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Transcript

ALAFCOS 2Q24 Earnings Call Tuesday, May 7, 2024

Mirna Maher Hello, everyone. This is Mirna Maher from EFG Hermes. Welcome to ALAFCQO’s second quarter
2024 results conference call. I'm pleased to be joined today by Mr Adel Albanwan, CEO, and Mr Yousuf AlThuwaikh,
CFO. We will first start the call with a presentation from management’s side 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 are ALAFCO CEO, Mr Adel Albanwan, and CFO, Mr Yousuf AlThuwaikh. | now pass the call to Mr Adel.

Adel Albanwan Thank you, Leslie. Hello everyone and welcome to ALAFCO’s first half call for the fiscal year
2024. | am Adel Albanwan, CEO of ALAFCO. Joining me is our CFO, Yousuf Althuwaikh. We will start today with a brief
on ALAFCOQ'’s position and the aviation industry, then review the company’s performance and the industry outlook.

Starting with ALAFCOQ’s position by the end of the first half of fiscal year 2024. Our portfolio stands at 46 aircraft,
following the sale of 30 out of 53 aircraft as part of the sale and purchase agreement with Macquarie AirFinance which
was approved by our shareholders in December 2022.

The 46 aircraft are leased to 13 airline customers in 10 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 years with an average lease term remaining of 8 years.

Our fleet also has a very healthy mix of aircraft types, of which the majority 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.

Moving into industry updates. The travel market has surpassed the record levels of 2019 while the sector in general
shows positive signs of growth.

When it comes to leasing, the general conditions in the aviation sector appear robust. Leasing has emerged as the
preferred option, rising from roughly 10% of the total fleet in the 1970s to 58% at the end of 2023. Asia Pacific, Europe
and US remain core regions driving demand. Europe and North America have provided the best risk-adjusted returns
for leasing. The share of leased aircraft of Europe, Latin America, and Asia is now close to 70% of the total fleet. Chinese
lessors are shifting away from the aggressive expansion to steady growth, as the leasing industry matures.

As for airlines, demand for more fuel efficient new-tech aircraft will remain strong. The narrowbody sector has been
a scarce market. Current shortage in available aircraft, and issues around production of new aircraft persist. Delivery
slots from Airbus and Boeing are booked out until the end of the decade. Despite the industry challenges, air passenger
demand surpassed its pre-pandemic level and airlines returned to profitability in 2023. The airline industry is expected
to generate a net profit of USD 25.7 billion in 2024.

Passenger demand and travel recovery fast approaching pre-pandemics levels. The aviation sector continued to
recover while navigating economic and geopolitical tensions. Approximately 40% of all air travel occurs within
domestic markets. Between 2023 and 2040, the air passenger number is forecasted to rise by 4.2% annually. The Asia
Pacific region is likely to see the most rapid growth in passenger traffic among all regions. Currently, transitioning
towards net-zero emissions by 2050 is the greatest challenge for air transport industry.
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Moving to our operational review. In the first half, ALAFCO sold five aircraft as part of the sale and purchase agreement
with Macquarie AirFinance. The total number of sold aircraft is now 30 out of the 53 aircraft agreed on. The company’s
investors approved the sale of the remaining 23 aircraft to Macquarie AirFinance during an Extraordinary General
Meeting. ALAFCO and Airbus reached a mutual agreement to cancel the company’s orderbook of 46 aircraft.

Going into our fleet composition. Our fleet portfolio remains very healthy with a weighted average age of five years
as of the end of the first half period. The average age is weighted based on aircraft 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: 33% of our fleet is placed in
the Asia Pacific region mainly with government backed airlines and well established LCCs, 17% of the fleet is placed in
Europe with flag carriers including ITA, based in Italy, SAS, based in Sweden, and Aegean, based in Greece, 25% of the
fleet is placed in the Middle East, including our national carrier, Kuwait Airways, and lastly, the remaining 25% 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 Yousuf, who will be reviewing ALAFCQO’s financial performance for the first half of fiscal
year 2024.

Yousuf AlThuwaikh Thank you, Adel. Hello, everyone. Thank you for joining ALAFCO’s earnings call for the first
half of 2024. 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 number by roughly 3.3 to get an
approximate equivalent.

ALAFCO ended the first half of its financial year with operating lease revenue of KD 19.4 million, an increase of 14%
compared to the first half of 2023. Net loss stood at KD 4.7 million. The recorded EPS during the period is a loss of 4.98
fils per share.

These are the headline results. Next, we will discuss the income statement and balance sheet in more detail.

Moving on to our income statement, starting with operating lease revenue. The increase of 14% was mainly driven by
recording rental income relating to the delivery of two new aircraft and also recording lease rents for two aircraft in
the portfolio, of which one was grounded and the other one was under PBH contract in the last year. As for
depreciation, the increase of 3% in comparison to the previous period is mainly due to the delivery of the two new
aircraft.

Financing cost decreased by 43%, mainly driven by the sale of 29 aircraft to Macquarie AirFinance, which had recorded
finance costs in the previous year, in addition to the reduction in the unsecured finance cost as ALAFCO settled an
amount of USD 345.3 million during the previous 12 months.

Staff cost decreased by 25%, optimising staff costs. Other operating expenses decreased by 14%, following the
decrease in expenses recorded against aircraft maintenance, ABS transaction, storage fees and collection expenses
during the period. Furthermore, other income decreased by 11%, mainly due to recording a price ticker related to the
remaining 28 aircraft to be sold to Macquarie AirFinance versus 53 aircraft in the same period last year.

