By TRAN D. HOANG (HENRY)
Partner at
Herman, Henry & Dominic

LUXURY IN THE CLOUDS:
LEGAL INSIGHTS INTO
PRIVATE JET ACQUISITION

Purchasing a private aircraft is a
complicated process that goes
much beyond simply exchanging
money for a fancy possession. It
necessitates a thorough
awareness of diverse legal,
financial, and operational issues.
For the discerning  buyer,

understanding these dynamics is

not only advantageous; it is also
required for a successful and
fulfilling ownership experience.
In this article, we will examine
several fundamental principles
and crucial facets of the private

jet acquisition process.

1. Formation of Offshore
Companies and Ownership Structures

When it comes to owning a private jet, forming an offshore business might be a game changer.

Navigating Legal Offshore Waters: Creating an A Tailored Approach to Ownership Structures: There is
offshore corporation for aircraft ownership requires no one-size-fits-all jet ownership structure. Each
more than just looking for a tax haven. It's a strategic option, from sole ownership to complex partnership
move that can provide significant benefits such as structures or fractional ownership, has its own set of
confidentiality, asset protection, and, in many cases, legal, tax, and operational issues. For example, while
operational flexibility. This, however, entails sole ownership provides complete control, it lacks the

comprehending and abiding to the legal frameworks cost-sharing advantages of a partial ownership model.

of the chosen country. Beyond initial establishment, Joint ownership structures, on the other hand, might
the legal ramifications include continuous minimize individual economic burdens but necessitate
compliance with international norms, anti-money more complex legal agreements to handle shared use,
laundering requirements, and cross-border taxes obligations, and liabilities.

legislation.




Negotiating a private jet sales agreement is analogous to
conducting a symphony, where each note must precisely
sync with the next.

Crafting the Agreement: A private jet sales agreement is
much more than a basic buy-sell transaction. It includes a
variety of critical components, such as pricing and
payment terms, as well as delivery conditions and
warranties. Understanding and negotiating these
agreements necessitates not just legal knowledge, but
also a thorough understanding of aviation intricacies.
Each provision, whether it addresses maintenance records,
pre-purchase inspections, or customizing demands, is

critical to protecting the buyer's rights.

New Construction vs. Pre-Owned: The decision between
purchasing an existing jet and commissioning a new one
from the manufacturer throws fresh dynamics into the
bargaining process. Buying a used jet needs a sharp eye
for detail in evaluating the aircraft’s history and condition,
with the contract reflecting factors such as wear and tear,
maintenance history, and quick availability. Buying a new
plane, on the other hand, necessitates extensive
negotiations over customizations, delivery timeframes,
and post-delivery assistance. Each option necessitates a
tailored approach to contract negotiation, reflecting the
distinct qualities and dangers involved.

Pre-Delivery Payment (PDP) Financing arises as a critical
component in the difficult process of acquiring a tailored
private jet. It provides the financial leverage required for
making pre-delivery payments, allowing the aircraft to be
built without placing undue burden on the buyer's cash.

The Importance of PDP Financing in Jet Acquisition: When
a buyer chooses a custom-built private jet, manufacturers

frequently request significant payments in stages before
the aircraft is completed and delivered. These sums can
be substantial, accounting for a sizable portion of the
total cost of the jet. PDP Financing is used to enable these
payments. Without such financing, the buyer would be
required to tie up a significant amount of capital during
the construction phase, which could be financially
expensive and impracticable. PDP Financing helps

purchasers to keep their liquidity and financial flexibility
while assuring the jet's construction goes as planned.

Risk and Protection Balancing: PDP Financing
agreements have complicated legal and financial
structures. These contracts must have specific conditions
defining payment schedules, interest rates, and payback
schemes. Furthermore, they must provide safeguards for
both the lender and the buyer. This includes provisions
for what happens if the manufacturer delays or fails to
complete the jet's construction, or if the buyer runs into
financial issues. Maintaining a fair balance in these
agreements necessitates meticulous legal knowledge

and negotiation abilities.

The incorporation of PDP and long-term financing in private
jet buying is a clever financial approach. It offers a
methodical strategy to handling the large capital required
for jet ownership. This technique not only promotes a
smoother financial transition from construction to
ownership, but it also matches with the buyer's broader

financial and operational goals.

The Symbiotic Relationship Between PDP and Long-Term
Financing: While long-term finance and PDP financing are

separate, they can work in tandem. While PDP Financing
handles the initial phase of jet development, long-term
financing is used to cover the whole cost of the jet after
delivery. Long-term financing is frequently structured to
replace PDP Financing as soon as the plane is completed.
This seamless transition is critical because it assures a

continual flow of funds, reducing capital burden on the buyer.

Transition Planning: The strategic change from PDP to
long-term financing is like to transferring the baton in a relay
race - it must be smooth and well-timed. When properly
structured, this transfer can give significant financial
rewards. It enables buyers to efficiently leverage their money
by using PDP Financing in the early phases and then shifting
to a long-term financing option that distributes the cost over
a longer period. This technique not only alleviates current
financial burdens but also corresponds with long-term cash
flow and investment goals.



