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EXPLANATORY NOTE

This Registration Statement contains a prospectus relating to the exchange offer for up to $1,310,000,000 of
our outstanding notes (consisting of $580,000,000 aggregate initial principal amount of our subclass A-3 notes due
March 15, 2025, $200,000,000 aggregate initial principal amount of our subclass A-4 notes due March 15, 2025,
$400,000,000 aggregate initial principal amount of our subclass A-5 notes due March 15, 2025, $75,000,000
aggregate initial principal amount of our subclass B-2 notes due March 15, 2025 and $55,000,000 aggregate initial
principal amount of our subclass C-2 notes due March 15, 2025) and as such contains all of the information required
for registration statements on Form S-4 for exchange offers. This Registration Statement also contains separate
prospectus pages relating to certain market-making transactions in the notes which are being offered in the exchange
offer as well as the $650,000,000 aggregate initial principal amount of our outstanding subclass A-2, subclass B-1,
subclass C-1 and subclass D-1 notes due March 15, 2023. The complete prospectus for the exchange offer follows
immediately after this Explanatory Note. Following such prospectus are certain pages of the prospectus relating to
the market-making transactions, including an alternate cover page, an aternate page including the “Table of
Contents”, a section entitled “Certain Risk Factors — Trading Market for the Notes” to be used in lieu of “Certain
Risk Factors — Risks Relating to the Capital Markets — Absence of Public Market” section and an additional
section entitled “Market-Making Activities of Morgan Stanley & Co. Incorporated”.



PROSPECTUS

$1,310,000,000

Initial Principal Amount
Offer to Exchange Notes due March 15, 2025
for Any and All Outstanding Notes due March 15, 2025
of

Morgan Stanley Aircraft Finance

The Exchange Offer will expire at 5:00 P.M., New York City time, [on the 20" business day following the
commencement of the Offer], unless extended.

Morgan Stanley Aircraft Financeis offering to exchange five subclasses of new notesfor corresponding subclasses
of issued and outstanding restricted notes of Morgan Stanley Aircraft Finance that we previously offered and sold to
investors on a basis exempt from registration under the Securities Act of 1933, as amended, by virtue of Section 4(2)
and Rule 144A thereunder. The terms of the new notes are identical to the restricted notes except that the new notes
will be registered under the Securities Act of 1933, as amended.

Therestricted noteswere listed on the Luxembourg Stock Exchange on March 15, 2000. The new
notes will be listed on the L uxembour g Stock Exchange when they are issued.

Investing in the new notesinvolvesrisks. See “Risk Factors” beginning on Page 15.

The Securities and Exchange Commission and state securities regulators have not approved
or disapproved these securities, or determined if this prospectusis truthful or complete.
Any representation to the contrary is a criminal offense.

, 2000
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AVAILABLE INFORMATION

Morgan Stanley Aircraft Finance (“M SAF,” and together with its subsidiarie$'SAF group”) will be subject
to the information reporting requirements of the Securities Exchange Act of 1934, as amended, upon the
effectiveness of this Registration Statement and in accordance therewith will file reports, proxy statements and other
information with the Securities and Exchange Commission. Any reports and other information filed by MSAF with
the Securities and Exchange Commission may be inspected and copied at the public reference facilities maintained
by the Securities and Exchange Commission at Room 1024, Judiciary Plaza, 450 Fifth Street, N.W., Washington,
D.C. 20549 and will also be available for inspection and copying at the regional offices of the Securities and
Exchange Commission located at 7 World Trade Center, New York, New York 10048 and at Northwestern Atrium
Center, 500 West Madison Street (Suite 1400), Chicago, lllinois 60661 at prescribed rates. The Securities and
Exchange Commission maintains a Web site (http://www.sec.gov) that contains reports and other information,
including the registration statement (of which this prospectus is a part) filed by MSAF.

MSAF has filed with the Securities and Exchange Commission a Registration Statement on Form S-1 under the
Securities Act of 1933, as amended, with respect to all of MSAF’s outstanding notes, including the notes being
offered by this prospectus. This prospectus does not contain all the information set forth in the Registration
Statement and the exhibits and schedules thereto, certain portions of which have been omitted as permitted by the
rules and regulations of the Securities and Exchange Commission. For further information with respect to MSAF
and the securities offered by this prospectus, reference is made to the Registration Statement and the exhibits filed or
incorporated as a part thereof, which are on file at the offices of the Securities and Exchange Commission and may
be obtained upon payment of the fee prescribed by the Securities and Exchange Commission, or may be examined
without charge at the offices of the Securities and Exchange Commission. Statements contained in this prospectus as
to the contents of any documents referred to are not necessarily complete, and, in each such instance, are qualified in
all respects by reference to the applicable documents filed with the Securities and Exchange Commission.

The new notes will be listed on the Luxembourg Stock Exchange upon issuance, subject only to notice of
issuance. The constitutive documents of MSAF and the legal notice relating to the issuance of the notes will be
deposited with the Registrar of the District Court in Luxembourg (Greffier en Chef du Tribunal d’Arrondissement de
et a Luxembourg) where such documents will be available for inspection and where such documents will be
obtainable upon request. Copies of the prospectus, the annual report of independent public accountants and the
reports to noteholders referred to under “Reports to Noteholders” will be available at the office of the listing agent
in Luxembourg: Banque Internationale a Luxembourg, 69, route d’Esch, L-1470 Luxembourg. Financial information
regarding MSAF will be included in MSAF’s quarterly reports on Form 10-Q, annual reports on Form 10-K and
monthly and other interim reports on Form 8-K and will be available at the office of the listing agent in Luxembourg
after the respective reports are filed with the Securities and Exchange Commission.



SUMMARY

You should read the following summary together with the more detailed information regarding MSAF and the
notes and the financial statements (including the notes to the financial statements) and cash reports appearing
elsewhere in this prospectus. In this prospectus “we”, “us”, “our”, and similar terms refer to MSAF and its

subsidiaries, except where it is clear that such term means only MSAF.
The Exchange Offer

On March 15, 2000 we issued $1,310 million in aggregate principal amount of restricted notesin five

subclasses: subclass A-3, subclass A-4, subclass A-5, subclass B-2 and subclass C-2. We refer to these notesin this
prospectus as “restricted notes’. Because we originally issued the restricted notes under an exemption from
registration under the Securities Act, the restricted notes contain transfer restrictions. We are now offering tg
exchange therfew notes’ for the restricted notes. The new notes will not contain these transfer restrictions an
may be transferred as we describe under “— Consequences of Exchanging the Restricted Notes in the Exch
Offer”. Otherwise, the terms of the new notes and restricted notes are identical, except for registration rights
special interest provisions relating to the restricted notes.

In addition to the notes we are offering to exchange, we have outstanding $650 million in aggregate prin
amount of notes in four subclasses: subclass A-2, subclass B-1, subclass C-1 and subclass D-dld fibeese “
are not the subject of the exchange offer but are nonetheless described in this prospectus. We refer to all of
outstanding notes of MSAF in this prospectus as tiotes’.

The exchange offer will expire at 5:00 p.m., New York City time, on [tHeb2@iness day following the
commencement of the Offer], 2000, unless we extend it. At any time before the expiration date, you may wit
any restricted notes that you have tendered in the exchange offer. If we or the exchange agent do not accef
restricted notes that you have tendered, we or the exchange agent will return the restricted notes to you with
expense as soon as is practicable after the exchange offer has expired or has been terminated.

Neither you nor MSAF will recognize any income, gain or loss for U.S. federal income tax purposes becd
you exchange your restricted notes.

You should refer to “The Exchange Offer” below for more details about the procedures for tendering the
restricted notes and the other terms of the exchange offer.

Consequences of Exchanging Restricted Notes in the Exchange Offer

Based upon interpretations contained in letters issued to third parties by the staff of the Securities and
Exchange Commission, we believe that any holder of restricted notes, other than a broker-dealer or any hold
which is an affiliate of MSAF within the meaning of Rule 405 under the Securities Act which exchanges its
restricted notes for new notes in the exchange offer may offer such new notes for resale, may resell such ney
or transfer such new notes without compliance with the registration and prospectus delivery provisions of the
Securities Act if:

« the holder acquires the new notes in the ordinary course of the holder’s business; and

< the holder has no arrangement or understanding with any person to participate in the distribution of
new notes.

If you wish to accept the exchange offer, you must represent to us in the letter of transmittal that the two
conditions described above have been met.
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If you wish to accept the exchange offer, you must also make the following representations:




* If you are not a broker-dealer, you must represent that you are not participating in the distribution of
new notes and that you do not intend to participate in the distribution.

« If you are a broker-dealer who will not receive new notes for your own account, you must represent
neither you nor any person for whom you receive the new notes is participating in the distribution ar
neither you nor any such person intends to participate in the distribution.

« If you are a broker-dealer who will receive new notes for your own account, you must represent that]
acquired the restricted notes tendered by you in your market-making or other trading activities. Yol
also acknowledge that you will deliver a prospectus if you resell the new notes. By making this
acknowledgment and delivering a prospectus, you will not be deemed to admit that you are an unde
within the meaning of the Securities Act.

To comply with the securities laws of certain states or other jurisdictions, it may be necessary to qualify f
or register the new notes prior to offering or selling such new notes. We have agreed to register or qualify th
notes held by broker-dealers for offer or sale under the securities or blue sky laws of such jurisdictions as an
of the restricted notes reasonably requests in writing. Unless a holder requests registration or qualification, v
not intend to take any action to register or qualify the new notes for resale in any such jurisdictions.

If you do not exchange your restricted notes for new notes in the exchange offer, your restricted notes W
continue to be subject to the restrictions on transfer contained in the legend on the restricted notes. Please
“Risk Factors — Consequences of Failure to Exchange” for a description of these restrictions.

Summary Description of the Notes

The following table summarizes certain of the principal terms of all our outstanding notes. Information in
table is based on what we refer to as @asé Case’, which is the scenario in which our current assumptions
regarding MSAF’s performance, as discussed under “MSAF’s Performance Assumptions”, prove to be corred
should note that the Base Case does not refer to any “Assumptions” that we have previously disclosed. You
refer to Appendices 1, 2 and 3 to this prospectus for more detailed information regarding our historical cash 1
performance. You should note that appraised values will fluctuate and that actual revenues may be significar
lower than assumed revenues, with corresponding effects on the information set forth below. See “MSAF’s
Performance Assumptions”. For purposes of calculating ratios in this table we have used amounts assumed
Base Case for the 12 months ending March 15, 2001.
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Subclass Subclass Subclass Subclass Subclass Subclass Subclass Subclass Subclass

A-2 A-3 A-4 A-5 B-1 B-2 C-1 C-2 D-1
Notes Notes Notes Notes Notes Notes Notes Notes Notes
Aggregate
Principal
Amount as of
March 15,
2000 ......... $224,684,850  $580,000,000  $200,000,000  $400,000,000 $89,715,098 $75,000,000 $99,876,807 $55,000,000 $110,000,000
Ratings
Standard &
Poor's ........ AA AA AA AA A A BBB BBB BB
Moody's ...... Aa2 Aa2 Aa2 Aa2 A2 A2 Baa2 Baa2 Bp2
Fitch ......... AA AA AA AA A A BBB BBB BB
Interest Rate ...... LIBOR +0.35% LIBOR +0.52% LIBOR+0.54% LIBOR+0.58% LIBOR+0.65% LIBOR+1.05% 6.90% 9.60% 8.70%
Initial Loan to 66.1% 66.1% 66.1% 66.1% 73.8% 73.8% 81.1% 81.1% 86¢.3%
Value(1) .........
Initial Loan to
Assumed
First Year's
Net Revenue
@@ ......... 6.46x 6.46x 6.46x 6.46% 7.22x 7.22% 7.93x 7.93x 8l44x
Assumed Interest
Coverage
Ratio(2)(3) .... 2.42x% 2.42x% 2.42x% 2.42x 2.05x% 2.05x% 1.78x% 1.78x% 14 65x%
Assumed Debt
Service
Coverage
Ratio(2)(4) .... 1.65x% 1.65x% 1.65x% 1.65x% 1.62x 1.62x% 1.60x% 1.60x% 14 60x%
Expected
Weighted
Average Life
(Years) ....... 3.1 2.0 3.0 4.8 6.7 6.8 8.6 14.1 Jo.1
Expected
Principal
Amortization April 15, March 15, March 15, April 15, April 15, September 15, April 15, June 15,  April 15,
Period(5) ...... 2000 2002 2003 2000 2000 2000 2000 2002 2000
September 15, June 15, March 15, March 15, March 15, October 15, March 15|
2005 2008 2013 2007 2013 2016 2014
Final Maturity Date March 15, March 15, March 15, March 15, March 15, March 15, March 15, March 15, March 15|
2023 2025 2025 2025 2023 2025 2023 2025 2023
(1) “Initial Loan to Value® represents the initial aggregate principal amount of each subclass of notes, plus the initial aggregate princjpal

(@)
3

4

(©)

amount of any other subclass of MSAF'’s notes that ranks equally or senior in priority of paymi¢ia ( oan”), expressed as a
percentage of the aggregate appraised value (as of November 30, 1999) of the aircraft plus the sum of (i) $43.1 milban; thfe am
cash that we expect to hold as of the closing date (which includes amounts relating to cash security deposits of $7ticimithay he
required to be reimbursed to lessees), plus (ii) $82.1 million, the amount that we expect to be available to be dravgiblendezditi
facilities on the closing date (which includes amounts relating to cash security deposits of $32.1 million which may teéadguire
reimbursed to lessees).

“First Year's Net Revenué means our lease rentals less our swap costs, aircraft operating expenses and SG&A.

“Interest Coverage Ratio” means First Year's Net Revenue expressed as a ratio of First Year's InfenesstY®ar's Interest’ means
(i) the interest payable on each subclass of notes and each subclass that ranks equally with such subclass, plue$i)ahe inter
minimum principal payments payable on each subclass of notes that ranks senior in priority of payment to the relevaat sotedass

“Debt Service Coverage Ratio” means First Year's Net Revenue expressed as a percentage of First Year's Interest and Minimum
Scheduled Principal First Year’s Interest and Minimum and Scheduled Principal means (i) the interest and minimum and
scheduled principal payments on each subclass of notes, plus (ii) the interest and minimum and scheduled principal payeents a
be payable on each subclass of notes that under the priority of payments are equal or senior in priority of paymentheithterest
and minimum and scheduled principal payments on the relevant subclass of notes.

“Expected Principal Amortization Period” means the period from the date on which we expect principal amortization to begin to th

expected final payment date for each subclass of notes.

and
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Ratings of the Notes

The ratings of the notes address the likelihood of the timely payment of interest and the ultimate payment of
principal and premium, if any, on the notes. In addition, the rating agencies have not rated MSAF’s ability to pay|
step-up interest or principal in full on the subclass A-3, A-4 and B-2 notes on the expected final payment daté
any other date prior to the final maturity date. The ratings assigned to the notes do not address the effect of
imposition of any withholding tax on any payments under the leases, the notes or otherwise. See “Risk Factd
Tax Risks.”

A rating is not a recommendation to buy, sell or hold notes because the ratings do not address market p|

suitability for a particular investor and may be subject to revision, suspension or withdrawal at any time by the

assigning rating agency. If a rating agency lowers, suspends, or withdraws its rating of any subclass of the n
person or entity has any obligation to support MSAF’s obligations under the notes in any way.

The notes we are issuing in this offering will rank equally in right of payment and interest with the
corresponding classes of our outstanding notes. For more information regarding all our outstanding notes, s
Summary Description of the Notes” above.
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THE NOTES

We have summarized the terms of the notes below.

Payment Dates ...........

RecordDate .............

Calculation of Interest . ....

Accrued and Unpaid Interest

Sources of Note Payments . .

Security for Our Obligation

We must pay interest monthly in arrears on the fifteenth day of each month. If
the fifteenth day of a month is not a business day, the relevant payment date
will be the next business day. By business day, we mean a day on which a
bank may deal in U.S. dollar deposits in the London inter-bank market and
commercial banks and foreign exchange markets are open in New Y ork and
London.

The record date is the close of business on the day that is 15 calendar days
prior to the payment date.

For the purpose of calculating the interest rate payable on the notes, Bankers
Trust Company as reference agent will determine LIBOR for the relevant
monthly period two business days before the payment date on which the
monthly period begins.

We will calculate accrued interest on outstanding principal balances and other
amounts on which we must pay interest as of the fourth business day before
the monthly period begins.

Any accrued interest that, as aresult of the allocation of our available cash
collections, we do not pay on any payment date will bear interest at the then
current interest rate for the applicable subclass of notes.

Our only sources of payments for the notes and our other obligations are:

. the payments made by the lessees under the leases;

. amounts drawn under any credit or liquidity enhancement facility;

. proceeds from any sales of our assets;

. net payments to us under our swap agreements and other hedging
instruments;

. interest earned on investments of our cash balances; and

. net cash proceeds received from the sale of refinancing notes.

We will make payments on the notes only to the extent of our available ca
on each payment date remaining after paying expenses and satisfying oth

sh
er

requirements which are described under “Description of the Notes — Payinent

of Principal and Interest — Priority of Payments”.

Alth@h neither the security trustee nor the noteholders have any mortga
other security interest in the aircraft, we have granted to the security trustd
as security for our various obligations (including under our notes), a secur
interest in:

. the equity in our subsidiaries;

he or
e,
ty




ILFC Facility ..........

MSDW Facility ........

Principal Payments .. ..........

Step-Up Interest .. .....

Refinancing of the Notes

. the interests of all MSAF group members in the leases;

. our intercompany loans to our subsidiaries;
. our cash balances; and
. investments made with our cash balances.

ILFC has agreed to make loans to us from time to time in an amount up t

b $20

million plus the aggregate amount of cash security deposits held by ILFC for

our benefit at the time.

MSDW has agreed to make loans to us from time to time in an amount up to

$30 million.

We have determined the expected principal payments on the notes based on,

among other things, assumptions regarding principally:

. the timing and amount of payments under our current leases and leases

we may enter into in the future;
. the terms of future leases;

. the amount of operating costs incurred in the ordinary course of the
operating lease business; and

. our ability to timely refinance the subclass A-3, A-4 and B-2 notes.

It is unlikely that actual experience in the future will correspond to these
assumptions, therefore the timing and amount of our principal payments o
each subclass of notes will likely vary from the expected principal paymen

If we do not repay the subclass A-3, A-4 or B-2 notes on or before their
expected final payment dates, we will pay additional interest of 1.00% per
annum on the subclass A-3 and A-4 notes and 1.50% per annum on the

subclass B-2 notes, until such notes are repaid in full. Such payments of step-

up interest with respect to the subclass A-3, A-4 or B-2 notes:

. will be subordinated to certain other obligations we have, including
making scheduled principal payments on all the notes; and

. will not be rated by the rating agencies.

We may refinance any subclass of the notes by issuing refinancing notgs. Such

refinancing notes will rank equally, including terms of priority of payment a
security, with the subclass of notes that were refinanced.

nd




Redemption

Redemption Date

On or after March 15, 2000 .
On or after March 15, 2001
On or after March 15, 2002
On or after March 15, 2003
On or after March 15, 2004
On or after March 15, 2005
On or after March 15, 2006
On or after March 15, 2007
On or after March 15, 2008
On or after March 15, 2009
On or after March 15, 2010
On or after March 15, 2011

On any payment date, we may redeem any subclass of notes out of any
amounts other than available collections (including proceeds from refinancing
notes or from third parties), in whole or in part, at the applicable redemption
price. In the case of such an optional redemption, the redemption price of the
subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes will be the outstanding
principal balance of the subclass being redeemed multiplied by the redemption
premium set out in the table below. The redemption price of the subclass C-1
and subclass C-2 notes will be the higher of the discounted present value of
Scheduled Principal Payment Amounts of the subclass C-1 and subclass C-2
notes and interest from the redemption date to the applicable expected final
payment date, discounted at the applicable Treasury yield plus 1.00% or the
outstanding principal balance on the redemption date. The redemption price
in respect of aredemption of the subclass D-1 notes occurring before March
15, 2003 will be the higher of the discounted present value of Scheduled
Principal Payment Amounts of the subclass D-1 notes and interest through,
but not including March 15, 2003, plus the product of the applicable
redemption premium set out in the table below and the assumed outstanding
principal balance for March 15, 2003 discounted at arate equal to the
Treasury yield plus 1.00% or the outstanding principal balance on the
redemption date. The redemption price in respect of a redemption of the
subclass D-1 notes occurring on or after March 15, 2003 will be the
outstanding principal balance being redeemed multiplied by the redemption
premium set out in the table below.

Redemption Premium

Subclass Subclass Subclass Subclass Subclass Subclass Subclass
A-2 A-3 A-4 A-5 B-1 B-2 D-1
Notes Notes Notes Notes Notes Notes Notes
101.00%  101.00% 101.50% 101.50% 102.00% 101.75% —
100.50%  100.50% 101.00% 101.00% 101.50% 101.50% —
100.00%  100.00% 100.50% 100.75% 101.00% 101.25% —
— — 100.00% 100.50% 100.50% 101.00% 105.25%
— — — 100.25% 100.00% 100.75% 104.50%
— — — 100.00% — 100.50% 103.75%
— — — — — 100.25% 103.00%
— — — — — 100.00% 102.25%
— — — — — — 101.50%
— — — — — — 100.75%
— — — — — — 100.00%

On each payment date, we must redeem subclasses of notes to the extent
there are available collections remaining at the levelsin the order of
priorities at which we are required to make a principal payment on that
subclass of notes. In the case of a redemption from available collections, the
redemption price of the subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes will
be the outstanding principal balance of the subclass being redeemed. The
redemption price of the subclass C-1, C-2 and D-1 notes will be the same as
the optional redemption price described above.

On any payment date, we may redeem each subclass of notes, in whole but
not in part, if certain adverse tax events affecting MSAF occur at the
redemption price plus accrued and unpaid interest. In the case of a
redemption for taxation purposes, the redemption price will be the
outstanding principal balance of the subclass being redeemed.




Operating Covenants . ...........

ServiceProviders . ..............

Withholding Tax ...............

Ratings ofthe Notes ... ..........

Listing .....

Denomination

If we redeem any subclass of notes in part, we will apply the redemption
price proportionally to the notes of each holder of that subclass.

Our operating covenants require that we maintain diversification of our
portfolio by imposing restrictions on our asset, lessee and regional
concentrations. We may vary from these concentration restrictions with the
approval of the rating agencies.

For afull description of the services provided by ILFC, as servicer, Bankers
Trust Company, as cash manager, Cabot Aircraft Services Limited, as
administrative agent and Morgan Stanley & Co. Incorporated, as financial
advisor, see “Management of MSAF Group — Corporate Management”.

We have no obligation to make anjtiaddl payments on the notes for
any withholding or deduction from payments on the notes that must be
made under applicable law. If we are required to make any withholding ¢r
deduction on the notes and we do not redeem the notes, we will reduce|the
net amount of interest paid on the notes by the amount of such withhold|ng
or deduction. Also, none of our subsidiaries has an obligation under anyf
intercompany loan to make any additional payment for any withholding qr

deduction that they must make under applicable law from payments on these

intercompany loans.

The notes haeeived the ratings shown on page 3 from Standard &
Poor’s Ratings Group, a division of The McGraw-Hill Companies, Inc.
(“Standard & Poor’s”), Moody’s Investors Service, Inc.Nfoody’s”) and
Fitch (“Fitch”, as successor to Duff & Phelps Credit Rating COGR”"),
following the merger of Fitch IBCA and DCR) for each subclass of notes.

We intend to list the new notes on the Luxembourg Stock Exchange in
accordance with its rules, and we expect that the new notes will be eligilple
for trading in the PORTAL market. The old notes and the restricted not¢s
have been listed on the Luxembourg Stock Exchange and are eligible fg
trading in the PORTAL market. See “Listing and General Information”.

=

Each subclass of noi#deravailable for purchase in minimum
denominations of $100,000 and integral multiples of $1,000 in excess
thereof. See “Description of the Notes — General”.




Overview of M SAF

You should read the following summary together with the more detailed information regarding MSAF
appearing elsewhere in this prospectus.

Morgan Stanley Aircraft Finance is a special-purpose Delaware business trust established in October 1997 to
purchase and own a portfolio of aircraft. One hundred per cent of the equity in MSAF is held indirectly by Morgan
Stanley Dean Witter & Co. (“M SDW"). MSAF is governed by seven trustees, including four controlling trustees
who are officers of an affiliate of MSDW, two independent trustees and one Delaware trustee. For more information
regarding the governance of MSAF, see “Management of MSAF Group”. We have taken steps to structure MSAF to
ensure that our assets are not consolidated with MSDW's or any of its affiliates’ assets or otherwise become
available to MSDW'’s or any of its affiliates’ creditors in any bankruptcy or insolvency proceeding involving
MSDW. See “Risk Factors — Bankruptcy Risks”.

Acquisitions. We initially acquired 32 aircraft and one engine from International Lease Finance Corporation
(“ILFC") pursuant to an agreement dated November 10, 1997. On May 19, 1999, an indirect wholly owned
subsidiary of MSDW acquired two aircraft from an affiliate of GE Capital Corporation for $9.05 million. This
purchase price was determined following negotiations between the parties. On Ad§9&, &ertain other indirect
wholly owned subsidiaries of MSDW agreed to acquire 27 aircraft from ILFC at a cost of $1,032 million. This
purchase price was determined following negotiations between the parties. All of these aircraft have since been
delivered by ILFC. On March 15, 2000, we acquired 28 of these 29 aircraft. We acquired the remaining aircraft on
May 1, 2000. The total appraised value of the 29 aircraft as November 30, 1999 was $1,047.8 million. The
purchase price that we paid to the MSDW subsidiary for the 29 aircraft was $954.8 million, $876.8 million of which
we paid in cash and $78.0 million of which was a capital contribution from the MSDW subsidiary.

The Portfolio. Our total portfolio now comprises 61 aircraft and one engine. The aggregate appraised value of
this portfolio was $2,000.9 million as of November 30, 1999, and was $1,911.2 million as of September 30, 2000.
Based on the appraised values as of November 30, 1999 and as of September 30, 2000, no one aircraft accounts for
more than 5% of our portfolio. As of October 1, 2000, we had 61 lease contracts in effect with 41 lessees based in
25 countries and one aircraft off-lease. The off-lease aircraft was undergoing maintenance work. As of October 1,
2000, one of the aircraft under one of the lease contracts had not been delivered to the respective Lessee. As of
October 1, 2000, the weighted average remaining contracted lease term of the portfolio (weighted by appraised
values as of November 30, 1999 and without giving effect to purchase options or extension options) was 34 months,
or 35 months when weighted by appraised values as of September 30, 2000. The longest lease is scheduled to expire
in May 2010. Therefore, we will be required to re-lease each of the aircraft one or more times prior to the final
maturity date for the notes. See “Risk Factors — Leasing Risks — We May Not be Able to Re-lease Aircraft”.

Certain of our lessees are in a weak financial condition and face or have recently faced serious financial
difficulties. As of October 1, 2000, five of our lessees were in arrears. The eight aircraft on lease to these lessees
represented 11.6% of the portfolio by appraised value as of November 30, 1999, or 11.4% of the portfolio by
appraised value as of September 30, 2000. The total amount of rental payments, maintenance reserves and other
amounts that were in arrears with respect to these five lessees was $3.5 million. This amount represents 1.5% of our
assumed annual lease rental payments for the next year. We hold security deposits of $3.7 million against these
arrears. The weighted average number of days past due of such arrears was 52 days. In January 2000, one lessee of
two A320-200 aircraft agreed to restructure rental and maintenance arrears amounting to $1.4 million. These arrears
are scheduled to be repaid commencing in June 2000. As of October 1, 2000, all of these restructured payments
were due but unpaid. MSAF group holds security deposits of $1.0 million against this lessee’s arrears. See “Risk
Factors — Leasing Risks — Risk of Lessees in Weak Financial Condition”. For more information regarding the
appraised values as of September 30, 2000, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Recent Developments — Annual Apprais&600r”



Servicer. ILFC acts as servicer for our portfolio. Among other things, ILFC markets the portfolio for lease or
sale and monitors lessee compliance with lease payment, maintenance and insurance terms. For a full description of
the servicing agreement with ILFC, see “Management of MSAF Group — The Servicer”.

Additional Aircraft and Debt Issuances. We intend to acquire additional aircraft from various sellers in the
future. Such aircraft may be serviced by parties other than ILFC. We will finance acquisitions of additional aircraft
with external funds, including issuing subclasses of debt securities in up to four classes (class A, class B, class C and
class D) that will rank equally in right of payment of principal and interest with the corresponding subclasses of
outstanding notes. Any acquisition of additional aircraft and issuance of additional notes will be subject to various
conditions under the indenture, including confirmation from the rating agencies that the acquisition and related
issuance of additional notes will not result in the lowering or withdrawal of their ratings of the notes then
outstanding.
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The Portfolio

Thefollowing charts summarize certain features of our portfolio as of October 1, 2000. All percentages have been
calculated by reference to the appraised value of the portfolio as of November 30, 1999.

Type of Aircraft

MD-g2  MD-83 A300-600R
B767-300ER

0.80% \ 3.94% 4.86%
15.04% A310-300
3.63%
B767-200ER A320-200
147%

9.21%
A321-100

Boeing 66.76% 3.93% Airbus 30.21%
0elng 6. (]

A330-300

B747-400
4.87%

B747-300B
2.45%

A340-300
B757-200ER
0.28%
5
2.05% 0.99% 9.69%

15.08% 4.58%
\; 70 rso | Other 3.03%
Note: Boeing includes McDonnell Douglas B737-500
10.29%

4.00%
Engine
2.13% 0.62%
B737-300F B737-300
B737-400
Corporation

Aircraft Size (by number of seats)

171-240
44.0%%6

| Narrowbody 57.23%

Widebody 40.88%
Turboprop 0.62%

2a13s0 | Other 1.27%

8.58%

062% 1270

Note: Other includes afreighter and an engine
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Year of Manufacture

20.0% -

15.0% A

10.0% A

5.0% ~

0.0% T T T T
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All Aircraft Are Stage 3

L essee Region

Pacific

North America 11.35%

15.44%
Developed 54.20%

Asia
16.44%

Eur ope

27.41% Eur ope and Middl e East

7.74%

Emerging 29.20%

Latin America
Off-Lease 5.02%

Other
0.99%
Off-Lease 0.99% 0 15.61%
Other 15.61%
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Individual L essees

Developed

1 i TransWorld Airlines 5.28%
2 : Cathay Pacific 4.87%
3 i Air 2000 4.67%
4 :AerLingus 4.00%
5 i Region Air 3.63%
6 :BritanniaAirways 3.53%
7 iTransAer 3.13%
8 :JMCM Airlines 3.10%
9 {Air New Zedand 2.85%
10: Alaska Airlines 2.66%
11 Braathens 2.04%
12: Nationa Airlines 1.67%
13 Canada 3000 1.54%
14 Monarch Airlines 1.52%
15 Canadian Airlines 1.49%
16 Southwest Airlines 1.48%
17 Transavia 1.36%
18: Continental Airlines 1.32%
19} Air Europa 1.23%
20 'Aeropostale 0.96%
21: Air Liberte 0.95%
22: KLM Cityhopper 0.62%
23; KLM

Total

54.19%

2221 2019 1 17 16 15
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Emerqging

24: AsianaAirlines 8.44%
25: ChinaAirlines 4.87%
26: Aero Mexico 3.06%
27: Maev 2.13%
28: Air Alfa 1.98%
29: Mexicana 1.96%
30: FEAT. 1.87%
31: Pegasus 1.28%
32: ChinaHainan 1.27%
33: Olympic Airways 1.26%
34: Travel Services 1.09%

Tota 29.22%
35: Air Mauritias 4.58%
36 Air Pacific 3.33%
37: Air Atlantalcelandic 2.45%
38: Air Macau 1.95%
39: Air Malta 1.23%
40: Lithuanian Airlines 1.08%
41: Icelandair 0.90%

Tota 15.60%

Off-L ease

42: Off-Lease 0.99%

Total 0.99%




Overview of Priority of Payments

The following chart summarizes the order of priority of payments on the notes, the beneficia interest and other
obligations of MSAF group. This is described in more detail in “Description of the Notes — Payment of Principal
and Interest — Priority of Payments.”
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RISK FACTORS

The risks and uncertainties described below are not the only ones facing MSAF or the notes. Additional risks
and uncertainties that we are not aware of at present, or that we believe today are immaterial, may also impair our
business operations or the notes. Investors should read and carefully consider, among other things, the following
factors prior to accepting the exchange offer or investing in the notes.

If any of the following risks actually occur, we may not be able to make the required payments on the notes. In
addition, it is possible that the rental payments under the leases may not be adequate to make the required
payments on the notes.

This prospectus also contains forward-looking statements that involve risks and uncertainties. In most cases,
you can identify forward-looking statements by terminology such as“may,” “should,” “expects,” “plans,”
“anticipates,” “believes,” “estimates,” “predicts,” “potential” or “continue” or the negative of such terms or
similar terminology. Our actual results could differ materially from those anticipated in these forward-looking
statements. In evaluating these statements, you should specifically consider various factors, including the risks
outlined below.

”ow " ow

All information presented below is as of October 1, 2000. For significant developments since that date, you
should read “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Recent
Developments.”

Consequences of Failureto Exchange

Holders of restricted notes who do not exchange their restricted notes for new notes pursuant to the exchange
offer will continue to be subject to the restrictions on transfer of their restricted notes as set forth in the legends
thereon. In general, the restricted notes may not be offered or sold, unless they are registered under the Securities
Act or are offered or sold pursuant to an exemption from, or in a transaction not subject to, the Securities Act and
applicable state securities laws. MSAF does not intend to register the restricted notes under the Securities Act.

MSAF believes that, based upon interpretations contained in letters issued to third parties by the staff of the
Securities and Exchange Commission, new notes issued pursuant to the exchange offer in exchange for restricted
notes may be offered for resale, resold or otherwise transferred by each holder thereof (other than a broker-dealer, as
set forth below, or any such holder which is an “affiliate” of MSAF within the meaning of Rule 405 under the
Securities Act) without compliance with the registration and prospectus delivery provisions of the Securities Act
provided that such new notes are acquired in the ordinary course of the holder’s business and the holder has no
arrangement or understanding with any person to participate in the distribution of such new notes. Eligible holders
who wish to accept the exchange offer must represent to MSAF in a letter of transmittal that these conditions have
been met and must represent, if the holder is not a broker-dealer, or is a broker-dealer but will not receive new notes
for its own account in exchange for restricted notes, that neither the holder nor the person receiving the new notes, if
other than the holder, is engaged in or intends to participate in the distribution of new notes. If any holder has any
arrangement or understanding with respect to the distribution of the new notes to be acquired pursuant to the
exchange offer, the holder (1) will not be able to rely on the applicable interpretations of the staff of the Commission
and (2) in the absence of an exemption from the Securities Act, must either comply with the registration and
prospectus delivery requirements of the Securities Act in connection with any resale transaction or sell the restricted
notes in a transaction exempt from the registration requirements. Each broker-dealer that receives new notes for its
own account pursuant to the exchange offer must represent that the restricted notes tendered in exchange therefor
were acquired as a result of market-making activities or other trading activities and must acknowledge that it will
deliver a prospectus in connection with any resale of such new notes. The letter of transmittal states that by so
acknowledging and by delivering a prospectus, a broker-dealer will not be deemed to admit that it is an
“underwriter” within the meaning of the Securities Act.
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This prospectus, as it may be amended or supplemented from time to time, may be used by a broker-dealer in
connection with the resales of new notes received in exchange for restricted notes where such restricted notes were
acquired by the broker-dealer as a result of market-making activities or other trading activities. MSAF has agreed
that, starting on the expiration date of the exchange offer, it will make this prospectus available to any broker-dealer
for use in connection with any such resale. See “Plan of Distribution”. However, to comply with the securities laws
of certain jurisdictions the new notes may not be offered or sold unless they have been registered or qualified for
sale in such jurisdictions or an exemption from registration or qualification is available and is complied with.
MSAF has agreed, pursuant to the Registration Agreement and subject to certain specified limitations therein, to
register or qualify the new notes for offer or sale under the securities or blue sky laws of jurisdictions that any holder
of the notes reasonably requests in writing. Unless so required, MSAF does not intend to register or qualify the sale
of the new notes in any such jurisdictions.

In addition, the tender of restricted notes will reduce the principal amount of the restricted notes outstanding,
which may have an adverse effect upon, and increase the volatility of, the market price of the restricted notes due to
a reduction in liquidity.

No Security Interest in Aircraft

Neither the trustee, the security trustee acting on behalf of the holders of the notes and each other secured
creditor nor any noteholder has any security interest, mortgage, charge or other similar interest in the aircraft. If
there is an event of default, they will not be able to sell the aircraft to repay the notes or exercise similar remedies
which they would have if they had a security interest in the aircraft.

No Executive M anagement — Reliance on Third Parties to Manage Our Business

We have no executive management resources of our own. We therefore rely on several service providers for the
leasing and re-leasing of the portfolio and all other executive and administrative responsibilities. If these service
providers do not perform their contractual obligations to us, our operations may suffer and we may not be able to
repay the notes. We can give no assurance that we will continue our arrangements with these service providers or
that the service providers will continue their relationship with us until the notes are paid in full. If a service provider
resigns or we terminate its appointment, we may be unable to find suitable replacement service providers that we can
engage on suitable terms. Additionally, our appointment of replacement service providers may cause alowering or
withdrawal of the ratings on the notes. Y ou should refer to “Management of MSAF Group — The Servicer”; and
“Management of MSAF Group — Corporate Management” for detailed information on the responsibilities
delegated to service providers.

Conflicts of Interest of ILFC

ILFC acts as servicer for our portfolio and as such performs certain services including marketing our current
portfolio for lease or sale and monitoring lessee compliance with lease terms. ILFC, however, manages a large
aircraft portfolio for itself and others and for that reason, it may face conflicts of interest in managing and marketing
our portfolio for re-lease or sale. The aircraft it manages for others may compete with our portfolio when they are
being marketed for re-lease or sale. ILFC also arranges aircraft financings and lease transactions and advises many
airlines (including some lessees and potential lessees). If ILFC cannot resolve a conflict of interest, the conflict
could have an adverse effect on our ability to manage, re-lease or sell the portfolio. In that case, we may be unable
to make the required payments on the notes.

For a description of ILFC’s aircraft management and advisory business, you should refer to “Management of
MSAF Group — The Servicer”.
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Limitation on ILFC’s Liability

Our servicing agreement with ILFC contains limitations on its liability for losses caused by its services. There
isarisk that we may be unable to recover from ILFC the amount of any losses they cause in performing the services.
Additionally, ILFC will not be liable to you for any losses caused by its services.

We describe the liability and other provisions of the servicing agreement under “Management of MSAF Group
— The Servicer”.

