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Global airline profitability shows strong resilience iSlll@

EBIT as a percentage of Revenues
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Source: Bloomberg, Airline Credit Profiles and Ishka Calculations. Sample Size — 68 airlines. Sample size could vary by quarter marginally depending on airline disclosures.
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Presenter Notes
Presentation Notes
58% of the airlines that have reported results returned to the black in Q3 22, up from 42% in Q2 22
Several airlines exceeded pre-pandemic revenue levels
Q3 traditionally strong, no COVID-related regulations, unleashed pent-up demand
Disruptions from staffing challenges, strikes
However, NA and Europe are an exception – airlines in other regions are still catching up
China – significant disruption since the third quarter of 2021. Sizeable losses in 2022 so far 
Strong US$ and high fuel prices undermining performance in emerging markets



Balance sheets improving but still long way to go... iSlll@
Net Debt to Equity
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Source: Bloomberg, Airline Credit Profiles and Ishka Calculations. Sample Size — 68 airlines. Sample size could vary by quarter marginally depending on airline disclosures.
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Presenter Notes
Presentation Notes
While improved profitability has allowed airlines to slightly reducing their debt/equity ratios, it’s important to note that these levels are still twice as high as they were before COVID
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Inflation at record highs, consumer confidence declining... iSlI'@
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GDP Growth expectations have moderated since January 2022 iSlll@

2023 GDP growth estimates by IMF
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Source: IMF October 2022 Update. Latin America includes the Caribbean as well. MCA is Middle East and Central Asia
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Inflation at record highs, consumer confidence declining... iSlll@
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Ishka Airline Vulnerability Matrix — Highlights is]d@

Source: Ishka Airline Credit Profiles & Ishka Insights. To be read in conjunction with the full airline credit profiles. Airlines will move across these blocks if and when circumstances change e.g. if they secure external
support or if their financial health deteriorates or improves. Information as of Week of 315t October 2022. *Airlines 'Under Review' “Estimate T - In Transit
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Cash is still king... ishia

Cash as a percentage of Short-Term Debt and Lease Obligations as of the end of June 2022

900%
Majority of these are North American airlines and This features mostly airlines from the emerging markets of Asia Pacific
. Tier 1 carriers from Europe and Asia Pacific. and Latin America. While restructurings have helped some carriers to improve their
800% liquidity positions, most did not raise as much cash as their peers did in NA and
Europe.
700%
Many also did not receive similar levels of government
600% Airlines in Asia Pacific have been hit the hardest by the pandemic; the region has
been the slowest to recover and still awaiting outbound international travel from
China
500%
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200%
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Source: Bloomberg, Airline Credit Profiles and Ishka Calculations. Each bar represents an airline. Sample Size — 63 airlines. Short-Term means debt and lease obligations due within a year from June 2022.
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Presenter Notes
Presentation Notes
Significant cash has been raised 

Some airlines have improved their debt maturity profiles by issuing more long term debt with longer term maturities refinancing shorter term debt such as RCF

Question is whether more support could be needed

Challenging environment - Developments so far suggests the situation remains uncertain 

The prospect of being able to generate meaningful free cash flow in 2021 to pay back debt is still limited, at least for most airlines

Which implies existing reserves will need to be utilised or new capital will be required to honour short-term debt obligations and working capital deficits 

Small subset of airlines reporting financial data in the public domain

Highlights variations across regions

The majority of the airlines towards the left of graphic are from North America and large legacy carrier from Europe

The right half is dominated by airlines from emerging markets where less capital has been raised and in general there has been less gov’t support

While some airlines are gov’t owned and will be able to obtain financing and some already have sizeable credit facilities in place, there are several others whose outlook currently remains uncertain and will need to raise capital


Summary iSlll@

- Pent-up demand

- Airlines have been reporting that near-term forward bookings are holding up

- Not all regions are facing similar economic challenges

- Significant upside potential in Asia Pacific

- J - Although inflation remains and is expected to remain high, many believe a peak has been reached
- In response, the US$ rally might be easing