Allowance for credit losses/reversal increased by 163%, mainly due to the reversal of ECL related to client receipts of
USD 5.4 million, equivalent to KD 1.62 million. ALAFCO made a loss on sale of aircraft of KD 15.3 million against five
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aircraft sold to Macquarie AirFinance during the period. Also, the company did not charge any impairment provision
during the period.

As a result, ALAFCO ended the first half of the fiscal year 2024 with a net loss of KD 4.7 million. Net loss increased from
net loss of KD 0.2 million in the same period of the previous year, mainly due to recording a price ticker for 28 aircraft
to be sold to Macquarie AirFinance versus 53 aircraft in the same period last year. Also, KD 15.3 million loss on the
sale of aircraft was recorded during the period. This loss has been partly offset by the reversal of ECL especially related
to client receipts and cash receipts.

Moving on to our balance sheet on slide 13, starting with our fixed assets. This decreased by 15% in comparison to the
previous period due to five aircraft sold to Macquarie AirFinance and depreciation change on the remaining 23 aircraft.
Next, the 100% decrease in capital advances is mainly due to the termination agreement of an existing orderbook. As
for receivables, there was no significant movement in receivables compared to the previous year.

Cash and cash equivalents increased by 152% due to the amount received against the termination agreement relating
to the existing orderbook and the net cash received from the sale of five aircraft to Macquarie AirFinance. However,
this was partly offset by repayment of additional secured and unsecured financing during the current period.

Next up, retained earnings and reserves declined slightly, reflecting the movement in FCTR as the Kuwaiti dinar
weakened against the US dollar and recorded net loss for the current period. Loans and borrowing declined by 26%,
representing the repayment of secured and unsecured loans equivalent of KD 139.6 million, equivalent to USD
454 million, including the current period. Security deposit balance did not have a significant movement.

Maintenance reserves and provisions decreased by 7%, representing the five aircraft sold to Macquarie AirFinance in
addition to the settlement of maintenance claims during the current period. The increase in other liabilities is mainly
due to the lease rent payable to Macquarie AirFinance for 23 aircraft. Total liabilities decreased by 20%, mainly due to
the repayment of secured and unsecured loans and the decrease in maintenance reserves. However, these decreases
are partially offset by the increase in other liabilities.

To summarise, the total assets declined by 16%, mainly resulting from a decline in capital advances and fixed assets.
Total equity slightly declined, mainly due to the negative movement in FCTR and recorded net loss for the current
period. Total liabilities decreased by 20%, mainly due to a decline in both loans and borrowings and maintenance
reserves and liabilities.

This concludes our income statement and balance sheet review. We now move to the financial position on slide 14.
While ALAFCO’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.

| will now pass the presentation back to Adel to continue with the market outlook.

Adel Albanwan Thank you. The airline industry achieved full recovery in total passenger traffic, surpassing the
2019 level. In February 2024, a strong recovery in all regions with annual growth in air traffic reached 21.5% year-on-
year. Asia-Pacific continued to lead the regions in terms of growth and international travel, while the war in Ukraine
continues to impact air space capacity. Air traffic still experiences resilient demand. Load factors in the Middle East
and Africa region improved significantly in 2023, reaching 105% of 2019 levels.

As for the aviation industry, it has proven its resilience, overcoming numerous challenges in 2023, including wars, oil
price, volatility, elevated interest rates and staff shortages. The CORSIA-related costs are estimated at USD 1 billion in
3
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2024, weighing on airlines’ financial performance. Despite these challenges, the airline industry has returned to
profitability in 2023 and is expected to generate a net profit of 25.7 billion in 2024.

The lessor market also remains attractive. The ABS market has been an important channel for lessors to refinance
portfolios. The sale-and-leaseback market will remain competitive due to reduced supply. Lessors have grown their
business primarily in North America, Europe and Latin America, while becoming more cautious about the bankruptcy
of some airlines in the Asia-Pacific region. Though the slowing economy weighed on the industry, lessors are optimist
about the future.

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

Mirna Maher Thank you. If you’d like to ask a question, please type it in the Q&A chat box addressed to all
panellists and the management will address it. We will pause for a moment before we start the Q&A session.

Leslie Mouawad Hello, ladies and gentlemen. We are back now with the Q&A session. Our first question is,
what is the reason behind the loss on the aircraft sale when the industry has fully recovered? As an example, AerCap
is making profit on sale of aircraft. The CEO will answer.

Adel Albanwan Thank you for this question. We have a transaction under sale now. It’s been disclosed and
the overall transaction is a profit. However, the phases of the sale did happen during this quarter with aircraft that
made a loss, but ultimately the overall profit of the sale will be reflected in the due course of executing the transaction.

Leslie Mouawad Thank you. Our next question is, when is the transaction with Macquarie AirFinance approved
by shareholders expected to be closed?

Adel Albanwan The execution of the first transaction with Macquarie AirFinance, which compromised of 53
aircraft, will be postponed to be completed in parallel with the new transaction of the remaining 23 aircraft within six
months from the sale date of the approved EGM held in February 2024 as well as regulatory approvals.

Leslie Mouawad Thank you. These are the questions we have right now. We end our Q&A session.

Mirna Maher Thank you, everyone, for joining. Thank you, ALAFCO’s management, for your time. This
concludes today’s call.

Adel Albanwan Thank you.
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