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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

☒Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2018

☐Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Commission File Number: 001-15369

WILLIS LEASE FINANCE CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 68-0070656
(State or other jurisdiction of incorporation or organization) (IRS Employer Identification No.)
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Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of each exchange on which registered
Common Stock NASDAQ

Securities registered pursuant to Section 12(g) of the Act: None.

Indicate by check mark if the registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities
Act.   Yes ☐  No ☒

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.   Yes ☐  No  ☒

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.   Yes ☒  No ☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files).   Yes ☒  No ☐

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter)  is not contained herein, and will not be contained, to the best of the registrant’s knowledge, in definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendments to this
Form 10-K.  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.
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Large accelerated filer ☐ Accelerated filer ☒

Non-accelerated filer ☐ Smaller reporting company ☐

Emerging growth company ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  Yes ☐  No ☒

The aggregate market value of voting stock held by non-affiliates of the registrant as of the last business day of the
registrant’s most recently completed second fiscal quarter (June 30, 2018) was approximately $102.2 million (based on
a closing sale price of $31.59 per share as reported on the NASDAQ National Market).

The number of shares of the registrant’s Common Stock outstanding as of March 11, 2019 was 5,793,255.

The Company’s Proxy Statement for the 2019 Annual Meeting of Stockholders is incorporated by reference into
Part III of this Form 10-K.
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PART I

ITEM 1.BUSINESS

INTRODUCTION

Willis Lease Finance Corporation with its subsidiaries (“WLFC”) is a leading lessor and servicer of commercial aircraft
and aircraft engines. Our principal business objective is to build value for our shareholders by acquiring commercial
aircraft and engines and managing those assets in order to provide a return on investment, primarily through lease rent
and maintenance reserve revenues, as well as through management fees earned for managing assets owned by other
parties. As of December 31, 2018, we had a total lease portfolio consisting of 244 engines and related equipment, 17
aircraft and 10 other leased parts and equipment with 81 lessees in 47 countries with an aggregate net book value of
$1,673.1 million. In addition to our owned portfolio, as of December 31, 2018, we managed a total lease portfolio of
440 engines, aircraft and related equipment for other parties.

In 2013, we launched Willis Aeronautical Services, Inc. (“Willis Aero”), a wholly-owned subsidiary, whose primary
focus is the sale of aircraft engine parts and materials through the acquisition or consignment from third parties of
aircraft and engines. 

In 2016, we purchased, through our wholly owned subsidiary Willis Asset Management Limited (“Willis Asset
Management”), the business and assets of Total Engine Support Limited (“TES”).  TES was the engine management and
consulting business of the TES Aviation Group. Willis Asset Management had 404 engines, excluding WLFC
engines, under management as of December 31, 2018.

We are a Delaware corporation, incorporated in 1996. Our executive offices are located at 4700 Lyons Technology
Parkway, Coconut Creek, Florida 33073. We transact business directly and through our subsidiaries unless otherwise
indicated.

We maintain a website at www.willislease.com where our Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and all amendments to those reports are available without charge, as soon
as reasonably practicable following the time they are filed with or furnished to the SEC. You may read and copy any
materials we file with the SEC at the SEC’s public reference room at 100 F Street, NE, Washington, DC 20549. You
may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0300. The
SEC also maintains an electronic Internet site that contains our reports, proxies and information statements, and other
information at http://www.sec.gov.
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We separate our business into two reportable segments, Leasing and Related Operations and Spare Parts Sales. Our
business activities by reportable segment are described below.

Leasing and Related Operations

Our strategy is to lease aircraft and aircraft engines and provide related services to a diversified group of commercial
aircraft operators and maintenance, repair and overhaul organizations (“MROs”) worldwide. Commercial aircraft
operators need engines in addition to those installed on the aircraft that they operate. These spare engines are required
for various reasons including requirements that engines be inspected and repaired at regular intervals based on
equipment utilization. Furthermore, unscheduled events such as mechanical failure, Federal Aviation Administration
(“FAA”) airworthiness directives or manufacturer-recommended actions for maintenance, repair and overhaul of
engines result in the need for spare engines. Commercial aircraft operators and others in the industry generally
estimate that the total number of spare engines needed is between 10% and 14% of the total number of installed
engines. Industry research suggests that there are nearly 45,000 engines installed on commercial aircraft. Accordingly,
it is estimated that there are 4,500 spare engines in the market, including both owned and leased spare engines.

