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ALAFCO Earnings Call Wednesday, 17 February 2021

Hatem Alaa Hello everyone. This is Hatem Alaa from EFG Hermes and welcome to ALAFCQ’s First Quarter
2021 Results Conference Call. I'm pleased to have on the call today, from ALAFCO, the company’s CEO, Mr Adel
Albanwan and Mr Kieran O’Keefe, the company’s CFO. I'll hand over the call now to management for a quick
presentation, and then we’'ll be taking Q and A through the chat. Leslie, please go ahead.

Leslie Mouawad Hello ladies and gentlemen, my name is Leslie Mauawad, joining you on the side of the
speakers. | would like to welcome you and remind you that this broadcast 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. As-Salaam-Alaikum everyone. Good afternoon everyone. We’'ll start our first
ALAFCO call. It is ALAFCO'’s first earning call which is also the first ever earning call with analysts. We’ve been through
a meeting with analysts, but not in this form.

This is the original one and we’ll be carrying on these calls on a quarterly basis. This is following the upgrade of
ALAFCOlast quarter to the premier market at Boursa Kuwait. Again, | am Adel Albanwan, CEO of ALAFCO. Joining me
is our respected CFO, Kieran O’Keefe.

We’ll take you now through our presentation. Just for information, since this is our first earning call, ALAFCO would
like to give you some background. ALAFCO was established in Kuwait in 1992 as a government owned leasing arm, to
the national carrier, which is Kuwait Airways. ALAFCO, then acquired by the private sector in 1999.

The company became a fully sharia compliant company and was listed on Kuwait Stock Exchange after the private
placement at that time. This is all in 2006. Since the privatisation, the company has managed the sale and lease back
and trade activities of over 244 aircraft, totally value of $3.1 billion.

Presently, the company owns 78 aircraft in its portfolio. All of them on leases, except four aircraft which are brand
new with Airbus. Our customer base comprises established airlines and low-cost carrier. We have 24 lessees scattered
in 17 countries.

The majority of our aircraft placed in Asia, which is the fastest growing aviation market in the world. Our fleet presents
a very healthy mix of aircraft, with more than 85% of it being narrow body modern aircraft, in line with our strategy
to focus on narrow body aircraft, because of higher demand, and the narrow body represents around 75% of the
commercial passenger fleet around the world.

We do invest in wide body aircraft, but this is on an opportunistic basis. The last investment was the sale and lease
back transactions of five B777-300ER aircraft, with Kuwait Airways, which happened in 2017 and 2018, in which we
sold two of them.

The average age of our portfolio is young. It’s 4.2 years. Our strategy is to invest in young, liquid and more sought-
after assets, while maintaining a well-balanced portfolio. Today’s market has shown that the value and lease rates of
younger aircraft less impacted compared to the aged aircraft, which is midlife aircraft or aged aircraft, by the COVID-
19 outbreak. We also have 72 aircraft on our order book, which we will further discuss in this.
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Moving on, ALAFCO has a strong pipeline of new generation aircraft to support our long-term growth and to meet the
long-term demand in the industry. With an order book of 72 aircraft, we think that we are equipped to be ready to
meet the demand, especially after the outbreak.

Our airline customers continue to adapt existing operations by adjusting services or reducing overheads to mitigate
through the crisis. We have reduced aircraft purchase commitment for 2020 until 2023 timeframe, by cancelling and
deferring with both manufacturers, Airbus and Boeing. This was of course due to the negative impact of the COVID
pandemic on the travel sector worldwide.

ALAFCO is listed now on the Premier Market at Boursa Kuwait, which covers companies with high liquidity and medium
to large market cut. We’ll touch base on industry of this now. The COVID-19 pandemic continues to weight on travel
industry and therefore on losses. However, we are seeing some light at the end of the tunnel.

First, the foreseeing a loss of the airline industry to be in 2021 at $38.7 billion. This is the industry forecast compared
to the actual incurred in 2020 of 118.5 billion, which is a significant improvement so far.

Second, while travel restrictions and quarantine protocols continue to create challenges. Domestic travel demand has
started picking up, specifically in Russia, India, China, where the domestic travel shows resilient performance, and at
least almost the level of pre-COVID.

