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Executive Certificate in Aircraft Financing and Leasing

Aircraft Securitization and Capital Markets

Aircraft Securitization and Capital Markets is a complex field within the broader scope of Aircraft Financing
and Leasing. It involves the structuring of financial transactions to raise capital using aircraft assets as
collateral. In this course, participants will gain a comprehensive understanding of key terms and vocabulary
essential to navigate this specialized area of finance.

1. **Aircraft Securitization**:
Aircraft Securitization refers to the process of pooling aircraft assets (such as leases or loans) into a separate
legal entity, typically a special purpose vehicle (SPV), and issuing securities backed by these assets to
investors. The cash flows generated by the aircraft assets are used to service the securities. This financial
technique allows aircraft operators and lessors to monetize their aircraft portfolios and access capital
markets for funding.

2. **Special Purpose Vehicle (SPV)**:
An SPV is a legal entity created specifically for a single purpose, such as holding aircraft assets in an aircraft
securitization transaction. The SPV is typically bankruptcy-remote, meaning that its assets are shielded from
the risks of the parent company or other affiliates. This structure provides investors with a high degree of
security and helps to enhance the credit rating of the securities issued by the SPV.

3. **Securities**:
Securities are financial instruments that represent a claim on the underlying assets or cash flows of an
entity. In aircraft securitization, securities are typically issued in the form of bonds or notes backed by the
cash flows generated by the aircraft assets. Investors purchase these securities in exchange for a fixed or
variable rate of return, depending on the terms of the issuance.

4. **Credit Enhancement**:
Credit enhancement is a mechanism used to improve the credit quality of securities issued in an aircraft
securitization transaction. It can take various forms, such as overcollateralization, reserve accounts, third-
party guarantees, or insurance policies. Credit enhancement helps to mitigate the risk of default and loss for
investors, thereby reducing the cost of funding for the issuer.

5. **True Sale**:
A true sale is a legal concept that ensures the transfer of ownership of aircraft assets from the seller to the
SPV in an aircraft securitization transaction. By achieving a true sale, the assets are effectively removed from
the seller's balance sheet, providing bankruptcy-remoteness and protecting the assets from the seller's
creditors in the event of insolvency.

6. **Credit Rating**:
Credit rating agencies assess the creditworthiness of securities issued in an aircraft securitization transaction
and assign a credit rating based on factors such as the quality of the underlying assets, the structure of the
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transaction, and the credit enhancement provided. A higher credit rating indicates lower credit risk and can
lead to lower borrowing costs for the issuer.

7. **Leverage**:
Leverage refers to the use of borrowed funds to increase the potential return on an investment. In aircraft
securitization, leverage is commonly employed to amplify the cash flows generated by the aircraft assets
and enhance the returns for investors. However, leverage also increases the risk of losses in case of adverse
market conditions.

8. **Yield**:
Yield is the rate of return earned on an investment expressed as a percentage of the investment amount. In
aircraft securitization, investors receive a yield on the securities they purchase, which is determined by the
cash flows generated by the aircraft assets and the terms of the issuance. Yield is a key consideration for
investors seeking to maximize their returns while managing risk.

9. **Cash Flow Waterfall**:
The cash flow waterfall is a structured payment mechanism that determines the priority of cash flows in an
aircraft securitization transaction. It outlines the sequence in which cash flows from the aircraft assets are
allocated to various parties, such as senior and subordinated bondholders, servicers, and reserve accounts.
The cash flow waterfall helps to ensure timely payments to investors and other stakeholders.

10. **Servicer**:
A servicer is a third-party entity responsible for administering the cash flows from the aircraft assets in an
aircraft securitization transaction. The servicer collects lease payments, loan repayments, and other cash
flows from the aircraft operators or lessees and distributes them to the investors according to the terms of
the transaction documents. Servicers play a critical role in managing the ongoing operations of the
securitization.

11. **Debt Service Coverage Ratio (DSCR)**:
The Debt Service Coverage Ratio is a financial metric used to assess the ability of a securitization to
generate sufficient cash flows to cover its debt obligations. It is calculated by dividing the cash flow
available for debt service by the total debt service payments due. A higher DSCR indicates a lower risk of
default and greater financial stability for the securitization.

