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and Finance Co. K.S.C.P Analysts
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Conference Transcript Q2/2021.

Greetings!

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

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

Finance Co. interest in

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

Analyst Conference for Q2 2021.
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Mirna Maher Hello, everyone. I'm Mirna Maher from EFG Hermes, and welcome to ALAFCO'’s
second 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 quick
presentation, and then we’ll open the floor for the Q&A session. Please, go ahead.

Leslie Mouawad Hello, ladies and gentlemen, this is Leslie Mouawad from 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. I'll now pass the call to ALAFCO’s CEO, Mr Adel Albanwan.

Adel Albanwan Thank you. Assalum Alaykum Wa Rahmatu Allah Wa Barakatuhu. We would like to
welcome everyone. We are pleased to be here and to have you all at our second investors and analysts call
for ALAFCO. I'm here with our CFO, Kieran O’Keefe. In today’s call, we will be giving you a round-up on
ALAFCO’s position to date, followed by an overview of the aviation industry and the performance of our
company during the period. So we’ll go ahead with the presentation now.

Starting with the overview, the company increased its portfolio to 79 aircraft by March 315, During the first
half of the year, we had three aircraft delivered, One aircraft was placed from our order book with SAS and
two others with Volaris as part of sale and leaseback agreement.

The portfolio is leased to 24 airline customers which consists of well-established airlines and low-cost carriers
across 17 countries. The majority of 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 type of 85% of narrow-body, modern aircraft. This comes as part of our
strategy to focus on narrow-body aircraft because of the higher demand for the model, which represents
around 75% of commercial passenger fleets around the world. We also invest in wide-body aircraft on an
opportunistic basis.

We are maintaining the strategy to invest in young, liquid and most sought-after assets to ensure our portfolio
remains well-balanced and attracts demand worldwide, especially with the 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 72 aircraft yet to be delivered in the future.

Now, moving to slide number six, as you can see the pandemic has demonstrated the strength of our fleet
focus on young, popular, liquid aircraft types, our diversified portfolio of good airlines credit, and of course a
strong order pipeline of new-generation narrow-body aircraft which will meet long-term demand. The order
book aims to especially meet the environmental regulations and cost-efficiency in the operational use of these
aircratft.

As you may know, most of the subsidies that governments are supporting airlines have a condition that any
re-fleeting should be with a modernised aircraft and should be environmentally-friendly, and ALAFCO is
equipped for that in its order book.

And last in this slide, the company had also reduced aircraft purchase commitments in the 2020-2023
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timeframe through a combination of cancellations and deferrals.. This is obviously due to the pandemic and
the implications of the pandemic. We need to align our goals and our ambitions with the pandemic first.

Moving to the next slide on the industry update. The impact of the pandemic is still clear on the leasing sector
as well as on airlines. When it comes to leasing, we continue to see a slowdown in demand for leased aircraft
in addition to requests for rental deferrals from airlines, from time to time, which have been covered mostly
in the early months of the pandemic in 2020.

Airlines remain reluctant to add capacity, and the capacity is forecasted to return at a slower pace than traffic.
In general, this has caused an increase in rental arrears and leasing of aircraft by airlines.

As for to the impact on airlines, IATA forecasts the net loss for 2021 to be $47.7 billion, which is a 62%
improvement over 2020. Cost remains a challenge with airlines being focused on preventing cash burn in
2021, many airlines have started receiving support from governments and suppliers such as lessors, banks
and other vendors.

However, a year into the pandemic, positive signs are starting to show and give a better outlook on the
aviation industry, as follows. Air traffic is increasing in the two biggest domestic markets, the US and China,
both with positive signs there. Europe will come very soon.

Vaccine rollout continues at a fast pace, with Europe and North America leading the way, signalling
international travel to resume by July 2021, which is a good sign. The rating agency, Moody’s has changed
its outlook from negative to positive for the industry, which is very positive for the industry.

Now, moving to the next slide, we are looking at the market and the outlook. Domestic travel is recovering
faster than international, and regional will follow. It is largely driven by buoyant economic growth, accumulated
consumer saving, pent-up demand and easing of travel restrictions through borders.

The short-term aviation environment remains challenging, however the medium-term outlook has improved
thanks to the fast roll-out of vaccines worldwide. The aircraft leasing model remains strong. There is also
significant capital that has been raised in the aviation sector, supporting aircraft values.

With all these positive signs in the market, lessors are still seen as a conduit to recapitalise airlines to enable
OEMs to deliver new aircraft. Also, lessors are fuelling the growth of the industry. We’ve seen some sale and
leaseback transactions, mostly fuelled by lessors.

