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BOC Aviation delivered an excellent
result in the first half of 2018, earning
a net profit after tax of US$297 million,
which was up 24% compared with the
same period last year.

Revenue rose 23% from US$670 million to
US$825 million, reflecting 19% growth in
total assets to US$17.1 billion as at 30 June
2018, as compared with 30 June 2017. Net
book value of our fleet grew to US$14.3
billion as we continued our disciplined
aircraft investment programme.
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BOC AVIATION LIMITED

FINANCIAL HIGHLIGHTS

Our financial highlights for the six months ended 30 June 2018 are:

¢ Total revenues and other income rose 23% to US$825 million

e Net profit after tax was US$297 million, an increase of 24% over the first half of 2017

e Earnings per share of US$0.43

e Total assets increased 7% to US$17.1 billion as at 30 June 2018 from 31 December 2017

* Maintained strong liquidity with US$411 million in total cash and fixed deposits, and US$3.5
billion in undrawn committed credit facilities as at 30 June 2018

* Raised more than US$1.1 billion in new financing

¢ Portfolio utilisation and cash collection from airline customers of 100% and 99.5%, respectively

Capitalised terms used but not defined in this interim report are found in pages 30 to 31.

Due to rounding, numbers presented throughout this interim report may not add up precisely to the totals
provided and percentages may not precisely reflect the absolute figures.
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BOC AVIATION LIMITED

FINANCIAL HIGHLIGHTS

Unaudited
6 months ended 30 June
2018 2017
US$'m US$'m
Statement of Profit or Loss
Revenues and other income 825 670
Costs and expenses (495) (402)
Profit before income tax 329 268
Net profit after income tax 297 240
Unaudited Audited
30 June 31 December
2018 2017
US$'m US$'m
Statement of Financial Position
Cash and fixed deposits 411 305
Total current assets 663 572
Total non-current assets 16,448 15,468
Total assets 17,111 16,040
Total current liabilities 1,904 1,724
Total non-current liabilities 11,218 10,497
Total liabilities 13,122 12,221
Net assets 3,988 3,819
Financial ratios
Net assets per share (US$)’ 5.75 5.50
Gearing (times)? 2.9 2.9

Net assets per share is calculated by dividing net assets by total number of shares outstanding at 30 June
2018, and 31 December 2017, in the respective columns. Number of shares outstanding at 30 June 2018
and 31 December 2017 was 694,010,334.

2 Gearing is calculated by dividing gross debt by total equity at 30 June 2018, and 31 December 2017, in
the respective columns.
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BOC AVIATION LIMITED

PORTFOLIO AND OPERATIONAL HIGHLIGHTS

Our operational transactions as at 30 June 2018 included:

e A portfolio of 487"2 owned, managed and committed aircraft

¢ Owned fleet of 295" aircraft, with an average age of 3.0 years and an average remaining lease
term of 8.3 years, each weighted by net book value

e Orderbook of 1632 aircraft scheduled for delivery over the period from 1 July 2018 to 31
December 2021

e Took delivery of 27 aircraft, including one acquired by an airline customer on delivery, in the
first half of 2018

e Signed 30 lease commitments in the first half of 2018

* Customer base of 88 airlines in 35 countries and regions in the owned and managed fleet
e Sold 19 aircraft, including one managed aircraft

¢ Managed fleet comprised 29 aircraft

* 100% of orderbook deliveries scheduled in 2018 are placed with lessees

Includes one aircraft subject to finance lease.
Includes all commitments to purchase aircraft including those where an airline customer has the right to
acquire the relevant aircraft on delivery.
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BOC AVIATION LIMITED

