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Growth trajectory resumes for
Irish aviation leasing industry

Over half of the global aviation fleet is leased, and Irish-based companies account for 50 per cent of the market

Barry McCall

Around a quarter of the world’s
commercial aircraft are owned
by companies based in Ireland.
This is a powerful indicator of
the scale and importance of Ire-
land’s world leading aviation
leasing industry.

“Irish aviation leasing re-
mains a critical enabler of the
global aviation industry and a
highly valuable contributor to
the Irish economy,” says Eliza-
beth Bowen, director of Air-
craft Leasing Ireland (ALI) the
Ibecgroup representing the air-
craft leasing sector. According
toBowen theindustryis respon-
sible for 8,543 full-time equiva-
lentjobs, an economic contribu-
tion of $975 million annually,
and spending with Irish suppli-
ers of $327 million each year.

To putthe scale of the Irish in-
dustry in context it is estimated
that over half of the global avia-
tion fleet is leased, and
Irish-based companies account
for 50 per cent of the market.
That amounts to several thou-
sand aircraft with a total value
of anything up to a trillion dol-
lars.

“The number of commercial
aircraft in the world is not gi-
gantic,” says Dr Thomas Con-
lon, professor of finance at the
UCD School of Business. “It’s
around 30,000. In terms of
monetary value a new narrow-
body aircraft will cost any-
where between $60 million and
$110 million. We don’t necessar-
ily know what the different buy-
ers pay because of the deals the
biggerairlines and leasing com-
panies get for ordering large
numbers of aircraft.”

Temporarydip

There has been a slight dip in
leasing’s market share of late,
but this is likely to be tempo-
rary.

“During the pandemicthe op-
erating leasing share of the
global fleet was reported to
have topped 60 per cent, but
that share has reduced to circa
55 per cent,” says Julie-Ann
Sherry, aviation and interna-
tional asset finance partner
with Mason Hayes & Curran.

“The sustainability agenda,
global macroeconomic factors
and the geopolitical inflation-
ary environment have eroded
airline profitability despite
their efforts to offset this by in-
creasing yields,” she says. “If
these challenges persist, air-
lines’ cash flows and balance
sheets will weaken. It is antici-
pated that the operating leas-
ing share of the global fleet will
increase to pandemic levels of
circa 60 per cent.”

The Irish industry has

M The Irish aviation leasing
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emerged from the pandemic in
a strong position. “There have
been many positives for leasing
over the last 12 months, the pri-
mary one being the continued
strong bounce back in custom-
er demand,” says Joe O’Mara,
head of aviation finance with
KPMG. “Global traffic is back
above pre-Covid levels for the
first time, driving a lot of de-
mand for aircraft leasing
groups.”

Turbulence continues, how-
ever. “The key challenges have
been the volatile interest rate
environment and the supply
chain challenges faced by the
two aircraft manufacturers Air-
bus and Boeing,” says O’Mara.
“The scale of the pace of inter-
est rate rises created difficul-
ties in pricing transactions and
raising capital. While the manu-
facturer issues have resulted in
positive movements on aircraft
values, which is generally posi-
tive for the lessors, it has had a

negative impact on the trading
environment and negatively im-
pacted on the growth potential
for some leasing groups.”
Leasing remains a very at-
tractive option for the vast ma-
jority of airlines, as Conlon ex-
plains. “There are around
1,000 airlines in the world and
only about 20 of them have an
investment grade credit rating
that allows them to borrow
cheaply and gives them access
to the capital markets on fa-
vourable terms,” he says.

Advantagesto leasing

“For example, Ryanair doesn’t
need to lease aircraft because it
has its own cash and is able to
borrow cheaply if it needs to.
Leasing might be the cheaper
option for those without an in-
vestment grade credit rating. It
can also be advantageous for
them to do a sale and leaseback
dealwhere they buy the aircraft
and immediately sellitto aleas-
ing company.”

“The main attraction of leas-
ing for airlines is that it enables
the airline to operate aircraft
without a huge capital invest-
ment,” Sherry adds. “This re-

duces the initial outlay of the
airline, but it also places the
long-term ownership risk with
thelessor.”

There are other advantages,
according to O’Mara. “Utilising
the leasing channel provides
airlines with significant flexibil-

3,543

Irish aviation leasing is
responsible for 8,543 full time
equivalent jobs

ity in managing their fleet, can
assist them in accessing newer
technology aircraft, and can
help them manage residual val-
uerisk.

“Running an airline is a very
complicated business. You
need to manage capacity in an
environment where demand
can fluctuate significantly, deal
with significant labour chal-
lenges, and ensure you have an
appropriate strategy for manag-
ing fuel costs, not to mention
the ever-increasing regulatory
framework they face. Given
those issues it makes a lot of

sense to outsource the provi-
sion of your aircraft to special-
ists. Thisis why we have consist-
ently seen the percentage of
leased aircraft grow over time.”

Looking to the future, Eliza-
beth Bowen sees the industry
playing an increasingly impor-
tantrole in supporting the avia-
tion sector in meeting its sus-
tainability goals.

Sustainable future

“In 2024 lessors will continue
to support the wider industry to
achieve net zero carbon emis-
sions by 2050. As owners of al-
most half the global fleet of air-
craft, the leasing community
has the experience and global
influence necessary to move
theneedle and drive aviation to-
wards a sustainable future. The
ALI Sustainability Charter dem-
onstrates our community’s
leading position and commit-
ment to supporting the wider
aviation industry to achieve net
zero carbon emissions by
2050.”