Cyclicality of Supply of and Demand for Aircraft and Depression of Aircraft Values

The market for commercial jet aircraft is very cyclical and can produce sharp increases and decreases in aircraft
values and lease rates. Decreases in aircraft values or lease rates may cause a decrease in our cash flows. Depending
on market conditions, we may be unable to sell or re-lease aircraft on terms that allow us to make payments on the
notes.

Aircraft values and lease rates depend on various factors that are outside our control. Such factors include, but
are not limited to:

* manufacturer production levels and prices for new aircraft;
¢ general economic conditions affecting lessee operations;
e used aircraft supply;

e passenger demand;

e retirement and obsolescence of aircraft models;

e manufacturers merging or leaving the aircraft industry;

e interest rates and credit availability;

« fuel and other operating costs;

e re-introduction into service of aircraft previously in storage;
e governmental regulations; and

« lack of capacity in the air traffic control system.

In addition to values for aircraft generally, the value of specific aircraft may increase or decrease sharply
depending on factors that are not within our control. Such factors include, but are not limited to:

e manufacturer production levels and prices for new aircratft;
e manufacturers merging or leaving the aircraft industry;
e maintenance and operating history of the aircraft;

* number of operators using a type of aircraft;
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¢ legal or regulatory requirements that prevent an aircraft from being re-leased or sold in the condition that it
is in; and

« the discovery of manufacturing defects in an aircraft model.

The value of specific aircraft and the cost of after-market support may also depend on the condition of the
manufacturer. Current competition between The Boeing Company and Airbus Industrie G.I.E. is also a threat to
aircraft values. Boeing and Airbus have increased production to an amount substantially above the long-term
requirement implied by industry forecasts. If production is maintained at this level the increased supply of new
aircraft may depress used aircraft values and lease rates (especially in regions like Asia where there has been an
oversupply of aircraft). This development could cause a decrease in our cash flows and adversely affect our ability
to make payments on the notes.

Actual Market Value May Be Less Than Appraised Value

Appraised values for aircraft do not necessarily reflect the market value we could obtain for aircraft at a
specific time. Appraised values are based on the assumption that there is an “open, unrestricted stable market
environment with a reasonable balance of supply and demand”. As we describe above, the aircraft market is not
always stable and there may be supply and demand imbalances at any one time, especially for specific aircraft types.
At the high point in a cycle, the current market value of some aircraft may be at or above their appraised value while
the current market value of others may be significantly less than their appraised values. At a low point in the
industry cycle, the current market value of most aircraft types is likely to be less (and in many cases, much less) than
appraised base values. For these reasons, you should not rely only on appraised values as an indication of the price
that we could obtain if we sold an aircraft.

Technological Risks

The availability of newer, more technologically advanced aircraft or the introduction of increasingly stringent
noise or emissions regulations may make it more difficult for us to re-lease or sell aircraft. This risk is particularly
significant for us given our need to repay principal and interest on the notes over a relatively long period. This will
require that many of the aircraft are leased or sold close to the end of their useful economic life. We expect that the
extent to which we are able to manage these technological risks through modifications to aircraft and sale of aircraft
will be limited.

Risks Relating to Acquisition of Additional Aircraft

We may acquire additional aircraft in the future. The cash flows derived from such additional aircraft, together
with the cash flows generated by the aircraft in our portfolio, are expected to be the primary source of payment of
interest, principal and premium, if any, on the notes. ILFC is not obligated to act as servicer with respect to any
additional aircraft we may acquire. We may need to procure additional servicing arrangements with respect to any
additional aircraft we acquire, and we cannot assure that any additional servicing arrangements will be with ILFC or
on similar terms to the servicing agreement with ILFC.

Operational Restrictions May Harm Our Ability to Compete

The indenture and our governing corporate documents impose restrictions on how we operate our business.
These restrictions limit our ability to compete effectively in the aircraft leasing market. For example, we cannot
grant privileged rental rates to airlines in return for equity investments in such airlines. There are also restrictions on
persons to whom we may lease aircraft to and limits on leasing to lessees in specific geographical regions. Most
competing aircraft lessors do not operate under similar restrictions.
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L essee Purchase Options May be Exercised at Prices Below Note Target Price for Such Aircraft

As of October 1, 2000, eight lessees had outstanding options to purchase a total of ten aircraft, representing
26.6% of the portfolio by appraised value as of November 30, 1999. If these options were exercised on their earliest
exercise date, in only one case would the purchase option strike price be below the note target price that we have
assumed for the applicable aircraft on the exercise date. This difference would not be significant. We have assumed
in our Base Case that none of the purchase options are exercised. However, thereis arisk that lessees could exercise
these options and, in particular, at a time when the exercise prices are below the note target price for the aircraft
being purchased. Any exercise of such options will affect the amount and timing of principal payments on the notes.

Risks Relating to Aircraft Liens

Liens may attach to the aircraft in the course of their operation. These liens may impair our ability to repossess,
re-lease or sell the aircraft. Liens which secure the payment of airport taxes, customs duties, air navigation charges
(including charges imposed by agencies regulating access to air space, such as Eurocontrol), landing charges, crew
wages, repairer’s charges or salvage attach to the aircraft in the normal course of operation. The amounts which the
liens secure may be substantial and may exceed the value of the aircraft against which the lien is asserted. In some
jurisdictions, a holder of aircraft liens may have the right to detain, sell or cause the forfeiture of the aircraft. The
lessees may not comply with their obligations under the leases to discharge liens arising during the terms of the
leases.

Failureto Maintain Registration of Aircraft

All of the aircraft which are or will be operated must be registered with an appropriate aviation authority. If an
aircraft is operated without a valid registration, the lessee operator or, in some cases, the owner or lessor, may be
subject to penalties which may result in a lien being placed on the aircraft. Loss of registration could have other
adverse effects, including grounding of the aircraft and loss of insurance, which may have an adverse effect on our
ability to make payments on the notes.

Increased Regulation of Aircraft

The aircraft industry is heavily regulated and aviation authorities may adopt additional regulations in
jurisdictions where our aircraft are registered or operated. Any additional regulations (especially relating to aircraft
noise and emissions) may cause us to incur significant costs, depress the value of the aircraft and impair our ability
to re-lease the aircraft.
Leasing Risks

We May Not be Able to Re-lease Aircraft

We may not be able to re-lease aircraft upon expiration of the leases without incurring significant downtime or
without adverse effect on the rental rates that we are able to obtain, especially during any period of downturn in
demand for aircraft on operating lease. If we cannot re-lease aircraft we may not have enough cash to make
payments on the notes. Even if we can re-lease aircraft we may be unable to receive favorable rental rates, especially
if there is reduced demand for aircraft on operating lease. Our ability to re-lease aircraft and obtain acceptable lease
payments and terms may suffer because of:

e economic conditions affecting the airline industry;

« the supply of competing aircraft and demand for particular types;

¢ lessor competition; and
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e restrictions on our re-leasing flexibility under the indenture.

The number and types of aircraft that, as of October 1, 2000, we had to place with lessees because of lease
expirations through December 21004 are presented in the table below, which shows the years in which the leases
are contracted to expire, assuming that (1) non-binding letters of intent then existing result in a lease agreement in
accordance with their terms, (2) no lease terminates prematurely and (3) there are no sales of aircraft or purchases of
additional aircraft. See “— Risks Relating to Acquisition of Additional Aircraft” above and “— Lease Termination
and Aircraft Repossession” below. We will need to re-lease more aircraft if any aircraft become available through
premature terminations of leases.

M SAF Group L ease Placement Requirement at October 1, 2000

Year ending December 31,
Aircraft Type 2000 2001 2002 2003 2004 Total
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Totals ................... 2 8 9 18 9 46

* Includes one aircraft currently subject to a non-binding letter of intent.
() Includes one aircraft currently off-lease.

As illustrated by the table above, we will be required to re-lease 46 of the aircraft, representing 71.9% of the
portfolio by appraised value as of November 30, 1999, before December 31, 2004.

Re-Marketing Task for Aircraft Expiring Prior to December 2000

Two leases, representing 2.4% of the appraised value as of November 30, 1999, are scheduled to expire before
December 31, 2000. One of the two aircraft, a B767-200, is subject to a non-binding letter of intent. The second
aircraft, a B737-400, is not yet subject to a non-binding letter of intent but ILFC is currently negotiating with the
current operator and with other interested parties.

Lessees May Not Perform Required Maintenance

The standards of maintenance observed by our lessees and the condition of the aircraft at the time of sale or
lease may affect future values and rental rates from our aircraft. Under the leases, the lessee has the main
responsibility to maintain the aircraft and to comply with all applicable governmental requirements. Some lessees
may experience periodic difficulties in meeting their maintenance obligations resulting from adverse environmental
conditions or financial and labor difficulties. If a lessee fails to perform required or recommended maintenance on
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an aircraft, the aircraft may be grounded and we may incur substantial costs to restore the aircraft to an acceptable
maintenance condition before sale or re-lease. If our lessees do not perform their obligation to maintain the aircraft,
we may have to fund maintenance work on the aircraft. Because our maintenance costs are expenses that rank senior
to payments on the notes, we may be unable to make payments on the notes if our maintenance costs were to
become sufficiently large. In other cases, we may have an obligation to reimburse the lessee or pay some or all of
the cost of aircraft maintenance. Our cash resources may not be sufficient both to fund maintenance requirements
and make payments on the notes, especially as the aircraft age.

Aircraft Insurance May Not be Adequate

Our lessees have an obligation under the leases to maintain property and liability insurance covering their
operation of the aircraft. We can give no assurance that this insurance will be adequate to cover any losses or
liahilities that we may incur in our business. For example, the loss or liability from an aviation accident or other
catastrophic event may exceed the coverage limits in the policy. Other losses may not be covered by the insurance.
Thereisalso arisk that our lessees will not perform their insurance obligations to us, which may mean that
insurance will not be available to us. In either case, we may be unable to make payments on the notes if insurance
proceeds do not cover losses or liabilities we may incur.

On April 2, 1999, one B757-200ER on lease to Guyana Airways was terminated by agreement. Certain of the
technical records were incomplete and/or missing. An insurance claim under our Technical Records policy was
submitted in respect of the maintenance work, repairs and services required to reconstruct the technical records. The
insurance claim was approved and M SAF group received $4.0 million in June 2000 to partially offset the substantial
mai ntenance costs incurred in the Guyana repossession.

We May be Unable to Obtain Required Licenses and Approvals

If we cannot obtain required government licenses and approvals, we may be unable to re-lease or sell aircraft.
In that case, our cash flows may be insufficient to make payments on the notes. Several |eases require specific
licenses, consents or approvals. These include consents from governmental or regulatory authoritiesto certain lease
payments and to the import, re-export or de-registration of the aircraft. Thereis a significant risk that subsequent
legal and administrative changes will increase such requirements or that a consent, once given, will be withdrawn.
We may not receive consents needed in connection with future re-leasing or sale of an aircraft.

Risk of Lesseesin Weak Financial Condition

Thereisasignificant risk that the lessees may default on their obligations under the leases. If lessees do not
make rent and maintenance payments or are significantly in arrears, we will be unable to make payments on the
notes. The ability of each lessee to perform its obligations under its lease will depend primarily on its financial
condition. A lessee’s financial condition may be affected by various factors beyond their control, including
competition, fare levels, passenger demand, operating costs, the cost and availability of finance, economic
conditions in the countries where the lessees operate and environmental and other governmental regulation of the air
transportation business. As a general matter, weakly capitalized airlines are more likely than well capitalized airlines
to seek operating leases and at any point in time, investors should expect varying numbers of lessees to be
experiencing payment difficulties. Many of our lessees are in a weak financial position. You should expect this to be
the case with future lessees. As a result, a large proportion of lessees may consistently be significantly in arrears in
their rental payments or maintenance payments.

In certain cases, we may respond to the needs of lessees in financial difficulty including, in certain instances,
restructuring the applicable leases. Such restructurings may involve reduced rental payments for a specified period
(which may be several months). In addition, certain restructurings may involve the voluntary termination of a lease
prior to its expiration and the arrangement of subleases from the lessee to another aircraft operator.
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As of October 1, 2000, five lessees were in arrears. The eight aircraft on lease to these lessees represented
11.6% of the portfolio by appraised value as of November 30, 1999. The total amount of rental payments,
maintenance reserves and other amounts that were in arrears with respect to these five lessees was $3.5 million, of
which $1.9 million related to rental payments and $1.6 million related to maintenance reserves. MSAF group holds
security deposits of $3.7 million against these arrears. The current arrears amount represents 1.5% of annual lease
rental payments. The weighted average number of days past due of such arrears was 52 days.

In addition, in August 1999 we agreed to restructure the arrears of a Brazilian |essee, Passaredo. The
restructured amount of $3.7 million was capitalized as a note payable and added to the lessee’s conditional sale
agreement loan balance, with an extension of the term of the loan. The aircraft on lease to this lessee is an A310-
300 and represented 1.4% of the portfolio by appraised value as of November 30, 1999. In conjunction with this
restructuring, the obligations under this lease were transferred to a new Brazilian entity, B.R.A. Transportes Aereos,
which replaced Passaredo as lessee. B.R.A., however, defaulted on its obligations under this lease and the aircraft
was repossessed in May, 2000. The lease had been scheduled to expire in July 2007. The total amount of rental
payments in arrears at the date of the repossession was $1.3 million. There was no security deposit held by MSAF
group to offset against the arrears balance. The aircraft is currently subject to a new lease contract and is scheduled
to be delivered to the new lessee in November 2000.

On February 2, 2000, Canadian Airlines announced a debt restructuring and moratorium plan. The plan
resulted in the suspension of payments of about $135 million to lenders and aircraft lessors, including MSAF group.
In March 2000, we reached an agreement with the lessee to restructure the lease by slightly reducing the lease rate
effective from February 2000 and extending the term by four years to May 2010. The lessee’s security deposit of
$0.3 million was used to fund the February rental. In March 2000, the lessee resumed rental payments and also made
part payment toward refunding the security deposit balance. At the same time, the lease was assigned to a subsidiary
of Air Canada, Air Canada Capital Limited. This aircraft, an A320-200, represented 1.5% of the portfolio by
appraised value as of November 30, 1999.

In January 2000, we reached an agreement with TransAer, a lessee based in Ireland, to defer $1.4 million of
rental and maintenance obligations. Repayment of the rental arrears plus interest was scheduled to be made over a
five week period beginning on June 16, 2000. Repayment of the maintenance reserves arrears plus interest was
scheduled to be made in three monthly installments beginning on June 1, 2000. As at October 1, 2000, all of these
restructuring payments were due but unpaid. We held security deposits of $1.0 million against TransAer's deferred
arrears. In addition, we held maintenance reserves of $3.8 million. The two aircraft on lease to the lessee, both
A320-200s, represented 3.1% of the portfolio by appraised value as of November 30, 1999. TransAer filed for
bankruptcy on October 20, 2000. For more information regarding this, see “Management’s Discussion and Analysis
of Financial Condition and Results of Operations — Recent Developments — Bankruptcy of TransAer”.

VASP, a former Brazilian lessee, defaulted on its obligations under its lease of a B737-300 aircraft and the
aircraft was repossessed in May 2000, following legal proceedings against VASP. At the repossession date, one of
the engines was off-wing and in VASP’s possession. Following a recent ruling by a Brazilian court, the engine has
now been returned to us. The lease was scheduled to expire in March 2003. The total amount of rental payments in
arrears at the date of the repossession was $0.5 million, against which MSAF group drew down a security deposit of
$0.7 million. The aircraft, which represented 1.0% of the portfolio by appraised value as of November 30, 1999, is
currently undergoing maintenance work.

In July 1999, another former Brazilian lessee, VARIG, negotiated early termination of its lease of a B747-300
aircraft that was scheduled to expire in April 2003. This aircraft represented approximately 2.5% of the portfolio by
appraised value as of November 30, 1999. The total amount of rental payments and maintenance reserves due under
this lease through Jull999, the date of the termination agreement, was $4.8 million, against which MSAF group
drew down a security deposit of $1.1 million. Under the terms of the termination agreement, VARIG is scheduled
to repay $10.8 million over eight years tb-set arrears of $4.8 million and approximately $6.0 million for certain
maintenance and downtime costs. Provided no default has occurred by October 2005 under this note payable, the
total remaining payments will be reduced by approximately $1.1 million on a pro-rata basis between October 2005
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and October 2007, the scheduled final payment date under the note payable. As of October 1, 2000, VARIG had
made all payments due under the note payable.

A former Mexican lessee, TAESA, defaulted on its obligations under its lease of a B737-400 aircraft, and the
aircraft was repossessed in December 1999. The lease was scheduled to expire in May 2001. The total amount of
rental payments and maintenance reserves due under the lease at the date of repossession was $0.6 million. This
amount was partially offset by a security deposit of $0.5 million. On February 21, 2000, a court in Mexico declared
TAESA bankrupt. It is uncertain whether we will be able to recover the $0.1 million outstanding from TAESA. This
aircraft, which represented 1.1% of the portfolio by appraised value as of November 30, 1999, is currently on lease
to Travel Service, a Czech Republic carrier.

The current level of defaults and lessee arrears should not be seen as representative of future defaults and
arrears, particularly if economic conditions deteriorate. Defaults and amounts in arrears may increase as the market
for aircraft on operating lease experiences further cyclical downturns, particularly in emerging markets.

Emerging Market Risks

“Emerging markets” are countries that have poorly developed economies that are vulnerable to economic and
political problems, such as significant fluctuations in GDP, interest rates and currency exchange rates and civil
disturbances, governmental instability, nationalization and expropriation of private assets and the imposition of taxes
or other charges by governments. The resulting instability may affect the ability of lessees that operate in these
emerging markets to meet their lease obligations and they may be more likely to default than lessees that operate in
developed economies. At October 1, 2000, eleven lessees, representing 29.2% of the portfolio by appraised value as
of November 30, 1999, operated in “emerging markets” according to the Morgan Stanley Capital International
designations that we follow under our indenture. In addition, four lessees representing 10.9% of the portfolio by
appraised value as of November 30, 1999 operated in markets which may be considered to be emerging markets but
are categorized as “Other” by the Morgan Stanley Capital International classification: Air Pacific (Fiji), Air
Mauritius, Air Macau and Lithuanian Airlines. In total we lease 40.2% of our portfolio to 15 lessees operating in
emerging markets.

As of October 1, 2000, two of the five lessees in arrears, representing 3.1% of the portfolio by appraised value
as of November 30, 1999, were based in emerging markets. At October 1, 2000, one of these lessees, Air Alfa, a
lessee based in Turkey, owed rental and maintenance arrears of $0.7 million, against which MSAF group held a
security deposit of $0.7 million. This aircraft, an A321-100 represents 2.0% of the portfolio by appraised value as
of November 30, 1999. At October 1, 2000, the other lessee, Travel Service, based in the Czech Republic, owed
maintenance arrears of $0.3 million, against which MSAF group held a security deposit of $0.5 million. This
aircraft, a B737-400, represents 1.1% of the portfolio by appraised value at November 30, 1999. The weighted
average number of days past due for such arrears was 4.4 days.

In addition, seven of our former lessees whose leases terminated early due to defaults were based in what we
consider to be emerging markets. In each case, ILFC was able to repossess the aircraft without recourse to legal
action. These seven lessees were based in Brazil, Mexico, Turkey, Guyana and Russia.

Risk of Regional Economic Downturns Affecting Lessees’ Financial Condition

Thereisasignificant risk that the economic conditions in the regions where our |essees operate will affect their
ability to meet their lease obligations. The commercia aviation industry is very sensitive to general economic
conditions. Since air travel islargely discretionary, the industry tends to suffer severe financial difficulties during
slow economic periods. Below is a discussion of the regional concentrations of our lessees and the economic
characteristics of the various regions that may impact the lessees’ financial condition. The regions discussed below
are based on designations published by Morgan Stanley Capital International.
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European Concentration

At October 1, 2000, 18 lessees representing 35.2% of the portfolio by appraised value as of November 30,
1999 are operators based in Europe, with 13 lessees representing 27.4% of the portfolio by appraised value as of
November 30, 1999 based in “developed” Europe and five lessees representing 7.8% of the portfolio by appraised
value as of November 30, 1999 based in “emerging” Europe and the Middle East.

12 of the 18 European lessees, representing 24.85% of the portfolio by appraised value as of November 30,
1999, are primarily charter airlines, which are vulnerable to any downturn in the tourism industry. The remaining six
operate predominantly scheduled services.

European scheduled carriers currently are experiencing a slower economic period and greater competition than
in previous years and are suffering from over expansion. A recession or other worsening of economic conditions in
any European country may adversely affect the European lessees’ ability to meet their financial and other
obligations. Competitive pressures from continuing deregulation of the airline industry by the European Union may
also adversely affect European lessees’ operations and their ability to meet their obligations under the leases.

Two lessees operate one aircraft each in Turkey, which was hit by a severe earthquake ih988gsith
these carriers operate charter flights which are heavily dependent on foreign tourists traveling to Turkey. Damage
caused by the earthquake and any decrease in tourist traffic may adversely affect the ability of these carriers to
operate and meet their obligations under the leases. The two aircraft leased by these two lessees represent 3.3% of
the portfolio by appraised value as of November 30, 1999.

One of the five lessees in arrears as of October 1, 2000, TransAer, was based in the Europe (Developed)
region. TransAer filed for bankruptcy on October 20, 2000. For more information regarding this, see
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Recent Developments
— Bankruptcy of TransAer”. Two of the five lessees in arrears as of October 1, 2000, Air Alfa and Travel Service,
were based in the Europe and Middle East (Emerging) region. See “ — Risk of Lessees in Weak Financial
Condition” and “— Emerging Market Risks”.

In addition to the lessees detailed above, you should note that four of our lessees, representing 5.8% of the
portfolio by appraised value as of November 30, 1999, are based in Europe (Iceland, Lithuania and Malta), but in
countries that are classified as “Other” by Morgan Stanley Capital International. One of these lessees was in arrears
at October 1, 2000. See “— Other”.

Latin American Concentration

At October 1, 2000, two lessees, representing 5.0% of the portfolio by appraised value as of November 30,
1999 were based in Latin America.

At October 1, 2000 none of these current lessees in this region were in arrears. However, during the three
month period ended May 31, 2000, MSAF group repossessed two aircraft which were leased in Latin America, both
in Brazil. In addition, since March 1998, we have also repossessed four aircraft leased to lessees based in Latin
America, one in Brazil and one in Mexico. See “— Risk of Lessees in Weak Financial Condition”.

The financial prospects for lessees in Latin America will depend on the level of political stability and economic
activity and policies in the region. Financial and economic problems in Brazil, which experienced significant
downturns in its economy and financial markets, could spread throughout Latin America and other “emerging”
economies including Mexico where two of our lessees, representing 5.0% of the portfolio by appraised value as of
November 30, 1999, operate. Developments in other emerging markets may also affect the economies of Latin
American countries and the entire region.
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Asia and Pacific Concentration

At October 1, 2000, seven lessees, representing 27.8% of the portfolio by appraised value as of November 30,
1999, were based in the Asia and Pacific regions, with three lessees, representing 11.3%, based in “developed”
Pacific markets and four lessees, representing 16.5%, based in “emerging” Asian markets. At October 1, 2000, none
of the lessees in the Asia and Pacific regions were in arrears.

Trading conditions in Asia’s civil aviation industry have been adversely affected by the severe economic and
financial difficulties experienced in the region. The economies of the region have experienced acute difficulties
resulting in many business failures, significant depreciation of local currencies against the U.S. dollar, downgrading
of sovereign and corporate credit ratings and internationally organized financial stability measures. A further
downturn in the region’s economies may greatly undermine business confidence, reduce demand for air travel and
adversely affect the Asian lessees’ operations and their ability to meet their obligations.

In addition to the lessees detailed above, you should note that two of our lessees, representing 5.2% of the
portfolio by appraised value as of November 30, 1999, are based in the Asia and Pacific region (Fiji and Macau),
but in countries that are classified as “Other” by Morgan Stanley Capital International.

North American Concentration

At October 1, 2000, seven lessees, representing 15.4% of the portfolio by appraised value as of November 30,
1999, were based in North America. In the recent past, several North American passenger airlines have filed Chapter
11 bankruptcy proceedings and several major U.S. airlines have ceased operations altogether, including a former
lessee of MSAF group. Airline profitability in the region has begun to deteriorate because of the increase in the cost
of aviation fuel and increased competition from low-cost, low-fare air carriers. In conjunction with an inability to
reduce labor and other costs to sustainable levels, these factors put pressure on North American airline profit
margins and, in some cases, financial viability.

At October 1, 2000, one of the five lessees in arrears, TWA, was based in the North America (Developed)
region. At October 1, 2000, the total rental and maintenance arrears owed by this lessee was $0.7 million, against
which MSAF group holds a security deposit of $1.0 million. The three aircraft, one MD-82 and two MD-83s,
leased by this lessee represent a total of 2.9% of the portfolio by appraised value as of November 30, 1999. In
March 2000, we had also restructured the lease of Canadian Airlines who had announced a debt restructuring and
moratorium plan. See “— Risk of Lessees in Weak Financial Condition”.

Other

At October 1, 2000, seven lessees, representing 15.6% of the portfolio by appraised value as of November 30,
1999 were based in the Other region. One of the five lessees in arrears as of October 1, 2000, was based in the
Other region.

At October 1, 2000, Air Atlanta Icelandic, a lessee based in Iceland, owed total arrears of $0.4 million, of
which $0.1 million related to rental payment and $0.3 million related to maintenance reserves. MSAF group held a
security deposit of $0.5 million against these arrears. The aircraft leased to this lessee is a B747-300 and
represented 2.5% of the portfolio by appraised value as of November 30, 1999.

Lease Termination and Aircraft Repossession
If a lessee defaults, we have the right to terminate the lease and repossess the aircraft under the terms of each
lease. However, it may be difficult, expensive and time-consuming to enforce our rights if the lessee contests such

termination or is bankrupt or under court protection. ILFC may incur significant costs on our behalf in trying to
repossess an aircraft and in performing maintenance work necessary to make the aircraft available for re-lease or
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sale. Further, our efforts to repossess an aircraft may be limited by the laws of the local jurisdiction which may delay
or prevent us from repossessing an aircraft following alessee’s default.

Risks Relating to Payments on the Notes
Actual Experience May Not Match Our Assumptions

We have determined the expected final payment dates for the notes based on our assumptions about our future
cash flows and interest and operating costs and possible future economic conditions. The purpose of these
assumptions is to illustrate the payment provisions of the notes. Many of these assumptions relate to future political,
economic and market conditions (for example, lease rates) that are outside our control and are difficult or impossible
to predict. Other assumptions relate to future events (for example, maintenance payments) that depend on the actions
of lessees or others with whom we conduct business. For this reason, it is highly unlikely that our experience in the
future will be consistent with these assumptions. As a result, we are highly likely to be unable to make payments on
the notes at the times and in the amounts that the assumptions indicate.

Subordination Provisions

Expenses and certain other payments are senior in priority of payment to the notes and are paid out before any
payments are made on the notes. Under certain circumstances, the rights of the noteholders, as holders of each
subclass of notes, to receive payments of principal in respect of such subclass of notes and to exercise remedies
upon default will be subordinated to the rights of the noteholders with respect to the most senior subclass of notes
then outstanding. If an event of default with respect to any subclass of notes occurs under the indenture, the security
trustee has the exclusive right to exercise and enforce any and all remedies with respect to the collateral held by
MSAF group. Therefore, if an event of default occurs, the holders of each subclass of notes will not be permitted to
enforce certain rights until all amounts owing under any more senior notes outstanding and certain other amounts
have been paid in full.

Capital Markets Risks
Absence of Public Market

The new notes are being offered to the holders of the restricted notes. The restricted notes were issued to a
limited number of institutional investors. The new notes are new securities for which there is currently no market.
MSAF does not intend to apply for listing of the new notes on any securities exchange (other than the Luxembourg
Stock Exchange) or to seek approval for quotation through any automated quotation system. There can be no
assurance that an active public market for the new notes will develop. If a market for the new notes were to
develop, future trading prices of such securities will depend upon many factors, including general economic
conditions and the financial condition, performance and prospects of MSAF.

Trading Market for the Notes

Morgan Stanley & Co. Incorporated currently makes a market in the notes. However, it is not obligated to do
so, and any such market making may be discontinued at any time without notice, in its sole discretion. Therefore, no
assurance can be given as to the liquidity of, or the trading market for, the notes.

We May be Unable to Refinance the Subclass A-3, A-4 or B-2 Notes

We intend to refinance the subclass A-3, A-4 and B-2 notes on their expected final payment dates. Our ability
to do so will depend on many factors outside our control, including general conditions in the capital markets and
market perceptions of the commercial aviation industry, the aircraft leasing business generally and our own
performance. If we are unable to refinance the subclass A-3, A-4 or B-2 notes on their expected final payment dates,
they will remain outstanding until they are refinanced or otherwise paid off in accordance with their terms.
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Depending on the factors referred to above and how quickly we are subsequently able to refinance the notes, these
subclasses of notes may remain outstanding for a significant period.

Bankruptcy Risks

We have taken steps to structure M SAF to ensure that our assets are not consolidated with MSDW'’s or any of
its affiliates’ assets or otherwise become available to MSDW's or any of its affiliates’ creditors in any bankruptcy or
insolvency proceeding involving MSDW.

If MSDW or any of its affiliates becomes bankrupt or insolvent, there is a legal risk that a court or other
authority could decide that these steps were not effective to insulate our assets from MSDW's assets. As a result, the
aircraft and our other assets could become available to repay both MSDW'’s creditors and our creditors, including
you. We could also lose all of our rights in the aircraft and our other assets. In either case, it may be impossible to
repay amounts outstanding under the notes.

Tax Risks

Neither the trustee nor MSAF will make any additional payments to noteholders in respect of any withholding
or deduction required to be made by applicable law with respect to payments made on the notes. In the event that
MSAF is or will be required to make a withholding or deduction, it will use reasonable efforts to avoid the
application of such withholding taxes and may in certain circumstances redeem the notes in the event such
withholding taxes cannot be avoided. In the event any withholding taxes are imposed with respect to the notes and
MSAF does not redeem the notes, the net amount of interest received by noteholders will be reduced by the amount
of the withholding or deduction.

MSAF believes that it will not become subject to any material taxes in any of the jurisdictions in which any of
the lessees are organized or operate under the present tax laws of such jurisdictions. However, there can be no
assurance that other leases to which MSAF group may become a party as a result of the re-leasing of the aircraft or
acquisition of additional aircraft will not result in the imposition of withholding or other taxes.
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THE EXCHANGE OFFER
Terms of the Exchange Offer; Period for Tendering Restricted Notes

Upon the terms and the conditions set forth in this prospectus and in the accompanying letter of transmittal
which together constitute the exchange offer, MSAF will accept for exchange restricted notes which are properly
tendered on or before the expiration date and not withdrawn as permitted below. The term “expiration date” means
5:00 p.m., New York City time, on[ ], 2000. If MSAF, however, in its sole discretion, extends the period for
which the exchange offer is open, the expiration date means the latest time and date to which the exchange offer is
extended.

On or about the date set forth on the cover page of this prospectus we will first send this prospectus, together
with the letter of transmittal, to all holders of restricted notes known to MSAF. MSAF's obligations to accept
restricted notes for exchange is subject to certain conditions as listed under “ — Conditions to the Exchange Offer”
below.

MSAF expressly reserves the right to extend the time during which the exchange offer is open, and delay
acceptance of any restricted notes, by giving oral or written notice of any extension to the exchange agent and the
holders. During any extension, all restricted notes previously tendered will remain subject to the exchange offer and
may be accepted for exchange by MSAF. MSAF has agreed under the registration rights agreement, to keep the
exchange offer open for at least 20 business days after the date notice of the exchange offer is mailed to the holders
of the restricted notes or longer if required by applicable law.

MSAF expressly reserves the right to amend or terminate the exchange offer, and to refuse any restricted notes
not accepted for exchange, upon the occurrence of any of the conditions of the exchange offer specified below under
“— Conditions to the Exchange Offer.” MSAF will give oral or written notice of any extension, amendment, non-
acceptance or termination to the holders of the restricted notes as promptly as practicable. We will also issue such
notice in the case of any extension by means of a press release or other public announcement no later than 9:00 a.m.,
New York City time, on the next business day after the previously scheduled expiration date.

Holders of restricted notes do not have any appraisal or dissenters’ rights under the indenture in connection
with the exchange offer. MSAF intends to conduct the exchange offer in accordance with the applicable
requirements of the Exchange Act and the rules and regulations of the Securities and Exchange Commission.

Procedures for Tendering Restricted Notes

The tender to MSAF of restricted notes by a holder as described below and the acceptance by MSAF will
constitute a binding agreement between the tendering holder and MSAF upon the terms and subject to the conditions
set forth in this prospectus and in the accompanying letter of transmittal.

Except as set forth below, a holder including any participant in the DTC system whose name appears on a
security position listing as a holder of such restricted notes who wishes to tender restricted notes for exchange under
the exchange offer must transmit to the exchange agent on or before the expiration date either:

« aproperly completed and executed letter of transmittal or a facsimile of the letter, including all other
documents required by the letter of transmittal, to the exchange agent at the address listed below under
“— Exchange Agent”; or

e acomputer-generated message, transmitted through the DTC’s ATOP system and received by the
exchange agent and forming part of a book-entry confirmation, in which the holder agrees to be bound by
the terms of the letter of transmittal.

To ensure timely delivery of the restricted notes:
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* the exchange agent must receive a confirmation of a book-entry transfer of the restricted notes into its
account at DTC before the expiration date; or

« the holder of restricted notes must comply with the guaranteed delivery procedures described below.

The method of delivery of restricted notes, letters of transmittal and all other required documentsis at
your election and risk. If the delivery is by mail, we recommend that you useregistered mail, with return
receipt requested. In all cases, you should allow sufficient timeto assuretimely delivery. No letters of
transmittal should be sent to M SAF.

Signatures on a letter of transmittal or a notice of withdrawal must be guaranteed unless the restricted notes
surrendered for exchange are tendered by a holder of the restricted notes who has not completed the box entitled
“Special Issuance Instructions” on the letter of transmittal or for the account of a firm which is a member of a
registered national securities exchange or a member of the National Association of Securities Dealers, Inc. or a
commercial bank or trust company having an office or correspondent in the United States. If signatures on a letter
of transmittal or a notice of withdrawal are required to be guaranteed, the guarantees must be by a firm which is a
member of a registered national securities exchange or a member of the National Association of Securities Dealers,
Inc. or by a commercial bank or trust company having an office or correspondent in the United States.

MSAF will determine in its sole discretion all questions as to the validity, form, eligibility and acceptance of
restricted notes tendered for exchange. MSAF’s decision in this respect will be final and binding. MSAF reserves
the absolute right to reject any tenders of any restricted notes not properly tendered or to reject any restricted notes
acceptance of which might, in the judgment of MSAF or its counsel, be unlawful. MSAF also reserves the absolute
right in its sole discretion to waive any defects or irregularities or conditions of the exchange offer as to any
restricted notes either before or after the expiration date. MSAF's interpretation of the terms and conditions of the
exchange offer or any restricted notes either before or after the expiration date shall be final and binding on all
parties. Unless waived, any defects or irregularities in connection with the tenders of restricted notes for exchange
must be cured within a reasonable period of time as MSAF shall determine. Neither MSAF, the exchange agent nor
any other person shall be under any duty to give notification of any defect or irregularity with respect to any tender
of restricted notes for exchange, nor shall any of them incur any liability for failure to give such notification.

If a person or persons other than the holders of restricted notes, sign the letter of transmittal, the letter of
transmittal must be accompanied by appropriate powers of attorney, signed exactly as the name or names of the
holders that appear on the security position listing maintained by DTC.

If trustees, executors, administrators, guardians, attorneys-in-fact, officers of corporations or others acting in a
fiduciary or representative capacity, sign the letter of transmittal or powers of attorney, such person should so
indicate when signing and, unless waived by MSAF, offer proper evidence satisfactory to MSAF of its authority to
so act must be submitted.

By tendering, each holder of restricted notes will represent to MSAF that:

« the person receiving the new notes, whether or not the person is a holder, acquires the new notes under the
exchange offer in the ordinary course of business,

e neither the holder of restricted notes, nor any other person receiving the new notes has an arrangement or
understanding with any person to participate in the distribution of the new notes,

. if the holder is not a broker-dealer, or is a broker-dealer but will not receive new notes for its own account

in exchange for restricted notes, neither the holder nor any such other person is engaged in or intends to
participate in the distribution of the new notes, and

29



« neither the holder nor any other person receiving the new notes is an “affiliate” of MSAF within the
meaning of Rule 405 under the Securities Act.

By tendering, each holder of restricted notes that is a broker-dealer, whether or not it is also an affiliate of
MSAF, and will receive new notes for its own account pursuant to the exchange offer will represent that the
restricted notes to be exchanged were acquired by it as a result of market-making activities or other trading activities
and will acknowledge that it will deliver a prospectus meeting the requirements of the Securities Act in connection
with any resale of the new notes. However, by so acknowledging and by delivering a prospectus, a broker-dealer
will not be deemed to admit that it is an “underwriter” within the meaning of the Securities Act.

Acceptance of Restricted Notes for Exchange; Delivery of New Notes

Upon satisfaction or waiver of all of the conditions to the exchange offer, MSAF will accept, promptly after the
expiration date, all restricted notes properly tendered and will issue the new notes promptly after acceptance of the
restricted notes. For purposes of the exchange offer, MSAF shall be deemed to have accepted properly tendered
restricted notes for exchange when, as and if MSAF has given oral or written notice thereof to the exchange agent.

In all cases, issuance of new notes for restricted notes that are accepted for exchange under the exchange offer
will be made only after timely receipt by the exchange agent of all the documents listed under “— Procedures for
Tendering Restricted Notes”. If any tendered restricted notes are not accepted for any reason set forth in the terms
and conditions of the exchange offer, such unaccepted or non-exchanged restricted notes will be credited to an
account maintained with DTC as promptly as practicable after the expiration or termination of the exchange offer.

Interest on the New Notes

Holders of restricted notes that are accepted for exchange will not receive accrued interest on the restricted
notes at the time of exchange. However, each new note will bear interest from the most recent date to which interest
has been paid on the restricted notes or new notes.

Book-Entry Transfer

The exchange agent will make a request to establish an account for the restricted notes at DTC for purposes of
the exchange offer promptly after the date of this prospectus. All deliveries of restricted notes must be made by
book-entry transfer to the account maintained by the exchange agent at DTC. Any financial institution that is a
participant in DTC'’s systems may make book-entry delivery of restricted notes by causing DTC to transfer such
restricted notes into the exchange agent’s account in accordance with DTC’s ATOP procedures for transfer.

Holders of restricted notes who are unable to deliver confirmation of the book-entry tender of their restricted notes
into the exchange agent’s account at DTC or all other documents required by the letter of transmittal to the exchange
agent on or prior to the expiration date, must tender their restricted notes according to the guaranteed delivery
procedures described below.

