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 Airbus and Boeing project aircraft deliveries of approximately $3 trillion over the next 20 years 
– Several major airlines have orderbooks in excess of $10bn  

 These deliveries will require a significant amount of funding 

– Commercial markets (banks, capital markets) should play an important role, but have, to date, been 
underrepresented in the financing spectrum 

 These investors’ risk analysis combines elements of credit, asset and structure 

– Transaction risk profile is heavily dependent on the ability to repossess and dispose of collateral aircraft 
in a timely fashion in the case of an airline default 

– In the U.S., Section 1110 of the U.S. bankruptcy code provides the requisite certainty 

– In other jurisdictions, investors must research and analyze each individual legal regime to determine 
what, if any, protections are available 

 The absence of a unified legal regime limits the availability of funding, creating illiquidity and hence, 
increased cost  

 

 Executive summary 

Implementation of the Cape Town Treaty in a country provides an important basis for the risk 
analysis for the commercial financing of aircraft and would lead to greater volume and lower cost 

of funding 
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Middle East
Airbus: 1,436 ac (6%), $250B
Boeing:1,710 ac (6%), $300B

Africa
Airbus:  959 ac (4%), $110B
Boeing: 620 ac (2%), $  70B

Latin America
Airbus: 1,686 ac (7%), $160B
Boeing:1,640 ac (6%), $150B

Europe
Airbus: 6,196 ac (25%), $700B
Boeing: 6,900 ac (24%), $800B

Russia/Central Asia
Airbus:     923 ac (4%), $100B
Boeing: 1,050 ac (4%), $  90B

Asia-Pacific
Airbus:  8,014 ac (32%), $1,180B
Boeing: 8,960 ac (31%), $1,130B

North America
Airbus: 5,737 ac (23%), $560B
Boeing:7,690 ac (27%), $680B

*Airbus GMF  aircraft >100 seats + freighters
**Boeing CMO all jet aircraft + freighters

Note: Airbus regions differ slightly, 
Mexico is in Latin America, Egypt is part of 
Africa, Ukraine is part of CIS and Pakistan is 
part of Asia  

Source:  Airbus, Boeing 

 

 

 Aircraft financing need  

Both Airbus and Boeing 
estimate that the 

aircraft financing need 
in the next 20 years is 

approximately $3 trillion 
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Market Main observation 2010 estimated amount Status 
    

ECAs  Huge increase in volumes due to extensive 
support of manufacturers by US and European 
governments 

 Capital market structures now possible 
 Only applicable to a subset of new deliveries, 

relatively inflexible 

$22.0bn 
 

Commercial banks  Fewer banks due to 2008-2009 exits from aviation 
finance  

 Higher bank funding costs 
 Capital predominantly focused on new aircraft 

with Tier 1 clients 

$16.0bn 
 

Cash   Few airlines have the balance sheet strength to 
buy aircraft for cash  

$13.0bn 
 

Lessors  Have moved from being capital providers to 
capital takers  

$6.5bn 
 

Manufacturers  Limited availability 
 Expensive form of financing  

$2.5bn 
 

Capital markets  EETCs, Secured Notes, aircraft ABS 
 Primary funding source for U.S. airlines  
 Significant size achievable  

$1.5bn 
 

Tax equity  Limited availability 
 Specialist equity gradually returning e.g. France, 

Japan, Germany (KG) 

$0.5bn 
 

  $62.0bn  
Source:  Boeing Capital, BNP Paribas, Deutsche Bank 

 Range of financing options  

Commercial markets 
(banks, capital 

markets) currently 
provide approximately 
28% of total financing  
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Commercial banks Capital markets 

 Commercial banks, who have been the 
traditional back bone of aircraft financing, have 
been severely affected by the financial crisis  

 

 Several well known participants have 
permanently exited the market 

 

 Banks’ own cost of funding has increased 
significantly and is expected to remain elevated 
in the future 

 

 Only about 10-15 banks remain active today  

 Deepest overall financing market 

 

 Potential to provide significant volume of capital 
for aircraft financing with long maturities and at 
low coupons 

 

 Increasing importance as commercial bank 
funding diminishes 

 

 Cape Town Treaty would be a key catalyst in 
unlocking this potential  

 

Commercial markets  

This discussion will 
focus on the public 

capital markets given 
their visibility and the 

availability of data 



Error! No text of specified style in document. Error! No text of specified style in document. 
  