12. **Loan-to-Value (LTV) Ratio**:
The Loan-to-Value Ratio is a measure of the relationship between the outstanding loan amount and the
value of the underlying aircraft assets in an aircraft securitization transaction. It is calculated by dividing the
loan amount by the appraised value of the aircraft assets. A lower LTV ratio indicates a lower level of
leverage and less exposure to potential losses for investors.

13. **Default Risk**:
Default risk is the risk that the issuer of securities in an aircraft securitization transaction will fail to make
timely payments of principal and interest to investors. Default risk is influenced by factors such as the credit
quality of the underlying assets, the structure of the transaction, and the economic conditions affecting the
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aviation industry. Investors must assess and manage default risk to protect their investments.

14. **Repayment Profile**:
The repayment profile outlines the schedule of principal and interest payments due to investors in an
aircraft securitization transaction. It specifies the timing and amount of cash flows to be distributed over the
life of the securities, taking into account factors such as lease terms, interest rates, and amortization
schedules. The repayment profile helps investors forecast their future cash flows and assess the risk-return
profile of the investment.

15. **Legal Documentation**:
Legal documentation refers to the contracts, agreements, and disclosures that govern the rights and
obligations of parties involved in an aircraft securitization transaction. Key legal documents include the
indenture, trust agreement, sale and servicing agreement, and offering memorandum. These documents
outline the terms of the transaction, the rights of investors, and the responsibilities of the issuer, servicer,
and other stakeholders.

16. **Tax Considerations**:
Tax considerations play a significant role in structuring aircraft securitization transactions to optimize tax
efficiency for investors and issuers. Tax implications may arise from the jurisdiction of the SPV, the treatment
of interest income, depreciation of aircraft assets, and other factors. Participants in aircraft securitization
transactions must carefully evaluate and address tax considerations to maximize the financial benefits of the
transaction.

17. **Market Risk**:
Market risk refers to the risk of losses resulting from changes in market conditions, such as interest rates,
exchange rates, fuel prices, and demand for air travel. Market risk can impact the value of aircraft assets, the
credit quality of securities, and the overall performance of an aircraft securitization transaction. Issuers and
investors must monitor and manage market risk to protect their investments from adverse fluctuations.

18. **Regulatory Compliance**:
Regulatory compliance is essential in aircraft securitization to ensure adherence to laws, regulations, and
industry standards governing the structuring and operation of financial transactions. Regulatory
requirements may vary by jurisdiction and can cover areas such as disclosure, reporting, investor protection,
and risk management. Participants in aircraft securitization transactions must stay informed about
regulatory developments and maintain compliance to avoid legal and financial consequences.

19. **Challenges**:
Aircraft securitization faces several challenges, including market volatility, regulatory changes, credit risk,
operational complexity, and investor demand. Market conditions, such as economic downturns or
geopolitical events, can impact the performance of aircraft assets and the credit quality of securities.
Regulatory changes, such as new accounting standards or tax laws, can affect the structuring and pricing of
securitization transactions. Credit risk, arising from default or downgrade of the underlying assets, can lead
to losses for investors. Operational complexity, involving legal, tax, accounting, and administrative tasks, can
create challenges in structuring and managing securitization transactions. Investor demand, influenced by
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factors such as risk appetite, yield expectations, and market conditions, can affect the liquidity and pricing
of securities in the capital markets.

20. **Practical Applications**:
The concepts and techniques learned in Aircraft Securitization and Capital Markets can be applied in various
real-world scenarios, such as financing aircraft acquisitions, refinancing existing debt, diversifying funding
sources, optimizing capital structure, and managing risk exposure. By leveraging the knowledge and skills
gained in this course, participants can enhance their ability to structure, evaluate, and execute aircraft
securitization transactions that meet the financial objectives of issuers and investors.

In conclusion, Aircraft Securitization and Capital Markets offer a sophisticated framework for raising capital
and managing risk in the aviation industry. By mastering the key terms and vocabulary outlined in this
course, participants can navigate the complexities of aircraft securitization with confidence and expertise.
The insights gained from this course can empower professionals in finance, leasing, and aviation to unlock
new opportunities for growth and innovation in the dynamic world of aircraft financing.
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