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AVATION PLC

CHAIRMAN'’S STATEMENT
FOR THE YEAR ENDED 30 JUNE 2021

Overview
e Material COVID-19 impacts on financial results, revenue decreased 13% to US$117.7 million;
e Cash and bank balances increased 7% to US$122.5 million;
e Net Indebtedness reduced by $113.9 million (11%) to US$922.6 million;
e Impairment losses of US$87.4 million and expected credit losses on receivables of US$25.4 million

recognised for the year, reflecting the COVID-19 disruption to the leasing industry; and
e Loss before taxation of US$70.2 million.

COVID-19 update

e Focus on preserving liquidity and cashflow has left the fleet, business and customers substantially
intact;

Rent deferrals totalling US$25.9 million provided to airline customers;

Loan repayment deferrals totalling US$35.2 million obtained from secured lenders;

Maturity date of Avation Capital S.A. Senior Notes (“"Notes”) extended to October 2026;
Administration expenses (cash) decreased by 9% to US$10.3 million; and

Capital expenditure and dividends remain temporarily suspended with a return to fleet growth
expected in late 2022.

Business review

The year ended 30 June 2021 has been one of the most challenging in the Company’s history. The
COVID-19 pandemic persisted throughout the year disrupting airlines, aircraft leasing and aircraft
valuations. These challenges have created a significant workload and I would like to thank Avation’s
employees for their commitment, focus and diligence during the period.

Avation’s decision to preserve liquidity and cashflow ensured survival and allowed focus to be directed
to maintenance of the business, customers and leasing platform which have been preserved as the
impacts of the pandemic recede and air travel returns.

The prolonged impact of the pandemic has resulted in US$87.4 million in impairments to the value of
the fleet and US$25.4 million for expected credit losses that dominate the financial results. An end to
the pandemic appears to be in sight with the rollout of global vaccination programmes supporting a
return to growth in passenger numbers. A return of air travel to pre-COVID levels may result in an
increase in the value of aircraft that could reverse some of the impairments in future periods.

The recent Chapter 11 filing for voluntary restructuring by Philippine Airlines should lead to a resolution
of one of the last remaining lease defaults resulting from the COVID-19 pandemic in Avation’s fleet.
Avation is set to emerge from the pandemic with a smaller fleet with high levels of utilisation and a long
timeframe for repayment of the Company’s unsecured Notes following the extension of their maturity
until October 2026.

Avation’s cash and liquidity position is expected to improve in the coming months through the expected
sale of underutilised aircraft and the receipt of distributions to creditors from the restructuring
administrations of Virgin Australia and Philippine Airlines. This will have the combined impact of
improving operational efficiency and increasing liquidity which can then be used to continue to pay down
debt and fund a return to fleet growth planned for late 2022.
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Airline customers subject to restructuring or insolvency

Insolvency proceedings are currently ongoing in relation to two airlines, Virgin Australia and Philippine
Airlines.

Virgin Australia

On 20 April 2020, Virgin Australia entered into voluntary administration. Avation had two Fokker 100
aircraft on finance lease and 11 ATR 72 aircraft on operating lease to Virgin Australia. The two Fokker
100 aircraft were transferred to the lessee at the end of their finance leases in September 2020. Of the
11 ATRs, four have been re-leased at market rates and one has been sold. The aggregate outstanding
debt on the remaining six ATR aircraft is $US$6.3 million as at today’s date.

Avation’s claim against Virgin Australia has been adjudicated by the Trustee of the Creditors Trust in the
sum of AUD101.4 million. The Company believes that a portion of the sum is a priority claim. The
Administrator has advised of an expected pay-out of 9.5-13 cents on the dollar for unsecured claims.

Philippine Airlines

On 6 September 2021, Avation advised that Philippine Airlines (“"PAL") filed a voluntary petition for relief
under Chapter 11 of the United States Bankruptcy Code in order to complete a prearranged restructuring
process. Avation and PAL have agreed terms for PAL to retain the use of a Boeing 777- 300ER aircraft
on lease from Avation.

A successful restructuring will ensure that Avation will recommence collecting rent on the aircraft for the
first time since early 2020. Under the restructuring, Avation will also be entitled to receive payments
relating to utilisation since 1 September 2020 on a power by the hour basis along with a promissory note
for a portion of rent outstanding for the period prior to 1 September 2020.

Bond Extension

During the year Avation completed a process to extend the maturity date of the US$342.6 million
outstanding Notes from May 2021 to October 2026. The Company announced the completion of this
process on 26 March 2021. The Notes extension provides stability to the Company’s capital structure
and will assist the Company to successfully navigate the COVID-19 pandemic.

The extension of the maturity date and other revisions to the terms and conditions of the Notes
(“Extension”) has been accounted for as a substantial modification of the terms of a debt instrument in
accordance with IFRS 9. Under IFRS 9, if the modification to the terms of a debt instrument is substantial
the existing liability is extinguished and a new liability is recognised at fair value. The fair value of the
Notes at the date of the Extension, based on the quoted open market price of the Notes of 82c/$, was
US$281.0 million. Total fees and costs incurred in connection with the Extension amounted to US$11.0
million which includes US$3.5 million for the fair value of share warrants issued to holders of the Notes.
The difference between the extinguished liability and new liability, less fees and costs incurred, has been
recognised as a gain of US$50.3 million in the Statement of profit or loss.
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Market Positioning

Avation’s long-term strategy is to target growth and diversification by adding new airline customers,
while maintaining a low average aircraft age and long remaining lease term metrics. Avation focuses on
new and relatively new commercial passenger aircraft on long-term leases. Avation is capable of owning,
managing and leasing turboprop, narrowbody and twin-aisle aircraft and engines.

The Company’s business model involves rigorous investment criteria that seeks to mitigate the risks
associated with the aircraft leasing sector. Avation will typically sell mid-life and older aircraft and
redeploy capital to newer assets. This approach is intended to mitigate technology change risk,
operational and financial risk, support sustained growth and deliver long-term shareholder value.

Avation is an active trader of aircraft and from time to time will consider the acquisition or sale of
individual or smaller portfolios of aircraft, based on prevailing market opportunities and consideration of
risk and revenue concentrations.

