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Whils t  the impact  o f  the Covid-19 pandemic may explain the de lay in  GATS making an impact  on

the ai rcraf t  operat ing lease indus t r y ,  the anecdota l  res i s tance f rom many air l ines  to  en ter  in to

leas ing t ransac t ions us ing the GATS s t ruc ture i s  perp lex ing.  In  th is  ar t ic le ,  we discuss  in  de ta i l  how

GATS t ransac t ion i s  s t ruc tured and the s igni f icant  benef i t s  they present  for  a i r l ines .

INTRODUCT ION

GATS launched in the third quarter of 2019 to much interest and enthusiasm from

the aircra� leasing industry. Aircra� trading had grown exponen�ally, but the

methods for execu�ng aircra� sales, and with them the transfer of the airline leases

a�ached to them, had not progressed much from the early days of smaller aircra�

trade transac�ons and lower annual volumes. GATS established a secure, live and

searchable electronic ledger where aircra� ownership, certain security interests and

trades could be searched and recorded. Two of GATS’ main objec�ves are to:

1. Protect and enhance the rights of the airline under the lease in an aircra� trade:
Confirma�on through the GATS pla�orm from the airline to any trade that all of the
requirements to such transfer contained in the lease have been met. Without such

confirma�on, the GATS pla�orm technologically blocks the transfer from taking effect; and

2. Drive efficiencies in the trading process:
The old system (which largely remains current) of transfer and nova�on agreements to transfer a lease agreement between
the seller and purchaser of an aircra� can be inefficient and �me consuming, diver�ng the airline’s resources away from its
core business. More broadly, greater efficiency will lead to more liquidity in aircra� trading, which in turn will benefit airlines
as supply increases and cost savings are made.

Are Air l ines  Res is tant  to  GATS?
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Although GATS has been developed by the leasing companies, it has been embraced

by many airlines, but not as many as expected. Whilst a global pandemic is never

well �med, the �ming was par�cularity unfortunate for GATS as Covid-19

materialised soon a�er its launch, which resulted in a collapse in aircra� trading and

a loss of momentum. Consequently, as focus during the pandemic shi�ed away from

aircra� trading, it also necessarily shi�ed away from GATS. With fewer transac�ons

in the market, leasing companies found themselves compe�ng harder than ever for

airline business. GATS became a secondary priority.

With aircra� trading and opera�ng lease transac�ons post Covid-19 having returned

to the market in significant numbers, now is the perfect �me for industry

par�cipants to revisit GATS. In this ar�cle, we review GATS from the airline’s

perspec�ve, why airlines would save money and resources by leasing their aircra� in

a GATS structure and how GATS protects the rights and interests of the airlines.

The GATS St ruc ture

The structure of a GATS transac�on is based on a legal owner/beneficial owner structure which has been used in many aircra�

leasing transac�ons, in many jurisdic�ons and over many years and is therefore tried, tested and established. Even outside GATS,

trading aircra� using owner trusts is simplified. GATS builds on and ‘turbo-charges’ the owner trust structure, using the

beneficial interest transfer as a founda�on for making transfers even more efficient by (1) using standard form documenta�on

for the GATS trust instrument and transfer instrument; (2) requiring all such documents to be executed electronically on the

GATS pla�orm; a (3) recording all beneficial interest transfers on the (searchable) GATS ledger; and (4) providing for (op�onal)

addi�onal provisions to be inserted into the transfer clause of the lease to allow for a more streamlined trade of the aircra�

without compromising, and indeed enhancing, the rights of the airline, as explained above. The following diagrams show the

difference between a standard non-GATS structure and a GATS structure:
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In a GATS transac�on, bare legal �tle to the aircra� is held in a trust by a professional trustee (which has been approved to act as

a GATS trustee) with all of the beneficial and economic interest in the aircra� being held by the lessor en�ty who, but for the

owner trust structure (as depicted on the le�), who would typically have been the lessor and would have held both legal and

beneficial �tle to the aircra�. The arrangement between the GATS trustee, as legal owner, and the leasing company, as GATS

beneficiary, is established pursuant to the GATS trust instrument, which is standard form and is executed electronically through

the GATS pla�orm. Notwithstanding the interposing of the GATS trustee as the lessor, the airline will con�nue to deal with the

leasing company as it would in a standard transac�on. Generally speaking, the GATS trustee cannot exercise lessor rights or

discre�ons under the lease without the consent of the leasing company, and similarly the GATS trustee will exercise such rights

at the direc�on of the leasing company.

Trading in  a s tandard s t ruc ture
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When an aircra� is traded in the standard transac�on, the lessor transfers legal and

beneficial �tle to the aircra� to the new owner and the lease is transferred or

novated to the new owner or an intermediate lessor. This causes an administra�ve

burden for the airline, including:

in all cases a transfer/nova�on agreement needs to be nego�ated and entered into
by the exis�ng lessor, the airline and the new lessor. The airline is required to
commit resources to this process;

the airline is usually required to make and repeat certain representa�ons and
warran�es in the transfer/nova�on agreement which creates risk for the airline;

the airline is required to re-issue condi�ons precedent documents, such as board
resolu�ons, cer�ficates, deregistra�on powers of a�orney and air traffic control

le�ers. This requires director management �me and more airline resource to process the documents; and

in many cases the legal owner of the aircra� is named on the aircra� cer�ficate of registra�on or recorded with the avia�on
authority. The airline is required to process the change in ownership with the avia�on authority which is burdensome. It is
not unusual that the aircra� may have to be grounded at some point during this process causing opera�onal disrup�on.