PORTFOLIO AND OPERATIONAL HIGHLIGHTS

1: AIRCRAFT PORTFOLIO AT 30 JUNE 2018,
BY NUMBER OF AIRCRAFT

Owned Managed Aircraft on
Aircraft Type Aircraft’ Aircraft Order? Total
Airbus A320CEO family 130 11 3 144
Airbus A320NEO family 12 0 58 70
Airbus A330CEO family 12 6 0 18
Airbus A330NEO family 0 0 2
Airbus A350 family 6 0 0 6
Boeing 737NG family 106 9 5 120
Boeing 737 MAX family 2 0 82 84
Boeing 777-300ER 21 1 0 22
Boeing 777-300 0 1 0 1
Boeing 787 family 1 0 13 14
Freighters 5 1 0 6
Total 295 29 163 487

Certain airline customers notified us of their intention to acquire on delivery a total of 14 of our
aircraft on order, including five scheduled for delivery in the second half of 2018, comprising six Airbus
A320NEO family aircraft, two Airbus A330NEO family aircraft and six Boeing 787 family aircraft.

Includes one aircraft subject to finance lease.
Includes all commitments to purchase aircraft including those where an airline customer has the right to
acquire the relevant aircraft on delivery.
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BOC AVIATION LIMITED INTERIM REPORT 2018

PORTFOLIO AND OPERATIONAL HIGHLIGHTS

2: NET BOOK VALUE OF
AIRCRAFT BY REGION" 2

AMERICAS

—_— ¢ 29.0%

CHINESE MAINLAND,
HONG KONG SAR,
MACAU SAR AND
TAIWAN

MIDDLE EAST
AND AFRICA

24.6%

EUROPE
ASIA PACIFIC
(EXCLUDING CHINESE MAINLAND,
HONG KONG SAR, MACAU SAR
AND TAIWAN)
3: NET LEASE YIELD? 4: NET PROFIT AFTER TAX
............................................................................ (US$'m)
8.3 % 8.2 % 8.2 % 8.4 % 8.5%
297
240
212
! : I I
2014 2015 2016 2017 1H18 TH14 TH15 TH16 TH17 1H18

Based on the jurisdiction of the primary obligor under the relevant operating leases.
Includes aircraft held for sale and excludes aircraft subject to finance lease.
Net lease yield for TH18 is calculated on an annualised basis.
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BOC AVIATION LIMITED

PORTFOLIO AND OPERATIONAL HIGHLIGHTS

5: TOTAL EQUITY

(US$'b)’
. 4.0
3.4
I24 I I
2.1
2014 2015 2016 2017 1H18
6: REVENUES AND OTHER
INCOME BREAKDOWN (US$'m)
825
37
670 753
579 48
520 535 607
37
52 28 516
460 488
1H14 1H15 1H16 1H17 1H18

m Lease rental income
u Net gain on sale of aircraft
u Interest & fee income and others

! All data as at the end of the relevant period.
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BOC AVIATION LIMITED INTERIM REPORT 2018

PORTFOLIO AND OPERATIONAL HIGHLIGHTS

7: TOTAL ASSETS

(US$'b)"
17.1
16.0
125 13.4
: I
2014 2015 2016 2017 1H18

8: COMMITTED AIRCRAFT DELIVERIES
BY NUMBER OF AIRCRAFT?

62
58
31
41
29
27 | | l |
2018 2019 2020 2021

m Delivered aircraft
= Orderbook

200 -

79.8%
- 80%

150 - AVERAGE REMAINING LEASE TERM OF 8.3 YEARS i 60%

100 -

L 40%

50 . . 20%
5 45%
22% 9 0 3.1%
0.2% o 1.6% : :
0. . 0%
2H18 2019 2020 2021 2022 2023 2024
and
beyond

I Number of leases
expiring (LHS)

All data as at the end of the relevant period.

