) cost

• The lessor may retain responsibility for maintenance 

and often takes the asset back at the end of the lease 

period
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In an operating lease of an aircraft:

• Lessor retains risks and rewards of ownership of aircraft

• Lessee receives usage of the aircraft over a finite period (usually 

<10 years)
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Loan to value ratio

The lower, the better

Maturity: 

The shorter, the better: 

Aircraft with an economic life span of 20 or more years 

typically need 10 to 15 years of financing

Payout: 

Full payout (amortization to zero) required for longer 

maturities

“Balloon” payments possible for shorter maturities
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Finance Lease Operating Lease

Meaning Commercial arrangement in which 

lessor allows lessee to use the 

asset for the max. part of its 

economic life against payment

Commercial arrangement in 

which lessor allows lessee to 

use the asset for a time shorter 

than economic life of the asset 

against payment

Nature Loan Agreement Rental Agreement

Lease Period Longer Short

Risk bearing for

obsolescence

With lessee With lessor 

Transferability of 

risk & rewards

From lessor to lessee, with transfer 

of asset

No transfer

Lease 

Cancellation 

Only on happening of specified

event

Possible 

Tax benefit Depreciation & finance charges 

allowable as deduction to lessee

Lease rent allowable as 

deduction to lessee 

Maintenance Cost for lessee Cost for lessor

Purchase option Yes, at price > Fair Market Value No
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II.  Terms & Conditions 
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The lease document is a contract

• Contains essential elements of all contracts:

- Offer

- Acceptance of the offer

- Consideration

- Intention to create legal relations

- Certainty of contractual terms

- Capacity of the parties to contract

• Contains terms of varying importance:

- Terms (express and implied)

- Conditions

- Warranties

- Exclusions
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General Lease Provisions

• Operation

– Restrictions on operations in certain circumstances

• Maintenance

– Maintenance Reserve

• Prohibition on subleasing and reregistration

• Possession

• Replacement on Events of Loss 

• Insurance (cf. next slide)

• Return Conditions
15



• Security: 

– Ownership of the asset is the best security

• Maintenance: 

– Aircraft maintenance key to safety, asset value, etc. 

– Lenders require proper maintenance on a regular schedule, and 

may levy maintenance reserves for upcoming costs

• Instalments: 

– The more frequent, the better: semi-annual or quarterly

– Monthly instalments allow monitoring of weaker credits

• Payment denomination: 

– USD, in line with second hand aircraft market

– Only most creditworthy airlines (where collateral asset value is 

less important) may finance in other currencies matching their 

revenues
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• Fixed or floating rates: 

– Unless underwritten by export credit agencies, fixed rate 

financing for 10 to 15 years available only to most creditworthy 

airlines, due to potential funding breakage costs

• Risks: 

– All operating risks and costs associated with aircraft (operation, 

maintenance, insurance, etc.) borne by airline

• Yield: 

– The interest paid on the loan (junior lenders typically receive a 

higher rate than senior lenders)
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Aviation Insurance: 

a. Provisions

✓ Hull 

✓ Liability and Third Party

✓ War and Allied Perils 

✓ Political Risk 

✓ Breach of Warranty

b.  Standard form

✓ AVN67C

Standard to be required as security for financing
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AVN67C Form
file:///C:/Users/saras/Downloads/AVN67C.pdf
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