Moving to the next slide on the operational review, in the first half of the year, we have delivered a total of
three new aircraft, of which we had addressed in our Q1 presentation the delivery of an A320neo aircraft to
SAS, a leading European airline. The aircraft was the fourth delivery as part of a lease agreement for five
aircraft.

We also delivered another A320neo aircraft in Q1 to Volaris, and a second A320neo in Q2 as part of the sale
and leaseback agreement of four aircraft with Volaris, a Mexican low-cost carrier.

As presented in the Q1 call, our order book consists of 72 narrow-body aircraft, of which 42 are A320neos,
10 A321neos, and 20 B737 MAXs. We have also taken steps to ensure that the majority of deliveries are
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scheduled to start in 2024 and beyond, to align it with the post-pandemic pent-up demand that is foreseen.

We have some lease updates, here. By the end of the first half of our financial year, the weighted average
age of our portfolio stood at 4.4 years, which is in line with our strategy and business plan. This is calculated
based on a weighted average of assets’ age and value.

As for its composition, the fleet today has an optimal composition comprising of mostly new technology
aircraft, the A320neo, A320ceo and B737 NG, which are narrow-body models that are seeing great demand
from airlines worldwide to cater for domestic and regional travel. Together with the young age of the fleet, the
value of lease rates, ALAFCO is in a very competitive position to recapitalise airlines. Now, | would like to
pass to Kieran to cover the financial review with you, gentleman. Yes, Kieran.

Kieran O’Keefe Thank you, Adel. Can | just check, can everybody hear me okay?
Adel Albanwan Yes.
Kieran O’Keefe Perfect, okay. Hello, everybody, and welcome back to this quarter’s earnings call.

Just allow me to remind you that ALAFCO’s financial year starts on October 1%t of each year and ends on
September 30", so our first half of 2021 ended on March 315t 2021. So anyone who likes to think in terms
of dollars, then | suggest a quick and dirty way of converting the numbers that you’re going to see here,
which are all in Kuwaiti dinars, is to multiply Kuwaiti dinar numbers by a factor of three, to get the
approximate equivalent in US dollars.

So on slide 15, these are the highlights. First of all, we’ll just outline our financial results at a high level, and
then do a deeper dive on the more important numbers. The first number on your screen is total revenues,
which consists of operating lease revenues, profits from aircraft trading, and other income.

Total revenues stood at KD51.8 million in the first half of 2021. This is down 14% from the KD60.2 million in
the first half of 2020. The difference was mainly due to lower operating lease revenues in the first half of
2021, and a gain on sale of an aircraft that was recorded in the first half of 2020. So no aircraft were sold in
the first half of 2021, so we have no equivalent gain on sale in this half.

Operating lease revenues were KD51.7 million, so that's down 11% from KD58.2 million in the first half of
2020. This reduction was caused primarily by restructuring of leases with some of our airline clients, and
aircraft which were on lease in the first half of 2020 which came off lease in the first half of 2021, and are
currently being remarketed for sale or lease.

So earnings in the first half of 2021 continue to be impacted by the slowdown in global leasing. This is affected
by the COVID-19 pandemic and the associated restrictions on travel. Again, looking at the slide, you can see
that our net loss has improved, standing at KD2.5 million versus KD4.5 million in the first half of 2020. So this
is a 43% improvement on 2020.

And this 43% reduction in net loss was primarily because there was no aircraft value impairment taken in the
first half of 2021 compared to an impairment of KD15.5 million in the quarter during the previous period in the
first half of 2020. So these are the high-level numbers, and | will discuss all these items in more detail in the
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following slide, which is slide 16.

Moving on to our income statement, I'll explain each line item in the order in which they appear on slide 16.
So first up is operating lease revenue. We saw a decline in operating lease revenues of 11% in the first half
of 2021 versus the first half of 2020.

Operating lease revenues fell from KD58.2 million in the first half of 2020 to KD51.7 million in the first half of
2021. The primary reason for this decline was the restructuring of a couple of our airline clients, and the
second reason was loss of rental income from aircraft which were on lease in the first half of 2020 but then
came off lease in the first half of 2021.

The next line item is depreciation. The depreciation decreased by 11%, mainly due to the depreciation of four
A350-900s which had depreciated on our books for six months, in comparison to only three months during
the previous period, the first half of 2020.

Finance costs declined by 16%, from KD19.7 million to KD16.5 million, and this is primarily due to the
repayment of loans during the six-month period. The next item is staff costs, which was slightly lower than
the previous period, a decline of about 7%.

