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and Finance Co. K.S.C.P Analysts
Conference Transcript Q3/2021.

Greetings!

In reference to the above, and in line
with  ALAFCO Aviation Lease and
Finance Co. K.S.C.P interest in
adhering to Boursa Kuwait Rulebook

Article (7-8-1/4) regarding the Listed

Companies  Obligations  (Analysts
Conference).
Attached is the transcript of the

Analyst Conference for Q3 2021.
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ALAFCO 3Q21 results

Wednesday, 18 August 2021
conference call

Mirna Maher Hello, everyone, this is Mirna Maher, from EFG Hermes, and welcome to ALAFCQO’s third
quarter 2021 results conference call. I'm pleased to have on the call with me today, Mr Adel Albanwan, the
company’s CEO and, Mr Kieran O’Keefe, CFO. I'll now hand over the call to management for a brief presentation and
then we’ll open the floor for the Q&A session. Please, go ahead.

Leslie Mouawad Hello, ladies and gentlemen. My name is Leslie Mouawad, joining you on the side of the
speakers. | would like to welcome you and remind you that this webcast is recorded. Please note that this
presentation contains past and forward-looking statements with no warranty or representation given concerning
such information. | now pass the call to ALAFCO’s CEO, Mr Adel Albanwan.

Adel Albanwan Thank you. As-salamu alaikum, everyone. Good afternoon, everyone. Hello and welcome to
ALAFCO’s nine-month earnings call for the year 2021. | am Adel Albanwan, the CEO of ALAFCO. Joining me is our
CFO, Kieran O’Keefe. In our call today, we will be given you a presentation on ALAFCO’s position followed by an
overview on the aviation industry and the performance of the company during the period.

If we go to slide six, starting with an overview of ALAFCO at the end of the nine-month period of our financial year
2020/2021. The company’s portfolio stood at 78 aircraft, six new A320neo aircraft were delivered being acquired
through order book and through a sale and leaseback transaction during the nine-month period, while four aircraft
which were already on lease were sold during the period.

The portfolio lists 23 customers which mainly comprise full service airlines and low cost carriers across 15 countries.
The majority of the aircraft are placed with airlines, primarily operating out of Asia, the fastest-growing aviation
market in the world.

Our fleet also has a very healthy mix of aircraft types. 86% are narrow-body modern aircraft. This comes as part of
our strategy to focus on narrow-body aircraft because of the higher demand on this segment, which represents
around 75% of the commercial passenger fleet around the world.

We also invest in wide-body aircraft on an opportunistic basis. We are maintaining the strategy to investment in
liguid and most sought-after assets to ensure our portfolio remains well-balanced and attracts demand worldwide,
especially with changing dynamics following the COVID-19 pandemic.

We will be expanding further on this point within the presentation. As for ALAFCO’s order book, we have 70 aircraft
on order, which will also be further discussed during this presentation.

I move now to the industry update. While the impact of the COVID-19 pandemic is still lingering on the leasing sector
as well as travel and airlines, we have definitely started seeing positive signs in the travel sector as well as
opportunities that are being presented to the aircraft leasing industry.

When it comes to leasing, leasing activities show signs of recovery, with more than 70 operating leases announced
during the third quarter, which is an increase by more than 30% compared to the compared to the last quarter.
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Increase activities were also witnessed in Q3 as airlines began to redeploy capacity and most regions have improved,
especially Europe which has significantly improved with 164% increase compared to the last quarter.

We have also witnessed an increase in sale and leaseback opportunities and many activities going forward to be
there as investors take advantage of opportunities presented by the pandemic. The announced SLB deals during this
quarter exceed 30 transactions, over 70% increase compared to the last quarter.

Lastly, the short-term demand for the aircraft remains constrained due to the virus uncertainties but long-term
demand remains strong. We’ve seen a strong sign of activities within the market.

As for the airlines, cash burning risks remain, however airlines are showing improvement in earnings due to higher
traffic volumes. Government support has prevented high-scale bankruptcies among the airlines and global
performance of airlines is likely to vary throughout the year due to slower vaccine rollout and the emergence of new
variants.