 

 
5  

 Section 1110 of the U.S. bankruptcy code provides a crucial underpinning to the financing of aircraft in the 
capital markets for U.S. airlines 

 Sophisticated financing structures (EETCs) have developed over time to facilitate the financing of large 
volumes of aircraft 

 

 Section 1110 in the U.S. 

ETCs 

 

PTCs 

 

EETCs 

Aircraft #1 Aircraft #2 Aircraft #3

ETC ETC ETC

 

 
Aircraft #1 Aircraft #2 Aircraft #3

PTC

 

 
Aircraft #1 Aircraft #2 Aircraft #3

Subordination 
Agent

Class A

Class B

Class C

Aircraft #1 Aircraft #2 Aircraft #3

Subordination 
Agent

Class A

Class B

Class C

 

U.S. airlines benefit 
from sophisticated 

capital markets  
 

Development of aircraft financing structures 



Error! No text of specified style in document. Error! No text of specified style in document. 
  

 

 
6  

Historical EETC issuance  Summary of historical EETC issuance by airline 
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 Airline # of deals $bn issued 
Continental 31 $12.8 

United 10 $9.1 

Delta 8 $8.1 

Northwest 13 $5.8 

American 11 $6.4 

US Airways 10 $3.6 

FedEx 3 $1.6 

America West 6 $1.4 

jetBlue 4 $1.3 

Atlas Air 3 $1.3 

Iberia 3 $1.3 

Southwest 2 $1.1 

Air France 1 $0.7 

ATA 4 $0.7 

Midwest 2 $0.3 

AirTran 1 $0.2 

Other 4 $0.5 

Total 115 $56.2 
Note: Issuance volume includes EETCs, secured non-EETC transactions and route secured deals  
Source:  Deutsche Bank 

 

EETC market - historical issuance  

Since 1996, the EETC 
market has been the 
first choice for U.S. 

airlines to finance its 
aircraft fleets 
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Continental EETC historical issuance 

Year 
Corporate credit 

rating  # of EETCs # of aircraft Other collateral 
Issuance amount 

($mm) 

1996 NR/B+ 2 23 - 610 

1997 NR/BB- 5 82 - 1,703 

1998 NR/BB 4 53 - 1,548 

1999 Ba2/BB 3 58 - 1,707 

2000 Ba2/BB 3 48 - 1,761 

2001 B2/BB- 2 84 - 1,101 

2002 B2/B+ 2 7 Spare parts 715 

2003 B3/B 2 36 Spare parts 515 

2004 B2/B 2 16 Spare engines 251 

2005 B2/B 1 29 - 311 

2006 B2/B 2 5 Spare parts 374 

2007 B2/B 1 30 - 1,147 

2008 B2/B - - - - 

2009 B2/B 2 36 - 1,034 

 31 507  12,776 
Source:  Deutsche Bank 

 Continental Airlines EETC issuance  

After emerging from 
bankruptcy in 1993, 
Continental Airlines 

embarked on an 
ambitious fleet 

renewal program  
 
 

The availability of 
Section 1110 

protection and, 
hence, access to the 

EETC market enabled 
this growth 



Error! No text of specified style in document. Error! No text of specified style in document. 
  

