
 
The COVID-19 crisis is having an unprecedented 
impact on the global air transport industry. Health 
considerations and government-imposed restrictions 
on travel to and from quarantine zones are creating 
huge challenges. 

Even prior to COVID-19, some lessors started to 
recognize that their input assumptions and pricing 
sensitivities might eventually be challenged, even in 
a good market. Enter the worst crisis to ever hit 
aviation, and we now have a level of distress for 
which even ratings agencies could not account.  

While we are currently in a challenging situation, 
aircraft financing will still be required. Historically, 
global air traffic has doubled every 15 years, led by 
countries including China and India. Post-9/11, the 
proportion of aircraft that has been leased versus 
owned increased significantly. 

After the current crisis subsides, some airlines will be 
paying down debt and looking to lease aircraft. Fleet 
planning will continue to evolve with customer 
demand and as various countries open up. There will be opportunities for investors to enter into this asset class for 
attractive returns. It will be key to have an “objective” model beyond half-life base values to see where the value 
drivers are.  

As deal margins became thinner over the past few years, there was more focus on internal pricing models. Further, 
as the industry continues to grapple with the effects of this pandemic, the extension of credit, deferral of rentals and 
forbearance of payments in conjunction with the underutilization of capitalized assets will create an unprecedented 
level of analysis in order to fully understand the financial implications of this crisis. The intricacies required to 
support some exit and leasing strategies during covid and while recovering are riddled with assumptions that must 
support highly refined structures. The structure of the model must be resilient as a means to manage the 
economics and risks. The ability to quickly sensitize the assumptions will help manage the value of the portfolio and 
drive key decisions. Those who have been relying on substandard models will soon start to see the error of their 
ways. 

Central assumptions to focus on include credit and asset risk grading, valuation assumptions, lease terms, debt 
parameters, trading opportunities, and cyclical sensitivities overlaid with a broad view on overall model integrity  
and structure. 
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What are the key assumptions? 

Asset 
There are currently more than 60 different types and over 100 
sub-variants of western-built aircraft in the global commercial fleet. There 
are 50 different large-engine types with an exponential quantum of 
different model designators. Subtle variant delineations in any major asset 
category can be the difference between net gain or loss, and careless 
assumptions can drive erroneous decision-making. For example, engine 
type could make a key difference in residual value and residual recovery 
options. Effective models need to incorporate such granularity and 
account for market nuances.  

Cash flow 
Determining the leasing strategy would be key for cash flow assumptions, 
and having a model that enables you to quickly flex those assumptions 
could lead to additional insights and more timely decision-making. What 
does the cash flow look like given the pandemic and struggling airlines? 
Would the intent be to re-lease aircraft at the end of lease? What would 
the lease rate be? Are you capturing the right timing and expenses? 
Would the aircraft be converted to a freighter, sold/traded or parted out? 
What value would each of these options create, and what are the risks 
and scenarios?  

Forecasting maintenance events, reserve balances and lease-end return 
compensation would be additional features of the model that would 
provide a more robust view of monthly and end-of-lease economics. 

 

 
Discount rate considerations 
To address the reasonable risk of a lease-encumbered aircraft portfolio, it will likely require careful consideration of 
the specific cash flow risks. This would depend on key inputs, such as lessee credit rating and risk, geographical 
risk, asset/residual risk, cost of debt and cash flow assumptions, among others. Using a broad discount rate for the 
entire portfolio could be quick, but it might not capture each aircraft or lease and their unique attributes and 
potential volatility to the portfolio. Should the model include levered cash flows and a discount rate, further 
considerations would need to be assessed. Having a link from your credit monitoring system to a discount rate 
model calculation will provide the most up-to-date view of the portfolio.  
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Maintenance forecasting 
Aircraft and engines are now more complicated than ever, and their intrinsic value — especially as these assets 
age — will increasingly be pegged to their maintenance status. Keeping a plane airworth is becoming more 
expensive. Failure to follow a regular maintenance schedule risks compromising the value of the plane and the 
return on assets, and more importantly, poses dangers to both passengers and aircraft. Maintenance Planning 
Documents (MPD), which come in all shapes and sizes, are the backbone of aircraft maintenance. However, not all 
operators follow the same MPD requirements.  