O’Marabelieves the industry
outlook is positive. “Over the
last number of months KPMG
has interviewed the CEOs of

the major leasing groups, and
the mood is cautiously optimis-
tic. Demand continues to drive
optimism, and while there are
some concerns about a slow-
down in the US and Europe
there is an expectation that the
recoveryacross Asia will contin-
ue strongly in 2024. The key
headwinds are around the man-
ufacturers, both regarding air-
craftand engines, and their abil-
ityto deliver new aircraft to ser-
vicethatdemand.”

The fundamentals are cer-
tainly healthy and provide a
sound foundation for contin-
ued growth. “Air travel levels
are anticipated to exceed
pre-pandemic level of 4.5 bil-
lion recorded in 2019,” Sherry
points out. “The International
Air Transport Association
(TATA) expects that some 4.7
billion people will travel in
2024, an historic high. The
TATA also predicts that airline
industry operating profits will
reach $49.3 billion in 2024
from $40.7 billion in 2023 and
total revenues in 2024 are ex-
pected to grow by 7.6 per cent
year-over-year to arecord $964
billion.”

Green bonds
rewarding
sustainability
in sector

SANDRA O'CONNELL

A record number of aircraft
deliveries are expected over
the next decade, with the
worldwide commercial avia-
tion fleet predicted to expand
by a third.

With passenger and freight
set for growth, plane makers
are bullish. Airbus is forecast-
ing demand for 40,850 new
passenger and freighter air-
craft deliveries over the next
20 years. Rival Boeing pre-
dicts the global fleet will near-
ly double to 48,600, expand-
ing at a rate of 3.5 per cent a
year. Given that each plane
costs the guts of €100 million,
funding this growth will be
key.

“On the debt side, the larg-
er investment grade lessors
have an advantage as they can
access the unsecured bond
market, which is the deepest
well of debt capital available,”
says Joe O’Mara, head of avia-
tion finance at KPMG.

“The lessor bond market
was relatively quiet in 2022 as
lessors sensibly raised signifi-
cant amounts of low-rate debt
in the prior year. However,
the large investment-grade
lessors have all successfully
tapped that marketin 2023.”

There are multiple other fi-
nancing sources that lessors
can access too, including the
traditional aviation banks,
which remain very active in
the market, and an increasing
trend of alternative lenders en-
tering the space. “These are
typically private equi-
ty-backed groups thatare gen-
erally willing to provide many
forms of debt, both secured
and unsecured,” he adds.

Interestrates

The increase in interest rates
caused some turbulence ini-
tially but the initial consterna-
tion is now in the rear-view
mirror. “The pace and scale of
the interest rate rises were
challenging for the sector as it
made it difficult to appropri-
ately price transactions, both
for newleases and for purchas-
ingor selling aircraft. The rate
environment has generally set-
tled, with an acceptance that
we are in a higher-for-longer
period,” says O’Mara.

“This, coupled with the
strong airline demand, has re-
sulted in lease rates increas-
ing materially.”

One development coming
into view is the rise of green
bonds, says John Cotter, pro-
fessor of finance at UCD.
These reward environmental
initiatives, such as improve-
ments in fuel efficiency, with
cheaper loans. The sector can
also benefit from making
more generalised sustainabili-

ty improvements. While the E
in ESG reporting refers to the
environment, such sustaina-
bility-linked loans typically fo-
cus more on the S and G (so-
cial and governance).

While traditional green
bond instruments focus on
steps such as replacing exist-
ing fleets with more energy-ef-
ficient aircraft, increasing the
use of sustainable aviation
fuel or offsetting CO, emis-
sions per passenger kilome-
tre, sustainable linked loans
are more broad-ranging.

Landmarktransaction

In December, for example,
CDB Aviation, a wholly owned
Irish subsidiary of China De-
velopment Bank Financial
Leasing, a lessor, entered into
its first sustainability-linked
loan, anchored with a $625
million syndicated term loan
facility. In making the an-
nouncement CDB Aviation
chief executive Jie Chen said
the innovative facility marked
a landmark transaction for
the aviation finance space.

48,600

Boeing predicts the global
fleet will nearly double to
48,600 in coming years

The SLL parameters of the
facility are based on three key
performance indicators.
These include not just reduc-
ing the carbon intensity of
CDB Aviation’s fleet and focus-
ing on the most fuel-efficient
aircraft, increasing the share
of new generation aircraft in
the lessor’s fleet, but also in-
creasing the level of diversity,
equity, and inclusion-related
training for its workforce.

In October SMBC Aviation
Capital closed a $150 million
sustainability-linked loan facil-
ity, with KPIs [key perfor-
mance indicators] including
the carbon intensity of its
owned fleet and gender diver-
sity across under-represented
levels of seniority in the busi-
ness.

Two years previously, Eti-
had Airways raised $1.2 billion
in a sustainability-linked loan.
Atthe time, Adam Boukadida,
chief financial officer at Eti-
had Aviation Group, said: “Fi-
nancing our operations in a
way that supports both our
planetand the peoplein ourlo-
cal communities is the natural
next step of our financing
strategy.” As well as commit-
ting to net zero targets by
2050, hitting key milestone
goalsalong the way, it commit-
ted to increasing employment
and upskilling of Emirati wom-
eninthe aviation sector.
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Plotting the decarbonisation course: how
can aviation reach its net-zero target:

Advances are notable in areas like sustainable aviation fuel but production is low in the context of industry requirements

Danielle Barron

s the climate crisis fi-
nally begins to imbue
us allwith a sense of ur-
gency, the pressure on
the aviation industry to decar-
bonise and deliver on net zero
ambitions is increasing every
year. Advances are being made
in areas like sustainable avia-
tion fuel (SAF) but production
isatminusculelevelsin compar-
isonto the industry’s needs.