Other operating expenses recorded a significant decline of 56%, as ALAFCO incurred maintenance expenses
in the first half of 2020 with respect to aircraft which were repossessed from Jet Airways in India last year.
So these costs were not repeated in the first half of 2021, which explains the difference in the numbers.

Other income includes murabaha income and other miscellaneous income. And just a little explanation as to
what murabaha income is. You should treat it as being similar to deposit income. So in the first half of 2020,
other income included an end-of-lease settlement amount received from an airline client, but there was no
similar end-of-lease settlement income in the first half of 2021.

Next, we come to allowance for credit losses, which have increased significantly from approximately KDO.2
million in the first half of 2020, to KD8.7 million in the first half of 2021. This represents the largest period-on-
period change and is due to the increase in the probability of default by a few of our airline customers.

Gain on sale of aircraft is the next line item in the income statement. In the prior period, we recorded a gain
on sale of KD1.4 million, which represents a profit from selling an A320neo aircraft. However, no aircraft were
sold in the first half of 2021, so therefore there was no associated gain on sale in this period.

And now the last item, and it’s the largest, it relates to impairment. ALAFCO recorded an impairment provision
of KD15.5 million in the first half of 2020, which covered the loss in value of several aircraft. We recorded no
impairment for this half-year period in 2021. However, we are working on our current analysis and it will be
included in our full year accounts for 2021.

So to summarise the income statement results, ALAFCO recorded a loss of KD2.5 million for the first half of
2021. This is 43% lower than the equivalent period in 2020, and is due mainly to two reasons. One is we had
no impairment provision in the first half of 2021 versus an impairment provision of KD15.5 million in 2020.
This was partially offset by an increase in the expected credit loss to KD8.7 million, so two provisions going
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in the opposite direction.

Next, after the financial income statement, I'd like to move onto the balance sheet. This is slide 17. Again, |
will cover each line item in the order in which they appear on slide 17. So the first item is aircraft, engines
and equipment. Aircraft, engines and equipment in the first half of 2021 are flat compared to the same time
period in 2020.

We had three A320neo aircraft which were added to the ALAFCO balance sheet during the first half of 2021,
of which two were added in the first quarter and the third was added in the second quarter. This increase is
partially offset by the depreciation charge, including those of the four A350-900s, which we previously
mentioned when discussing depreciation in the income statement.

The next item is capital advances, and these represent pre-delivery payments made to Airbus and Boeing in
respect of our order book. In the first half of 2021, the capital advances balance reduced by KD27.8 million,
from KD162.9 to KD135.1 million. So this reduction represents the amount of transferred capital advances to
aircraft fixed assets upon delivery of the aircraft.

The next item is receivables, and we reported a 29% decline in receivables. This is going from KD57.3 million
to KD40.9 million, and this due primarily to two reasons. Firstly, the decrease in the overall receivables
amount and, secondly, as we mentioned before, we've increased the credit loss provision, and this is netted
off against the receivables balance.

The next item is cash and cash equivalents, and these declined by 65% during the six-month period, and this
is mainly due to repayment of our unsecured loans. Next, we have retained earnings and reserves, and these
changes slightly, by 3%, reflecting the loss for the period in addition to negative movements in our foreign
currency translation reserve (FCTR). And this is due to the fact that the Kuwait dinar weakened against the
US dollar.

The next item is loans and borrowings. Net borrowings fell by 5% compared to the prior half-year. Falling
borrowings is mainly due to the repayment of unsecured loans, but also net of new loans taken out during
the period. Security deposits remain flat for the period.

And next we have maintenance reserves. We recorded a 10% decline in maintenance reserves, and this 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, and the associated maintenance cash reserves held by
ALAFCO were then used to cover outstanding arrears from the airline, and any remaining cash was reported
in other liabilities as an advance or prepayment against upcoming lease payments.

So other liabilities, we had a 23% increase in other liabilities, and was mainly due to the transfer from
maintenance reserves relating to the lease restructuring and deferrals, as previously discussed.

Next, we move on to slide 18. We have a series of charts on ALAFCO’s financial position. As shown in this
slide, the growth in ALAFCO'’s balance sheet is still more or less consistent, year on year, up until this period.
Total assets have declined by 5%, and this mainly due to the fact that we’ve used cash to repay borrowings
as they become due, and also reducing capital allowances to fund new aircraft deliveries.
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Equity was also down slightly, it's following the net loss reported during the year, in addition to the negative
movements in the foreign currency translation reserves (FCTR). Liabilities also declined, and this is reflecting
the repayment of borrowing and decline in maintenance reserve liabilities.