Guar anteed Delivery Procedures
If a holder of the restricted notes desires to tender them and time will not permit the holder’s required
documents to reach the exchange agent on or before the expiration date, or the procedure for book-entry transfer
cannot be competed on a timely basis, a tender may be effected if:
« the tender is made through a firm which is a member of a registered national securities exchange or a
member of the National Association of Security Dealers, Inc. or a commercial bank or trust company
having an office or correspondent in the United States,

e on or before the expiration date, the exchange agent receives from such firm, commercial bank or trust
company either a properly completed and duly executed letter of transmittal, or facsimile thereof or a
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properly transmitted agent’s message and notice of guaranteed delivery, substantially in the form provided
by MSAF listing:

— the name and address of the holder of restricted notes,
— the amount of restricted notes tendered,

— stating that the tender is being made thereby and guaranteeing that within five New York Stock
Exchange trading days after the date of execution of the notice of guaranteed delivery, a book-entry
confirmation and all other documents required by the letter of transmittal will be deposited by such
firm, commercial bank or trust company with the exchange agent, and

« abook-entry confirmation and all other documents required by the letter of transmittal, are received by the
exchange agent within five New York Stock Exchange trading days after the date of execution of the
notice of guaranteed delivery.

Withdrawal Rights
Tenders of restricted notes may be withdrawn at any time before the expiration date.

For a withdrawal to be effective, either a written notice of withdrawal must be received by the exchange agent
at one of the addresses set forth below under “— Exchange Agent” or the appropriate procedure of DTC's ATOP
system must be complied with. Any notice of withdrawal must specify the name of the person that tendered the
restricted notes to be withdrawn and identify the restricted notes to be withdrawn. Any notice of withdrawal must
specify the name and number of the account at DTC to be credited with the withdrawn restricted notes and otherwise
comply with the procedures of DTC. All questions as to the validity, form and eligibility of such notices will be
determined by MSAF, whose determination shall be final and binding on all parties. Any restricted notes so
withdrawn will be deemed not to have been validly tendered for exchange for purposes of the exchange offer. Any
restricted notes which holders have tendered for exchange but which are not exchanged for any reason will be
credited to an account maintained with DTC for the restricted notes as soon as practicable after withdrawal,
rejection of tender or termination of the exchange offer. Holders who have properly withdrawn restricted notes may
retender restricted notes by following one of the procedures described under “— Procedures for Tendering
Restricted Notes” above at any time on or before the expiration date.

Conditions to the Exchange Offer

Notwithstanding any other provisions of the exchange offer, MSAF shall not be required to accept any
restricted notes for exchange or to issue new notes in exchange for any restricted notes. MSAF may terminate or
amend the exchange offer, if at any time before the acceptance of such restricted notes for exchange or the exchange
of the new notes for such restricted notes, such acceptance of issuance would violate applicable law or any
interpretation of the staff of the Securities and Exchange Commission.

The foregoing condition is for the sole benefit of MSAF and may be asserted by MSAF regardless of the
circumstances giving rise to such condition or may be waived by MSAF in whole or in part at any time and from
time to time in its sole discretion. The failure by MSAF at any time to exercise the foregoing rights shall not be
deemed a waiver of any such right and each such right shall be deemed an ongoing right which may be asserted at
any time and from time to time.

In addition, MSAF will not accept for exchange any restricted notes tendered, and no new notes will be issued
in exchange for any such restricted notes, if at such time any stop order shall be threatened or in effect with respect
to either the registration statement of which this prospectus constitutes a part or the qualification of the indenture
under the Trust Indenture Act of 1939, as amended.
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Exchange Agent

Bankers Trust Company has been appointed as the exchange agent for the exchange offer. All executed letters
of transmittal should be delivered to the exchange agent at one of the addresses set forth below. Questions and
requests for assistance, requests for additional copies of this prospectus or of the letter of transmittal and requests for
notices of guaranteed delivery should be directed to the exchange agent, addressed as follows:

Delivery to: Bankers Trust Company, as Exchange Agent

By Facsimile: By Overnight Mail or Courier: By Hand Delivery:
BT Services Tennessee Inc. BT Services Tennessee, Inc. Bankers Trust Company
Reorganization Unit Corporate Trust & Agency Group Corporate Trust & Agency Group
P.O. Box 292737 Reorganization Unit Attn: Reorganization Department
Nashville, Tennessee 648 Grassmere Park Road Receipt & Delivery Window
37229-2737 Nashville, Tennessee 37211 123 Washington Street, 1% Floor
New York, New Y ork 10006
Facsimile Transmission Number: Confirm by Telephone: Information:
(615) 835-3701 (615) 835-3572 (800) 735-7777

Delivery of the letter of transmittal to an address other than the addr ess set forth above or transmission
via facsimile other than to a number set forth above will not be a valid delivery.

Fees and Expenses

The principal solicitation is being made by mail. Additional solicitation may be made by telegraph, telephone
or in person by the exchange agent, on behalf of MSAF. No additional compensation will be paid to the exchange
agent who engages in soliciting tenders. MSAF will not pay brokers, dealers, or others soliciting acceptances of the
exchange offer. MSAF however, will pay the exchange agent reasonable and customary fees for its services and will
reimburse for its reasonable out-of-pocket expenses in connection with the exchange offer.

The cash expenses to be incurred in connection with the exchange offer will be paid by MSAF and are
estimated in the aggregate to be $750,000.

Transfer Taxes

Holders who tender their restricted notes for exchange will not be obligated to pay any transfer taxes. If,
however, atransfer tax isimposed for any reason other than the transfer of restricted notesto MSAF or its order
pursuant to the exchange offer, the amount of any such transfer taxes will be payable by the tendering holder. If a
tendering holder does not submit satisfactory evidence of payment of or exemption from such taxes, the amount of
such transfer taxes will be billed directly to such tendering holder.

Consequences of Failureto Exchange

Holders of restricted notes who do not exchange their restricted notes for new notes under the exchange offer
will continue to be subject to the transfer restrictions of the restricted notes. In general, the restricted notes may not
be offered or sold, unless registered under the Securities Act, except pursuant to an exemption from, or in a
transaction not subject to, the Securities Act and applicable state securities laws. MSAF does not intend to register
the restricted notes under the Securities Act.
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To comply with the securities laws of certain jurisdictions, it may be necessary to qualify for sale or register the
new notes prior to offering or selling such new notes. We have agreed to register or qualify the new notes held by
broker-dealers for offer or sale under the securities or blue sky laws of such jurisdictions as any such holder
reasonably requests in writing. Unless a holder makes such a request, we do not intend to take any action to register
or qualify the new notes for resale in any such jurisdictions. In addition, the tender of restricted notes pursuant to
the exchange offer will reduce the principal amount of restricted notes outstanding. This may have an adverse effect
upon, and increase the volatility of, the market price of the restricted notes due to areduction in liquidity.
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MSAF'S PERFORMANCE ASSUMPTIONS
Introduction

Asan illustration of certain payment characteristics of the notes, we describe below our assumptions about
MSAF's performance in future years. We refer to the scenario in which all of these assumptions prove to be correct
as our Base Case’. The assumptions that relate specifically to line items that will be contained in future monthly
cash reports to noteholders are separately identified and numbered for your ease of reference. In the tables that
follow we set out possible future revenue scenarios that we have developed by fixing certain of the assumptions and
varying other assumptions and certain other factors that affect our revenues, costs and expenses.

You should note that the assumptions are not projections, estimates, forecasts or forward-looking statements.
The assumptions do not represent a complete list of factors which may affect our revenues, costs and expenses but
rather indicate those factors which are likely to significantly affect our performance in future years. You should also
note that the different possible future revenue scenarios contained in the tables only illustrate some of the payment
sensitivities of the notes to market and economic stresses. More severe stresses may lead to payments of principal on
the notes being delayed or decreased, or in certain cases, an event of default. It is highly likely that actual experience
will vary from the Base Case and the possible future revenue scenarios that we have illustrated. The principal factors
that could cause our actual revenues to differ materially from these scenarios are the stresses described below and
the risks that we describe under “Risk Factors” above.

We have not updated or revised the assumptions or tables to reflect changes occurring after February 15, 2000.
The Base Case and the stress tables are all as of March 15, 2000.

Summary of the Base Case
The table below shows our Base Case by reference to the line items to be contained in the “Summary

Performance to Date” section of our future monthly cash reports to noteholders. In this table Base Case items are
shown as a percentage of lease rentals on the basis of the whole portfolio.

Base Case Related Assumption
(see below)

Lease rentals . ... e 100.0
Net stress-related COStS .. ........ .. it (4.5)
Netleaserentals ............ i 95.5
Interest earned . ..........u it 1.0 ®
Net maintenanCe . ... e e 0.0 @
Total cash collections . ... 96.5
Aircraft operating eXpenses . ...........o.i i (0.8) ®
SG&A . . (4.2) ®
Total cashexpenses .......... ... .. (5.0)
Netcashcollections .......... ... . ... 91.5

Net cash collections represent the amount available to pay principal and interest on the notes. Under the Base
Case, in the year ending March 15, 2001, we have assumed that interest payments (including swap payments) will be
55.6% of lease rentals, leaving 35.9% of lease rentals available to repay principal.

You should refer to Appendix 6 to this prospectus for the month-by-month roll-out of our assumed lease
rentals, from March 15, 2000 thrgh the final maturity date of the notes, under the Base Case.



Primary Revenue Assumptions
We make the following assumptions about each of our main revenue line items.
Lease Rentals

“Lease rentals’ represents all rental payments received under the leases and the net proceeds of any aircraft
sales.

We assume that: @

e we re-lease aircraft coming off lease at a monthly rental rate that is a function of the age of the aircraft and
the contracted monthly rental rate as of February 15, 2000, with lease rates being assumed to decline by
2% per annum in years 1-5 of an aircraft’'s expected useful life, 1% per annum in years 6-15, 3% per
annum in years 16-20 and 5% in years 21-25; and

« we sell each aircraft only at the end of its expected useful life for a scrap value price that is equal to 12%
of its assumed value when new.

Net Stress-Related Costs

“Net stress-related costs’ represents the net total of lost revenue due to the combination of the following five
inter-related items:

— lost rental revenue due to aircraft downtime following the termination or expiration of a lease; and
— bad debts realized and/or provided for; and
— aircraft repossession costs

offset by
— security deposits drawn after an event of default; and
— other leasing income, which includes lease termination payments and default interest.

. We assume that net stress-related costs are 4.5% per annum of lease rentals. @

Interest Earned
“Interest earned” represents interest earned by funds on deposit in the collection account and any other cash
balances, including the liquidity reserve amount, including rental payments received, security deposits and accrued

maintenance expenses.

«  We assume that the interest rate at which the cash balances described above earn interest is one month
LIBOR minus 20 basis points. ®

Net Maintenance

“Net maintenance” represents maintenance payments received from lessees under the terms of the applicable
leases, less maintenance costs that we make or expect to make under the leases and any modification payments that
we make.
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*  We assume that net maintenance is zero. @
Other Revenue-Related Assumptions

In addition to the revenue assumptions above, we make the following revenue-related assumptions.

*  We assume that future lease terms are five years.

We assume that we grant no purchase options to lessees and that no existing purchase options are
exercised.

*  We assume that we grant no new lease termination or extension options to lessees and that existing
termination or extension options are exercised only when to do so would result in a rental rate at the time
that is lower than the rental rate that we would otherwise assume under ass(@nption

*  We assume that each aircraft has an expected useful life of 25 years.

*  We assume that aircraft values decline over time in accordance with the depreciation curve described
under “Description of the Notes — Payment of Principal and Interest — Principal Amortization”.

*  We assume that we acquire no additional aircraft.
Expense-Related Assumptions
We make the following assumptions about each of our main expense line items.
Aircraft Operating Expenses

“Aircraft operating expenses’ represents certain operating costs incurred in the ordinary course of the
operating lease business, including insurance expenses and leasing transaction expenses.

«  We assume that aircraft operating expenses are 0.8% per annum of lease rentals. ®
SG&A
“SG& A” represents the sum of the following expense items:
— fees paid to ILFC as servicer of the aircraft;
— fees paid to the administrative agent and other service providers, including the financial advisor;
— legal fees, underwriting fees, printing and other expenses of the issuance and sale of any refinancing
notes and the new notes issued in the exchange offer for the restricted notes, as described under “The
Exchange Offer”; and
— other selling, general and administrative expenses.
We assume that: ®

« we pay fees to ILFC as servicer as described under “Management of MSAF Group — The Servicer”;

e we pay fees to the administrative agent and other service providers as described under “Management of
MSAF Group — Corporate Management”;
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e we pay customary legal fees, underwriting fees, printing and other expenses of the issuance and sale of any
refinancing notes and any notes issued in this exchange offer; and

» other selling, general and administrative expenses are 0.3% per annum of lease rentals.
Financing-Related Assumptions

We make the following financing-related assumptions:

*  We assume that one month LIBOR remains constant at 5.97% per annum.

We assume that MSAF makes and receives swap payments in accordance with the contracted terms of the
swaps that we had in place on March 15, 2000.

*  We assume that we make payments in accordance with the order of priorities set forth under “Description
of Notes — Payment of Principal and Interest — Priority of Payments”.

*  We assume that we issue and sell refinancing notes on the expected final payment dates of each of the
subclass A-3, A-4 and B-2 notes, and on each subsequent expected final payment dates of any such
refinancing notes, on the same terms with respect to priority, redemption and coupon as the notes being
refinanced and with maturities and amortization schedules paid with the application of the Minimum,
Scheduled and Supplemental Principal Payment Amounts.

Principal Repayments Under the Base Case

The table below shows, for each payment date presented, the percentage of the initial outstanding principal
balance of the subclass A-2, A-3, A-4, A-5, B-1, B-2, C-1, C-2 and D-1 notes and the aggregate class A notes
(including refinancing notes), the aggregate class B notes (including refinancing notes) and the aggregate class C
notes expected to be outstanding on such payment date based on the Base Case under the assumptions. It is highly
unlikely that the assumptions will correspond to actual experience. Therefore, principal payments on the notes may
occur earlier or later than as shown in the table. We may fail to pay principal of any subclass of notes prior to the
final maturity date of such subclass because we do not have the funds to make the payment according to the order of
priorities described under “Description of Notes — Payment of Principal and Interest — Priority of Payments.”

Such a failure will not, by itself, be an event of default.
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Percentage of Initial Principal Balance of the
Notes Based on the Base Case

Payment Date

38

Occurring in March A-2 A-3 A-4 A-5 B-1 B-2 C-1 C-2 D-1

2000 ... 66.08% 100.00% 100.00% 100.00% 89.72% 100.00%  99.88% 100.00% 100.00%
2001 ... 59.45% 100.00% 100.00% 85.94% 82.90% 99.95% 98.85% 100.00% 99.96%
2002 ... 47.61% 0.00% 100.00% 78.67% 75.90% 99.70% 96.75% 100.00% 99.49%
2003 ... 34.31% 0.00% 70.90% 68.75% 99.10% 93.57% 99.98% 98.27%
2004 ... 19.97% 64.06% 61.52% 98.03% 89.28% 99.91% 96.11%
2005 ... 5.93% 56.41% 54.21% 96.38% 83.88% 99.73% 92.88%
2006 ... 0.00% 42.83% 46.82% 94.07% 77.36% 99.35% 88.46%
2007 ..o 23.43%  40.00% 0.00% 69.72% 98.63% 82.76%
2008 ... 4.21%  40.00% 60.95% 97.39% 75.68%
2009 ... 0.00% 32.72% 51.04% 95.39% 67.13%
2010 ... 23.65% 40.00% 92.32% 57.05%
2011 .. 14.81% 27.81% 87.82% 45.36%
2012 .. 6.74% 14.48% 81.45% 32.00%
2013 ... 0.00% 0.00% 72.68% 16.90%
2014 ..o 60.90%  0.00%
2015 ... 45.41%
2016 ... 25.41%
2017 ..o 0.00%
Remaining Weighted

Average Life (Years) ... 31 20 30 4.8 6.7 6.8 8.6 14.1 10.1
Payment Date Aggregate Aggregate Aggregate
Occurringin March Class A Notes Class B Notes Class C Notes
2000 ..o 100.00% 100.00% 100.00%
2008 . 94.39% 95.84% 99.33%
2002 . 89.38% 91.47% 97.98%
2003 . 83.95% 86.86% 95.92%
2004 . 78.53% 81.98% 93.12%
2005 72.96% 76.79% 89.57%
2006 .. 67.28% 71.26% 85.23%
2007 61.59% 65.34% 80.04%
2008 .. 55.91% 58.52% 73.94%
2000 . 50.32% 51.93% 66.83%
2000 L 44.74% 44.95% 58.61%
200 38.13% 37.84% 49.14%
2002 32.97% 30.71% 38.27%
2008 26.81% 23.54% 25.81%
2004 19.24% 17.46% 21.63%
200D 12.69% 11.89% 16.13%
2006 . 5.64% 7.12% 9.02%
2007 e 0.00% 0.00% 0.00%
Remaining Weighted Average Life(Years) ................... 89 9.1 10.6



Declining Balances of the Notes under the Base Case
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In each of the following tables, “expected maturity” means the period (expressed in years) from March 15,
2000 thraigh the expected final payment date of the relevant notes.

Effect of Inability to Refinance Subclass A-3, A-4 and B-2 Notes
The table below compares our Base Case with a situation in which we have assumed that no refinancing notes

are issued and sold and that the subclass A-3, A-4 and B-2 notes are amortized according to the priority of

payments. If no refinancings occurred, the expected matufitigy @nd weighted average lives\(g) of the notes
would be as shown below.

Expected M aturities and Weighted Average Lives of Notes

Expected Maturity/Weighted

Average Life
Base Case No Refinancings
Exp Avg Exp Avg
Subclass A-2 ... 55 3.1 6.8 3.2
Subclass A-3 . .. 2.0 2.0 17.3 12.4
Subclass A-4 ... 3.0 3.0 17.3 15.1
Subclass A-5 ... 8.3 4.8 9.3 5.0
Subclass B-1 .. ..o 13.0 6.7 13.0 6.7
Subclass B-2 . ... 7.0 6.8 17.3 12.0
Subclass C-1 ... ..o 13.0 8.6 13.1 8.6
Subclass C-2 . ... 16.6 14.1 16.6 14.1
Subclass D-1 .. ..o 14.0 10.1 14.1 10.5
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Minimum L ease Rentals Per centage Required to Retire Notes

The table below shows the minimum percentage of lease rentals that will be necessary to repay al interest and
principal on each class of notes by their respective final maturity dates. If we received actual revenues below the
percentages of lease rentals indicated below and all of the other assumptions were to prove correct, we would be
unable to make the required payments on the notes, which would constitute an event of default.

Percentage of L ease Rentals Necessary to Repay the
Notes by the Applicable Final Maturity Date Assuming Actual
Experience Correspondsto the Base Case until the Beginning of the Year Stated

March 15,
2000 Year 3 Year 6 Year 10
SubclassA-2 .. ... 53.4% 49.1% 39.1% 0.0%
SubclassA-3,A-4dandA-5................ .. .. .... 68.7% 67.5% 65.1% 58.8%
SubclassB-1 . ... 75.5% 73.9% 70.8% 63.3%
SubclassB-2 . ... 76.2% 74.7% 72.0% 64.9%
SubclassC-1 ... ..o 83.8% 82.7% 79.5% 72.1%
SubclassC-2 . ... 84.3% 83.3% 80.4% 73.5%
SubclassD-1. ... 89.2% 88.0% 85.2% 78.0%

Stresses

In the following tables, we have applied various stresses to our Base Case. There are two types of stress that we
use:

* Areduction in leaserentals: in our Base Case, net stress-related costs result in a 4.5% reduction in lease
rentals. In the tables, as a stress to our Base Case, we have applied a further change in lease rentals, by the
percentages shown. We have used this change in addition to the 4.5% Base Case reduction, and kept the
other assumptions constant, as a proxy for the change in the amount of net cash available to repay
principal that would result in any circumstances where there was any combination of (1) an increase or
reduction in lease rentals, (2) an increase or reduction in net stress-related costs, (3) an increase or
reduction in aircraft operating expenses, (4) an increase or reduction in SG&A and (5) an increase or
reduction in interest costs, including swap costs.

« A declinein portfolio value: in our Base Case, we assume that aircraft values decline over time in
accordance with the depreciation curve that is used to determine the Assumed Portfolio Value under our
indenture. In the tables, as a stress to our Base Case, we have set the Adjusted Portfolio Value, at a
specified percentage of the Assumed Portfolio Value under our Base Case. You should refer to
“Description of the Notes — Payment of Principal and Interest — Principal Amortization” for a
description of the depreciation curve and how the Assumed Portfolio Value and the Adjusted Portfolio
Value are determined. We have used this reduction in portfolio value to illustrate the effects of a decline
in the value of our aircraft that is greater than what the Base Case assumes.

In the tables that show the expected maturities and weighted average lives of notes, we have omitted the
subclass A-3, A-4 and B-2 notes because we have kept constant our assumption that we refinance those subclasses
on their expected final payment dates and, accordingly, our stresses do not result in any change to the expected
maturities or weighted average lives under our Base Case for those subclasses.



Effect of a Permanent Change in Lease Rentals

In preparing the tables below, we have started with our Base Case and have varied lease rentals, by the

indicated percentages, beginning in years 3 and 6. If our lease rentals were to vary as shown below and all of the
other assumptions were to prove correct, then the expected maturities and weighted average lives of the respective

subclasses of notes would be as shown below.

Expected Maturitiesand Weighted Average Lives of Notes

Assuming a Permanent Change in L ease Rentals, Beginningin Year 3

Permanent Changein L ease Rentals
as a Percentage of L ease Rentals

Base Case Base Case Base Case Base Case
+ 10% + 5% Base Case - 5% - 10%
Exp Avg Exp Avg Exp Avg Exp Avg Exp Avg
SubclassA-2.......... 56 30 55 30 55 31 68 33 68 35
SubclassA-5.......... 8.3 4.8 8.3 4.8 8.3 4.8 9.3 5.1 9.3 5.2
SubclassB-1.......... 13.0 6.7 13.0 6.7 13.0 6.7 14.0 6.7 14.0 6.8
SubclassC-1.......... 124 8.6 13.0 8.6 13.0 8.6 15.1 10.2 16.6 125
SubclassC-2.......... 12.9 12.1 14.8 134 16.6 14.1 18.6 16.2 19.0 17.5
SubclassD-1.......... 12.3 9.7 14.0 10.1 14.0 10.1 17.0 12.4 O
(1) Not all principal repaid prior to final maturity date (yield = 5.11%).
Expected M aturities and Weighted Average Lives of Notes
Assuming a Permanent Change in Lease Rentals, Beginning in Year 6
Permanent Changein L ease Rentals
as a Per centage of L ease Rentals
Base Case Base Case Base Case Base Case
+ 10% + 5% Base Case - 5% - 10%
Exp Avg Exp Avg Exp Avg Exp Avg Exp Avg
SubclassA-2........ 55 31 55 31 55 31 6.8 31 6.8 31
SubclassA-5........ 8.3 48 8.3 48 8.3 48 9.3 49 9.3 5.0
SubclassB-1........ 13.0 6.7 13.0 6.7 13.0 6.7 14.0 6.7 14.0 6.7
SubclassC-1........ 13.0 8.6 13.0 8.6 13.0 8.6 15.0 9.7 15.6 10.3
SubclassC-2........ 13.9 13.0 15.3 13.7 16.6 141 17.9 15.7 19.0 16.5
SubclassD-1........ 13.7 10.1 14.0 10.1 14.0 10.1 16.0 11.6 213 16.5

Effect of Permanent Decline in Portfolio Value

If the Adjusted Portfolio Value becomes significantly less than the Assumed Portfolio Value under the Base
Case, the Scheduled Principal Payment Amount payable to holders of the class A notes may be increased. Payment
of this increased amount may shorten the weighted average lives of the class A notes and lengthen the weighted
average lives of the subclasses of notes that rank behind the class A notesin priority of payment. The following
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tables show the expected maturity and weighted average life of each subclass of notes if the Adjusted Portfolio
Value permanently declined to a given percentage of the Assumed Portfolio Value, beginning in years 1 and 5.

Expected Maturitiesand Weighted Average Lives of Notes
Assuming a Permanent Change in Portfolio Value, Beginning in Year 1

Adjusted Portfolio Value as a Per centage of
Assumed Portfolio Value Beginning in Year 1

100%* 90% 80% 70%
Exp Avg Exp Avg Exp Avg Exp Avg
SubclassA-2............... 55 31 6.7 3.0 55 3.0 55 3.0
SubclassA-3............... 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
SubclassA-4............... 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
SubclassA-5............... 8.3 4.8 8.3 4.8 8.3 4.8 8.3 4.8
SubclassB-1............... 13.0 6.7 13.0 6.7 13.0 6.8 13.0 6.8
SubclassB-2............... 7.0 6.8 7.0 6.8 7.0 6.8 7.0 6.8
SubclassC-1............... 13.0 8.6 13.0 8.8 13.0 9.9 13.7 104
SubclassC-2............... 16.6 141 16.3 141 16.3 14.2 16.3 14.5
SubclassD-1............... 14.0 10.1 14.0 10.2 14.0 11.4 14.2 11.7

Expected M aturities and Weighted Average Lives of Notes
Assuming a Permanent Change in Portfolio Value, Beginning in Year 5

Adjusted Portfolio Value as a Per centage of
Assumed Portfolio Value Beginning in Year 5

100%* 90% 80% 70%
Exp Avg Exp Avg Exp Avg Exp Avg
SubclassA-2............. ... 55 31 55 31 55 31 55 31
SubclassA-3.............. .. 20 2.0 2.0 20 20 2.0 2.0 2.0
SubclassA-4................ 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
SubclassA-5................ 8.3 4.8 8.3 4.8 8.3 4.8 8.3 4.8
SubclassB-1................ 13.0 6.7 13.0 6.7 13.0 6.7 13.2 6.8
SubclassB-2................ 7.0 6.8 7.0 6.8 7.0 6.8 7.0 6.8
SubclassC-1................ 13.0 8.6 13.0 8.7 13.0 9.8 13.8 10.2
SubclassC-2................ 16.6 14.1 16.4 141 16.4 14.3 16.3 14.5
SubclassD-1................ 14.0 10.1 14.0 10.2 14.0 114 14.4 11.7

Effect of Cyclical Variationsin Lease Rentals and Portfolio Value — “Recession Scenarios”

Historically, the aviation industry has experienced cyclical swings in the supply and demand for aircraft. We
would be negatively affected by a decline in the demand for aircraft. We have assumed that such adeclinein
demand or “recession” will result in a decline in aircraft values, as well as an increase in defaults and downtime and
a decline in operating lease rental rates.

We have prepared the following tables to show the effect on expected maturities and weighted average lives of

the subclass B-1, B-2, C-1, C-2 and D-1 notes if recessions of different lengths were to occur in the future. In
preparing the following tables we have assumed that a recession would have the following effect on MSAF group:
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« Aircraft values would fall on the first day of the recession to a given percentage of the Assumed Portfolio
Value under the Base Case. This decrease would trigger an increase in Scheduled Principal Payment
Amounts on the class A notes being paid if amounts were available.

*  After a period of two years following the first day of the recession, we have reduced lease rentals by a
given percentage as a proxy for a combination of the reduction in lease rentals and the increase in net
stress-related costs that we assume would occur as aircraft were re-leased or lessees defaulted. This would
result in less cash flow being available to make payments of interest and principal on the notes.

*  The recession would last a given period of time. Afterwards, the Adjusted Portfolio Value would return to
the Assumed Portfolio Value under the Base Case on the first day after the recession. Two years after the
end of the recession, lease rentals would return to the Base Case.

Actual experience will likely differ from the assumptions we have used in preparing the following tables.
Specifically, we can give no assurance that periods of weak traffic growth and lower demand for aircraft will be
followed by periods of strong growth and high demand for aircraft nor can we give any assurance that following a
recession aircraft values and lease rentals will return to Base Case levels. Because actual experience will likely
differ from those assumptions, the actual maturities and weighted average lives of the notes will likely differ from
what is shown in the tables below.

Expected M aturities and Weighted Average Lives of Subclass B-1
Notes Assuming a Recession Lasting Three Years

Declinein Lease Rentals as a Per centage of Base Case Base Case
Lease ReNtals ... ..ot Base Case - 5% - 10%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue .......... ..o 100%* 90% 80%
Exp Avg Exp Avg Exp Avg
Recession beginsat startof Year 1.............. ... ... ..., 13.0 6.7 13.0 6.7 141 6.8
N 13.0 6.7 13.0 6.7 132 6.8
D 13.0 6.7 13.0 6.7 132 6.8
10 13.0 6.7 13.0 6.7 132 6.7
*Base Case

Expected M aturities and Weighted Average Lives of Subclass B-1
Notes Assuming a Recession Lasting Five Years

Declinein Lease Rentals as a Per centage of Base Case Base Case
Lease Rentals .. ... Base Case - 5% - 10%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . ... 100%* 90% 80%
Exp Avg Exp Avg Exp Avg
Recessionbeginsat startof Year 1......................... ..., 13.0 6.7 132 67 140 6.8
A 13.0 6.7 13.0 6.8 140 6.8
L 13.0 6.7 13.0 6.7 140 6.8
10 . 13.0 6.7 13.0 6.7 140 6.7
*Base Case



Expected M aturities and Weighted Average Lives of Subclass B-2
Notes Assuming a Recession Lasting Three Years

Declinein Lease Rentals as a Per centage of Base Case
Lease Rentals .. ... Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . ......... ... 100%* 90%
Exp Avg Exp Avg
Recessonbeginsat startof Year 1............................. 7.0 6.8 7.0 6.8
P 7.0 6.8 7.0 6.8
D 7.0 6.8 7.0 6.8
10 . 7.0 6.8 7.0 6.8
*Base Case

Expected M aturities and Weighted Average Lives of Subclass B-2
Notes Assuming a Recession Lasting Five Years

Declinein Lease Rentals as a Per centage of Base Case
Lease Rentals ... ..o Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . ......... ... 100%* 90%
Exp Avg Exp Avg
Recession beginsat startof Year  1.............. ... ... ... 7.0 6.8 70 68
L 7.0 6.8 70 68
L 7.0 6.8 70 68
10 . 7.0 6.8 70 68
*Base Case

Expected M aturities and Weighted Average Lives of Subclass C-1
Notes Assuming a Recession Lasting Three Years

Declinein L ease Rentals as a Per centage of Base Case
Lease Rentals ... ..ot Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue .......... ..o 100%* 90%
Exp Ay Exp  Avg
Recession beginsat startof Year 1.............. ... ... ..., 13.0 8.6 132 88
P 13.0 8.6 131 838
D 13.0 8.6 131 87
10 13.0 8.6 131 87
*Base Case

Expected M aturities and Weighted Average Lives of Subclass C-1
Notes Assuming a Recession Lasting Five Years

Base Case
- 10%

80%

Exp  Avg

7.0 6.8
7.0 6.8
7.0 6.8
7.0 6.8

Base Case
- 10%

80%

Exp  Avg

7.0 6.8
7.0 6.8
7.0 6.8
7.0 6.8

Base Case
- 10%

80%

Exp  Avg

15.0 10.5
15.2 10.2
13.9 9.6
13.2 9.1



Declinein Lease Rentals as a Per centage of Base Case
Lease Rentals .. ... Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . .......... ... 100%* 90%
Exp Avg Exp Avg
Recessionbeginsat start of Year 1 ............... ... ...l 13.0 8.6 141 97
P 13.0 8.6 136 9.2
D 13.0 8.6 131 88
10 . 13.0 8.6 131 87
*Base Case

Expected M aturities and Weighted Average Lives of Subclass C-2
Notes Assuming a Recession Lasting Three Years

Declinein Lease Rentals as a Per centage of Base Case
Lease Rentals ... ... Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . .......... ... i 100%* 90%
Exp Avg Exp Avg
Recessonbeginsat startof Year 1............................. 166 141 166 14.2
A 166 141 16.6 14.1
D 166 141 16.6 14.1
10 . 166 141 166 14.1
*Base Case

Expected M aturities and Weighted Average Lives of Subclass C-2
Notes Assuming a Recession Lasting Five Years

Declinein Lease Rentals as a Per centage of Base Case
Lease Rentals ... ... Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . .......... ... 100%* 90%
Exp Avg Exp Avg
Recessonbeginsat start of Year 1 ............... ... ...l 166 141 166 145
P 166 141 16.6 14.2
D 166 141 16.6 14.1
10 . 166 141 166 14.1
*Base Case

Expected M aturities and Weighted Average Lives of Subclass D-1
Notes Assuming a Recession Lasting Three Years

Declinein Lease Rentals as a Per centage of Base Case
Lease Rentals ... ..t Base Case - 5%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue . ......... ..o 100%* 90%

Base Case
- 10%

80%

Exp  Avg

15.1 10.6
15.0 10.5
15.0 10.4
14.4 9.6

Base Case
- 10%

80%
Exp Avg
17.0 154
16.6 15.0
16.6 144
16.6 14.3

Base Case
- 10%

80%
Exp Avg
18.2 16.0
17.9 15.7
17.1 15.6
16.6 14.7

Base Case
- 10%

80%



Declinein Lease Rentals as a Per centage of Base Case Base Case

Lease Rentals .. ... Base Case - 5% - 10%
Exp Avg  Exp Avg Exp  Avg
Recession beginsat startof Year 1............... i, 140 101 151 113 160 120
N 140 101 140 107 16.0 11.9
D 140 101 140 105 156 11.7
10 140 101 140 104 151 111
*Base Case

Expected M aturities and Weighted Average Lives of Subclass D-1
Notes Assuming a Recession Lasting Five Years

Declinein Lease Rentals as a Per centage of Base Case Base Case
Lease ReNtals ... ..ot Base Case - 5% - 10%
Adjusted Portfolio Value as a Per centage of
Assumed PortfolioValue .......... ..o 100%* 90% 80%
Exp Avg Exp Avg Exp Avg
Recession beginsat startof Year 1.............. ... ... ..., 140 101 160 119 163 12.3
G 14.0 10.1 151 116 160 12.1
£ 14.0 10.1 144 113 160 12.0
10 .. 14.0 10.1 141 107 16.0 11.4
*Base Case

Effect of Changesin Lease Rentals on Yields of Fixed Rate Notes

In preparing the tables below, we have started with our Base Case and varied |ease rentals by the indicated
percentages, beginning in certain years, for a period of three yearsin one case and permanently in the other. If our
lease rentals were to vary as shown below and all of the other assumptions were to prove correct, then the yield to
maturity for the subclass C-1, C-2 and D-1 notes would be as shown below. If lease rentals significantly declined,
there might not be sufficient revenues available to meet interest and principal payments on the notes. In such cases,
interest on the notes would be deferred.
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Yield, Date of First Deferral and Number of Monthsin which Interest is Deferred on the Subclass C-1 Notes
given the Assumptions but with a Three Year Changein Lease Rentals of the M agnitude Shown

Changein L ease Rentals, as a Percentage of L ease Rentals,
Beginning in Year:

3 6 9
Date of First Months of Date of First Months of Date of first Months of
Changein Lease Rentals Yield Deferral Deferrals  Yield Deferral Deferrals  Yield Deferral Deferrals
BaseCase+5% ... 7.00% None 0 7.00% None 0 7.00%  None 0
BaseCase....... 7.00% None 0 7.00% None 0 7.00%  None 0
BaseCase-5% ... 7.00% None 0 7.00% None 0 7.00%  None 0
Base Case- 10% .. 7.00% None 0 7.00% None 0 7.00%  None 0

Yield, Date of First Deferral and Number of Monthsin which Interest is Deferred on the Subclass C-1 Notes
given the Assumptions but with a Permanent Changein L ease Rentals of the M agnitude Shown

Changein L ease Rentals, as a Percentage of L ease Rentals,
Beginning in Year:

3 6 9
Dateof First  Months of Date of First Months of Date of first Months of
Changein Lease Rentals Yield Deferral Deferrals  Yield Deferral Deferrals  Yield Deferral Deferrals
Base Case+ 5% ... 7.00% None 0 7.00%  None 0 7.00%  None 0
BaseCase ....... 7.00% None 0 7.00% None 0 7.00%  None 0
BaseCase-5% ... 7.00% None 0 7.00% None 0 7.00%  None 0
0

Base Case- 10% .. 7.00% Sep 2007 91 7.00% Nov 2010 24 7.00% None

Yield, Date of First Deferral and Number of Monthsin which Interest is Deferred on the Subclass C-2 Notes
given the Assumptions but with a Three Year Changein Lease Rentals of the M agnitude Shown

Changein L ease Rentals, as a Percentage of L ease Rentals,
Beginning in Year:

3 6 9

Dateof First  Months of Date of First Months of Date of first Months of
Changein Lease Rentals Yield Deferral Deferrals  Yield Deferral Deferrals  Yield Deferral Deferrals

BaseCase+5% ... 9.81% None 0 9.81% None 0 9.81%  None 0
BaseCase....... 9.80% None 0 9.80% None 0 9.80% None 0
BaseCase-5% ... 9.80% None 0 9.80% None 0 9.80%  None 0
Base Case- 10% .. 9.80% None 0 9.80% None 0 9.80%  None 0
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Yield, Date of First Deferral and Number of Monthsin which Interest is Deferred on the Subclass C-2 Notes
given the Assumptions but with a Permanent Changein L ease Rentals of the M agnitude Shown

Changein L ease Rentals, as a Percentage of L ease Rentals,
Beginning in Year:

3 6 9
Date of First Months of Date of First Months of Date of first Months of
Changein Lease Rentals Yield Deferral Deferrals  Yield Deferral Deferrals  Yield Deferral Deferrals
BaseCase+5% ... 9.86%  None 0 9.83%  None 0 9.82%  None 0
BaseCase ....... 9.80%  None 0 9.80%  None 0 9.80%  None 0
Base Case-5% ... 9.80%  None 0 9.80%  None 0 9.80%  None 0

Base Case- 10% .. 9.80% Sep 2007 107 9.80% Nov 2010 50 9.80% Jun 2015 17

Yield, Date of First Deferral and Number of Monthsin which Interest is Deferred on the Subclass D-1 Notes,
given the Assumptions but with a Three Year Changein Lease Rentals of the M agnitude Shown

Changein L ease Rentals, as a Percentage of L ease Rentals,
Beginning in Year:

3 6 9

Date of Months of Date of Months of Date of Months of
Changein Lease Rentals Yield Deferral Deferrals  Yield Deferral Deferrals  Yield Deferral Deferrals

BaseCase+5% ... 8.86% None 0 8.86% None 0 8.86% None 0
BaseCase....... 8.86% None 0 8.86% None 0 8.86% None 0
Base Case-5% ... 8.86% None 0 8.86% None 0 8.86% None 0

0 0 0

Base Case-10% .. 8.86% None 8.86% None 8.86% None

Yield, Date of First Deferral and Number of Monthsin which Interest is Deferred on the Subclass D-1 Notes,
given the Assumptions but with a Permanent Changein L ease Rentals of the M agnitude Shown

Changein L ease Rentals, as a Percentage of L ease Rentals,
Beginning in Year:

3 6 9
Date of Months of Date of Months of Date of Months of
Changein Lease Rentals Yield Deferral Deferrals  Yield Deferral Deferrals  Yield Deferral Deferrals
BaseCase+5% ... 886%  None 0 8.86%  None 0 8.86%  None 0
BaseCase ....... 8.86%  None 0 8.86%  None 0 8.86%  None 0
BaseCase-5% ... 8.86% Jan 2013 42 8.86% None 0 8.86%  None 0

BaseCase- 10% .. 5.11% Sep 2007 208 8.86% Oct 2010 108  8.86% Dec 2014 22

Effect of Principal Allocation According to the Extended Pool Factor Only for the Subclass A-2, A-5, B-1 and
C-2 Notes

If available collections on a payment date are insufficient to pay the principal amount that is due on a class of
notes according to the order of priorities, then the available collections will be alocated to the subclasses in that

class of notes as we describe under “Description of the Notes — Payment of Principal and Interest — Allocation of

Principal among Subclasses of Notes; Intra-Class Priority of Payments”.

