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Contingency planning
for distress
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Welcome

Tim O'Connell
Partner, Head of Aviation Advisory
Grant Thornton
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IBA In a nutshell

We are an award winning Appraiser with a leading Aviation Intelligence Platform and a large Asset Management and
Technical Team

. Over 30 years in operation

. Over 60 staff worldwide, offices in UK, US, Japan and Ireland

. 6 ISTAT Certified Appraisers, 5 of which are Seniors, 1 of which is a Senior Appraiser Fellow

. Successful Aviation Intelligence Platform- IBA.IQ

. 21 Full-Time Analysts across Valuations and Advisory

. Active Asset Management Team — Seeing live data, maintenance costs, values, lease rates

. Active Technical Management Team — Direct contact inside airlines, transitioning aircraft, technical knowledge, maintenance and

airline experience

IBA’s Certified ISTAT Appraisers
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Agenda

Debt restructuring

Paul McCann
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Dealing with
counterparties in
examinerships

Paul McCann

Independent
business reviews

Tim O’Connell &
Philip Seymour
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Debt restructuring

Paul McCann
Partner, Global Head of Advisory

Grant Thornton



Principles of Multi-Creditor Workouts

Eight principles of restructuring

Unprecedented territory for the industry — how will
solutions be met out?

Fundamental principle that consensual
restructuring is better than enforcement

L Aircraft leasing

companies diversify risk

Airlines have many
significant creditors

IBA.iQ ° GrantThornton
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When a debtor is in trouble
creditors should allow

Standstill standstill period

E.g. Quinn Insurance

IBA.IQ ° Grant Thornton
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Creditor refrains from taking
enforcement

Creditor position relative to
other creditors does not

Eq u |ty worsen during standstill

P riNcl P le Big issue for aircraft leasing
companies now

No creditors are preferred

Cash flow visibility

IBA.IQ ° Grant Thornton
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Debtor does not take action
during the standstill period
that worsens the creditor’s

Dethr position

No sale of
stock/assets/SLBs

E.g. Morans

IBA.IQ ° Grant Thornton
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The interests of creditors are
best done by coordinating
their response

Herding cats |
E.g. Bingham McCutchen

E.g. K&L

IBA.IQ ° Grant Thornton
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Information
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The debtor needs to give
really good information

Tax can be important

Full IBR/IBA/CRBE

IBA.IQ ° Grant Thornton



Law

13 ©2020 Grant Thornton International Ltd. All rights reserved.

Proposals for resolving
difficulties should reflect
applicable law and the
relevant creditor position at
the start of the standstill
commencement date —
Cape Town Convention

o GrantThornton



Creditors need access to
information but they must

Confidential |ty keep confidential

Pre-pack sale of businesses

IBA.IQ ° Grant Thornton
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Any additional funding that
comes in during the

SU p er sen I or standstill period should rank

super senior

IBA.IQ ° Grant Thornton
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Dealing with
counterparties In
Examinerships

Paul McCann
Partner, Global Head of Advisory
Grant Thornton




Purpose of Examinerships

To facilitate the survival of the whole or part of the undertaking (the Company), by dealing with
historical liabilities through a scheme of arrangement and the future profitability of the company by:

Injection of adequate
working capital

Changes by agreement to work
practices

It is not the sale of assets for the highest price, as in a liquidation or a receivership

IBA.iQ o GrantThornton
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Overview of the process

Management stays
in place, unless
a separate
application is
made for examiner
executive powers

from .

all creditors, Commences
including with petition by
secured creditors | interested party

Cl;Ib Must ensure Creditors
== Formulates creditors obtain vote on
Examiner: scheme in at least what scheme and
Ex parte Non-executive conjunction they would court
application . " with investor MEEENE ) confirms
supervisory role winding-up
\
|
100 day process

IBA.iQ o Grant Thornton
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Timelines

A A Day 1 Day 10 (approx.) Day 35 Day 70 Protection
Timeline Protection starts > Protection > Protection > Protection P Day 100 (Max) P> Day 100+ — enses
for 70 days continues continues continues

Examiner
formulates a plan
and convenes
meetings of

" creditors to
Petition _heard = approve plan and
examiner? shareholders to

Examinership

Independent
experts report and
petition

Effective date
protection ceases
EURGENETNE

Examiner must
deliver report and
court fixes date for

Examiner may

Court hearing to
apply for a further confirm plan
extension of 30
days to deliver his

report

consider plan

binding on
creditors and
shareholders

hearing to confirm
plan and may
continue protection

Apply to court

Creditors may
have a view

Creditors may

s have a view!
Directions —
interim examiner? Examiner delivers

report to court for

applies for
extension

c
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Examinership Liquidation/receivership Liquidation/receivership
collapses

IBA.iQ ° GrantThornton
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Creditors

Engage with examiner
to agree position

=

Retention of
title/certification/
refusal to supply under
new contracts

20 ©2020 Grant Thornton International Ltd. All rights reserved.