Next, we can move on to slide 19. Here, we have additional financial ratios. The first one, the current ratio,
you can see this remains low, but the company still remains very liquid and we’re more than able to fulfil our
obligations as and when they become due.

Leverage measured by debt to equity, this is 2.98, relatively low and is certainly comparable if you look at us
against our leasing peers. The average lease rental factor and profit margins remain lower this period, and
this is following a decrease in the revenues and increase in credit loss provisions we 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 will return to the pre-COVID levels of profitability and strength.

Next, we move on to slide 20. ALAFCO, as we see from this, our financial position is supported by an average
remaining lease term of 7.7 years, with the majority of our lease agreements maturing after 2025. So with
that, now, | will pass the presentation back to Adel to continue with the sustainability and outlook slides.
Thank you, everybody.

Adel Albanwan Yes, we're back, ladies and gentlemen. So our strategy at ALAFCO has always
ensured long-term sustainability by committing to a fleet that includes the most fuel-efficient new-generation
aircraft that supports airlines in meeting their CORSIA obligations, which stands for Carbon Offsetting and
Reduction Scheme for International Aviation.

ALAFCO is also contributing to the operational continuity and sustainability of the global airlines. The
company is helping them switch to a new fuel-efficient aircraft by financing up to two-thirds of the financial
commitment for a new model, fuel-efficient aircraft that they use. Socially, we've been engaged in the long-
term, supporting organisations, helping their communities battered by the pandemic and the disparities it has
created.

Outlook, positive. We've seen the recovery is really looming at a not-too-far distance, and we are optimistic,
always. The appetite for travel remains strong and a rebound is expected to be strong, driven by higher
consumer saving. The rebound in demand is expected to be sharp at the level of domestic travel, as a result
of appetite for travel when permitted.

As we speak in this presentation, today, there is so much news about travel restrictions between countries
more easing now. For example, here we are in Kuwait, the day before yesterday, everyone who travelled to
Kuwait, they need to be quarantined for a week. Now, today with the new regulations, there is no quarantine
needed for a vaccinated visitor to Kuwait from certain countries, they just need to do a PCR within three
days of their visit.

And as for the airlines, they are forecast to continue focusing on cost-containment. This will be done by
restructuring their fleets to achieve lower cost and long-term sustainability. The near-term focus for most
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airlines is towards recovery rather than growth demand, and therefore they will rationalise their fleet towards
fuel-efficient, environmentally-friendly aircraft. Those are the key factors that are expected to drive demand
for ALAFCO’s order book.

With these drivers in hand, lessors will support the recapitalisation of airlines, mainly through sale and
leaseback. In the long term, the share of leased aircraft is likely to increase, and it has already increased
during this pandemic through the sale and leaseback transactions, as airlines seek more robust liquidity and
focus on the balance sheet.

With that, we would like to conclude the presentation. Thank you for giving us the opportunity to present to
you the major events for ALAFCO during this second quarter and year to date, and we will be welcoming
your questions momentarily. Thank you, everyone.

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

Mirna Maher Leslie, would you like me to read the questions?

Mirna Maher Everyone, please hold, we will start the Q&A session shortly.

Leslie Hello, ladies and gentlemen, we’re going to start with the questions now. Our first

guestion is when do you expect travel to return to pre-COVID levels? And the CEO will be answering.

Adel Albanwan Yes, | think, generally speaking, we’ll be seeing the pre-COVID level fully recovered
by mid-2022 onwards. This is anticipation and expectation, and the signs that we are seeing now in the
domestic market, in the US and China, which will spread all over Europe and the region of the Middle East.

Leslie So now, we’ll go to the next question. What level of impairments do you expect to book
during the second half of the year, with the continued pressure on lease rental and your wide-body aircraft?

Adel Albanwan It's hard to speculate when it comes to the impairment. We would need to have a full
view on our leases by the end of the year, and all the restructured leases by the end of the year, so hopefully
it wouldn’t be much of an impairment, but, as | said, it's hard to speculate what would be the asset value and
the impairment needed by the end of this year. However, the good sign is that most of our fleet is narrow-
body, so we hope that we don’t encounter unnecessary impairment.

Leslie We’re going to go to the next question. The question would be for the CFO, Mr Kieran.
In a weak economic, low interest rate environment, do you expect airlines to go for aircraft purchase or lease
once more, once lockdowns are lifted?

