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Fitch Publishes Dubai Aerospace Enterprise's 'BBB-' Rating;
Outlook Stable
Fitch Ratings - London - 17 July 2019: Fitch Ratings has published Dubai Aerospace Enterprise (DAE) Ltd's
Long-Term Issuer Default Rating (IDR) of'BBB-' with Stable Outlook, DAE Funding LLC's senior unsecured
long-term rating of 'BBB-' and DAE's senior secured long-termerm rating of 'BBB'.
RATING ACTIONS
RATING

ENTITY/DEBT
DAE Funding LLC

senior unsecured
Dubai Aerospace Enterprise
(DAE) Ltd
senior secured

LT IDR
BBBPublish
LT
BBBPublish
LT IDR
BBBPublish
LT
BBB
Publish

Key Rating Drivers

IDRS AND SENIOR DEBT
DAE's ratings reflect the firm's materially enhanced scale, following the acquisition and successful integration of
AWAS Aviation Capital Designated Activity Company (AWAS), which itself had a long track record of strong
operating performance through a variety of commercial aviation and credit cycles. The rating also reflects a
diverse fleet profile; solid cash flows, as evidenced by strong contractual lease revenue; robust platform and
systems; low leverage; strong technical capabilities; and improved funding profile with access to multiple
sources of capital.
Rating constraints include DAE's more modest but improving franchise compared with other investment grade
peers, modest governance weaknesses related to its sizeable related party exposure (to Emirates Airline
(Emirates)) and the absence of independent members on its board of directors. The rating is also constrained
by above-average exposure to airlines in lower-rated jurisdictions (notably the Middle East and Africa) when
compared with peers; above peer average weighted average fleet age; and moderate exposure to freighter and
turbo prop aircraft, which Fitch considers less liquid asset classes than narrow body passenger planes.
Rating constraints applicable to the aircraft leasing industry more broadly include the monoline nature of the
business, vulnerability to exogenous shocks, potential exposure to residual value risk, sensitivity to oil prices,
reliance on wholesale funding sources, and increased competition.
DAE is fully-owned (directly and indirectly) by the Investment Corporation of Dubai (ICD, unrated), the
https://www.fitchratings.com/site/pr/10082939
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investment arm of the Government of Dubai. This ownership structure results in related party transactions
(including a USD1.2 billion intercompany loan to one of its minority shareholders, ICD Hospitality as of end1Q19) and a smaller board of directors compared with public peers. Fitch does not view a meaningfully-sized
loan to a hospitality and leisure company as aligned with DAE's business model and core strategic objectives.
In 1Q19, DAE reduced the loan exposure to ICD Hospitality to USD1.2 billion (while simultaneously
repurchasing USD250 million in common shares held by ICD Hospitality) and management intends to reduce
this exposure, maturing in 2022, further subject to DAE complying with its stated leverage target.
Fitch expects that DAE will remain an important long-term holding for ICD, as a means to advance Dubai's
policy objectives in aviation, which is a key sector in the economy. However, Fitch does not expect the
Government of Dubai to extend financial extraordinary financial support to DAE. Although not presently
expected, more explicit indications of ICD's ability and propensity to support DAE in case of need could result in
rating uplift.
Related party transactions primarily relate to aircraft lease agreements with Emirates and flydubai, which are
ICD portfolio companies. Exposure to Emirates will likely decrease over time due to portfolio growth, but may
remain sizeable in Fitch's opinion, given ICD's presence on DAE's board, key management linkages between
ICD and DAE and the fact that transportation investments represent the second-largest exposure in ICD's
portfolio. Related party transactions of this nature could potentially introduce conflicts of interest related to the
economic terms of commercial agreements between the parties and potential remedial actions that may be
taken in the event of issuer-specific or market-wide stress.
At end-1Q19, DAE's owned, managed and ordered fleet consisted of 354 aircraft, valued at around USD13
billion, with the largest exposures by type Airbus A320s, Boeing 737s, ATR 72-600s and Airbus A330s. The firm
also owns freighters, including 12 B777F and three B747F aircraft. The weighted average age of the portfolio
was 5.9 years as of end-1H19, which is slightly improved year-on-year but elevated compared withmost other
rated aircraft lessors. However, the weighted average age is partially skewed by DAE's ownership of ATR 72600s and freighters, which tend to have longer economic lives and less residual value risk than more widely
utilised narrow body and wide body jets.
Fitch believes DAE's fleet profile and platform scale have benefited from the AWAS acquisition. In addition to
the diversification benefits that come with size, Fitch believes that scale provides certain strategic benefits to
DAE, such as increased negotiating power, more available channels to re-lease planes when needed and a
platform through which it can grow managed aircraft with institutional partners (Aircraft Investor Services or