Airlines usually need to commit significant resource to the nego�a�on of the nova�on agreement and associated documenta�on

which diverts resources away from the airline’s core business.

Trading in  a GATS s t ruc ture

In a GATS structure, to trade the aircra�, the selling leasing company en�ty – the exis�ng GATS beneficiary – executes

electronically through the GATS pla�orm a beneficial transfer instrument. Thereby transferring its beneficial interest in the GATS

trust (established pursuant to the GATS trust instrument) to the buying leasing company en�ty, the new GATS beneficiary. Only

the beneficial ownership of the aircra� changes, the GATS trustee and lessor under the lease remains the same, with legal �tle

also remaining with it. This benefits the airline significantly as:

there is no requirement for a nova�on/transfer agreement. This reduces the resources which the airline is required to
commit to the transac�on and, depending on how the lease is dra�ed, eliminates or reduces the typical representa�ons and
warran�es given in a nova�on;

if the template transfer provisions have been adopted in full in the lease agreement, the airline is required to reissue very
few condi�on precedent documents, allevia�ng demand on the airline’s resources; and

the legal owner of aircra� does not change and, in jurisdic�ons which record the legal owner either on the cer�ficate of
registra�on, with the avia�on authority or in some other public register, there will be no need to update the iden�ty of the
legal owner on such cer�ficate or with such authority or registry.

HOW ARE THE  R IGHTS  OF A IRL INES  PROTECTED IN A GATS TRANSACT ION?

Advantages for  Air l ines
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Any airline which signs up to GATS should become familiar with how the system

works fairly quickly as the look and feel is similar to the Interna�onal Registry. Upon

entering into the lease, an airline employee or representa�ve, will be able to

’upload’ to the GATS pla�orm the relevant transfer requirements contained in the

lease (called ‘advance requirements’ on the pla�orm). These requirements are

typically nego�ated to be func�onally equivalent to the requirements for an

absolute transfer in a standard structure. Examples of such requirements might be a

‘no increased obliga�ons’ requirement, or that the transfer must not be to a

compe�tor airline. All advance requirements on the GATS pla�orm are encrypted

and remains confiden�al between the airline, the GATS trustee and the leasing

company (as GATS beneficiary). Like in a standard structure, such requirements are

principally documented as transfer requirements for the benefit of the airline in the

lease. GATS provides an enhanced version of the same protec�ons, as the pla�orm

will not allow a trade on the pla�orm to take effect unless and un�l the airline has confirmed that all advance requirements

rela�ng to such trade have been sa�sfied or waived. Furthermore, if the op�onal GATS transfer provisions have been

incorporated in full, ancillary documenta�on rela�ng to such trade will be significantly reduced.

Disadvantages for  Air l ines

There are very few disadvantages to airlines. Some airlines have been reluctant to embrace GATS because the system is new and

requires their personnel to gain familiarity with it. However, the interface is easy to use and requires only a minimal investment

of �me, especially when weighed against the advantages of it. Other airlines have been focussed on more pressing ma�ers

during the pandemic as passenger numbers dropped considerably but may well take another look at GATS now that recovery is

well on the way at which point the benefits of the system may become much clearer.

CONCLUS ION

In the era of blockchain technology, trading leased aircra� using a nova�on agreement seems anachronis�c. GATS brings aircra�

trading into the modern era. It seems odd that as airlines and OEMs, along with other industry par�cipants, push the

technological envelope on the metal and other parts of the industry ecosystem, the leasing and legal industry con�nues to use

nova�on technology which is decades old and has barely changed since its first development. GATS transforms the airline’s role

in an aircra� trade such that it can be completed with a few clicks of a bu�on, with the same protec�ons but with enhanced

rights through the ‘advance requirement’ func�onality. The �me and resources saved through GATS could be deployed by the

airline back into its core business of air transport.

Over the next few months WFW plans to work with legal professionals in specific jurisdic�ons to provide more detail on GATS

from a local law context. Having been responsible for dra�ing the standard form documenta�on and steering the development

of the pla�orm, WFW are GATS experts. If you are interested in hearing more how GATS can drive savings in your business,

please contact your WFW lawyer.
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DISCLAIMER

Watson Farley & Williams is a sector specialist interna�onal law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide prac�cal, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated en��es. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualifica�on in WFW
Affiliated En��es. A list of members of Watson Farley & Williams LLP and their professional qualifica�ons is open to inspec�on on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regula�on Authority and its members are solicitors or registered foreign lawyers.

The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK   |   T: +44 20 7814 8000   |   F: +44 20 7814 8141/2 6

https://www.wfw.com/people/richard-williams/
tel:+65 6551 9144
mailto:richardwilliams@wfw.com