 

 
8  

 
Investor types Public markets – rating agencies  

 Commercial banks 

 Insurance companies 

 Pension funds 

 Money managers 

 Hedge funds 

 Rating agencies provide explicit guidelines for 

enhanced ratings of aircraft secured bonds  

 Rating agencies rate the timely payment of interest 

and ultimate payment of principal in the event of an 

airline default  

– Liquidity facility of 18 months 

– Clean Section 1110 opinion 

Investor analysis 
 

 Credit 

– Likelihood of default of underlying airline credit 

 Asset  

– Value of collateral securing the lenders’ 

investment 

 Structure  

– Provision to receive interest in a timely fashion 

even in the case of an airline default  

– Ability to move against the collateral in a timely 

fashion when exercising remedies  

 

 

 Commercial markets investors & rating agency analysis  
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   US Airlines  Select Non-US Airlines 
 Ratings 

Category  Corporate Ratings  
Senior Secured  

Debt (EETC) Ratings  
  

In
ve

st
m

en
t G

ra
de

 

AAA       

AA 
 

     

A  

3 – 4 notches    
upgrade 

 Southwest Airlines 2007-1 (A2 / A) 
Continental Airlines 2009-2 (Baa2 / A-)

Delta Air Lines 2009-1 (Baa2 / A-) 
American Airlines 2009-1 (Baa3 / A-) 

  

BBB  Southwest Airlines (Baa3 / BBB)  United Air Lines (Ba1 / BBB)  
Qantas Airways (Baa2 / BBB) 

Lufthansa (Ba1 / BBB-) 

N
on

-In
ve

st
m

en
t G

ra
de

 

BB  
 

 

  British Airways (B1 / BB-) 

B  

Continental Airlines (B2 / B) 
Delta Air Lines (B2 / B) 

American Airlines (Caa1 / B-) 
United Air Lines (Caa1 / B-) 

  6 – 9 notches  
  upgrade 

  

CCC       

CC       

C       

Source:  Deutsche Bank and Bloomberg 

 Airline corporate ratings vs. secured debt ratings 
Representative transactions 2007-2009  

 
Even with highly 

leveraged balance 
sheets and sub-

investment grade 
ratings, airlines are 
able to access the 
investment grade 

debt markets due to 
the benefits of 
Section 1110, 

collateral value and 
other structural 

features 
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Indicative LTVs given no default  

Commercial market 
investors’ risk 

analysis considers 
first and foremost the 
scheduled decline in 

– Collateral value 
– Debt balance 
– LTV  
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 Indicative LTVs given default, 18 month repossession 

Investors (and rating 
agencies) consider the 

implied exposure 
following a default of 

the airline 
 
 

Historical recovery of 
principal for A tranches 

is 99.9%   
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 Indicative LTVs given default, 30 month repossession 

An extended period of 
time to repossess and 

dispose of collateral 
aircraft causes a drastic 

increase in the risk for 
an investor  

 
 

To compensate for this, 
investors will 1) lend at 

a lower advance rate 
and 2) charge relatively 

higher coupons  
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Historical EETC issuance  Summary of historical EETC issuance by airline 
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 Airline # of deals $bn issued 
Continental 31 $12.8 

United 10 $9.1 

Delta 8 $8.1 

Northwest 13 $5.8 

American 11 $6.4 

US Airways 10 $3.6 

FedEx 3 $1.6 

America West 6 $1.4 

jetBlue 4 $1.3 

Atlas Air 3 $1.3 

Iberia 3 $1.3 

Southwest 2 $1.1 

Air France 1 $0.7 

ATA 4 $0.7 

Midwest 2 $0.3 

AirTran 1 $0.2 

Other 4 $0.5 

Total 115 $56.2 
Note: Issuance volume includes EETCs, secured non-EETC transactions and excludes route secured deals  
Source:  Deutsche Bank 

 

 EETC market - historical issuance  

 
To date, only two  

non-US airlines have 
issued EETCs 
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 The prevailing uncertainty in the relevant legal framework in France and Spain with respect to the timing of 
exercising remedies led the rating agencies to require significantly longer liquidity facilities for the EETCs 
issued by Iberia and Air France 
– Four transactions to date, totaling $2.15bn 

 The larger (senior) claim of the liquidity provider had a negative impact on the achievable LTV, causing 
additional costs to the issuing airline  
– Uncertainty in the legal regime roughly doubled the cost of the liquidity facility, adding an estimated 

