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Executive Certificate in Aircraft Financing and Leasing

Risk Management in Aviation Finance

Risk Management in Aviation Finance is a critical aspect of the aircraft financing and leasing industry. It
involves identifying, assessing, and mitigating potential risks that could impact the financial health and
stability of an aviation-related investment. In this course, the Executive Certificate in Aircraft Financing and
Leasing, you will learn about key terms and vocabulary related to risk management in aviation finance.

1. **Risk Management**: Risk management is the process of identifying, assessing, and prioritizing risks
followed by coordinated and economical application of resources to minimize, monitor, and control the
probability and impact of unfortunate events or to maximize the realization of opportunities.

2. **Aviation Finance**: Aviation finance refers to the financing of aircraft and related equipment. It involves
various financial structures, including leasing, loans, and other forms of financing, to facilitate the
acquisition of aircraft by airlines, lessors, and other aviation industry participants.

3. **Leasing**: Leasing is a common method of financing aircraft where an airline or other operator rents an
aircraft from a lessor for a specified period. The lessee pays a regular fee to the lessor for the use of the
aircraft.

4. **Lessor**; A lessor is the owner of an aircraft who leases it to an airline or other operator under a lease
agreement. The lessor retains ownership of the aircraft while the lessee has the right to use it for a specified
period.

5. **Lessee**: A lessee is the party that rents an aircraft from a lessor under a lease agreement. The lessee
operates the aircraft and pays a fee to the lessor for its use.

6. **Default Risk**: Default risk is the risk that a borrower will fail to meet their obligations under a loan or
lease agreement. It is a key consideration in aviation finance as it can impact the financial health of lenders
and lessors.

7. **Credit Risk**: Credit risk is the risk of loss resulting from a borrower's failure to repay a loan or meet
their obligations under a lease agreement. Lenders and lessors assess credit risk to determine the likelihood
of default by a borrower.

8. **Market Risk**: Market risk is the risk of loss resulting from changes in market conditions, such as
interest rates, exchange rates, and fuel prices. Aviation finance participants must manage market risk to
protect their investments from market fluctuations.

9. **Operational Risk**: Operational risk is the risk of loss resulting from inadequate or failed internal
processes, systems, or human error. It is important for aviation finance participants to identify and mitigate
operational risk to ensure the smooth operation of their investments.
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10. **Legal Risk**: Legal risk is the risk of loss resulting from legal disputes or non-compliance with
regulations. Aviation finance participants must navigate complex legal frameworks to ensure compliance
and mitigate legal risk.

11. **Insurance**: Insurance is a risk management tool that provides financial protection against losses
resulting from unexpected events, such as accidents or natural disasters. Aviation finance participants often
use insurance to mitigate risk associated with aircraft ownership and operation.

12. **Hedging**: Hedging is a risk management strategy that involves using financial instruments, such as
futures contracts or options, to offset the risk of adverse price movements. Airlines and lessors use hedging
to manage fuel price risk and other market risks.

13. **Collateral**: Collateral is an asset or property that a borrower pledges as security for a loan or lease
agreement. Lenders and lessors require collateral to mitigate the risk of default by borrowers.

14. **Residual Value**: Residual value is the estimated value of an aircraft at the end of a lease term or
useful life. Lenders and lessors consider residual value when structuring aircraft financing to assess the risk
of depreciation.

15. **Risk Assessment**: Risk assessment is the process of evaluating potential risks and their potential
impact on an investment. Aviation finance participants conduct risk assessments to identify and prioritize
risks for mitigation.

16. **Risk Mitigation**: Risk mitigation is the process of implementing strategies to reduce or eliminate the
impact of identified risks. Aviation finance participants use various risk mitigation techniques to protect their
investments.

17. **Due Diligence**: Due diligence is the process of investigating and verifying the financial, legal, and
operational aspects of an investment. Lenders and lessors conduct due diligence to assess the risks
associated with aircraft financing.

18. **Credit Rating**: A credit rating is an assessment of a borrower's creditworthiness based on their
financial history and ability to repay debt. Lenders and lessors use credit ratings to evaluate credit risk and
determine loan terms.

19. **Debt Service Coverage Ratio (DSCR)**: The Debt Service Coverage Ratio is a financial metric used to
assess a borrower's ability to repay debt. It is calculated as the ratio of a borrower's net operating income to
their debt obligations.

20. **Loan-to-Value Ratio (LTV)**: The Loan-to-Value Ratio is a financial metric used to assess the risk of a
loan relative to the value of the underlying asset. It is calculated as the ratio of the loan amount to the
appraised value of the aircraft.

21. **Cross-Collateralization**: Cross-collateralization is a risk mitigation strategy that involves using
multiple assets as collateral for a loan. Lenders may require cross-collateralization to reduce the risk of
default by borrowers.
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22. **Subordination**: Subordination is a risk mitigation strategy that involves prioritizing the repayment of
certain debts over others. Lenders may require subordination to protect their position in the event of
default by borrowers.

23. **Market Value**: Market value is the price at which an asset could be exchanged between a willing
buyer and seller in a transaction. Lenders and lessors consider market value when assessing the risk of an
aircraft financing transaction.

24. **Liquidity Risk**: Liquidity risk is the risk of loss resulting from an inability to sell an asset quickly
without significant loss of value. Aviation finance participants must manage liquidity risk to ensure the
smooth operation of their investments.

25. **Interest Rate Risk**: Interest rate risk is the risk of loss resulting from changes in interest rates. Lenders
and lessors must manage interest rate risk to protect their investments from fluctuations in borrowing costs.

26. **Currency Risk**: Currency risk is the risk of loss resulting from changes in exchange rates. Aviation
finance participants must manage currency risk to protect their investments from fluctuations in foreign
exchange rates.

27. **Counterparty Risk**: Counterparty risk is the risk of loss resulting from the failure of a counterparty to
fulfill their obligations under a financial agreement. Lenders and lessors must assess and mitigate
counterparty risk to protect their investments.

28. **Repossession**: Repossession is the legal process of reclaiming an aircraft from a defaulting borrower.
Lenders and lessors may repossess an aircraft to protect their interests in the event of default.

29. **Bankruptcy**: Bankruptcy is a legal process in which a borrower's assets are administered by a court to
settle their debts. Lenders and lessors must consider the risk of bankruptcy when assessing the
creditworthiness of borrowers.

30. **Credit Enhancement**: Credit enhancement is a risk mitigation strategy that involves improving the
credit quality of a loan through additional security or guarantees. Lenders and lessors use credit
enhancement to reduce credit risk.

In conclusion, understanding key terms and vocabulary related to risk management in aviation finance is
essential for participants in the aircraft financing and leasing industry. By identifying, assessing, and
mitigating risks effectively, aviation finance participants can protect their investments and ensure the
success of their financing transactions.
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