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Transcript
ALAFCO FY23 results conference call Wednesday, 03 January 2024

Mirna Maher Hello, everyone. This is Mirna Maher from EFG Hermes. And welcome to ALAFCO's fiscal year
2023 period results conference call. As usual, the company will start with a brief presentation and then we’ll open the
floor for Q&A. | now pass the call to ALAFCO’s management. Thank you.

Leslie Mouawad Hello, ladies and gentlemen. My name is Leslie Mouawad, joining 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 VP Finance, Mr. Salah Uddin Ahmed. |
now pass the call to Mr. Adel.

Adel Albanwan Hello everyone and welcome to ALAFCO’s full year earnings call for the fiscal year 2023. | am
Adel Albanwan, CEO of ALAFCO. Joining me is our VP Finance, Salah Uddin Ahmed. Today, we will give a brief on
ALAFCQ's position and the aviation industry, then review the company’s performance and the industry outlook.

Starting with ALAFCQ’s position by the end of the year. Our portfolio stands at 51 aircraft, following the sale of 25
out of 53 aircraft as part of the sale and purchase agreement with Macquarie AirFinance which was approved by our
shareholders last December 2022.

The 51 aircraft are leased to 14 airline customers in 11 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 4.9 years with an average lease term remaining of 8
years.

Our committed fleet also has a very healthy mix of aircraft types, of which more than 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 an opportunistic basis. This proved to be a prudent
strategy, especially in the post-COVID-19 pandemic era.

The industry update, this will be covered on slides 4 and 5. The travel market has recovered very close to the peak
2019 levels, and this is positively impacting the leasing industry as we will present in the following points.

When it comes to leasing, the commercial aviation sector has seen an excellent comeback, driven by strong
passenger growth. Supply chains appear to be stabilizing but still behind OEM expectations. Medium-term outlook
for demand remains promising, driving up demand for new aircraft. Rate of increases in lease rate still lags interest
rates, but lessors are benefitting from supply-demand dynamics.

As for the airlines, demand for travel continues to hold strong, despite higher ticket prices. IATA predicting return to
profitability for global airline industry in 2023. International travel demand approaching pre-pandemic levels,
supporting airline profitability and growth plans. Geopolitical tension and jet fuel volatility may create potential
headwinds in the near future which may taper growth.

Passenger demand and travel recovery are fast approaching pre-pandemics levels, while the momentum in
international travel has remained robust, with growth across most regions. Despite higher inflation and rising
interest rates, the impact on demand has not impacted the pace of recovery seen in 2023. Demand for air travel in
the longer term is expected to double by 2040.

The operational review, this will be covered on slides 6 and 7. ALAFCO delivered on major agreements during this
last fiscal year 2023. The company delivered two A320neo aircraft to Volaris from ALAFCO’s orderbook. Volaris is
based in Mexico. The company also sold two A320ceo aircraft to Berniq Airways, based in Libya. 25 out of 53 aircraft
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were sold as part of the sale and purchase agreement with Macquarie AirFinance. The ownership of 20 B737-8 Max
aircraft on order from Boeing were transferred to Macquarie AirFinance last January 2023.

Going into our fleet composition. Our fleet portfolio remains very healthy with a weighted average age of 4.9 years
as of the end of the 12-month period. 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 narrow-body aircraft. These aircraft have a
proven demand from airlines worldwide to cater to domestic and regional travel.

Going into our fleet distribution. ALAFCO's fleet is geographically distributed as follows: 38% of our fleet is placed in
the Asia Pacific region mainly with government backed airlines and well established LCCs; 20% of the fleet is placed
in Europe with flag carriers including ITA, based in Italy, SAS, based in Sweden, and Aegean, based in Greece; 21% of
the fleet is placed in the Middle East, including our national carrier, Kuwait Airways; and lastly, the remaining 21% of
our fleet is placed with reputable airlines in the Americas, including Sky Airline, based in Chile and Volaris, based in
Mexico.

| now pass the presentation to my colleague Salah Uddin Ahmed who will be reviewing ALAFCO’s financial
performance for the year.