Outlook

The disruption created by the COVID-19 pandemic is expected to recede following the successful rollout
of global vaccination programmes that support a return to increased levels of air travel. This trend is
already evidenced in regional and domestic travel and we expect will be followed by a recovery in
international travel as we move through the remainder of the 2022 financial year.

Avation instituted a programme of support for its airline customers by agreeing to defer payment of a
portion of their rent in the short-term. The cashflow impact of this support programme has been
mitigated by adjusting the amortisation profiles of related financings with the agreement of lenders.
Since the start of the pandemic the Company has also reduced cash administration costs and temporarily
suspended capital expenditure.

Avation has consolidated its aircraft fleet and resolved numerous issues that have arisen as a result of
the pandemic. The Company is in a position to look forward with cautious optimism to opportunities that
will present themselves in a post pandemic environment.

The Company believes that airlines will require significant number of leased aircraft following the
pandemic due to the large number of older aircraft that have been retired and the impact of the pandemic
on airline balance sheets, reducing their ability to purchase aircraft directly. This supports the Company’s
strategy of focussing on young and popular commercial aircraft.

Funding of asset acquisitions is traditionally sourced from capital markets, asset-backed bank lending,
operational cash flows and disposals of selected aircraft. Access to acceptably priced funding is a key
factor in aircraft leasing. Specific risks which are inherent in the aircraft leasing industry include, but are
not limited to, ongoing pandemic impacts on travel, the creditworthiness of airline customers, over-
production of new aircraft and market saturation, technology change, residual value risks, competition
from other lessors and the risk of impairment of aircraft assets.

I A=

Robert Jeffries Chatfield
Executive Chairman
Singapore

26 October 2021
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STRATEGIC REPORT
FOR THE YEAR ENDED 30 JUNE 2021

The Directors present their strategic report for the year ended 30 June 2021.
BUSINESS OVERVIEW

Avation PLC and its subsidiaries (“*Avation”, the “"Group”) is a commercial passenger aircraft leasing group
managing a fleet of 44 aircraft, as of 30 June 2021. Avation was founded in 2006 and has now been in
operation for 15 years. Avation leases aircraft to 18 airline customers spread across 15 countries in
Europe and the Asia-Pacific region, as of 30 June 2021. Major customers include Vietjet Air, airBaltic,
EVA Air and Philippine Airlines. The Group’s fleet includes 16 narrow-body jets, two twin-aisle jets and
26 ATR 72 twin-engine turboprop aircraft. An analysis of the fleet is provided below under “Fleet
Overview”,

Avation operates from its headquarters in Singapore where it is tax resident and, since 17 April 2014, a
beneficiary of the Singapore Aircraft Leasing Scheme (“ALS”) tax incentive. On 17 April 2019 Avation
was granted a five-year extension to its ALS tax incentive at a reduced 8% tax rate.

Avation’s management team has extensive experience in the aviation industry and has the expertise to
select, acquire and manage aircraft that have achieved strong operational performance for our customers
and generated stable returns for our shareholders. The company maintains in-house commercial, legal,
technical and finance teams and operates as a full-service aircraft leasing platform.

Avation aims to grow its fleet and continue to diversify its customer base over the coming years. The
Group has two ATR 72-600 aircraft on order from the manufacturer, which are currently scheduled to be
delivered in October and November 2022. The Group also holds purchase rights for a further 28 aircraft.
The Group may also acquire additional new and second-hand jet aircraft on an ad-hoc basis. Older
aircraft are sold when opportunities arise with the aim of maintaining a low average fleet age.

Avation’s shares are traded on the Standard Segment of the Main Market of the London Stock Exchange
under the ticker symbol LSE: AVAP.

BUSINESS MODEL

Avation aims to grow its fleet and build long-term shareholder value by focussing on a) new turboprop
regional aircraft, principally the popular and fuel-efficient ATR 72-600 model and b) new and second-
hand narrow-body jets, in particular the popular Airbus A320/A321, A220 and Boeing 737 aircraft
families. The Group will also consider acquiring additional twin-aisle aircraft as part of its strategy to
build a diversified portfolio of aircraft. Owning a diversified portfolio of aircraft types is intended to
mitigate overall market and residual value risk. As the fleet grows, the Group seeks to continually
diversify its customer base as part of its overall credit risk management strategy.

The Group finances the acquisition of new aircraft using internally generated cash flows, senior and junior
secured debt finance, the issuance of unsecured notes under its Global Medium-Term Note programme
and the issuance of new ordinary shares. The Group manages debt issuance with the overall aim of
achieving the lowest possible overall cost of debt, while maintaining appropriate leverage ratios. Debt
on older aircraft may be re-financed when there is an opportunity to reduce the Group’s overall cost of
debt, and to release equity for investment in new aircraft.

The Board applies prudent financial management principles to manage risk when acquiring aircraft by
seeking to match lease and financing in both term and currency. Interest rate risk is managed using
mostly fixed or hedged interest rate debt. Secured loans are amortised to conservative balloon payments
over the terms of the underlying leases.

The Avation fleet of 44 aircraft (as of 30 June 2021) has a weighted average age of 4.8 years and
weighted average remaining lease term of 6.4 years, serving a diversified customer base of airlines in
Europe and the Asia-Pacific region.
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MARKET TRENDS AND FUTURE DEVELOPMENTS

Aircraft leasing is a growth industry which, historically, has taken an increasing share of ownership of
the commercial passenger aircraft fleet. Avation expects that the percentage of leased aircraft in the
global fleet will remain high in future due to the flexibility that the leasing model provides for airlines
and also due to increased access to financial capital for leasing companies.

Air travel is expected to return to pre COVID-19 levels between 2022 and 2024.
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The aircraft leasing industry benefits from good long-term fundamentals including growth in global
demand for air travel, capital constraints amongst airlines and normal cycles of aircraft replacement.

The world fleet of commercial passenger aircraft is predicted to grow substantially with aircraft traffic
expected to double every 15 years. Boeing forecasts that over 43,000 aircraft (replacement and growth)
will be required over the next 20 years, of which 41% are expected to be in Asia-Pacific, 20% in Europe,
21% in North America, and of the total, 75% are expected to be single aisle. !

