
 
    

 

 

  
 

Thesis:     
Air Lease Corporation is a leading provider of 
commercial aircraft all over the world.  We can expect 
continual double digit revenue growth with consistent 
margins through 2020 at the very least.  The value 
creation for this stock is based around earnings 
estimates being beat, as well as consistent investor 
sentiment in the airline production industry.  To meet 
target goals past 2018, Air Lease needs to ensure they 
can supply booked out demand, which is on Airbus and 
Boeing.   
 
 

Catalysts:: 
 Short Term (within the year): Aircraft 

order deliveries into mid 2018 

 Mid Term (1-2 years): Ability to lock in 
long term forwards for oil supply for 
fleet management fees 

 Long Term (3+): Further Fleet delivery, 
matching backlog orders with aircraft 
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          Sector: Transportation 
          Industry: Transportation Services  
          Current Price:  $ 37.78 
          Target Price:    $  
 

Company Description: Air Lease Corporation is a leader 
primarily in the business of leasing their commercial 
aircraft to major airlines all over the world.  Air Lease also 
is a sales provider of new and used aircraft.  A small 
portion of their business includes fleet management for 
fee based revenue.   

          Buy  
         Market Cap:              3.89B  
         Average Volume:            676,370 
         D/E Ratio:                      2.58           
         D/IC:                                
         WACC:                           6.71% 
         ROE:                              11.71%     
         EPS:                                $3.44 
         EBITDA Margin:            92.59% 
 

  



 
    

 

 

 

Business Description: 

Air Lease owns and manages a fleet of currently 237 commercial jet aircraft.  Their primary focus of business 

is on commercial leases on newer aircraft, that on average have a duration of 7.3 years’ lease life.  All leases 

offered by Air Lease Corp are operating leases, for clarification.  They currently are one of the largest 

commercial airline buyers directly from both Boeing and Airbus, with orders of 363 jets to be delivered by 2023.  

The lease market is highly dependent on consumer travel levels, which have been growing year over year since 

inception of the business.  The 

second tier of their business 

includes the sale of their aircraft 

after 1/3 of their useful lives to 

maximize residual value and 

mitigate risk from obsolete 

technology.  Currently, the 

average life of their fleet is 3.8 

years, so they will be offloading 

a small portion of their fleet 

through 2019.  Again, they have 

plans to replace and expand through 2023.  The sale of older aircraft also boosts their lease interest, because 

the offload is replaced with new aircraft, which historically is becoming much more technologically advanced 

and fuel efficient.  The fuel efficiency is the major driver of the business, because commercial airliners need 

improved efficiency to maintain profitability margins.  On top of improved fuel consumption, added seats per 

aircraft is a major revenue booster, as they can charge more for leases.   

 

 

Growth Strategy: 
Leasing is becoming a much more attractive option for commercial airlines to reduce costs of directly acquiring 

aircraft that is most fuel efficient and technologically advanced.  As shown in the graph to the right, leasing has 

significantly grown in the past 15 years, and is expected 

to grow to a significantly greater percentage by 2025.  To 

match the demand increase by airlines expected, Air 

Lease plans to add and replace a total of 167 aircraft by 

2021, with another 196 expected from 2021 to 2023.  

That significant fleet expansion will cost a lot, but with 

sales of aging jets and their debt financing, it will create 

significant revenue growth for the next few years. The 

fleet expansion is very strategic itself, desiring only to 

add the most sophisticated aircraft that is in highest 

demand from the industry and what is wanted from 

customers. Air Lease directly orders with the 



 
    

 

manufacturers, cutting out the middle man in the process and getting the jets at lowest cost.  AL Corp, can also 

order third party parts for the final touches of the aircraft, which will be installed by the manufacturer and 

tailors the product for specific clients, again lowering adjustment costs.  The plans to expand their fleet is the 

main growth strategy in place, this is because 

they have very large margins that cannot be 

reduced any further.  Therefore, the way to 

expand as a company is to increase fleet size 

and properly address consumer travel patterns 

to sufficiently meet that demand.  Over the 

past 5 years, they have more than doubled their 

fleet size, from 102 in 2011 to 237 currently.  

With that significant increase in fleet came a 

Revenue CAGR of 38%.  It shows, that the 

expansion strategy in place is the only viable option, and has been historically proven to work. For safety, it is 

worth noting that only 10% of their leases are expiring over the next 3 years, so we can only expect expansions. 

Another key aspect of their growth strategy, is to mitigate risks that the industry and economy is now facing.  

90% of the current active leases have floaters to protect Air Lease corp. in a rising interest rate environment.  

For any fixed leases that could come from the outstanding 10% left, will be significantly up-charged to account 

for the expectations of the interest rate rising environment.  

