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There's value in planes

Investing in aircraft asset class is a logical departure
for institutional investors

Key Takeaways:

- Air traffic has grown by 8%
on average every year for
the last 50 years, with only
three years of negative air
traffic growth in that time.
Rising air traffic = demand
for new planes.

+ One of the biggest drivers
of air traffic is the “wealth
effect” — we will need
around 40,000 new aircraft
over the next 20 years.

- Aircraft have low-volatility
valuations which reduces
the chances of capital
loss compared with other
asset classes. The large
range of asset types
and counterparties, and
the various financing
structures mean investors
are able to choose their
level of risk and return.
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In the search for high-yielding, global,
diversified assets, it's possible that
investors are overlooking assets they
don't even realise have investment
potential.

Every time we take a business trip, go
on a family holiday, take a weekend
break to a nearby country, we make use
of airplanes. There are so many types
of planes, working so many routes,
performing so many roles, that it’s a
natural asset to invest in for income,
diversification and capital growth. Yet
few investors invest in aircraft asset
class.

Let's take a look at why institutional
investors should seriously consider
aircraft as an asset class.
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Natixis Investment Managers

A world of opportunity

Commercial aviation is really the most
global of businesses. Aircraft connect
all the countries in the world, shuttling
people and freight between 3,190 cities
and 3,250 airports.
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Air traffic has grown by 8% on average
every year for the last 50 years and there
have only been three years of negative air
traffic growth in that time. This compares
with many more down years in world
stock markets.

Despite some high-profile failures,
the airline industry has succeeded
in increasing its profits over the last
decade too.

In short, this is a pretty resilient market,
and long-term future growth is expected
to remain strong. Air traffic is forecast to
double in the next 15 years and to grow
by an average of 4.7%" a year over the
next 20 years.

Rising air traffic requires more aircraft.
Today's fleet is concentrated in the US
and Europe and numbers around 24,000
aircraft. Both Boeing and Airbus see this
fleet doubling in the next 20 years. Add
to this the replacement aircraft needed to
replace vintage planes and we will need
around 40000 new aircraft over the next
20 years'.

This growth represents significant
opportunity for investors to provide either
equity or debt on these new aircraft.
Mid-life aircraft are also an additional
source of opportunities.

Wealth effect key to rise in travel

How credible are these growth
projections for air traffic? And what will
drive the growth?

The single biggest driver is the “wealth
effect”, the increase in disposable
income globally as the middle classes
grow in emerging economies. In 2002,
about a quarter of the world could be
described as “middle class”; today that
has risen to about 40% and by 2037 it
is likely to encompass over 50% of the
world’s population. That (by 2037) means
there will be some 5bn people with
sizeable chunks of disposable wealth
looking for new experiences and leisure
opportunities.

As the wealth effect accelerates,
consumer spending on travel and
tourism continues to grow. International

' Source: Boeing Commercial Market Outlook 2018-2037
2 According to the World Tourism Organization

tourist arrivals rose by 7.1% in 20172

and there were nearly 350m more
international tourists in 2017 than in
2010. That trend is projected to continue.

Given that tourism growth tends to spark
higher economic activity, governments
around the world are encouraging air
travel, creating open skies policies and,
where security allows, relaxing visa and
immigration requirements.

Social media is also driving tourism.
Images that appear on apps such as
Instagram, Facebook and Snapchat are
helping to popularise tourist destinations.

Even in the US, a relatively mature market,
there is still opportunity for growth,

with the number of passport holders
increasing dramatically. Whereas in 1990
just 4% of US citizens held a passport,
today that number is 42%, with more than
20m issued in 2017, the highest number
recorded in a single year.

Asia will soon be world leader in
air traffic

The middle classes in both China and
India grew from a combined 100m in
2007 to around 400 million by 2017. In
the next decade, a further 300m people
are forecast to enter the ranks of the
middle classes in these countries alone.
These changes are important for air
travel demand.

Although there is still room for growth in
developed markets, emerging markets
will provide most of the upside in air
travel. In fact, Asia-Pacific will have the
most global air traffic by 2037, with a
three-fold increase in passenger journeys
between now and then. Air traffic
between emerging countries is forecast
to grow by about 6.2% a year, and will
represent 40% of world traffic in 2037, up
from around 29% in 2017.