What s the industry doing to
reach its net zero targets, how
realistic are those targets, and
whatis the aviation finance sec-
tor doing to help?

According to Chris Brown,
head of strategy at KPMG, oth-
er options are being worked on
but the industry’s “primary
mantra” is SAF.

“Around the edges, start-up
players make disproportionate
noise around electricand hydro-
gen flight, but this is a distrac-
tion from meaningful decarbon-
isation through to 2050,” he
states.

Andwhile the industry large-
ly believes that SAF can deliver
on meaningful decarbonisa-
tion, Brown says thisis “optimis-
tic”, given the relatively small
scale at which it is being pro-
duced.

Julie-Ann Sherry, partner in
Aviation and International As-
set Finance with law firm Ma-
son Hayes & Curran, says the
use of SAF could reduce CO,
emissions by up to 80 per cent
compared with traditional avia-
tion fuel but admits there are
significant barriers to this be-
ing fully realised.

Reductionmeasures

“The overriding factors that
will impact the ability of the in-
dustry to meet the ambitious
target of net zero carbon emis-
sions by 2050 is the speed of
technology development, the
capital investment required to
scale them and the certification
process for new technologies.”
Sherry also points out that for
the aviation industry to achieve
its net-zero targets, it will rely
ultimately on the combined ef-
fect of multiple carbon emis-
sionreduction measures.

Bertrand Dehouck, head of
transportation capital markets
with BNP Paribas, agrees. He
says all stakeholdersin the aero-
space industry are pursuing
multiple paths to reach net
zero, all of which will require
significant technological devel-
opment.

“We are seeing an increased
pace in fleet replacement with
newer, more fuel-efficient air-
craft, coupled with an accelera-

m ‘Streamlined flight and
ground operations’ are
capable of lowering carbon
emissions.
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tion in the development of
next-generation platforms,
with designs that bring the in-
dustry closer to a true e-fuelled
netzero aircraft.”

Several avenues can be devel-
oped to provide quick wins over
the medium term, Dehouck
says, such asincreasing the effi-
ciency of airspace manage-
ment, and air traffic control,
coupled with improved airport
and airline operations.

Brown is more pessimistic
whenit comestothese other av-
enues of sustainability. “The po-
litical will does not yet exist to
push through the required air-
space modernisation, includ-
ing pragmatism around air-
space sovereignty, for example,
the failure of the European Sin-

gle Skies initiative, or the re-
quired investment in state air
navigation service providers.”
Carbon offsets, while controver-
sial, will always need to be a sig-
nificant part of net zero for the
sector, he adds.

Dehouck says the aviation in-
dustry must also look towards
newer technologies and critical
infrastructure systems to make
aircraft more fuel efficient and
more electric as well as air traf-
fic management systems better
able to bring flights to destina-
tion more efficiently, thus limit-
ing their emissions.

“Streamlined flight and
ground operations can drive
small but material reductions
in carbon emissions,” adds
Sherry.

But as one of the most heavi-
ly regulated industries in the
world, innovation in aviation
can be slow to roll out. Dehouck
says this presents some
“unique constraints in any new
tech development”, especially
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when it comes to new propul-
sion systems and fuels. “No tru-
ly radical shift in tech level can
be developed and deployed in
the short or medium term there-
fore the industry must adapt to
a continuous incremental pace
of technological advance-
ment.”

Contrailmanagement
This view is echoed by Eliza-
beth Bowen, director of Ibec’s
Aircraft Leasing Ireland (ALI).
“Aviation is a complex industry
governed by an extensive regu-
latory environment,” she says.
“Thismeans that the technolog-
ical leaps required to address
the climate threat are meas-
ured in decades rather than
years and in turn means that
our transition to carbon neu-
trality by 2050 is critically de-
pendent on actions taken to-
day, even though the results of
those actions are not immedi-
ately apparent.”

It is Brown’s view that the

‘ 6 Technological
leaps
required to address
the climate threat
are measured in
decades rather
than years.
- Elizabeth Bowen,
director Aircraft
Leasing Ireland

“single most realistic way” to
make ameaningful dentin avia-
tion’s climate impact this dec-
ade would be through contrail
management. This approach
seeks to avoid the creation of

Aircraftleasing -
an industry almost
born in Ireland

Legacy of Tony Ryan and GPA leasing
business extends far beyond Ireland

BARRY McCALL

Fewindividuals have had an in-
fluence as significant as the late
Tony Ryan has had on the glob-
al aviation industry.

Not only did he found Ry-
anair, Europe’s largest airline,
but many believe he was sin-
gle-handedly responsible for
the creation of the Irish avia-
tion leasing industry.

“You have to go quite a bit
back to figure out how the Irish
aviation leasing sector got to
where it is today,” says Dr
Thomas Conlon, professor of Fi-
nance at UCD School of Busi-
ness.

“In the 1970s, Aer Lingus
took delivery of two Boeing 747
jumbo jets which it had no use
for due to market conditions.
They asked a young executive
called Tony Ryan to figure out
what to do with them. He found
a home for them with Siam Air,
now Thai Air, on a wet lease ar-
rangement where the airline
rented them from Aer Lingus
complete with crew and mainte-
nance contracts and so on.

“Ryan went back to Aer Lin-
gus and said there might be a
business in this type of arrange-
ment but being a State-owned
company, they weren’tinterest-
ed. He went off and set up the
GPA aviation leasing busi-
ness.”

GPA effectively became the
mother lode that fuelled the

growth and development of the
industry to this day.

“The industry is only now be-
ginning to move away from for-
mer GPA executives,” Conlon
notes. “The vast majority of the
companies were founded by
them and many of them are still
led by former GPA executives.”