Airlines are reluctant to add capacity and passengers. Load factor remained well below 2019 levels but improving. We
are expecting them to move to leasing when travel picks up, as we have seen evidence, pent up demand, when airports
are lifting restrictions.

We move to the market updates. As for the market, as we have mentioned earlier, crisis often leads to new
opportunities. Domestic focus LCCs with variables across the structure are likely to capitalise on cost cutting by
competitors. Production cuts by OEM are likely to balance pressure on available supply demand, likely to push these
prices upwards, as airlines seek to secure new aircraft, where the equilibrium will be somewhere there.

Aircraft leasing model remains strong, as it offers access to diversify portfolio and optimise funding models. Lessons
also are today seen, as a conduct to recapitalise airlines and enable OEMs to deliver new aircraft, fuelling continued
growth of lease fleets.

We'll go through now the operational review. Moving to our fleet update, two new aircraft were added to our portfolio
during this quarter, which were delivered to a leading airline in Europe and Americas. The fleet today has an optimal
composition comprising the all-new technology aircraft, the A320neo, A320ceo, the B737 NG, are all narrow body that
are in demand, even today, as it is being used for domestic travel.

Again, the average age of our portfolio is 4.2 years, which is quite healthy for us going forward. Carrying on, while our
order book was also focused on these aircraft models, ALAFCO has taken a step to review its order with both Airbus
and Boeing, earlier last year. We have taken the step to ensure the majority of deliveries are scheduled to start in 2024
and beyond. Our order book today comprises of 72 narrow body aircraft of which 42 are A320neos, 10 A321neos and
20 B737-8 Max.
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Lease update, as for the lease operation, we continue to deliver on schedule. A new A320neo was delivered to SAS.
This was the fourth aircraft to be delivered as a batch of five A320neos leased to SAS. The lease was conducted in
2019. We also delivered our first A320neo to Volaris, as a part of a sale and leaseback agreement for four aircraft,
signed earlier in 2020.

Now, moving to our financial review for Q1. I'll take this opportunity to introduce our CFO, Kieran, who will take you
further into the financial review. Thank you everyone.

Kieran O’Keefe Thank you Adel. Hello everybody and welcome. First, | will outline our financial results at a
high level, and then we’ll do a deeper dive into 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.

The total revenue stood at 26 million KWD, down 19% from 31.9 million KWD in quarter one 2020. This difference was
mainly due to lower operating lease revenues compared to quarter one 2020. Operating lease revenues were 25.9
million KWD, and this is down 14% from 30.1 million KWD in quarter one 2020, and this is primarily caused by changes
in our lease receivables.

Overall, earnings in quarter one continues to be impacted by the slowdown in global leasing. Affected by COVID-19
pandemic and the associated restrictions on travel. Our net loss reached 1.77 million KWD, down 119% from quarter
one 2020. This was due mainly to an increase in credit loss provision.

Next, I'd like to move on to our income statement. In respect to our income statement, we’ve seen a decline in
operating lease revenues, while cost and depreciation have increased. However, the biggest impact was the increasing
provision for credit losses.

In quarter one, 2021, we saw a 14% decline in operating lease revenues compared to quarter one 2020. This is primarily
due to two reasons. Firstly, there was a reduction in rental due to restructuring of certain leases in quarter one 2021,
and secondly, we received no revenue from some aircraft which were either redelivered or the aircraft were not lease
to a lessee.

Next, there was an increase in our depreciation charge, and this is mainly caused by the depreciation associated with
four A350 aircraft which were delivered in quarter two 2020.

Our financing costs fell by 12%, and this is because we repaid principle on loans and also there was a significant decline
in the LIBOR rate on our loan. Other expenses declined significantly by 73%. The reason being that in the previous
quarter, quarter one 2020, maintenance expenses were incurred with respect to an aircraft repossessed in Jet Airways
in India. These expenses were not repeated in quarter one 2021.

Other income generally includes Murabaha income and other miscellaneous income, however, during the previous
quarter, which is quarter one 2020. Other income also included compensation, which we received from a lease, for its
noncompliance with redelivery conditions, plus the sale of spare parts. And there was no such equivalent other income
recorded in the current period, quarter one 2021.
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| think the key line item is the allowance for a provision for credit losses, which increased by 460%, so due to the
increase in the probability of default by some of our airline customers, the company has recorded an additional credit
loss provision of 4.8 million KWD, where during the previous period, there was actually a reversal as a result of
collection of past dues.