AIS). However, with broad reach comes increased likelihood of exposure to challenged airlines and/or
geographies during periods of stress.
DAE had 110 customers across 56 countries as of end-1H19, with top exposures to Emirates (15% of owned
aircraft by net book value at end-1Q19), Gulf Air (8%) and Ethiopian Airlines (3%). DAE's management team,
inclusive of former AWAS staff, has a track record of repossessing and redeploying aircraft after customer
bankruptcies and payment events, as was the case with troubled airlines like Air Berlin and TransAir. Fitch
views this track record favourably, although in some cases, aircraft downtime prior to redeployment has been
significant.
Fitch believes that DAE has elevated exposure to weaker growth geographies compared with other lessors.
The company had 43% of net book value (NBV) leased to customers in the Middle East, Africa and South Asia
at end-1Q19. According to IATA the Middle East and Africa regions have had revenue passenger kilometre
(RPK) growth rates of 5.0% and 6.1%, respectively, in 2018, somewhat lagging the global RPK growth rate of
7.4% over the same period.
DAE's ownership of maintenance and delivery hangars evidences its technical capabilities. These hangars are
https://www.fitchratings.com/site/pr/10082939
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strategically located in Amman, Jordan, which enhances the geographic reach of the company's maintenance,
repair and overhaul operations across the EMEA region. The company is certified by various regulatory bodies
to maintain and refurbish its aircraft, which creates more of a vertically integrated business model compared
with other aircraft lessors. Fitch views this as beneficial to DAE's business because the firm only incurs limited
third party maintenance costs and may gain further insight on the value and condition of the aircraft. On the
other hand, DAE's maintenance business introduces higher fixed costs.
DAE continues to grow its managed aircraft platforms via AIS. In 2018, DAE sold 18 midlife aircraft to third
party investors via a managed investment vehicle funded with asset-backed securities (ABS), Kestrel Aircraft
Funding Limited (Kestrel). The Kestrel transaction followed the Falcon Aerospace Limited (sponsored by DAE
in 2017) and the Diamond Head Aviation (sponsored by AWAS in 2015) ABS issuances. These investment
vehicles allow DAE to grow its managed platform and dispose of mid-life aircraft while also enabling the
company to retain customer relationships and generate servicing fees, which Fitch views favourably. The
company has plans to grow AIS into a USD5 billion managed portfolio (from around USD1.3 billion at end2018), which would enhance the company's earnings profile by introducing more fee income.
The company generated lease yields of 12.1% for the three months to end-1Q19 and 2018, indicating strong
cash generation and comparing well with peers in the aircraft leasing sector. Fitch expects lease yields to
moderate in a stable to lower interest rate environment. DAE had a weighted average remaining lease term of
6.2 years at end-1Q19, which provides reasonably strong cash flow predictability absent lessee credit events.
DAE is targeting a net debt to reported equity ratio of under 3.0x. However, Fitch's assessment of an aircraft
leasing company's leverage focuses on gross debt to tangible equity. DAE's intangible assets include goodwill
from acquisitions that Fitch believes will be unable to support the equity base in a stress scenario. DAE's gross
debt/tangible equity ratio stood at 2.7x at end-1Q19, broadly in line with similarly-rated peers, and Fitch expects
this ratio to remain below or at 3.0x in the medium-term.
DAE has access to multiple funding sources, including various export credit agencies, bank debt, and
unsecured and secured debt in the capital markets. Fitch has a favourable view of DAE's expanded use of
unsecured debt in recent years. DAE's unsecured debt/total debt ratio increased to 54% at end-1Q19 from
below 30% at end-2017, which considerably improves the company's financial flexibility. Management is
committed to maintaining this ratio to between 50% and 70% in the long term.
Fitch believes DAE has an adequate liquidity position. Cash and cash equivalents of around USD190 million at
end-1Q19, around USD1 billion of undrawn revolver capacity and cash flow from operations (USD1 billion on
an annualised basis through 1Q19) adequately cover debt maturities, amortisation, and capital commitments
over the next 12 months. The company also has extremely limited order book commitments at present, which is
viewed positively from liquidity and contingent liability perspectives.
The senior secured debt ratings of 'BBB' are rated one notch above DAE's Long-Term IDR, reflecting the
aircraft collateral backing these obligations, which suggests above average recovery prospects in a stress
scenario.
The equalisation of the unsecured debt rating with DAE's Long-Term IDR reflects sufficient unsecured debt, as
well as an available pool of unencumbered assets, which suggest average recovery prospects for unsecured
debtholders in a stress scenario.
DAE is a global aerospace corporation headquartered in Dubai, with offices in Dublin, Singapore, Amman,
Miami, Seattle and New York. As of March 31, 2019, DAE had an owned, managed and ordered fleet consisting
of 354 aircraft, valued at around USD13 billion.