Chinese traffic is forecast to grow by a
factor of 3.5 times, with US domestic
flights increasing by 50%, but from a
much higher base®.

The number of air passengers in China has
risen at an average of more than 10% every
year since 2011, while India's economic

% Source: Airbus Global Market Forecast, published 2018 (2018-2037)
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coming-of-age has led to 20% passenger
growth a year in its domestic market. India
is expected to become the third-largest
aviation market by the early 2020s.

Aircraft investing: equity and
debt

Aircraft come in all shapes and sizes.
While certain models dominate the
market, each route has its own needs and
its own aircraft requirements, so many
types of aircraft are in service worldwide.

From an investor viewpoint, one great
aspect of aircraft is that they are mobile
and fungible. In simple terms, an aircraft
owner should not have too much difficulty
taking an aircraft from one operator in
one part of the world and leasing or
selling it to another operator in an entirely
different part of the world. For this reason,
aircraft have low-volatility valuations
which reduces the chances of capital loss
compared with other asset classes.

As long as airline is up and running,
aircraft owner or financing company
should get a fairly predictable stream of
income. Making sure this happens takes
know-how and skill, admittedly, but that's
the job of the fund manager.

In order to secure value from investing

in aircraft asset class, fund managers
must manage a raft of risks, including
loss of capital, counterparty risk,
creditworthiness of lessees, jurisdictional
and repossession risk, aircraft value and
operational risk.

With good asset selection and careful
risk assessments, returns tend to be in
the order of 5%-12% for equity investors,
whereas for debt investors returns begin
at 75bps above the risk-free rate and rise
to 300bps (or sometimes more) above
the risk-free rate for vintage aircraft.

Aircraft as an asset class is suitable for
most long-term institutional investors.
Investors are able to choose their level
of risk and return by investing in either
equity or debt, in different types of
aircraft and by engaging with

different counterparties in different
jurisdictions.
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The aviation industry takes
action to mitigate its
environmental impact

Sustainability is high on many
institutions’ investment priorities and
aircraft operators recognise that they will
only continue to receive investor support
if they manage their environmental
impact well. Today, air travel creates
about 2% of global man-made carbon
emissions and the UN Intergovernmental
Panel on Climate Change says this will
rise to 3% by 2050 if no action is taken.

Action, however, is being taken.

Over the last 50 years, the aviation
industry has cut fuel usage and carbon
emissions per seat by more than 80%,
In the last 20 years, the industry has
decoupled its growth from its carbon
emissions growth; the average increase
in global fleet fuel efficiency has
exceeded 2% a year over the last two
decades.

ESG fixes are being sought throughout
the industry and broadly fall into three
categories: airplane design and engines;
advancement in airspace management
and airline operations; the development
and commercialization of sustainable
alternative fuels.

In particular, a flagship sustainability
project, the Carbon Offsetting and
Reduction Scheme for International
Aviation (CORSIA) was set up in 2016

MARKET INSIGHTS
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by the International Civil Aviation
Organization (ICAQ). The scheme,
managed under the auspices of the
United Nations, is designed to offset
international aviation CO2 emissions and
192 countries have signed up to it.

Is this the right market for
investing in aircraft?

When investors get comfortable with the
idea of buying or financing aircraft, they
inevitably start to ask about markets. Is
there a downturn around the corner? Are
airlines financially viable? Will fuel prices
spike?
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There is, of course, no way to tell. But
history tells us that aircraft deliveries are
robust across cycles. We noted earlier
that air traffic has enjoyed a strong
trajectory with very few bumps, and
profitability within the industry has risen
over the long term.

Investing in aircraft tends to be a
longer-term activity spanning a cycle

or several cycles. It has been relatively
immune to those cycles in the past and
there is no known reason why this should
change going forward.

Written on 15 March 2079
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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 Italiana (Bank of Italy Register of
ltalian Asset Management Companies no 23458.3). Registered office: Via Ferrante Aporti, 10, 20125, Milano, 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 516405-9607 - 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 Collége 10, 1204 Geneva, Switzerland
or its representative office in Zurich, Schweizergasse 6, 8001 Ziirich. 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 Representacién (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 requlated 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 Comisién 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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