In quarter one 2020, we sold an A320 aircraft and recorded a gain on sale of 1.1 million KWD, and no aircraft was sold
in quarter one 2021.

Next, I'd like to move on to our balance sheet. Financial highlights balance sheet. With respect to our balance sheet,
we’ve seen a slight increase in fixed assets. A 1% increase in fixed assets, compared to the previous year.

This stems mainly from adding two new A320neo aircraft to our portfolio, and one of these was from our order book
with the OEM and the other with was through a sale and leaseback. This increase is partially offset by the depreciation
charge for the current quarter, and also movement in foreign currency translation rate or FCTR.

Next, the 9% decline in capital advances were due to predelivery payments recorded in capital advances being used
to pay for an aircraft. There was a transfer of two fixed assets, from capital advances, following the acquisition of one
aircraft from our order book.

Next, we have the 22% decline in receivables from 57.3 million KWD to 44.7 million KWD, and this is due to two
reasons. Firstly, a decrease in overall receivables amount and secondly an increase in the credit loss provision, which
is netted off against receivables balance.

Next, we have the 11% increase in our cash balance, and that was primarily due to the result of excess cash raised
from financing which we made during the year. Next, we have the 12% decline in our maintenance reserve, due to a
restructuring of leases with an airline, whereby all the maintenance reserve liability was converted to an end of lease
compensation arrangement.

The associated maintenance cash reserve held by ALAFCO was then used to cover the outstanding arrears from that
airline. And any remaining cash was recorded in other liabilities as an advance of prepayments of upcoming lease
payments from that airline.

And finally, with respect to other liabilities, which increased by 33%. This is mainly due to the transfer from
maintenance reserve, relating to the lease structuring which we just discussed as well.

Next, I'd like to move on to slide 18, which is the summary of our financial position. As shown in this slide, the growth
inthe ALAFCO’s balance sheet has been more or less consistent year on year, up to 2021. The total assets have declined
marginally by 1%, mainly due as a result of declining capital advances and receivables.

Equity was also down slightly, following the net loss recorded during the year. In addition to the negative movement
in the foreign currency translation rate, as the Kuwaiti dinar weakened against the dollar. Liabilities also slightly
declined, following a decline in maintenance reserve liabilities, which were reduced as part of a restructuring of certain
leases.
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And next I'd like to move on to our key financial ratio. We have four financial ratios here. The first one is the current
ratio. While our ALAFCO current ratio remains low, the company remains liquid and is well able to fulfil its obligations
as and when they become due.

With respect to profit margins, our profit margins have decreased following a decrease in revenues and increase in
credit loss provision, as previously explained. However, we remain confident that the aviation sector, and specifically
the aircraft leasing sector, will recover and return to pre-COVID levels of profitability and financial strength.

And next, just in relation to our average remaining lease term, ALAFCO’s financial position is enhanced and supported
by a very strong average remaining lease term of 7.5 years, with the majority of our leaser agreements maturing after
2025. Now I’ll pass the presentation back to Adel to continue with the sustainability and outlook slide.

Adel Albanwan Thank Kieran, thank you. Yes, part of ALAFCO’s strategy is to ensure long-term sustainability,
particularly economic sustainability. Our company’s sustainability strategy is focused on ensuring that we have a young
and fuel-efficient fleet, which is evidenced through our fleet composition.

Since the inception of ALAFCO, we actually have one of the youngest fleet on the market, and we are enabling our
customer airlines to meet their needs and their CORSIA obligations, which is Carbon Offsetting and Reduction Scheme
for International Aviation.

We are also divesting aircraft which falls short of meeting fuel efficiency, asset preservation and long-term
sustainability revenue criteria. We are continuing on our social responsibilities. We’re still engaging to support an
organisation that has been set by our board of directors, to support the communities and to bring our ALAFCO initial
initiatives forwards there, even through the pandemic.

Finally, the market outlook, as we conclude, we are positive that the demand for travel will return, gradually, as the
restrictions are lifted. Airlines will be seeking to rationalising their existing aircraft, and this definitely will play a key
role to cater for this demand.

Also, ALAFCO will recapitalise airline with sale and lease back transactions and will provide financing solutions to move
built aircraft out of manufacturers’ parking lots and deliver to airlines globally.

