TRADING, LEASING & FINANCE RECEECINEYEY

Today'’s aircraft leasing market is rocky; the amount of debt
capital available is significantly reduced, airlines are wary
of committing to more capacity and excess aircraft means
many lease rates are slumping. The outlook of the banks
and lessors interviewed for this article range from
downbeat to cautiously optimistic. Those with the steely
determination to find opportunities hidden in the recession
rubble are likely to emerge in a stronger position.

ADAPTING TO
ADVERSITY -

AFM UPDATE ON THE
LESSOR MARKET

THE RECESSION HAS HAD A BIFURCATION EFFECT ON THE GLOBAL
fleet — accelerating the phasing out of older gas guzzlers and
increasing demand for modern fuel-efficient narrowbodies and
smaller widebodies. As with any downturn, lease rentals have
been impacted across the board and funding problems, including
the need to refinance expiring facilities, prevail. There is less
demand for speculative ordered aircraft and an increasing
percentage of off-lease aircraft.

Steven Gaal, president and COO of SkyWorks Holdings in
Greenwich, Connecticut, says the recession has had an adverse
impact on the availability of debt financing with attractive terms.
He adds: “This recession has also been unique in respect of the
limited trading activity among operating lessors. There are a lot
of distressed buyers on the sidelines waiting for distressed sellers.
The wide ‘bid-ask’ may be due to differences of opinion on the
pace in which airline traffic and hence demand for aircraft is
likely to recover — as well as due to differences in the financing
terms that are achievable today versus what an aircraft owner
may currently have in place.”

Frank Pray, president and CEO of Dublin, Ireland-based AWAS,
acknowledges that the operating leasing market has seen
softening lease rates and some aircraft types have been
disproportionately harder hit by the down cycle than others.
However, he states: “From a lessor perspective, this only affects
aircraft that undergo a re-pricing event, scheduled lease return or
repossession. The compensating effect is that the interest-rate
environment is lower as well.”

Successful lessors tend to work through slowdowns and adapt
their business policies accordingly. For example, they won't lock
into five-year deals at today's market rates; they will offer an 18-
month deal or power-by-the-hour, anything rather than lock
themselves into a very low rate with an airline for the long term.
Les Weal, director of valuations and appraisals at UK-based
aviation consultancy Ascend, says: “Lessors are very adept at
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Company name Share price change chg %

AYR Aircastle Limited 10.29 0.45 4.57%
AER AerCap Holding N.V 8.81 -0.29 -3.19%
TGH Textainer Group Holdings 14.5 -0.06 -0.41%
TAL TAL Int'l Group Inc. 12.67 0.02 0.16%
GLS Genesis Lease Ltd 8.35 0255 7.05%
L Babcock & Brown Air Ltd 9.46 0R717 8.86%
WLFC  Willis Lease Finance Corp 1 22 I 2.28%
ACY AeroCentury Corp. 17.25 ol 15.82%

As of 16 September 2009
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The issue in the short term will have a lot to do with loan-
to-values and the structure of these deals. Loan-to-value
ratios on finance deals are a lot lower today than in their
heyday. Historically they were done at 80 or 85 per cent
loan-to-value. You will get people doing it now at 50 or 60
per cent. | think this wave of conservatism is sweeping
through the finance sector at the moment.

Les Weal, director of valuations and appraisals, Ascend
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putting aircraft out on short-term leases, unlike banks, they
don’t have to sell at the bottom of the market... Yes, it is tough
out there and they may take a hit on the lease rates, but that is
not too detrimental for the very short-term. | think most lessors
can survive the good times — you see the power of the big guys
come into play during difficult times.”

