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ALAFCO 1Q23 results conference call Wednesday, 15 February 2023

Ahmad Moataz Hello, everyone, this is Ahmad Moataz, from EFG Hermes, and welcome to
first quarter of 2023 results conference call. 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. With us today are ALAFCO’s CEO, Mr. Adel
Albanwan and the VP of Finance, Mr. Salah Uddin Ahmad. | now pass the call to ALAFCO’s CEO, Mr.
Adel Albanwan.

Adel Albanwan Thank you. Hello everyone and welcome to ALAFCO’s earnings call for the
first quarter of the fiscal year 2023. | am Adel Albanwan, CEO of ALAFCO, joining with me is Salah
Uddin Ahmad, VP Finance. As usual, we will give a brief on ALAFCO’s position and the aviation
industry, then review the company’s performance and the industry outlook.

Starting with ALAFCQO’s position by the end of the year, our portfolio stands at 76 aircraft, which are
leased to 23 airline customers in 17 countries, globally distributed across all regions. These
customers mainly include government-backed airlines and well-established privately-owned carriers
backed by major investors.

Our young portfolio has an average age of 5.3 years with an average lease term remaining of 8.3
years. Our fleet also has a very healthy mix of aircraft types, of which 80% are modern single-aisle
aircraft. ALAFCO’s strategy is to focus on single-aisle aircraft as it serves 75% of commercial
passenger fleet around the world. We also invest in wide-body aircraft, however on opportunistic
basis.

Our strategy as reiterated in previous calls will remain to invest in the latest technology single-aisle
aircraft as it is the most liquid and enjoys the highest demand worldwide. This proved to be a
prudent strategy, especially in the post-COVID-19 pandemic era.

As for ALAFCO’s orderbook, we have 47 aircraft on order which we will also further discuss in the
presentation.

Moving into the industry update.

2022 ended on another positive note in the aviation industry with a continued strong surge in travel
demand. Airlines announced improvements in earnings, and for some, a return to profitability.
These indicators translate positively for the leasing industry.

When it comes to leasing, low aircraft production and continued demand for aircraft are maintaining
rates at resilient levels. Aircraft supply remains challenging with demand outstripping supply. Rising
rates and higher cost of capital is likely to push lease rates higher. Lower operating and financial risks
are more prevalent in the leasing sector with traffic volumes increasing and restrictions lifted.
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ALAFCO 1Q23 results conference call Wednesday, 15 February 2023

As for the airlines, IATA expects a return to profitability for airlines in 2023 as they significantly cut
losses in 2022. Inflationary pressure appears to be easing which is likely to drive down fuel costs.
Industry revenues expected to reach US$782 billion, a 54.5% increase from 2021 as per IATA.
Ukraine conflict continues to put pressure on oil prices, which remain the highest cost item for
airlines.

And demand for travel has seen a significant surge. Passenger demand continues to demonstrate
strong appetite at the end of 2022 and beyond. Air passenger traffic gained momentum globally and
RPKs increased from 41.7% in 2021 to 68.5% in 2022 compared to 2019 levels. China’s reopening
started propelling global air traffic back to pre-pandemic levels. Macroeconomic headwinds, appear
to have softened with inflation peaking — driving demand through lower prices.

Moving to our operational review. ALAFCO continues to deliver on major agreements. The Company
delivered one of two new A320neo aircraft to Volaris — which is based in Mexico. Delivery was made
from ALAFCO’s orderbook as per the lease agreement singed previously. The second aircraft is
scheduled to be delivered in Q2 2023.

The company also delivered two of three A320-200 aircraft to Berniq as per the sale agreement. The
remaining aircraft shall be delivered during the year.

During the company’s AGM by the end of the quarter, shareholders approved the sale and purchase
agreement by Macquarie AirFinance to acquire 53 aircraft from ALAFCO’s portfolio and its Boeing
order book of 20 B737-8MAX aircraft.

Going into our fleet composition. Our fleet portfolio remains very healthy with a weighted average
age of 5.3 years as of the end of Q1 2023. The average age is weighted based on the aircraft’s net
book value.

As for the composition, the fleet today has an optimal mix comprising mostly of the A320neo,
A320ceo and the B737 NG. Single-aisle aircraft make up 80% of our committed fleet. These aircraft
have a proven demand from airlines worldwide to cater to domestic and regional travel. Thus,
ALAFCO is at very competitive position in the market.

Going into our fleet distribution. ALAFCO’s fleet is geographically distributed as follows.

43% of our fleet is placed in the Asia Pacific region mainly with government backed airlines and well
established LCCs. 22% of the fleet is placed in Europe with flag carries including ITA, based in Italy,
SAS, based in Sweden, and Aegean, based in Greece. 17% of the fleet is placed in the Middle East,
including our national carrier, Kuwait Airways. And lastly, the remaining 18% of our fleet is placed
with reputable airlines in the Americas, including Allegiant, based in US and Volaris, based in Mexico.

As for our order book. Our order book today has 47 aircraft with Airbus from the A320neo family.
The majority of deliveries are scheduled to start in 2026 and beyond.
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| now pass the presentation to Salah who will be reviewing ALAFCQO’s financial performance for the
period.