However, over a year after the start of the pandemic, travel is returning gradually given a better outlook as follows.
Contraction in passenger traffic continued to ease in Q3 giving signs of a gradual recovery across the sector.

International travel demand lags over domestic travel, however, easing of restrictions in Europe should lead to
improvement throughout the year. Vaccine rollout remains uneven across regions with efficacy of vaccine giving
confidence for air travel to resume.

We move to the operational review. In the first nine months of our financial year, ALAFCO’s major activities are as
follows. We delivered two A320neos to SAS, this is from our order book, completing all five signed leases with SAS in
2019. Delivered a third A320neo to Volaris as a part of four sale and leaseback agreements signed with Volaris airline
early last year. Delivered the tenth A320neo to Sky Airlines, based in Chile, as a part of 11 A320neo agreements
signed in 2019.

At the level of the remarketing and trading activities ALAFCO delivered one used B737-800 aircraft to Joy Air in
China. This aircraft is coming off a lease from Caribbean Airlines. And, we have sold four aircraft during this period,
three B737s leased to Ethiopian Airlines and one A320neo leased to Volaris.

We continue on the operational review, slide 11. By the end of the nine-month period, our order book stood at 70
aircraft, all narrow-body aircraft. 40 of these aircraft are A320neos and 10 A321neos. The remaining 20 aircraft are
B737 MAXs. We have also taken the step to ensure the majority of deliveries are scheduled to start in 2024 and
beyond.

The weighted average age of our portfolio remains very healthy at 4.4 years by the end of the nine-month period.
This is calculated based on the weighted average of assets, age and value.
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As for its composition, the fleet today has an optimal composition comprising most efficient aircraft, the A320neos,
the A320ceos and the B737 NG are all narrow-body orders that are seeing great demand from airlines worldwide to
cater to domestic and regional travel.

Together with the young age of the fleet, the value of the ALAFCO fleet is a very competitive position to recapitalise
airlines. Now, | will be passing the financial review to my colleague and the CFO, Kieran O’Keefe. Kieran, please go
ahead.

Kieran O’Keefe Thank you, Adel. Hello, everybody, and welcome back to this quarter’s earnings call. Please
allow me to remind that ALAFCO’s financial year starts on October 1% of each year and ends on September 30™. The
nine-month period which we are discussing today ended on June 30", 2021.

Anyone who would like to think in terms of dollars as opposed to Kuwaiti dinar, then | suggest a quick and dirty way
which is to multiply the Kuwaiti dinar number here, in this presentation, by three. That gives you an approximate
equivalent in US dollars.

Our first slide is slide 14, and here we are outlining the financial results at a higher level and then we’ll do a deeper
dive on the more important numbers. The first number on your screen is operating lease revenues.

Our operating lease revenues were KWD 76.6 million for the nine-month period and this down 13% from the KWD
88.2 million in the equivalent period nine months for 2020.

Net profit also declined compared to the nine months for 2020. We had a net loss of KWD 3.1 million compared to
net profit of KWD 1.4 million in the nine months for 2020. So, these are our headline results of the nine-month
period and next we’ll discuss the income statement, the balance sheet in greater detail.

Moving on to the next slide, which is slide 15, which deals with the income statement. I'll explain each of the line
items on this slide in the order in which they appear. First is operating lease revenue.

As we’ve previously highlighted in slide 14, we experienced a decline in the operating lease revenues by 13% in the
nine-month period for 2021 versus nine-month period 2020.

Operating lease revenues fell from KWD 88.2 million in the nine-month 2020 to KWD 76.6 million on the nine
months 2021. The primary reason for this decline was the restructuring of leases with some of our airline clients. The
secondary reason was the loss of rental income from aircraft which were on lease in the nine months of 2020 but
were off lease during the nine months of 2021.

However, the impact of these two factors was partially offset by lease income from five new aircraft which were
delivered and were added to our portfolio during the nine-month period.
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The next line item is depreciation. Depreciation increased by 7%, mainly due to the addition of new aircraft and the
depreciation of four A350-900s for the full period of nine months in comparison to only six months during the
previous period in 2020.

