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Welcome to the 21st issue of the Oriel VIP Report.  
As the ABS market continues to grow in populari-
ty we are taking a look at some older issuances 
and their performance. 

The ABS market, is history a reliable guide? 

The aircraft ABS market is proving to be in rude health 

judging by the number placed in the last few years and 

the expectation of ’those in the know’ of this trend con-

tinuing into 2018.  However, we think it is fair to say 

that the performance of many aircraft ABS deals has 

been disappointing. Though, as pointed on a panel at 

the Ishka event in New York, there have been three 

distinct phases for this product, those issued around 

the turn of the century, those “pre Lehmann’s” and the 

final batch in the period from 2014 onwards.  Having 

little said about the early ABS issues is probably a wise 

move as it is this generation which have been the 

‘below par’ performers and are no longer investment 

grades.  Although it is beyond the scope of this analy-

sis, no doubt the later ABS structures have endeav-

oured to address the failings of those early vehicles.  

Nonetheless, we thought it might be instructive to look 

at one of those deals done before the financial crisis; 

indeed we think that Airspeed 2007-1 was the last air-

craft ABS issue before the 2008 financial crisis led to 

the door shutting on the product.  The prospectus was 

issued on the ISE and is publically available. 

The deal was brought to market by RBS and consisted 

of 35 narrowbodies and one widebody with the types 

and age distribution detailed in the chart below.  It is 

arguably the epitome of an aircraft leasing portfolio? 

The average fleet age at issue being a little over 3 

years. 

The ABS notes were valued at $1.091million, with the 

average of three maintenance adjusted Base Values 

assigning a total of $1,365.6million leading to an LTV 

for the G1 and G2 notes of 76.4% and 76.6%, respec-

tively.  The G1 and G2 notes were rated by Moody’s 

(AAA, AA1) and S&P (AAA and AAA) and supported by 

an insurance wrap offered by Ambac and Assured Guar-

anty, respectively.  The C1 notes were only rated by 

S&P at BBB-. 

The LTV on this deal is much higher then we have seen 

on the recent ABS deals where they typically are in the 

low 60% and with Thunderbolt at face value a con-

servative 58.1%.  

Over the course of ten years the operators have 

changed through several bankruptcies and scheduled 

returns, but 14 of the aircraft are still with the same 

operator, twelve had one change and the rest had two 

changes, with one aircraft with its third operator.   For 

most of its life, the portfolio had 100% utilisation,  and 

today only one A330-200 (ex VIM) is idle.  As might be 

expected with the very able SMBC team servicing the 

deal downtime between lessees can be measured typi-

cally in terms of a couple of months.  Certainly nothing 

to ring alarm bells. 

Yet, despite these glowing credentials the deal has been 

downgraded twice by Moody’s and once by S&P with 

the latter occurring earlier this year.  (For the purposes 

of this analysis we have ignored the downgrade to this 

portfolio as consequence of the rating agencies broader 

negative position on the insurance bond providers in 

November 2008.) 

The common thread to the downgrades has been higher 

LTVs as a consequence of the notes amortising slower 

than the decline in annual valuations.  For example, 

S&P noted the year-end 2016 valuation of $618.7 mil-

lion was some $212.5m lower than the December 2013 

valuation, yet the notes had only amortised by 

$173.7m.  For the C1 notes, this led to a near 92% 

LTV, a level which does not pass their BBB- stress test.  

S&P noted that despite all the aircraft being on lease 

the notes are paid only the minimum principal without 

any excess cash to pay expected principal.  This sug-

gests that, although SMBC have been very successful at 

placing aircraft, the more competitive leasing market 

has led to a shortfall in lease revenue compared to the 

initial model.  In our opinion, this is unlikely to be re-

versed suggesting more pressure on the appraised val-

ues. 

The earlier Moody’s downgrade, from 2013, was aimed 

at the G1 notes and noted that over the course of two 

years the annual decline in appraised values was 8% 
whereas the G1 notes amortised at 6.7%.  Moody’s was 

fearful that even if amortisation was stronger it would 

be insufficient to reverse the increasing LTV.   

In a ten-year period from launch to the end of 2016 the 

Airspeed portfolio declined from an initial appraised val-

ue of $1,365.7m to $618m, a sobering 8% annual de-

preciation.  At Oriel, using our 2017 Base Values we 

have the annual depreciation at 9.1%.  This is a further 

stark reminder that aircraft are depreciating assets and 

it is close to impossible that the portfolio can ever re-

cover any of these losses.  

The more recent ABS structures have endeavoured to 

overcome what was a clear flaw in the deals of the ear-

lier era.  Accelerated appraised value declines relative 

to amortisation and insufficient lease income to support 
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a faster pay-down.  The latest deals appear to have 

structures that allow, in various forms, accelerated 

amortisation of the notes.  Indeed, the evidence sug-

gests that the notes need something in the high single 

figures to protect the investors from what we, at Oriel, 

believe is a negative shift in the value retention of com-

mercial aircraft and the tendency of appraisers  to 

‘correct’ initial base values excesses. 

Even though we ourselves are appraisers we would 

acknowledge that the broader appraiser community has 

a record of being a tad too optimistic with its base val-

ue projections especially so on wide bodies.  A point 

that was acknowledged by the appraiser panel moder-

ated by Les Weal at the Airline Economics event in Du-

bai.  It is to be seen whether this admission will trans-

late into action to address this long time trend. 

Recent conferences have seen increasing chatter about 
the likelihood of the leasing sector offering lower yields, 
fuelled by the wall of new money, increasing competi-
tion and an element of industry maturity.  If this is true 

does it not infer net lower lease rates and the corollary 
lower values?  

A Red Flag? 

In the last 24 hours KBRA issued a second downgrade 

of the Amur 2014 spares ABS.  While we acknowledge 

the slightly different assets involved we, at Oriel, be-

lieve there are some points of interest to be made on 

the broader aircraft ABS market. 

The downgrade has been driven by much lower demand 

and hence revenue for the assets involved and the cor-

ollary a significant realignment of the annual appraisal 

of the assets.  Indeed, after approximately four years 

the senior notes LTV is 31.5%; at issue the figure stood 

at 23.9%.  The deal is in so called “turbo charge mode” 

to repay principal, however, the noteholders have 

agreed to a five-year extension to the deal. 

The KBRA note also points to the impact of regulation 

changes to FAA-EASA maintenance guidance, which 

were not anticipated at issue, on the spares market 

though we are sceptical as we understand there were 

grandfather rights for older spares. 

It is also perhaps worth noting that some of the recent 
ABS deals involving aircraft in their sunset years are 
probably looking at the spares market to continue to 
generate revenue.  This sector is very susceptible to 
rapid change in fortunes as the active fleet shrinks. 
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