We are positive that the coming year, especially with the vaccine being implemented, the travel and the aviation sector
will return gradually to its previous height. Thank you all. Now we will give you a little bit of time to arrange a question,
and we will get back to you.

Operator Ladies and gentlemen, as a reminder, to register a question, please use the chat function.
Leslie Mouawad If nobody has any questions, | will start with the questions we have already received.

Hatem Alaa | think there is a question from the chat here. Yes, can | please read it out?

Operator We have received a question from Ayub Ansari from SICO. They say, are all your aircraft in the

passenger segment or do you have some allocations of cargo planes?
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Adel Albanwan Yes, all our aircraft is in the passenger segment. We don’t have cargo airplanes as a part of
our fleet.
Leslie Mouawad We’'ll be reading a question by Mr Riyyas. Can you give us some colour on how the negotiations

with airlines have come along? Have a lot of leases renegotiated to lower rates?

Adel Albanwan Yes, I'll take this. The negotiation with airlines, this is our business since the beginning of the
COVID. We are here to support our lessees. Nowadays, with our airlines, we’re seeing some of them are back, live,
and some of them are still, but all of them are in line with what has been agreed with them.

Leslie Mouawad We had a question from Mr Rejat, what portion of the fleet is under a lease restructuring and
what kind of deferment arrangements have been offered?

Adel Albanwan | would say 70 to 80% under deferment discussion, and the deferment between six to 12
months, with a clear repayment plan.

Operator Ladies and gentlemen, please standby whilst we confirm our next questions.
Leslie Mouawad We have another question. Do you expect to register another year of losses in 20217?
Adel Albanwan I'll take this one. The limitations to the travel sector continue, placing pressure on airline and

daily use. This is impacting their cashflow and meeting obligations, and not the demand for leases. Our customer base
includes stable airlines, who maintain operations to date.

However, we have seen, as mentioned during the presentation, there is a light at the end of the tunnel. The
effectiveness of the vaccine, with most of them with more than 90%, we think that recovery is there. It's a matter of
rolling out the vaccine would help a lot to get back the industry.

| think we have a similar question, about the credit provisions. | believe the asker is referring to the ECL. It falls on my
previous answer. All depending on the market and the market recovery, if it's there, and we are Alhamdulillah
witnessing that the recovery will be there, maybe in the second half of this year. Then we should be back with normal
operation.

Leslie Mouawad We have another question. Do you have any expectations about how travel demand will
recover in 20217

Adel Albanwan Which is again, it falls on the effectiveness of the vaccine, which we have seen, it’s very good.
Usually the vaccine, from the vaccine expert, any vaccine with 60%, 50% effectiveness, it’s very good. However, in this
pandemic we have seen vaccines with effectiveness of more than 90%, so it’s a matter of effectiveness of the vaccine,
which we are seeing now. The rate of death in Europe is being witnessed as lower.

The rollover is carrying very well. A lot of companies now are getting into this business, and have started providing the
vaccine. The UK itself, as | heard yesterday, they got 15 million vaccinated from the population. And most of the
countries, we are hearing now, as soon as they get the effectiveness percentage and all the vaccinations, they will be
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lifting the travel restriction, which is the trigger point of all industry. At the same time, even though we are seeing
operations going on with our customers, but not to expect that we would like to see.

Leslie Mouawad We have a question. When do you expect lease rates to return to pre-COVID levels? We'll pass
this to Mr Kieran.

Kieran O’Keefe Thank you. | guess it really depends on supply and demand. At the moment we’d probably get
surplus supply, and so my expectation is that it will probably take another year for that to shake out. What we’'ll see is
we’ll see most of the demand coming into the narrow body aircraft, and they’ll take a little bit longer to filter through
to the wide body aircraft.

The positive side for us is the bulk of our fleet, roughly about 85% of our fleet is narrow bodied. We should feel the
benefits once the surplus has gone out of the market. We should start seeing it hitting us first. | would say you’d
probably want to give it, certainly no earlier than a year, and then it will start to just gradually pick up.