Comparatively low interest rates and improved access to capital, including unsecured debt, are
supportive of the growth plans of established leasing companies and new entrants into the global aircraft
leasing market. Many stand-alone aircraft lessors have improved their leverage profile over the last
several years and have been able to diversify funding sources.

1 Boeing Commercial Market Outlook 2021
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PRINCIPAL RISKS AND UNCERTAINTIES

The aircraft leasing sector is highly competitive and Avation is exposed to a number of market related,
operational and financial risks. The Group is committed to mitigating business risk through the application
of prudent risk management policies. The risks and uncertainties described below are those that the
Group has identified as most significant to the business. Avation’s Board of Directors is responsible for
managing risk and reviews risk management policies regularly.

Market related risks:

Exposure to the airline industry

The Group’s customers are commercial airlines which are financially exposed to the demand for
passenger air travel. The financial condition of commercial airlines may weaken due to several factors
including but not limited to local and global economic conditions, increased competition between airlines,
speculative ordering of new aircraft, war, terrorism, pandemics and natural disasters. If the financial
condition of the Group’s airline customers weakens for any reason, the Group may be exposed to
increased risks of lessee default and lower lease rates for its aircraft.

Asset value risk

Fluctuations in the supply and demand for aircraft and aircraft travel may impact values of and lease
rates for the Group’s aircraft. Market forces and prevailing economic conditions may change over the
economic lives of the Group’s aircraft and could have a positive or negative impact on aircraft valuations.

Advances in aircraft technology may create obsolescence in the fleet before the end of aircrafts’ current
estimated useful lives. The Group regularly obtains independent third-party valuations for its fleet and
may dispose of aircraft in order to reduce its exposure to certain aircraft types. Avation has a policy of
investing in popular aircraft types on the basis that asset values and lease rates will be supported by
continuing high demand for these aircraft. Avation will consider acquiring additional twin-aisle aircraft,
in addition to narrow-body jets and turboprops, as part of its strategy to build a diversified portfolio of
aircraft. Twin-aisle aircraft have a risk profile which may be more exposed to technology change factors
and the introduction of new more fuel-efficient models.

Operational risks:

Economic, legal and political risks

Avation leases aircraft to lessees in many different jurisdictions. As such the Group is exposed to
economic, legal and political risk in those jurisdictions. Avation’s aircraft are subject to operational risks
specific to the aviation sector resulting from war, acts of terrorism or the threat of terrorism, and natural
disasters. The Group mitigates these risks by requiring airline lessees to maintain adequate insurance
over the aircraft.

Regulatory risks

Avation’s fleet operates in many jurisdictions and complies with tax and other regulatory requirements
in those jurisdictions. There is a risk that changing tax and regulatory regimes may have an impact on
the business and the Group’s financial results.

Lessee risks

Avation’s airline lessees are responsible for all maintenance and safety checks. The requirements for
each airline lessee to service and maintain the aircraft are set out in the lease agreements. There is a
risk that airlines may not properly maintain aircraft which may lead to an impairment of the aircraft’s
value. In order to mitigate this risk, the Group closely monitors each airline’s usage of aircraft and their
compliance with agreed maintenance schedules. Avation requires that some lessees make maintenance
reserve payments to ensure that there is adequate funding at all times for proper maintenance of the
aircraft.
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Financial risks:
Avation’s financial risk management objectives and policies are set out in note 7 to the financial
statements and are as follows:

Airline industry risks
Credit risk

Interest rate risk
Foreign currency risk
Liquidity risk

Capital risk

FINANCIAL REVIEW
2021 2020
US$'000s US$'000s

Revenue 117,738 135,274
Other income 2,406 1,270
Operating (loss)/profit (62,714) 70,361
Total (loss)/profit (84,885) 9,716
Net cash from operating activities 62,285 88,506
Total assets 1,282,934 1,415,584
Total equity 157,010 221,022
Basic earnings per share (US cents) (131.15) 15.39
Dividend per share (US cents) - 10.60

Revenue decreased by 13.0% to US$117.7 million (2020: US$135.3 million) primarily as a result of lease
defaults by airlines entering administration.

Other income increased by US$1.1 million to US$2.4 million (2020: US$1.3 million) primarily due to
aircraft purchase option activation fees received of US$1.2 million (2020: US$nil).

Depreciation decreased by 0.9% to US$46.3 million (2020: US$46.7 million) as a consequence of
changes to the aircraft fleet and reduced depreciation applied to certain aircraft following downward
revaluations recorded in the six-month period ended 31 December 2020.

Losses on sales of aircraft during the period were US$6.9 million (2020: gains of US$3.2 million) and
impairment losses were US$87.4 million (2020: US$35.5 million).

During the current year the Group sold a nine-year old ATR 72-500 and a one-year-old ATR 72-600
aircraft recognising total losses on sale of US$6.9 million (2020: US$nil). During the year, two Fokker
100 aircraft were transferred to the lessee at the end of their finance leases. During the prior year, the
Group recognised gains on disposal of aircraft of US$3.2 million (2021: US$nil) in connection with the
inception of finance leases for three aircraft.

An impairment loss of US$28.7 million (2020: US$nil) was recognised in relation to a widebody aircraft
on lease to Philippine Airlines following the airline’s announcement of its intention to restructure
operations under a bankruptcy court process. Philippine Airlines filed a petition for voluntary
restructuring under Chapter 11 of the United States Bankruptcy Code in the U.S. Bankruptcy Court for
the Southern District of New York on 3 September 2021. Impairment losses of US$28.4 million (2020:
US$18.9 million) were recognised in relation to 11 aircraft formerly leased to Virgin Australia who
defaulted on leases and filed for administration in April 2020. The Group also recorded impairment
losses of US$30.3 million (2020: US$16.6 million) in relation to a general softening in residual values
for other aircraft.
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Administrative expenses increased 1.7% to US$12.1 million (2020: US$11.9 million) primarily due to
increased employee share warrant expenses of US$1.7 million (2020: US$0.5 million) arising from re-
pricing certain share warrants and increased volatility associated with Avation’s share price. Volatility is
a key input in the binomial valuation method used by the Company to value share warrants. As a
percentage of revenue, administrative expenses increased to 10.2% (2020: 8.8%).