Only creditors that have
objected or didn’t vote
can appear at the
confirmation hearing

=]

Creditors meetings

Define creditor classes. Ability
to treat unsecured creditors
differently, if required.

Minimum payment to creditors
> in a liquidation scenario

Minimum requirement of 50%
voting in impaired class. Once
requisite amount achieved,
leave to apply for confirmation
hearing obtained.

dih

Court approved
scheme of arrangement
binding on all creditors
— actual and contingent

IBA.iQ o GrantThornton



Independent
busIiness reviews

Tim O’Connell Philip Seymour
Partner, Head of Aviation Advisory Company President,

Grant Thornton IBA



Cashflow forecasting

Fixed Variable
rent rent

Deferral
principle

22 ©2020 Grant Thornton International Ltd. All rights reserved.

Deferral
interest

MR
costs

Total care Event
costs costs
(outside

MR/total care)

IBA.IQ ° Grant Thornton



Forecast: Metal Value and Maintenance Costs

Shop Visits in Chronological Order
APU Refurb Cost $602k
6 Yr Check Cost $2,400k
APU Refurb Cost $762k

APU Refurb Cost $858k

6 Yrand 12 Yr Check, $2,900k
and 2,700k Respectively

1
2
3
4, Landing Gear Check $2,300k
5
6

7. APU Refurb Cost $910k

$ 70,000,000

$ 60,000,000

$ 50,000,000

Lease Start

$ 40,000,000

$ 30,000,000

$ 20,000,000

$ 10,000,000

Current MR Position
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Forecast: Metal Value and Maintenance Costs

Component(s) - LLP #1

MR Condition
£ 30,000,000 100%
o=t LLP ¥ Cast ta
Full-Life
o
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No Event Triggered, but costs are significant. $ 20,000,000 )
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Forecast: Metal Value and Maintenance Costs

Shop Visits in Chronological Order
1. PR SV 1 Cost $9m
2. PRSV2Cost$13m

$ 18,000,000
$16,000000 | Currant MR Position
B
§ 14,000,000
Lease Start
$ 12,000,000
$ 10,000,000
4 8,000,000
$ 6,000,000
$ 4,000,000
$ 2,000,000
I"
2R 28RBS
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Additional maintenance and support costs:

Off lease scenario

There will be significant costs which may not have been modelled and/or fully assessed initially if control is

handed back to the lessor/bank:

I

=

Ferry flights, maintenance release
from place of redelivery to formal
storage location. Location of titled
engines, possible engine swaps.

Redelivery process, collation of
records, negotiation of redelivery
and early return. Payment of liens
if lessee failed.

Insurance and prep for storage

26 ©2020 Grant Thornton International Ltd. All rights reserved.

5

Regulatory liaison — export C of A,
change of regulation.

Possible that titled engines will be
off-wing, in shop, on other aircraft
requiring engine changes at ABS
cost.

Collation of records to as close to
redelivery condition as possible (at
ABS cost).

=

Ongoing CAMO - continuous
airworthiness management.

Performance of maintenance tasks,
airworthiness directives falling due
(usually deferred until out of storage
check or delivery to next lessee/buyer) —
bridging check to next operator program
and additional requirements.

Reconfiguration — potentially the
highest cost exposure to place
aircraft into next operator delivery
condition, painting.

IBA.iQ o GrantThornton



Airline profitability Is a recent
phenomenon......

Difference between investing in airlines and investing in similar assets elsewhere

30
It has been largely overlooked that the airline industry 20
as a whole has seldom produced investment grade
results. 10

. . . 5§ 0 n_

In the past operating leasing has benefited from the z gE=n I I I I
need of airlines to grow without reliance upon 2 10
commercial debt/capital markets. =

-20

-30

40 <

1995 19097 1999 2001 2003 2005 2007 2000 2011 2013 2015 2017 2019 para

Source: IATA Economics Economic Performance of the Alrline Industry, Mid-Year 2019

IBA.iQ o GrantThornton
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Hard & Easier Fleet Decision Factors For
Airlines

+ Easiest decisions for removals from Fleet « Hardest to remove from Fleet
- Oldest types >20 years old - Youngest and most efficient types
- Off lease aircraft - Those aircraft that have a long period before lease

expiry
- Aircraft that have undergone recent interior fit-outs

- Leased aircraft closer to lease end
- Failed airlines don’t have decisions to make . .
- Aircraft fresh from maintenance

a Aircraft in need of heavy maintenance - Lessors willing to negotiate on rentals & extensions

B Aircraft expensive to operate - Very near term expected deliveries or those
- Aircraft that are hardest to fill deliveries that will lead to a high financial penalty

- Those already identified for replacement/conversion - Aircraft that offer flexibility
before Covid-19

- Those aircraft that may have a ready conversion program
in demand

- Those already in storage or where there is difficult to
reactivate

IBA.IQ ° Grant Thornton

©2020 Grant Thornton International Ltd. All rights reserved. . .
All materials are intellectual property of IBA Group