Our engine portfolio consists of noise-compliant Stage IV commercial jet engines manufactured by CFMI, General
Electric, Pratt & Whitney, Rolls Royce and International Aero Engines. These engines generally may be used on one
or
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more aircraft types and are the most widely used engines in the world, powering Airbus, Boeing, Bombardier and
Embraer aircraft.

The Company acquires engines for its leasing portfolio in a number of ways. It enters into sale and lease back
transactions with operators of aircraft and providers of engine maintenance cost per hour services. We also purchase
both new and used engines that are subject to a lease when purchased and on a speculative basis (i.e. without a lease
attached from manufacturers or other parties which own such engines).

Total revenues from our Leasing and Related Operations reportable segment was 88.2%, 89.1% and 92.8% of the
respective total consolidated revenue for the years ended December 31, 2018, 2017 and 2016, respectively.

Spare Parts Sales

Our wholly owned subsidiary Willis Aero primarily engages in the sale of aircraft engine parts and materials through
the acquisition or consignment of engines from third parties or from the leasing portfolio. The launch of this business
segment in 2013 positioned our Company to provide end-of-life solutions for the growing supply of surplus aircraft
and engines. With the establishment of Willis Aero, we are able to manage the full lifecycle of our lease assets,
enhance the returns on our engine portfolio and create incremental value for our shareholders.

INDUSTRY BACKGROUND - THE DEMAND FOR LEASED AIRCRAFT ENGINES

Historically, commercial aircraft operators owned rather than leased their spare engines. As engines become more
powerful and technically sophisticated, they also become more expensive to acquire and maintain. In part due to cash
constraints on commercial aircraft operators and the costs associated with engine ownership, commercial aircraft
operators have become more cost-conscious and now utilize operating leases for a portion of their spare engines and
are therefore better able to manage their finances in this capital-intensive business. Engine leasing is a specialized
business that has evolved into a discrete sector of the commercial aviation market. Participants in this sector need
access to capital, as well as specialized technical knowledge, in order to compete successfully.

Growth in the spare engine leasing industry is dependent on two fundamental drivers:

· the number of commercial aircraft, and therefore engines, in the market; and
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· the proportion of engines that are leased, rather than owned, by commercial aircraft operators.

We believe both drivers will increase over time.

Increased number of aircraft, and therefore engines, in the market

We believe that the number of commercial and cargo aircraft, and hence spare engines, will increase. Boeing projects
4.7% annual growth in the global commercial jet fleet, doubling the current fleet to over 42,000 aircraft by 2037.
Aircraft equipment manufacturers have predicted such an increase in aircraft to address the rapid growth of both
passenger and cargo traffic in the Asian markets, as well as demand for new aircraft in more mature markets.

Increased lease penetration rate

Spare engines provide support for installed engines in the event of routine or other engine maintenance or unscheduled
removal. The number of spare engines needed to service any fleet is determined by many factors. These factors
include:

· the number and type of aircraft in an aircraft operator’s fleet;

· the geographic scope of such aircraft operator’s destinations;

· the time an engine is on-wing between removals;

4

Edgar Filing: WILLIS LEASE FINANCE CORP - Form 10-K

8



Table of Contents 

· average shop visit time; and

· the number of spare engines an aircraft operator requires in order to ensure coverage for predicted and unscheduled
removals.

We believe that commercial aircraft operators are increasingly considering their spare engines as significant capital
assets, where operating leases may be more attractive than finance leases or ownership of spare engines. We believe
that currently as many as 35% to 40% of the spare engine market falls under the category of leased engines. Industry
analysts have forecast that the percentage of leased engines is likely to increase over the next 15 years as engine
leasing follows the growth of aircraft leasing. We believe this is due to the increasing cost of newer engines, the
anticipated modernization of the worldwide aircraft fleet and the significant cost associated therewith, and the
emergence of new niche-focused airlines which generally use leasing in order to obtain their capital assets.

ENGINE LEASING

As of December 31, 2018, all of our leases to air carriers, manufacturers and MROs are operating leases as opposed to
finance leases. Under operating leases, we retain the potential benefit and assume the risk of the residual value of the
equipment, in contrast to finance leases where the lessee has more of the potential benefits and risks of ownership.
Operating leases allow commercial aircraft operators greater fleet and financial flexibility due to the relatively small
initial capital outlay necessary to obtain use of the aircraft equipment, and the availability of short and long term
leases to better meet their needs. Operating lease rates are generally higher than finance lease rates, in part because of
the lessor retained residual value risk.

