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Global Aviation Q1 2020 Overview

> The Covid-19 pandemic has severely impacted the aviation industry across the globe. Border closures and travel
bans affect 98% of international air passenger revenues.

> A large part of the global fleet is grounded and flights are cancelled all around the world. This will impact
passenger growth and airline revenues for 2020. Passenger numbers have plummeted to the level of 2006 and
IATA estimates a 48% decrease in airline revenues for 2020.

> Prime Capital did not close any transactions in the first quarter. However we are currently pursuing attractive
opportunities, which have developed during the crisis. These usually involve Tier 1 names at very attractive pricing
with lower LTV’s and shorter tenors. Also the secondary market seems to become more active, with banks willing
to sell some of their exposure at a discount.

> Conclusion: Covid-19 has significantly impacted the airline and aircraft market. The long term growth trend has
experienced a severe drop and the industry will take some time to recover. The exogenous shock will lead to a
consolidation in areas, where an oversupply has been prevalent for the past years and some airlines are in a position
to gain additional market share, once weaker competitors exit the market. Spreads have increased significantly in
some cases from double-digits to more than 300 Bps. Deals for Tier 2 or 3 airlines, are currently rare and it is
mainly Tier 1 names looking for secured financing. We currently see a generic spread for a narrow-body loan
around 300 Bps, but with significantly improved credit on the airline side.

USD 1 bn More than200 Airlines in 39
invested aircraft countries
UsD 1,2 bn 6 Airline USD O
committments Defaults realizedhloss
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Q1 Summary

The first quarter of 2020 was dominated by the global
Covid-19 pandemic, which has had a particularly severe
impact on the aviation sector worldwide. At times, travel
restrictions affect more than 90% of international routes, and
domestic air traffic has also come to a standstill due to
contact restrictions. IATA expects a decline in Revenue
Passenger Kilometres (RPK) of 30% to 40% (y-o-y)
depending on the region in 2020, resulting in a USD 314
billion decline in revenue for airlines in 2020, or -48%. In
contrast to previous pandemics, such as SARS or MERS, a U-
shape recovery seems more likely than a V-shape recovery.
This means that instead of a quick recovery to pre-Covid-19
levels, the recovery will take longer. This is mainly due to a
fundamental change in travel behaviour and an expected
global recession. It is estimated that it could take until 2022
to return to the economic level of early 2020. This will also
have an impact on air traffic. As airlines have lost almost all
their revenues, they are trying to minimise their costs as far
as possible and use the available liquidity for as long as
possible. This leads to deferrals for lease payments and in
some cases to deferrals at the credit level.

A particular interesting example of this crisis is Norwegian,
which has managed to stay in business by securing
government support. The support however has been tied to
strict conditions, including long payment deferrals for leases
as well as a significant increase in the airlines equity ratio.
This has been achieved by a debt to equity swap, converting
more than USD 1bln into equity. This includes some
receivables for leasing companies. TUl was also able to
secure EUR 1.8 bln from the German government. The
United States have provided USD 25bln in state support to
its 10 largest airlines. It is still unclear, when air travel will be
opened up again and what restrictions will apply
internationally. However some airlines are very well
positioned to take over a substantial part of the business
from weaker competitors.

Financing Terms

EETC Spreads widened significantly towards the end of
March. However it has to be noted that trading was very thin
and the spreads only provide some indication.
Unsurprisingly the Spread for Norwegian’s EETC surged
above 6%, a 26% increase compared to the previous month.
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Spreads for Air Canada and British Airways more than
doubled and were priced above 4% at the end of March.

EETC Spreads
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Source: PCAG Research based on Bloomberg Data / the spread is calculated as the
difference between the yield and the respective Swap rate

* EETCs are publicly-issued bonds, with full recourse to the airline and backed by liens on
a portfolio of aircraft

This also reflects the significant price increase in the private
markets, where spreads for Tier 1 carriers have increased
from double digits to 300+ basis points. This provides very
attractive opportunities for investors still active in the
market. Also LTV's and tenors have decreased in order to
adjust the risk profile. Especially some larger carriers have
used their on-balance sheet aircraft in sale and lease back
transactions to gain additional liquidity. Aircraft prices have
dropped between 5% and 20%; the latter relates to older
illiquid models. This also provides some upside for equity
investments. However it can be expected that asset prices
will take a little longer to recover than in previous crises.

Airline Market

Airline stocks have plummeted since the start of the crisis as
many airlines had to shut down their entire operation.
Compared to the broader equity market airlines have been
one of the sectors hardest hit in the sell-off in March and
April. There has been little distinction between the airlines,
but some airline stocks have recovered quicker than others.
The focus shifted quickly to liquidity and potential
government support. IATA estimated at the end of March,
that the median liquidity buffer of airlines across the regions
would last for approximately 3 months. Since then airlines
have worked hard to access additional liquidity. Despite
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efforts for additional funding, some casualties can be
expected in the second Quarter.

Airline Equity Market
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Jet Kerosene (RHS)
Source: Bloomberg

While Kerosene prices and airline stocks showed a negative
correlation in the past, both have dropped in lock step in
recent months. Generally airlines should profit from low fuel
prices, as these make up a significant part of the operating
costs, however with no operations and fuel hedging
contracts in place for the next six to twelve months, low
Kerosene prices will not provide support for the foreseeable
future.