Expected credit losses on receivables were US$25.4 million (2020: US$0.9 million). Expected credit
losses include US$12.3 million (2020: US$0.1 million) in relation to receivables from Philippine Airlines,
US$6.2 million (2020: US$0.7 million) in relation to receivables from Virgin Australia and US$3.1 million
(2020: US$nil million) in relation to receivables from Vietjet.

Other expenses were US$4.6 million (2020: US$1.6 million). Other expenses in the current period
include aircraft repossession costs of US$0.6 million (2020: US$1.4 million) and maintenance costs of
$1.1 million (2020: US$nil) resulting from the default of Virgin Australia. Other expenses also includes
US$2.9 million of pre-delivery payments expensed (2020: US$nil) in connection with a restructuring of
the Company’s contract with Avions de Transport Regional for the supply of ATR 72 aircraft.

The Group recognised an operating loss of US$62.7 million (2020: profit US$70.4 million) as a result of
the foregoing.

Finance expenses increased by 5.2% to US$60.2 million (2020: US$57.2 million) and total interest
expense within finance expenses increased to US$53.5 million (2020: US$50.5 million). The increases
in finance expenses and total interest expense were primarily attributable to a revised interest rate
applied to the Group’s unsecured notes following an extension of the maturity date on revised terms
concluded on 25 March 2021. Interest expense on the unsecured notes issued under the Company’s
Global Medium-Term Note programme ("GMTN"”) was US$26.6 million (2020: US$22.7 million). The
interest rate applicable to the notes was revised to either 6.5% cash and 2.5% payable in kind or 8.25%
payable in cash only from 25 March 2021. The choice of interest rate is at the option of the Company
at each semi-annual coupon payment date.

The Group recognised a gain on debt modification of US$50.3 million derived from the extension of the
maturity date of the Group’s unsecured notes on revised terms. Under IFRS accounting rules the
extension was recorded as the extinguishment of the existing unsecured notes liability of US$342.3
million and the recognition of a new liability at fair value estimated to be US$281.0 million. Transaction
costs of US$7.5 million and share warrants expense of US$3.5 million were also accounted for as
components of the net gain on debt modification.

Finance income was US$2.4 million (2020: US$1.5 million). There were also higher gains resulting from
repurchases of unsecured notes of US$1.9 million (2020: US$0.2 million) and lower interest income of
US$0.1 million (2020: US$0.7 million) included in finance income.

Most of the Group’s operations are based in Singapore and are included in Singapore’s Aircraft Leasing
Scheme (“ALS"), benefitting from a concessionary tax rate. Taxation expense for the year was US$14.7
million (2020: US$4.9 million) which includes a net increase in deferred tax liabilities of US$14.6 million
(2020: US$4.6 million). A deferred tax liability of US$12.5 million has been recognised in relation to the
gain on debt modification of US$50.3 million discussed above.

Net cash from operating activities decreased by 29.6% to US$62.3 million (2020: US$88.5 million)
primarily due to lower rental receipts.

Total loss after tax for the financial year was US$84.9 million (2020: profit of US$9.7 million).
Basic earnings per share was a loss of 131.2 US cents (2020: profit of 15.4 US cents).

The Company confirms that there have been no changes to its accounting policies other than the adoption
of new IFRS standards and interpretations as set out in the notes to the financial statements.
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FLEET OVERVIEW

Type 1 July 2020 Additions Disposals 30 June 2021 On order Pur:il;:stz
ATR 72-500 6 - 1 5 - -
ATR 72-600 22 - 1 21 2 28
A220-300 6 - - 6 - -
A320-200 2 - - 2 - -
A321-200 7 - - 7 - -
A330-300 1 - - 1 - -
B737-800 1 - - 1

B777-300ER 1 - - 1 - -
Fokker 100 2 - 2 - - -
Total 48 - 4 44 2 28

The Company sold a nine-year old ATR 72-500 and a one-year-old ATR 72-600 aircraft and two Fokker
100 aircraft during the year. As of 30 June 2021, the weighted average age of the fleet was 4.8 years
(2020: 4.1 years) and the weighted average remaining lease term was 6.4 years (2020: 6.9 years).

The aircraft fleet was valued as of 30 June 2021 by a third-party valuer using lease encumbered basis
in accordance with the Group’s accounting policy. The revaluation of the fleet resulted in impairment
charges of US$87.4 million (2020: US$35.5 million) and a net positive adjustment of aircraft net book
values of US$8.1 million recognised in the consolidated statement of changes in equity (2020: negative
adjustment of US$5.0 million).

Three ATR 72-600 aircraft are classified as leased under finance leases.

Three ATR 72-600, one Airbus A220-300 and one Airbus A321-200 aircraft are classified as assets held
for sale.

DEBT SUMMARY

2021 2020

US$’'000s US$'000s
Loans and borrowings 947,640 1,071,738
Cash and cash equivalents 25,067 35,290
Net indebtedness 922,573 1,036,448
Loan to value ratio 73.9% 75.7%
Weighted average cost of secured debt 3.9% 3.6%
Weighted average cost of total debt 5.4% 4.5%

Loans and borrowings and net indebtedness decreased due to loan repayments and a gain on debt
modification exceeding additional secured debt issued during the year. The Group drew down a loan of
US$12.0 million under a secured warehouse loan credit facility during the year. A gain on debt
modification of US$50.3 million was recorded in connection with the extension of the maturity date of
the Group’s unsecured notes on revised terms in March 2021.

10
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The weighted average cost of secured debt facilities increased to 3.9% as of 30 June 2021 (2020: 3.6%)
principally due to an increased interest rate margin applied to a US$143.8 million warehouse credit
facility with effect from December 2020.

The cost of unsecured notes is based on revised interest rate terms in effect since 25 March 2021 which
give the Group the option of paying either 6.5% cash and 2.5% payment in kind or 8.25% all cash
coupons at each semi-annual coupon payment date.

The weighted average cost of total debt was 5.4% as of 30 June 2021 (2020: 4.5%).

At the end of the financial period, Avation’s overall loan to value ratio (defined as total loans and
borrowings divided by total assets) was 73.9% (2020: 75.7%) and 90.9% of total debt was at fixed or
hedged interest rates (2020: 90.7%). The proportion of unsecured debt to total debt was 29.9% (2020:
32.3%).