Salah Uddin Ahmad  Thank you Adel. Hello everyone. Thank you for joining ALAFCO’s earnings
call for Q1 2023. A reminder that ALAFCO’s financial year starts on October 1st of each year and
ends on September 30%" of the following year. To convert Kuwaiti dinar numbers into US dollars,
multiply the numbers by roughly 3.2 to get an approximate equivalent.

ALAFCO ended the first quarter of its financial year with an Operating Lease Revenue of 8.2 million
Kuwaiti dinars, a decrease of 65% from Q1 2022.

Net Profit stood at 0.7 million Kuwaiti dinars, down from a net profit of 2.3 million Kuwaiti dinars in
Q1 2022, mainly due to lease rental income and depreciation of aircraft not recorded starting
October 1, 2022 relevant to the 53 aircraft sold as well as an increase in finance costs.

While the recorded EPS is 0.68 fils during the period.

These are the headline results. Next, we will discuss the Income Statement and Balance Sheet in
more details.

Moving on to our income statement on slide 13. The decline in Operating Lease Revenue was mainly
due to not recording the lease income on 53 aircraft since October 1st, 2022 following the AGM’s
approval of the sale and purchase agreement with Macquarie.

As for Depreciation, the decline in comparison to the previous period is mainly due to no
depreciation recorded in the current period for 53 aircraft to be sold to Macquarie.

Financing costs increased by 29% mainly due to the increase in the finance cost rate and the addition
of an aircraft delivered to Volaris in the current period. Staff costs decreased by 26% due to cutting
staff incentive costs for the current period.

Other Operating Expenses increased slightly by 9% due to additional insurance expenses incurred
during the current period. On another hand, other Income - which includes Murabaha income —
increased significantly by over 600%. It was driven by the reversal of some of the old provisions and
liabilities which are no longer required to be paid to any third party as well as recording the price
ticker related to the 53 aircraft to be sold to Macquarie.

In result, ALAFCO ended Q1 2023 with a net profit of 0.7 million Kuwaiti dinars.
Moving on to our balance sheet on slide 14. Starting with our fixed assets which slightly decreased
by 1%, representing the depreciation charge for 23 aircraft and the sale of an aircraft and addition of

a A320neo aircraft delivered to our client Volaris. The decrease was offset partly offset by the
depreciation not recorded for the 53 aircraft which are now shown as held for sale.
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Next, the 19% decrease in capital advances is mainly due to the aircraft cost of the new A320neo
aircraft which was delivered to Volaris.

As for receivables, the 11% increase from Q1 2022 is mainly due to recording the price ticker during
the current period which is to be received from Macquarie. The increase is partly offset by the
collection of past due and reversal of maintenance reserve receivables from the lessees as per the
restructuring plan.

Cash and cash equivalent increased by 28% due to a new financing amount of 40 million US dollars
against the A320neo aircraft delivered to Volaris. This increase is partly offset by the repayment of
secured loans during the current period.

Next up, retained earnings and reserves decreased by 2%, reflecting the movement in FCTR as the
Kuwaiti dinar weakened against the US dollar.

Loans and borrowing declined by 2% representing the repayment of loan equivalent to 18.8 million
Kuwaiti dinars (around 61.4 million US dollars) made during the current period. The repayment is
partly offset by the new financing equivalent to 12.2 million Kuwaiti dinars (around 40 million US
dollars) for the A320neo aircraft leased to Volaris.

Security deposit balance stood still with a slight increase of 1%.

Maintenance reserves and provisions decreased by 5%, representing the net maintenance reserve
movement which includes maintenance reserve and heavy maintenance reserve provisions adjusted
against the sale of a previously leased A320 aircraft, in addition of new maintenance reserve

invoices, as well as the settlement of maintenance reserve claims during the current year.

As for other liabilities, the increase represents the lease rent payable to Macquarie Airfinance for 53
Aircraft.

To summarize, total assets declined by 1% mainly resulting from a decline in capital advances of an
A320 aircraft delivered to Volaris, which is partly offset by the increase in cash and cash equivalents

and receivables.

Total equity slightly declined mainly due to the negative movement in FCTR as the Kuwaiti dinar
weakened against the US dollar.

Total liabilities slightly declined because of (a) the repayment of loans and (b) decline in
maintenance reserve liabilities which is settled or reduced as part of restructuring of the leases.

This concludes our income statement and balance sheet review.

We now move to the financial position on slide 15.
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While ALAFCO’s current ratio remains low, the company remains liquid and able to fulfill its
obligations as and when they become due. Leverage is comparable with our peers.

Lease rental factors and profit margins remain lower in this period. However, we remain confident
that the aviation sector and specifically the aircraft leasing sector, will recover and return to their
pre-Covid levels of profitability and strength.

ALAFCO'’s financial position is supported by an average remaining lease term of 8.3 years, with the
majority of our lease agreements maturing after 2026.

| will now pass the presentation back to Adel to continue with the sustainability and outlook slides.