 

Profitability:  

Air Lease Corp is leading the industry in terms of profitability. They have an operating margin of close to 93%, 

and Net Income margin of 61%. The industry median is 30% lower than that in comparison.  However, 

Aircastle is the Air Lease’s biggest threat, which poses margins very similar to Air Lease.  The reason for large 

margins is the nature of the business model adopted by Air Lease.  They own all of their fleet, and through 

contracted leases that are staggered in duration they can lock in continual cash flow that doesn’t vary much over 

the entire duration of the lease.  Also, by owning the fleet and leasing through operating leases specifically, they 

are responsible for maintence which are included into the costs of the lease.  However, with the average life of 

their fleet the maintence costs are very insignificant which provides greater margin on each specific lease.  Their 

profitability is expected to remain the same, but grow as a total portion as the business, which will come from 

significant revenue growth until 2023.  This is again from their fleet expansion, which is the major driver of 

revenue growth with Air Lease.  With such large margins, having the amount of debt that they have, it easily 

covered as shown by the EBITDA/Interest margin at 3.273x. With current operating profit, they will have no 

issues in terms of liquidity.  

 



 
    

 

  

Industry Outlook: 

The Transportation Services industry is rapidly changing because of the significant costs incurred to keep flights 

affordable for consumers.  The rising costs of aircraft leaves commercial airline companies looking to lease 

rather than purchase, due to lower cost of operations.  On top of that, the industry is heavily influenced by oil 

prices and those fluctuations. Locking in forwards on this heavily desired commodity is a must for airlines to 

remain profitable.  If forwards cannot be locked in at favorable prices, it will result in higher ticket costs, which 

will in the end lead to decreased demand for travel.  The underlying and most important driver of the industry 

is passenger traffic.  It is projected that the global airline industry will maintain a 5% growth annually for the 

next 5 years.  While the overall growth of the entire industry is more of a mature industry in nature, the 

projections on lease demand continues to become favorable in a rising price environment, so we can expect 

greater than industry growth there.  This industry can become very volatile in the current economic conditions, 

when geopolitical tensions rise it will lead to fluctuations in oil prices if not perfectly hedged against.  That 

increased cost will negatively hurt demand, but will also affect consumer sentiment about using commercial jet 

aircraft for travel purposes.  Again, this can negatively affect demand and really hurt the industry in the end.  

With volatility, there is also a greater chance to capitalize and profit from the uncertainty.  I suspect that oil is 

hedged enough for this industry based on consumer reports for at least 2 to 3 years.  That hedging will mitigate 

the forward-looking risks, so a stable CAGR of 5%- 7% is still to be forecasted.   

 

Ownership Summary:     

Air Lease is currently majority held by Investment Advisors, with a grown interest since the beginning of the 

2017 calendar year.  Also, there is about 10% held by Hedge Funds, which I believe is enough to signify the 

ideology of profiting off a growth stock and not worry about any shareholder activist strategies currently.  The 

management of the firm has been there for a long time, and have continuously grown the company based on 

their fleet sales and fleet expansion strategy.  There are very few stock options for Air Lease, so there should 

not be any justified worry of share dilution for current and future investors.   

 

 

 

 



 
    

 

 

Debt Obligations: 

With such a highly levered company, it is very important to cover the debt used a financing tool and the perks 

and disadvantages of it.  Air Lease currently has a Debt to Equity ratio of 2.58 with a target D/E of 2.5.  In this 

industry, debt is the main financing for acquisition of aircraft and shown below, is the chart representing the 

negation for any concerns for such a highly levered company.  It shows that Air Lease has one of the highest 

ratings held for their credit quality and have sufficient operating profit to cover interest payments.  

 

Now that it’s clear that this leverage is an industry norm, we must discuss Air Lease specific financing.  They 

typically intend to borrow using unsecured debt, with the soonest maturing debt at 2.875%, coming due in 

between 2020 and 2023.  This debt will need to be replaced, but since their latest round of financing, they have 

had their credit rating improved by both S&P and Fitch.  Last year their net debt cost to the firm was 3.42%, 

which is very low and manageable for their future based on the firms CFFO.  There is also very few covenant 

restrictions on their debt, only restricting leverage up to a certain degree and approval for certain liquidation of 

aircraft.  In the event of liquidation, Investors may have a hard time receiving any residual value.  This is not a 

concern in the growing industry and growing firm in the upcoming years.   

 

Conclusion:  

Air Lease is great addition to our stock portfolio, with revenue expected to double in the next 6 years.  While 

most profit is eaten at with debt, they use bonds and rotational lease programs to align maturing debt with 

significant cash flows from sales of aircraft.  This strategy will keep margins the same and create significant 

stock appreciation through consistent met earnings.  I believe that the market is mispricing the stock from belief 

of inability of Boeing and Airbus to meet production orders from Air Lease.  This would put Air Lease in a bad 

spot as they are booked out $22B in Revenue until 2019 with leases, but there is no reason to believe the orders 

can’t be met.  Therefore, we can capitalize on this mispricing  

 

  



 
    

 
 

Analysis by Joseph Carey  Current Price: $38.14  Intrinsic Value $41.74 Target 1 year Return: 15.96%