https://www.fitchratings.com/site/pr/10082939
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DAE Funding LLC is the US based unsecured debt issuing subsidiary of DAE. DAE guarantees all debt issued
by DAE Funding LLC, therefore, the entities ratings are aligned.
Rating Sensitivities

IDRS AND SENIOR DEBT
Fitch believes that the combination of the aviation industry's increased reliance on aircraft lessors, the
competitive pressures in the aircraft lessor space and prolonged favourable market conditions limit the
likelihood of upward rating momentum, at least until the company's credit performance can be assessed
through a full market cycle. Thereafter, upward rating momentum could develop if DAE exhibits differentiated
risk management and asset quality combined with further expansion of its franchise, sustainably lower leverage
below 2.5x, improving unsecured debt/ total debt toward the upper end of the targeted range of 50%-70%, and
improved corporate governance aspects, such as a reduction in DAE's relative exposure to Emirates to below
10% of NBV and repayment of the intercompany loan with ICD Hospitality.
A sustained increase in gross debt to tangible common equity above 3.0x or a material reduction in the
company's proportion of unsecured funding could lead to negative rating action. Credit deterioration of
underlying lessees, particularly Emirates, an increase in aircraft impairments; a sustained deterioration in
financial performance and/ or operating cash flows; difficulty re-leasing aircraft at economical rates; a reduction
in available liquidity or unencumbered assets; and/or an aging fleet profile could also result in negative rating
momentum.
The ratings on the secured debt and unsecured debt are primarily sensitive to changes in DAE's Long-Term
IDR and secondarily to the relative recovery prospects on the instruments.

Summary of Financial Adjustments

Fitch has adjusted its core leverage calculation by not excluding maintenance right assets and lease premiums
from tangible equity. This reflects Fitch's view that these balance sheet items contain sufficient economic value
to support creditors.
Date of Relevant Committee

11-Jul-2019
Additional information is available on www.fitchratings.com
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES
ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
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DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
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Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY
10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in
whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and
in making other reports (including forecast information), Fitch relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the extent such sources are available
for a given security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is
located, the availability and nature of relevant public information, access to the management of the issuer and
its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party verification sources with respect to
the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's
ratings and reports should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings
and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast
was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to
risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
https://www.fitchratings.com/site/pr/10082939
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services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.

SOLICITATION STATUS
The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Endorsement Policy
Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy
We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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