Salah Uddin Ahmed  Thank you, Adel. Hello everyone. Thank you for joining ALAFCO’s earnings call for the fiscal
year 2023.

A reminder that ALAFCO’s fiscal year starts on October 1st of each year and ends on September 30th of the following
year. To convert Kuwaiti dinar numbers into US dollars, multiply the numbers by roughly 3.2 to get an approximate
equivalent.

We now move to a review of the headline earnings on slide 11. ALAFCO ended its fiscal year with operating lease
revenues of 35.9 million Kuwaiti dinars, a decrease of 63% compared to the fiscal year 2022. Net loss stood at 1.15
million Kuwaiti dinars, improving from a net loss of 58.9 million Kuwaiti dinars in 2022. The recorded EPS during the
period is a loss of 1.21 fils.

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 12. Starting with operating lease revenue, the decline of 63% was
mainly due to not recording lease rent since 1st of October 2022 from the 53 aircraft sold to Macquarie Airfinance.
That’s in addition to also not recording a release of maintenance reserve relating to two aircraft and penalty rent
against the late delivery of two aircraft, as in the previous period.

As for depreciation, the decline of 69% in comparison to the previous period is mainly due to not recording any
depreciation in the current period as well for the 53 aircraft to be sold to Macquarie Airfinance.

Financing costs increased by 22% mainly due to the increase in the finance cost rate and the addition of two aircraft
delivered to Volaris in the current period. Staff costs increased by 55% due to the provision of staff retention
program in Q4 2023.

The other operating expenses decreased by 51% following the decrease in expenses recorded against aircraft
maintenance, ABS transactions, storage fees and collection expenses during this period.

Furthermore, other income - which includes Murabaha income — increased significantly by 121%. 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 Airfinance.
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Allowance for credit reversal was down 53% with a decrease in the amounts of collection of past dues as well as
monthly dues.

ALAFCO made a gain on the sale of 1.4 million Kuwaiti dinars during the current year.
The company did not charge any impairment provision during the year in comparison to last year.
In result, ALAFCO ended its fiscal year of 2023 with a net loss of 1.15 million Kuwaiti dinars.

Moving on to our balance sheet on slide 13. Starting with our fixed assets, this decreased by 25% in comparison to
the previous period due to the depreciation charge of the 23 aircraft, and the 27 aircraft that were sold during the
period, including the 25 aircraft to Macquarie Airfinance. This was partly offset by the addition of 2 A320Neo aircraft
delivered to Volaris in the current period.

Next, the 60% decrease in capital advances is mainly due to transfer the ownership of the 20 B737 Max aircraft on-
order to Macquarie Airfinance as well as taking delivery of the two A320neo aircraft leased to Volaris from the
company’s orderbook.

As for receivables, the 34% increase in the fiscal year of 2023 is mainly due to recording the price ticker during the
current period that will be receiving from Macquarie Airfinance. The increase is partly offset by the collection of past
dues and reversal of maintenance reserve receivables from the lessees as per the restructuring plans.

Cash and cash equivalent decreased by 48% due to the repayment of additional secured and unsecured financing
during the current year.

Next up, retained earnings and reserves declined slightly reflecting the movement in FCTR as the US dollar weakened
against the Kuwaiti dinar and the recorded net loss during the current period.

For loans and borrowings, this declined by 34% representing the repayment of secured and unsecured loans
equivalent to 307.5 million Kuwaiti dinars (around 998.2 million US dollars) made during the year. The repayment is
partly offset by the new financing equivalent to 24.5 million Kuwaiti dinars (around 80 million US dollars) for the two
A320neo aircraft leased to Volaris.

Security deposit balance decreased by 48% as well following the sale of 27 aircraft.

Maintenance reserves and provisions decreased by 47%, representing the net maintenance reserve movement
which includes maintenance reserve and heavy maintenance reserve provisions adjusted against the sale of two
previously leased A320 aircraft and 25 aircraft sold to Macquarie Airfinance, in addition to new maintenance reserve
invoices and settlement of maintenance reserve claims during the current year.

Other liabilities increased by 142% mainly due to the lease rent payable to Macquarie Airfinance for 28 aircraft.