Percentage of aircraft NBV
with leases expiring (RHS)

Includes aircraft acquired or to be acquired by an airline customer on delivery.
Owned aircraft with lease expiring in each calendar year adjusted for any aircraft for which we have sale or
lease commitments, weighted by net book value including book value of assets held for sale and excluding

aircraft subject to finance lease.
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BOC AVIATION LIMITED

HALF YEAR BUSINESS REVIEW

BOC Aviation reported net profit after tax of US$297 million in the first half of 2018, rising 24% compared
with the same period last year. In recognition of our robust earnings, the Board of Directors approved a
distribution of US$0.1284 per share by way of interim dividend. This is a 24% increase compared to the
interim dividend paid for the first half of 2017. The Company’s dividend policy is to continue to distribute
up to 35% of full-year net profit after tax.

In March of this year we thanked Mr. Chen Siqing as he stepped down after six years of leadership as our
Chairman. We also welcomed Mr. Liu Qiang as the new Chairman of our Board of Directors. He joins as we
look forward to another major year in BOC Aviation's corporate history, with the upcoming celebration of
our 25th anniversary in November and as we look forward to building on our past earnings achievements.

Revenue rose 23% from US$670 million to US$825 million, reflecting 19% growth in total assets to US$17.1
billion as at 30 June 2018, as compared with 30 June 2017, while fleet net book value grew to US$14.3
billion as we continued our disciplined aircraft investment programme.

The main drivers of our business remain sound, with the International Air Transport Association (IATA)
reporting 7% passenger traffic growth for the six months ended 30 June 2018. IATA continues to expect
strong growth for the full year in 2018, with 7% passenger traffic growth projected, forecasting that 2018
will be the seventh year in a row with growth rates above the long-term trend. IATA projects airline earnings
of US$33.8 billion in 2018, the industry’s fourth largest profit ever as airline passenger demand and load
factors remain at or near record levels.

Some volatility in individual airline earnings, however, is emerging. Fuel prices and interest rates are
substantially higher than a year ago, and their effects on non-US airline earnings are being compounded
by a strong US Dollar. In certain markets, there are growing signs of labour unrest in some areas that
could result in higher wage costs. In addition, airline revenue growth, on a global scale, is being impacted
by slower aircraft deliveries caused by engine manufacturing delays and by engine-related operational
issues. These challenges provide investment opportunities for well-capitalised, highly liquid lessors, such
as ourselves.

Our owned fleet grew to 295 aircraft as at 30 June 2018, up from 287 at the end of 2017. We marked a
major milestone early in the year, when we took delivery of a Boeing 737 MAX 8, our first of the 84 new
technology Boeing MAX family that we have in our investment pipeline. We also recorded our 250th
Boeing aircraft delivery in the first half of 2018.

During the first half of 2018 we delivered 27 aircraft, including one that was acquired by an airline customer
on delivery. We also sold 18 owned aircraft, including our last five Embraer E190s, generating a gain on
sale of US$37 million. We improved the quality of our owned fleet, maintaining its very young fleet age
of three years as at 30 June 2018. We also increased the weighted average remaining lease term of our
owned fleet to 8.3 years, which remains one of the best in industry.
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BOC AVIATION LIMITED

HALF YEAR BUSINESS REVIEW

Appraisers’ estimates of the value of our owned fleet continue to be robust. As at 30 June 2018, the average
of five independent appraisers’ aggregate current market values for our owned fleet was US$15.9 billion
on a full-life basis. This compared with a book value for our owned fleet of US$14.3 billion, representing a
premium of 11% to net book value and equivalent to an additional US$1.6 billion of “hidden” equity value.

As at the end of June 2018, our orderbook stood at 163 aircraft, all scheduled for delivery between now
and the end of 2021 and representing total committed capital expenditure of US$7.6 billion. We now have
committed capital expenditure of US$3.5 billion in 2018, up from US$2.6 billion at the beginning of the
year. We expect to take delivery of 58 aircraft this year, and we are working hard to add to this number.

Total revenues and other income gained momentum in the first half of 2018, rising 23% to US$825 million
from US$670 million in the first half of last year. Our core lease rental contribution' increased 20% to
US$312 million from US$259 million in the first half of 2017. We saw growth in most regions and at end of
the first half 52% of our fleet by net book value was leased to carriers based in Asia Pacific, 25% to those
located in Europe, 13% to those located in the Middle East and Africa and 11% to airlines in the Americas.
As at 30 June 2018, we had 88 airline customers in 35 countries and regions as we continue to diversify
our customer base.