We have prepared this table to show the effect of this allocation on the assumed maturities and the weighted

average lives of the subclass A-2, A-5, B-1, C-1, C-2 and D-1 notes, in comparison with our Base Case, if:
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we issue additional notes to finance the acquisition of additional aircraft

our lease rentals are sufficient only to pay down the principal of these subclasses according to paragraph

(1) under “Description of Notes — Payment of Principal and Interest — Allocation of Principal Among

Subclasses of Notes; Intra-Class Priority of Payments”.

Subclasses of Notes

Allocation to Extended
Base Case

Pool Factor Only

Exp Avg Exp Avg
Subclass A-2 NOtES ...t ii 5.5 3.1 6.8 3.0
Subclass A5 NOtES ...t 8.3 4.8 9.3 5.8
Subclass B-1 NOtES .. ..ot i e 13.0 6.7 14.0 7.6
Subclass C-1 NOtES ...ttt e e 13.0 8.6 15.0 10.6
Subclass C-2 NOtES ...ttt e 16.6 14.1 18.6 16.1
Subclass D-1 NOtES . ..o 14.0 10.1 16.0 12.1
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THE PORTFOLIO

All of our assets consist of 100% of the equity in the aircraft-owning subsidiaries and certain leasing
subsidiaries and certain loans made to the aircraft-owning subsidiaries. We indirectly own (1) the portfolio, (2) the
rights under the related leases, and (3) cash and cash equivalents on deposit.

Appraisals

As of November 30, 1999, our portfolio had an aggregate appraised value of $2,000.9 million. Under our
indenture, we are required, at least once each year and in any case no later than October 31 of each year, to deliver
to the trustee appraisals of the base value of each of the aircraft in our portfolio from at least three independent
appraisers that are members of the International Society of Transport Aircraft Trading or any similar organization.
For the appraisals obtained as of November 30, 1999, we obtained appraisals from five such appraisers. We
calculated the appraised value of each aircraft by removing the highest and the lowest appraisal and taking the
average of the remaining three.

Our five appraisers, Aircraft Information Services, Inc., BK Associates, Inc., Airclaims Limited, Morten Beyer
and Agnew and Aircraft Value Analysis Company have provided appraisals of the value of each of our aircraft at
normal utilization rates in an open, unrestricted and stable market, without taking into account the value of related
leases, maintenance reserves or security deposits as of November 30, 1999, adjusted to account for the reported
maintenance standard of the aircraft. The appraisals were not based on a physical inspection of the aircraft. The
appraisals as of November 30, 1999 have been filed with the Securities and Exchange Commission.

For information regarding appraisals that we obtained as of September 30, 2000, see “Management’s

Discussion and Analysis of Financial Condition and Results of Operations — Recent Developments — Annual
Appraisals for 2000.”
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The appraisals for the portfolio as of November 30, 1999 are set out below.

Appraisal of
Appraised
Aircraft Aircraft Value  Valueas of
Engine Serial Date of Airclaims Information Morten Beyer Analysis November 30,
Aircraft Type Configuration Number Manufacture Limited BK Associates Services and Agnew Company 1999
A300-600R PW 4158 555 Mar-90 43,820,038 46,874,794 50,860,000 48,210,000 39,050,000 46,301,611
A300-600R PW 4158 625 Mar-92 45,598,979 53,107,233 56,000,000 53,220,000 46,850,000 51,059,078
A310-300 JT9D-7R4EL 409 Nov-85 18,668,131 27,022,136 21,300,000 29,499,000 15,200,000 22,330,089
A310-300 JT9D-7R4EL 410 Nov-85 18,736,079 27,403,582 21,820,000 30,501,000 15,550,000 22,653,220
A310-300 JT9D-7R4AEL 437 Nov-86 21,316,952 33,262,341 27,820,000 33,419,000 21,800,000 27,627,447
A320-200 CFM 56-5A3 279 Feb-92 28,871,688 31,244,598 28,640,000 31,652,000 29,500,000 29,872,095
A320-200 V2500-Al 393 Feb-93 29,931,935 31,187,247 29,090,000 33,098,000 30,170,000 30,429,727
A320-200 CFM 56-5A3 397 Mar-93 30,162,691 31,894,773 30,400,000 33,319,000 30,075,000 30,819,155
A320-200 V2500-Al 414 May-93 30,336,415 30,957,449 29,130,000 33,363,000 30,450,000 30,581,288
A320-200 V2500-Al 428 May-94 31,669,836 32,628,258 30,790,000 33,834,000 32,100,000 32,132,698
A320-200 CFM 56-5A3 446 Oct-93 30,177,866 31,100,000 30,030,000 35,176,000 30,225,000 30,500,955
A321-100 V2530-A5 557 Dec-95 35,247,421 45,988,568 39,160,000 37,638,000 40,000,000 38,932,667
A321-100 V2530-A5 597 May-96 36,085,390 45,156,750 41,930,000 37,567,000 39,600,000 39,699,000
A330-300 CF6-80E1 54 Apr-94 75,194,550 81,864,707 82,310,000 87,754,000 75,750,000 79,974,902
A340-300 CFM 56-5C3G 94 Mar-95 81,144,912 92,319,102 105,920,000 97,684,000 84,650,000 91,551,034
B737-300 CFM 56-3B1 23255 Jun-85 14,620,625 13,547,506 17,440,000 14,837,000 13,675,000 14,377,542
B737-300 CFM 56-3B1 23256 Jul-85 16,395,719 14,501,668 18,040,000 14,961,000 14,200,000 15,286,129
B737-300 CFM 56-3B2 24299 Nov-88 20,001,225 18,790,300 20,570,000 19,140,000 20,400,000 19,847,075
B737-300 CFM 56-3B2 24449 Apr-90 21,065,000 21,990,000 22,930,000 20,575,000 22,050,000 21,701,667
B737-300 CFM 56-3B2 25161 Feb-92 22,674,379 25,511,536 25,010,000 23,784,000 24,900,000 24,564,667
B737-300 CFM 56-3C1 26295 Dec-93 22,596,442 26,024,250 25,560,000 25,546,000 25,300,000 25,468,667
B737-300 CFM 56-3B1 26309 Dec-94 24,232,196 27,700,000 26,050,000 26,602,000 26,300,000 26,317,333
B737-300 CFM 56-3C1 27635 May-95 25,561,933 28,728,600 28,540,000 27,137,000 26,200,000 27,292,333
B737-300F CFM 56-3B2 23811 Oct-87 19,378,488 19,003,082 21,560,000 19,936,000 20,100,000 19,804,829
B737-300QC CFM 56-3C1 23788 May-87 19,405,573 18,099,500 21,780,000 19,782,000 18,450,000 19,212,524
B737-400 CFM 56-3B2 24234 Oct-88 21,619,354 20,194,364 22,780,000 22,435,000 21,600,000 21,884,785
B737-400 CFM 56-3C1 24707 Jun-91 22,800,670 24,963,604 25,310,000 24,644,000 24,400,000 24,669,201
B737-400 CFM 56-3C1 25104 May-93 25,507,457 26,531,550 27,350,000 27,541,000 25,800,000 26,560,517
B737-400 CFM 56-3C1 25105 Jul-93 24,598,379 26,073,250 27,240,000 27,262,000 26,400,000 26,571,083
B737-400 CFM 56-3C1 25371 Jan-92 24,688,071 24,170,810 26,430,000 25,300,000 25,450,000 25,146,024
B737-400 CFM 56-3C1 26279 Jun-92 24,351,332 24,619,226 26,350,000 26,702,000 26,100,000 25,689,742
B737-400 CFM 56-3C1 26291 Aug-93 25,950,885 26,756,516 27,690,000 28,584,000 28,500,000 27,648,839
B737-400 CFM 56-3C1 26308 Oct-94 25,817,981 28,264,060 28,600,000 29,154,000 26,850,000 27,904,687
B737-500 CFM 56-3B1 25165 Apr-93 20,559,624 17,552,500 19,980,000 20,762,000 18,600,000 19,713,208
B737-500 CFM 56-3C1 26304 Sep-94 20,516,576 20,060,150 22,360,000 23,311,000 20,600,000 21,158,859
B747-300B CF6-80C2 24106 Apr-88 46,632,687 59,943,960 48,480,000 51,991,000 39,870,000 49,034,562
B747-400 RB211-252H2/19 24955 Sep-91 82,013,762 106,527,824 105,760,000 104,476,000 79,900,000 97,416,587
B757-200ER RB211-535-E4 23767 Apr-87 28,008,616 29,791,024 32,830,000 31,259,000 26,800,000 29,686,213
B757-200ER RB211-535-E4 24260 Dec-88 30,423,476 33,021,212 35,580,000 35,424,000 32,000,000 33,481,737
B757-200ER RB211-535-E4-37 24367 Feb-89 28,943,600 31,335,359 36,050,000 33,392,000 30,300,000 31,675,786
B757-200ER PW 2040 24965 Mar-92 34,411,426 39,971,145 42,970,000 41,106,000 36,300,000 39,125,715
B757-200ER PW 2037 25044 May-91 33,135,259 39,209,345 40,720,000 39,271,000 34,025,000 37,501,782
B757-200ER RB211-535-E4-37 26266 Feb-93 35,464,262 41,872,550 44,580,000 42,305,000 39,305,000 41,160,850
B757-200ER PW 2037 26272 Mar-94 33,003,740 42,932,416 44,160,000 42,618,000 38,750,000 41,433,472
B757-200ER PW 2037 28160 Jul-96 37,843,699 49,445,918 49,160,000 50,344,000 44,750,000 47,785,306
B767-200ER CF6-80A 23807 Aug-87 28,838,628 31,079,940 35,160,000 28,539,000 25,650,000 29,485,856
B767-300ER CF6-80C2B6F 24798 Oct-90 49,099,299 53,667,285 56,670,000 57,665,000 48,700,000 53,145,528 (1)
B767-300ER CF6-80C2B6 24875 Jun-91 54,444,607 55,072,637 60,730,000 59,425,000 56,380,000 56,959,212
B767-300ER CF6-80C2B6F 25132 Feb-92 56,498,903 59,356,214 65,170,000 62,469,000 58,600,000 60,141,738
B767-300ER CF6-80C2B6F 26256 Apr-93 59,887,960 61,960,315 67,990,000 67,204,000 62,300,000 63,821,438
B767-300ER CF6-80C2B4 26260 Sep-94 60,046,996 64,745,045 68,760,000 68,534,000 66,400,000 66,559,682
engine CF6-80C2B6F 704279 Jul-95 5,951,393 6,282,000 5,710,000 4,506,000 4,850,000 5,503,798
F-50 PW100-125B 20232 Oct-91 6,141,563 7,340,076 6,080,000 5,355,000 6,550,000 6,257,188
F-50 PW100-125B 20233 Oct-91 6,141,563 7,304,406 6,010,000 5,366,000 6,330,000 6,160,521
F-70 TAY MK620-15 11564 Dec-95 11,880,010 14,100,000 13,410,000 14,331,000 13,450,000 13,653,333
F-70 TAY MK620-15 11565 Feb-96 11,087,025 15,200,000 14,910,000 14,430,000 13,650,000 14,330,000
F-70 TAY MK620-15 11569 Mar-96 11,359,096 15,200,000 14,910,000 14,478,000 14,650,000 14,679,333
MD-82 Jr8D-217C 49825 Mar-89 15,323,107 17,318,790 20,750,000 19,528,000 16,500,000 17,782,263
MD-83 Jr8D-219 49657 Apr-88 16,505,672 20,090,575 20,780,000 20,543,000 18,200,000 19,611,192
MD-83 Jr8D-219 49822 Dec-88 16,903,329 18,823,975 20,080,000 21,431,000 18,400,000 19,101,325
MD-83 Jr8D-219 49824 Mar-89 17,375,556 21,362,625 21,660,000 22,143,000 18,100,000 20,374,208
MD-83 Jr8D-219 53050 May-90 17,016,260 21,120,000 21,360,000 21,078,000 17,000,000 19,738,087
Total $2,000,891,389
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(1) Thisaircraft is not currently capable of extended range missions but ILFC has agreed to pay for the cost of an extended
range modification to the aircraft upon MSAF’s request at any time following the termination or expiration of the lease
for the aircraft. The appraisals of the aircraft assume that the extended range modification has been carried out.

The aggregate values calculated by each of the five appraisers for the portfolio are as follows:

Aggregate
Appraised Value
Appraiser as of November 30, 1999
(SMM)

Airclaims Limited . . ... .. e 83B.7
Aircraft Information Services, INC . ........ ... .. . e 1022
Aircraft Value Analysis COmpany . .. ...ttt 884.6
BK ASSOCIates, INC . . ... e e 0522
Morten Beyer and AgNEW . . ... .ttt e 10221

The following table sets forth certain selected statistics relating to the appraisals of the portfolio at
November 30, 1999.

Statistical Summary (M M)
Average aggregate of 3 appraisals with highest and lowest removed ................... 000.9 2,
Average aggregate of all 5 appraisals . . .. ... i 997.4,
Median aggregate of all 5appraisals .............. . i e 014.2,
Difference between highest and lowest aggregate appraisal .......................... 273.5
Difference between highest and lowest aggregate appraisal as a percentage of the average

aggregate of 3 appraisals with the highest and lowestremoved . ........................ 13.7%

Portfolio Information

All of the aircraft hold or are capable of holding a noise certificate issued under Chapter 3 of Volume 1, Part Il
of Annex 16 of the Chicago Convention or have been shown to comply with the Stage 3 noise levels set out in
Section 36.5 of Appendix C of Part 36 of the United States Federal Aviation Regulations.

The following table sets forth the exposure as of October 1, 2000 of our portfolio by type of aircraft calculated
by reference to the number of aircraft and their appraised value as of November 30, 1999.

% of Portfolio

by Appraised
Number of Engine Value as of
Manufacturer Type of Aircraft Aircraft Body Type Stage November 30, 1999
Airbus (30.21%) . ........... 200-600R 2 Widebody 3 4.86%
A310-300 3 Widebody 3 3.63%
A320-200 6 Narrowbody 3 9.21%
A321-100 2 Narrowbody 3 3.93%
A330-300 1 Widebody 3 4.00%
A340-300 1 Widebody 3 4.58%
Boeing (66.76%) ........... ‘B7-300 9 Narrowbody 3 9.69%
B737-300F 1 Freighter 3 0.99%
B737-400 8 Narrowbody 3 10.29%
B737-500 2 Narrowbody 3 2.05%
B747-300B 1 Widebody 3 2.45%
B747-400 1 Widebody 3 4.87%
B757-200ER 8 Narrowbody 3 15.08%
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Number of

Manufacturer Type of Aircraft Aircraft Body Type
B767-200ER 1 Widebody
B767-300ER 5 Widebody
MD-82 1 Narrowbody
MD-83 4 Narrowbody

Fokker N.V.(2.75%) . ........ F-50 2 Turboprop
F-70 3 Narrowbody

General Electric (0.28%) .. ... Engine engine n/a

Total ......... ... 61+engine

Engine
Stage

% of Portfolio
by Appraised
Value as of
November 30, 1999

WWwWwwwww

1.47%
15.04%
0.89%
3.94%
0.62%
2.13%
0.28%

100.00%

The following table sets forth the exposure as of October 1, 2000 of our portfolio to the lessees calculated by

reference to the appraised value of the aircraft as of November 30, 19

L essee

AsianaAirlines, INC ... ..
TransWorld AirlinesInc. (TWA) ...t
Cathay Pacific AirwaysLimited . .......... ... ... oo,
China Airlines, Limited . ........ .. ... i
Air 2000 Limited .. ...
Air MauritiusLTD ..o
AerLingus, PLC ... o
Region Air Alpha(BVI)Ltd . ....... ...
Britannia AirwaysLtd ...
Air PacificLimited .. ...
Trandift AirwaysLtd. (TransAer) ...,
JMC AITHNES oo
Aerovias De México, S.A. De C.YAeromexico) ..............

New Zealand International Airlines Limit€@ir New Zealand) . . ..

Alaska Airlines INC ... .. ...
Flugfelagid Atlanta H.F(Air Atlantalcelandic) ...............
Malev Hungarian Airlines, PLC. . .. ....... ... ... .. .. .....
Braathens ASA ... .. .

99,

Number of Aircraft

% of Portfolio by
Appraised Value
as of November 30,

1999

PONNRPNOWRRNONE S

Air Alfa Airlines, S. A . ...

Compania Mexicana de Aviacion, S.A. De C(Mexicana) ... ...

Companhia de Transportes Aereos Air Macau, @darlMacau) . . .

Far Eastern Air Transport CorporatitdhE. A T.) ..............
National Airlines . ... .
Canada 3000 AIrlines. . . ...t e
Monarch Airlines Limited ............... ... .. ... ...

Air Canada Capital Limited .................. ... ... ... ...

Southwest Airines Co . ...

Transavia Airlines .. ... i
Continental Airlines Inc . ......... .o i
Pegasus Hava Tasimaciligi, AS. . ......... ...,
ChinaHainan Airlines ...t e i
Olympic AIrWayS ...t e
AirMalta ... . e

8.44%
5.28%
4.87%
4.86%
4.67%
4.58%
4.00%
3.63%
3.53%
3.33%
3.14%
3.10%
3.06%
2.85%
2.66%
2.45%
2.13%
2.05%
1.98%
1.96%
1.95%
1.87%
1.67%
1.54%
1.52%
1.49%
1.48%
1.36%
1.32%
1.28%
1.27%
1.26%
1.23%



% of Portfolio by

Appraised Value

as of November 30,
Lessee Number of Aircraft 1999
Air Espafia S.AAIr EUropa) . . ... oo i 1 1.23%
Travel Service, S.A. ..o 1 1.09%
Lithuanian Airlines . ... ... .. 1 1.08%
Flugleidir H.F.(lcelandair) . .. ... .o 1 0.99%
Société D’Exploitation Aéropostale S.A.’Aéropostale) ......... 1 0.96%
Air Liberté, S A .. . 1 0.95%
KLM Cityhopper B.V . ... 1 0.62%
Koninklyke Luchtvaart Maatschappij N.Y\KLM) .............. engine 0.28%
Off-lease . ... o 1 _ 0.99%

Total ..o me LOO 0%



The following table sets forth the exposure as of October 1, 2000 of our portfolio to countriesin which the
lessees are based, calculated by reference to the appraised value of the aircraft as of November 30, 1999.

% of Portfolio by

Number of Appraised Value as

Country M of November 30, 1999
United Kingdom . .. ... e e e 7 12.82%
United Statesof America .. ... 10 12.41%
SOUth KOrea . ... e 4 8.44%
reland ... e 3 7.14%
TaIWAN o 3 6.73%
MEXICO vttt e e 3 5.02%
HONg KONG ..ot e e 1 4.87%
MalrtiUS . e 1 4.58%
lceland ... 2 3.44%
i e 1 3.33%
TURKEY o 2 3.26%
Canada . ... e 2 3.03%
New Zeadland ..........iiniii i e e 1 2.85%
TheNetherlands . ............ i 3+engine 2.26%
SINgAPONE oottt 3 3.63%
HUNQaIY .. 3 2.13%
NOIW Y . oo 2 2.05%
MaCAU . . vttt e 1 1.95%
FranCe . . 2 1.91%
China ... 1 1.27%
(] = o 1 1.26%
Malta .. e 1 1.23%
S0 7T 1 1.23%
CzechRepublic ......... i e 1 1.09%
Lithuania .......... . e e 1 1.08%
Off-lease . . o 1 0.99%

Total .. e 61+engine 100.00%

The following table sets forth the exposure as of October 1, 2000 of our portfolio by regionsin which the
lessees are domiciled calculated by reference to number of aircraft and their appraised value as of November 30,
1999.

% of Portfolio by

Appraised Value as of

Region(1) Number of Aircraft November 30, 1999
Developed

BUrOpE . 18+engine 27.41%

North America .......... i e e 12 15.44%

Pacific ... . e 5 11.35%
Emerging

AS . 8 16.44%

Latin America ...t e 3 5.02%

Europeand MiddleEast . .......... ... 7 7.74.%
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% of Portfolio by

Appraised Value as of
Region(1) Number of Aircraft November 30, 1999
Other
Other o 7 15.61%
Off-lease . . ..o 1 0.99%
Total .. e 61+engine 100.00%

(1) Regions are defined according to designations published by Morgan Stanley Capital International .

The following table sets forth the exposure as of October 1, 2000 of our portfolio by year of aircraft
manufacture calculated by reference to the appraised value of the aircraft as of November 30, 1999. The weighted
average age of the fleet as of October 1, 2000 was approximately 8.7 years.

% of Portfolio by

Number of Appraised Value as

Year of Manufacture Aircraft of November 30, 1999
108D e 4 3.73%
1086 . 1 1.38%
S 4 4.90%
1088 6 8.13%
1080 3 3.49%
1900 .o e 4 7.04%
100 L 6 11.44%
1002 e 7 12.78%
1008 L e 11 17.66%
1004 7 14.78%
190S 4+engine 8.85%
1006 . .o 4 5.82%

Total .. 61+engine 100.00%
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The following table sets forth the exposure as of October 1, 2000 of our portfolio by seat category calculated
by reference to the appraised value of our aircraft as of November 30, 1999.

% of Portfolio by

Number of Appraised Value as
Seat Category Aircraft of November 30, 1999
<50 ... F-50 2 0.62%
51-120 ........... B737-500, F-70 5 4.18%
121-170 .......... A320-200, B737-300, B737-400, MD-82, MD-83 28 34.02%
171-240 .......... A300-600R, A310-300, A321-100, B757-200ER,
B767-200ER, B767-300ER 21 44.01%
241-350 .......... A330-300, A340-300 2 8.58%
3Bl+ . B747-300B, B747-400 2 7.32%
Other............. B737-300F (freighter), Engine l+engine 1.27%
Total .. 61+engine 100.00%

M SAF Group Portfolio Analysis

The following table sets forth additional information on our portfolio as of October 1, 2000 (except for
appraised values, which are as of November 30, 1999).

% of

Portfolio by
Appraised
Appraised Value as of
Value as of November
Engine Serial Date of November 30, 30,
Region(1) Country of L essee L essee Type Configuration Number  Manufacture 1999 1999
($MM)
Europe . ... France Air Liberté MD-83 JT8D-219 49822  Dec-88 19.1 0.95%
(Developed) France L’Aéropostale B737-300QC CFM56-3C1 23788 May-87 19.2 0.96%
Ireland Aer Lingus A330-300 CF6-80E1 54  Apr-94 80.0 4.00%
Ireland TransAer A320-200 V2500-A1 414  May-93 30.6 1.53%
Ireland TransAer A320-200 V2500-A1 428 May-94 32.1 1.61%
The Netherlands KLM Engine CF6-80C2B6F 704279 Jul-95 5.5 0.28%
The Netherlands KLM Cityhopper  F-50 PW100-125B 20233 Oct-91 6.2 0.31%
The Netherlands KLM Cityhopper  F-50 PW100-125B 20232 Oct-91 6.3 0.31%
The Netherlands Transavia B737-300 CFM56-3C1 27635 May-95 27.3 1.36%
Norway Braathens B737-500 CFM56-3B1 25165  Apr-93 19.7 0.99%
Norway Braathens B737-500 CFM56-3C1 26304  Sep-94 21.2 1.06%
Spain Air Europa B737-400 CFM56-3C1 24707 Jun-91 24.7 1.23%
United Kingdom Air 2000 B757-200ER RB211-535-E4 23767  Apr-87 29.7 1.48%
United Kingdom Air 2000 B767-300ER CF6-80C2B6F 26256  Apr-93 63.8 3.19%
United Kingdom Britannia B757-200ER RB211-535-E4-37 26266  Feb-93 41.2 2.06%
United Kingdom Britannia B767-200ER CF6-80A 23807  Aug-87 29.5 1.47%
United Kingdom JMC Airlines A320-200 V2500-A1 393 Feb-93 30.4 1.52%
United Kingdom JMC Airlines B757-200ER RB211-535-E4-37 24367 Feb-89 31.7 1.58%
United Kingdom Monarch A320-200 CFM56-5A3 446 Oct-93 30.5 1.52%
North
America ... Canada Canada 3000 A320-200 CFM56-5A3 397 Mar-93 30.8 1.54%
(Developed) Canada Air Canada A320-200 CFM56-5A3 279  Feb-92 29.9 1.49%
United States of
America Alaska Airlines B737-400 CFM56-3C1 25104 May-93 26.6 1.33%
United States of
America Alaska Airlines B737-400 CFM56-3C1 25105 Jul-93 26.6 1.33%
United States of
America Continental B737-300 CFM56-3B1 26309 Dec-94 26.3 1.32%
United States of National Airlines  B757-200ER RB211-535-E4 24260  Dec-88 335 1.67%
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Region(1)

Country of L essee

Pecific. . . ..
(Developed)

Europe and
Middle East
(Emerging)

Asia
(Emerging)

Latin
America ...
(Emerging)

Off-lease

America
United States of
America
United States of
America
United States of
America
United States of
America
United States of
America
United States of
America

Hong Kong
New Zealand
Singapore
Singapore
Singapore

Czech Republic
Greece
Hungary
Hungary
Hungary
Turkey

Turkey

China
South Korea
South Korea
South Korea
South Korea
Taiwan
Taiwan
Taiwan

Mexico
Mexico
Mexico

Fiji
lceland
lceland
Lithuania
Macau
Malta
Mauritius

Lessee

Southwest

Southwest

Cathay Pacific
Air New Zealand
Region Air
Region Air
Region Air

Travel Service
Olympic
Maev

Maev

Maev

Air Alfa
Pegasus

ChinaHainan
Asiana
Asiana
Asiana
Asiana

China Airlines
China Airlines
F.EA.T.

Aeromexico
Aeromexico
Mexicana

Air Pacific
lcelandair
Air Atlanta
Lithuanian
Air Macau
Air Malta
Air Mauritius

Type

B737-300
B737-300
B757-200ER
MD-83
MD-82
MD-83

B747-400
B767-300ER
A310-300
A310-300
A310-300

B737-400
B737-400
F-70
F-70
F-70
A321-100
B737-400

B737-300
B767-300ER
B767-300ER
B737-400
B737-400
A300-600R
A300-600R
B757-200ER

B757-200ER
MD-83
B757-200ER

B767-300ER
B737-300F
B747-300B
B737-300
A321-100
B737-300
A340-300

B737-400
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Engine
Configuration

CFM56-3B1
CFM56-3B1
PW2037
JréD-219
Jréb-217C

JréD-219

RB211-252H2/19
CF6-80C2B6
JT9D-7R4E1
JT9D-7R4E1
JT9D-7R4E1

CFM56-3B2
CFM56-3C1
TAYMKG620-15
TAYMKG620-15
TAYMKG620-15
V2530-A5
CFM56-3C1

CFM56-3C1
CF6-80C2B6F
CF6-80C2B6F
CFM56-3C1
CFM56-3C1
PW4158
PW4158
PW2037

PW2037
Jr8D-219
PW2040

CF6-80C2B4
CFM56-3B2
CF6-80C2
CFM56-3B2
V2530-A5
CFM56-3B2
CFM56-5C3G

CFM56-3B2

% of
Portfolio by

Appraised

Appraised Value as of

Value as of November

Serial Date of November 30, 30,

Number  Manufacture 1999 1999
23255 Jun-85 14.4 0.72%
23256 Jul-85 153 0.76%
28160 Jul-96 47.8 2.39%
49824  Mar-89 204 1.02%
49825 Mar-89 17.8 0.89%
49657  Apr-88 19.6 0.98%
24955 Sep-91 97.4 4.87%
24875 Jun-91 57.0 2.85%
409 Nov-85 223 1.12%
410 Nov-85 22.7 1.13%
437  Nov-86 27.6 1.38%
24234 Oct-88 219 1.09%
25371 Jan-92 25.1 1.26%
11564  Dec-95 13.7 0.68%
11565 Feb-96 14.3 0.72%
11569 Mar-96 14.7 0.73%
597 May-96 39.7 1.98%
26279 Jun-92 25.7 1.28%
26295  Dec-93 255 1.27%
24798 Oct-90 53.1 2.66%
25132 Feb-92 60.1 3.01%
26291  Aug-93 27.6 1.38%
26308 Oct-94 279 1.39%
555 Mar-90 46.3 2.31%
625 Mar-92 51.1 2.55%
25044 May-91 375 1.87%
26272 Mar-94 414 2.07%
53050 May-90 19.7 0.99%
24965  Mar-92 39.1 1.96%
26260 Sep-94 66.6 3.33%
23811 Oct-87 19.8 0.99%
24106  Apr-88 49.0 2.45%
24449  Apr-90 21.7 1.08%
557  Dec-95 38.9 1.95%
25161 Feb-92 24.6 1.23%
94  Mar-95 91.6 4.58%

24299 Nov-88  19.8 0.99%




Region(1)

Country of L essee L essee

Type

Engine
Configuration

% of
Portfolio by

Appraised
Appraised Value as of
Value as of November
Serial Date of November 30, 30,
Number  Manufacture 1999 1999
100%

Totd

2,000.9

(1) Regions are defined according to designations published by Morgan Stanley Capital International .

Description of the Aircraft

The following table sets forth certain available information with respect to the body type, number of seats,
engine manufacturer, production years, current fleet, number of aircraft on order and number of operators of each
aircraft typein our portfolio as of October 1, 2000.

Type & Variant Body
Airbus A300-600R . . ....... Wide
Airbus A310-300 .......... Wide
Airbus A320-200 .......... Narrow
Airbus A321-100 .......... Narrow
Airbus A330-300 .......... Wide
Airbus A340-300 .......... Wide
Boeing 737-300 ........... Narrow
Boeing 737-300F .......... Freight
Boeing 737-300QC ........ Narrow
Boeing 737-400 ........... Narrow
Boeing 737-500 ........... Narrow
Boeing 747-300 ........... Wide
Boeing 747-400 ........... Wide
Boeing 757-200 ........... Narrow
Boeing 767-200ER . .. ...... Wide
Boeing 767-300ER . .. ...... Wide

Seais
220

180

150

185

295

295
130

130
150

110
400

412

200

180

220

Engine Current On Number of
Manufacturer (1) Production Years  Fleet Order  Operators(2)

2XGE 1987- 77 0 13
2XPW 1988- 85 31 9
2XGE 1985- 82 0 21
2XPW 1985- 66 5 21
2XCFM 1988- 470 209 48
2XIAE 1988- 306 188 50
2XTBA 0 100 0
2XCFM 1993- 42 5 4
2XIAE 1993- 41 13 9
2XGE 1993- 16 10 4
2XPW 1994- 37 36 9
2XRR 1992- 27 14 6
2XTBA 0 4 1
4AXCFM 1992- 144 53 25
2XCFM 1984- 1067 0 96
2XCFM (all conversions) 3 0 3
2XCFM (all conversions) 29 0 6
2XCFM 1988- 477 1 70
2XCFM 1989- 384 0 39
4AXGE 1982-1990 16 0 6
4AXPW 1982-1988 40 0 12
4XRR 1984-1988 22 0 4
4AXGE 1988- 211 49 26
4XPW 1988- 183 21 12
4XRR 1988- 113 4 6
TBA 0 1 0
2XPW 1984- 380 41 17
2XRR 1982- 501 12 42
2XTBA 0 16 0
2XGE 1985- 58 10 13
2XPW 1984- 49 0 12
2XGE 1986- 258 41 42
2XPW 1987- 152 11 23
2XRR 1989- 31 0 2
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Engine Current On Number of

Type & Variant Body Seats Manufacturer(1) Production Years — Fleet Order Operators(2)
2XTBA 0 9 0
Fokker50 ................ Turbo-
prop 50 2XPW 1987- 188 0 30
Fokker 70 ................ Narrow 70 2XRR 1994- 43 0 9
MDCMD-82 ............. Narrow 140 2XPW 1981-1997 584 0 28
MDCMD-83 ............. Narrow 140 2XPW 1984-1999 278 0 27

Source: Airclaims Limited.
(1) The above table identifies engine manufacturers by the following abbreviations:

GE = Genera Electric

PW = Pratt & Whitney

CFM = CFM International

IAE = International Aero Engines
RR = RollsRoyce

TBA = To be announced

(2) The number of operators does not include lessors.

Acquisition of Additional Aircraft

We may acquire additional commercial passenger or freighter aircraft from various sellers. Cash flows derived
from any additional aircraft and the related leases will be available to satisfy MSAF’s payment obligations,
including payments of interest, principal and premium, if any, on the notes and any additional notes. There is no
limit on the aggregate value of additional aircraft that may be acquired or on the period in which such additional
aircraft must be acquired. Any acquisition of additional aircraft and related issuance of additional notes will be
subject to certain conditions under the indenture.

The Leases

As of October 1, 2000, we had 60 leases in effect, covering our whole portfolio except one aircraft which was
off-lease. Our off-lease aircraft was undergoing maintenance work. Although the lease documentation is fairly
standardized in many respects, significant variations do exist as a result of negotiation with each lessee. The
following is a summary of the principal characteristics of the leases as of October 1, 2000 (with appraised values as
of November 30, 1999).

Contracted lease expiries ... .. The weighted average remaining contracted lease term of the portfolio
(weighted by appraised values as of November 30, 1999 and without giving
effect to purchase options, early terminations or extensions) was 34 months. We
were required to re-lease 48 of the aircraft, representing 75.14% of the portfolio
by appraised value, before December 31, 2004. The longest lease was scheduled
to expire in May 2010.

Extension options ........... Twenty-seven of the leases included outstanding options for the lessee to extend
the term of the lease. Assuming that all these options were exercised to extend
the leases to the latest possible dates, the weighted average remaining lease term
of the portfolio would be 51 months and the weighted average extended rent
payable over the extended period would be 101.47% of the current contracted
rental payments.

Early termination options . . . .. One of the leases allows the lessee to terminate its lease before the scheduled
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Purchaseoptions .. . ...

Security deposits ... ...

Guarantees. .................

Third party liability insurance .

Aircraft property insurance. . . .

Subleases and wet leases

expiration date, provided certain conditions are met. Assuming that the option
was exercised for the earliest possible termination, the weighted average
remaining lease term of the portfolio would be 34 months.

Eight lessees had outstanding options to purchase a total of 10 aircraft,
representing 26.6% of the portfolio by appraised value. Thelatest date on which
a purchase option could be exercised is June 8, 2008, for a purchase on March
8, 2009. If these options were exercised on their earliest exercise date, in only
one case would the purchase option strike price be below the note target price
for the applicable aircraft. This difference would not be significant.

Under 56 of the lease contracts and two letters of intent, the lessees have
provided security for its obligations. Our total security deposits are $39.3
million in cash and $2.0 million in letters of credit. Together these security
deposits are equivalent to 2.1 months of contracted lease rental payments. For
adiscussion of cash security depositsthat ILFC holds on our behalf, you should
refer to “Indebtedness — ILFC Facility”.

In various of the leases, where appropriate, we have received guarantees or
comfort letters from a lessee’s parent company or shareholders relating to the
lessee’s payment and performance obligations under the lease. In the case of one
lessee we have received a bank guarantee of its lease obligations in the amount
of $38 million.

The minimum third party liability limits under the leases range from $250
million to $900 nillion. We also have in place our own contingent iliap
coverage to cover any liability in excess of the lessee’s coverage or where a
lessee’s coverage lapses for any reason.

The total insured value for all risks aircraft hull and hull war risks insurance for
the portfolio is $2,568.2 million. In all cases, the sum of the stipulated lease
value and our own additional coverage in place is at least equal to the appraised
value of the aircraft and on average is approximately 129% of the appraised
value of the aircraft. Permitted deductibles, which generally apply only in the
case of a partial loss, range from $100,000 to $1,000,000.

Under certain of the leases, the lessee may sublease the aircraft without our
consent, provided certain conditions are met. Under most of our leases, the
lessee may wet lease the aircraft without our consent, provided that the lessee
does not part with operational control of the aircraft. Where there is a sublease
or a wet lease, the lessee remains fully liable to us for all its payment and
performance obligations under the lease and we have no contractual relationship
with the sublessee or the wet lessee. The following lessees sublease their
aircraft: Britannia (to Ansett Australia Limited) and Icelandair (to Falcon Air
AB, based in Sweden). To our knowledge, four lessees wet lease their aircraft:
TransAer (to Libyan Arab Airlines and Air France), Pegasus (to Eurofly, based
in Italy), Air Atlanta Icelandic (to Iberia, based in Spain) and Region Air (to
Pacific Airlines, based in Vietham, and P.T. AWAIR International, based in
Indonesia). Our consent was not required for these wet leases. See
“Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Recent Developments — Bankruptcy of TransAer”.
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THE COMMERCIAL AIRCRAFT INDUSTRY

The demand for air travel can be measured in Revenue Passenger Miles or “RPMs”. RPMs are calculated by
multiplying the number of fare-paying passengers carried by the distance flown in miles. In 1999, the total number
of RPMs flown was 1,927 billion representing approximately 54 million journeys. The data presented in this section
for 1999 is based on “preliminary” data published by The Airline Monitor. The air travel markets in the United
States and Europe are the largest in the world. A breakdown of the world market is shown in the chart below.

World RPMs by Region

Restof World *

12.51%

United States
35.85%

Asia
22.60%

Eurol)e
29.03%

Source: The Airline Monitor

* Comprised of Canada, Latihmerica, Africa,
Middle East and 44 C.1.S. western aireraft

The global air travel market grew 6.4% in 1999 and had a compaumlegrowth rate fromd990 to 1999 of
approximately 5.9%. There is a high degree of consistency among analysts and competitors about the likely growth
of this industry. Airline Monitor expects growth to continue and is projecting an underlying growth rate between
2000 and 2005 of 4.5% whereas for the same period Boeing expects 4.7% and Airbus 4.85%. However, this rate of
increase is not uniform and varies both over time and regionally primarily as a result of economic factors and the
maturity of the relevant market.

For example, the highest rates of annual increase in RPM¥®Biwere on domestic routes within Europe

(14.5%). The greatest declines have been on international and domestic routes from Asia (2.2% due to the economic
Crisis).

63



The following graphs show historical and projected RPMs on aregional basis as stated in the Airline Monitor.

