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Twin Aisle Values alert and IFRS Standard on 
Leases 

Welcome to VIP 12 our periodic review on the 
commercial aircraft sector and related topics. 
In this edition we add our thoughts to the re-
cent well publicized comments from the Delta 
CEO on the widebody sector. 

Twin Aisle Values 

The CEO of Delta Airlines has recently stated that he 
expects to see a ‘ripe market’ for widebodies in the 
coming year as availability increases which trans-
lates into lower values and represents a buying op-
portunity for the astute, though for some  sellers 
their maybe some write-down pain to be felt. 

As the market/base value ratio heat chart, shown 
below, illustrates the twin aisle category has been 
under pressure for some 12 months with mature 
generation widebodies such as the A330 and 777-
200ER, which Delta explicitly referred too, already 
feeling the cold wind of change and which in our 
opinion will be subject to more icy blasts before sta-
bilising. 

These dramatic and permanent shifts in values and 
lease rates are not a new phenomenon for twin aisle 
aircraft, once the first tier carriers deem them sur-
plus to their needs.  Unfortunately this tends to be 
more acute for the larger types in the fleet which 

has historically been the various versions of the 747, 
but going forward we would expect A380s and 777-
300ERs to potentially exhibit such changes.  These 
aircraft are wonderful for the first-tier operators but 
the smaller twins have better characteristics for the 
secondary and tertiary markets.  

Such a trend has been noted with the A330-200 with 
a significant number of transitions and reduced 
availability in the last year, across all the engine op-
tions, stimulated by a realisation from third party 
owners that a re-basing of  lease rates (lower) was 
needed  to ‘kick start’ the secondary market.  This 
inevitably led to a re-setting of market values to rec-
ognise the new order.  

We anticipate that the 777-200ER will be undergoing 
a similar transformation in the coming year, as avail-
ability ramps up and the market sets the clearing 
price.  Of course, the literal million-dollar question is 
what this will be?  In our humble opinion we would 
suggest that for the older variants, ie pre-2000 man-
ufactured, it is likely to be sub-300 for lease rates 
which to us implies market values will be in the  
‘teens’ at best. 

Inevitably the issue of FHA looms large in the twin 
aisle section an Oriel participated in a panel at the 
recent ISTAT event in Prague.  We labelled FHA as 
‘Marmite’ product, you love it or hate it. 

The engine OEMs do recognise that a solution needs 
to be found for these aircraft as they enter the sun-
set years so that all parties can monetise ‘unused 
value’ in the engines, we hope the well-meaning 
words translate into positive actions.   

We  believe that the biggest issue for middle-aged 
widebodies is more fundamental, it is a weakness in 
demand at the lease rates and values expectations 
from owners, which becomes especially manifest 
when the aircraft begin their exodus from their first-
tier service. To some degree a lease extension can 
mitigate the issue, though at carriers with large 
fleets and significant numbers on lease from multiple 
lessors a bidding war will ensue with inevitable re-
sults. 
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We would also like to introduce a guest writer Colin 
Sach with a piece on the new IFRS standards on Lease 
accounting which is set to be introduced in January 
2019 and would appear to have some unintended con-
sequences for airlines with large fleets of aircraft on 
operating lease. 

Alert for Airlines-IFRS Standard on Leases 

If your airline does not have aircraft operating leases or does 

not prepare accounts using IAS you need read no further, 

otherwise please do – similar but not identical changes are 

also being made to US GAAP. 

The proposed leasing standard which is essentially in final 

form will be issued late this year and will have a significant 

impact on the published accounts of nearly all airlines, and 

impact heavily on comparatives between airlines. Unlike 

some standards it will have a major commercial impact, both 

for the balance sheet and the commercial negotiations of 

operating leases. 

It is expected that the new standard will apply to all year 

ends after 1 January 2019, so allowing for comparatives 

work is needed in the next 12 months. It could be a horror of 

a standard for airlines and CFOs and CEOs need to give care-

ful consideration how to address the problems. 

The overall intent is to treat operating leases as finance leas-

es and add the value of operating leases to the balance sheet 

by adding a sum to both assets and liabilities. Some may 

think a simple case of expanding both sides of the balance 

sheet – sorry!  

So what are the major issues for the airline CFO. 

• The standard can largely be avoided if there is a clear 

right that has value for the lessor to substitute assets, or 

the contract is a service contract and not a lease. This is 

unlikely to apply to existing aircraft operating leases as 

traditionally written. 

• Preparation of the historic adjustment, although not al-

ways a requirement, will have a major impact on opening 

balance sheets and equity reserves, however under many 

financial regimes such as recognised exchanges often 

require a 5-year restatement. 

• Increasing both sides of the balance sheet will impact on 

most ratio calculations, under many banking covenants 

ratios are calculated by reference to published accounts. 

Many airlines may well technically default unless they are 

renegotiated in the next 12 months. Put simply debt will 

increase, interest cost will increase, and EBITDA will in-

crease, but the impact of the first two will almost certain-

ly outweigh the benefit to EBITDA. 

• The amortisation of the asset may not be the same as the 

amortisation of the liability. This arises as different mod-

els are used to calculate the amortisation of the asset and 

liability. While the life of an aircraft is invariably longer 

than the underlying lease, the amortisation of the asset is 

usually on a straight line basis, while the liability is usual-

ly calculated on a capital and interest basis thus amortis-

ing the liability quicker with a negative impact on the re-

sults. 

• The assets is held on the balance sheet at the exchange 

rate when acquired, whereas the liability of lease rentals 

is converted at each year end so there can be very large 

swings caused by the exchange risk.  

• The current wording of many operating leases is not help-

ful to matters and major airlines considering leases 

should fight hard for more favourable terminology. For 

example, it will be important to understand which cash 

flows are capitalised under the lease and which are seen 

as non-lease components. 

• While the interest rate used to record the liability may 

only have a marginal impact on the numbers, what is 

ensnared by the new standard will not, and so it is there-

fore essential that careful attention is applied to deciding 

what are non-lease components under the lease. Mainte-

nance reserves and redelivery condition payments are 

two that spring instantly to mind. What about the addi-

tional costs of redelivering an aircraft that are not cov-

ered by the lease, recently estimated at $1.6m per air-

craft. 

• Taxation impact – this change to operating leases will see 

higher operating profits but also higher interest charges, 

which may have an impact on tax, especially in regimes 

that used audited accounts for tax purposes. Such areas 

as thin capitalisation could also be issues in some juris-

dictions. 

• Impairment of assets – In this event, the balance sheet 

will have to reflect the reduction in the value of the air-

craft, but no reduction in the liability (eg technology 

changes, oil price, 4 horsemen etc) whereas before the 

asset and liability were both off balance sheet.   

Sach have developed some analytical programs that can 

identify problems for an airline on a lease by lease basis and 

these answers can be quickly built into forecast balance 

sheets to determine where further problems may arise and 

could arise if such matters as currency exchange or analysis 

of non-lease components go against the airline. 

We have also developed thoughts on how to address the 

commercial negotiations with lessors when entering new 

agreements for leases. In the event of sale/leasebacks of 

new aircraft we anticipate some significant changes. 

We are delighted to investigate such issues and provide solu-

tions, as solutions there are, equally if you are starting out 

on an operating lease negotiation. Please, if you are an air-

line where the major part of the economic value of the busi-

ness is held via operating leases, start work now, and be 

ready.  You have been warned. 
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