5. Various Financing Structures
for Private Jets

In addition to the traditional long-term financing
schemes, there are various alternative financing
possibilities for private jet buys. Each of these
structures provides distinct benefits and
considerations, allowing buyers to tailor their
financial strategy to their own needs and
circumstances. For example:

Rental Financing: For individuals who prefer not to
own the aircraft entirely, lease finance is an
appealing choice. The jet is leased from a lender
or leasing business in this setup. Leases are
classified into two types: operating leases and
finance leases. Because the lessee is not
responsible for the jet at the end of the lease term,
operating leases are often short-term and flexible.
Finance leases, on the other hand, are
longer-term and frequently result in ownership at
the end of the lease period. Depending on the
lessee's financial status, both approaches provide
tax and accounting advantages.

Cooperative and fractional ownership: Joint or
fractional ownership might be cost-effective

alternatives for purchasers who do not require
full-time access to a private jet. Joint ownership
entails splitting the costs of purchase and
operation with one or more partners. Owners can
purchase a share of a jet, providing them access
for a set number of hours per year, through
fractional ownership, which is frequently
administered by specialist businesses. These
choices decrease the financial burden of
ownership greatly, but they necessitate
comprehensive legal arrangements to govern
usage, prices, and duties.

Securitization: Securitization allows high-net-worth
individuals or organizations owning a portfolio of planes
to finance fresh acquisitions. This entails pooling existing
assets (in this example, aircraft) and creating marketable
securities in exchange for them. While this can yield
large funds, it is a difficult procedure that takes great
financial and legal knowledge to carry out.

Asset-Backed Lending: This approach, like

securitization, involves using the jet or other assets as
collateral to acquire funding. This structure can provide
attractive conditions, especially if the borrower has a
good credit history and substantial assets. It does,
however, put the assets at risk in the case of a default.

Regulatory compliance and aircraft registration are
critical components of the private jet ownership process.
They necessitate considerable thought, strategic
decision-making, and constant attention. Mastery of
these areas ensures not only the legality of the jet's
operations, but also the investment's safety, efficiency,
and lifespan.

The Legal Situation Regarding Aircraft Reqistration:

Registering a private jet is more than just a formality; it is
a critical legal process with far-reaching consequences.
Aircraft registration is more than just a record of
ownership; it designates the jurisdiction in which the
aircraft will operate, which influences everything from
operating requirements to tax ramifications. Choosing
the best register is a strategic decision that is influenced
by aspects such as political stability, reputation,
regulatory framework, and cost. Because each register
has its unique set of requirements and perks, this is an
important option to make during the acquisition process.

Reqistration of Aircraft and Operational Readiness: The

registration process is also important for the aircraft's
operational preparedness. It is not only about obtaining
legal recognition; it is also about ensuring that the
aircraft meets all of the technical and safety standards
imposed by the register. This includes getting the
requisite certificates, adhering to airworthiness rules,
and adhering to environmental norms. The registration
process ensures that the jet is not only legally compliant,
but also operationally safe and ready.



Operating contracts and insurance
are critical parts of private aircraft
ownership that necessitate
thorough legal oversight and
strategic preparation. They provide
the framework for the jet's
operation and protection. These
factors, when properly designed
and managed, assure not just
regulatory compliance and
operational efficiency, but also the
jet owner's peace of mind. They
are essential tools for protecting
the owner's investment and
allowing seamless enjoyment of
the unique benefits of private jet
ownership.

Operational Contracts: Operational

contracts cover a wide range of
agreements that are required for
the day-to-day operation and
upkeep of a private jet. Contracts
with operators who handle the
aircraft, maintenance agreements,
and hangar space arrangements
are just a few examples. Each
contract serves a specific purpose

and necessitates careful legal
drafting to safeguard the owner's
rights. Operator agreements, for
example, spell out the
responsibilities and liabilities of the
party in charge of the aircraft,
ensuring operational efficiency and
compliance with aviation rules.
Maintenance contracts, on the
other hand, are critical for keeping
the aircraft in top shape by
addressing maintenance work
schedules, scope, and standards.
Details like as liability clauses,
service level agreements, and
termination terms must be
considered while negotiating these
contracts.

Adequate Insurance Coverage:

Insurance is essential for mitigating
the hazards involved with private
jet ownership. It is not only a
legislative necessity, but also an
important risk management tool.
Adequate insurance coverage
extends beyond hull insurance to
include liability insurance, crew

insurance, and even coverage for
specific dangers such as war and
terrorism. Legal evaluation of
insurance policies is essential to
ensure that they provide complete
protection, cover all potential
dangers, and correspond with the
operational profile of the jet.
Negotiating terms with insurers,
recognizing exclusions, and
ensuring coverage limits are
enough are all critical elements in
this process.

As we close this article,

remember that private jet
ownership is more than a
symbol of status; it’s a journey
of strategic and thoughtful
stewardship. With the right

approach and guidance, it can
be an incredibly fulfilling and

advantageous venture, offering

unmatched experiences in the
realms of both business and
leisure travel.