We describe all of our current leases as “triple-net” operating leases. A triple-net operating lease requires the lessee to
make the full lease payment and pay any other expenses associated with the use of the engines, such as maintenance,
casualty and liability insurance, sales or use taxes and personal property taxes. The leases contain detailed provisions
specifying the lessees’ responsibility for engine damage, maintenance standards and the required condition of the
engine upon return at the end of the lease. During the term of the lease, we require the lessee to maintain the engine in
accordance with an approved maintenance program designed to meet applicable regulatory requirements in the
jurisdictions in which the lessee operates.

We try to mitigate risk where possible. For example, we make an analysis of the credit risk associated with the lessee
before entering into any significant lease transaction. Our credit analysis generally consists of evaluating the
prospective lessee’s financial standing by utilizing financial statements and trade and/or banking references. In certain
circumstances, we may require our lessees to provide additional credit support such as a letter of credit or a guaranty
from a bank or a third party or a security deposit. We also evaluate insurance and expropriation risk and evaluate and
monitor the political and legal climate of the country in which a particular lessee is located in order to determine our
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ability to repossess our engines should the need arise. Despite these guidelines, we cannot give assurance that we will
not experience collection problems or significant losses in the future. See “Risk Factors” below.

At the commencement of a lease, we may collect, in advance, a security deposit normally equal to at least one month’s
lease payment. The security deposit is returned to the lessee after all lease return conditions have been met. Under the
terms of some of our leases, during the term of the lease, the lessee pays amounts to us based on usage of the engine,
which is referred to as maintenance reserves or use fees, which are designed to cover the expected future maintenance
costs. For those leases in which the maintenance reserves are reimbursable to the lessee, maintenance reserves are
collected and are reimbursed to the lessee when qualifying maintenance is performed. Under longer-term leases, to the
extent that cumulative use fee billings are inadequate to fund expenditures required prior to return of the engine to us,
the lessee is obligated to cover the shortfall.

During the lease period, our leases require that maintenance and inspection of the leased engines be performed at
qualified maintenance facilities certified by the FAA or its foreign equivalent. In addition, when an engine becomes
off-lease, it undergoes inspection to verify compliance with lease return conditions. Our management believes that our
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attention to our lessees and our emphasis on maintenance and inspection helps preserve residual values and generally
helps us to recover our investment in our leased engines.

Upon termination of a lease, we will either enter into a new lease, sell or part out the related engines or airframe. The
demand for aftermarket engines for either sale or lease may be affected by a number of variables, including:

· general market conditions;

· regulatory changes (particularly those imposing environmental, maintenance and other requirements on the
operation of engines);

· changes in demand for air travel;

· fuel costs;

· changes in the supply and cost of aircraft equipment; and

· technological developments.

The value of a particular used engine or airframe varies greatly depending upon its condition, the maintenance
services performed during the lease term and, as applicable, the number of hours or cycles remaining until the next
major maintenance is required. If we are unable to lease or sell engines on favorable terms, our financial results and
our ability to service debt may be adversely affected. See “Risk Factors” below.

The value of a particular model of engine is heavily dependent on the status of the types of aircraft on which it is
installed. We believe values of engines tend to be stable so long as the host aircraft for the engines as well as the
engines themselves are still being manufactured. Prices will also tend to remain stable and even rise after a host
aircraft is no longer manufactured so long as there is sufficient demand for the host aircraft. However, the value of an
engine begins to decline rapidly once the host aircraft begins to be retired from service and/or parted out in significant
numbers. Values of engines also may decline because of manufacturing defects that may surface subsequently.