The next item is financing costs. Financing costs declined during the nine months. This is primarily due to the
repayment of loans during the nine-month period. Next we have staff costs, and these were slightly lower than the
previous year, a decline of 2%.

Other operating expenses registered a significant decline of 40% as ALAFCO incurred maintenance expenses in the
nine months for 2020 with respect to aircraft repossessed from Jet Airways in India last year. These costs were not
repeated in the nine months for 2021.

Other income includes murabaha income, which is similar to deposit income. Other income also includes other
miscellaneous income. In the nine months for 2021, other income included late payment charges collected from
clients and end of lease settlement amounts received from an airline client. In the nine months for 2020, other
income mainly included deposit income and end of lease income.

Next, we come to allowance for credit losses. These have increased significantly from approximately KWD 1.2 million
in the nine months for 2020, reaching KWD 10.5 million in the nine months for 2021. This represents the largest
period-over-period change and is due to the increase in probability of default by a few of our airline clients.

Loss/gain on sale of aircraft is the next item in the income statement. In the current period, loss from sale was KWD
0.7 million and this is due from loss on sale of three used 737-800 aircraft. In the prior period, we recorded a gain on
sale of KWD 1.4 million, which represented a profit from selling an A320 aircraft.

The last item relates to impairment. ALAFCO recorded an impairment provision of KWD 15.5 million in the nine
months for 2020 and this covered the loss in value for several wide-bodied aircraft. We have recorded no
impairment for the current nine-month period in 2021. We are working on our impairment analysis and it will be
included in our full year accounts for 2021.

To summarise, ALAFCO ended the period with a net loss of KWD 3.1 million for the nine months of 2021 and the
drop in earning in comparison to the nine months for 2020 was mainly due to two reasons. Firstly, a decline in
operating lease revenues, secondly, an increase in the expected credit loss.

The decline in profit is partially offset by the absence of an impairment charge during the nine months for 2021 in
comparison to the KWD 15.5 million in nine months 2020.

Next, we move on to the balance sheet on slide 16. Again, | will cover each item in the order in which they appear on
slide 16. The first item on the balance sheet is aircraft engines and equipment, so essentially our fixed assets.
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Aircraft engines and equipment in the nine months for 2021 declined marginally in comparison to 2020.Five
A320neo aircraft were added to the balance sheet during the first nine months of 2021. Two were added in quarter
one of 2021, one in quarter two 2021, and then two in quarter three of 2021.

This increase was partially offset by, firstly, the sale of the three 737 aircraft leased to Ethiopian Airlines.
Depreciation charges, including those of four A350-900s have seen and a negative movement due to the
deterioration of the US dollar against the Kuwait dinar.

Next, we have capital advances. Capital advances represent three delivery payments made to Airbus and Boeing in
respect of our aircraft order. In the nine months for 2021, capital advances balance reduced by KWD 24.7 million.
That was from KWD 162.9 million to KWD 138.1 million.

This reduction represents the amount transferred from capital advances to aircraft engines and equipment. So upon
the delivery of an aircraft, basically money moved from capital advances to aircraft engines and equipment when
aircraft is delivered.

Next, we have receivables. The 55% decline in our receivable balance, it goes from KWD 57.3 million to KWD 25.9
million, is due to two reasons. Firstly, collection efforts have decreased the overall receivables amount but then,
secondly, there’s been an increase in the expected credit loss which is netted off against a receivables balance.

Cash and cash equivalents declined by 7% during the nine-month period, mainly due to the repayment of unsecured
loans and acquisition of aircraft. Retained earnings and reserves changed slightly by 4%, representing a loss for the
period in addition to the negative movement in the FCTR, which is the foreign currency reserve as the US dollar
weakened against Kuwait dinar.

Loans and borrowings. This is the next item on the this and net borrowings fell by 4% compared to the prior year.
The fall in borrowings is due mainly to the repayment of unsecured and secured loans and net of new loans taken
out during the period. Security deposits remain broadly flat for the period.

The next item then is maintenance reserves. The 19% decline in maintenance reserves was due to the restructuring
of leases with an airline where all the maintenance reserve liability was converted to an end of lease compensation
arrangement.