The good thing about the narrow body market is, there is leasing activity continuing. There is activity there, and there
are lease rates lower than what we’re used to, but we’re still leasing some activity. Now, that will start to increase
gradually over time. Also, there was another question on lease rental factor, if you want me to answer that one now

as well.
Leslie Mouawad Yes, please.
Kieran O’Keefe The question on, why does the decline of lease factor in this quarter, quarter one, 2021. Lease

rates factor is defined as being the lease revenue divided by the net book value. It's usually used as a measure of yield,
similar as to what you might see on bond type yield or in the property market.

In this region, the direct response to why it fell, why the lease revenues, operating lease revenues fell in this quarter
leading to a decline in the lease rate factor, because that’s part of the formula. Net book value stayed the same. It
wasn’t affected. It was primarily due to reduction in lease rentals received. And that is really due to our receivables
position.

Lessees are pressing deferrals. We have to grant them, so we get less revenue in, and that feeds through then into a
lower lease rate factor. There’s another question then? Debt maturation?

Leslie Mouawad We have one, debt maturation, yes.

Kieran O’Keefe Is there one there?

Leslie Mouawad From Mr Reyyas. Can you also shed some light on your debt maturity profile?

Kieran O’Keefe Yes, sure. We have, obviously, debt maturing. Typically, what we do, in terms of our financing

for our aircraft, it’s a mixture of secured and unsecured financing. On the secured financing, the rental will match
entirely the lease term of the aircraft.
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If it’s a 12-year lease, that secured lease will have matured debt matching that, and that debt tends to amortise over
time. It goes down to a very small balloon or down to zero. There’re no real issues in relation to debt maturity on those
ones.

Then we have our unsecured financing. Now, they are obviously not tied to any particular aircraft, and we have some
maturity coming up on those. Now, we’re fortunate in that we’ve been able to extend the maturities on a lot of our
unsecured facilities, which is beneficial.

| think the next really big ones coming up are in a couple of years’ time, but we’ve nothing imminent in terms of
scheduled debt maturity coming up in the next 12 months. Everything’s usually quite a small amounts, which can be
easily reached amounts.

Leslie Mouawad | think we have one more question that just came in. Can you give us more visible on
receivables and impairments going into 2021? | believe this one is for you, Kieran.

Kieran O’Keefe Receivables and impairments. In terms of receivables, the amounts have gone up quite a bit,
reflecting what’s happening in the market. Our expectation is that it’ll probably still stay at the same level, certainly
for this year, and then gradually they start to decline. It really is a function of what’s happening with our airline clients.

We've agreed deferrals with a lot of them, so that’s really keeping the same lease rental amount. They just have to
pay it back to us over time. The high number that you see at the moment will probably stay flat and then gradually
start to decrease as the airlines repay us and we start to make inroads due to that receivables balance.

It's probably, we don’t call it as if it’s at its peak, but it may increase a little bit more, but the expectation is that once
the airlines start to improve, and as Adel has said, once the markets start to improve, the request for more deferrals
should start to decrease. It may go up a little bit more, but then it will peak, and it will gradually come down.

In terms of our receivables, | think for the month of January, we received 86% of our contracted amount, which is a
positive. That includes what we were supposed to receive, plus other amounts which were overdue from previous
months.

In terms of impairments, hard to say at the moment. Terms can be triggered by reductions in value. That manifests
itself in a couple of ways. The first one might be if we saw a lot of trading activity and values are coming down, then
you might say, yes, there should be an impairment. But there’s not much trading at the moment, so it’s hard to justify
in a permanent, based on trading values. There is some trading, but not widespread.

Effectively, in terms of respect to lease rentals, you will see two types of lease rentals in the market at the moment.
One is the standard lease rental, fixed amount per month, and the second one, is power by the hour. Power by the
hour represents a temporary solution to help the airlines get through COVID-19 by having a lower rental, based on the
utilisation of the aircraft, but that wouldn’t represent a permanent impairment of value.
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That means a temporary solution to a temporary problem. Based on the power by the hour, | wouldn’t say there would
be an impairment, but if we start to see lease rentals resetting at lower rents for longer periods of time, then we
certainly have to look at it and we’d be driven by the accounting rules on that.

Operator We currently have no further questions, so I'll now hand it back to our host for today to close.
Leslie Mouawad Thank you very much everyone for joining, and we’ll see you in the next quarter.

Hatem Alaa Thank you.

Adel Albanwan Thank you everyone.

Kieran O’Keefe Thank you everyone. Have a good rest of the day. Take care.