GPA ultimately failed for ava-
riety of reasons. “It split into
two businesses, a good bank
and abad bankifyoulike,” Con-
lon explains.

Reunited

“The good bank part was taken
over by GE and it became Ge-
cas. The bad part was acquired
by a number of different inves-
tors including Daimler and
eventually become Aercap. In
2021, Aercap acquired Gecas
from GE and reunited the two
former GPA businesses to form
the world’s largestlessor.”

The GPA legacy extends be-
yond Ireland, he argues.

“In many ways, the global in-
dustry was created by GPA.
There was only one other large
aviation leasing business in the
US at the time. That was the
genesis of the industry before it
became the behemoth we now
have in Dublin.”

Elizabeth Bowen, director of
Aircraft Leasing Ireland (ALI,)
the Ibec group representing
the aircraft leasing sector, also
traces the industry’s origins
back to the foundation of GPA,

net warming contrails through
small adjustments to flight plan
altitude.

“The EU will require airlines
to report on non-CO, impacts
like contrails this decade,” he
explains. “Unlike SAF or air
space modernisation, however,
contrail management is direct-
ly within the influence of air-
lines to make a difference.”

Dehouck maintains that
while net zero objectives are
ambitious, with the right invest-
ments in the right areas they
are “entirely achievable”. He
points to the work carried out
by BNP Paribas and five other
banks to help decarbonise the
aviation sector through the for-
mation of the Aviation Cli-
mate-Aligned Finance Work-
ing Group.

“The goal of the working
groupisto createa collective cli-
mate-aligned finance frame-
work that defines common
goals for action for aviation sec-
tor decarbonisation.”

but other factors have contrib-
uted toits growth.

“Ourrich aviation heritage, a
highly skilled talent pool,a com-
prehensive double tax treaty
network and pro-enterprise pol-
icies, along with a stable politi-
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down to talent,

track record and

the tax

environment.

- Joe O'Mara, head

of Aviation Finance

at KPMG

cal and legal system, have al-
lowed Ireland to develop an in-
ternationally orientated and
fast-growing industry,” she
says.

Ireland’s stablelegal and reg-
ulatory framework, compared
to other jurisdictions, has al-

Sherry agrees. “There is no
doubt that the net zero target
by 2050 is a challenging one
and will require significant col-
laboration across the whole in-
dustry to reach viable solu-
tions.”

Sustainability Charter

This includes the aviation fi-
nance sector. Bowen explains
that its members launched the
ALI Sustainability Charter, the
first set of ESG and cli-
mate-aligned principles for the
aviation industry promoting
collaboration and ambition
among the lessor community,
in October 2022.

“Asowners of almost halfthe
global fleet of aircraft, the leas-
ing community has the experi-
ence and global influence neces-
sary to move the needle and
drive aviation towards a sustain-
able future,” she says.

Ongoing research and inno-
vation will be a critical element
of this, and Bowen says ALI

lowed aviation leasing to be-
come a significant and growing
sector in the economy, she
adds.

“InIreland, there are several
high-quality aviation courses
onoffer through variousinstitu-
tions across the educational
spectrum,” she continues. “In-
dustry-supported apprentice-
ships ensure the continued sup-
ply of an appropriately skilled
workforce.”

Taxregime

KPMG head of aviation finance,
Joe O’Mara, points to the impor-
tance of the tax regime. “Ire-
land’s success comes down to
talent, track record and the tax
environment,” he says. “Focus-
ing on the latter, the stable tax
environmentwe have hadin Ire-
land for decades has been the
foundation which attracted cap-
ital to come here, allowing com-
panies to flourish, creating
high-quality jobs and generat-
ing huge value for the wider
economy.”

Those factors will remainim-
portant if Ireland is to retain its
leading position, according to
Bowen.

“To support and further de-
velop the industry, government
policy must focus on increasing
its investment in skills, hous-

members are supporting im-
provements in aircraft design
and operational efficiency. For
example, ALI is funding a new
research project on SAF pro-
duction in Ireland in collabora-
tion with Trinity College Dub-
lin and University of Limerick
and is a member of the Govern-
ment’s SAF Taskforce looking
to bring about the development
of a national SAF policy road-
map.

But Brown says the aviation
financing sector hasyet tolever-
age its influence on aviation.
“Given aviation finance knows
the sector, they are the natural
pioneers within the financial
community in stimulating SAF
supply, investing in disruptive
technologies which reduce air-
port turnaround inefficiencies,
which reduce airspace ineffi-
ciencies, and which tackle
non-CO, factors. However, as
of 2024, the number of lessors
actively looking at these areas
can be counted on one hand.”

m Tony Ryan in
1992. Not only did
he found Ryanair,
Europe’s largest
airline, but many
believe he was
single-handedly
responsible for the
creation of the Irish
aviation leasing
industry through
his founding of
GPA.
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ing, productivity, and infra-
structure,” she contends.

“To remain competitive, we
must maintain our competitive
tax regime and better under-
stand how international tax re-
form could affect the industry.
In addition, Irish aviation les-
sors are committed to achiev-
ing net zero carbon emissions
by 2050. To achieve this policy-
makers both nationally and in-
ternationally must work with
the aviation sector to bring
about decarbonisation meas-
ures and supports.”

A considered approach is re-
quired, says O’Mara.

“I'spend a lot of my time talk-
ing to investors about ‘Why Ire-
land?’ and it very helpful being
able to talk about a stable and
non-concessionary tax regime,
whichisunderstandable and at-
tractive for investment. Our re-
gime is getting a lot more com-
plex, with a level of change that
isunprecedented.