The associated maintenance cash reserves held by ALAFCO were then used to cover the outstanding arrears from
the airline and any remaining cash was recorded in other liabilities as an advance or prepayment against upcoming
lease payments.

Other liabilities. The 47% increase in other liabilities was mainly due to firstly a deposit received as part of a potential
sale of an aircraft and, secondly, proceeds from the drawdown of a letter of credit received in respect of a defaulting
airline customer. The letter of credit proceeds will be used to offset against future obligations of the airline.
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Next, we move on to slide 17, which is our financial position. It gives a synopsis of where we are. As shown in this
slide, the growth in ALAFCO’s balance sheet is more or less consistent year-on-year up until this period.

Total assets have declined by 5%, mainly due to an increase in the expected credit loss provisions which cause the
receivables balance on our balance sheet to decrease. Equity was also down slightly following the net loss recorded
during the year in addition to the negative movement in the foreign currency reserve as the US dollar weakened
against the Kuwaiti dinar.

Liabilities also declined, reflecting the repayment of borrowings and a decline in maintenance reserve liabilities
which were reduced as part of a restructuring of certain leases.

Next, we move to slide 18, which is financial highlights. Here, we discuss the key financial ratios. While ALAFCO’s
current ratio remains low, the company remains liquid and is able to fulfil its obligations as and when they become
due. Leverage is relatively low and comfortable with our lessor peers.

The lease rental factor and profit margins remain lower in this period. This is following a decrease in revenues and
increase in credit loss provision that we had started to see in the first quarter of the financial year.

However, we do remain confident that the aviation sector and specifically the aircraft leasing sector will recover and
return to the pre-COVID levels of profitability and strength.

Next, we have slide 19 which deals with our lease term. ALAFCQO’s financial position is supported by an average
remaining lease term of 8.2 years with the majority of our lease agreements maturing after 2025. | will now pass the
presentation back to Adel to continue with the sustainability and outlook slides. Thank you.

Adel Albanwan Thank you, Kieran. We will move on with the presentation, the sustainability, then it will be
followed by the outlook. The sustainability, as you can see, it’s focus on three pillars, younger fleet, efficient aircraft
and environmentally friendly, which has been adopted by ALAFCO since 2006, the strategy of acquiring new aircraft.

For the financing activities, lessors like ALAFCO enable airlines to move into the new technology aircraft and even
the financing for these new aircraft is much easier. For the social commitment, we have continued to support and
help the community in achieving its targets.

Last of all, to the market outlook. The appetite for travel continues to show signs of recovery across domestic and
international markets. A strong economic rebound witnessed in most countries is also a sign for a similar rebound in
travel. IATA’s latest survey in June shows that up to 60% of those surveyed expressed a willingness to travel in the
next couple months.

On another hand, airlines continued to adopt a cautious approach as many are still operating at reduced capacity.
The pandemic has also expedited replacement plans by airlines. Fleets that are mostly affected are older aircraft. We
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foresee that airlines will seek alternative finance sourcing from lessors and specifically through a sale and leaseback
agreement.

As for leasing activities, we are witnessing an increase in mergers and acquisitions which are likely to extend well
beyond 2021. Investors, meaning by investors lessors and private investors, are looking to capitalise on distressed
lessors.

The long-term view of the leasing industry remains positive and airlines are likely to shift to an operating model that
is based on leasing aircraft rather than owning aircraft. With that, I'd like to thank you all and to conclude our
presentation and move on to the Q&A. We would like to have some five minutes to allow us to gather the questions.

Mirna Maher Thank you. If you'd like to ask a question, please type your question in the Q&A chat to all
panellists and the management will address.

[Gathering questions].

Leslie Mouawad Hello, ladies and gentlemen, we’re ready to take your questions. The first question is where
are current lease rates in comparison to pre-corona levels and how do you see this ratio moving forward? | will pass
this question to Mr Kieran.