United States

Historical Projected

Historical Projected

International
Domestic
1990 1992 1994 1996 1998 2000 2002 2004 1990 1992 1994 1996 1998 2000 2002 2004
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In addition to the underlying cyclical economic factors, the operating environment within the air travel industry
has been changing dramatically during the 1990s. The trend of US-style deregulation and privatization of airlines is
now virtually complete in Europe and is increasingly evident in other countries and regions all over the world.
Deregulation of travel between countries and regions is also increasing, with open skies agreements now concluded
between the US and 35 countries and recently between the EU and the Mercosur countries in South America.
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The load factor is a measure of how many passengers an aircraft is carrying as a proportion of the maximum
number that it could carry. Load factorsin 1999 were 3.7% higher than in 1990 as the airlines operate much more
efficiently.
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The demand for aircraft has also been strong since 1996 with low availability of used aircraft and deliveries of
new aircraft in subsequent years reaching historically high levels. Some of this demand is artificially increased as
many of the first and second generation commercial jets are being retired either because of age or obsolescence.
This program of retiralsis still in the fairly early stages with only 918 aircraft retired of 3,480 produced that are now
more than 25 years old. Between 2000 and 2005, the Airline Monitor expects 5,212 new aircraft to be delivered, of
which 3,470 will be required for growth and 1,742 will be required for replacement.

Aircraft

10.0%

9.0%

8.0%

7.0% =<

6.0% <<

5.0% N =

4.0% S —

3.0% S~ e

20% [ T

1.0% ==

0.0% : : : : : : : : : :
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Retirals as Percentage of WorldFleet =~ ————- Deliveries as Percentage of WorldFleet - ------- Deliveries Minus R etirals

Deliveries and Retirals

65



The primary factor in determining the operating lease rate that can be obtained for an aircraft is the availability
of competing aircraft at that time. During the last ten years, availability has declined from historically high levels
with the overall surplusin 1999 representing only 4.1% of the world fleet. In recent years however, there has been a
relatively higher availability of widebody aircraft (as a percentage of the world widebody fleet) than narrowbody
aircraft because of the crisisin Asia. An increase in the number of new aircraft being delivered combined with the
slower overall growth in air travel has led to a recent increase in the number of aircraft available and, as aresult, to a
reduction in the operating lease rates that can be obtained for competing aircraft.
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OPERATING LEASES
I ntroduction
Operating leasing has grown steadily over the last decade:
« to facilitate the matching of excess aircraft supply and demand in different geographical regions;
* to provide short-to-medium term capacity (i.e. for less than the useful life of an aircraft); and

*  to bridge the financing gap for under-capitalized airlines, typically where financing is not otherwise
available.

The following discussion highlights the principal features of an operating lease. All of our leases generally
conform to this description.

L ease Payments and Security

Operating leases require the lessees to pay periodic rentals during the lease term. Lessees must make payments
to the lessor without set-off or counterclaim, and leases generally include an obligation of the lessee to gross-up
payments under the lease where payments are subject to certain withholding and other taxes. Leases also contain an
indemnification of the lessor for certain taxation liabilities (including, in some leases, value added tax and stamp
duties, but generally excluding net income tax or its equivalent imposed on the lessor) and taxation of indemnity
payments. Lessees are also obliged to pay default interest on any overdue amounts. In some cases, the lessee may
exercise certain remedies if the lessor breaches its covenant of quiet enjoyment.

Lessees generally indemnify the lessor for operating expenses accrued or payable during the term of the lease,
which normally include maintenance, operating, overhaul, airport and navigation charges, certain taxes, licenses,
consents and approvals, aircraft registration and hull all risks and public liability insurance premiums. Lessees are
obliged to remove liens on the aircraft other than certain liens permitted under the leases.

Operation of the Aircraft

Operating leases require the lessees to operate the aircraft in compliance with all laws and regulations
applicable to the aircraft. The aircraft generally must remain in the possession of the lessees, and any subleases of
the aircraft generally must be approved by the lessor. Under many leases, the lessees may enter intowdarter or “
lease” arrangements in respect of the aircraft (i.e., a lease with crew and services provided by the lessee) without the
lessor’s consent, provided that the lessee does not part with operational control of the aircraft. Under certain leases,
the lessee is permitted to enter into subleases to specified operators without the lessor’'s consent, provided that
certain conditions are met.

Leases generally permit lessees to subject the engines, and other equipment or components in certain cases, to
removal or replacement and, in certain cases, to pooling arrangements (temporary borrowing of equipment), in some
cases with permitted entities (which may include certain manufacturers, suppliers, other airlines or aircraft
operators) without the lessor’s consent but subject to conditions set out in the lease. Lessees may generally deliver
possession of the aircraft, engines and other equipment or components to the manufacturer for testing or similar
purposes, or to a third party for service, maintenance, repair or other work required or permitted under the lease.
The lessor’s ability to repossess the aircraft or engines, equipment or components from a sublessee, transferee,
manufacturer, or other person may be restricted by liens or similar rights of detention and by applicable bankruptcy
and insolvency laws.
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M aintenance and M aintenance Reserves

Operating leases generally contain detailed provisions specifying maintenance standards and the required
condition of the aircraft upon redelivery. In some leases, depending upon the specific maintenance condition of the
aircraft or specified items (airframe, engines, certain components, auxiliary power unit or landing gear) at
redelivery, the lessee may be required to make certain adjustment payments to the lessor. During the term of alease,
the lessee is required to ensure that the aircraft is maintained in accordance with an agreed maintenance program
designed to ensure that the aircraft meets applicable airworthiness and other regulatory requirementsin the
jurisdiction in which the aircraft is registered. The agreed maintenance program is generally performed by the lessee.

In some leases, the lessee is required to provide monthly maintenance reserves, which are used to reimburse the
lessee for significant maintenance charges, including major airframe and engine overhauls. In leases where thereis
no provision for the payment of maintenance reserves, the lessor must rely on the credit of the lessee or, if available,
any credit support, and the ability of the lessee to return the aircraft in the condition required by the lease upon
termination, to make any required payments based on the aircraft’'s return condition upon termination of the related
lease and to perform scheduled maintenance throughout the lease term.

Lessees are generally required under the leases to comply with “ADs”, or airworthiness directives, of the
applicable aviation authorities specified in the leases and with manufacturer’s service bulletins, and lessees primarily
bear the cost of compliance. However, the lessor may be required by the lease to contribute to the cost of certain
ADs or manufacturer’s service bulletins or to the cost above a specified threshold.

Indemnification and I nsurance of Aircraft
Liability Insurance

In addition to operational indemnities under the lease, operating leases require lessees to carry insurance for
any liabilities arising out of the operation of the aircraft, including liabilities for death or injury to persons and
damage to property that ordinarily would attach to the operator of the aircraft. Liability insurance coverage typically
includes third party legal liability, passenger legal liability, baggage legal liability, cargo legal liability, mail and
aviation general third party (including products) legal liability. Liability insurance coverage is generally subject to
customary industry exclusions.

In some jurisdictions liabilities for risks that lessees insure against may also attach to the owner of the aircraft
whether or not the owner is in any way responsible for the related loss. In addition, claimants may assert claims
against the aircraft owner on the basis of alleged responsibility for a loss. Operating leases generally require that
lessees indemnify owners against third party claims, including the costs of defending against such claims.
Indemnified losses include both aircraft operating costs as well as losses to persons and property resulting from the
operation of the aircraft. The latter types of losses are generally covered by the lessee’s liability insurance.

Aircraft Property I nsurance

Operating leases also require that lessees carry various types of aircraft property insurance that are customary
in the air transportation industry. The aircraft property insurance typically includes all risks aircraft hull and hull war
risks insurance (in each case at a stipulated lease value, subject to adjustment in certain circumstances) and aircraft
spares insurance (on a replacement cost basis). The lessor is permitted, in most cases, to increase the insured value
above the stipulated lease value consistent with industry practice with the lessee responsible for any increase in the
premium. In addition to the stipulated lease value coverage obtained by the lessee, the lessor may purchase “total
loss only” coverage for certain aircraft. Aircraft property insurance is also subject to customary industry deductions.

Operating leases generally include provisions defining an event of loss or a casualty occurrence so that where a

total loss of the airframe occurs, with or without loss of the engines installed on the airframe, the agreed value is
payable by the lessee. This payment is generally funded with insurance proceeds. However, the industry practice is
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to treat only aloss of greater than 75% of the value of the aircraft, including the engines, as atotal loss. In the case
of atotal loss of 75% or less of the value of the aircraft, the lessee is generally responsible for the payment of the
difference between the insurance proceeds and the stipul ated lease value. Where insurance proceeds do cover atotal
loss, most operating leases require that the lessor pay the balance of any insurance proceeds received under hull all
risks or war risks policies to the lessee, after deducting any amounts payable by the lessee under the lease.

Insurance certificates generally contain a breach of warranty endorsement. This endorsement ensures that
additional insureds continue to be protected even if the lessee violates one or more of the terms, conditions or
warranties of the insurance policies, provided that the additional insured has not caused, contributed to or knowingly
condoned such breach.

Operating leases may also require that |essees maintain, as part of their hull war and allied perils insurance,
coverage for confiscation or requisition of the aircraft. This includes confiscation or requisition by the relevant state
of registration. However, in certain countries (including France and China) such insurance may not be obtainable.

Contingent Liability Coverage

Lessors of aircraft under operating leases may obtain additional contingent liability coverage. This operates
both to cover any liability in excess of the coverage provided by alessee’s policy and where a lessee’s policy lapses
for any reason, including an early termination of a lease and repossession of an aircraft. The amount of the
contingent liability policies may not be the same as required under the relevant lease and is generally subject to
certain limitations imposed by the air transportation insurance industry.
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MSAF GROUP

MSAF is a special-purpose statutory business trust formed on October 30, 1997 under the laws of Delaware for
an unlimited duration for certain limited purposes. These limited purposes include (1) owning all of the equity
interest in various aircraft-owning subsidiaries and (2) acquiring, financing, re-financing, owning, leasing, re-leasing,
selling, maintaining and modifying the aircraft and any additional aircraft that MSAF acquires in the future. MSAF
group may also enter into certain hedging contracts as described under “Interest Rate Risk Management” and
establish and provide loans or guarantees to, or in respect of, its subsidiaries and any entities that may be established
or acquired in the future in connection with acquisitions of additional aircraft.

As of October 1, 2000, MSAF had ten direct subsidiaries: MSA I, MSA 1l, MSA 1ll, MSA IV, MSA V, MSA
VI, MSA VI, Aircraft SPC-5, Inc. (the dircraft-owning subsidiaries’), Greenfly (Ireland) Limited and Redfly
(UK) Limited (the ‘1easing subsidiaries’).

MSAF is governed by seven trustees, including four controlling trustees who are officers of an affiliate of
MSDW, two independent trustees and one Delaware trustee. 100% of the beneficial interest in MSAF is held by
MSDW Aircraft Holdings, an indirect wholly owned subsidiary of MSDW. MSDW Aircraft Holdings may transfer
all or a portion of its beneficial interest in MSAF to a third party in the future. For more information regarding the
ownership and governance of MSAF, see “Management of MSAF Group”.

Our registered office is located at 1100 North Market Street, Rodney Square North, Wilmington, Delaware

19890-0001 care of Wilmington Trust Company, attention: Corporate Trust Administration and our telephone
number is 1-302-651-1000.
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MANAGEMENT OF M SAF GROUP

Except to the limited extent described in this prospectus, particularly upon an event of default under the
indenture, neither the trustee nor any noteholder has any right to participate in the management or affairs of MSAF
group. In particular, they cannot supervise the functions relating to the leases and the re-lease of the aircraft in
MSAF’s portfolio, which have generally been delegated to ILFC under the amended and restated servicing
agreement. See “Risk Factors — No Executive Management — Reliance on Third Parties to Manage Our Business,”
“Description of the Notes — Indenture Covenants” and “Description of the Notes — Events of Default and

Remedies”.

Trustees

There are seven trustees of MSAF: a Delaware trustee, two independent trustees and four controlling trustees.
The controlling trustees manage MSAF. The controlling or independent trustees or directors, as applicable, of each
aircraft-owning subsidiary are the same persons as the controlling trustees and the independent trustees of MSAF,
unless any provisions of local law mandating a particular citizenship for trustees or directors require otherwise. The
initial controlling trustees and independent trustees were appointed by a subsidiary of MSDW. Any succeeding or
additional controlling trustees and independent trustees will be appointed by a majority of the then standing
controlling trustees. Transactions or proceedings involving certain insolvency proceedings of MSAF may only be
approved by a unanimous vote of all controlling trustees and all independent trustees.

The controlling trustees and the independent trustees of MSAF are as follows:

Name Age Title

Karl ESSIg . .o it e 48 Cdimigptrustee
Alexander C. Frank . ............ e, 42 Cdimgotrustee

A. Maurice MasOn . ...ttt 36 Codimiptrustee

C. SCOtt Peterson . ...t e e 40 dbngdrustee

Juan C.O'Callahan .......... ... . i 66 Independent trustee
Alexander C.Bancroft ........... ... i 62 Independent trustee

Karl Essig is a Managing Director and the co-head of the global Securitized Products Group at MSDW. Mr.
Essig joined MSDW in 1980 and has worked in the London, New York and Tokyo offices on corporate finance,
capital markets, derivatives and securitization transactions. In 1986 he founded Morgan Stanley’s Asset-Backed
Finance Group which he headed for five years. In 1992, Mr. Essig established the International Securitization
Group, focusing on transactions in Europe and Asia, and during 1999 was appointed co-head of the worldwide
business. Mr. Essig is a graduate of Stanford University and the Yale School of Management.

Alexander C. Frank is a Managing Director in the Corporate Treasury Department, and the Treasurer of
MSDW. Mr. Frank joined MSDW in 1985 and has worked in the New York and London offices, in the firm’s
Corporate Treasury and Corporate Tax Departments. In 1990 he established Morgan Stanley Treasury’'s European
Capital and Financing activity in London. In 1993 Mr. Frank assumed responsibility for the firm’s Global Capital
and Finance function and became the Treasurer for North and South American activities. In 1998, Mr. Frank was
appointed Treasurer of MSDW. Mr. Frank is a graduate of Dartmouth College and the University of Michigan
School of Business Administration.

A. Maurice Mason is a Managing Director in the Aircraft Group at Morgan Stanley & Co. International
Limited. He joined MSDW's Investment Banking Division in 1994 where he was responsible for MSDW'’s
corporate finance activities in the European transportation sector. Prior to joining MSDW, he spent over six years in
the capital markets group at GPA Group plc. Mr. Mason received a BA, BAI degree from Trinity College, Dublin.

C. Scott Peterson is a Managing Director in the Aircraft Group at Morgan Stanley & Co. International Limited.
Mr. Peterson joined MSDW in 1988 in the Fixed Income Division. In 1989 he established the Equipment Finance
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Group to focus on transactions backed by aircraft and other capital equipment and led both the Equipment Finance
and Liability Management Groups until his transfer to London in 1996. Mr. Peterson is a graduate of Oregon State
University and The Wharton School.

Juan C. O’Callahanis principa of JOCR, an aviation consultancy based in Connecticut. He joined The Boeing
Company in 1961 after a career as a fighter pilot with the United States Marine Corps and has since worked at
Pacific Air Lines, World Airways and GPA Group plc (having founded TAI, aforecasting and valuation consultancy
that was acquired by GPA in 1982). He has served on the boards of America West Inc., Avitas Inc., Pembroke
Capital Limited and WorldCorp Inc. Mr. O’Callahan is a graduate of the University of Pittsburgh, where he obtained
a BSc in Aeronautical Engineering.

Alexander C. Bancroft is a partner of the law firm of Shearman & Sterling. He specializes in the legal aspects
of the financing of aircraft and other transportation equipment. He joined Shearman & Sterling in 1964 after military
service and became a partner in 1973. Mr. Bancroft is a graduate of Harvard College and Harvard Law School.

The independent trustees are entitled to participate in all meetings of the controlling trustees but are only
entitled to vote on any action (1) to cause MSAF or any subsidiary of MSAF to institute any proceeding seeking
liquidation or insolvency or similar proceeding, (2) to consent to any liquidation, insolvency or similar proceeding
instituted against MSAF or any subsidiary of MSAF, (3) to take certain other actions related to insolvency matters,
and (4) to sell, transfer, or otherwise dispose of, directly or indirectly, any aircraft where the proceeds received from
such sale or transfer are less than certain targets set forth in the indenture. The unanimous consent of all the
controlling trustees and the independent trustees shall be required to take any action specified in clauses (1), (2) or
(3) above. See “Description of the Notes — Indenture Covenants — Bankruptcy and Insolvency”.

As is common with many other special purpose companies, MSAF will not have any employees or executive
officers. Accordingly, the controlling trustees will rely upon the servicer, the administrative agent, the cash manager,
the financial advisor and the other service providers for all asset servicing, executive and administrative functions
pursuant to the respective service provider agreements.

All trustees will be compensated for travel and other expenses incurred in the performance of their duties.
MSAF will pay each independent trustee $50,000 peum for their services. The controlling trustees will not
receive remuneration from MSAF for their services.

The controlling trustees have not received any additional cash or non-cash compensation as salary or bonus for
their services as controlling trustees. In the future, however, controlling trustees may receive an interest in the
beneficial interest of MSAF. None of the trustees of MSAF currently has an employment contract with MSAF.

Beneficial Ownership of M SAF

All of the beneficial interest in MSAF is currently owned by MSDW Aircraft Holdings, an indirect wholly-
owned subsidiary of MSDW, but MSDW Aircraft Holdings may transfer all or a portion of the beneficial interest to
related or unrelated third parties in the future.

The Servicer

ILFC and its affiliates cannot be held responsible for any liabilities of MSAF or its affiliates, including any
payments due to you on the notes.

ILFC is engaged in the leasing and management of commercial jet aircraft under operating leases for its own
portfolio as well as for third party lessors. As of December 31, 1999, adjusted to give effect to MSAF group’s
acquisition of all of its portfolio, the portfolio of aircraft managed by ILFC comprised 446 aircraft, of which ILFC
and its affiliates owned 357, valued at greater than $18 billion and operated by approximately 130 airlines in more
than 55 countries throughout the world. ILFC has committed to purchase a ®84l aifcraft from manufacturers,
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deliverable through 2007. In addition, ILFC is engaged in the remarketing of commercial jets for its own account,
for airlines and for third party lessors.

ILFC is headquartered in Los Angeles, California, from where its staff of approximately 95 employees handles
all of the leasing, management and remarketing relationships. ILFC’s management services include collecting rental
payments, arranging and monitoring aircraft maintenance performed by others, technical inspection of aircraft,
arranging and monitoring insurance, arranging for aircraft valuations, registration and deregistration of aircraft,
monitoring compliance with lease agreements and enforcement of lease provisions against lessees and facilitating

delivery and redelivery of aircraft. ILFC may also arrange the sale of its customers’ aircraft to third parties. See
“Risk Factors — Conflicts of Interest of ILFC".

The table below shows the different aircraft comprising the portfolio managed by ILFC as of December 31,
1999 by manufacturer and by whether the aircraft are owned and managed by affiliates of ILFC or managed for third
parties (including MSAF group), and giving effect to MSAF group’s acquisition of all its portfolio.

Other
MSAF ILFC Managed
Aircraft Type and Class Group Fleet(1) Third Parties Total
Airbus
A300 ... 2 6 — 8
A3L0 3 7 10
A3LO — 11 1 12
A320 . 6 44 1 51
AB2L 2 29 — 31
A330-200/300. . . ..ot e 1 23 — 24
AB40 . 1 11 — 12
Boeing
B737-300/400/50Q . ... ... 20 82 19 121
B737-600/700/80Q . ... ...t — 17 — 17
B747-300. . ... o 1 2 — 3
B747-400. . . ... . 1 11 — 12
B757-200. . .. ... 8 53 2 63
B767-200. . ... . 1 3 — 4
B767-300. . ... . 5 40 1 46
B777-200. . ... . — 9 — 9
MDD .. e e — 6 — 6
MD82 ... e e 1 — — 1
MD83 ... e 4 1 4 9
DC10-30 ...t — 2 — 2
Fokker N.V.
FoO . 2 — — 2
F70 . 3 = = 3
Total ... 61 357 28 446
Body Type
Widebody. .. ... ... 15 118 1 134
Narrowbody. . . ... ... 44 239 27 310
TUIDOPIOP . . oot 2 — — 2
Stage Compliance
Stage 3 . 61 357 28 446

(1) Certain aircraft included in the ILFC fleet are owned by joint ventures or pursuant to sale leaseback or other
arrangements in which unaffiliated parties have interests.
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ILFC provides services with respect to all of the aircraft in our portfolio (except where a substitute servicer
may perform the services as described below) under an amended and restated servicing agreement which, among
other things, provides that ILFC will act in accordance with applicable law and with directions given by MSAF
group from time to time in accordance with the servicing agreement. In addition ILFC agrees to perform its services
in accordance with the ILFC Services Standard and the ILFC Conflicts Standard, as described below.

Pursuant to the servicing agreement, ILFC will not be liable to MSAF group for any losses arising (1) asa
result of an aircraft or engine sold, leased or purchased on less favorable terms than might have been achieved at any
time, provided such transactions were entered into on the basis of a commercial decision of ILFC or (2) in respect of
ILFC'’s obligation to apply the ILFC Conflicts Standard in respect of its performance of the services, except, in
either situation, in the case of wilful misconduct or fraud on the part of ILFC. See “Risk Factors — Limitation on
ILFC'’s Liability”.

Aircraft Services

ILFC has agreed to:

e engage and maintain the necessary staff and supporting resources required to perform its services;

* grant MSAF group and its agent, access to its information, programs, records and personnel to enable
MSAF group to monitor its compliance with the servicing agreement and for general MSAF group
business; and

*  separate its own funds from the funds of any person within MSAF group.

ILFC provides a wide range of services to MSAF group, including:

» lease marketing, such as remarketing, lease drafting, negotiation and execution;

»  aircraft asset management, such as rent collection, aircraft maintenance, insurance, contract compliance
and enforcement against current lessees, and accepting delivery and redelivery of aircraft;

e current aircraft sales;
e arranging valuations and monitoring and advising MSAF group on regulatory developments;
» assisting MSAF group to stay in compliance with certain covenants under the indenture;

*  providing MSAF group with data and information relating to our aircraft and the commercial aviation
industry;

e assistance with any public or private offering and sale of refinancing notes or additional notes of MSAF;

* legal and other professional services relating to the lease, sale or financing of our aircraft, amendment
modification or enforcement of our aircraft lease; and

«  periodic reporting of operational, financial and other information on our aircraft and leases.
Operating Guidelines
ILFC does not have any fiduciary or other implied duties to you or MSAF group, and its obligations are limited

to the express terms of the servicing agreement. In accordance with the express terms of the servicing agreement,
ILFC will act in accordance with applicable law and with MSAF group’s directions.
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ILFC may exercise such authority as is necessary to give it a practicable and working autonomy in performing
the services and must also comply with the following two principal contractual standardsin performing its services.

@

)

ILFC must perform its services with reasonable care and diligence asif it were the owner of the aircraft
consistent with the customary commercial practice of a prudent international aircraft lessor in the
management servicing and marketing of commercial jet aircraft and related assets. Thisis referred to as
the “ILFC Services Standard”.

If a conflict of interest arises regarding ILFC’'s management, servicing or marketing of: (a) any two

aircraft in our portfolio or (b) any aircraft in our portfolio and any other assets owned, managed, serviced
or marketed by ILFC, ILFC is required to notify MSAF and perform the services in good faith. If the two
aircraft and other assets owned, managed, serviced or marketed by ILFC are substantially similar in terms
of objectively identifiable characteristics that are relevant for the particular services to be performed,

ILFC will not discriminate among the aircraft or between any of the aircraft in our portfolio and any other
aircraft then owned, managed, serviced or marketed by ILFC on an unreasonable basis. This is referred to
as the 'LFC Conflicts Standard”.

All transactions to be entered into by ILFC on behalf of MSAF group (other than with other persons within
MSAF group) must be at arm’s length and on fair market value terms unless otherwise agreed or directed by MSAF
group. Certain transactions or matters require the specific approval of MSAF group, including:

sales of (or commitments or agreements to sell) aircraft, other than as required by a lease;

the entering into of any new leases (including renewals or extensions, unless any such lease had originally
been approved) if the lease does not comply with any applicable operating covenants set forth under
“Description of the Notes — Operating Covenants”;

terminating any lease or leases to any single lessee with respect to aircraft then having a value in excess of
$100 million;

unless provided for in the applicable budget, entering into any contract for the modification or

maintenance of aircraft where the costs to be incurred (A) exceed the greater of (i) the estimated aggregate
cost of a heavy maintenance or structural check for similar aircraft and (ii) available maintenance reserves
or other collateral under the related lease or (B) are outside the ordinary course of MSAF group’s

business;

entering into any capital commitment or confirming any order or commitment to acquire or acquiring
aircraft or engines on behalf of MSAF group, except, with respect to a replacement engine or a spare part
for an aircraft, (A) if provided for in the applicable budget or (B) at such times and on such terms and
conditions as ILFC deems reasonably necessary or appropriate and in no greater quantity than that which
is required to enable the aircraft to be leased;

issuing any guarantee on behalf of, or otherwise pledging the credit for borrowed money of, any person
within MSAF group;

unless otherwise permitted, entering into any agreement for services to be provided in respect of aircraft
by third parties at MSAF group’s cost outside the ordinary course of ILFC’s business, except to the extent
provided for in the applicable budget; and

incurring or causing to be incurred on behalf of any person within MSAF group any liability (actual or
contingent), unless contemplated in the applicable budget, pursuant to a transaction of a type for which
MSAF group’s specific approval is otherwise required, or incurred in the ordinary course of MSAF
group’s business.
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Budgets

MSAF group will adopt an annual and a three-year budget each year for al aircraft. ILFC has agreed to use its
best efforts to achieve the annual budget for each year.

Management Fees and Servicer Expenses

ILFC receives the following fees:

« a monthly retainer fee equal to approximately $250,000,

« amonthly fee equal to 1% of the aggregate rent due for any month (or portion of a month), and

» amonthly fee equal to approximately 1.25% of the aggregate rent actually paid for the month.

In addition, ILFC receives certain incentive fees based on MSAF group results and aircraft sales. For the fiscal
year ended November 30, 1998 ILFC received $0.5 million in result-based incentive fees. For the fiscal year ended
November 30, 1999, no result-based incentive fees were paid to ILFC. There were no sales-based incentive fees for
either period.

ILFC also will be reimbursed for certain expenses incurred in connection with its performance of the services.

Term and Termination

For the 32 aircraft and one engine that we acquired in 1997 and 1998, the servicing agreement will expire on
May 26, 2023. For the 29 aircraft that we acquired in 2000, the servicing agreement will expire on May 1, 2025.

ILFC may terminate the servicing agreement if:
*  MSAF does not pay any amount payable by MSAF within five days of a delinquency notice;

*  MSAF or any of its subsidiaries shall materially breach any of their obligations under the servicing
agreement other than payment obligations;

» all of the public debt of the MSAF group is repaid or defeased in full in accordance with the terms of any
indenture;

« all of the aircraft in our portfolio are sold,;

* aninvoluntary proceeding under applicable bankruptcy, insolvency, receivership or similar law against
MSAF, any of its subsidiaries or a substantial part of the property or assets of any person within MSAF
group, continues undismissed for 120 days or any such person shall go into liquidation, suffer a receiver
or mortgagee to take possession of all or substantially all of its assets or have an examiner appointed over
it, or a petition or proceeding is presented for any of the foregoing and not discharged within 120 days; or

e avoluntary proceeding is commenced under bankruptcy, insolvency, receivership or similar law by MSAF
or any of its subsidiaries or MSAF or any of its subsidiaries, consents to the institution of, or fails within
120 days to contest the filing of, any petition described above, or files an answer admitting the material
allegations of any such petition, or makes a general assignment for the benefit of its creditors.

MSAF may terminate the servicing agreement if:

* ILFC materially breaches any of its obligations under the servicing agreement;
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e ILFC fails, within a reasonable period of time, to re-lease an aircraft upon the termination of any lease or
to sell an aircraft upon commercially reasonable written direction from MSAF;

« all of the public debt of the MSAF group is repaid or defeased in full in accordance with the terms of any
indenture;

« all of the aircraft in MSAF group’s portfolio are sold;

» arating decline occurs as a result of a change of control of ILFC;

* aninvoluntary proceeding under applicable bankruptcy, insolvency, receivership or similar law against
ILFC or any of its subsidiaries continues undismissed for 120 days or ILFC goes into liquidation, suffers a
receiver or mortgagee to take possession of all or substantially all of its assets or has an examiner
appointed over it or if a petition or proceeding is presented for any of the foregoing and not discharged
within 120 days; or

» avoluntary proceeding is commenced by ILFC under bankruptcy, insolvency, receivership or similar law
or ILFC consents to the institution of, or fails within 120 days to contest the filing of, any petition
described above, or files an answer admitting the material allegations of any such petition, or ILFC makes
a general assignment for the benefit of its creditors.

Except where ILFC terminates the servicing agreement because MSAF does not pay ILFC, the servicing
agreement may not be terminated unless a replacement servicer has been appointed and accepts such appointment.
In the event that a replacement servicer has not been appointed within 90 days after any termination of the servicing
agreement or resignation by ILFC, ILFC may petition any court of competent jurisdiction for the appointment of a
replacement servicer.

Assignment of Servicing Agreement

ILFC and MSAF may not assign their rights and obligations under the servicing agreement without each other’s
prior consent.

Priority of Payment of Servicing Fees and Reimbursable Expenditures
ILFC's fees and expenses rank senior in priority of payment to all payments on the notes.
Corporate M anagement
Administrative Agent

Cabot Aircraft Services Limited acts as the administrative agent of MSAF group. Cabot is an indirect wholly
owned subsidiary of MSDW.

Cabot is responsible for providing administrative, accounting, bank account management and calculation and
other services to MSAF. Cabot’s duties include:

* monitoring the performance of ILFC (including ILFC’s compliance with the servicing agreement) and
reporting on such performance to MSAF;

*  preparing annual budgets and presenting them to MSAF group for approval;
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*  preparing and coordinating reports to investors and to the Securities and Exchange Commission, including
preparing press releases and managing investor relations with the assistance of outside counsel and
auditors, if appropriate;

»  providing the trustee with information required by the trustee to provide its reports to the noteholders; and

e providing additional services upon the request of MSAF group upon terms to be agreed at the time of any
such request.

Cabot may delegate one or more of the above administrative services to a third party.

Cabot receives a monthly fee equal to 0.5% of the rental payments made by the lessees under the leases for
such month from MSAF group in respect of its services to MSAF group subject to an annual miniéa@d,000.
Cabot is entitled to indemnification by MSAF group for, and will be held harmless against, any loss or liability
incurred by Cabot arising out of or in connection with its provision of administrative services to MSAF group (other
than through its own deceit, fraud, gross negligence or wilful misconduct or that of its officers, directors, agents and
employees). MSAF group may remove Cabot at any time on 120 days’ written notice. Cabot may resign on 120
days’ written notice in certain circumstances.

Cash Manager

Bankers Trust Company acts as the cash manager. Subject to certain limitations and at the direction of MSAF
group, Bankers Trust is authorized to invest the funds held by MSAF group in the accounts in certain prescribed
investments (thepger mitted account investments’) on permitted terms.

Bankers Trust devotes the same amount of time and attention to and is required to exercise the same level of
skill, care and diligence in the performance of its services as a prudent businessperson would in administering such
services on its own behalf. Bankers Trust's annual fees are not expected to$&0;660 per mnum. Bankers
Trust is entitled to indemnification by MSAF group for, and will be held harmless against, any loss or liability
incurred by Bankers Trust (other than through its own gross negligence (or simple negligence in the handling of
funds), deceit, fraud or wilful misconduct or that of its officers, directors, agents and employees).

MSAF may remove Bankers Trust at any time on 90 days’ written notice as long as MSAF group has engaged
another person or entity to perform the services that were being provided by Bankers Trust. Bankers Trust may
resign on 90 days’ written notice as long as MSAF group has engaged another person or entity to perform the
services that were being provided by Bankers Trust.

Financial Advisor

Morgan Stanley & Co. Incorporated acts as the financial advisor. Morgan Stanley & Co. Incorporated is a
wholly owned subsidiary of MSDW.

The financial advisor is responsible for assisting MSAF group in developing and implementing its interest rate
risk management policies and developing models for the purposes of analyzing the financial impact of aircraft lease,
sale and capital investment decisions. The financial advisor receives a fee of $50,00Qpempayable monthly in
arrears in equal installments, from MSAF group in respect of its services to MSAF group. MSAF or the financial
advisor may terminate the financial advisory agreement on 30 days’ written notice.

Delaware Trustee
Wilmington Trust Company acts as agent for service of process in Delaware and signs certain filings with the

Delaware Secretary of State on behalf of MSAF group, other than Aircraft SPC-5, Inc. and the leasing subsidiaries.
Wilmington Trust maintains MSAF group’s principal place of business in Delaware.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

The selected consolidated financial information presented in the following table for the fiscal years ended
November 30, 1999 and 1998 and for the period from October 30, 1997 (date of formation) to November 30, 1997
has been derived from, and should be read in conjunction with, the audited consolidated financial statements of
MSAF group (including the notes thereto) which, together with the report of Deloitte & Touche, independent
accountants, are included elsewhere herein. The selected consolidated financial information for the nine months
ended August 31, 2000 and August 31, 1999 has been derived from, and should be read in conjunction with, the
unaudited financial statements of MSAF group (including the notes thereto) which, in the opinion of management,
reflect al adjustments, consisting of only normal, recurring adjustments, necessary for afair presentation of such
information and which have been prepared in accordance with the same accounting principles followed in the
presentation of MSAF group’s audited financial statements. The statement of operations information for the nine
months ended August 32000 is not necessarily indicative of the results that may be expected for the full fiscal
year.

Period from Nine Months
October 30, 1997 Fiscal Year Fiscal Year ended Nine Months
(date of formation) ended ended August 31, ended
to November 30, November 30, November 30, 1999 August 31, 2000
1997 1998 1999 (unaudited) (unaudited)

(Dollarsin thousands)
Statement of Operations Data:

Revenues:
Lease income, net.......... $ 4,747 $ 120,005 $ 114651 $ 87,031 $ 143,816
Investment income on
collection account. . . . ... — 2,156 1,845 1,344 2,544
Total revenues ............ 4,747 122,161 116,496 88,375 146,360
Expenses:
Interest expense ........... — 50,533 63,584 47,886 79,403
Depreciation expense . ... ... 43 38,876 47,060 35,295 60,127

Operating expenses:
Service provider and
other fees — 9,534 8,568 6,444 10,222
Maintenance and other

aircraft related costs ... — 2,969 5,216 5,446 13,651

Total expenses ............ 43 101,912 124,428 95,071 163,403
Net income/(loss) ............ $ 4,704 $ 20,249 $ 9B82) $ (6,696) $ (17,043)
Statement of Cash Flows Data:
Net cash provided by operating

activities. .. .............. $ — $ 83,941 $ 43607 $ 34,751 $ 62,949
Net cash used for investing

activities. .. .............. (6870) (887,315) — — (876,793)
Net cash provided by/(used

for) financing activities.. . . .. 66,370 838,224 (43,338) (32,009) 848,978
Balance Sheet Data:
Cash and cash equivalents ... .. $ — 3 34850 $ 35119 $ 37592 $ 70,253
Total Assets ................ 71,074 010,492 957,474 971,766 1,964,761
Total Liabilities ............. 66,369 057,241 1,012,155 1,025,211 1,958,474
Total Beneficial Interestholder’s

Equity/(Deficit) ........... 4,705 (4849) (54,681) (53,445) 6,287
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UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION

The following pro forma consolidated financial information of MSAF group consists of Unaudited Pro Forma
Consolidated Statements of Operations for the fiscal year ended November 30, 1999 and the nine months ended
August 31, 2000 (collectively, the “Pro Forma Statements”).

The Unaudited Pro Forma Consolidated Statements of Operations were prepared by adjusting the historical
consolidated statements of operations of MSAF group for the fiscal year ended November 30, 1999 and the nine
month period ended August 3000. The Unaudited Pro Forma Consolidated Statements of Operations give effect
to (1) MSAF group’s acquisition of 29 aircraft from a subsidiary of MSDW (27 of such aircraft were acquired by
MSDW from International Lease Finance Corporation, and the remaining 2 were acquired from GE Capital
Corporation); (2) adjustments necessary to reflect a full year of operations for the acquired aircraft and to record the
impact of certain purchase accounting adjustments; and (3) the issuance of the restricted notes and the redemption of
the Subclass A-1 Notes. The pro forma adjustments for the purposes of the statements of operations presentation
give effect to such transactions as though they had occurred at Decedi®@8.1,

The pro forma adjustments are based upon currently available information and certain assumptions that
management of MSAF group believes are reasonable under the circumstances. The Pro Forma Statements and
accompanying notes should be read in conjunction with the consolidated financial statements of MSAF group and
the notes thereto included elsewhere in this prospectus. The Pro Forma Statements do not purport to represent what
MSAF group’s results of operations would have actually been if the aforementioned transactions in fact had
occurred at the beginning of the period indicated or to project MSAF group’s results of operations at any future date
or for any future period.
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MORGAN STANLEY AIRCRAFT FINANCE AND SUBSIDIARIES
PRO FORMA CONSOLIDATED STATEMENTS OF OPERATIONS
Fiscal year ended November 30, 1999

(Unaudited)
MSAF Group  TheAcquired Pro Forma
Historical Aircraft®  Adjustments Combined
(Doallarsin thousands)
Revenues:
Leaseincome, nNet.........c.covvveviinnann. $ 114651 $ 117,722 $ 16,862 (2) $ 240,754
(8,481) (6)
Investment income on collection account ... .... 1,845 - 2,160 (2) 4,005
Totalrevenues ............. ... 116,496 117,722 10,541 244,759
Expenses:
Interestexpense . ... 63,584 - 68,263 (3) 131,847
Depreciationexpense . . ..., 47,060 40,247 12,962 (4) 100,269
Rentalexpense . ..., - 1,485 (1,485) (6) -
Operating expenses:
Service provider and otherfees . ............ 8,568 2,963 3,342 (5) 14,873
Maintenance and other aircraft related costs . . . 5,216 4,246 (4,241) (6) 5,221
Total eXPenses .. ... 124,428 48,941 78,841 252,210
Net (loss)fincome ..., $ (7932) $ 68,781 $ (68,300) $ (7,451)

(1) To record the acquisition of 27 aircraft from a subsidiary of MSDW. MSDW had previously acquired these
aircraft from International Lease Finance Corporation. The amounts in this column represent the combination
of the historical Schedules of Direct Revenues and Expenses relating to these acquired aircraft for the period
from January 1, 1999 to August 10, 1999 (the “Predecessor Schedules”) with those for the period from August
11, 1999 to November 30, 1999 (the “Successor Schedules”) (collectively, the “Combined Schedules”).

