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Aircraft debt can deliver consistent income and superior risk adjusted spreads

Key Takeaways

- Loans to airlines
and airline leasing
companies which are
secured on aircraft can
provide long-term stable
and predictable income,
and low volatility

- The very high recovery
rates on defaults
usually contributes to
a yield pick-up versus
comparable listed debt

- Aircraft debt market has
been largely overlooked
by investors, but low
global interest rates
and diversification
benefits are attracting
institutions with
long-term liabilities.

1. Source: Boeing Commercial Market Outlook 2018-2037
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There is a direct correlation in the
aircraft industry: growing air traffic
equals more planes. The equation is
simple, but the size of the numbers on
each side of that equation is less well
known. Air traffic is forecast to rise by
4.7%" a year for the next two decades,
with a consequent need for around
40000 new planes’.

Some of those planes will service new
routes and new airlines, some will
replace older planes. All of them will
require financing. With banks expected
to be more and more impacted by
regulation, much of this financing will
come from capital markets and private
lenders. Aircraft financing is a growing
feature of both public and private debt
markets.

Aircraft financing is projected to
nearly double from $90bn-plus in 2012
to some 180bn-plus by the end of
2022. For fixed income investors, this
represents an emerging debt asset
class to complement their existing
credit allocation.

Industry delivery financing
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Aymeric Angotti
Head of Aircraft Finance,

The advantages of aircraft debt are
long-term and predictable cash-flows,
true portfolio diversity linked to real
assets, yield pickup linked to the
illiquidity of the asset class, and
volatility reduction in the wider portfolio.

How does aircraft lending work?

Both aircraft leasing companies and
airlines require financing. Airlines and
leasing companies (lessors) use various
types of financing to buy commercial
aircraft from manufacturers including
Airbus, Boeing, Embraer and so on.

2500

=== |ncl. Public & Private Debt (left)
2000

Number of aircraft

=== |ndustry delivery financing (left)

1500
—— Commercial deliveries (right)

1000

o Source: 2018 Current

Aircraft Finance Market
Outlook - Boeing Capital

0 Corporation/Ostrum AM

DOCUMENT INTENDED EXCLUSIVELY FOR PROFESSIONAL CLIENTS (IN ACCORDANCE WITH MIFID)



The HUB

NEWS AND VIEWS FOR INSTITUTIONAL INVESTORS

These aircraft may be used to service
new routes, to increase traffic on a
popular route, or just to replace retired
aircraft. “With demand for travel growing
at a strong pace, operating lessors have
been an important source of funding for
airlines in a capital-intensive industry,’
says Aymeric Angotti, Head of Aircraft
Finance, Ostrum Asset Management.

Aircraft deals are structured through
investment vehicles (called Special
Purpose Companies SPCs) that typically
buy an aircraft and lease it to an airline.
The important point about aircraft debt
structures is the mortgage on the aircraft,
so the lender can legally repossess the
aircraft in a timely manner. The lender

is then able to lease it or to sell it in the
case of default.

Unlike a property, on which a mortgage
can also be secured, the beauty of an
aircraft is that it is a mobile and fungible
asset; you can take it from one airline

and have it operated by another airline, in

a different part of the world. After all, an
A320 operated by Lufthansa is still an A320
when it is operated by Latam in Brasil.

The aircraft debt is secured on a stable
asset, given that a plane’s economic life
is around 25 years, compared with the
average loan term of around 12 years. In
addition, volatility in the value of aircraft
is low, only reaching 20%-25% in the
most severe crises?. Both these factors
lead to high recovery levels in the case
of loan default.

From a simple structure (one aircraft

for one airline) to a portfolio of mid-life
aircraft leased to various airlines, aircraft
debt market offers a wide range of
opportunities to investor.

What to buy, how much to pay?

Aircraft loans cannot be bought and
sold on exchanges in the same way as
listed bonds. Aircraft loans are illiquid
because the secondary market is small,
with only a few buyers and sellers. It
takes time and knowledge to analyse
the transaction, the counterparty, the
asset, the structure and the legal
documentation before deciding whether
to invest.

Doing all this successfully results in an
illiquidity “premium’, which provides

2. Ostrum study of market value from 1984 to nowadays
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investors with yields that can be
considerably higher than for bonds with
similar risk profiles.

Sourcing requires access to a strong
network of banks across the world, but
also to contacts within other originators
of deals, including airlines and private
equity groups.

Similar experience and industry
knowledge apply to asset selection.
“There is little publicly available
information on aircraft secured debt
and no secondary markets, so initial
selection of assets is challenging and a
key part of our job,” says Angotti. A deal
must be examined on several different
levels, including analysis of the corporate
or counterparty, the asset itself and the
structure of the deal.

The corporate rating is based on a
robust third-party framework, namely
the well-known S&P Global Market
Intelligence methodology. The asset,
meanwhile, is ranked by its type, its age,
the number of operators, the fleet size,
or where it stands in its lifecycle, with
one question in mind: how easy will it be
to sell?

ESG considerations also form part of
asset selection. Lending to airlines which
have a poor record on social issues risks
impairment of credit risk through strikes,
fines and loss of business.

Liquidity is also essential. If an asset is
not performing — perhaps because the
airline is distressed and no longer making
regular payments on its loans — it is
essential to know beforehand how easily
the aircraft can be repossessed and sold
to another airline. In some countries this

Spreads VS Adjusted Spreads

process is easier than in others, and
some assets, particularly the popular,
narrow-body aircraft, are easier to trade
than others.