Our fee income climbed sharply in the first half of 2018, more than doubling to US$29 million, as we
generated more revenue from pre-delivery payment transactions.

During the first half of 2018, we added over US$1.2 billion in fixed rate debt and additional fixed interest
rate hedges, and we maintained a stable net lease yield? of 8.5%.

Overall, our portfolio is performing very well. As at 30 June 2018, utilisation of the owned fleet was perfect,
at 100%, the collection rate was at 99.5%, and we have already collected all amounts that were past due
on 30 June 2018.

The year has started well and we look forward to a successful second half of 2018.

! Core lease rental contribution is defined as lease rental income less depreciation, finance expenses and
amortisation of debt issue costs and lease transaction closing costs.

2 Net lease yield is defined as lease rental income less finance expenses divided by average net book value
of aircraft.
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BOC AVIATION LIMITED

BUSINESS OVERVIEW

BOC Aviation Limited is a leading global aircraft operating leasing company and is the largest aircraft
operating leasing company headquartered in Asia. Our primary source of revenue is from long term
USD-denominated leases contracted with our globally diversified portfolio of airlines.

Our senior management team is highly experienced and international, with most of the team having
extensive experience working in the aviation industry across multiple jurisdictions.

From our inception to 30 June 2018, we have:

e Purchased and committed to purchase more than 760 aircraft with an aggregate purchase
price of more than US$40 billion

e Executed more than 800 leases with more than 150 airlines in 54 countries and regions
* Raised more than US$23 billion in debt financing since 1 January 2007
e Sold more than 300 owned and managed aircraft

¢ Transitioned 76 aircraft at lease end and repossessed and redeployed 36 aircraft from
customers based in 13 countries and regions

As at 30 June 2018 our fleet comprised 324 owned and managed aircraft on lease to 88 customers
in 35 countries and regions. We also had commitments to acquire 163 aircraft through to 2021. Our
orderbook principally comprises popular single-aisle aircraft, such as the Airbus A320 and Boeing 737
families, including the A320NEO and 737 MAX new technology models. As at 30 June 2018, single-
aisle aircraft made up 63% of our owned portfolio, weighted by net book value, with popular twin-aisle
aircraft and freighters representing the balance.
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BOC AVIATION LIMITED

BUSINESS OVERVIEW

The orderbook accounts for US$7.6 billion of future capital expenditure, as laid out in the table below,
and this will drive our future portfolio growth.

AIRCRAFT CAPITAL EXPENDITURE COMMITMENTS

30 June 2018

Us$'b
2H 2018 1.6
2019 3.0
2020 2.4
2021 0.6
Total 7.6

We benefit from a low average cost of debt, which was 3.1% during the first half of 2018, supported by
our strong investment grade corporate and issuer credit ratings, which were A- from both S&P Global
Ratings and Fitch Ratings, and by our access to diverse debt funding sources. Unsecured bonds and
unsecured and secured third-party commercial bank debt are our primary sources of debt funding. We
enjoy strong and committed support from Bank of China, a Fortune 50 company and a leading global
bank. Bank of China has provided us with a US$2.0 billion committed unsecured revolving credit facility
which matures in April 2022 and was fully undrawn as at 30 June 2018. Together with our cash and other
undrawn credit facilities, we had available liquidity of US$3.9 billion as at 30 June 2018.
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

STATEMENT OF PROFIT OR LOSS ANALYSIS

In the six months ended 30 June 2018, our net profit after tax of US$297 million represented an
increase of 24% from the same period last year. Earnings growth was mainly driven by the increase
in our lease rental income, which was in turn driven by the increase in aircraft assets. Total costs and
expenses have been largely kept in line with the growth in total revenues and other income.