In March 2021, S&P Global Ratings revised Avation’s issuer rating to CCC (CCC- for unsecured notes)
following the extension to the maturity date for the Group’s unsecured notes.

Credit ratings issued by Japan Credit Rating Agency and Fitch Ratings were withdrawn during the year
at the Company’s request.

The Company’s current credit ratings are as follows:

Rating Agency Corporate Credit Rating Unsecured Notes Rating

Standard & Poor’s CCC (Developing) CCC-

Aircraft leasing is a capital-intensive industry. Avation manages interest rate risk is managed as outlined
in the risk management section of the note 7 in the notes to the financial statements. Any potential
future increases in interest rates could impact the level of profitability of any new business the group
undertakes although this could be mitigated by higher lease rates reflecting the current interest rate
environment.

ENVIRONMENTAL, SOCIAL AND GOVERNANCE

Avation is committed to environmental responsibility as part of its business strategy. This is achieved by
investing in technologically advanced designs of commercial aircraft that offer improved fuel efficiency
and lower emissions. A substantial percentage of our fleet are modern regional turboprop aircraft which
provide significant environmental benefits over comparable jet aircraft due to their more economical use
of fuel and consequently lower carbon dioxide emissions. Recent additions to the fleet have included 6
new technology A220-300 aircraft, which provide significantly reduced fuel consumption and emissions
in comparison to older aircraft.

As of 30 June 2021, 73% of our overall fleet by number are newer technology or lower carbon emission
ATR and Airbus A220 aircraft. In the last 3 years, 93% of our total capital expenditure was for ATR and
Airbus aircraft types.

In the year ended 30 June 2021, we worked as members of the Aviation Working Group (AWG) on the
development of the aviation industry Aircraft Carbon Calculator, aimed at monitoring the carbon
emissions of aircraft fleets. The AWG Aircraft Carbon Calculator provides an industry standard
methodology for calculating and comparing aircraft carbon dioxide emissions. Use of the Aircraft Carbon
Calculator will provide meaningful information and assist in monitoring and reporting of aircraft
emissions.
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STRATEGIC REPORT
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CORPORATE SOCIAL RESPONSIBILITY

Avation is committed to the principles of being a good corporate citizen. For the 2021 financial year the
group did not have any material matters to report on social, community and human rights issues.

CORPORATE ETHICS AND BEHAVIOUR
Avation operates the following policies governing corporate ethics and behaviour:

Anti-bribery policy

Gifts and entertaining policy

Modern salary policy

Whistleblowing policy

Policy for dealing with Company securities

EMPLOYEES

A breakdown by gender of the number of persons who were Directors of the Company, senior managers
and other employees as of 30 June 2021 is set out below:

Male Female
Directors of the Company 4 -
Senior managers 4
Other employees 9 6

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT AND RATING

Avation’s Environmental, Social and Governance report is updated regularly and is published on the
Company’s website at: https://www.avation.net/ESG.html.

As of 30 June 2021, Avation PLC has an MSCI ESG rating of BB (2020:B).
SECTION 172(1) STATEMENT

On the following pages we have set out how the Board has acted in a way that promotes the success of
the Company for the benefit of its members as a whole, in accordance with the requirements of the
Companies (Miscellaneous Reporting) Regulations 2018, whilst having regard to the following matters
set out in s.172(1) of the Act.

The likely consequences of any decision in the long term

The board is mindful that it should make decisions which are the best for the Company in the long term.
The nature of the business of aircraft leasing is long-term, with typical aircraft leases being for ten or
twelve years duration for new aircraft. The Company does undertake the trading of aircraft where they
have reached a certain age and when market conditions are favourable. However, the transfer of an
aircraft with a lease attached to it is transaction which would typically take three to five months to
complete and therefore such transactions are undertaken on strategic time-frames. Equity released
from the sale of aircraft is typically re-invested in financing or re-financing the purchase of aircraft.
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The interests of the Group’s employees

The board actively engages with employees to ensure that staff are kept up to date and informed. The
Company has regular management meetings at which typically two of the Company’s executive directors
are present and which are attended by the majority of the Company’s employees.

Throughout the COVID-19 pandemic, staff have received regular communications and updates from the
Board to ensure that they are kept up to date and informed in respect of action being taken by the
business, and of the impact of the situation on business performance, with management meetings being
held on a daily basis.

The need to foster the Group’s business relationships with suppliers, customers and others
Suppliers

The Company has long-term relationships with its suppliers which are primarily comprised of commercial
lending organisations such banks and other financial institutions, as well as the manufacturers of aircraft
and aircraft engines.

Customers

The Company has eighteen airline customers and maintains close relationships with them, indeed this is
inherent in the nature of aircraft leasing. In particular, the Company needs to ensure that its customers
are looking after and maintaining the aircraft and are otherwise complying with the terms of the
respective aircraft leases.

The impact of the Group’s operations on the community and the environment

The board recognises the importance of managing the community impact of the business and minimising
any adverse impact of our operations on the environment. The Company carried out a review of its
environmental, social and governance (ESG) performance and a copy of this report can be found on the
Company’s website at: www.avation.net/ESG.html

The desirability of the Group maintaining a reputation for high standards of business conduct
The board expects the highest standards of conduct throughout the business, both in respect of
employees and in respect of its suppliers, advisers and agents. The board receives regular updates in
respect of matters of regulatory compliance, and the business has policies, procedures and processes in
place in respect of modern slavery, bribery and corruption.

The need to act fairly as between members of the Company

The Company has a single class of ordinary shares so all shareholders are treated equally. Details of how

we engage with shareholders can be found in our corporate governance statement in the Directors’
Report.

On behalf of the board

Robert Jeffries Chatfield
Executive Chairman

26 October 2021
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AVATION PLC

DIRECTORS’ REPORT
FOR THE YEAR ENDED 30 JUNE 2021

The Directors present their report and financial statements for the year ended 30 June 2021.
Principal activities and business review

The principal activity of the Group is aircraft leasing. Details of activities carried out by subsidiary
companies are set out in Note 23 to these financial statements.

The principal risks and uncertainties affecting the Group’s turnover are described in the Strategic Report.

The full business review including KPI's can be found in the Strategic Report and in Note 7 to these
financial statements. The Group has reviewed environmental matters in the Strategic Report.