As of December 31, 2018, we had a total lease portfolio consisting of 244 engines and related equipment, 17 aircraft
and 10 other leased parts and equipment with a net book value of $1,673.1 million. As of December 31, 2017, we had
a total lease portfolio consisting of 225 aircraft engines and related equipment, 16 aircraft and 7 other leased parts and
equipment, with a net book value of $1,342.6 million.
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As of December 31, 2018 minimum future rentals under non-cancelable operating leases of these engines, related
equipment and aircraft assets were as follows:

Year (in thousands)
2019 $ 136,549
2020 68,565
2021 44,163
2022 30,017
2023 12,019
Thereafter 7,299

$ 298,612

As of December 31, 2018, we had 81 lessees of commercial aircraft engines and related equipment, aircraft, and other
leased parts and equipment in 47 countries. We believe the loss of any one customer would not have a significant
long-term adverse effect on our business. We operate in a global market in which our engines are easily transferable
among lessees located in many countries, which stabilizes demand and allows us to recover from the loss of a
particular customer. As a result, we do not believe we are dependent on a single customer or a few customers, the loss
of which would have a material adverse effect on our revenues.
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In 2011 we entered into an agreement with Mitsui & Co., Ltd. to participate in a joint venture formed as a
Dublin-based Irish limited company — Willis Mitsui & Company Engine Support Limited (“WMES”) for the purpose of
acquiring and leasing jet engines. Each partner holds a fifty percent interest in the joint venture. WMES owned a lease
portfolio of 32 engines and one aircraft with a net book value of $234.8 million as of December 31, 2018. Our
investment in the joint venture is $34.2 million as of December 31, 2018.

In 2014 we entered into an agreement with China Aviation Supplies Import & Export Corporation (“CASC”) to
participate in a joint venture named CASC Willis Engine Lease Company Limited (“CASC Willis”), a new joint venture
based in Shanghai, China. Each partner holds a fifty percent interest in the joint venture. CASC Willis acquires and
leases jet engines to Chinese airlines and concentrates on meeting the fast growing demand for leased commercial
aircraft engines and aviation assets in the People’s Republic of China. During 2016, CASC was reorganized, with
portions of its partnership interest in CASC Willis being transferred to three Chinese airlines and another
government-owned entity. The 2016 CASC reorganization resulted in no voting structure change to the joint venture.
CASC Willis owned a lease portfolio of four engines with a net book value of $51.9 million as of December 31, 2018.
Our investment in the joint venture is $13.8 million as of December 31, 2018. 

AIRCRAFT LEASING

As of December 31, 2018, we owned and leased seven Boeing 737 aircraft, six A319-111 aircraft, and four A319-112
aircraft with an aggregate net book value of $183.7 million.

Our aircraft leases are “triple-net” leases and the lessee is responsible for making the full lease payment and paying any
other expenses associated with the use of the aircraft, such as maintenance, casualty and liability insurance, sales or
use taxes and personal property taxes. In addition, the lessee is responsible for normal maintenance and repairs, engine
and airframe overhauls, and compliance with return conditions of flight equipment on lease. Under the provisions of
many leases, for certain engine and airframe overhauls, we reimburse the lessee for costs incurred up to but not
exceeding maintenance reserves the lessee has paid to us. Maintenance reserves are designed to cover the expected
maintenance costs. The lessee is also responsible for compliance with all applicable laws and regulations with respect
to the aircraft. We require our lessees to comply with FAA requirements. We periodically inspect our leased aircraft.
Generally, we require a deposit as security for the lessee’s performance of obligations under the lease and the condition
of the aircraft upon return. In addition, the leases contain extensive provisions regarding our remedies and rights in the
event of a default by the lessee and specific provisions regarding the condition of the aircraft upon return. The lessee
is required to continue to make lease payments under all circumstances, including periods during which the aircraft is
not in operation due to maintenance or grounding.

SPARE PARTS SALES
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The sale of spare parts is managed by the Company’s wholly owned subsidiary, Willis Aero. Willis Aero primarily
engages in the sale of aircraft engine parts and materials through the acquisition or consignment from third parties or
from the leasing portfolio. The launch of this new business segment in 2013 positioned our Company to provide
end-of-life solutions for the growing supply of surplus aircraft and engines. With the establishment of Willis Aero, we
are able to manage the full lifecycle of our lease assets, enhance the returns on our engine portfolio and create
incremental value for our shareholders.  As of December 31, 2018, spare parts inventory had a carrying value of $48.9
million.

ASSET MANAGEMENT

In 2016, Willis Asset Management purchased the business and assets of TES, the engine management and consulting
business of the TES Aviation Group.  Willis Asset Management is an asset management, technical services and
consultancy business.  Willis Asset Management had 404 engines, excluding WLFC engines, under management as of
December 31, 2018.
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OUR COMPETITIVE ADVANTAGES
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