“While most of that change is
being driven from outside our
borders, it’s important our law-
makers are considered in how
they implement required
changes. We are talking about
a mobile asset class, and main-
taining our pro-business ap-
proach is critical to defending
our world-leading position.”
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Unprecendented challenge
for asset recovery business

Deanna O’Connor

Only 10 per cent of
leased aircraft lost
to Russia since the
Ukraine war began
have been recovered

ince Russia’s invasion of

Ukraine, and the EU’s

subsequent sanctions

against Russia, the air-
craft-leasing industry has been
facing an unprecedented chal-
lenge in asset recovery of air-
craft and parts which had been
leased to Russian airlines and
were effectively stranded with-
in Russia.

Jamie Ensor, partner and
head of insolvency and corpo-
rate recovery at Dillon Eustace,
says: “Reports indicate that, so
far, only a small proportion of
Western leased fleets have
been recovered from Russian
operators, and that the figure
may be about 10 per cent of the
total aircraft. We understand
mostof those were recovered in
the immediate aftermath of the
invasionin February 2022.”

Any early lease termination
orrepossession scenariois both
complex and costly. Given the
difficulty of recovering aircraft
from Russia, many lessors
looked to write off their losses
and claim against insurance —
huge amounts that insurance
companies were understanda-
bly unwilling to part with, lead-
ing inevitably to legal battles.

Litigation

Paul P Jebely, chairman and
founder of The Hague Court of
Arbitration for Aviation (CAA),
says: “The task of ensuring that
aresolution in one jurisdiction
holds force in another is no
small feat, and often a prescrip-
tion for failure.”

Little wonder that he would,
under normal circumstances,
proselytise in favour of arbitra-
tion, given his experience as an
aviation lawyer, that litigation
within the industry (particular-
ly that involving multiple juris-
dictions and complex engineer-
ing and technical subject mat-
ter) has frequently shown itself
to be “ferocious, unedifying,
publicly embarrassing and as-

toundingly expensive”.

“When Russia invaded
Ukraine, there were over 400
aircraft leased to Russian air-
lines,” says David McGovern,
partner and head of the avia-
tion and international asset fi-
nance team at Mason Hayes &
Curran. “Global lessors took
swift action to seek to recover
aircraft wherever possible, and
while they had some success, it
is estimated that between $12
billion and $15 billion in aircraft
assets remain within Russian
territory.”

Reuters reported recently
that Russian carriers had 541
Western planes in active ser-
vice or under maintenance, as
at May 1st, 2023, according to

6 It is estimated

that between
$12bn and $15bn in
aircraft assets
remain within
Russian territory.
- David McGovern,
head of the aviation
and international
asset finance team at
Mason Hayes &
Curran

data compiled by Swiss aviation
intelligence provider Ch-Avia-
tion.

The Irish Aviation Authority
(TAA) lists a number of aircraft
for which it has cancelled the
Certificate of Airworthiness.
However, it is believed that
many of these Irish registered
aircraft continue to operate in
contravention of international
rules and that they have been il-
legally re-registered.

Russian airlines can still fly
freely both within Russia and to
many other parts of the world
including China, India, South
America, and Africa, which are
unaffected by EU and US sanc-
tions, and according to Russia’s
Federal State Statistics Service,
Russianairlines carried 10.1 mil-
lion passengers in June 2023, a

13.9 per centincrease in passen-
gervolumes year-on-year.

Irish lessor AerCap, the in-
dustry leader, was the most ex-
posed in terms of numbers and
value of aircraft affected (re-
ports stated 152 aircraft be-
lieved to be valued at €2.1 bil-
lion were affected), although
given the breadth of AerCap’s
business this represented less
than 5 per cent of its overall
fleet value.

“Over the last 12 months a
number of aircraft lessors have
been successfulin agreeing Rus-
sian insurance settlements un-
der certain airlines’ insurance
policiesinrespect of certain air-
craft lost in Russia,” says
McGovern. “There are certain
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‘ Reports

indicate that,
so far, only a small
proportion of
Western leased
fleets have been
recovered from
Russian operators.
- Jamie Ensor, head of
insolvency and
corporate recovery at
Dillon Eustace

conditionswhich need to be sat-
isfied including compliance
with multiple sanctions’ re-
gimes to achieve these settle-
ments.”

In September 2023, AerCap
reached alandmark agreement
and settlement of €590 million
from insurance company NSK
in respect of claims for 17 air-
craft and five spare engines
leased to Aeroflot and its subsid-
iary Rossiya.

SMBC Aviation Capital won
a similar settlement in October
for 16 aircraft and engines,
while in December last, AerCap
received full settlement (ap-
proximately $572 million) of
claims against the policies of
JSC Ural Airlines and JSC Sibe-
ria Airlines (S7), covering 18 air-
craft and one spare engine and

29 aircraft and four spare en-
ginesrespectively.

In its disclosures, AerCap
stated: “While insurance settle-
ment discussions are ongoing
with respect to our remaining
claims under the insurance poli-
cies of S7 and other Russian air-
lines, it is uncertain whether
any of these discussions will re-
sult in any insurance settle-
ment or receipt of insurance set-
tlement proceeds and, if so, in
what amount. In particular, it
remains uncertain whether the
necessary approvals and fund-
ing to complete any such fur-
ther insurance settlements can
be obtained.”

Awaiting trial

Many other claims are still
awaiting trial, as some insurers
attempted to have cases tried in
Russia, under whose laws the
original contracts were signed.

Peter Bredin, partner in liti-
gation and dispute resolution at
Dillon Eustace, notes: “The les-
sors’ claims under their
‘contingent and possessed’ in-
surance cover raise complex is-
suesand are denied by the insur-
ers on a number of grounds.
The claims are being pursued
in the Commercial Court,
where the trial is due to start in
June 2024 and may take three
to sixmonths.”