Results and dividends

The consolidated statement of profit or loss and the consolidated statement of other comprehensive
income for the year are set out on in these financial statements. The Company did not declare and pay
any dividend during the year.

Avation’s dividend policy is, subject to having the reserves to do so and within any restrictions imposed
by debt covenants, to declare a dividend if the Board considers that it is in the best long-term interests
of the Company and its shareholders. The dividend policy is progressive, in that if reserves are available
the dividend shall increase.

Directors and their interests

The Directors who served the Company during the year together with their interests and deemed interests
in the shares of the Company at the beginning and end of the year, were as follows:

Direct interest Deemed interest
30 June 1 July 30 June 1 July
2021 2020 2021 2020
Ordinary shares of £0.01 each:
Robert Jeffries Chatfield 1 1 11,995,000 11,605,000
Roderick Douglas Mahoney 856,667 756,667 - -
Stephen John Fisher 25,000 5,000 - -
Derek Sharples 50,000 30,000 - -
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Significant shareholdings

Ordinary
shares Percentage

ordinary shares of £0.01 each:

JP Morgan Securities LLC 16,065,318 23.12%
Lynchwood Nominees Limited 5,475,940 7.88%
Pershing Nominees Limited 5,032,361 7.24%
Luna Nominees Limited 5,017,735 7.22%
HSBC Global Custody Nominee (UK) Limited 5,013,635 7.22%
State Street Nominees Limited 4,980,021 7.17%
HSBC Global Custody Nominee (UK) Limited 4,828,635 6.95%
HSBC Global Custody Nominee (UK) Limited 2,141,380 3.08%

Equal Opportunities Policy

It is the Group's policy to employ individuals with the necessary qualifications without regard to sex,
marital status, race, creed, colour, nationality or religion. Full and fair consideration is given to
applications for employment made by disabled persons having regard to their particular aptitudes and
abilities.

The Group recognises the great importance of the contribution made by all employees and aims to keep
them informed of matters affecting them as employees and developments within the Group.
Communication and consultation is achieved by a variety of means both within individual companies or
branches and on a group-wide basis.

Future Developments

In accordance with s414C(11) of the Companies Act 2006, the Directors have chosen to include
information about future developments in the Chairman’s Statement and Strategic Report.

Financial Instruments

See Note 7 to these financial statements.
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Going Concern

The Directors’ assessment of the Group’s ability to continue as a going concern is detailed in Note 3(e)
to the financial statements. The Note in its entirety is deemed to be incorporated into and form part of
the Directors’ Report.

Greenhouse Gas Emissions Statement

Usage of the Company’s aircraft is under the control of lessees who are not required to provide emissions
data to the Company.

Carbon emissions are estimated by converting the Company's energy usage in kilowatt hours (KWh) into
kilograms (Kg) of carbon dioxide emitted using Singapore's Grid Emission Factor (GEF), a measure of
the amount of carbon dioxide emitted per kilowatt hour of electrical energy generated in
Singapore. Energy usage is based on electricity consumption at the Company's sole office in Singapore.

In the year ended 30 June 2021 the Company used 28,012 KWh of energy (2020: 40,756 KWh) which
was converted to estimated carbon emissions of 11,443 Kg (2020: 17,069 Kg) using a GEF of 0.4085
(2020: 0.4188).

Capital Structure

Details of the Company’s issued share capital, together with details of the movements therein during the
financial year are shown in Note 30. The Company has one class of ordinary shares which carry no right
to fixed income. Each share carries the right to one vote at general meetings of the Company.

There are no specific restrictions on the size of a holding nor on the transfer of shares, which are both
governed by the general provisions of the Articles of Association and prevailing legislation. The Directors
are not aware of any agreements between holders of the Company’s shares that may result in restrictions
on the transfers of securities or on voting rights.

Details of employees share option schemes are set out in Note 37.

No person has any special rights of control over the Company’s share capital and all issued shares are fully
paid.

With regards to the appointment and replacement of Directors, the Company is governed by its Articles of
Association, the Companies Act and related legislation. The Articles themselves may be amended by special
resolution of the shareholders.

Corporate Governance Statement

The Board is accountable to the shareholders for the good corporate governance of the Group. The
principles of corporate governance and a code of best practice are set out in the UK Corporate
Governance Code issued in April 2016. The Company is not required to comply with the Code in full nor
state any areas with which it does not comply. The Board has adopted policies that it considers to be
appropriate for the Company’s size and nature.

The Board acts as the administrative, management and supervisory body overseeing the operation of
the Group. The Board consist of two Executive Directors (Robert Jeffries Chatfield and Roderick Douglas
Mahoney) and two Non-Executive Directors (Stephen John Fisher and Derek Sharples). The Board meets
at least six times a year; matters for discussion at formal meetings are clearly laid down and decisions
recorded. The Board is responsible for overall corporate strategy; the reviewing and approval of
acquisition and divestment opportunities; the approval of significant capital expenditures; the review of
budgets; trading performance; and all significant financial and operational issues.
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The Company operates the following committees whose members are detailed below:

e Audit Committee - Robert Jeffries Chatfield, Stephen John Fisher and Derek Sharples; and

e Risk Committee - Derek Sharples, Stephen John Fisher, Iain Cawte (non-Board member),
Duncan Scott (non-Board member) and Richard Wolanski (non-Board member); and

¢ Remuneration Committee - Robert Jeffries Chatfield, Roderick Douglas Mahoney, Stephen John
Fisher and Derek Sharples

The Board is responsible for identifying and evaluating the major business risks faced by the Company
and for determining and monitoring the appropriate course of action to manage these risks. The key
risks the Company faces are described in the risk assessment section of this annual report and accounts.

The Board conducts a review of the effectiveness of the Company’s systems of internal control and risk
management on an annual basis. Following this review, it has concluded that the Company’s financial,
operational and compliance controls, and risk management procedures are appropriate and suitable to
enable the Board to safeguard shareholders’ investments and the Company’s assets.

The process and systems of internal control are designed to manage, rather than eliminate, the risk of
failure to achieve the Company’s objectives, and can therefore only provide reasonable and not absolute
assurance against material misstatement or loss.