With reduced utilization and the possible extension of calendar-based maintenance events, the forecasting of 
maintenance and the accompanying ancillary revenues will become more challenging as aircraft remain stored and 
lessors still need to account for check intervals that might expire even when parked. 
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Additionally, lessors will need to coordinate with portfolio managers and internal accounting groups to get proper 
guidance on maintenance expense and income to sufficiently analyze aircraft values and cash flow. 

 

Residual value 
Residual value should not be a “placeholder,” but rather a distinct number supported by practical and thorough 
analysis. While the residual value by itself represents a future value in time, it does not necessarily represent a 
future market (weak or strong) value, and a simple half-life value does not always accurately reflect the anticipated 
maintenance status at a specific moment. The residual value should be just as important as the starting value, with 
assumptions rooted firmly in a forecast technical status and accurate cost expectation, along with any applicable 
return conditions or end-of-lease compensation analyses. It should also be stress tested for potential market 
inflections and multiple technical scenarios.  

A properly calculated residual value is a key pillar in any net present value (NPV), and just like using the 
appropriate discount rate, these clearly defined assumptions are vital parts of any model structure and should be 
reviewed annually for accuracy and currency.  
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Lease analysis 
Granular lease analysis goes beyond lease rate and tenor, and while a simple NPV calculation might help start the 
conversation, the intrinsic value of a lease lies within the lease terms (rate, tenor, maintenance return conditions, 
escalation, cost of maintenance events, maintenance reserves, end-of-lease compensation, upsy/downsy 
calculations, technical thresholds). In addition, modeling analytical tools should be able to provide an in-depth 
snapshot of the economics of the lease with enough built-in flexibility to stress assumptions and 
identify vulnerabilities.  
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The four key actions to take now 

Self-review 
Questions should be asked about whether your model is 
delivering what you need. Does it help or hinder your 
evaluation? Is it a useful tool, or is it an obstacle? Is your 
model up to date and current with the right assumptions? 
Most importantly, can your team trust and rely on the 
output? Model maintenance is tough and time-consuming 
— and given its importance, it should be routinely updated 
and reviewed. Take time to thoroughly review your model 
with a critical eye and ask yourself these questions: 

Challenge and stress 
If you think your model does what it should, now is the time to challenge it. Test the accuracy of its output  
against a live transaction, and sensitize assumptions. Is the output realistic? Does it challenge or support your 
business plan? Do you concur with what it is telling you? Do you either green-light or halt the opportunity? In 
addition to being a decision tool, does your model show you vulnerabilities that you can alleviate to proactively 
protect yourself?  

 

 
External review 
Your model is only as good as its formulas and coding. You can have the best assumptions and stress guidance, 
but if it is not properly calculating or pulling from the correct dataset — or has become corrupted due to improper 
use — it might be time for a thorough review by professionals to ensure your model is working efficiently and 
effectively. Be sure assumptions are correct and relevant, and incorporate international standards that ensure error 
checks and lock down sensitive information.  
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Incorporate 
 

Once your model is ready to go, it should be properly 
on-boarded to your team to ensure proper use and 
implementation of protocols. 
The model should be a part of a thorough internal 
evaluation process that can be reviewed when 
needed and can be“learned” from, so previous 
mistakes are not repeated and new understandings 
are incorporated. Best-in-class models contain 
accompanying instructions and user guides to 
promote transparency and knowledge transferability 
throughout the team. 

  

Thoroughly reviewing and challenging previously 
held assumptions that have been built over time 
which are embedded in a proprietary transaction 
model is a multi-pronged process that requires an 
expert review, usually from the outside looking in. As 
this crisis has tested our entire industry, now is the 
time to take stock of habitually incorporated norms 
and rebuild with confidence internal outputs that will 
help you understand and manage your aircraft 
economics better in any future transactions. The key 
to this is having a model that’s error-free, correctly 
incorporates commercial assumptions and 
sensitivities; and is foolproof, with visualizations 
to match. 
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