Initial Narrowbody Fleet Scenario

Passenger Narrowbody Fleet Age Profile - Scenario based on ~2,500 NB/WB aircraft oversupply

® New Gen NB  ® Current Gen NB ® Old Gen NB
12,000
: _A_pp_m_lir;are:a\_(u_\al_\'u;b:s;d_nn_ I 737 MAX
| age/efficiency/leaseends || New Gen NB 320 Family NEO
| retaining all new/current gen <16 ! A220
10,000 I years, reactivate 809 from storage :
" 737 NextGen
: & deliver 1,430 NBs to 2021 I Current Gen NB -
1 I A320 Family CEO
| Remove 3,381NB>16yearsold | 737 Classic
i I
I from current service 757
8,000 I (net-1,140NB)=-7.5%flect |
| H Old Gen NB  /MD-80
b=
Jud : Balanced against new deliveries & | 717
S
= I oo oo feactivation 1 MD-90
S 6,000
E, |——————— Assumptions:
E 1 Backlog/plan/actual from May 1st only
; I 1 737MAX enters service Sept 1st
I 1 & inc grounded/pre-built aircraft taking
4,000 1 1 2 years to return to service
1
I
1
I
1
1 1
2,000 I
Tl !
1
I - ___
I 1 1 I r 1
I . | . I I [
I Jii] - — =
0 L=, Lo == L= o= = -
Backlog 20-21plan  20-21 actual 05 6-10 11-15 1620 21-25 26+ 05 6-10 11-15 16-20 21-25 26+
New In Service Stored

Age Range not rounded e.g. 6-10 = 6.00 to 10.99 etc (In Service = Active + Parked)

WINNER
Appraiser
of the year
2020
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Initial Widebody Fleet Scenario

Passenger Widebody Fleet Age Profile- Scenario based on~2,500 NB/WB aircraft oversupply

New Gen Twin

2,000

1,800

1,600

1,400

1,200

1,000

Number of Aircraft

800

600

400 = -

200

Backlog 20-21plan  20-21 actual

New

L S S

B Current Gen Twin

0-5

mOldGenTwin ™ Current Gen Quad

Approximate calculation based on
age/efficiency/lease ends:
retaining all new/current gen twins
<12 years, reactivate 166 from
storage & deliver 384 WBs to 2021

quads from current service
{net -1,300 WB) = -29.3% fleet

1

1

1

|

1

1

1

1 Balanced against new deliveries &
1 I— - [feactvation _ __ _
|

1

L

|

|

|

|

1

i

1

1

I I
F =

L a

6-10 11-15 16-20 21-25 26+

1
1
1
1
1
1
1
Remove 1,850 WB >13 years old & :
1
1
1
[}
1
a

i
i
i
i
i
i
i
|
i
i
..

In Service

Old Gen Quad

New Gen Twin

Current Gen
Twin

Old Gen Twin

Current Gen
Quad

Old Gen Quad

787

777X

A350

A330 Family NEO
777

A330 Family CEO

767

A310
A300
A300-600

A380

A340
747

Assumptions:

Backlog/plan/actual from May 1st only

Stored

Age Range not rounded e.g. 6-10 = 6.00 to 10.99 etc (In Service = Active + Parked)
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Valuation approach and considerations

Lessors are less reliant on market value.
There are many different ways of looking at an asset valuation....

There are numerous definitions of
value, both ISTAT-defined and
others created by independent
appraisal firms...

Market Value (ISTAT) .
Base Value (ISTAT)

Lease Encumbered Value

(ISTAT) .
Soft Value (IBA) .
Distressed Sale Value (ISTAT)
Salvage/Part-Out Value (ISTAT)

There are also numerous
scenarios in which an appraisal
may be needed...

An early lease return

A liquidator or administrator
looking for a quick sale to return
money to an investor

For impairment testing purposes
Testing of Loan to Value
Covenants

©2020 Grant Thornton International Ltd. All rights reserved.

Transaction participants

What are the technical
capabilities/resources?
Pressure to dispose of the
asset?

What is the owners business
model?

Airline, Lessor, Bank?
Liquidity

Can the seller ride out the
storm?

For operating lessors, the ISTAT
definition for market value seldom
suits. Base value and/or lease
encumbered valuation is more
relevant.

IBA.iQ o GrantThornton



Relative MV:BV Relationships

Market Value Fluctuations In Times of Crisis

1.300

g g g g

MV/BV - New Build 1998 vintage 737-800 & A320ceo

g

0.700
Jan-98 Jan-00 Jan-02 Jan-04 Jan-06 Jan-08 Jan-10 Jan-12 Jan-14 Jan-16 Jan-18 lan-20

WINNER
APPraiser  Auimtion
of the year  NONDD

2020

—8—0YR 737-800 MV/BV ~ —@—O0YR A320ceo MV/BV
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Questions?
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