Adel Albanwan Thank you, Salah. Our strategy at ALAFCO remains focused on ensuring long-
term sustainability by working on maintaining one of the youngest fleets in the industry, which in
turn offer the most fuel-efficient and environmentally friendly aircraft to support airlines in
optimizing their fleet and operations.

The wider market is also showing a significant penetration of new technology aircraft. Our higher
proportion of investment is therefore in new technology aircraft in order to support global airlines to
meet ESG targets.

ALAFCO is also contributing to the operational continuity and sustainability of global airlines. Lessors
like ALAFCO enable cash strapped airlines to switch sooner to new fuel-efficient aircraft, therefore
offering financial flexibility to support airline customers in fast-tracking retirement of older aircraft.
We’'re also focused on divesting from older aircraft to support transition to aircraft that have less
carbon emissions.

Socially, we continue to be engaged in supporting organizations that are helping its communities in
activities we are most invested in. Poverty alleviation and education as well as aviation awareness
activities remain the cornerstone of our social commitment.

We now move to our outlook on the market. Our outlook remains positive.

Passenger travel has continued its recovery. International RPKs in 2022 grew by 152.7% YoY
compared to 2021 levels. Combination of easing restrictions and ongoing pent-up demand continues
to drive growth globally. Passenger bookings remain high, as passengers' willingness to travel
continues to be observed internationally. Passenger demand is expected to reach 85.5% of 2019
levels over the course of 2023 (IATA).

As for airlines, resilience has been the hallmark for airlines in the COVID-19 crisis. Airlines are

expected to post a net profit of USS4.7 billion in 2023 (IATA), as airlines continue to control costs.
Airlines remain optimistic about outlook for 2023 lower prices and growing pent-up demand should
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keep costs in check as strong growth continues. Undoubtedly, some uncertainty will persist with risk
of recession. However, expectations of a long, deep recession continue to decline.

With these points, the lessors market remains attractive. Lease rates continue to be driven upwards
due to aircraft shortage and rising interest rates. Expectations that demand for leased aircraft will
rise as carriers rebuild capacity as they strive to strengthen air travel demand. Increased travel
volume and demand will help leasing sector profitability and cash flow. Leasing market remains
competitive, with supply restrictions benefiting those with strong orderbooks.

With that, we conclude our presentation and move on to the Q&A.

Ahmad Moataz Thank you. If you’d like to ask a question, please type your question in the
Q&A chat to all panelists and the management will address.

[Gathering questions].

Leslie Mouawad Hello, ladies and gentlemen, we’re ready to take your questions. Our first
guestion is: are you still expecting lease rates to return to pre-Covid-19 levels in the 5 coming years?
What is the expectation of the LRF going forward for the various types of aircraft with ALAFCO? The
guestion will be answered by the VP of Finance, Mr. Salah.

Salah Uddin Ahmad  What we have seen in previous downturns is for the values and lease rentals
of aircraft to recover to their pre-downturn levels as the recovery kicks in and airlines return to normal
operations. This is especially true for young, modern, and most efficient aircraft such as the A320neo
and the B737Max.

Leslie Mouawad Our next question: After the approval of sale of 53, your portfolio stands at
76 aircraft and 47 in orderbook? The question will be answered by the CEO.

Adel Albanwan Yes indeed. As of today, the portfolio remains at 76 aircraft until the
completion of the sales transaction in the coming phase, while the purchased orderbook has been
transferred.

Leslie Mouawad Our next question is: In which region or airline types is ALAFCO planning to

target with its new orders? The question will be answered by the CEO.

Adel Albanwan We do not necessarily target a region or airline type, rather we focus on
catering to global trends. These trends show a demand for narrow-body aircraft that enable airlines
to operate more frequencies, as well as maintain high efficiency rates and low fuel consumption levels.

Leslie Mouawad Our next question is: Assuming that inflation is non-transitory on a global
scale and rate hikes are expected from 2022 onwards, how would these factors likely impact the
demand of any already struggling airline industry as well as the Aircraft leasing industry? The
qguestion will be answered by the VP of Finance, Mr. Salah.
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Salah Uddin Ahmad Current macroeconomic conditions continue to drive inflation upwards,
unfortunately this is likely to impact multiple industries and not just aviation. With that being said,
inflation is likely to push prices up and there is likely to be a natural tendency for firms and airlines
specifically to pass these costs onto consumers. Long-term demand remains strong, and inflationary
pressures or rises in rates are not likely to impact appetite materially. Replacement aircraft, growing
demand and a push towards sustainability is pushing demand for new technology and fuel-efficient
aircraft globally.

Leslie Mouawad The next question: When is the asset purchase transaction completed? The
guestion will be answered by the CEO.

Adel Albanwan With shareholders recently approving on the 27th of December 2022, the
purchase offer we have received to buy 53 aircraft from our existing portfolio and 20 aircraft from our
orderbook with Boeing, the estimated timeframe for the transaction to complete subject to obtaining
approvals of the regulatory authorities will be within the next 12 months, according to the company
disclosure.

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

Ahmad Moataz This concludes today’s call. Thank you, everyone, for joining.
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