Looking at how this will af-
fect the future of the industry,
and risk pricing, Dr Thomas
Conlon, professor of finance in
the UCD School of Business,
says: “As I see it, the challenge
here is precedence. With Rus-
sia having been accused of
breaking the terms of the Cape
Town Convention, aircraft les-
sors and financiers will be less
willing to provide aircraft to
countries where there is any
shadow of a doubt that the Cape
Town Convention will not be up-
held.

“Currently, this is not so
much ofa problem. There s sig-
nificant demand for new, effi-
cient aircraft from high quality
customers, and this is likely to
remain the unchanged for the
medium termin light of restrict-
ed supply of aircraft.

“Historically, asset recovery
in aviation was a difficult and
risky business, with aircraft
seized involatile locations. This
is less the case now, with recov-
eries usually carried out after
significant, and expensive, le-
galwrangles.”

m Reports indicate that, so far,
only a small proportion of
Western-leased fleets have
been recovered from Russian
operators.
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A lifeline during
troubled times

The aviation leasing sector helped many
airlines survive Covid shutdowns

DANIELLE BARRON

Bustling airports became eeri-
ly quiet and the familiar sight
of contrailsin the skyall but dis-
appeared during the early
months of the Covid-19 pan-
demic.

Now that passenger num-
bers are back to record highs
it’s almost hard to recall just
how dire a time it was for the
aviation industry. The busi-
ness of aviation has been the
victim of major disruptions be-
fore — Sars, 9/11, and after the
2008 global recession — but it
hasalways come surging back.

And the robust business
model of aircraft lessors en-
sured that they weathered this
storm better than most, mean-
ing that when it came to help-
ing beleaguered airlines sur-
vive they were able to provide a
lifeline to those seeking sup-
port. Throughout this time of
travel restrictions, the aviation
leasing sector helped custom-
ers to survive the Covid shut-
downs via innovative solutions
such asreschedulingleases, of-
fering sale and lease back deals
on airline assets and other
measures.

“Covid was like somebody
had pulled the handbrake in
the middle of the motorway
and stopped the entire indus-
try. And yet we survived; most
players are still broadly intact
even if some underwent a little
restructuring,” said Marc Lar-
chy, partner at World Star Avi-
ation, in November 2022.

And while many leasing
companies experienced a sig-
nificantdropinrevenueasare-
sult of rental deferrals and re-
structurings, many were also
part of the solution, support-
ing airlines until such a time as
we could all take to the skies
again. Observers note that air-
craftlessors enjoy at least par-

tial protection against defaults
and deferrals of lease pay-
ments because of the security
deposits and maintenance re-
serves they take from airlines.

Aircraft lessors played an
importantrole helping airlines
navigate the pandemic, says
Julie-Ann Sherry, partner in
aviation and international as-
set finance with law firm Ma-
son Hayes & Curran. “Lessors
provided assistance in the
form of payment deferrals, re-
structuring leases and delay-
ing delivery of aircraft.”

The SMBC Aviation Capital
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annual report for 2021 ex-
plains that during 2020 air-
lines began to restructure or
else sought delivery deferrals
or tried to raise funding. Oth-
erssought to keep aircraft past
the lease expiry date. SMBC
Aviation Capital worked with
airlines in all of these situa-
tions, the report notes. “In par-
ticular, we assisted airlines in
generating cash by stepping in
to buy aircraft and leasing
them back to our customers
We acquired some very attrac-
tive assets at competitive pric-
es while the airlines generated
muchneeded cash.”

Rent deferrals were a sim-
ple means of helping airlines
struggling with cash flow and
these continued through 2020

ih
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into early 2021 but tapering off
as airlines saw a return of de-
mand in the summer. A 2022
survey found that 86 per cent
of lessors agreed deferred air-
craft lease rentals with their
airline customers during the
crisis, although half of those ex-
pected these deferrals of lease
rentals or power-by-the-hour
(PBH) to be a short-term meas-
ure. Repossessionwas alastre-
port,although the same survey
found that almost three out of
10 lessors had to take back
more than 10 per cent of their
fleet.

‘Power-by-the-hour’

The pandemic also saw a trend
towardsamendment and varia-
tion of lease terms and tempo-
rary change to “pow-
er-by-the-hour” (PBH) pay-
ment arrangements. With
PBH the airline pays rent only
while the aircraft is operating,
in marked contrast to the typi-
cal “hell or high water” clauses
in leasing contracts. Lessors
found these agreements,
whereby some cash flow was
still forthcoming, preferable in
many cases to repossession,
given the inherent difficulties
in leasing airplanes to other
customers at the time. [n many
cases this system also allowed
airlines to continue to operate
the aircraft to preserve access
and slots in key international
airports.

“The strength of relation-
ships between aircraft lessors
and airlines played a major fac-
tor in helping the industry
weather the storm,” says Sher-
ry.
This relationship will be key
as demand surges. Bertrand
Dehouck, head of transporta-
tion capital markets at BNP
Paribas, says global passenger
numbers, which had dropped
to historic lows of 1.5 billion
during the pandemic, are now
projected to return to pre-pan-
demiclevels of 4 billion annual-
ly by the end of 2024. “Project-
ed forecast growthis matching
pre-pandemic projections to a
total of 8 billion by 2040.”

-
X2 Rl

lessors played an

e o

important role helping airlines navigate the pandemic. PHOTOGRAPH: DARA MAC DONAILL

MASON
HAYES &
CURRAN

Dublin

London

New York

Your Legal Aviation Experts

Ireland is a global hub for aircraft leasing and
financing, attracting the world’s top industry players.