Ostrum has developed its own tool
which compares outstanding debt

and aircraft value throughout the
lifecycle of the asset. Part of the value
equation is how quickly the aircraft
can be repossessed. Depending on the
jurisdiction where the asset is operated,
the time for repossession can be
anything from 60 days to a couple of
years. Getting this equation wrong can
be very costly for the lender.

Loan to value, maturity of the debt,
aircraft age, aircraft expected values,
which are also assessed thanks to
an internal tool, repossession and
remarketing costs are also critical
hypothesis.

Last, and definitely not least, the lender
must rigorously monitor the performance
of both the loan and the aircraft. It is

not enough to service the loan itself; the
lender must also inspect the aircraft and
be sure that the aircraft is flying regularly.
If not, why not? It may, for instance, have
been broken up for spare parts, which is
a disaster for the value of your guarantee
and sends a danger signal to the lender
about the financial stability of the
borrower. If the borrower cannot pay for
new parts, what does that mean for its
ability to service its debt?

Potential returns

Managing the risks of aircraft debt
appropriately can mean the strategy has
few, if any, unexpected losses.

= Spread

® Adjusted Spread*
*Adjusted Spread: Spread

lowered by the cost of risk
resulting from default and
recovery rates
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Historically, senior secured loans against
highly-fungible assets such as aircraft
results in a median default recovery rate
of some 98%°. This compares with a
77%* recovery rate in senior infrastructure
debt. The high recovery rates in aircraft
debt help to produce better risk-adjusted
returns compared to comparable fixed
asset classes.

This can lead to yields for aircraft debt
investors starting at 75bps above the
interbank lending rate, which is a typical
return for the financing of widely-used
narrow-bodied aircraft leased to a
first-tier airline®. Yields can also rise to
300bps above the interbank rate, and
sometimes higher, for deals involving
pools of old vintage aircraft.

The strategy offers long-term and
predictable cashflows, with payment
schedules that are fixed from Day One of
the transaction.

“Margins have decreased slightly since
over the 10 years since the financial
crisis, but inefficiencies in aircraft
secured debt market are an opportunity
for experienced asset managers” says
Angotti. These inefficiencies stem
from the nature of the deals, which

are transacted bilaterally or in small
club deals. As a result, margins are
not standardised as they are in large
syndication deals.

So two aircraft transactions can have
similar risk but very different pricing. This
can happen if, for instance, an airline
experiences temporary difficulties in
raising financing for political reasons.

Or when banks in a certain territory have
higher funding costs so need higher
margins. Both these examples would
increase returns to investors.

The yield pickup and the cash-flow profile
suit many types of institutional investors,

with insurers having shown particular
interest in the asset class.

Conclusion

Aircraft are attractive to institutional
investors for their very tangibility. Loans
secured against real, solid and useful
assets is proving popular among an
increasing number of investors. These
investors are reassured by the high
recovery rates, the lack of correlation

of aircraft debt to bond markets and
the regularity of capital and interest
payments.

“The challenges of operating in this
market are considerable, but asset
managers with structuring experience
gained at major investment banks
combined with knowledge of the sector
and of the assets, should be able to find
added value,” Angotti adds.

Written on 11 March 2019

Main risks related to Ostrum’s aircraft debt strategy, inter alia: Loss of capital, no assurance of investment return;

illiquidity; Performance of assets incl. general counterparty risk, creditworthiness of lessee, jurisdictional and repossession
risk, aircraft value, operational risk; General economic and market conditions (incl. fuel prices), changes in general law and
regulation, risks associated with the deployment of the fund.

3. Source: Aviation Working Group study, published on 14/10/2016.

4. Source: Moody's default and recovery rates for project finance bank loans study dated of March 5,2018.
5. This target return is not a forecast of future performance. It only aims at illustrating mechanisms of your investment over the investment period. Valuation (up or down) may fluctuate and

deviate from this target return.
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation,
only at their written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management
company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis
Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. ltaly: Natixis Investment Managers S.A., Succursale ltaliana (Bank of Italy Register of Italian Asset
Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number:
HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number
50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies
Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain.

In France: Provided by Natixis Investment Managers International - a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF)
under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes France,
75013 Paris. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux Colleége 10, 1204 Geneva, Switzerland or its representative office
in Zurich, Schweizergasse 6, 8001 Zirich. In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register
no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as
described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material
is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers
which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man:
this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under
section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related
financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional
Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC,
Dubai, United Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of
Business: The Company conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5,
Roppongi, Minato-ku, Tokyo. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the
Financial Supervisory Commission of the R.0.C. Registered address: 34F, No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.), license number 2018 FSC SICE No. 024,
Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes
only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers
Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale
clients only. In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated
offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for
wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment Managers
S.A. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491,
oficina 102B, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Colombia: Provided by
Natixis Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or
investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified
investors. In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V,, which is not a regulated financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities
Market Law (Ley del Mercado de Valores) and is not registered with the Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments
referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such
listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity
organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis
Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment management and distribution
entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or
authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or
sale of fund shares or third party investment services to its clients complies with the relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or an offer to buy or to
sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses,
opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings
and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. Past performance information presented is not
indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.
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