Statement as to disclosure of information to auditors

e So far as the Directors are aware, there is no relevant audit information of which the Company's
auditors are unaware, and

e They have taken all the steps that they ought to have taken as Directors in order to make
themselves aware of any relevant audit information and to establish that the Company's auditors
are aware of that information.

Auditor

Ernst & Young have indicated their willingness to continue in office and in accordance with s489 of the
Companies Act 2006. A resolution proposing that they be reappointed as auditors of the Company will be
put to the Annual General Meeting.

Purchase of own shares
During the financial year ended 30 June 2021, the Company did not buy any treasury shares.

During the previous financial year ended 30 June 2020 the Company bought 1,910,000 treasury shares at
prices ranging from 220 pence to 295 pence per share.

By a resolution passed at the Annual General Meeting held on 23 December 2020, the Company’s
Directors are authorised to buy back shares not exceeding 30 per cent of the total number of shares in
issue on that date. Share buy backs may be at market prices but not under £0.75 and not above £3.50
and not above a price equal to the higher of (i) 105% of the average of the middle market quotations
for the share price for the five business days preceding the buy-back date and (ii) the higher of the price
for the last independent share trade and the amount stipulated pursuant to Article 5(6) of the Market
Abuse Regulation (EU) No. 596/2014 per share, excluding commissions and other related expenses.
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Subsequent events

See Note 43 to these financial statements.

Information to be included in annual report

In accordance with the UK Financial Conduct Authority’s Listing Rules (LR 9.8.4C), the following table
provides references to where the information to be included in the annual report and accounts, where
applicable, under LR 9.8.4, is set out.

Listing Rule requirement Reference

Details of any long-term incentive schemes as required Directors’ Remuneration report and Notes to the
by LR 9.4.3 R. Financial Statements — Note 37 Share Based Payments

Details of any contract of significance subsisting during the Notes to the Financial Statements - Note 8, Related
period under review to which the listed company, or one of Party Transactions

its subsidiary undertakings, is a party and in which

a Director of the listed companyis or was materially

interested.

On behalf of the board

Robert Jeffries Chatfield
Executive Chairman
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Introduction

This report has been prepared in accordance with Schedule 8 of the Large and Medium Companies and
Groups (Accounts and Reports) Regulations 2008 as amended in August 2013. As required a resolution to
approve the Directors’ remuneration will be proposed at the forthcoming Annual General Meeting of the
Company at which the financial statements will be approved. The vote will have advisory status, will be in
respect of the remuneration policy and overall remuneration packages and will not be specific to the
individual levels of remuneration.

The information in the Directors’ Remuneration Report is not audited, unless specifically stated that the
section is subject to audit.

Statement by the Chair of the Remuneration Committee
The Company’s remuneration policy remains substantially unchanged for 2021. Key aspects of the policy
are to attract and retain executives; be consistent with best practices and to ensure alignment between
performance and compensation.
Remuneration (audited)
The components of remuneration are:

e basic salary and benefits determined by the Remuneration Committee which are included in

employment agreements and reviewed annually;

e bonuses based upon performance of the Company and the individual concerned; and
e share warrants.

Component Purpose Operation & framework used to assess performance

Salary and To provide the core reward for the Operation:
benefits role at a sufficient level to recruit Salaries are typically set after considering salary levels in
and retain individuals of the companies of a similar size and complexity, the responsibilities
necessary competence to execute of each individual role, progression within the role, individual
the company’s business strategy. performance and an individual’s experience. Our overall policy,
having had due regard to the factors noted, is normally to
target salaries at the market median level.

Salaries may be adjusted in line with the market and
adjustments out of line with the market may be awarded in
certain circumstances such as where there is a change in
responsibility, progression in the role, experience or a
significant increase in the scale of the role and/or size, value
and/or complexity of the Group. Salary levels for current
incumbents are set out elsewhere in this report.

Framework used to assess performance:

The remuneration committee considers individual salaries at
the appropriate committee meeting each year after having due
regard to the factors noted in operating the salary policy. No
recovery provisions apply to salary.
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Bonuses To incentivise and recognise
execution of the business strategy
on a semi-annual basis.

Share To
Warrants

incentivise and recognise
execution of the business strategy
over the long-term.

Operation:

Bonuses are paid in cash twice yearly to Directors based on a
target percentage of the employee’s basic salary. All bonus
payments are at the discretion of the Committee, as shown
following this table.

Framework used to assess performance:

The remuneration committee will assess company and
individual performance compared to prior year and
expectations for the current year. Individual performance will
also be assessed against key performance metrics established
for each executive. Metrics considered in awarding bonuses
include share price appreciation; increase in the Company’s
earnings per share; reliable and high quality financial
reporting; growth in asset value and profits; and dividend
growth.

Operation:

Each year share warrants and/or performance shares awards
may be granted subject to the achievement of performance
targets. Awards normally vest over a three-year period.

Framework used to assess performance:
Same as for bonus.

Individual Director’s remuneration was as follows:

Salaries Bonuses Taxable Share Total Total
and fees benefits warrants 2021 2020
US$'000s US$'000s  US$'000s US$'000s US$'000s US$'000s
Executive Directors:
Robert Jeffries Chatfield 718 - 86 590 1,394 908
Roderick Douglas Mahoney 455 107 - 345 907 736
Non-Executive Directors:
Stephen John Fisher 45 - - - 45 45
Derek Sharples 45 - - - 45 45
1,263 107 86 935 2,391 1,734

Bonuses are subject to the discretion of the Remuneration Committee and are awarded after assessing
company and individual performance compared to prior years and expectations for the current year.
Individual performance is also assessed against key performance metrics established for each executive.

Taxable benefits mainly relate to housing expenses, medical expenses and private car expenses.

The information in this part of the Directors’ Remuneration Report is subject to audit.
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Service contracts

The employment contracts of the Executive Directors with the Company are terminable by either party
with the notice in writing to the other detailed in the table below.

The Directors’ service contracts are as follows:

Compensation

. payable on
Unexpired Notice early

Date of contract term period termination
Robert Jeffries Chatfield 29 April 2013 Indefinite 4 months -
Roderick Douglas Mahoney 1 July 2016 Indefinite 4 months -
Stephen John Fisher 29 April 2014 Indefinite 1 month -
Derek Sharples 15 November 2016 Indefinite 1 month -

Share warrants (audited)
The Group has an ownership-based compensation scheme for employees of the Group.
Warrants are granted to employees of the Group to promote:

e Improvement in the Company’s earnings per share;
e Reliable and high quality financial reporting;

e Growth in asset value and profits; and

e Growth in dividends.

