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AIRCRAFT FINANCE GUIDE

Financing the A320 Family

Since the recent credit crunch, the term ‘no-brainer’ is often associated with bankers rather than anything
else. Traditionally though, the term is used to describe transactions involving credits or aircraft that are
considered a safe investment, promising the bank a trouble-free transaction. For most asset based
lenders, the A320 Family comes close to being a ho-brainer aircraft type. Bert van Leeuwen, head of
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E A320 WAS LAUNCHED OVER 20 years ago in 1984
T:nd made its first flight in 1987. Today, there are over 4000
aircraft in the global fleet and over 2300 more on order. Flying
for over 300 operators, the A320 family possesses most of the
characteristics believed to make an aircraft ideal for asset based
financing purposes; versatility, great market liquidity and a
stable, long value history. Although the majority of A320 family
aircraft have proven well suited to asset based transactions as

with any family, there are a few black sheep among the group.

Ve,

< »_ aviation research at DVB bank discusses the pros and cons of financing the A320 Family aircraft.

HISTORY

For the European Airbus consortium, the A320 was the
first product in the short- to- medium haul single aisle jet
market. While Europe had already entered the market with
Mercure, Caravelle, Trident, and BAC One-Eleven, the US had
dominated with the JT8D powered Douglas DC-9 and 727 and
737 Families. In the early 1980s McDonnell Douglas was the
first to adapt the DC-9 to the higher fuel cost environment and
the upcoming Stage Il noise-regulations by stretching the DC-9
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Stage lll Single Aisle Aircraft: Cumulative Orders
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and re-engining this DC-9 Super 80 (later renamed
MD-80) with an improved version of the JT8D
engine; the Series -200. Boeing responded with a
stretched and modernised version of the 737-200,
called the -300. The 737-300 was the first of the
737 generation now known as the Classics (-300,
-400 and -500). One of the major contributing
factors to the success of the 737 Classic was its
new, clean, quiet, and fuel-efficient GE/SNECMA
CFM56-3 engine. While the 737 Classic was

slowly gaining market share compared to the MD-

80, Airbus planned an attack on the American
manufacturers dominating the single aisle market.
These plans eventually took the form of a truly

high tech aircraft featuring among other things;
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revolutionary fly-by-wire technology, side-stick
controllers and containerised belly cargo space.
Initially only powered by the -5A derivative of
the CFM56 engine, the first Airbus narrowbody,
designated A320 made its first flight in early 1987.

While some of the European flag carriers
where ‘natural’ launch customers for the A320,
it took more effort to find customers outside
of Europe and with the bankruptcies of early
North American A320 customers (including Pan
American and Braniff) a number of early A320s
were parked in the Arizona desert.

Eventually North America and the rest of the
world warmed to the A320 and Boeing was forced
to modernise its narrowbody offering. Sticking
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to the familiar 737 designation and other typical Boeing
narrowbody characteristics, in 1997 Boeing introduced the 737
Next Generation (NG).

Although both manufacturers had victories in the battle for
market share, one win for Airbus proved a breakthrough in
an increasingly important market segment. In 1999, JetBlue
introduced the low-cost carrier (LCC) market to the A320 —a
market segment that was traditionally dominated by Boeing’s
737, largely because Southwest Airlines (the role model for all
LCC’s) was a dedicated 737 operator.

Today, the A320 family aircraft can be found on all
continents, flown by operators with business models from
corporate Jet to LCC, and from leisure charter to scheduled
network. With the new order intake almost exploding
just before the outbreak of the downturn, Airbus claimed

production capacity was their main challenge. For this, as

well as strategic and political reasons, final assembly of the
A320 Family was expanded from the traditional factories in
Toulouse and Hamburg to a third line in Tianjin (China). The
Tianjin factory is reportedly a copy of the Hamburg plant
and Airbus has assured all interested parties there will be no
difference between Europe- and Asia- produced aircraft, hence
there should not be any difference in the ability to finance
these aircraft.

After the 737NG was launched to match the A320 the
150-seater narrowbody market enjoyed a balanced duopoly
— neither of the types were able to claim a decisive market
advantage over the other. For financiers as well as investors,
this stability has provided a strong stimulus to commit funds
as, until recently it looked like the obsolescence risk for the
A320 and the 737NG was very low. However, things may
change.
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A320 FAMILY MEMBERS

AND THEIR OPPONENTS
The basic 150-seater A320-100 made its first flight in

February 1987 but this version was quickly superseded by
the more capable high maximum take-off weight (MTOW)
-200 version. In 1993, a 185 seat, 6.93 m. stretched version
called the A321-100 made its rst ight. In 1997, the -100 was
effectively superseded by the more capable A321-200. and in
June 1995, the A320 and A321 was given a sister in the form
of the 124 seat A319-100, featuring a 3.73 m. shorter fuselage
compared to the A320. In 2002, the fourth and nal family
member made its rst ight; the 107 seat A318-100 double
shrink . The A318 was aimed at operators with a small
requirement for 100-seat aircraft but a desire to maintain

eet commonality. Cockpit commonality has always been
a major strength of the A320 family and a pilot can y all
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the A320 family aircraft under the same type rating. Cross
crew quali cation allows A320 pilots to y the in-production
Airbus widebody models as well.

Although they are not always a perfect match in terms of
capacity, each A320 family member is effectively competing
head-on with a matching member of the 737NG within roughly
the 100-200 seat market segment. In addition, most A320
versions face competition from some outsiders. However,
neither Airbus nor Boeing can claim complete superiority in
the narrowbody market. Both families have their own problem
children (the 100-seaters), and both have their superstars (the
A320 and 737-800). Despite attempts from Toulouse and Seattle
to demonstrate technical or commercial superiority, most asset
based nanciers are equally happy to nance the mainstream
Airbus and Boeing products, but it certainly requires a more
in-depth analysis to distinguish between the more and the less
suitable variants of both families.

Since the rst A320-100 Airbus has re ned and expanded
its original single-aisle design. Shortly after the launch of
the A320-100, the A320-200 was proposed. The short range
A320-100 featured a low MTOW, wing fuel tanks only and
no wingtip fences. All 21 A320-100s built are equipped with
CFM56-5A1 engines. A marginal aircraft from the start, the
A320-100s received 20 orders  only seven of which remain
in operation. The type has never been seen as suitable for asset
based nancing.

This can not be said for the A320-200, which from an asset
based finance view point is close to perfection. However,
within the 2250 A320-200s ying today, there are a few niche
versions that differ enough from the popular mainstream
aircraft to affect their suitability for nancing.

Firstly, the A320-200 has a wider choice of engines compared
to the 737NG. While Boeing elected to offer only CFM56-7B
engines (at different thrust levels), Airbus offered a choice
between the International Aero Engines (P&W/RR/MTU/JAEC)
V2500-A1/A5 series and the CFM International (GE/Snecma)
CFM56-5A/5B series, both at different thrust levels. From a
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