Our selected financial data and changes of our consolidated statement of profit or loss are set out below:

Unaudited
6 months ended 30 June

2018 2017 Change Change

US$'000 USs$'000 US$'000 %

Lease rental income 753,418 607,269 146,149 241
Interest and fee income 28,900 13,925 14,975 107.5

Other income:

Net gain on sale of aircraft 36,600 47,706 (11,106) (23.3)
Other income 5,614 1,593 4,021 252.4
Total revenues and other income 824,532 670,493 154,039 23.0
Depreciation of plant and equipment 267,173 217,512 49,661 22.8
Impairment of aircraft —_ 10,600 (10,600) (100.0)
Finance expenses 162,127 120,139 41,988 34.9
Staff costs 40,926 31,975 8,951 28.0
Other operating costs and expenses 25,138 21,729 3,409 15.7
Total costs and expenses (495,364) (401,955) 93,409 23.2
Profit before income tax 329,168 268,538 60,630 22.6
Income tax expense (32,148) (28,413) 3,735 13.1
Profit for the period 297,020 240,125 56,895 23.7
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

REVENUES AND OTHER INCOME

Our total revenues and other income increased by 23.0% to US$825 million in the first half of 2018
(1H 2018) from US$670 million in the first half of 2017 (1H 2017), primarily due to an increase in lease
rental income as described below.

LEASE RENTAL INCOME

Our lease rental income increased by 24.1% to US$753 million in TH 2018 as compared with US$607
million in TH 2017. The rise in lease rental income was mainly due to our fleet growth which increased
to 294 aircraft (excluding one aircraft subject to finance lease) compared with 261 aircraft as at 30 June
2017, and to a lesser extent, an increase in rentals from floating rate leases as a result of the increase

in USD LIBOR.
INTEREST AND FEE INCOME

Our interest and fee income more than doubled to US$29 million in TH 2018 from US$14 million in 1H
2017. This increase was primarily due to an increase in fees from pre-delivery payments transactions.

NET GAIN ON SALE OF AIRCRAFT

Net gain on sale of aircraft decreased by 23.3% to US$37 million in TH 2018 as compared with US$48
million in 1H 2017 due to the different composition of aircraft sold in each period.

COSTS AND EXPENSES

The increase in costs and expenses was in line with the increase in total revenues and other income. The
increase was primarily due to an increase in depreciation and finance expenses which are described below.

DEPRECIATION OF PLANT AND EQUIPMENT

Depreciation of plant and equipment increased by 22.8% to US$267 million in 1H 2018, up from
US$218 million in 1H 2017, mainly due to an increase in aircraft assets, with aircraft net book value
increasing from US$12.1 billion as at 30 June 2017 to US$13.7 billion as at 31 December 2017, and a
further increase to US$14.3 billion as at 30 June 2018.

IMPAIRMENT OF AIRCRAFT

No impairment charge was taken in TH 2018 compared with US$11 million recognised in 1H 2017 as
the recoverable amount of our aircraft fleet were in excess of their net book values.
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

FINANCE EXPENSES

Finance expenses increased by 34.9% to US$162 million in TH 2018 from US$120 million in TH 2017.
This was due to the combined effect of (i) a 21.9% increase in our total indebtedness from US$%$9.6
billion as at 30 June 2017 to US$11.7 billion as at 30 June 2018 and (ii) an increase in our average cost
of debt from 2.8% in TH 2017 to 3.1% in 1H 2018. The increase in the average cost of debt arose from
the effect of higher USD LIBOR on our floating rate debt and an increase in the proportion and amount
of our fixed rate debt and interest rate hedging between 30 June 2017 and 30 June 2018.

STAFF COSTS

Staff costs increased by 28% to US$41 million in TH 2018 from US$32 million in TH 2017 mainly due to
the lower provisions of variable bonuses for the period ended 30 June 2017 as the full year financial
results of 2017 was much better than as envisaged at 1H 2017. In addition, the costs in relation to
the awards granted in May 2018 under the RSU Plan which is part of the long term incentive plan are
amortised over the vesting period from the date of grant in 1H 2018.