- Low unemployment, cash reserves provide some buffers

Operating
Revenues Cash BSaLaeneie
Flows

- High uncertainty
- Record inflation level is impacting discretionary spending
- Leading indicators show deteriorating confidence among businesses and consumers
- - Recessionary environment in many advanced economies and slowdown in others
- Heightened geopolitical tensions
- Supply side constraints putting additional inflationary pressures on airline cost base
- Balance sheet improvement is a gradual process and requires sustained profits and cash flows —
but the above will make it harder to achieve that
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Summary of Aircraft Valuations in the Current Market iSlll@

* Funding environment

Impact on lease rates

Impact on funding option for airlines

e Future of ABS market?
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% Inflation

Core inflation treading down — especially in the US ishia
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QT creates a highly challenging environment to price aircraft ishka
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Source: St Louis Fed, Fed Funds Overnight Rate; Ishka Analysis
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Presenter Notes
Presentation Notes
1. Highly uncertain funding environment
2. There has been increasing emphasis on residual values to provide the cashflow needed to support win SLB mandates in RFP bids?
3. Cheap funds raised pre-2022 have kept LRFs suppressed for much of the year – but we are starting to see an end to this an expect further upward pressure on lease rates


Will increased cost of capital be passed on to airlines? ishia
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Source: St Louis Fed, Fed Funds Overnight Rate; Ishka Analysis
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Example 1 $50m New Tech Narrow Body

At the end of 2021 LRF ~ 0.55
— $275K monthly lease payments

Increase in the risk-free rate
= Implied increase in monthly lease
payments to $440K

Example 2: $150m New Tech Wide Body

At the end of 2021 LRF ~ 0.65
— $ 975K monthly lease payments

Increase in the risk-free rate
= Implied increase in monthly lease
payments to $1.55M

Powered by Bing
© Australian Bureau of Statistics, GeoNames, Microsoft, Navinfo, OpenStreetMap, TomTom


Presenter Notes
Presentation Notes
Will rates actually reach these levels?
Can airlines afford to pay this much?
Will we see more new aircraft going to higher credit operators?



QT creates a highly challenging environment to price is’lnI(a

Quantitative Easing

D\
4

Quantitative Tightening

V> 4

Sod

* Increasing spreads between strong and weak credits
* Easy refinancing options reduced

* [sthe era of the “honeymooners” over?
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Presenter Notes
Presentation Notes
QE: Riding a tectonic plate of easing monetary policy



What can the % of leased aircraft tell us about funding? iSlll@
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Presenter Notes
Presentation Notes
NAM – airlines confident about a strong domestic market thru the end of 2020 – scheduled capacity exceeding 2019 levels
Asia airlines are rebounding strongly but still nervous to schedule much capacity below the leading 2/3 months


What can the % of leased aircraft tell us about funding? iSlll@
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Presenter Notes
Presentation Notes
NAM – airlines confident about a strong domestic market thru the end of 2020 – scheduled capacity exceeding 2019 levels
Asia airlines are rebounding strongly but still nervous to schedule much capacity below the leading 2/3 months


What can the % of leased aircraft tell us about funding? iSlll@
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Presenter Notes
Presentation Notes
NAM – airlines confident about a strong domestic market thru the end of 2020 – scheduled capacity exceeding 2019 levels
Asia airlines are rebounding strongly but still nervous to schedule much capacity below the leading 2/3 months


What can the % of leased aircraft tell us about funding? iSI"(E‘

Average Implied Haircut in 2020 and 2021 by
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Average
w2020 m2021

Good

Many lessors restructured lessees
during COVID

The extend of these restructurings
is largely unknown

Valuing junior debt and equity in
ABS is very difficult — meaning
there is no trade for this
instruments

Can more transparency bring
liquidity back to the ABS

secondary market?
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Presenter Notes
Presentation Notes
Data from 300 leases reviewed
140 leases showed restructuring
Most data from Europe, Asia, Latin America
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The Rise in Offtake Agreements

ishka

Volume and number of SAF offtake deals by year of announcement
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Airline Sustainability Initiatives

It's not all about SAF...

air greenland "
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Unique Actionable Aviation Data and Services from Ishka
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Contact us for your free personalised demos today
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