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When All Goes Wrong:
How to Manage a Lessee Default and 

Secure the Asset
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EOS Airlines 

Oasis Hong Kong 

ATA 
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Futura 

XL Airways UK 

Air Union 

LTE 

Sterling 
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2008 Numerous high-profile airline insolvencies in 2008:
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What happens with the aircraft in 
these cases?

Not likely:

Most of these aircraft under operating 
leases



Aircraft Finance & Commercial Aviation- Geneva, February 2009

Contractual Framework

mba  morten beyer & agnew

Common events of default language in lease agreements:

Lessee fails to pay rent

Failure to insure the aircraft appropriately

Lessee does not meet significant financial obligations (third parties) 

Lessee initiates bankruptcy or insolvency proceedings

Lessee de-registers the aircraft

Lessee loses the authority to be a licensed air carrier

Lessee sells the aircraft; or tries to

Any cross default with other lease agreements

Material inaccuracies of covenants or representations made by lessee

Catch-all clause: any other event that has a material adverse effect 
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Consequences of a lessee default:

Lessor may exercise rights under the lease

Proper notice to lessee Negotiate a resolution of the default with 
lessee

Lease agreement 
terminates

Lease agreement does not terminate

Aircraft is returned 
voluntarily 

Determine options for repossession of 
aircraft

Judicial requirements: Court orders, injunction, 
etc.

Coordination of the process
Plan for time after repossession

Lessee is hostile
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Steps to consider in a 
repossession scenario:

Aircraft location and jurisdiction

Contractual rights enforceable in that jurisdiction?

Local legal support

Technical / operational support

Logistics of the repossession

Third party rights to the aircraft [ Eurocontrol, Airport 
charges]

Can the aircraft easily be de-registered?

Repossession must include: aircraft

engines

documentation

Asset Recovery
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Close monitoring of the asset pays off

technical

financial

operational

Allows for actions to avoid a default

Prepares lessor for speedy action in a default scenario

Seek open lines of communication with lessee

Execute re-marketing strategy for the asset

Typically out-sourced 
to a third-party 

service provider

Typically out-sourced 
to a third-party 

service provider
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Source: IBA Group

On average:

380 days to sell a repossessed aircraft

130 days to re-lease a repossessed aircraft

Legal support 80.000,00$       
Security for aircraft 20.000,00$        
Airport charges 5.000,00$           
Ferry flight 50.000,00$        
Aircraft inspection 15.000,00$        
Records collection 10.000,00$        
Re-marketing 300.000,00$      
Maintenance 250.000,00$     
Insurance 50.000,00$        
Total 780.000,00$     

Cost of Aircraft Repossession
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Typical concerns from lessee perspective:

Fight for survival

Exposure to significant costs under the lease

- all amounts outstanding

- all lessor cost associated with the early termination

- all lessor losses

Default a symptom of systematic distress

Employee morale low

Little incentive for cooperation

Lack of support for Lessor

Organizational structure in disarray

Airline may already be under administration
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Cape Town Convention & Aircraft Protocol

Effective as of March 2006

Effective in 31 nations including the US and Ireland [ not in the EU ]

Legal framework governing financial interests in aircraft

aircraft size requirement: > 8 people

transaction creates an interest in an aircraft, i.e. lease agreement

transaction with reference to a contracting state, i.e. aircraft registration

Establishment of International Registry
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The International Registry of Mobile Assets

Defines the ranking of interests in aircraft & engines

Stakeholders may register their interests

Makes the existence of interests transparent

Recognized by all ratifying countries

Considered “best practice” for stakeholders

Internet-based and 24/7 
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Benefits for lessor in a default scenario may be:

Easier re-possession process

Easier de-registration of the aircraft

Un-disputed rights to aircraft income / profits

Improved judicial position 

Improved position in light of insolvency proceedings
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Monitor the asset

Defaults require fast and flexible action

Follow the procedure

Seek open communication with the lessee

Seek third-party support

Repossession includes

- aircraft

- engines

- documentation

Repossession is costly

Allow for adequate re-marketing activities and time

Cape Town Convention provides a transparent framework 

Registration of interest advisable 
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Thank You