OTHER OPERATING COSTS AND EXPENSES

Other operating costs and expenses increased by 15.7% to US$25 million in 1H 2018 from US$22
million in 1H 2017 which was consistent with the increase in our business activities.

PROFIT BEFORE INCOME TAX AND PRE-TAX PROFIT MARGIN

Profit before income tax increased by 22.6% to US$329 million in TH 2018 from US$269 million in 1H
2017. Our pre-tax profit margin decreased marginally to 39.9% in 1H 2018 from 40.1% in 1H 2017.

INCOME TAX EXPENSE

Income tax expense increased by 13.1% to US$32 million in 1H 2018, arising from higher pretax profit,
from US$28 million in TH 2017. Our effective tax rate reduced to 9.8% in 1H 2018 from 10.6% in TH
2017, mainly due to a decrease in the federal corporate tax rate in the USA to 21% from 35%, which
was enacted in December 2017.

PROFIT FOR THE PERIOD AND NET PROFIT MARGIN

As a result of the foregoing, our after tax profit for the period increased by 23.7% to US$297 million in
1H 2018 from US$240 million in TH 2017. Our net profit margin increased to 36.0% in 1H 2018 from
35.8% in 1H 2017.

Since the publication of our final results announcement for the year ended 31 December 2017 on 14
March 2018, there have been no material changes to our business.
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

STATEMENT OF FINANCIAL POSITION ANALYSIS

Our total assets increased by 6.7% to US$17.1 billion as at 30 June 2018 from US$16.0 billion as at 31
December 2017, largely due to the growth of our aircraft fleet. Our total equity increased by 4.4% to

US$4.0 billion as at 30 June 2018.

The selected financial data and changes of our consolidated financial position are set out below:

Unaudited Audited
30 June 31 December
2018 2017 Change Change
Us$’000 US$’'000 US$'000 %
Plant and equipment and
assets held for sale 16,633,041 15,672,698 960,343 6.1
Cash and fixed deposits 411,280 305,293 105,987 34.7
Derivative financial instruments 24,163 22,023 2,140 9.7
Other assets 42,089 39,847 2,242 5.6
Total assets 17,110,573 16,039,861 1,070,712 6.7
Loans and borrowings and
finance lease payables 11,466,594 10,740,375 726,219 6.8
Maintenance reserves 635,684 558,503 77,181 13.8
Security deposits and non-current
deferred income 296,831 273,755 23,076 8.4
Derivative financial instruments 137,728 100,586 37,142 36.9
Trade and other payables 145,252 136,858 8,394 6.1
Other liabilities 440,280 411,027 29,253 7.1
Total liabilities 13,122,369 12,221,104 901,265 7.4
Net assets 3,988,204 3,818,757 169,447 4.4
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

PLANT AND EQUIPMENT AND ASSETS HELD FOR SALE

We had plant and equipment and assets held for sale totalling US$16.6 billion as at 30 June 2018,
which increased by 6.1% from US$15.7 billion as at 31 December 2017 due to net additions of 8
aircraft in 1H 2018. Additions to the aircraft fleet were achieved through a combination of existing
orders and purchase and lease back transactions with our airline customers.

In plant and equipment and assets held for sale, aircraft constituted the largest component, amounting
to US$14.3 billion and US$13.7 billion as at 30 June 2018 and 31 December 2017, respectively,
representing 86.0% and 87.2% of our total plant and equipment and assets held for sale as at the same
dates, respectively. Aircraft pre-delivery payments constituted 14.0% and 12.8% of our total plant and
equipment and assets held for sale as at 30 June 2018 and 31 December 2017, respectively.