GECAS leads

Who are the big guys? According to information from Ascend’s
database (July 2009) the lessor ranking by managed value has
GECAS in the number one spot, followed by: Internationa Lease
Finance (ILFC), RBS Aviation Capital, CIT Aerospace and
Babcock & Brown. “The GECAS fleet is positioned well in this
downturn. Both our new order skyline and roll-offs are well
placed” asserts Norman Liu, GECAS president and CEO. “So far,
we’ve utilised our global distribution network to place out
repos, and have kept our AOGs [aircraft on ground] in the single
digits. Our fleet management capabilities and the strong
financial footing of our parent (GE/GE Capital) have enabled us
to grow even during these tough times.”” GECAS currently has
1,530 aircraft in its portfolio, with an average aircraft age of
seven years, versus a world fleet average of 11. The current fleet
is made up of 70 per cent narrowbody, 21 per cent widebody
and nine per cent cargo aircraft.

When asked to comment on RBS Aviation’s position, John
Higgins, CCO of RBS Aviation Capital in Dublin, Ireland, says: “We
didn’t develop our strategy based on wanting to achieve a
particular slot in the industry rankings. Where we appear on
somebody’s league table is a function of whatever point in time
they take a measurement of our portfolio. We manage our
portfolio using our judgment to maximize the return and
minimize the risk of the book.. If that means that at any point we
are a net buyer or net seller of aircraft, it is driven by our judgment
of where we are in the cycle and what we think is the right thing
to do from an investment or divestment perspective.”

The top lessors tend to have strong corporate parents (ILFC,
GECAS, RBS Aviation Capital and BOC Aviation); this suggests
lessors with strong backing can more readily raise capital. Bert van
Leeuwen, MD of aviation industry research at Germany’s DVB
Bank, agrees that a strong parent company “helps to ensure
access to plenty of funding”. However, the situation has changed
considerably in the current economic crisis with some parent
companies getting into financial difficulties. At the time of going
to press American International Group (AIG) was in the throes of
deciding whether or not to sell ILFC. Klaus Heinemann, CEO
of Netherlands-based AerCap Holdings, says: “Independent
companies typically have strong experience with raising capital
independently whereas dependent companies often miss the vital
component of getting financing arranged independently on a
larger scale. In particular, public companies have a liability
structure, which is independent from any owner.” (AerCap has
completed $4.5bn in financing since the second quarter of 2008.)

There is some speculation as to whether banks are more likely to
lend to lessors or airlines. Banks decide each case on its individual
merits, but on a basic level, the decision depends on the profile of
the aircraft and the lessor/airline’s track record. SkyWorks’ Gaal
notes there is less of a distinction with new, mainstream aircraft,
whereas with used aircraft, the equity contribution and
management services provided by a lessor may be a prerequisite. If
a bank finances an aircraft for an airline and the going gets tough,
the bank can end up owning the asset and having to sell at the
bottom of the market, while lessors have the ability to keep the
aircraft earning revenue. Weal, of Ascend, comments: “The issue
in the short term will have a lot to do with loan-to-values and the
structure of these deals. Loan-to-value ratios on finance deals are
a lot lower today than in their heyday. Historically they were done
at 80 or 85 per cent loan-to-value. You will get people doing it
now at 50 or 60 per cent. | think this wave of conservatism is
sweeping through the finance sector at the moment.”

Higgins, of RBS, says: “Different banks have developed different
business models. Some focus exclusively on lending directly to
airlines, often taking the view that the facility is being provided
on a name/relationship basis rather than a pure asset financing.
For many banks this allows them to position themselves better to
cross-sell a broader range of products to the airline. Equally there
are certain banks that have developed strong business models
that focus exclusively on lending to lessors, perhaps driven by
reasons of enhanced returns or risk diversification. Both models
can work effectively, but it is fair to say that banks generally have
become increasingly more selective about the type of aircraft
they are prepared to finance.”

Van Leeuwen believes asset-based banks, such as DVB, are more
likely to look positively at lessors as they constitute an additional
line of defence in case of an airline default. But he also notes
“...that by far the majority of lenders are actually still ‘credit-
based’ and as such will most likely rely on the ‘name’ of the
airline. A true asset-based lender needs to possess specific skills
related to the deep understanding of the asset™.