(2) To record additional revenues from the aircraft as if the acquisition had occurred on December 1, 1998 (as the
Combined Schedules only reflect the results for the eleven month period ended November 30, 1999), and to
record revenues associated with 2 additional aircraft acquired from a subsidiary of MSDW. MSDW had
previously acquired these aircraft from GE Capital Corporation.

(3) To record interest expense related to the issuance of the restricted notes (including approximately $9 million of
expenses associated with interest rate swaps), net of the elimination of approximately $26 million of interest
expense associated with the redemption of the Subclass A-1 Notes.

(4) To adjust depreciation expense for the period from January 1, 199@ts3tA.0,1999 to reflect the step-up in
the basis of the 27 aircraft acquired and to record the expenses associated with the 2 additional aircraft
acquired from a subsidiary of MSDW.

(5) To record additional servicing fees payable to ILFC had the aircraft been acquired on December 1, 1998. Such
additional servicing fees were calculated as a percentage of lease income in accordance with the terms of the
servicing agreement.

(6) To conform certain accounting policies used in the Predecessor Schedules with respect to overhaul receipts and
reimbursements, and to eliminate the rental expense associated with an aircraft formerly subject to a sale-
leaseback transaction.
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MORGAN STANLEY AIRCRAFT FINANCE AND SUBSIDIARIES
PRO FORMA CONSOLIDATED STATEMENTS OF OPERATIONS
For the nine months ended August 31, 2000

(Unaudited)
MSAF Group  TheAcquired Pro Forma
Historical Aircraft(l)  Adjustments Combined
(Dollarsin thousands)
Revenues:
Leaseincome, net...........covviinnnnnn.. $143,816 $32,204 $5,762 (2) $181,782
Investment income on collection account .. .. ... 2,544 - 630 ) 3,174
Totalrevenues ..., 146,360 32,204 6,392 184,956
Expenses:
Interest expense ...t 79,403 - 20,705 (3) 100,108
Depreciation eXpense . .. ..ot 60,127 13,186 2,333 (2) 75,646
Operating expenses:
Service provider and otherfees ............. 10,222 1,196 208 (4) 11,626
Maintenance and other aircraft related costs . . . 13,651 2 - 13,653
Total eXpenses . .....ooovvii i 163,403 14,384 23,246 201,033
Net (loss)/income ..., ($17,043) $17,820  ($16,854) ($16,077)

@

@)

®3)

(4)

To record the acquisition of 27 aircraft from a subsidiary of MSDW. MSDW had previously acquired these
aircraft from International Lease Finance Corporation. The amounts in this column represent the historical
Schedules of Direct Revenues and Expenses relating to these 27 acquired aircraft for the period from December
1, 1999 to February 29, 2000.

To record revenues and expenses generated by the 27 aircraft for the period from March 1, 2000 to the date
such aircraft were acquired by MSAF group, and to record revenues and expenses associated with 2 additional
aircraft acquired for a subsidiary of MSDW. The operating results of these 29 aircraft subsequent to the date
of acquisition by MSAF group are included in the “MSAF Group Historical” column.

To record interest expense related to the issuance of the restricted notes (including approximately $2 million of
expenses associated with interest rate swaps), net of the elimination of approximately $3 million of interest
expense associated with the redemption of the Subclass A-1 Notes.

To record additional servicing fees payable to ILFC had the aircraft been acquired on December 1, 1998. Such
additional servicing fees were calculated as a percentage of lease income in accordance with the terms of the
servicing agreement.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Introduction

The MSAF group entities were organized in late 1997 and since that time their principal business activity has
been the acquisition of aircraft and the placement of such aircraft on operating lease. MSAF group’s future business
is expected to consist principally of aircraft operating lease activities, acquisitions of additional aircraft and sales of
aircraft. Cash flows generated from such activities will be used to service interest and principal on the notes, any
refinancing notes and any additional notes but only after various expenses of MSAF group have been paid for,
including any taxes, obligations to lessees including maintenance obligations, fees and expenses of ILFC and other
service providers and payments to MSAF group’s interest rate swap counterparties.

MSAF group’s ability to generate sufficient cash from its aircraft assets to service the notes will depend
primarily on (1) the rental rates it can achieve on leases and the lessees’ ability to perform according to the terms of
those leases and (2) the prices it can achieve on any aircraft sales. MSAF group’s ability to service the notes will
also depend on the level of its operating expenses, including maintenance obligations which will increase as the
aircraft age, and on any unforeseen contingent liabilities arising.

MSAF group’s cash receipts and disbursements are determined, in part, by the overall economic condition of
the operating leasing market. The operating leasing market, in turn, is affected by various cyclical factors including
the level and volatility of interest rates, the availability of credit, fuel costs and general and regional economic
conditions affecting lessee operations and trading; manufacturer production levels; passenger demand; retirement
and obsolescence of aircraft models; manufacturers exiting or entering the market or ceasing to produce aircraft
types; re-introduction into service of aircraft previously in storage; governmental regulation; and air traffic control
infrastructure constraints such as limitations on the number of landing slots.

MSAF group’s ability to compete against other lessors is determined, in part, by (1) the composition of its fleet
in terms of mix, relative age and popularity of the aircraft types, (2) operating restrictions imposed by the indenture
and (3) the ability of other lessors, who may possess substantially greater financial resources, to offer leases on more
favorable terms than MSAF group.

Any statements contained herein that are not historical facts, or that might be considered an opinion or
projection, whether expressed or implied, are meant as, and should be considered, forward-looking statements as
that term is defined in the Private Securities Litigation Reform Act of 1995. Forward-looking statements are based
on assumptions and opinions concerning a variety of known and unknown risks. If any assumptions or opinions
prove incorrect, any forward-looking statements made on that basis may also prove materially incorrect.

Acquisition of Additional Aircraft

On March 15, 2000, MSAF group acquired a portfolio of 29 commercial aircraft from subsidiaries of MSDW.
All but one of the 29 aircraft were delivered on March 15, 2000. The remaining aircraft, a B737-300 on lease to
Lithuanian Airlines, was subject to a financing that terminated on April 24, 2000 and delivered to MSAF group on
May 1, 2000. All of these aircraft were subject to lease contracts with 24 lessees in 16 countries. The acquisition
was financed by the issuance of additional securitized notes and by a capital contribution from an indirect wholly-
owned subsidiary of MSDW.

The Aircraft
As of October 1, 2000, the total number of aircraft owned by MSAF group was 61 aircraft and an engine, of

which 60 aircraft and the engine were subject to lease contracts with 41 lessees in 25 countries. The aircraft under
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one of the lease contracts had not been delivered to the respective lessee. The off-lease aircraft was undergoing
mai ntenance work.

L essee Difficulties

The following discussion gives effect to MSAF’s acquisition of aircraft on March 15, 2000, and is as of
October 1, 2000.

As of October 1, 2000, five lessees were in arrears. The eight aircraft on lease to these lessees represented
11.6% of the portfolio by appraised value as of November 30, 1999. The total amount outstanding and overdue for
the five lessees in respect of rental payments, maintenance reserves and other miscellaneous amounts due under the
leases was $3.5 million, of which $1.9 million related to rental payments and $1.6 million related to maintenance
reserves. We held security deposits of $3.7 million against these arrears. The current arrears amount represented
1.5% of annual lease rental payments. The weighted average number of days past due of such arrears was 52 days.
TransAer filed for bankruptcy on October 20, 2000. For further information see “—Recent Developments —
Bankruptcy of TransAer”.

Regional Analysis of Existing Arrears

The categorization of countries into geographical regions, Developed Markets, Emerging Markets and Other is
determined using Morgan Stanley Capital International designations.

%

Appraised Current
Region Value No. of Countries No. of Aircraft No. of Lessees Arrears Security Deposit
$ M $ M

Developed Europe 3.1% 1 2 1 14 1.0

North America 2.9% 1 3 1 0.7 1.0

Pacific - 0 0 0 0.0 0.0
Emerging Europe and Middle

East 3.1% 2 2 2 1.0 1.2

Asia - 0 0 0 0.0 0.0

Latin America - 0 0 0 0.0 0.0
Other Other 2.5% 1 1 1 0.4 0.5

TOTAL ARREARS 11.6% 5 8

5 35 37

Europe (Developed)

As of October 1, 2000, MSAF group leased 27.4% of the portfolio by appraised value as of November 30, 1999
in the Europe (Developed) region. At October 1, 2000, one of the five lesseesin arrears was based in thisregion. In
January 2000, TransAer, alessee based in Ireland, restructured rental and maintenance arrears into a note payable of
$1.4 million. All of these restructured payments were due but unpaid on October 1, 2000. MSAF group held
security deposits of $1.0 million against these arrears. In addition, it held maintenance reserves of $3.8 million.
These aircraft, both A320-200s, represented 3.1% of the portfolio by appraised value as of November 30, 1999. See
“— Restructured Arrears” below for a further discussion of these arrears.

North America (Developed)
As of October 1, 2000, MSAF group leased 15.4% of the portfolio by appraised value as of November 30,
1999 in the North America (Developed) region. As of October 1, 2000, one of the five lessees in arrears was based

in the North America region. As of October 1, 2000, TWA, a lessee based in the U.S.A., owed rental arrears of
$0.7 million against which MSAF group held security deposits of $1.0 million. This lessee habitually makes its
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rental payments approximately one week later than its contracted due date and thisis, therefore, not deemed to be a
receivablesissue. These three aircraft, one MD-82 and two MD-83s, represent a total of 2.9% of the portfolio by
appraised value as of November 30, 1999.

Pacific (Developed)

As of October 1, 2000, MSAF group leased 11.3% of the portfolio by appraised value as of November 30,
1999 in the Pacific (Developed) Region. As of October 1, 2000, none of the lessees in this region were in arrears.

Europe and Middle East (Emerging)

As of October 1, 2000, MSAF group leased 7.8% of the portfolio by appraised value as of November 30, 1999
in the Europe and Middle East (Emerging) region. As of October 1, 2000, two of the five lesseesin arrears were
based in thisregion. As of October 1, 2000, Air Alfa, alessee based in Turkey, owed total arrears of $0.7 million,
of which $0.3 million related to rental payments and $0.4 million related to maintenance reserves. As of October 1,
2000, M SAF group held a security deposit of $0.7 million against these arrears. The aircraft, an A321-100,
represents 2.0% of the portfolio by appraised value as of November 30, 1999. The other lessee, Travel Service,
based in the Czech Republic, owed maintenance arrears of $0.3 million as at October 1, 2000, against which MSAF
group held a security deposit of $0.5 million. Thisaircraft, a B737-400, represents 1.1% of the portfolio by
appraised value as of November 30, 1999.

Asia (Emerging)

As of October 1, 2000, MSAF group leased 16.5% of the portfolio by appraised value as of November 30,
1999 in the Asia (Emerging) region. As of October 1, 2000, none of these lessees were in arrears.

Latin America (Emerging)

As of October 1, 2000, MSAF group leased 5.0% of the portfolio by appraised value of the portfolio as of
November 30, 1999 in the Latin America (Emerging) region (all in Mexico). As of October 1, 2000, none of the
current lessees in this region were in arrears.

Other

As of October 1, 2000, MSAF group leased 15.6% of the portfolio by appraised value as of November 30,
1999 in the Other region. Asof October 1, 2000, one of the five lessees in arrears was based in this region. As of
October 1, 2000, Air Atlanta Icelandic, alessee based in Iceland, owed total arrears of $0.4 million, of which $0.1
million related to rental payments and $0.3 million related to maintenance reserves. As of October 1, 2000, MSAF
group held a security deposit of $0.5 million against these arrears. The aircraft, a B747-300, represents 2.5% of the
portfolio by appraised value as of November 30, 1999.

Restructured Arrears

A former Brazilian lessee, VARIG, negotiated an early termination of its lease of a B747-300 aircraft in July
1999. Thetotal amount of rental payments and maintenance reserves due under this lease, at the date of the
termination agreement, was $4.8 million against which MSAF group drew down a security deposit of $1.1 million.
Under the terms of the termination agreement, VARIG is scheduled to repay $10.8 million over eight yearsto offset
arrears of $4.8 million and approximately $6.0 million for maintenance and downtime costs. Provided no default
has occurred by October 2005 under this note payable, the total remaining payments will be reduced by
approximately $1.1 million on a pro-rata basis between October 2005 and October 2007, the scheduled final
payment date under the note. As of October 1, 2000, VARIG had made all payments due under the note payable.
This aircraft represented approximately 2.5% of the portfolio by appraised value as of November 30, 1999.
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In January 2000, TransAer, alessee based in Ireland, restructured rental and maintenance arrears for two A320-
200 aircraft into a note payable of $1.4 million. The terms of the restructuring agreement were that amounts totaling
$1.4 million would be repaid during June and July 2000, but these amounts remained unpaid as of October 1, 2000.
On October 20, 2000, TransAer filed for bankruptcy. For more information regarding this, see “— Recent
Developments — Bankruptcy of TransAer”.

Airworthiness Directive

On September 14, 2000, the United States Federal Aviation Administration (FAA) announced a proposal for
the long-term redesign of the Boeing 737 rudder system and several short-term initiatives designed to enhance
rudder safety on all Boeing 737 models. The redesign would increase the overall safety of the B737 by simplifying
the rudder system and eliminating a range of both previously known and recently discovered failure possibilities. It
may be some time before the FAA issues a formal airworthiness directive (AD). There are currently twenty B737
aircraft in the portfolio, together representing 23.0% of the portfolio by appraised value as of November 30, 1999.
One of the twenty B737 aircraft is currentlff-ease, but under the remaining nineteen leases all costs of
compliance with Airworthiness Directives are the obligation of the lessees.

The FAA issued an airworthiness directive in each of July and A2@& requiring special detailed
inspections to detect cracking of the main deck cargo door frames of Pemco-converted Boeing 737-200 and 737-300
freighters. The FAA is now considering further airworthiness directives to supersede the first two airworthiness
directives, the result of which may be a requirement to replace the main deck cargo door frames. There are two
aircraft in the portfolio, which may be subject to the findings of the FAA, together representing 2.0% of the portfolio
by appraised value as of November 30, 1999. Under the lease of the first aircraft, all costs of compliance with
airworthiness directives are the obligation of the lessee. Under the lease of the second aircraft, the costs of
compliance of this potential airworthiness directive are to be shared by lessor and lessee.
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Results of Operationsfor the Nine Months Ended August 31, 2000 and the Nine Months Ended August 31,
1999

MSAF group’s results of operations for the nine months ended Augu208@,and the nine months ended
August 31,1999 are discussed below. The results are not directly comparable due to MSAF group’s acquisition of a
portfolio of 29 commercial aircraft from MS Financing IndMi(SF”), an indirect wholly owned subsidiary of
MSDW during the nine month period ended AugustZ2N0. See “— Acquisition of Additional Aircraft”.

Net Loss

For the nine month period ended August 100, MSAF group incurred a net loss of $(17.0) million, as
compared to a net loss of ($6.7) million for the nine month period ended Augd®9®1,The increase in net loss
reflects higher interest, depreciation and operating expenses, partially offset by an increase in lease income.

MSAF group is a Delaware business trust treated as a branch of MSF for U.S. federal, state and local income
tax purposes. As such, MSAF group is not subject to U.S. federal, state and local income taxes.

Lease Income

Lease income for the nine month period ended Augus2(B10 amounted to $143.8 million as compared to
$87.0 million for the nine month period endedglist 311999. The increase in lease income is primarily due to
MSAF group’s acquisition of 29 commercial aircraft, partially offset by a reduction in lease revenue associated with
aircraft on ground, coupled with a release of excess maintenance reserves associated with certain of MSAF group’s
former lessees.

MSAF group’s operating results for the nine month period ended Augug08Q,included provisions for
doubtful accounts totaling $1.1 million. Such provisions were recorded by MSAF group due to financial difficulties
experienced by certain of MSAF group’s former lessees whose aircraft have already been repossessed (see “—
Lessee Difficulties”). Provisions for doubtful accounts were $7.2 million in the nine month period ended August 31,
1999. Lease income may decline in future periods due to potential lessee defaults and arrears including those
discussed above.

MSAF group records the cash prepayments made by lessees for maintenance as a component of the liability for
maintenance account which appears on the Interim Condensed Consolidated Balance Sheets. When the lessee incurs
maintenance expenditures, MSAF group must return a corresponding amount of the prepayment to the lessee. At this
time, MSAF group will forward cash to the lessee, with a corresponding decrease to the liability for maintenance
account. MSAF group will only reimburse the lessee for the cost of maintenance expenditures to the extent that
sufficient prepayments have been made by the lessee. At the time an aircraft is re-leased to a new lessee, an
assessment is made of the expected maintenance reserve requirements; any excess reserve is then released to lease
income. MSAF group released $7.7 million of excess maintenance reserves to lease income in the nine month period
ended August 312000. In the nine month period endedglist 31,1999, MSAF group released $1.6 million of
excess maintenance reserves which were received from certain of its former lessees.

I nvestment I ncome

Investment income for the nine month period ended Augu2(BX) amounted to $2.5 million as compared to
$1.3 million in the nine month period ended AugustT399. Investment income represents interest income on
MSAF group’s cash and cash equivalents. Investment income has increased due to a higher level of cash and cash
equivalents in connection with MSAF group’s acquisition of 29 commercial aircraft. Such cash balances primarily
consist of security deposits and advance rental payments made by certain lessees.
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Interest Expense

Interest expense, including swap costs of $0.5 million, amounted to $79.4 million for the nine month period
ended August 31, 2000. Interest expense, including swap costs of $4.2 million, amounted to $47.9 million for the
nine month period ended August 31, 1999. Interest expense relates to the interest paid on the notes which were
issued on March 3, 1998 and the restricted notes. The increase in interest expense is primarily due to the restricted
notes, which were issued on March 15, 2000, coupled with a higher average interest rate on the existing notes. The
weighted average interest rate on MSAF group’s notes payable during the nine month period ended Augud@Q,
was 6.87% as compared to 5.99% during the nine month period ended Audi®8B1ieflecting a higher interest
rate environment. The average principal balance in respect of MSAF group’s notes payable during the nine month
period ended August 32000 was $1,562.0 million as compared to $963.9 million during the nine month period
ended 31 August,999.

As of August 312000, MSAF group was a party to thirteen interest rate swaps with Morgan Stanley Capital
Services Inc. M SCS"), a wholly owned subsidiary of MSDW. In eleven of these swaps, MSAF group paid a fixed
monthly coupon and received one month LIBOR on a notional balance of $1,600 million and in two of these swaps,
MSAF group paid one month LIBOR and received a fixed monthly coupon on a notional balance of $200 million.

Nine of the swaps, having an aggregate notional principal amount of $1,400 million, are accounted for as
hedges of the notes. Under these swap arrangements, MSAF group pays fixed and receives floating amounts on a
monthly basis. The fair value of the liability assumed relating to those swaps which are being accounted for as
hedges is deferred and recognized when the offsetting gain or loss is recognized on the hedged transaction. This
amount and the differential payable or receivable on such interest rate swap contracts, to the extent such swaps are
deemed to be effective hedges for accounting purposes, are recognized as an adjustment to interest expense.

The remaining four swaps have an aggregate gross notional principal amount of $400 million. Under these
swap arrangements, MSAF group pays/receives fixed and receives/pays floating amounts on a monthly basis. MSAF
group has determined that these swaps do not qualify for hedge accounting. The fair value of the liability assumed
related to these swaps is accounted for on a mark-to-market basis with changes in fair value reflected in interest
expense.

See “— Interest Rate Risk Management” below for more information regarding MSAF group’s swaps positions
and hedging policy.

Depreciation

Depreciation expense for the nine month period ended Augug08@,amounted to $60.1 million as
compared to $35.3 million in the nine month period endaeguat 31,1999. The increase is attributable to MSAF
group’s acquisition of 29 commercial aircraft.

Operating Expenses

Service Provider and Other Fees. Service provider and other fees for the nine month period ended August 31,
2000 were $10.2 million as compared to $6.4 million in the nine month period endedt/811999. The
increase in the nine month period ended AugusBQ0 reflects certain fees and expenses incurred in connection
with MSAF group’s acquisition of 29 commercial aircraft from MSF. The increase also reflects a higher aircraft
servicing fee paid to ILFC, which amounted to $5.0 million in the nine month period ended Aud2@®@and
$4.0 million in the nine month period ended AugustI399. The higher fees paid to ILFC in the nine month
period ended August 32000 reflected the increased fleet size as a result of the acquisition of 29 commercial
aircraft, partially offset by a reduction in fees due to the lower rental revenues generated by the remainder of the
fleet as a result of aircraft on the ground during the period.
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Maintenance and Other Aircraft Related Costs. Maintenance and other aircraft related costs for the six month
period ended August 31, 2000 were $13.7 million as compared to $5.4 million for the nine month period ended
August 31, 1999. The increase was primarily attributable to certain maintenance and redelivery costs incurred by
MSAF group associated with two aircraft previously leased to Oman Air, one aircraft previously leased to TAESA
and provisions for certain maintenance and redelivery costs associated with the aircraft previously subject to a sales-
type capital lease with B.R.A. See “— Lessee Difficulties”. This was partially offset by the receipt of $4.0 million
in settlement of an insurance claim under MSAF group’s Technical Records Policy relating to the aircraft previously
leased to Guyana Airways.

Included within maintenance and other aircraft related costs were insurance, re-leasing and other costs incurred
in the nine month period ended August 3000, which amounted to $1.2 million, as compared to $2.0 million for
the nine month period ended August 3399.

Results of Operationsfor the Year Ended November 30, 1999 and the Year Ended November 30, 1998

MSAF group’s results of operations for the year ended November 30, 1999 (“Fiscal 1999")are not directly
comparable to those of the year ended November 30, 1998 (“Fiscal 1998”) as MSAF group did not own its aircraft
portfolio throughout Fiscal998. In addition, the notes were issued on March 3, 1998 and accordingly, MSAF
group did not incur any interest expense for the first three months of Fiscal 1998.

Net (Loss) /Income

MSAF group incurred a net loss of $7.9 million in Fiscal 1999 as compared to net income of $20.2 million in
Fiscal 1998. The decrease in net income primarily reflects higher levels of interest expense, depreciation expense
and maintenance and other aircraft related costs in Fiscal 1999.

MSAF group is a Delaware business trust treated as a branch of MSF for U.S. Federal, state and local income
tax purposes. As such, MSAF group is not subject to U.S. Federal, state and local income taxes.

Lease Income

Lease income for Fiscal 1999 amounted to $114.7 million as compared to $120.0 million in Fiscal 1998.
MSAF group’s lease income for Fiscal 1999 were adversely affected by provisions for doubtful accounts
aggregating $6.4 million. Such provisions were recorded by MSAF group due to financial difficulties experienced
by certain of its existing lessees, as well as to reserve against amounts owed to MSAF group by certain of its former
lessees whose aircraft have already been repossessed (see “Lessee Difficulties”). Provisions for doubtful accounts
amounted to $0.7 million for Fiscal 1998. The increase in provisions for doubtful accounts were partially offset by
an increase in lease revenues, as MSAF group did not own all of the aircraft throughout9Bical

Lease income also includes certain maintenance reserve amounts which are received from certain of MSAF
group’s lessees. MSAF group records the cash prepayments made by lessees for maintenance as a component of the
liability for maintenance account which appears on the Consolidated Balance Sheets. When the lessee incurs
maintenance expenditures, MSAF group must return a corresponding amount of the prepayment to the lessee. At this
time, MSAF group will forward cash to the lessee, with a corresponding decrease to the liability for maintenance
account. MSAF group will only reimburse the lessee for the cost of maintenance expenditures to the extent that
sufficient prepayments have been made by the lessee. At the time an aircraft is re-leased to a new lessee, an
assessment is made of the expected maintenance reserve requirements; any excess reserve is then released to lease
income.
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I nvestment I ncome

MSAF group earned investment income of $1.8 million in Fiscal 1999 as compared to $2.2 million in Fiscal
1998. Investment income has declined as the excess cash held in March 1998 was utilized to acquire an additional
aircraft during Fiscal 1998, aswell as the return of excess cash to investorsin respect of an undelivered aircraft.

Interest Expense

Interest expense, including swap costs of $5.3 million as compared to $2.2 million in Fiscal 1998, amounted to
$63.6 million in Fiscal 1999 as compared to $50.5 million in Fiscal 1998. Interest expense relates to the cost of the
notes which were issued on March 3, 1998. The weighted average interest rate on the Subclass A-1 to D-1 notes
during Fiscal 1999 was 6.03% as compared to 6.33% in Fiscal 1998. The average debt in respect of the Subclass A-|
to D-1 notes outstanding during Fiscal 1999 was $956.0 million as compared to $1,012.2 million in Fiscal 1998.
Interest expense is higher in Fiscal 1999 because the notes were issued on March 3, 1998 and accordingly, MSAF
group did not incur any interest expense for the first three months of Fiscal 1998.

As of November 30, 1999, MSAF group was a party to seven interest rate swaps with MSCS. In five of these
swaps, MSAF group paid a fixed monthly coupon and received one month LIBOR on a notional balance of $900
million and in two of these swaps, MSAF group paid one month LIBOR and received afixed monthly coupon on a
notional balance of $200 million.

MSAF group was a party to one additional interest rate swap with MSCS with a notional balance of $100
million that matured on November 15, 1999. In that swap M SAF group paid a fixed monthly coupon and received
one month LIBOR.

All eight original swaps were originally entered into by MSCS, with an internal swaps desk as the counterparty,
on November 12, 1997 and February 19, 1998, respectively. On March 3, 1998, all eight of the original swaps were
assigned to MSAF group by MSCS and on such date such swaps had an aggregate fair value of approximately
$(15.3) million. No consideration was paid to or received by MSAF group in connection with the assumption of
these swap positions. MSAF group has recorded the assumption of these interest rate swaps at their fair value by
recognizing aliability within other liabilities in its Consolidated Balance Sheets, with a corresponding charge to
deemed distribution, a component of Beneficial Interestholder’s Deficit.

Three of the original swaps assumed from MSCS having an aggregate notional principal amount of $700
million were accounted for as hedges of its obligations under the notes. Under these swap arrangements MSAF
group paid fixed and received floating amounts on a monthly basis. The fair value of the liability assumed relating to
those swaps was deferred and recognized when the offsetting gain or loss was recognized on the hedged transaction.
This amount and the differential payable or receivable on such interest rate swap contracts, to the extent such swaps
were deemed to be effective hedges for accounting purposes, were recognized as an adjustment to interest expense.
The portion of these swaps not deemed to be hedges for accounting purposes were accounted for on a mark-to-
market basis with changes in fair value reflected in interest expense.

The remaining four swaps assumed by MSAF group had an aggregate gross notional principal amount of $400
million at November 30, 1999. Under these swap arrangements, MSAF group paid/received fixed and received/paid
floating amounts on a monthly basis. MSAF group determined that these swaps do not qualify for hedge accounting.
The fair value of the liability assumed related to these swaps is accounted for on a mark-to-market basis with
changes in fair value reflected in interest expense.

Notwithstanding the different accounting treatments for the various swaps, all eight swaps were required to
hedge MSAF group’s interest rate exposure on an economic basis. In November 1997, MSAF group had contracted
to purchase the aircraft and their associated fixed rate leases but, prior to the time of pricing the notes, was exposed
to movements in interest rates with respect to its anticipated liabilities under the notes. Accordingly, in November
1997, six swaps with a notional balance of $1,000 million were entered into by MSCS under which MSAF group
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would pay fixed amounts and receive floating amounts. Once the notes were priced in February 1998, MSAF group
could determine that to hedge the interest rate exposure associated with its variable rate debt it required swaps with a
notional balance of approximately $800 million. Accordingly, in February 1998, M SCS entered into re-balancing
swaps with anotional amount of $200 million under which M SAF group would pay floating amounts and receive
fixed amounts.

The net economic effect of assigning all eight swaps with a gross notional amount of $1.2 billion to MSAF
group on March 3, 1998 was to fix MSAF group’s interest rate liability at November 12, 1997, shortly after the date
MSAF group incurred its exposure to movements in interest rates when it agreed to purchase the aircraft with
associated fixed rate leases. See “— Interest Rate Risk Management” below for more information regarding MSAF
group’s swaps positions and hedging policy.

Depreciation

The charge for depreciation in Fiscal 1999 amounted to $47.1 million as compared to $38.9 million in Fiscal
1998. The increase in Fiscal 1999 reflects that MSAF group did not own all of the aircraghthubthe entire
Fiscal 1998 period.

Operating Expenses

Service Provider and Other Fees. Service provider and other fees for Fiscal 1999 were $8.6 million as
compared to $9.5 million in Fiscal 1998. The most significant element in both periods was the aircraft servicing fee
paid to ILFC, which amounted to $5.2 million in Fiscal 1999, and $6.0 million in Fiscal 1998. The fee paid in Fiscal
1998 included an initial upfront fee of $2.0 million paid to ILFC at the inception of the Servicing Agreement. MSAF
group’s service provider expenses also included $1.6 million in respect of administrative agency and cash
management fees in Fiscal 1999 as compared to $1.3 million in Fiscal 1998. These fees were lower in Fiscal 1998 as
MSAF group did not own all of the aircraft throughout that period.

Maintenance and Other Aircraft Related Costs. Maintenance and other aircraft related costs in Fiscal 1999
amounted to $5.2 million as compared to $3.0 million in Fiscal 1998. The increase in Fiscal 1999 primarily reflected
additional maintenance and redelivery costs incurred by MSAF group associated with an aircraft previously leased
to Guyana Airways. Such costs were necessary to prepare the aircraft for a new lessee. In the next six months it is
likely that maintenance disbursements will increase due to an increase in the number of anticipated maintenance
events.

Included within maintenance and other aircraft related costs were insurance, re-leasing and other costs which
amounted to $2.5 million in Fiscal 1999 as compared to $1.0 million in Fiscal 1998. The increase reflects a higher
level of re-leasing events during Fiscal 1999. It is expected that re-leasing costs will increase proportionately over
the next several months due to costs relating to reconfiguring aircraft for new lessees upon redelivery.

Results of Operationsfor the Year Ended November 30, 1998 and the Period from October 30, 1997

MSAF group’s results of operations for Fiscal 1998 and the period from October 30, 1997 (date of formation)
to November 30, 1997 (“Fiscal 1997") are discussed below. The results for Fiscal 1998 and Fiscal 1997 are not
directly comparable since Fiscal 1997 only reflects one month of operations.

Net Income

Net income for Fiscal 1998 was $20.2 million. Fiscal 1997's net income was $4.7 million.
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Lease Income

Lease income for Fiscal 1998 amounted to $120.0 million. Many of the aircraft were not owned by MSAF
group for the entire year. During the year, there was aloss in lease rental revenues caused by four aircraft on the
ground (“AOG") ($2.0 million). Four aircraft had been repossessed from Western Pacific Airlines, Transaero and
Pan Am Airlines (formerly Carnival) but were all subject to signed lease agreements as of November 30, 1998. The
four aircraft were placed on lease with Olympic Airways, VASP, TAESA and Flying Colours. Part of the AOG
period was spent performing maintenance work on all four aircraft prior to re-leasing.

Lease income for Fiscal 1997 was $4.7 million, primarily reflecting a gain of $4.6 million relating to an aircraft
leased to a customer under a sales-type capital lease.

I nvestment Income

MSAF group earned investment income of $2.2 million in Fiscal 1998. Investment income is expected to
decline in future periods because excess cash has now either been used to acquire the aircraft or refunded to
investors in respect of one undelivered aircraft.

Interest Expense

Interest expense, including swap costs of $2.2 million, amounted to $50.5 million in Fiscal 1998. Interest
expense relates to the cost of the notes which were issued on March 3, 1998 and, therefore, only outstanding for
approximately nine months in the period. The weighted average interest rate on the subclass A-1 to D-1 notes during
Fiscal 1998 was 6.33% and the average debt in respect of the subclass A-1 to D-1 notes outstanding during Fiscal
1998 was $1,012.2 million.

Depreciation

The charge for depreciation in Fiscal 1998 amounted to $38.9 million. The charge is expected to be
proportionately higher in future periods given that MSAF group did not own all of the aircrafiionat Fiscal
1998.

Depreciation expense was $0.04 million in Fiscal 1997, which was attributable to the three aircraft owned by
MSAF group during that period.

Operating Expenses

Service Provider and Other Fees. Service provider and other fees for Fiscal 1998 were $9.5 million. The most
significant element was the aircraft servicing fee paid to ILFC, which amounted to $6.0 million for the year and
included an initial upfront fee of $2.0 million paid to ILFC at the inception of the Servicing Agreement. A
significant portion of the fees payable to ILFC are calculated as a percent of rental revenue actually received.
Accordingly, the fees paid to ILFC reflected the lower rental revenue caused by AOGs and undelivered aircraft
during the period. MSAF group’s service provider expenses also included $1.3 million in respect of administrative
agency and cash management fees.

Maintenance and Other Aircraft Related Costs. Maintenance and other aircraft related costs in Fiscal 1998
amounted to $3.0 million. These costs reflected additional maintenance work that was performed on the four aircraft
which were repossessed. This work included an airframe structural check for certain of the aircraft and the
installation of new landing gear.

Included within maintenance and other aircraft related costs were insurance, re-leasing and other costs incurred
in Fiscal 1998, which amounted to approximately $1.0 million.
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Financial Resources and Liquidity

See Appendices 2, 3, 4 and 5 for more information regarding the cash performance of MSAF group for the year
ended November 30, 1999, the three months ended February 29, 2000, May 31, 2000 and August 31, 2000.

Liquidity

MSAF group’s cash and cash equivalents at Augus2B8a0 were $70.3 million. Of this amount, $30 million
represents the cash portion of the Liquidity Reserve Amount (as defined below) and $40.3 million represents rental,
maintenance receipts, certain security deposit receipts and cash held for accrued expenses.

In addition to the $30 million cash portion atgust 312000, the Liquidity Reserve Amount also contained
$71.0 million of undrawn credit and liquidity facilities from MSDW and ILFC.

MSAF group’s cash and cash equivalents balances as of November 30, 1999 were $35.1 million. Of this
amount, $25 million represents the cash portion of the liquidity reserve amount (as defined below) and $10.1 million
represents rentals, maintenance receipts, certain security deposits receipts and cash held for accrued expenses.

In addition to the $25 million cash portion as of November 30, 1999, the liquidity reserve amount also
contained $40.4 million of undrawn credit and liquidity facilities from MSDW and ILFC.

Cash Flows from Operating Activities

Operating cash flows depend on many factors including the performance of lessees and MSAF group’s ability
to re-lease aircraft, the average interest rates of the notes, the effectiveness of MSAF group’s interest rate hedging
policies and whether MSAF group will be able to refinance certain subclasses of notes that may not be repaid with
lease cash flows.

Net cash provided by operating activities for the nine month period ended Aug2608lamounted to $62.9
million, principally reflecting non-cash depreciation expense of $60.1 million, a net loss of ($17.0) million and an
increase in other liabilities of $8.6 million.

Net cash provided by operating activities for the nine month period ended Augi889lamounted to $34.8
million, principally reflecting non-cash depreciation expense of $35.3 million, a net loss of ($6.7) million and an
increase in the provision for doubtful accounts of $7.2 million.

Net cash provided by operating activities in Fiscal 1999 amounted to $43.6 million, principally reflecting non-
cash depreciation expense of $47.1 million, a net loss of ($7.9) million, and provision for doubtful accounts of $6.4
million.

Net cash provided by operating activities in Fiscal 1998 amounted to $83.9 million, principally reflecting non-
cash depreciation expense of $38.9 million, net income of $20.2 million, and changes in maintenance liabilities of
$13.2 million and deferred rental income of $7.4 million.

Cash Flows from Investing and Financing Activities
Net cash used for investing activities in the nine month period ended Aug@§t081,amounted to $876.8
million which was used to purchase a portfolio of 29 commercial aircraft, as well as certain other assets and

liabilities related to these aircraft, from MSF. MSAF group did not utilize any cash for investing activities in the
nine month period ended August 3999.
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Net cash provided by financing activities in the nine month period ended August 31, 2000 amounted to $849.0
million, reflecting the proceeds from the offering of the restricted notes and repayment of the subclass A-1 notes and
other repayments of principal on the notes and the restricted notes.

Net cash used for financing activities in the nine month period ended August 31, 1999 amounted to $32.0
million, reflecting repayments of principal on the notes.

In Fiscal 1999, MSAF group did not utilize any cash for investing activities while in Fiscal 1998, cash of
$887.3 million was used to acquire aircraft.

In Fiscal 1999, the $43.3 million of cash used for financing activities reflected repayments of principal on the
notes. In Fiscal 1998, net cash flows provided by financing activities were $838.2 million, reflecting proceeds
received from the issuance of notes, repayment of borrowings from M S Finance Inc. and repayments of principal on
the notes.

Indebtedness

At August 31, 2000, MSAF group’s indebtedness primarily consisted of the notes in the amount of $1,797.0
million. At November 30, 1999, MSAF group’s indebtedness primarily consisted of the subclass A-1 to D-1 notes
in the amount of $935.5 million.

Liquidity Reserve Amount

The “1iquidity reserve amount” is intended to serve as a source of liquidity for MSAF group’s maintenance
reimbursement obligations, security deposit return obligations, operating expenses, contingent liabilities and note
obligations. The liquidity reserve amount may be funded with cash and letters of credit, guarantees or other credit
support instruments €ligible credit facilities”) provided by, or supported with further eligible credit facilities
provided by, a person (aelfgible provider”) whose short-term unsecured debt is rated P-1 by Moody’s, A-1+ by
Standard & Poor’s, or F-1+ by Fitch (as successor to DCR) or is otherwise designated as an eligible provider by the
controlling trustees. Both the ILFC facility discussed below under “— ILFC Facility” and the MSDW facility
discussed below under “— MSDW Facility” are eligible credit facilities and comprise part of the liquidity reserve
amount. There are currently no other eligible credit facilities in place.

The liquidity reserve amount was approximately $119.1 million oguat 312000. The liquidity reserve
amount was approximately $65.4 million on November 30, 1999. m@rhum liquidity reserve amount” may
be funded with cash and with eligible credit facilities and was approximately $30 million in casiyast 81,
2000. The liquidity reserve amount and the minimum liquidity reserve amount may be increased or decreased from
time to time for any reason (including upon acquisitions of additional aircraft) by an action of the controlling
trustees in light of changes in, among other things, the condition of the aircraft, the terms and conditions of the
leases, the financial condition of the lessees, sales of aircraft and prevailing industry compdaioded that
MSAF group will obtain confirmation in advance in writing from the rating agencies that any proposed reduction in
the liquidity reserve amount or the minimum liquidity reserve amount will not result in a lowering or withdrawal by
any of the rating agencies of their respective ratings of any class of notes.