TRADE RECEIVABLES

Included in other assets was an amount of US$10.9 million of trade receivables, of which US$3.1
million was not past due, US$1.7 million was contractually deferred by mutual agreement and interest
bearing and US$6.1 million was past due. The past due amount of US$6.1 million was received in full
subsequent to 30 June 2018.

CASH AND FIXED DEPOSITS

Our cash and fixed deposits, which were mainly denominated in US Dollar, increased to US$411 million
as at 30 June 2018 from US$305 million as at 31 December 2017. The increase in cash and fixed
deposits was mainly due to the total net cash inflows from operating activities, financing activities and
proceeds from sales of aircraft, having been greater than the cash outflows from capital expenditure
during 1H 2018.

DERIVATIVE FINANCIAL INSTRUMENTS

Our assets and liabilities with respect to derivative financial instruments represent unrealised gains
and losses, respectively, which were recognised in the hedging reserve in equity or profit or loss, on
the cross-currency interest rate swap and interest rate swap contracts that we contracted as at 30 June
2018 and 31 December 2017 respectively. Under assets, our derivative financial instruments increased
to US$24 million as at 30 June 2018 from US$22 million as at 31 December 2017. Under liabilities, our
derivative financial instruments increased to US$138 million as at 30 June 2018 from US$101 million as
at 31 December 2017. The movements in derivative financial assets and liabilities are primarily due to
movements in marked-to-market values of these derivative financial instruments.
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

TRADE AND OTHER PAYABLES

Our trade and other payables increased by 6.1% to US$145 million as at 30 June 2018 compared with
US$137 million as at 31 December 2017, primarily due to an increase in accrued interest expense.

LOANS AND BORROWINGS AND FINANCE LEASE PAYABLES

Our loans and borrowings and finance lease payables increased by 6.8% to US$11.5 billion as at 30
June 2018 from US$10.7 billion as at 31 December 2017 to finance the increase in capital expenditure.
During 1H 2018, the increase in borrowings included the issuance of US$1.15 billion of notes under
the Global Medium Term Note Program and the drawing down of a US$300 million term loan. An
amount of US$691 million in term loans and revolving credit facilities was repaid as part of regular loan
repayment or loan prepayments.

CONTINGENT LIABILITIES

Other than corporate guarantees for certain loans extended to the Company’s subsidiary companies and
for obligations under certain lease agreements entered into by the subsidiary companies as set out in
Note 18 to the interim condensed consolidated financial statements as set out in the Appendix hereto
(Interim Financial Statements), the Company had no material contingent liabilities as at 30 June 2018.

OTHER INFORMATION

LIQUIDITY AND CAPITAL RESOURCES

Our primary sources of liquidity comprise cash generated from aircraft leasing operations, proceeds
from aircraft sales and borrowings. Our business is capital intensive, requiring significant investments
and borrowings in order to grow and to maintain a young aircraft fleet. The cash flows from our

operations, particularly our revenues from operating leases of aircraft, have historically provided a
significant portion of the liquidity for these investments.
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

In the first six months of 2018 we issued US$1.15 billion of notes under our Global Medium Term Note
Program. We have also utilised US$625 million under our committed revolving credit facilities as at 30
June 2018.

There was no significant change in our gearing as at 30 June 2018 compared with 31 December 2017
as demonstrated in the table below.

Unaudited Audited

30 June 31 December

2018 2017

US$'m US$'m

Gross debt 11,698 10,939
Total equity 3,988 3,819
Gearing (times) 2.9 2.9

Gross debt comprises our loans and borrowings and finance lease payables before adjustments for debt issue
costs, fair values, revaluations and discounts/premiums to medium term notes. Total equity refers to the equity
attributable to Shareholders. Gearing is calculated by dividing gross debt by total equity.
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

Our liquidity remains strong, with cash and fixed deposits of US$411 million and US$3.5 billion in

undrawn revolving credit facilities as at 30 June 2018.