Kieran O’Keefe Hi. It's an interesting question because we’ve seen a few changes. The trend in
interest rates is changing at the moment. There’s been a slight tick-up in the rate, and people are
discussing inflation a little bit more than they have in the past. Let's even put that aside and assume
interest rates stay low, and how does that figure into the overall equation?

If you look at it in terms of affordability for an airline, the key matter isn’t so much interest rate as the amount
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of money you’d have to raise as equity to put in to purchase the aircraft from Boeing or Airbus. So that is
equity which the airlines have to pay PDPs, which has to sit with the manufacturers for two to three years,
possibly longer, and which is non-revenue-earning.

Now, if you take that against the background of what’s happened to the airlines at the moment, most of them
have very little equity, they’ve actually borrowed more money from governments or from banks just to survive
and get through COVID-19, so we see them as being very cash-strapped and not really in a position to fund
major new orders with the manufacturers.

So putting everything together, the view would be that airlines have weaker balance sheets, or less well-
capitalised, and therefore will be relying more on leasing companies to fund future growth and are less likely
to be putting in orders with the manufacturers.

Obviously, it will be different for the bigger airlines, the big boys who will probably come of this stronger and
will be able to raise money. Don'’t be surprised if they place orders, but | think for the majority of airlines,
leasing will be the main option through which they will get new capacity in the future.

Leslie Thank you, Kieran. Our next question is about receivables. How are you thinking about
receivables, going forward? And the question will go to the CEO.

Adel Albanwan The CEO and the CFO. To start with, our receivables position has stabilised and is
going down in a good manner. This quarter, there is a 30% improvement. Anything further, Kieran, you would
like to add on the receivables, and the efforts that are being exhorted to reduce the receivables?

Kieran O’Keefe Yes. We track receivables pretty much every day, see who'’s paying, who’s not
paying, and we’re onto the airlines immediately to follow up, so as we’re tracking it every day we’ve seen a
reduction in that amount over time. And you can see that if you look at the balance sheet, you can see that
receivables balance has improved quite dramatically.

In terms of what’s going to happen going forward, | think it's going to be very much tied to what happens to
the industry. And as Adel has said, we are now starting to see improvements, the first signs of an
improvement in certainly domestic China, domestic US and now, | think also Europe. So as that comes into
play, the receivables balance should start to improve as well, reflecting, basically, the better health of our
airline clients.

Leslie Thank you. Our next question is with regards to your order book, you mentioned that
most deliveries will be after 2024, will there be any deliveries before 20247 If yes, how many, and are the
aircraft already placed with lessees? This question will go to the CFO, Mr Kieran. Hello, Kieran? | think you're
still muted.

Kieran O’Keefe Sorry, pardon me. So we have four aircraft in 2022 and five in 2023. Now, it’s still too
early to place some of these aircraft, but we are talking to airlines about some of them, certainly in the
nearer term, into 2022. It's a tough market and we have other aircraft to place as well, but they are all being
actively remarketed.
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The only other point | would make in relation to that is four aircraft in one year is not a huge number of aircraft
to place, so it's a reasonable marketing task and a lot less than we had, our original order in place. That’s the
end of that answer.

Leslie Thank you, Kieran. We’'ll go to the next question. The question will be about credit loss.
Do you expect any reversal in credit loss provisioning with the relaxation of the lockdown across countries,
say, by the end of the year? The questions will be answered by the CEO.

Adel Albanwan Yes, definitely as far as the airlines go, they will be adhering and honouring their
commitment. As far as their commitment is to be fulfilled, the ECL will definitely be recovered.

Kieran O’Keefe I would also add, the ECL, the expected credit loss is kind of a mathematical formula
which we have to follow, so it's based on probabilities and is triggered by the actions of the lessee, if they
seek a deferral. So some of it is automatic, there’s only a degree of judgement in it, so on the basis that we
think the provisions are probably more than will be actually realised, we expect there should be some
recovery in those numbers.

Leslie We have a last question. Do you intend to review your Airbus and Boeing orders as demand
for international remains slower than foreseen? And the question will be answered by the CEO.

Adel Albanwan Yes, this is a good question. We have already revised and rescheduled our orders with
Airbus and Boeing in 2020, and we are confident that our order is perfectly positioned to satisfy an upcoming
demand around the world. But if things change dramatically, then we will review our order with OEMs and
we might revisit the OEMSs in this regard.

Leslie And we’ve come to the end of our Q&A. Thank you, everyone, for joining us.
Adel Albanwan Thank you.

Mirna Maher Thank you, everyone, for joining, and have a good rest of the day.