To summarize, total assets declined by 27% mainly resulting from a decline in capital advances and fixed assets.

Total equity slightly declined mainly due to the negative movement in FCTR as the US dollar weakened against the
Kuwaiti dinar and the recorded net loss during the current period.

Total liabilities decreased by 32% mainly due to a decline in both Loans and borrowing and maintenance reserve
liabilities.

This concludes our income statement and balance sheet review. We now move to the financial position on slide 14.
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While ALAFCQ'’s current ratio remains low, the company remains liquid and able to fulfil 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 industry and specifically the aircraft leasing industry, will recover and return to
pre-Covid levels of profitability and strength soon.

ALAFCO'’s financial position is supported by an average remaining lease term of 8 years, with no lease agreements
maturing before 2025.

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

Adel Albanwan Thank you, Salah. We will go through the sustainability on slides 16 and 17. ALAFCO is
committed to renewing its fleet into the most-fuel efficient aircraft alongside strong governance frameworks as well
as empowered employees. We continue to support and contribute to sustainable air travel through our investment
in young fuel-efficient aircraft.

Acquiring and maintaining a fleet of new generation aircraft remains vital to ALAFCQ’s strategy. ALAFCO supports its
customers fleet modernization plans through deployment of new technology aircraft. The company also provides
financing to airlines through our leasing products, which certainly allows airlines to reduce carbon emissions. The
average age of ALAFCO’s fleet remains below five years offsetting emissions often associated with older aircraft.

ALAFCO continues its efforts to support local communities. Our work with our partners demonstrates our
commitment to causes we feel strongly about. We engage with communities in which we live and work to bring
employees together to help make a difference and inspire positive change.

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

Air travel demand remains on pace to surpass 2019 levels next year. International traffic continues to pick up pace
and approached pre-pandemic levels recovering to 95%. North American, Latin American and Middle East airlines
reached pre-pandemic traffic levels. Inflation appears to have peaked which could be offset against future ticket
prices. Near-term shows strong ticket sales and demand for travel.

As for airlines, robust recovery in international traffic is driving airline profits dramatically higher on the back of rising
fares. Airlines are expected to post a net profit of US$9.8 billion in 2023 as per the estimate of IATA, as airlines
continue to benefit from demand. Relief in fuel prices, while still high, have continued to moderate. It is anticipated
that fuel prices could remain elevated in the near-term. Economic uncertainties do not appear to have materially
impacted the desire to travel.

The lessors market remains attractive. Higher passenger travel demand is pushing lease rates higher. Scarcity in
available OEM supply pipeline until 2030 is driving valuation of order books. Order for aircraft will remain buoyant
driven by Asian growth and fleet efficiency needs. Combination of strong passenger outlook, OEM production
outlook and elevated interest rates are likely to push yields on lease rates.

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

Mirna Maher Thank you. If you wish to ask questions, you can send them through the Q&A system, which
you'll find on the bottom right-hand side of your screens. We'll give it a few minutes till questions come in and then
we'll resume. Thank you.
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Leslie Mouawad Hello ladies and gentlemen, we are back with the questions. We have two questions that we
will be answered together: What is the strategy going forward for ALAFCO now that is has sold the aircraft portfolio
of both the Airbus and Boeing orderbook?

Adel Albanwan ALAFCO continues to pursue its business with reputable lessees and remains committed to
evaluating the market closely for any potential opportunity in the future and assess industry demand and appetite.
The remaining 23 aircraft are leased to legacy carriers backed by governments and LCCs backed by major shareholders,
which enhances the credit worthiness of our current lessees. The collection rate with the current lessees almost 100%.
But as said, we will continue to evaluate the market.

Leslie Mouawad The next question is: What is the reason behind the increase in the staff cost in 2023?
Salah Uddin Ahmed  Staff costs increased by 55% due to the provision of staff retention program in Q4 2023.

Leslie Mouawad This is the last of questions received. With that, we conclude our Q&A. Thank you everyone
for joining us.

Mirna Maher Thank you, ALAFCO’s management. Have a good rest of the day, everyone. This concludes
today’s earnings call.