Each share warrant converts into one ordinary share of Avation PLC on exercise. No amounts are paid
or are payable by the recipient on receipt of the warrant. The warrants carry neither rights to dividends
nor voting rights. There are no performance conditions that need to be met before warrants can be
exercised.

Warrants granted to Directors on 5 September 2018 have a 3-year vesting schedule with details as
follows:

Proportion of total share options that are

Vesting period exercisable

Before 6 September 2019 0 per cent

On 6 September 2019 and before 6 September 2020 Up to 33 per cent of the grant

On 6 September 2020 and before 6 September 2021 Up to 33 per cent of the grant or up to 66 per cent of

the grant if warrants were not exercised after the first
vesting year

On 6 September 2021 to 6 October 2021 Balance or 100 per cent of the grant if warrants were
not exercised after the first and second vesting years

The exercise price for the warrants granted on 5 September 2018 was re-priced on 23 December 2020
from 232 pence to 130 pence.
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Warrants granted to Directors on 8 March 2019 have a 3-year vesting schedule with details as follows:

Vesting period

Proportion of total share options that are
exercisable

Before 9 March 2020
On 9 March 2020 and before 9 March 2021
On 9 March 2021 and before 9 March 2022

On 9 March 2022 to 9 April 2022

0 per cent
Up to 33 per cent of the grant

Up to 33 per cent of the grant or up to 66 per cent of
the grant if warrants were not exercised after the first
vesting year

Balance or 100 per cent of the grant if warrants were

not exercised after the first and second vesting years

Warrants granted to Directors on 20 September 2019 have a 3-year vesting schedule with details as

follows:

Vesting period

Proportion of total share options that are
exercisable

Before 21 September 2020
On 21 September 2020 and before 21 September 2021
On 21 September 2021 and before 21 September 2022

On 21 September 2022 to 21 October 2022

0 per cent
Up to 33 per cent of the grant

Up to 33 per cent of the grant or up to 66 per cent of
the grant if warrants were not exercised after the first
vesting year

Balance or 100 per cent of the grant if warrants were
not exercised after the first and second vesting years

Warrants granted to Directors on 21 November 2019 have a 3-year vesting schedule with details as

follows:

Vesting period

Proportion of total share options that are
exercisable

Before 22 November 2020
On 22 November 2020 and before 22 November 2021
On 22 November 2021 and before 22 November 2022

On 22 November 2022 to 22 December 2022

0 per cent

Up to 33 per cent of the grant

Up to 33 per cent of the grant or up to 66 per cent of
the grant if warrants were not exercised after the first
vesting year

Balance or 100 per cent of the grant if warrants were
not exercised after the first and second vesting years
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Warrants granted to Directors on 23 December 2020 have a 3-year vesting schedule with details as
follows:

Proportion of total share options that are

Vesting period exercisable

Before 23 December 2021
On 23 December 2021 and before 23 December 2022
On 23 December 2022 and before 23 December 2023

0 per cent
Up to 33 per cent of the grant

Up to 33 per cent of the grant or up to 66 per cent of
the grant if warrants were not exercised after the first
vesting year

Balance or 100 per cent of the grant if warrants were
not exercised after the first and second vesting years

On 23 December 2023 to 23 January 2024

The following share warrants issued to Directors were outstanding at the year-end:

Warrant Balance at Granted
Date granted price beginning during the Expired during Balance at

Director (re-priced) (re-priced) of year year the year end of year
Robert Jeffries
Chatfield * 27 Nov 2017 215.0p 255,000 - (255,000) -
Robert Jeffries 5 Sep 2018 232.0p _ B
Chatfield * (23 Dec 2020)  (130.0p) 760,000 760,000
Robert Jeffries
Chatfield * 8 Mar 2019 294.5p 250,000 - - 250,000
Robert Jeffries
Chatfield * 20 Sep 2019 296.0p 450,000 - - 450,000
Robert Jeffries
Chatfield * 21 Nov 2019 274.5p 300,000 - - 300,000
Robert Jeffries
Chatfield * 23 Dec 2020 130.0p - 1,200,000 - 1,200,000
Roderick Douglas _ _
Mahoney 27 Nov 2017 215.0p 113,333 (113,333)
Roderick Douglas 5 Sep 2018 232.0p B R
Mahoney (23 Dec 2020)  (130.0p) 450,000 450,000
§°de”c" Douglas g var 2019 294.5p 150,000 ; ; 150,000

ahoney
Roderick Douglas _ B
Mahoney 20 Sep 2019 296.0p 180,000 180,000
Roderick Douglas 54 oy 2019 274.5p 120,000 - - 120,000
Mahoney
Roderick Douglas 55 o 5020 130.0p - 750,000 - 750,000
Mahoney

* Robert Jeffries Chatfield was granted the share warrants and assigned these to Epsom Assets Limited.

The closing market price of the shares subject to warrants at the year-end was 95.0 pence. The highest
and lowest closing market prices during the year were 170.0 pence and 90.0 pence.
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Company’s performance

The graph below shows the total shareholder return on a holding of shares in the Company as against
the average total shareholder return of the companies comprising the FTSE100 index. The FTSE 100
Index was selected because in the opinion of the Board it is the most appropriate for the Company for
the purposes of a benchmark.
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Remuneration of Executive Chairman

2021 2020 2019 2018 2017
Executive Chairman single figure
remuneration (US$'000) 1,394 908 803 682 541
Annual bonus pay-out (as % of
maximum) - - - - 15%

The table above shows the prescribed remuneration data for the Director, Robert Jeffries Chatfield,
Executive Chairman undertaking the role of Group Chief Executive Officer during each of the last five

financial years.

Percentage change in remuneration of Chief Executive Officer and annual percentage

change in remuneration for directors and employees

The table below sets out the percentage change in the remuneration of the Executive Chairman who is
undertaking the role of Group Chief Executive Officer and directors compared to that of all employees of

the Group.
Base salary and Bonus Taxable Warrants
fees benefits expense

Executive