$8mm  of additional fees for the airlines 
– The greater claim of the liquidity provider lowered LTVs by approximately 10%, which is an economic 

cost of approximately $2mm 
– In today’s EETC environment with a 200 bps spread on average between A and B tranches, this 

cost would be as high as $20mm 

 Non-U.S. airline EETCs 

LTVs and liquidity facility 
 Iberbond 1999 Iberbond 2000 Iberbond 2004 FRANs 2003 
Class of notes A B A B A1 A2 A1 A2 B 

Initial LTV 43.7% 58.0% 36.7% 45.4% 32.9% 32.9% 41.0% 41.0% 61.0% 

Liquidity facility 42 months 42 months 42 months 42 months 36 months 36 months 24 months 24 months 24 months 

Supplemental 
remarketing 
facility  

      12 months 12 months  

Source: Deutsche Bank  
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 Commercial markets are expected to play an important role in the future of aircraft financing  

 Lenders and investors, as well as rating agencies, require simplicity and comparability in conducting their 

investment and risk analysis  

– Focus on indefinable elements of credit, asset and structure 

– Avoid the need for country-specific legal analysis through the harmonization of private laws  

 Clear rules governing the creation and the timely enforcement of a security interest create significant cost 

savings for issuing airlines 

 

Summary  

The provisions of the Cape Town Convention and its Aircraft Protocol provide a clear risk 
mitigant for aircraft secured lenders that will increase the availability and decrease the cost of 
financing  
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The information herein is believed to be reliable and has been obtained from sources believed to be reliable, but we make no representation or warranty, express or 

implied, with respect to the fairness, correctness, accuracy, reasonableness or completeness of such information. In addition we have no obligation to update, 

modify or amend this communication or to otherwise notify a recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 

forth herein, changes or subsequently becomes inaccurate. 

We are not acting and do not purport to act in any way as an advisor or in a fiduciary capacity. We therefore strongly suggest that recipients seek their own 

independent advice in relation to any investment, financial, legal, tax, accounting, or regulatory issues discussed herein. Analyses and opinions contained herein 

may be based on assumptions that if altered can change the analyses or opinions expressed. Nothing contained herein shall constitute any representation or 

warranty as to future performance of any financial instrument, credit, currency rate or other market or economic measure. Furthermore, past performance is not 

necessarily indicative of future results. 

This communication is provided for information purposes only. It is not an offer to sell, or a solicitation of an offer to buy any security, nor to enter into any 

agreement or contract with Deutsche Bank AG or any affiliates. Any offering or potential transaction that may be related to the subject matter of this communication 

will be made pursuant to separate and distinct documentation and in such case the information contained herein will be superseded in its entirety by such 

documentation in final form. 

Because this communication is a summary only it may not contain all material terms, and therefore this communication in and of itself should not form the basis for 

any investment decision. Financial instruments that may be discussed herein may not be suitable for all investors, and potential investors must make an 

independent assessment of the appropriateness of any transaction in light of their own objectives and circumstances, including the possible risks and benefits of 

entering into such a transaction. By accepting receipt of this communication the recipient will be deemed to represent that they possess, either individually or 

through their advisers, sufficient investment expertise to understand the risks involved in any purchase or sale of any financial instrument discussed herein. If a 

financial instrument is denominated in a currency other than an investor’s currency, a change in exchange rates may adversely affect the price or value of, or the 

income derived from, the financial, and any investor in that financial instrument effectively assumes currency risk. Prices and availability of any financial instruments 

described in this communication are subject to change without notice. 

Securities and investment banking activities in the United States are performed by Deutsche Bank Securities Inc., member NYSE, NASD and SIPC, and its broker-

dealer affiliates. Lending and other commercial banking activities in the United States are performed by Deutsche Bank AG, and its banking affiliates. This 

communication and the information contained herein is confidential and may not be reproduced or distributed in whole or in part without our prior written consent. 

(C) 2006 Deutsche Bank AG. 
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