If the balance of cash on deposit, together with the amount available for drawing under any eligible credit
facilities, should fall below the liquidity reserve amount at any time (including as a result of MSAF group’s
determination that the liquidity reserve amount should be increased, as required by the rating agencies or otherwise),
MSAF group may continue to make all payments, and any credit or liquidity enhancement facilities may be drawn to
fund such payments, including required payments on the Notes, which rank prior to, or equally with, payments of the
minimum principal payment amount on the class D notes under the indenture and any permitted accruals other than
in respect of modification payments, provided that the balance of cash on deposit, together with the amount
available for drawing under any eligible credit facilities, does not fall below the minimum liquidity reserve amount
at its then current level.Modification payments’ refers to any capital expenditures for the purpose of effecting
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any optional improvement or modification of any aircraft, or for the optional conversion of any aircraft from a

passenger aircraft to a freighter or mixed-use aircraft, for the purpose of purchasing or otherwise acquiring any

engines or parts outside of the ordinary course of business. “Permitted accruals’ refers to amounts in respect of
expenses and costs that are not regular, monthly recurring expenses, including modification payments and
refinancing expenses, if any, anticipated to become due and payable in any future interest accrual period. However,
the balance of cash on deposit, together with the amount available for drawing under any eligible credit facilities,
may fall below the minimum liquidity reserve amount at its then current level and MSAF group may continue to
make payments of, and any credit or liquidity enhancement facilities may be drawn to fund such payments, all
accrued and unpaid interest on any subclass of the most senior class of notes then outstanding to avoid an event of
default, with respect to the notes and, on the final maturity date of any subclass thereof, principal of any subclass of
the most senior class of notes then outstanding to avoid an event of default with respect to the notes.

Amounts drawn under any eligible credit facility will either be repayable at the third level in the priority of
payments, as set forth in the indenture before the first collection account top-up (any such fagilityasy"
eligible credit facility”) or at the 1¥ level in the priority of payments, before the second collection account top-up
(any such facility, agecondary eligible credit facility”). The “first collection account top-up” is the amount, if
positive, equal to (A) the minimum liquidity reserve amount less (B) amounts available for drawing under any
primary eligible credit facilities. Thes&cond collection account top-up” is the amount, if positive, equal to (A)
the liquidity reserve amount less (B) an amount equal to cash amounts reserved at the third level in the priority of
payments plus amounts available for drawing under any eligible credit facilities.

The liquidity reserve amount and the minimum liquidity reserve amount have been determined largely based on
an analysis of historical experience, assumptions regarding MSAF group’s future experience and the frequency and
cost of certain contingencies in respect of the aircraft that we currently own, and are intended to provide liquidity for
meeting the cost of maintenance obligations and non-maintenance, aircraft-related contingencies such as removing
regulatory liens, complying with airworthiness directives and repossessing and re-leasing aircraft. In analyzing the
future impact of these costs, assumptions have been made regarding their frequency and amount based upon
historical experience. There can be no assurance, however, that historical experience will prove to be relevant in the
future or that actual cash that we receive in the future will not be significantly less than that assumed. Any
significant variation may materially adversely affect our ability to make payments of interest and principal on the
notes.

If at any time the aggregate outstanding principal balance of the Notes is less than or equal to the liquidity
reserve amount, the balance of funds, if any, in the collection account will be distributed in accordance with the
priority of payments.

ILFC Facility

Under the ILFC facility, ILFC will hold certain security deposits with respect to the aircraft currently owned by
MSAF group as custodian for the benefit of the MSAF group. Under the ILFC facility, ILFC will hold all cash
security deposits paid with respect to the aircraft in our portfolio except (1) amounts that ILFC determines in good
faith to be no longer held on behalf of a lessee, whether upon expiry of or default under the applicable lease or
otherwise, (2) any cash security deposits in an amount exceeding three months’ rent with respect to a single aircraft
and paid by a single lessee and (3) certain security deposits that ILFC has transferred to MSAF group. ILFC will
retain any interest accruing on amounts of aircraft security deposits that it holds.

In addition ILFC will make loans to us which we may use for the same purposes as those for which the liquidity
reserve amount may be applied as discussed above under “— Liquidity Reserve Amount”, including to pay interest
and minimum principal payment amounts payable under the indenture on the notes. ILFC’s obligation to make such
amounts available shall be limited to the ILFC facility commitment, which was approximately $41.0 million on
August 31,2000. The ILFC facility commitment was equal to (1) at any time before an early termination of the
servicing agreement for a reason other than a sale of all the aircraft in our portfolio or the repayment or defeasance
of our debt, the sum of (A) $20 million plus (B) total security deposits held by ILFC for our benefit at the time
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minus (C) all drawings that we have previously made under the ILFC facility that are required to be repaid to ILFC
but not repaid at the time and (2) after either of those events, $20 million minus al ILFC facility drawn amounts
required to be repaid to ILFC but not repaid at such time.

The ILFC facility is a secondary €eligible credit facility, so on the payment date following any drawing on the
ILFC facility, we will be obligated, to the extent there are available collections remaining after payment of the
minimum principal payment amount on the class D notes under the indenture, to repay amounts drawn under the
ILFC facility to ILFC, together with accrued interest at 3% per annum, calculated on the basis of a 360-day year
consisting of twelve 30-day months and compounded daily.

ILFC's agreement to provide the ILFC facility will expire on the earliest of (1) May 1, 2025, (2) a sale of all
the aircraft in our portfolio and (3) the repayment or defeasance of all our debt.

ILFC'’s short-term unsecured debt is currently rated P-1 by Moody’s, A-1+ by Standard & Poor’s and F-1+ by
Fitch (as successor to DCR), so it is an eligible provider. At any time and for so long as ILFC is not an eligible
provider, ILFC’s obligations under the ILFC facility will be supported by an eligible credit facility satisfactory to
MSAF group provided by an eligible provider at ILFC's expense.

MSDW Facility

Under the MSDW facility, MSDW will make loans to us which we may use for the same purposes as those for
which the liquidity reserve amount may be applied, including to pay interest and minimum principal payment
amounts on the notes. MSDW's obligation to make loans shall be limited to the MSDW facility commitment,
which, on August 312000, was equal to the sum of (1) $30 million minus (2) all drawings that we have previously
made and not repaid under the MSDW facility.

The MSDW facility is a secondary eligible credit facility, so on the payment date following any drawing on the
MSDW facility, we will be obligated, to the extent that there are available collections remaining after payment of the
minimum principal payment amount on the class D notes, to repay amounts drawn under the MSDW facility to
MSDW, together with accrued interest at 3% per annum, calculated on the ba3&0eday year consisting of
twelve 30-day months and compounded daily.

MSDW's agreement to provide the MSDW facility will expire on the earlier of (1) a sale of all the aircraft and
(2) the repayment or defeasance of all our debt. MSDW has been designated by the controlling trustees as an
eligible provider. MSDW's short-term unsecured debt is currently rated P-1 by Moody’s, A-1+ by Standard &
Poor’s and F-1+ by Fitch.

Other Facilities
There are currently no primary eligible credit facilities in place. We may put in place other eligible credit
facilities from time to time, each of which shall be designated by the controlling trustees as a primary eligible credit
facility or a secondary eligible credit facility. In addition, we may from time to time put in place other credit or
liquidity enhancement facilities which are not eligible credit facilities. Amounts drawn under any such other
facilities are payable at the "Lievel in the order of priorities, before the second collection account top-up.
Interest Rate Sensitivity

MSAF group’s principal market risk exposure is to changes in interest rates. This exposure arises from its notes
and the derivative instruments used by MSAF to manage interest rate risk.

The terms of each subclass of the notes, including the outstanding principal amount and estimated fair value as
of August 312000 were as follows:
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Outstanding Annual Expected Final Estimated Fair
Principal Amount Interest Rate Payment Final Maturity Value at
Subclass Of Note at August 31, 2000 (payable monthly) Date Date August 31, 2000
$(000's) $(000's)
SubclassA-2........ $ 218,212 LIBOR+0.35%  September 15, 2005 March 15,2023 $ 217,803
SubclassA-3........ 580,000 LIBOR+0.52% March 15, 2002 March 15, 2025 580,997
SubclassA-4........ 200,000 LIBOR +0.54% March 15, 2003 March 15, 2025 200,375
SubclassA-5........ 372,287 LIBOR +0.58% June 15, 2008 March 15, 2025 373,276
SubclassB-1........ 86,892 LIBOR +0.65% March 15, 2013 March 15, 2023 85,480
SubclassB-2........ 75,000 LIBOR +1.05% March 15, 2007 March 15, 2025 75,152
SubclassC-1........ 99,580 6.90% March 15, 2013 March 15, 2023 89,591
SubclassC-2........ 55,000 9.60% October 15, 2016 March 15, 2025 56,358
SubclassD-1 ....... 110,000 8.70% March 15, 2014 March 15, 2023 88,000

Interest Rate Risk M anagement

MSAF’s policy is not to be adversely exposed to material movements in interest rates. Our leasing revenues are
generated primarily from rental payments, which are currently entirely fixed but may be either fixed or floating with
respect to future leases. In general, an interest rate exposure arises to the extent that our interest obligations in
respect of our notes do not correlate with rental payments for different rental periods, including rental payments
attributable to existing and future leases. Future leases are relevant because the duration of our obligations under
our floating rate notes is significantly longer than the duration of lease income under our fixed rate leases. We
currently manage this exposure by entering into swaps. In the future we may also use other derivative instruments.
Currently, our aim is to manage the exposure created by our floating interest rate obligations given that future lease
rates on new leases may not be repriced at levels which fully reflect changes in market interest rates in the previous
lease period. Accordingly, our current swap portfolio tries to minimize the risk created by our longer-term floating
interest rate obligations and measures that risk by reference to the duration of those obligations and the expected
sensitivity of future lease rates to future market interest rates.

The controlling trustees are responsible for reviewing and approving the overall interest rate management
policies and transaction authority limits. Our financial advisor, Morgan Stanley & Co. Incorporated, assists us in
developing and implementing our interest rate risk management policies.

Current Swap Portfolio
As of August 312000, MSAF group was a party to thirteen interest rate swaps with MSCS. In eleven of these

swaps MSAF group paid a fixed monthly coupon and received one month LIBOR and in two of these swaps MSAF
group paid one month LIBOR and received a fixed monthly coupon on the notional balances as set out below.
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Estimated Fair

Fixed Value
Fixed Monthly Monthly at August 31,
Notional Balance Effective Date Maturity Date Pay Rate Receive Rate 2000
($000's) (%) (%) ($000's)
$ 300,000 November 12, 1997 November 15, 2000 6.1325 — $ 479
200,000 November 12, 1997 November 15, 2002 6.2150 — 2,631
200,000 November 12, 1997 November 15, 2004 6.2650 — 4,395
150,000 November 12, 1997 November 15, 2007 6.3600 — 4,572
50,000 November 12, 1997 November 15, 2009 6.4250 — 1,706
150,000 February 19, 1998 November 15, 2007 — 5.860 (8,856)
50,000 February 19, 1998 November 15, 2009 — 5.905 (3,486)
100,000 January 24, 2000 November 22, 2006 7.3365 — (2,326)
100,000 January 24, 2000 November 22, 2009 7.4450 — (3,578)
100,000 January 24, 2000 November 22, 2011 7.4600 — (4,056)
100,000 January 24, 2000 November 22, 2014 7.3550 — (3,596)
100,000 January 24, 2000 November 22, 2019 7.3690 — (4,329)
200,000 February 25, 2000 February 25, 2002 7.1200 — (776)

Policy Review

MSAF group regularly reviews its hedging requirements. In the future MSAF group expects to seek to enter
into further swaps or unwind part or all of the existing and any future swaps. In addition, if MSAF group acquires
additional aircraft, it will need to rebalance its position.

Counter parties

MSAF group will monitor counterparty risk on an ongoing basis. Counterparties will be subject to the prior
approval of the controlling trustees. MSAF group’s counterparties are currently all affiliates of MSDW. Future
counterparties may consist of the affiliates of major U.S. and European financial institutions (including special-
purpose derivative vehicles) which have credit ratings, or which provide collateralization arrangements, consistent
with maintaining the ratings of MSAF group’s notes.

Recent Developments
Annual Appraisalsfor 2000

We are required, at least once each year, to deliver to the trustee under our indenture appraisals of the base
value of each of the aircraft in our portfolio from at least three independent appraisers that are members of the
International Society of Transport Aircraft Trading or any similar organization. The annual apprai2@@0for
were submitted to the trustee and filed with the Securities and Exchange Commission on Form 8-K on October 31,
2000. Three appraisers, Aircraft Information Services, Inc., BK Associates, Inc. and Airclaims Limited, have
provided appraisals of the value of each of our aircraft at normal utilization rates in an open, unrestricted and stable
market, without taking into account the value of related leases, maintenance reserves or security deposits as of
September 30, 2000, adjusted to account for the reported maintenance standard of the aircraft. The appraisals were
not based on a physical inspection of the aircraft. The appraised values are set out below. The average appraised
value of each aircraft as of September 30, 2000, to be used in calculating the “Adjusted Portfolio Value” under the
indenture, is calculated by taking the average of the appraised values obtained from the three appraisers.
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The appraisals for the portfolio as of September 30, 2000 are set out below:

Appraisal of

Appraised

Aircraft Value as of

Engine Serial Date of Information September

Aircraft Type Configuration Number Manufacture BK Associates Services Airclaims Limited 30, 2000
A300-600R PW 4158 555 Mar-90 45,234,468 42,890,000 41,870,000 43,331,489
A300-600R PW4158 625 Mar-92 50,617,354 48,160,000 41,970,000 46,915,785
A310-300 PW JT9D-7R4E1 409 Nov-85 27,773,140 21,780,000 16,850,000 22,134,380
A310-300 PW JT9D-7R4E1 410 Nov-85 28,659,090 21,870,000 19,540,000 23,356,363
A310-300 PW JT9D-7R4E1 437 Jan-87 32,299,653 26,420,000 22,790,000 27,169,884
A320-200 CFM56-5A3 279 Feb-92 29,063,201 28,110,000 27,050,000 28,074,400
A320-200 IAE V2500-A1 393 Feb-93 29,520,000 28,450,000 29,540,000 29,170,000
A320-200 CFM-5A3 397 May-93 30,835,425 29,790,000 27,990,000 29,538,475
A320-200 IAE V2500-A1 414 May-93 29,828,189 28,220,000 29,770,000 29,272,730
A320-200 V2500-A1 428 May-94 32,919,757 30,730,000 31,970,000 31,873,252
A320-200 CFM56-5A3 446 Oct-93 33,070,776 29,830,000 30,700,000 31,200,259
A321-100 V2530-A5 557 Dec-95 43,462,682 38,410,000 33,670,000 38,514,227
A321-100 IAE V2530-A5 597 May-96 41,194,891 40,490,000 35,500,000 39,061,630
A330-300 CF6-80E1 54 Apr-94 79,462,637 78,530,000 73,960,000 77,317,546
A340-300 CFM56-5C3G 94 Mar-95 87,999,758 99,790,000 85,510,000 91,099,919
B737-300 CFM45-3B1 23255 Jun-85 13,837,910 17,120,000 13,300,000 14,752,637
B737-300 CFM45-3B1 23256 Jul-85 14,131,220 17,680,000 14,310,000 15,373,740
B737-300 CFM56-3B2 24299 Nov-88 18,965,944 19,900,000 18,230,000 19,031,981
B737-300 CFM56-3B2 24449 Apr-90 20,348,154 21,030,000 18,540,000 19,972,718
B737-300 CFM56-3B2 25161 Feb-92 24,299,007 23,930,000 22,040,000 23,423,002
B737-300 CFM56-3C1 26295 Dec-93 27,110,000 24,470,000 21,440,000 24,340,000
B737-300 CFM56-3B1 26309 Dec-94 28,367,748 25,120,000 23,220,000 25,569,249
B737-300 CFM56-3C1 27635 May-95 28,561,650 28,630,000 25,320,000 27,503,883
B737-300F CFM56-3B2 23811 Sep-87 18,758,576 20,640,000 19,140,000 19,512,859
B737-300QC CFM56-3B2 23788 May-87 18,659,861 20,320,000 19,610,000 19,529,954
B737-400 CFM56-3B2 24234 Oct-88 19,857,422 21,680,000 19,750,000 20,429,141
B737-400 CFM56-3C1 24707 Jun-91 25,239,976 24,760,000 19,790,000 23,263,325
B737-400 CFM56-3C 25104 May-93 28,083,032 27,980,000 22,750,000 26,271,011
B737-400 CFM56-3C1 25105 Jul-93 28,392,833 27,340,000 22,700,000 26,144,278
B737-400 CFM56-3C 25371 Jan-92 26,005,550 25,520,000 21,840,000 24,455,183
B737-400 CFM45-3C1 26279 Feb-92 26,268,948 26,890,000 24,290,000 25,816,316
B737-400 CFM45-3C1 26291 Aug-93 27,928,568 27,040,000 23,850,000 26,272,856
B737-400 CFM45-3C1 26308 Nov-94 9,266,255 27,940,000 22,000,000 26,402,085
B737-500 CFM56-3B1 25165 Apr-93 19,018,480 19,200,000 18,330,000 18,849,493
B737-500 CFM45-3C1 26304 Sep-94 21,220,598 21,370,000 18,800,000 20,463,533
B747-300 CF6-80C2 24106 Apr-88 44,142,576 40,290,000 44,090,000 42,840,859
B747-400 RB211-524 24955 Sep-91 102,614,483 96,210,000 72,010,000 90,278,161
B757-200ER RB211-535-E4 23767 Apr-87 28,135,572 29,330,000 24,710,000 27,391,857
B757-200ER RR RB211-535E4 24260 Dec-88 31,417,380 32,890,000 28,630,000 30,979,127
B757-200ER RR RB211-535E4 24367 Feb-89 30,670,874 34,080,000 27,390,000 30,713,625
B757-200ER PW2040 24965 Mar-92 40,446,116 41,480,000 32,710,000 38,212,039
B757-200ER PW2040 25044 May-91 38,685,380 39,400,000 27,490,000 35,191,793
B757-200ER RB211 26266 Jan-93 41,680,452 42,840,000 33,950,000 39,490,151
B757-200ER PW 2037 26272 Mar-94 43,045,784 43,280,000 32,430,000 39,585,261
B757-200ER PW2037 28160 Jul-96 47,953,656 46,710,000 37,310,000 43,991,219
B767-200ER CF6-80A 23807 Aug-87 37,392,640 33,300,000 22,930,000 31,207,547
B767-300ER CF6-80C2B2F 24798 Oct-90 41,956,039 51,440,000 38,070,000 43,822,013
B767-300ER GE CF6-80C-2B6 24875 Jun-91 57,003,920 59,700,000 53,020,000 56,574,640
B767-300ER GE CF6-80C2-BF6 25132 Feb-92 56,920,636 62,320,000 51,740,000 56,993,545
B767-300ER CF6-80C2B6F 26256 Apr-93 63,609,808 65,380,000 58,510,000 62,499,936
B767-300ER CF6-80C2B6 26260 Sep-94 65,104,623 67,660,000 57,540,000 63,434,874
Engine CF6-80C2B6F 704279 Jul-95 5,910,000 5,250,000 6,520,000 5,893,333
F50 PW125B 20232 Aug-92 7,326,350 5,500,000 4,320,000 5,715,450
F50 PW125B 20233 Jan-92 7,122,810 5,490,000 4,520,000 5,710,937
F70 RR TAY MK620-15 11564 Dec-95 13,827,216 10840,000 10,980,000 11,882,405
F70 RR TAY MK620-15 11565 Feb-96 13,973,620 12,330,000 11,650,000 12,651,207
F70 RR TAY MK620-15 11569 Mar-96 13,973,620 12,330,000 11,660,000 12,654,540
MD-82 PW JT8D-219 49825 Mar-89 19,827,514 18,740,000 15,340,000 17,969,171
MD-83 Jr8D-219 49657 Feb-88 18,752,054 18,250,000 14,890,000 17,297,351
MD-83 PW JT8D-219 49822 Dec-88 18,560,300 17,950,000 13,610,000 16,706,767
MD-83 PW JT8D-219 49824 Mar-89 20,784,125 19,510,000 15,190,000 18,494,708
MD-83 Jr8D-219 53050 May-90 19,740,377 19,110,000 14,050,000 17,633,459
$1,911,223,559
Total _
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Bankruptcy of TransAer

On October 20, 2000, TransAer, alessee that is based in Ireland, filed for bankruptcy in the Irish courts. The
aircraft leased by this lessee, both A320-200s, represented 3.1% of MSAF’s portfolio by appraised value as of
November 30, 1999. As of October 20, 2000, TransAer’s rental arrears and interest amounted to $1.8 million,
against which we held security deposits of $1.0 million. In addition, we held maintenance reserves of $3.8 million.

TransAer had been operating these aircraft on wet lease to Air France and Libyan Arab Airlines. We have
repossessed the aircraft which was wet leased to Air France and we have signed a non-binding letter of intent to
lease this aircraft to Cyprus Airways with delivery of the aircraft scheduled for on or about February 15, 2001. As
of the date of this prospectus, Libyan Arab Airlines had detained the aircraft which had been wet leased to it in
Libya and refused to return it to us. This aircraft represented 1.6% of the portfolio by appraised value as of
November 30, 1999. We believe that Libyan Arab Airlines has no right to keep possession of the aircraft. ILFC has
commenced action on our behalf to recover the aircraft from Libyan Arab Airlines and has also submitted an
insurance claim for the loss of the aircraft. We may incur significant costs and time in pursuing the repossession
claim and the insurance claim or otherwise resolving the matter. See “Risk Factors — Lease Termination and
Aircraft Repossession.”
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DESCRIPTION OF THE NOTES

The following description is a summary of the provisions of all of our outstanding notes, the indenture, the
security trust agreement, the cash management agreement and other agreements. It does not restate these
agreementsin their entirety. We urge you to read the indenture and the security trust agreement because these
agreements define your rights as holders of the notes. The following discussion uses terms that have specific
definitions in the indenture and other transaction agreements. You should refer to the Index of Defined Terms
beginning on page I-1 for a glossary of the defined terms used in this prospectus.

General

We have issued the notes in registered form only and in minimum denominations of $100,000 and integral
multiples of $1,000 in excess of $100,000.

The notes are obligations of MSAF only and are not secured by the aircraft. The notes do not represent
obligations of any lessee, MSDW, the trustee or ILFC. Bankers Trust Company is the trustee under the indenture.

Form

MSAF will issue each subclass of notes as one or more global notes. Each global note will be registered in the
name of Cede & Co., as nominee of DTC, and will be deposited with Bankers Trust Company, the trustee, as
custodian for DTC. Beneficial interests in the notes therefore will be in electronic, book-entry form and shown only
on, and transfers thereof will be effected only through, records maintained by DTC or its nominee and its
participants.

Y ou will receive a definitive note in exchange for your book-entry interests only under the circumstances
described under “Book-Entry Registration, Global Clearance and Settlement — Definitive Notes”. You should also
refer to “Book-Entry Registration, Global Clearance and Settlement” for a description of how book-entry interests in
the notes and definitive notes may be held and transferred and how payments on them will be distributed.
Ratings

Each subclass of notes is rated as of the date of this prospectus as follows:

Rating Agencies

Standard & Poor’s Moody’s Fitch
SubclassA-2NOtES ...t AA Aa2 AA
SubclassA-3NOtES . ...t AA Aa2 AA
SubclassA-ANOtES . ... AA Aa2 AA
SubclassA-5NOtES ... AA Aa2 AA
SubclassB-1NoOtes ..........cciiiiiii i A A2 A
SubclassB-2Notes ... A A2 A
SubclassC-1NOtES . ...t BBB Baa2 BBB
SubclassC-2NOteS .....covi i BBB Baa2 BBB
SubclassD-1Notes ... BB Ba2 BB

The ratings of the notes address the likelihood of the timely payment of interest and the ultimate payment of
principal and premium, if any, on the notes. The rating agencies have not rated our ability to pay step-up interest on
any subclass of the notes. The ratings assigned to the notes do not address the effect of any imposition of any
withholding tax on any payments under the leases, the notes or otherwise.

A rating is not a recommendation to buy, sell or restricted notes because the ratings do not address market price
or suitability for a particular investor and may be subject to revision, suspension or withdrawal at any time by the
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assigning rating agency. If arating agency lowers, suspends or withdraws its rating of any subclass of notes, no
person or entity has any obligation to support MSAF's obligations under the notes in any way.

Payments and Distributions

On each payment date, the trustee will pay (or will instruct a paying agent appointed in Luxembourg to pay) to
the noteholders the amount of interest, principal and any premium then due on the notes of each subclass, so long as
the trustee or paying agent confirms that it has received these amounts by 1:00 p.m. (New York time) on the
payment date. If the trustee or the paying agent confirms receipt of the payment after that time, then it will pay to the
noteholders these amounts on the business day after the business day it received the payment. With respect to a
payment date other than the final payment date relating to any subclass of notes, the trustee or paying agent will
make relevant payments to the noteholders of record on the record date immediately preceding such payment date.
The final distribution with respect to any note, however, will be made only upon presentation and surrender of such
note by the noteholder or its agent (including any holder in street name) at the office or agency of the trustee or
paying agent. So long as the notes are listed on the Luxembourg Stock Exchange, we must appoint and maintain a
paying agent in Luxembourg.

Payment of Principal and Interest
General

The notes are direct obligations of MSAF and are not secured by the aircraft. Our only sources of payment for
the notes and our other obligations are:

* the payments made by the lessees under the leases;
*  proceeds from any sales or other dispositions of our assets;

e net payments to us received under our swap agreements (and any other hedging instruments we may enter
into);

* interest earned on the investment of cash balances; and
* net cash proceeds received from the sale of refinancing notes.

The notes are subordinated to expenses and other obligations we have, according to the order of priorities that
we describe under “— Priority of Payments”. Each class and subclass of notes has the priority given to it according
to the priority of payments in the indenture. On any payment date we may not make any payment of principal,
interest or any premium on any class of notes unless we have also made all payments ranking higher in the priority
of payments on that date. The subordination provisions of the indenture may not be amended or modified without
the agreement of each swap provider, each holder of a class of notes that is affected by the amendment or
modification and each holder of any class of notes that ranks senior to an affected class. The priority of the expenses
and payments under swap agreements may not be amended or modified under any circumstances.

If an event of default occurs, then the holders of a class of notes (except the class A notes) may not give a
default notice or exercise any other remedy until all amounts owed by us under the more senior classes of notes have
been paid.

Under the leases, the lessees must make rental and other payments and related collateral payments directly to
the rental account held in the name of the security trustee. This amount will then be transferred, within one business
day of receipt, to the collection account, except for limited amounts that must be left on deposit to comply with local
laws. Any amounts that we receive that are required to be segregated will be transferred to the lessee funded
account. Unsegregated amounts that we receive will be transferred directly to the collection account. On the basis of
our assumptions, we expect these amounts will be sufficient to pay the principal, interest and any premium, on the
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notes and all other amounts payable by usto the trustee, the swap providers and the service providers, in each case
when and as due.

I nterest

Each note bears interest on the outstanding principal balance, payable monthly in arrears on each payment date.
An interest accrual period is the period from and including a payment date up to but excluding the next payment
date. The final interest accrual period for each subclass of notes will end on but exclude the final maturity date or
the date upon which all principal, interest and any premium on such subclass of notesis paid in full. Each subclass
of notes will bear interest for each interest accrual period at the rate per annum set forth on page 2 of this
prospectus.

Interest on the subclass A-3, A-4, A-5, B-1 and B-2 notes will be calculated on the basis of a 360-day year and
the actual number of days elapsed in an interest accrual period. Interest on the subclass C-1, C-2 and D-1 notes will
be calculated on the basis of one-twelfth of an annual interest payment on the outstanding principal balance and in
the case of an incomplete interest accrual period on the basis of a 360-day year consisting of twelve 30-day months.

If we do not repay the subclass A-3, A-4 or B-2 notesin full on or before their expected final payment date,
additional interest will accrue on the subclass A-3 and A-4 notes at the rate of 1.00% per annum and on the subclass
B-2 notes at the rate of 1.50% per annum, until such notes are repaid in full. We refer to this additional interest as
“step-up interest”. We may also issue additional notes or refinancing notes that will accrue step-up interest after their
expected final payment date. Step-up interest will be subordinated to other amounts payable on the class A, B, C and
D notes, including accrued and unpaid interest, the Minimum Principal Payment Amount and the Scheduled
Principal Payment Amount. The rating agencies have not rated our ability to pay step-up interest.

Reference Agency Agreement

For the purpose of calculating the rate of interest payable on the subclass A-2, A-3, A-4, A-5, B-1 and B-2
notes, we have entered into a reference agency agreement with the trustee, Bankers Trust Company as reference
agent and the cash manager. The reference agent determines LIBOR for each interest accrual period on a reference
date, the date that is two business days before the payment date on which the interest accrual period begins.

Under the reference agency agreement, the reference agent determines LIBOR as follows:

On each reference date, the reference agent will determine LIBOR as the per annum offered rate for deposits in
U.S. dollars for a period of one month that appears on the display designated as page “3750" on the Telerate
Monitor (or such other page or service as may replace it for the purpose of displaying LIBOR of major banks for
U.S. dollar deposits) at approximately 11:00 a.m. (London time).

If this offered rate is replaced by the corresponding rates of more than one bank, then the determination of
LIBOR shall be made on the basis of the average of the rates (being at least two) that appear. If these rates do not
appear or the Telerate page is unavailable, the reference agent will request that each of the banks or a substitute
reference bank in London provide the reference agent with its offered quotation to prime banks for dollar deposits in
London for the next interest accrual period as at 11:00 a.m. (London time) on the reference date. In this case, the
floating rate of interest for each subclass of notes will be the average of the quotations received (at least two) plus
the applicable interest spread over LIBOR (and step-up interest, if payable).

If one or no reference bank provides a quotation, the reference agent will select New York City banks which
provide quotations for their U.S. dollar lending rate to leading European banks on the reference date for the next
interest accrual period. In this case, the interest rate for the next interest accrual period will be the average of these
guotations plus the applicable interest spread over LIBOR (and step-up interest, if payable). If the banks selected do
not provide these quotations, the interest rate will be the rate that applied to the last interest accrual period.
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Once it determines the interest rate, the reference agent will calculate the interest amount for the interest
accrual period for the subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes as:

Interest amount = P x | X N
360
where:
P = outstanding principal balance of the subclass at the beginning of the interest accrual period, as
estimated by the reference agent
I = applicable interest rate for the subclass for the interest accrual period and
N = number of days in the interest accrual period

The reference agent’s determination of LIBOR, the interest rate and the interest amount for the subclass A-2,
A-3, A-4, A-5, B-1 and B-2 notes (in the absence of negligence, wilful default, bad faith or manifest error) will be
conclusive and binding upon all parties.

For the subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes, the reference agent will give notice of applicable
LIBOR, the payment date, the interest rate for the relevant interest accrual period and the amount of interest on the
subclass to MSAF, the listing agent for the Luxembourg Stock Exchange and the cash manager. Holders of the
subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes may obtain such information at the offices of the listing agent or
paying agent in Luxembourg or otherwise in the cash reports provided to noteholders by the trustee on the second
business day before each payment date and any other date for distribution of any payments with respect to the notes.

If the reference agent does not or is unable to determine the interest rate and amount for an interest accrual
period as described above, the administrative agent will determine such rate of interest or calculate such interest
amount in accordance with the provisions described above.

MSAF reserves the right to terminate the appointment of the reference agent at any time on 30 days’ notice and
to appoint a replacement reference agent in its place. Notice of any such termination will be given to the holders of

the subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes. The reference agent may not be removed or resign its duties
unless a successor has been appointed.

Principal Amortization

For each class of notes, only to the extent that there are sufficient funds in the collection account, principal will
be distributed on each payment date equal to the sum of the following amounts:

e the Minimum Principal Payment Amount;

* the Scheduled Principal Payment Amount;

« the Supplemental Principal Payment Amount (only applicable to the class A and class B notes); and

« redeemed principal as described below in paragraphs (21) through (24) under “— Priority of Payments”.

If we issue any additional notes or refinancing notes, each issuance will be a new subclass of the relevant class
of notes.

In the following discussion, we use the defined terms “Assumed Portfolio Value” and “Adjusted Portfolio
Value”. These terms have the following meanings:
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For each payment date, the “Assumed Portfolio Value’ will equal the sum of the Assumed Values of all

aircraft in the portfolio on the calculation date preceding the payment date. On that date, the “Assumed Value” of an
aircraft will be calculated as follows:

Assumed Value = IAV X _DF
DF,
where:
IAV = the “initial appraised value” of that aircraft,
DF, = the depreciation factor for that aircraft on the relevant calculation date and
DF, = the depreciation factor for that aircraft on the relevant acquisition date

For each aircraft,ititial appraised value’ means the average of three appraised base values of the aircraft as
of a date not more than six months before the date we acquired the aircratft.

For each aircraft, the depreciation factor at time “t” will be calculated as follows:

1.02

\ \Eoc ) )

where:

t
EUL

age of the aircraft in years and
the expected useful life of the aircraft (which we assume is 25 years);

provided that the depreciation factor shall not be less than zero at any time.

The depreciation factors produce a “depreciation curve” that assumes that the value of an aircraft will decline
at an accelerating rate as the aircraft ages. We have used the depreciation factors described above solely for the
purpose of determining repayments of principal of the notes. They are not intended to predict or conform to actual
declines in aircraft values over any period. Furthermore, variables used to calculate the depreciation factor will
change as the composition of the portfolio changes through acquisitions and sales of aircraft. Finally, we may in the
future apply different depreciation factors or alternative methodologies to express the assumed decline in values of
additional aircraft. In addition, the Minimum Class Percentages, the Scheduled Class Percentages and the
Supplemental Class Percentages for the class A and class B notes and Minimum Target Principal Balances and
Scheduled Target Principal Balances for the class C and class D notes will change as additional aircraft are

acquired. The Pool Factors and the Extended Pool Factors for each subclass that are described below will not
change as the composition of the portfolio changes.

For each payment date, thadjusted Portfolio Value” will equal the sum of the Adjusted Values of all

aircraft in the portfolio on the calculation date preceding the payment date. On that date, the “Adjusted Value” of an
aircraft will be calculated as follows:

Adjusted Value = AAV x  DF
DF,
where:
AAV = the “average appraised value” of that aircraft,
DF, = the depreciation factor for that aircraft on the relevant calculation date and
DF, = the depreciation factor for that aircraft on the date of the most recent appraisal.
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For each aircraft, “average appraised value” means the average of three appraised base values of that aircraft as
of the date of the most recent appraisal.

Minimum Principal Payment Amount. For each class of notes, on each payment dateMharium
Principal Payment Amount” will be calculated as follows:

Minimum Principal Payment Amount = OPB — MTPB

where:
OPB = the outstanding principal balance of such class and
MTPB = the "Minimum Target Principal Balance” for such class as described below;

provided that the Minimum Principal Payment Amount may not be less than zero on any payment date.
The "Minimum Target Principal Balance” will be calculated differently for each class of notes.
For the class A and class B notes, the Minimum Target Principal Balance will be calculated as follows:

Minimum Target Principal Balance = MCP x APV

where:
MCP = the "Minimum Class Percentage” as set forth in Appendices 6 and 7 to this prospectus and
APV = the “Assumed Portfolio Value” for the payment date as defined above.

You should refer to Appendix 5 to this prospectus for a schedule of the Assumed Portfolio Value for each
month through the final maturity date of the notes.

In the case of the class A notes oiflythe outstanding principal balance of the class A notes (including any
additional notes and refinancing notes) is greater than the Adjusted Portfolio Value (as described above), then the
Minimum Target Principal Balance of the class A notes will be equal to the Scheduled Target Principal Balance of
the class A notes (as described below).

For the class C and class D notes, the Minimum Target Principal Balance for each payment date is set out in
Appendices 8 and 9 to this prospectus.

Scheduled Principal Payment Amount. For each class of notes, on each payment dateStheduled
Principal Payment Amount” will be calculated as follows:

Scheduled Principal Payment Amount = OPB — STPB

where:
OPB = the outstanding principal balance of such class (after giving effect to any payment of the
Minimum Principal Payment Amount for such class) and
STPB = the “Scheduled Target Principal Balance” for such class as described below;

provided that the Scheduled Principal Payment Amount may not be less than zero on any payment date.
The “Scheduled Target Principal Balance” will be calculated differently for each class of notes.

For the class A notes, on each payment date, the Scheduled Target Principal Balance will be calculated as
follows:
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Scheduled Target Principal Balance = SCP x AAPV

where:
SCP = the “Scheduled Class Percentage” on that payment date, as set forth in Appendix 6 to this
prospectus and
AAPV =

the lesser of (A) the Assumed Portfolio Value on that payment date and (B) 105% of the Adjusted
Portfolio Value on that payment date

For the class B notes, on each payment date, the Scheduled Target Principal Balance will be calculated as
follows:

Scheduled Target Principal Balance = SCP x APV

where:
SCP = the Scheduled Class Percentage on that payment date, as set forth in Appendix 7 to this prospectus and
APV = the Assumed Portfolio Value on that payment date.

For the class C and class D notes, on each payment date, the Scheduled Target Principal Balance is set out in
Appendices 8 and 9 to this prospectus.

Supplemental Principal Payment Amount. For the class A and class B notes, on each payment date, the
“Supplemental Principal Payment Amount” will be calculated as follows:

Supplemental Principal Payment Amount = OPB — SupTPB

where:

OPB = the outstanding principal balance of such class (after giving effect to any payment of the
Minimum Principal Payment Amount and the Scheduled Principal Payment Amount for such
class) and

SupTPB =

the “Supplemental Target Principal Balance” for such class as described below;

provided that the Supplemental Principal Payment Amount may not be less than zero on any payment date.

For the class A and class B notes, on each payment dat&ugbielémental Target Principal Balance” will
be calculated as follows:

Supplemental Target Principal Balance = SCP x APV

where:

SCP = the “Supplemental Class Percentage” on that date, as set forth in Appendices 6 and 7 to this
prospectus and

APV =

the Assumed Portfolio Value on that date.

Allocation of Principal Among Subclasses of Notes; Intra-Class Priority of Payments

If, on a payment date, we must pay a principal amount on a class of notes according to the order of priorities,
then the available amount will be allocated between relevant subclasses in the following order of priority. The
“remaining principal balance” of any subclass is the outstanding principal balance of that subclass on the
applicable payment date after giving effect to any payments ranking higher in either this order of priorities or the
order of priorities among classes described in “— Priority of Payments” andeaihing allocation” is the
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amount of available collections being allocated among subclasses, after giving effect to any payments ranking higher
in this order of priorities.

(1) First, to each subclassin order of the subclass that was issued first, the Extension Amount for that
subclass. The “Extension Amount” will be calculated as follows:

Extension Amount = RPB — (EPF x IPB)

where:
RPB = the remaining principal balance of the subclass,
EPF = the ‘Extended Pool Factor” for the subclass, as set forth in Appendix 11 to this prospectus and
IPB = the initial principal balance of the subclass at the time it was issued;

provided that the Extension Amount may not be less than zero.