Working with these organisations gives us unrivalled
insight info this dynamic sector.

Our award-winning advice on aviation financing
fransactions ranges from cross-border structuring
and regulation, to alternative funding and joint
ventures.

Find out more at MHC.ie/Aviation24

San Francisco

MHC.ie




Aviation & Finance

A Special Report

THE IRISH TIMES
Thursday, January 25,2024

Plane sailing: the importance of
maintaining an aviation talent pipeline

Ireland is a world leader in aircraft finance and there are now a number of courses at third level and beyond to maintain that position

Sandra 0’Connell

he Ryan Academy at

DCU is named after the

late Tony Ryan and fo-

cuses on teaching busi-
ness to students. But Ireland’s
success in aircraft leasing is
also referred to as the “Ryan
Academy”, atleast within thein-
dustry.

It’s an homage to the entre-
preneur’s outsized and lasting
influence on the sector he in-
vented, as founder of pioneer-
ing Guinness Peat Aviation
(GPA) and, subsequently, Ry-
anair. Aswell as having been an
astute businessman he is re-
membered as an unparalleled
incubator of talent.

Because of his legacy, not
alone is Ireland a world leader
inaircraft finance, but Irish peo-
ple have succeeded at top level
across the wider aviation indus-
try worldwide.

To maintain that momen-
tum, Ireland needs to continue
incubating aviation industry tal-
ent. It’s why there are now a
number of courses at third level
and beyond including, most re-
cently, UCD Smurfit School’s
new Professional Diploma in
Aviation Finance.

The programme was devel-
oped with direct input from the
aircraftfinance and leasing sec-
tor, to ensure it fully addresses
the needs of the industry.

Participants acquire a de-
tailed understanding of the fi-
nancial processes associated
with the aviation finance sector
including suitable risk assess-
mentand aircraftasset manage-
ment, accountingissues, financ-
ing and credit enhancement,
leasing developments and in-
surance applications.

Sustainability

There is a substantial focus on
sustainability issues too, and
how finance can support the
sector’s proposed decarbonisa-
tion targets. It’s designed to
help those on the course to de-
velop the knowledge and skills
to reach the highest level in the
aircraftand airline financing in-
dustry.

Though a standalone diplo-
ma, it also forms part of the op-
tional MScin Business (Leader-
ship & Management Practice)
Pathway.

With demand for aviation fi-
nance skills set to grow in line
with record levels of new air-
craft orders predicted over the
next two decades, it couldn’t
have come at a better time.

“One in two planes are now
leased and this is a growing
trend,” says UCD’s Prof John
Cotter, who teaches a number
of modules on the new course

M Ireland needs to continue
incubating aviation industry
talent. The demand for
aircraft finance skills is on an
upward trajectoryFinance.
PHOTOGRAPH: ISTOCK

and was involved in its develop-
ment.

“Ireland is a leader in an in-
dustry that is growing. Not only
is leasing expanding but al-
ready the top 14 companies in
thissectorinthe world are head-
quartered in Ireland,” says Prof
Cotter, who likens the sector’s
success to that of iconic Irish
consumer brands such as Kerry-
gold.

“The trend towards leasing
is growing dramatically, which
makes sense, given that a new
plane costs around €100 mil-
lion - a lot of money for any air-

line to have on the balance
sheet. Leasing allows the air-
line to pay that down over 20 or
30 years, rather than all up-
front now. I'd expect between
60 and 70 per cent of aircraft to
be leased in the coming years,”
he says.

With the sector set for
around three per cent growth
in passenger numbers in the
coming years, as well as growth
in freight, the demand for air-
craft finance skills is on an up-
ward trajectory.

UCD’s Professional Diploma
in Aviation Finance comesin ad-
dition to its Master’s Degree in
Aviation Finance, established
seven years ago. To date, more
than 250 graduates have come
through that programme,
many of them from overseas.

Ireland competes not just
with China and Singapore, its
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main rivals for aircraft leasing,
but increasingly with the Mid-
dle Easttoo. Attracting interna-
tional candidates to Ireland to
become specialists in aviation fi-
nance is helpful in building a
deep and diverse talent pool
here.

Talent
Talent is a key part of the suc-
cess of the industry, and has
been since its inception, says
Prof Cotter. “It’sabout develop-
ing the talent hub. We want to
ensure the talentis here.”
Thatisborne out by the grow-
ing variety of courses on offer,
both on a full- and part-time ba-
sis, online, in person and in hy-
brid format. University of Lim-
erick’s Professional Diploma in
Aviation Leasing and Finance,
set up in 2014 in partnership
with Aviation Skillnet, was the

‘ Ireland is a
leader in an
industry that is
growing. Not only is
leasing expanding
but the top 14
companies in this
sector in the world
are headquartered
in Ireland,
- UCD professor John
Cotter

first Level 9 university-accredit-
ed programme in Ireland tai-
lored for the aviation Leasing
sector and delivered online to
for maximum flexibility.

Dublin Business School hasa
postgraduate diploma pro-
gramme in aviation finance
thatis underpinned by a strong
foundationinleadership. Deliv-
ered on a hybrid basis, it empha-
sises the development of effec-
tive financial management
skills to structure aviation leas-
es, including structured fi-
nance deals using special pur-
pose vehicles, and managing
aviation leases throughout the
lease life cycle. It also ensures
participants are well posi-
tioned to contribute to the digi-
tal transformation of aviation
leasing.