Commercial Aviation

The Covid pandemic has caused severe drops in passenger
numbers and load factors, with the majority of the global
fleet being grounded and almost non-existent international
air traffic.
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Source: IATA, Air Passenger Market Analysis Mar 2020, P.1. Available here.

Global revenues passenger kilometers (RPK) measuring the
total demand of passenger traffic, fell by a historic 52.9%
(y-0-y) in March down from 5.0% in June. Passenger
volumes dropped to the level of 2006. Available seat
kilometers (ASK) dropped in line with RPK's by -36.2% (y-o-
y) in March, while the load factors decreased to 60.6%
down from their all-time highs around 80%. IATA
conducted a survey on air traveler confidence. About 45%
of the people responded, that they would travel within “a
month or two" after travel restrictions have been lifted.
Another 30% indicated to wait for about six month before
considering air travel again. In total IATA estimates a
decrease of 48% in total air traffic for 2020, with
international routes impacted more strongly than domestic
traffic.

Prime Capital Aviation Debt Expertise

> Advice and support for aviation direct
investments, portfolio strategy and sector
allocation

> Access to leading European and global aviation
finance partners for sourcing as well as direct
lending activities

> Investments in Senior and Mezzanine debt



https://www.iata.org/en/iata-repository/publications/economic-reports/air-passenger-monthly-analysis---mar-2020/
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Further information about Prime Capital AG can be found on the web site
www.primecapital-ag.com

Contact:

Prime Capital — Investment Management Private Debt
mailto: impd@primecapital-ag.com
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Disclaimer:

The information and opinion contained in this document (hereinafter “Information”) is provided only for information purposes,
and is not construed as a solicitation or an offer to buy or to sell any securities or financial instruments in any jurisdliction
whatsoever. It does not constitute an official confirmation, invitation, solicitation or offer to subscribe for or purchase or sell
any of the products or services of Prime Capital AG, Frankfurt am Main. No investment decision should be made on the basis
of this document. The Information contained herein may not be complete and may not contain all relevant material
information related to any (financial) instrument presented. No representation or warranty is made or implied concerning, and
Prime Capital AG assumes no responsibility for, the accuracy, completeness, reliability or comparability of the information
contained herein relating to third parties.

The Information contained in this document was obtained in good faith from sources considered to be reliable, but its
accuracy, completeness, reliability, or comparability is not guaranteed or otherwise warranted or represented by Prime
Capital AG. Specifically, the Information contained herein has been obtained from third party sources, which is based solely
on publicly available information. Prime Capital AG makes no representation, express or implied, as to the accuracy,
correctness, suitability or timeliness of such data. In particular, Prime Capital AG is not obligated to update information
provided in this document or to delete obsolete information from this document. The information provided in this document
may change at any time without prior notification. As a result, information once published in this document may not be
understood to mean that matters have remained the same since publication or that the information is still yp-to-date
following its publication. The validity of the information is limited to the point in time of their being issued and may change
based on market developments.

This document and the Information contained herein is confidential and intended only for the person to whom it has been
provided and under no circumstance may a copy be shown, copied, transmitted, or otherwise given to any person other than
the authorized recipient without the prior written consent of Prime Capital AG.

The content of this document is protected by intellectual property rights owned by Prime Capital AG. The reproduction,
transmission (electronically or by other means), linking, alteration, storage, archiving or other uses for public or private use of
information or data, in whole or in parts, in particular, the use of texts, portions of texts or images requires the prior consent
of Prime Capital AG. In particular, you are prohibited from:

i copying this document in whole or in parts (whether by printing them on paper, saving them to a file or otherwise);
. removing, changing or otherwise making the content of this document incomprehensible or using the material
contained on this document in a manner other than intended in these legal notices and terms of use;
il using this document or the information it contains for unlawful purposes.

The Information provided herein is not taking into account any particular person’s objectives, financial situation or needs.
Investors should before acting on the information provided in this document, consider the appropriateness of the information
having regard to their individual objectives, financial situation or needs.

Please bear in mind, that any forward looking statements re targets and achieving such targets is subject to unexpected risk
and uncertainties and can not be guaranteed in any way.

Privacy:

Prime Capital AG is committed to protecting your privacy. The types of personal information we collect about you depends
on the relationship with us. They include (i) your personal contact details such as name, title, postal addresses, email
addresses and telephone numbers, (i) the company you work for and your position, (iii) identification and background
information we may collect about you as part of our business acceptance procedures, (iv) technical information such as
information from your visits to our website or relating to the event invitations, updates, marketing material, and other
communication we send to you electronically, (v) your communication preferences regarding marketing materials or (vi) any
other personal information you provide to us during your relationship with us, such as dietary requirements, any physical
disability and your views and comments.

They ways in which we collect personal information about you may include the following: (i) in the course of our business
acceptance procedures, (i) through your general use of our website . In particular, we collect personal information about you
if you complete forms on our website and if you send emails to firm personnel, (iij) through your responses to our emails
asking that you confirm and update information we maintain about you, or that you provide your consent for us to
communicate with you, or (iv) through information you may provide to representatives of our firm at conferences or similar
events.
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