4/28/2017  Divident Yield: 0.5%  Target Price $44.05 Probability of  Price Increase: 64.4%

Market Capitalization $3,928.52

Daily volume (mil) 0.67 #

Shares outstanding (mil) 103.00

Diluted shares outstanding (mil) 110.80

% shares held by institutions 94%

% shares held by investments Managers 80%

Sector Industrials % shares held by hedge funds 7%

Industry Trading Companies and Distributors % shares held by insiders 6.91%

Last Guidance November 3, 2015 Short interest 6.45%

Next earnings date May 3, 2017 Days to cover short interest 9.52

Estimated Country  Risk Premium 4.25% 52 week high $40.24

Effective Tax rate 27% 52-week low $24.49

Effective Operating Tax rate 4% Levered Beta 0.00

Peers Volatility 28.63%

Quarter ending Revenue EBITDA Aircastle Limited

12/31/2015 -3.59% N/A AerCap Holdings N.V.

3/31/2016 0.24% N/A FLY Leasing Limited

6/30/2016 -3.60% N/A Willis Lease Finance Corporation

9/30/2016 -2.63% N/A AeroCentury Corp.

12/31/2016 -4.09% N/A Fortress Transportation and Infrastructure Investors LLC

Mean -2.73% #DIV/0!

Standard error 0.8% #DIV/0!

Management Position Total compensations growth Total return to shareholders

Udvar-Hazy, Steven Founder and Executive Chairm -25.74% per annum over 6y N/M

Plueger, John Chief Executive Officer, Pre -17.22% per annum over 6y N/M

Willis, Gregory Chief Financial Officer and 27.25% per annum over 4y 10.76% per annum over 4y

Levy, Grant Executive Vice President of -7.67% per annum over 6y N/M

Baer, Marc Executive Vice President of N/M N/M

Chen, Jie Executive Vice President and -4.79% per annum over 6y N/M

Profitability al (LTM) al (5 years historical average) Industry (LTM)

ROIC 9.3% 8.84% 19.26%

NOPAT Margin 74% 61.40% 14.8%

Revenue/Invested Capital 0.13 0.14 1.31

ROE 23.3% 17.15% 64.73%

Adjusted net margin 60% 46.21% 13.0%

Revenue/Adjusted Book Value 0.39 0.37 4.99

Invested Funds al (LTM) al (5 years historical average) Industry (LTM)

Total Cash/Total Capital 2.1% 2.4% 5%

Estimated Operating Cash/Total Capital 1.9% 1.3% N/A

Non-cash working Capital/Total Capital -1.9% -1.3% 32%

Invested Capital/Total Capital 99.5% 98.8% 95%

Capital Structure al (LTM) al (5 years historical average) Industry (LTM)

Total Debt/Common Equity (LTM) 2.47 2.01 2.75

Cost of Existing Debt 4.25% 4.60% 3.74%

Estimated Cost of new Borrowing 2.85% 2.56% 3.74%

CGFS Risk Rating A A C

Unlevered Beta (LTM) 0.00 1.04

WACC 4.75% 5.27% 8.00%

Period Revenue growth NOPAT margin ROIC/WACC

Base Year 16.0% 74.4% 1.96

12/31/2017 4.1% 53.9% 1.47

12/31/2018 13.0% 56.6% 1.59

12/31/2019 8.5% 61.3% 1.64

12/31/2020 7.9% 58.9% 1.56

12/31/2021 7.4% 56.5% 1.48

12/31/2022 6.8% 54.0% 1.39

12/31/2023 6.2% 51.4% 1.31

12/31/2024 5.7% 48.8% 1.23

12/31/2025 5.1% 46.2% 1.15

12/31/2026 4.6% 43.5% 1.07

Continuing Period 4.0% 40.8% 0.99

Period Invested Capital Net Claims Price per share

Base Year $4,575.74 $8,668.65 $43.35

12/31/2017 $6,673.66 $9,168.30 $47.08

12/31/2018 $8,430.91 $10,228.81 $51.10

12/31/2019 $9,713.72 $10,662.31 $55.66

12/31/2020 $11,335.03 $11,083.77 $60.57

12/31/2021 $12,876.99 $11,487.58 $65.83

12/31/2022 $14,018.66 $11,867.00 $71.46

12/31/2023 $15,860.60 $12,214.85 $77.49

12/31/2024 $17,233.01 $12,523.65 $83.94

12/31/2025 $18,627.92 $12,785.74 $90.82

12/31/2026 $20,032.42 $12,993.40 $98.15

Continuing Period

ValuationPorter's 5 forces (scores are out of 100)

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

Air Lease Corporation, an aircraft leasing company, engages in the purchase and leasing of 

commercial jet transport aircraft to airlines in Asia, the Pacific Rim, Latin America, the Middle 

East, Europe, Africa, and North America.

Air Lease Corporation (al)

Description

Past Earning Surprises

General Information

Market Data
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