Kieran O’Keefe Thank you, Leslie. What we’ve seen in previous downturns is for the value in lease rentals of
aircraft to recover gradually to their pre-downturn levels as the recovery kicks in and the airlines start returning to
normal operations, start flying again. Now, this has generally been more strongly evidenced for the younger aircraft,
so you're talking about the A320s and 737s, especially for the newer technology.

If you go back and look at previous downturns, the newer equipment, the newest technology is the first to recover
but also more interesting, it’s also the one the comes back closest to where we were expecting to be if there was no
downturn.

So, the older equipment will also get a return and a bounce back when the recovery starts but they may not get the
full recovery back to where we would expect them to be if the downturn hadn’t happened. If hit a downturn and the
market tanks by 50%, just to use a number, we would expect the new technology start to come back to recover all of
that loss, the full 50%.

Let’s say, older stuff, maybe even some of the older wide-bodies, they will recover but they won't necessarily
recover the full 50%. That’s what we’ve seen in analysis done by Ascend and other experts in it and it’s also been our
experience over the past 30 years.

In any recovery like this, if you’re positioning yourself, what you really want is to have the newest equipment and the
most popular equipment and the newest technology.
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If you look at the ALAFCO, we pretty much tick that box in terms of the average age and the aircraft types that we
have in our fleet. We've got the A320s. A lot of them are the neos, We’ve got the order. We’ve got the A321 and
also, then, we’ve got the 737 MAXs. Also, what we do is we’re managing the exit out of our older equipment over
time by doing aircraft sales. Hopefully, that has answered that question, Leslie.

Leslie Mouawad On to the next question about profitability. When is ALAFCO expected to return to
profitability pre-corona levels? For you, Kieran.

Kieran O’Keefe Thank you, again. At the moment we’re seeing a lot of good leading indicators which are
pointing towards a recovery starting pretty much now and we do see that when we look at the number of flights in
the different regions but we’re also seeing that the recovery will be unevenly spread across the world.

Secondly, then, the other factor is the airline profit recovery. So, they might start flying, being active, and the load
factors will increase but when do they actually start generating money. That profit recovery will lag the traffic
recovery.

When you take that into account, we start to expect that the final quarter of financial year 2021, we think that will
also be challenging because, as | said, there will be a lag, but then we start to see all these other factors start to kick
in improvement. So, we are actually a lot more positive for the next financial year, for financial year 2022. | will
pause there, Leslie.

Leslie Mouawad Thank you, Kieran. We have another question about restructuring of contracts and the
impact on lease income. Are we expecting further amendments to existing ones? For you, Kieran.

Kieran O’Keefe Again, it is related almost to my previous answer. We're seeing a kind of uneven recovery.
We're seeing lots of good things coming out of the United States, lots of good things coming out of Europe. In Asia
the recovery is happening but it’s very uneven and it’s slower.

My expectation is that Asia will still probably get a few more requests for deferrals. We've seen them at the
moment, so we kind of know who is coming at us. The short answer is, yes, we think Asia is still problematic and
we’re expecting one more request for deferral but then we expect everything to start to improve and straighten
itself out.

Leslie Mouawad Thank you, Kieran. We have a last question about the timeline of new deliveries. By when do
you expect to receive all the new aircraft, split of new deliveries in terms of Airbus and Boeing? For you, Kieran,
please.
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Kieran O’Keefe Our order book stretches out to 2028, so that’s the short answer, when we expect the final
deliveries. I'll just give a little bit more background on our order book. We organise the order book such that we
have four aircraft delivering next calendar year 2022, three in 2023 and then a further eight in 2024.

Now, what we’ve done is sort of back-ended the order book after 2024. Most of the aircraft are coming in 2025 till
2028. So, we have relatively light remarketing task over the next few years which allows us a lot more flexibility and
takes the pressure off, especially over the next year.

Even the aircraft that we have delivering next year, two of them are placed. So, we’re actually in a pretty good
position in terms of our order book and our delivery slots, as well. Again, I'll pause there. Hopefully, that’s answered
that question.

Leslie Mouawad Thank you very much. This is our last question and from here we can end our earnings call. |
pass it to Mirna.

Mirna Maher This concludes today’s call. Thank you, everyone, for joining.



