Investing in Aviation

From sub-investment-grade equity to investment-grade cash flows



Aviation is a growing industry, but airlines are weak credits

Air Passenger and Air Freight Volumes
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Aircraft as the (underlying) asset

As of 2019 there were +22,500 commercial aircraft in service (Ascend)

Aircraft expected life is limited by maintenance and regulatory requirements, expected 25 years

Expected demand for aircraft in the next 20 years is approx. 39,000 aircraft (Airbus, Boeing)

In financing terms, the value of those aircraft is $7.2 trillion (Boeing)

How are airlines going to finance those aircraft considering their low ROIC?

Sources of aircraft financing:

2017 2018 2019 2020 2021
Credit Enhanced 1% 2% 2% 2%

Manufacturer 1% 0% 1% 1%
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Cash 21% 23% 22% 29% 26%

19% 25% 19% 16%

Bank Debt 34% 35% 28% 20% 15%

Export Credit 4% 4% 4% 1% 9%

Total Revenue
USD billions $122 $126 $98 $59 $64

Source: Boeing CAFMO 2020
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Investment opportunities via capital markets

2. ABS (Aircraft Backed Securitisations)
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Building up your margin of safety

Credit rating

+ 1 notch LTV <100%
+ 2 notches LTV <75%
+ 3 notches < 50%
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Adjust 2 notches up or down for structure

Cross-collateralization

LTV development (repayment profile)
Maintenance reserves

Jurisdiction

Balloon risk _
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Airline’s unsecured +
credit rating
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Additional considerations and recap

ABS EETC
Issuer Lessor Airline
Nr of airlines Several One
Credit analysis Complex (several) One
Structure Complex Complex
Trading volume Low-mid Low
Issuer / investor alignment Low Mid-high

* Airlines are core to the aviation ecosystem but weak credits
* You can invest in the underlying asset (aircraft)

e Capital markets offer you both equity and debt asset types

* The best investment opportunities | have seen in aviation were distressed secured debt
structures
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