DCU offers its highly regard-
ed degree in aviation manage-

ment - a four-year degree pro-
gramme that includes aircraft
finance modules as well as the
option for concomitant pilot or
air traffic controller studies.
The Carlow campus of SETU,
long a bastion for aircraft main-
tenance training, also offers
specialist industry pro-
grammes, ranging from a de-
gree in aviation management
to a certificate in aircraft acqui-
sition and finance.

Professional diploma
For those looking for a shorter
burst, independent City Colleg-
es runs a 10-session part-time
professional diploma in avia-
tion leasing and finance.
Subsidised employer-led
training is also available
through the Aviation Skillnet,
part of Skillnet Ireland, the
State’s workforce learning

agency. Its courses can be tai-
lored to meet the needs of com-
panies throughout the aviation
sector, from finance to mainte-
nance, repair and overhaul
(MRO), says Kumar Kane-
swaran, the Aviation Skillnet
network manager.

It can provide funding assis-
tance for everything from
third-level education to
in-house training, as well as ex-
pert guidance in relation to tal-
ent development.

Skillnetis particularly attrac-
tive for small to medium-sized
companies operating in this
space, he points out. “Large
players typically have resourc-
es in-house to do this, so we're
really looking to raise aware-
ness among smaller operators
and start-ups to come to us for
guidance, support and network-
ing,” says Kaneswaran.

How Irish aircraft maintenance sector
supports the aviation finance industry

Maintenance, repair
and overhaul
services are on offer,
but recruitment and
retention of key
personnel are vital
to success

Ireland has been a global leader
intheinternational aircraftleas-
ing business since the 1970s
and today approximately 50
per cent of the world’s leased
aircraft are leased or managed
in this country.

Thanks to this global success
story, the aircraft maintenance
sector not only exists but
thrives in Ireland and is a key
reason for and support to Ire-
land’s position asaleading avia-
tion lessor. Aviation mainte-
nance, repair and overhaul
(MRO) is a strong industry and
one that, presuming Ireland
keeps its world-leading avia-
tion status, continues to grow
stronger and stronger.

As with any industry, there
are highsand lows, but Dr Mari-
na Efthymiou, associate profes-
sor in aviation management,
and director of postgraduate
aviation courses, Business
School, Dublin City University,
says that the sector is an excel-
lent one, while still being open
toimprovement.

While there is no
one-size-fits-all for any busi-
ness, MROs tend to fit into six
different business models de-
pending on the airline/fleet
owner — independent repair
stations, fixed base operators,

m Aircraft maintenance
engineers are employed
throughout the aviation
industry. PHOTOGRAPH: ISTOCK

commercial airline hubs, re-
gional airline facilities, military
facilities and in-house corpo-
rate facilities where a corpora-
tion has a fleet of corporate jets
that are managed by in-house
staff. Different airlines will op-
erate their own business model,
depending on needs and the
area being serviced.

Fillingamuch-needed pipeline
Ireland offers excellent MRO
services, but it suffers from the
lack of a pipeline of human capi-
tal, says Dr Efthymiou. “More
emphasis needs to be given on
apprenticeships, but also up-
skilling and reskilling. The avia-
tion industry is facing several
challenges but also opportuni-

ties, and MRO professionals
need to expand their skills on
sustainability, digitalisation
butalso leadership.”

The Irish Aviation Authority
says that aircraft mechanics
and engineers are employed
throughout the aviation indus-
try in a wide range of facilities
designed to maintain light, rota-
ry and large commercial air-
craft. “Aircraft mechanics in-
spect, maintain and repair air-
frame structures, engines, elec-
tronic and avionic systems. The
work is diverse, disciplined and
highly regulated, both national-
ly and internationally.

“The aviation industry uses
advanced technology and new
aircraft, which with their in-
creasing reliance on computer-
ised flight control and aircraft
management systems, means
that the use of electronic and
computer equipment is an im-
portantaspectof an aircraft me-

chanic’s skills.”

Apprenticeships are one of
the main routes to becoming an
Aircraft Maintenance Engi-
neer (AME). Training is done
both “off the job” with an educa-
tional body and “on the job”
where the apprentice works
with an aircraft maintenance
company. InIreland, the qualifi-
cation takes four years to
achieve. The licence is recog-
nised internationally so can
open the world up to those who
obtain their qualification.

The aviation industry gener-
ally is male-dominated, with
C-suite representation particu-
larlylow at 6-13 per cent, gener-
alemployees at 33.9 per cent fe-
male and 94 per cent of pilot li-
cences and 98 per cent of main-
tenance licences in Ireland be-
ing held by men.

“MROs need to become
more diverse and include more
females,” says Dr Efthymiou.

“They can do that via targeted
jobadverts, encouraging young
females and creating an inclu-
sive culture to maintain any fe-
males in the industry and pro-
mote them.”

MROs have also seen some
significant technological inno-
vations that can increase effi-

ciency, but also safety, says Dr
‘ The aviation

industry is
generally
male-dominated...
94 per cent of pilot
licences and 98 per
cent of maintenance
licences in Ireland
are held by men

Efthymiou. “The use of block-
chain technology can support
the mitigation of this threat. Al
and machine learning can sup-
port inventory optimisation
and the use of drones for inspec-
tions is proven to be revolution-
ary. “

Sustainable goals

It’s probably more than fair to
say that the aviation industry
isn’t an inherently sustainable
sector, although strong strides
have been made to support sus-
tainability in the sector such as
sustainable aviation fuel and
commitment to reaching net
zero by 2050.

“MROs are also making
some small progress on sustain-
ability, like aircraft modifica-
tion for reduced emissions,”
says Dr Efthymiou. “More re-
search and innovation is need-
edin thisarea not onlyin MROs
butacross the aviation system.”