INDEBTEDNESS
30 June 31 December
2018 2017
US$'m US$'m
Secured
Term loans (including finance lease payables) 917 1,290
Export credit agency supported financing 904 1,042
Total secured debt 1,821 2,332
Unsecured
Term loans 2,185 1,895
Revolving credit facilities 625 795
Medium term notes 7,067 5,917
Total unsecured debt 9,877 8,607
Total indebtedness 11,698 10,939
Less: debt discount, debt premium, debt issue costs
and fair value and revaluation adjustments (231) (199)
Total debt 11,467 10,740
Number of aircraft pledged as security
(including aircraft held under finance lease) 72 91
Net book value of aircraft pledged as security
(including aircraft held under finance lease) 3,350 3,968

Of the total indebtedness, the amount of debt at fixed rates, including floating rate debt swapped to
fixed rate liabilities, amounted to US$6.4 billion as at 30 June 2018 compared with US$5.1 billion as

at 31 December 2017.

Collateral for secured debt will typically include a mortgage over the relevant aircraft, an assignment
of the operating lease of the relevant aircraft and/or a pledge of the shares in the subsidiary company
that holds title to the relevant aircraft. In line with our strategy to reduce secured debt as a proportion
of total assets and of total indebtedness, these proportions have come down in TH 2018 as set out in

the table below:

30 June 31 December

2018 2017

Secured Debt/Total Assets 10.6% 14.5%
Secured Debt/Total Indebtedness 15.6% 21.3%
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BOC AVIATION LIMITED

MANAGEMENT DISCUSSION & ANALYSIS

As at 30 June 2018, the debt repayment profile is as follows:

DEBT REPAYMENT PROFILE

30 June 2018

Us$'b
2H 2018 1.0
2019 1.4
2020 1.7
2021 1.8
2022 2.1
2023 and beyond 3.7
Total 11.7

FOREIGN CURRENCY RISK

Our transactional currency exposures mainly arise from borrowings that are denominated in a currency
other than US Dollar, our functional currency.

All loans and borrowings that are denominated in Australian Dollar, Chinese Yuan, Hong Kong Dollar
and Singapore Dollar are swapped into US Dollar. To eliminate foreign currency exposure that may
arise, we utilise cross-currency interest rate swap contracts to hedge our Australian Dollar, Chinese
Yuan, Hong Kong Dollar and Singapore Dollar denominated financial liabilities. Such contracts are
entered with counterparties that are rated at least A- by S&P Global Rating. Under these agreements,
we receive foreign currency amounts sufficient to meet the obligations in foreign currency borrowings
and payment of US Dollar to the counterparties.

FUTURE PLANS FOR MATERIAL INVESTMENTS AND SOURCES OF FUNDING

Our estimated cash outflows based on our aircraft capital expenditure commitments as at 30 June
2018 are set out below:

30 June 2018

Us$'b
2H 2018 1.6
2019 3.0
2020 2.4
2021 0.6
Total 7.6
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Our aircraft purchase commitments as at 30 June 2018 are expected to be financed through a range
of funding sources, including (a) cash flows generated from our operating activities, (b) proceeds from
our notes issuance from debt capital markets, (c) amounts made available and drawn down under our
various bank financing facilities, and (d) net proceeds from sales of owned aircraft.

EMPLOYEES

As at 30 June 2018 and 30 June 2017, we had 158 and 151 employees respectively who were engaged
in the operation and management of our business.

We provide certain benefits to our employees including retirement, health, life, disability and accident
insurance coverage. We enter into individual employment contracts with our employees to cover
matters such as wages, employee benefits, confidentiality and grounds for termination.

We set targets for our employees based on their position and role and periodically assess their
performance. The results of such assessments are used in their salary reviews, bonus awards and
assessing promotions. The employee remuneration package generally comprises a basic salary and
a discretionary bonus element. Our staff bonuses include two staff incentive plans as follows: (i) our
short term incentive plan which is cash-based and payable over a maximum three year period, under
which a bonus is payable to employees when certain key performance indicator targets for each year
are met, and (ii) our long term inc