If two or more subclasses were issued on the same date, available collections will be applied to each of those
subclasses proportionally according to, but not to exceed, the Extension Amounts of those subclasses.

(2) Second, to each subclass, any remaining allocation proportionally according to the amount of but not
more than the Pool Factor Amount for that subclass. Pbel ‘Factor Amount” will be calculated as follows:

Pool Factor Amount = RPB — ( PF x IPB)

where:
RPB = the remaining principal balance of the subclass,
PF = the "Pool Factor” for the subclass, as set forth in Appendix 10 to this prospectus and
IPB = the initial principal balance of the subclass at the time it was issued,;

provided that the Pool Factor Amount may not be less than zero.

(3) Third, to each subclass with an expected final payment date on or before the payment date, in order of
the subclass that was issued first, any remaining allocation.

If two or more subclasses were issued on the same date, the remaining allocation will be applied to them in
order of the subclass with the earliest expected final payment date. If two or more of those subclasses have the same

expected final payment date, then the remaining allocation will be applied proportionally according to the remaining
principal balances of these subclasses.

(4) Fourth, to each subclass with an Excess Amortization Date (as set forth below) on or before the payment
date, any remaining allocation proportionally according to the remaining principal balances of these subclasses.

(5) Fifth, to each subclass in order of the earliest expected final payment date, any remaining allocation.

If two or more subclasses have the same expected final payment date, then available collections will be applied
proportionally to those subclasses according to the remaining principal balances of these subclasses.

The “Excess Amortization Date’ for each subclass of the notes is as set out below:

Subclass of Notes Excess Amortization Date
SUDCIASS A 2 . o April 993
SUBCIASS A-3 . .o MarchOD2,
SUBCIASS A4 . .o e MarchOoD3,



SUDCIBSS A- D . . April 15, 2000

SUDCIESS B-L . . ottt April 15, 1998

SUDCIASS B-2 . . .o March 15, 2007

SUDCIASS G- ..o e March 15, 2013

SUDCIASS C-2 . .o e October 15, 2016

SUDCIASS D-d . . e March 15, 2010
Refinancing

We may repay any subclass of notes, in whole or in part, on any date with the proceeds of the issuance of any
refinancing notes issued in accordance with the “Limitation on Indebtedness” covenant under the indenture. The
amount we will repay in connection with the refinancing of any subclass of notes will be equal to the redemption
price for such subclass that would be payable if we were to redeem the notes on the refinancing date plus accrued
and unpaid interest.

At least five days but not more than 30 days before the proposed refinancing date, the trustee will give notice of
the refinancing to each holder of such subclass of notes in accordance with the notice provisions contained in the
indenture. In connection with any refinancing, we will deposit in the refinancing account an amount equal to the
redemption price, plus an amount sufficient to pay or provide for all accrued and unpaid interest as of the
refinancing date. Each notice of refinancing will state:

» the applicable refinancing date;
« the redemption price of the notes to be repaid and the amount of accrued but unpaid interest payable;
« that notes of the subclass to be repaid must be surrendered; and

« that, unless we default in the payment of the redemption price and any accrued and unpaid interest,
interest will cease to accrue on the subclass of notes to be refinanced, on and after the refinancing date.
Once a notice of refinancing is published, each subclass of notes to which it applies will become due and
payable on the refinancing date at their redemption price, together with accrued and unpaid interest.

We intend to refinance the subclass A-3, A-4 and B-2 notes on their expected final payment dates by issuing
and selling refinancing notes in the capital markets. If we are unable to repay any subclass A-3, A-4 or B-2 notes in
full at their expected final payment dates, we will pay additional interest of 1.00% per annum on the subclass A-3 or
A-4 notes and 1.50% per annum on the subclass B-2 notes, until such notes are repaid in full. However, our failure
to refinance the subclass A-3, A-4 or B-2 notes by their expected final payment dates will not constitute an event of
default. If we are unable to refinance the subclass A-3, A-4 or B-2 notes on their expected final payment dates, then
that subclass will thereafter be entitled to a principal repayment schedule intended to ensure that the remaining
outstanding principal balance of the subclass A-3, A-4 or B-2 notes will be repaid in full on or before their final
maturity date.

Redemption
Optional Redemption. On any payment date, we may, at our election, redeem any subclass of the notes out of
any amounts other than available collections (including proceeds from refinancing notes or from third parties), in
whole or in part, at the applicableeiemption price’ plus accrued but unpaid interest.
In the case of an optional redemption:
» the redemption price of the subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes will be the outstanding

principal balance of the subclass being redeemed multiplied by the redemption premium set out in the
table below;
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the redemption price of the subclass C-1 and C-2 notes viliddagher of:

- the discounted present value of Scheduled Principal Payment Amounts and interest from the
redemption date to the applicable expected final payment date, discounted at the applicable Treasury
yield plus 1.00%

or

- the outstanding principal balance on the redemption date;

the redemption price in respect of a redemption of the subclass D-1 notes occurring before March 15,
2003 will equathe higher of:

- the discounted present value of Scheduled Principal Payment Amounts of the subclass D-1 notes and
interest through, but not including March PR03, plus the product of the applicable redemption
premium set out in the table below and the assumed outstanding principle balance for March 15,
2003 discounted at a rate equal to the Treasury yield plus 1.00%

or
- the outstanding principal balance on the redemption date; and
the redemption price in respect of a redemption of the subclass D-1 notes occurring on or after March 15,

2003 will be the outstanding principal balance on the redemption date being redeemed multiplied by the
redemption premium set out in the table below.

Redemption Premium

Subclass Subclass Subclass Subclass Subclass Subclass Subclass
RecrLionDate A-2 Notes A-3 Notes A-4 Notes A-5 Notes B-1 Notes B-2 Notes D-1 Notes
On or after March 15,2000 ........ 101.00% 101.00% 101.50% 101.50% 102.00% 101.75% —
On or after March 15, 2001. . ..... 100.50% 100.50% 101.00% 101.00% 101.50% 101.50% —
On or after March 15, 2002. . ..... 100.00% 100.00% 100.50% 100.75% 101.00% 101.25% —
On or after March 15, 2003. . ..... — — 100.00% 100.50% 100.50% 101.00% 105.25%
On or after March 15, 2004. . ..... — — — 100.25% 100.00% 100.75%  104.50%
On or after March 15, 2005....... — — — 100.00% — 100.50%  103.75%
On or after March 15, 2006. . ..... — — — — — 100.25% 103.00%
On or after March 15, 2007. . ..... — — — — — 100.00% 102.25%
On or after March 15, 2008. . ..... — — — — — — 101.50%
On or after March 15, 2009....... — — — — — — 100.75%
On or after March 15, 2010....... — — — — — — 100.00%

On or after March 15, 2011....... — — — — — — _

Treasury yield means, on any payment date the interest rate (expressed as a monthly equivalent yield)
determined to be the rate equivalent to the semiannual yield to maturity (and, in the case of United States Treasury
bills, converted to a bond equivalent yield) for United States Treasury securities maturing on the Average Life Date
of such subclass and trading in the public securities markets, either

or

as determined by interpolation between the most recent weekly average yield to maturity for two series of
United States Treasury securities trading in the public securities markets, (A) one maturing as close as
possible to, but earlier than, the Average Life Date of such subclass and (B) the other maturing as close as
possible to, but later than, the Average Life Date of such subclass in each case as published in the most
recent H.15 (519)
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» if a weekly average yield to maturity for United States Treasury securities maturing on the Average Life
Date of such subclass is reported in the most recent H.15 (519), such weekly average yield to maturity as

published in such H.15 (519).

“H.15 (519)" means the weekly statistical release designated as such, or any successor publication, published
by the Board of Governors of the Federal Reserve System. The date of determination of the Treasury Yield with
respect to the subclass C-2 notes shall be the fourth business day prior to the applicable payment dateoaind the “
recent H.15 (519)” means the H.15 (519) published prior to the close of business on the fourth business day prior to

the applicable payment date.

“Average Life Date” is the date which follows the applicable payment date by a period equal to the Remaining
Weighted Average Life of such subclasRefnaining Weighted Average Life” with respect to any subclass of
notes on any payment date is calculated as follows:

Remaining Weighted Average Life = 1 x M (P xt)
OPB Z
t=0
where:
OPB = the outstanding principal balance of such subclass on such payment date,
t = the number of days to each payment date occurring on or after such payment date for such
subclass,
P, = the Scheduled Principal Payment Amount due on the payment date t days after such payment date,
and
M = the final payment date for such subclass.

Redemption from Available Collections. On each payment date, we will apply available collections to make
distributions in accordance with the order of priorities described under “— Priority of Payments”. On each payment
date, therefore, we must redeem any subclass of notes to the extent that there are available collections remaining at
the levels in the order of priorities at which we are required to make a payment of principal on that subclass of

notes.
In the case of a redemption from available collections:

» the redemption price of the subclass A-2, A-3, A-4, A-5, B-1 and B-2 notes will be the outstanding
principal balance of the subclass being redeemed, without premium; and

» the redemption price of the subclass C-1, C-2 and D-1 notes will be the same redemption price as in the
case of an optional redemption, as described above.

Redemption for Taxation Purposes. All payments of principal, interest and premium, if any, that we make in
respect of any notes will be made without withholding or deduction for or on account of any present or future taxes

or duties of whatever nature unless required by law. If such withholding or deduction is required by law, we will not
be obliged to pay any additional amounts in respect of such withholding or deduction.

If at any time:
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(8 weare, or on the next payment date will be, required to make any withholding or deduction under the laws
or regulations of any applicable tax authority with respect to any payment in respect of any subclass of
notes; or

(b) we areor will be subject to any circumstance (whether by reason of any law, regulation, regulatory
requirement or double-taxation convention, or the interpretation or application thereof, or otherwise)
leading to the imposition of atax (whether by direct assessment or by withholding at source) or other
similar imposition by any jurisdiction which would

(1) materially increase our cost of making payments in respect of any subclass of notes or of complying
with our obligations under or in connection with any notes;

(2) materially increase our operating or administrative expenses; or

(3) otherwise obligate us or any of our subsidiaries to make any material payment on, or calculated by
reference to, the amount of any sum received or receivable by us, or by the administrative agent on
behalf of us as contemplated by the administrative agency agreement;

then we will inform the trustee at such time of any such requirement or imposition and shall use our best efforts to
avoid the effect of the same. We shall take no action to avoid such effects unless each rating agency has confirmed
that such action will not result in the lowering or withdrawal by it of its current rating of any subclass of MSAF
notes then outstanding.

If, after using our best efforts to avoid the adverse effect described above, we have not avoided such effects,
then on any payment date we may, at our election, redeem the outstanding principal balance of the notes of any or
al subclasses to which such withholding or deduction applies, in whole but not in part, at the redemption price plus
accrued but unpaid interest. However, any such redemption may not occur more than 30 days before the time at
which the reguirement or imposition described in (&) or (b) above is to become effective.

In the case of aredemption for taxation purposes, the redemption price of any subclass of notes being
redeemed will be the outstanding principal balance of that subclass without premium.

Method of Redemption. If we propose to make an optional redemption or a redemption for taxation purposes,
at least 20 days but not more than 60 days before the redemption date, the trustee will give notice of such
redemption to each holder of such subclass of notes. If we redeem any subclass of notesin part, we will apply the
redemption price proportionally to each holder of that subclass. If we redeem any subclass of notes in whole, other
than a redemption for taxation purposes, we will deposit in the defeasance/redemption account the redemption price,
together with an amount sufficient to pay or provide for al of the accrued and unpaid interest as of the redemption
date. If we redeem al or any part of a subclass of notes with available collections as required by the priority of
payments, we will send no notice of redemption.

Each notice of redemption will state:

e the applicable redemption date,

« the trustee’s arrangements for making payments due,

e the redemption price of the notes to be redeemed,

e in the case of redemptions in whole, that notes of the subclass to be redeemed must be surrendered (which

action may be taken by any holder of the notes or its authorized agent) to the trustee to collect the
redemption price and accrued and unpaid interest on such notes, and
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* in the case of redemptions in whole, that, unless we default in the payment of the redemption price and
any accrued and unpaid interest thereon, interest on the subclass of notes called for redemption will cease
to accrue on and after the redemption date.

Once a notice of redemption for a redemption in whole is mailed, each subclass of notes to which it applies will
become due and payable on the redemption date at its redemption price, together with accrued and unpaid interest
thereon.

Defeasance

We may at any time terminate all of our obligations under the notes and the indenture. This is khegeh as “
defeasance’. Legal defeasance will not apply to (1) our obligations relating to the defeasance trust or (2) our
obligations to register the transfer or exchange of the notes, to replace mutilated, destroyed, lost or stolen notes and
to maintain a register in respect of the notes.

In addition, we at any time may terminate our obligations under the covenants described under “— Indenture
Covenants” and “— Operating Covenants” and the events of default described under “— Events of Default and
Remedies” other than those described in clauses (1), (2), (3), (5) (solely with respect to MSAF) and (6) (solely with
respect to MSAF). This is known asoVenant defeasance”.

We may exercise our legal defeasance options even if we have already exercised the covenant defeasance
option. If we exercise our legal defeasance options, payment of the notes may not be accelerated because of an event
of default. If we exercise our covenant defeasance options, payment of the notes may not be accelerated because of
the events of default described under “— Events of Default and Remedies” other than those described in clauses (1),
(2), (3), (5) (solely with respect to MSAF) and (6) (solely with respect to MSAF).

In order to exercise either defeasance option, we must irrevocably deposit in trust with the trustee any
combination of cash or obligations of the U.S. Government as will be sufficient for the payment of principal,
premium (if any), and interest on the notes to redemption or maturity. We also must comply with other conditions,
including delivering to the trustee an opinion of counsel to the effect that holders of the notes (1) will not recognize
income, gain or loss for United States federal income tax purposes as a result of the deposit and defeasance and (2)
will be subject to United States federal income tax on the same amount and in the same manner and at the same
times as would have been the case if such deposit and defeasance had not occurred. In the case of legal defeasance
only, the opinion of counsel must be based on a ruling of the Internal Revenue Service or other change in applicable
United States federal income tax law.

Priority of Payments
On each payment date, the administrative agent will withdraw all amounts on deposit in the collection account
and will distribute them in the order of priority set forth below. Any amount below will be paid only if all amounts

ranking senior to that amount are paid in full on the payment date.

(1) First, to the expense account, or directly to the relevant expense payees, an amount equal to the required
expense amount and then to the relevant expense payees;

(2) Second, the following amounts:
(A) to the holders of each subclass of class A notes, all accrued and unpaid interest excluding step-up
interest, if applicable, on such subclass of class A notes proportionately according to the amount of

accrued and unpaid interest on such subclass of class A notes; and

(B) proportionately, to any swap provider, an amount equal to any payment, other than subordinated
swap payments, due from MSAF under any swap agreement;
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(3) Third, (1) first, to any persons providing primary eligible credit facilities, any amounts then payable to
such persons under the terms of their respective primary eligible credit facilities and (2) then, retain in the
collection account an amount, if positive, equal to (A) the minimum liquidity reserve amount less (B)
amounts available for drawing under any primary eligible credit facilities;

(4) Fourth, to the holders of class A notes, in the order of priority by subclass set forth under “— Allocation
of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to the
Minimum Principal Payment Amount with respect to the class A notes;

(5) Fifth, to the holders of each subclass of class B notes, all accrued and unpaid interest, excluding step-up
interest, if applicable, on such subclass of class B notes proportionately according to the amount of
accrued and unpaid interest on such subclass of class B notes;

(6) Sixth, to the holders of class B notes, in the order of priority by subclass set forth under “— Allocation of
Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to the Minimum
Principal Payment Amount with respect to the class B notes;

(7) Seventh, to the holders of each subclass of class C notes, all accrued and unpaid interest, excluding step-
up interest, if applicable, on such subclass of class C notes proportionately according to the amount of
such accrued and unpaid interest on such subclass of class C notes;

(8) Eighth, to the holders of Class C notes, in the order of priority by subclass set forth under “— Allocation
of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to the
Minimum Principal Payment Amount with respect to the class C notes;

(9) Ninth, to the holders of each subclass of class D notes, all accrued and unpaid interest, excluding step-up
interest, if applicable, on such subclass of class D notes proportionately according to the amount of such
accrued and unpaid interest on such subclass of class D notes;

(10) Tenth, to the holders of class D notes, in the order of priority by subclass set forth under “— Allocation of
Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to the Minimum
Principal Payment Amount with respect to the class D notes;

(11) Eleventh, (1) first, to any persons providing credit or liquidity enhancement facilities that are not primary
eligible credit facilities, any amounts then payable to such persons under the terms of their facilities and
(2) then, retain in the collection account an amount, if positive, equal to (A) the liquidity reserve amount
less (B) the sum of the amount of cash reserved under (3) above plus the amounts available for drawing
under any eligible credit facilities;

(12) Twelfth, to the holders of class A notes, in the order of priority by subclass set forth under “— Allocation
of Principal among Subclasses of notes; Intra-Class Priority of Payments”, an amount equal to the
Scheduled Principal Payment Amount with respect to the class A notes;

(13) Thirteenth, to the holders of class B notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the Scheduled Principal Payment Amount with respect to the class B notes;

(14) Fourteenth, to the holders of class C notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the Scheduled Principal Payment Amount with respect to the class C notes;

(15) Fifteenth, to the holders of class D notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the Scheduled Principal Payment Amount with respect to the class D notes;
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(16) Sixteenth, to the permitted accruals balance in the expense account, an amount egual to permitted accruals
in respect of any modification payments (or any part thereof);

(17) Seventeenth, to the holders of each subclass of notes entitled thereto, an amount equal to all accrued and
unpaid step-up interest on such subclass, if any, proportionately according to the amount of such accrued
and unpaid step-up interest;

(18) Eighteenth, to the holders of the beneficia interest, the beneficial interest distribution amount;

(19) Nineteenth, to the holders of class A notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the Supplemental Principal Payment Amount with respect to the class A notes;

(20) Twentieth, to the holders of class B notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the Supplemental Principal Payment Amount with respect to class B notes;

(21) Twenty-first, to the holders of class D notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the redemption price of the outstanding principal balance, if any, of any subclass of class D notes;

(22) Twenty-second, to the holders of class C notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the redemption price of the outstanding principal balance, if any, of any subclass of class C notes;

(23) Twenty-third, to the holders of class B notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the redemption price of the outstanding principal balance, if any, of any subclass of class B notes;

(24) Twenty-fourth, to the holders of class A notes, in the order of priority by subclass set forth under “—
Allocation of Principal among Subclasses of Notes; Intra-Class Priority of Payments”, an amount equal to
the redemption price of the outstanding principal balance, if any, of any subclass of class A notes;

(25) Twenty-fifth, payments to swap providers which are subordinated in accordance with their terms; and

(26) Twenty-sixth, to the holders of the beneficial interest, all remaining amounts.

Priority of Payments following a Default Notice

If a default notice is delivered to MSAF or the administrative agent or an event of default described in clause

(5) or (6) under “— Events of Default and Remedies” occurs and continues, the allocation of payments described
above will not apply. Instead, all amounts on deposit in the collection account and the expense account will be
applied in the following order of priority:

(1) First, to the expense account, or directly to the relevant expense payees, an amount equal to the required
expense amount;

(2) Second, proportionately, to the providers of any primary eligible credit facilities, such amounts as are
required to make any payments due to such providers under their primary eligible credit facilities;

(3) Third, the following amounts: (A) proportionately to the holders of each subclass of class A notes, all
accrued and unpaid interest (including step-up interest, if any) on, and all outstanding principal of, such
subclass and (B) proportionately to any swap provider, such amounts as are required to make any
payments (other than subordinated swap payments) due to such swap provider under any swap agreement;
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(4) Fourth, proportionately to the holders of each subclass of class B notes, all accrued and unpaid interest
(including step-up interest, if any) on and all outstanding principal of such subclass of class B notes,

(5) Fifth, proportionately to the holders of each subclass of class C notes, all accrued and unpaid interest
(including step-up interest, if any) on and all outstanding principal of such subclass of class C notes;

(6) Sixth, proportionately to the holders of each subclass of class D notes, all accrued and unpaid interest
(including step-up interest, if any) on and all outstanding principal of such subclass of class D notes;

(7) Seventh, proportionately to the providers of any credit or liquidity enhancement facilities in favor of
MSAF other than primary eligible credit facilities, such amounts as are required to make any payments
due under their facilities;

(8) Eighth, proportionately to any swap provider, such amounts as are required to make any subordinated
swap payments due to such swap provider under any swap agreement; and

(9) Ninth, to the holders of the beneficial interest, all remaining amounts.
Indenture Covenants

No Release of Obligations. We will not take, or knowingly permit any subsidiary to take, any action which
would amend, terminate, other than any termination in connection with the replacement of such agreement with an
agreement on terms substantially no less favorable to us and our subsidiaries than the agreement being terminated, or
discharge or prejudice the validity or effectiveness of the indenture, other than as permitted therein, the security trust
agreement, the cash management agreement, the administrative agency agreement, the financial advisory agreement
or any servicing agreement or permit any party to any such document to be released from such obligations, except,
in each case, as permitted or contemplated by the terms of such document, except: we may take or permit such
actions and may permit such releases if we shall have first obtained an authorizing resolution of the controlling
trustees determining that such action, permitted action or release does not materialy adversely affect the interests of
the noteholders.

Despite the preceding paragraph, in any case:

(1) wewill not take any action which would result in any amendment or modification to any conflicts standard
or duty of care in such agreements, and

(2) there must be at al times an administrative agent, a cash manager, a financial advisor and, unless a
servicer resigns prior to the appointment of a replacement servicer as aresult of any failure to pay
amounts due and owing to it, one or more servicers with respect to al aircraft in the portfolio.

Limitation on Encumbrances. We will not, and will not permit any subsidiary to, create, incur, assume or
suffer to exist any mortgage, pledge, lien, encumbrance, charge or security interest, including, without limitation,
any conditional sale, or any sale with recourse against the seller or any affiliate of the seller, or any agreement to
give any security interest over or with respect to any of our or any of our subsidiary’s assets, excluding segregated
funds, including, without limitation, all beneficial interests in trusts, ordinary shares and preferred shares, any
options, warrants and other rights to acquire such shares of capital stock and any indebtedness of any subsidiary held
by us or a subsidiary.

However, we may create, incur, assume or suffer to exist:
(1) any permitted encumbrance;

(2) any security interest created or required to be created under the security trust agreement;
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©)

(4)

encumbrances over rights in or derived from leases, upon confirmation from the rating agenciesin
advance that such action or event will not result in the lowering or withdrawal of any rating assigned by
any rating agency to any of the notes, so long as any transaction or series of transactions resulting in such
encumbrance, taken as a whole, does not materially adversely affect the amount of collections that would
have been received by us from such lease had such encumbrance not been created, or

any other encumbrance the validity or applicability of which is being contested in good faith in
appropriate proceedings by us or any of our subsidiaries.

Affiliate means, with respect to any person, any other person that, directly or indirectly, controls, is controlled
by or is under common control with, such person or isadirector or officer of such person.

Control of a person means the possession, direct or indirect, of the power to direct or cause the direction of the
management and policies of such person, whether through the ownership of voting stock, by contract or otherwise.

Permitted encumbrance means:

@

2

©)

(4)

(®)

(6)

()

(8)

9)

any lien for taxes, assessments and governmental charges or levies not yet due and payable or which are
being contested in good faith by appropriate proceedings;

in respect of any aircraft, any liens of arepairer, carrier or hanger keeper arising in the ordinary course of
business by operation of law or any engine or parts-pooling arrangements or other similar lien;

any permitted lien or encumbrance on any aircraft, engines or parts as defined under any lease thereof
(other than liens or encumbrances created by the relevant lessor);

any liens created by or through or arising from debt or liabilities or any act or omission of any lesseein
each case either in contravention of the relevant lease (whether or not such lease has been terminated) or
without the consent of the relevant lessor (as long asif such lessor becomes aware of any such lien, such
lessor shall use commercially reasonable efforts to have any such liens lifted);

any head lease, lease, conditional sale agreement or purchase option existing on the relevant closing date

or any aircraft agreement meeting the requirements of (c) or (e) of the second paragraph under the

“Limitation on Aircraft Sales’ covenant;

any lien for air navigation authority, airport tending, gate or handling (or similar) charges or levies;

any lien created in favor of us or any of our subsidiaries or the security trustee;

any lien not referred to in (1) through (7) above which would not adversely affect the owner’s rights and
does not exceed the greater of 1% of the aggregate initial appraised value of the portfolio and $250,000

per aircraft; and

any encumbrance arising under the ILFC facility or any other agreements the terms of which contemplate
that custody of security deposits held for lessees with respect to additional aircraft is held by a third party.

Limitation on Restricted Payments. MSAF will not, and will not permit any of its subsidiaries to:

)

)

declare or pay any dividend or make any distribution on its stock held by persons other than MSAF or any
of its subsidiaries; except that, so long as no event of default occurs and continues, MSAF may make
payments on its beneficial interest to the extent permitted by the indenture;

purchase, redeem, retire or otherwise acquire for value any beneficial interest in MSAF or any stock of its
subsidiaries held by and on behalf of persons other than MSAF, any of its subsidiaries or other Persons
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permitted under the requirements of (2)(b) under the “Limitation on the Issuance, Delivery and Sale of
Capital Stock” covenant;

(3) make any interest, principal or premium payment on the notes or make any voluntary or optional
repurchase, defeasance or other acquisition or retirement for value of indebtedness of MSAF or any of its
subsidiaries that is not owed to MSAF or any of its subsidiaries other than in accordance with the notes
and the indenture; except that MSAF or any of its affiliates may repurchase, defease or otherwise acquire
or retire any of the notes other than from available collections so long as any new notes of MSAF issued
in connection with such transaction rgudei passu with the notes being repurchased, defeased, acquired
or retired;provided further that the controlling trustees shall determine that such action does not
materially adversely affect the noteholders and shall have obtained confirmation in advance that such
action will not result in the lowering or withdrawal of any rating assigned by any rating agency to any of
the MSAF notes; or

(4) make any investments (other than permitted account investments, investments permitted under the
“Limitation on Engaging in Business Activities’ covenant, allowed restructurings and investments in any
subsidiaries that own additional aircraft).

The term “investment” for purposes of the above covenant means any loan or advance to a person or entity, any

purchase or other acquisition of any beneficial interest, capital stock, warrants, rights, options, obligations or other
securities of such person or entity, any capital contribution to such person or entity or any other investment in such
person or entity. The term “investment” shall not include any obligation of a purchaser of an aircraft to make
deferred or installment payments pursuant to any aircraft agreement specified in clauses (c) or (e) of the second
paragraph under_imitations on Aircraft Sales’ below so long as MSAF retains a security interest in the relevant
aircraft until all such obligations are discharged.

Limitation on Dividends and Other Payment Restrictions. MSAF will not, and will not permit any of its

subsidiaries to, create or otherwise suffer to exist any consensual encumbrance or restriction of any kind on the
ability of any subsidiary to:

(1) declare or pay dividends or make any other distributions permitted by applicable law, or purchase, redeem
or otherwise acquire for value, any beneficial interest in MSAF or the stock of any such subsidiary, as the
case may be;

(2) pay any indebtedness owed to MSAF or such subsidiary;

(3) make loans or advances to MSAF or such subsidiary; or

(4) transfer any of its property or assets to MSAF or any other subsidiary thereof.

The foregoing restrictions shall not apply to any consensual encumbrances or other restrictions:

(1) existing on March 3, 1998, with respect to the initial 32 aircraft and one engine, or, with respect to
additional aircraft, on the date such aircraft is acquired, under any related document, including any
amendments, extensions, refinancings, renewals or replacements of such documents so long as the
consensual encumbrances and restrictions in any such amendments, extensions, refinancings, renewals or
replacements are no less favorable in any material respect to the holders of the MSAF notes than those
previously in effect and being amended, extended, refinanced, renewed or replaced; or

(2) inthe case of clause (4) above:

(a) that restrict in a customary manner the subletting, assignment or transfer of any property or asset
that is a lease, license, conveyance or contract or similar property or asset; or
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(b) existing by virtue of any transfer of, agreement to transfer, option or right with respect to, or
consensua encumbrance on, any property or assets of MSAF or any subsidiary not otherwise
prohibited by the indenture. This covenant shall not prevent MSAF or any subsidiary from creating,
incurring, assuming or suffering to exist any encumbrances not otherwise prohibited under the
indenture.

Limitation on Engaging in Business Activities. MSAF will not, and will not permit any subsidiary to, engagein
any business or activity other than:

@

()

®3)

(4)

(5)

(6)

()

(8)

purchasing or otherwise acquiring aircraft assets (subject to the limitations set forth in the “Limitation on
Aircraft Acquisitions’ covenant);

owning, holding, converting, maintaining, modifying, managing, operating, leasing, re-leasing and, subject
to the limitations set forth in theimitations on Aircraft Sales’ covenant, selling or otherwise disposing
of the aircraft;

entering into all contracts and engaging in all related activities incidental thereto, including from time to
time accepting, exchanging, holding or permitting any of its subsidiaries to accept, exchange or hold
promissory notes, contingent payment obligations or equity interests, of lessees or their affiliates issued in
connection with the bankruptcy, reorganization or other similar process, or in settlement of delinquent
obligations or obligations anticipated to be delinquent, of such lessees or their respective affiliates in the
ordinary course of business;

providing loans to, and guaranteeing or otherwise supporting the obligations and liabilities of, MSAF's
subsidiaries or any future MSAF group entity, in each case on such terms and in such manner as the
controlling trustees see fit and (whether or not such member of MSAF group derives a benefit therefrom)
so long as such loans, guarantees or other supports are provided in connection with the purposes set forth
in clauses (1)-(3) of this covenant and that written notification is made to each rating agency of such loan,
guarantee or other support;

financing or refinancing the business activities described in clauses (1)-(3) of this covenant through the
offer, sale and issuance of any securities of MSAF, upon such terms and conditions as the controlling
trustees see fit, for cash or in payment or in partial payment for any property purchased or otherwise
acquired by MSAF group or any future MSAF group entity;

engaging in currency and interest rate exchange transactions for the purposes of avoiding, reducing,
minimizing, hedging against or otherwise managing the risk of any loss, cost, expense or liability arising,
or which may arise, directly or indirectly, from any change or changes in any interest rate or currency
exchange rate or in the price or value of any of the property or assets of MSAF or any of its subsidiaries
within limits determined by the controlling trustees from time to time and submitted to the rating agencies,
including but not limited to dealings, whether involving purchases, sales or otherwise, in foreign currency,
spot and forward interest rate exchange contracts, forward interest rate agreements, caps, floors and
collars, futures, options, swaps, and any other currency, interest rate and other similar hedging
arrangements and other similar instruments;

establishing, promoting and aiding in promoting, constituting, forming or organizing companies, trusts,
syndicates, partnerships or other entities of all kinds in any part of the world for the purposes set forth in
clauses (1)-(3) above so long as written notification is made to each rating agency that such company,
trust, syndicate or partnership is set up in compliance with the indenture;

acquiring, holding and disposing of shares, securities and other interests in any such entity or partnership
referred to in clause (7) of this covenant;

119



(9) disposing of shares, securities and other interestsin, or causing the dissolution of, any existing subsidiary
so long as any disposition which results in the disposition of an aircraft meets the requirements set forth
under the “Limitation on Aircraft Sales’ covenant; and

(10) taking out, acquiring, surrendering and assigning policies of insurance and assurances with any insurance
company or companies which MSAF or any of its subsidiaries may think fit and to pay the premiums
thereon.

Limitation on Indebtedness. MSAF will not, and will not permit any of its subsidiaries to, incur, create, issue,
assume, guarantee or otherwise become liable for or with respect to, or become responsible for, the payment of,
contingently or otherwise, whether present or future, indebtedness, except as described below.

For the purposes of the indenture, “indebtedness” means, with respect to any person at any date of
determination without duplication:

(1) all indebtedness of such person for borrowed money;
(2) all obligations of such person evidenced by bonds, debentures, notes or other similar instruments;

(3) all obligations of such person in respect of letters of credit or other similar instruments including
reimbursement obligations with respect thereto;

(4) all obligations of such person to pay the deferred and unpaid purchase price of property or services, which
purchase price is due more than six months after the date of purchasing such property or service or taking
delivery and title thereto or the completion of such services, and payment deferrals arranged primarily as a
method of raising finance or financing the acquisition of such property or service;

(5) all obligations of such person under a lease of (or other agreement conveying the right to use) any
property, whether real, personal or mixed, that is required to be classified and accounted for as a capital
lease obligation under generally accepted accounting principles in the United Sic8eSEAP");

(6) allindebtedness (as defined in clauses (1) through (5) of this paragraph) of other persons secured by a lien
on any asset of such person, whether or not such indebtedness is assumed by such person; and

(7) allindebtedness as defined in clauses (1) through (5) of this paragraph of other persons guaranteed by
such person.

However, the above restriction does not apply to:
(1) indebtedness under the notes issued on March 3, 1998.

(2) indebtedness under any refinancing notes or other indebtedness issued in connection with the repurchase,
acquisition, defeasance or retirement for value of notes so long as:

(&) such refinancing notes or other indebtedness receive ratings from the rating agencies at the close of
such refinancing or issuance equal to or higher than those of the subclass being refinanced or
repurchased (determined at the date of incurrence);

(b) taking into account such refinancing or repurchase for value, MSAF receives confirmation prior to
such refinancing from the rating agencies that such transaction will not result in the lowering or
withdrawal of any rating assigned by any rating agency to any MSAF notes outstanding at such
time; and
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(c) thenet proceeds of any such refinancing or issuance shall be used only to repay the outstanding
principal balance of the subclass of the notes being so refinanced or repurchased, (plus any
redemption premium and transaction expenses relating thereto).

(3) indebtedness under guarantees by MSAF or any subsidiary of any other member of M SAF group other
than guarantees described in clause (5) below so long as no such indebtedness in respect of any member of
MSAF group other than MSAF or any subsidiary of MSAF shall be incurred if it would materially
adversely affect the noteholders.

(4) indebtednessin respect of any additional notes incurred in connection with a permitted additional aircraft
acquisition so long as:

(a) takinginto account the incurrence of such indebtedness, M SAF receives prior confirmation that the
incurrence of such indebtedness will not result in the lowering or withdrawal of any rating assigned
by any rating agency to any of the notes outstanding at such time;

(b) the net proceeds of such indebtedness shall be used only to finance the permitted additional aircraft
acquisition; and

(c) takinginto account the incurrence of such indebtedness, M SAF receives prior confirmation that the
incurrence of such indebtedness will not result in the lowering or withdrawal of the rating assigned
by each rating agency on the closing date of the offering to the notes outstanding at such time.

(5) indebtednessin respect of guarantees by MSAF or any subsidiary of indebtedness incurred by any future
MSAF group entity other than a subsidiary of MSAF in connection with a permitted additional aircraft
acquisition so long as:

(8 such future MSAF group entity shall have guaranteed the notes;

(b) theindebtedness being guaranteed would be permitted pursuant to clause (2) or (4) above if such
indebtedness were incurred directly by MSAF or any subsidiary in connection with such permitted
additional aircraft acquisition; and

(c) theindebtedness being guaranteed was issued by such future MSAF group entity under an indenture,
the terms of which including the covenants and other obligations of such future MSAF group entity
thereunder, are substantially similar to those of the indenture.

(6) indebtedness to aircraft sellers pursuant to aircraft acquisition or similar agreements.

(7) indebtedness under intercompany loans or any agreement between MSAF or any of its subsidiaries and
any other members of MSAF group. Any indebtedness owed by any member of MSAF group to MSAF
shall be evidenced by promissory notes and written notification shall be given to each rating agency of the
incurrence of such indebtedness.

(8) indebtedness of MSAF group under any credit or liquidity enhancement facility provided in favor of
MSAF group.

Asused in the indenture, guarantee means any obligation, contingent or otherwise, of any person directly or
indirectly guaranteeing any indebtedness or other obligation of any other person and, without limiting the generality
of the foregoing, any obligation, direct or indirect, contingent or otherwise, of such person:

(1) to purchase or pay or advance or supply funds for the purchase or payment of such indebtedness or other
obligation of any other person, or
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(2) enteredinto for purposes of assuring in any other manner the obligee of such indebtedness or other
obligation of the payment thereof or to protect such obligee against oss in respect thereof in whole or in
part.

The term guarantee shall not include endorsements for collection or deposit in the ordinary course of business.
The term guarantee when used as a verb has a corresponding meaning.

Limitation on Aircraft Sales. MSAF will not, and will not permit any of its subsidiaries to, sell, transfer or
otherwise dispose of any aircraft or any interest therein, except as described below.

MSAF and any of its subsidiaries will be permitted to sell, transfer or otherwise dispose of, directly or
indirectly:

(1) any engines or parts owned on March 3, 1998, or, in the case of additional aircraft, any engines or parts
owned on the date such aircraft is acquired; or

(2) oneor more aircraft or an interest in aircraft:

(8 under apurchase option or other agreements of a similar character existing on the relevant closing
date;

(b) within or among MSAF and its subsidiaries without limitation, and among MSAF or any of its
subsidiaries and any other member of MSAF group if such sale, transfer or disposition, as the case
may be, would not materially adversely affect the noteholders and written notification shall be given
to each rating agency of such sale, transfer or disposition;

(c) under any aircraft agreement as long as such sale does not result in a concentration default, and the
net present value of the cash net sale proceeds is not less than the note target price;

(d) pursuant to receipt of insurance proceeds in connection with an event of loss; or

(e) under an aircraft agreement and, in any one calendar year, not exceeding 10% of the adjusted
portfolio value as determined by the most recent appraisal obtained for such calendar year so long
as:

(1) thecontrolling trustees unanimously confirm that each such sale does not materially adversely
affect MSAF and the notehol ders; and

(2) such sale does not result in a concentration default.

For the purpose of this covenant, the net present value of the cash net sale proceeds of any sale, transfer or
other disposition of any aircraft shall mean the present value of all payments received or to be received by MSAF
group from the date of execution or option granting date, as the case may be, of the relevant aircraft agreement
through and including the date of transfer of title to such aircraft, discounted back to the date of execution or option
granting date, as the case may be, of such aircraft agreement at the weighted average cost of funds of MSAF group
(based on the cost of funds represented by the notes on the payment date immediately preceding such date and
taking into account any swap agreements).

The note target price of an aircraft means 103% of the aggregate outstanding principal balance of the MSAF
notes, together with any accrued but unpaid interest thereon and any related swap breakage costs, allocable to such
aircraft on the date of the sale agreement or purchase option date, as the case may be. On any date, the outstanding
principal balance of MSAF notes allocable to an aircraft will be calculated as follows:
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Allocable Outstanding Principal Balance = OPB X ABV

APV
where:
ABV = the Adjusted Value of the aircratft,
APV = the Adjusted Portfolio Value and
OPB = the aggregate outstanding principal balance of all notes of MSAF on the most recent payment

date.

Aircraft agreement means any lease, sub-lease, conditional sale agreement, finance lease, hire purchase
agreement or other agreement (other than an agreement relating to maintenance, modification or repairs) or any
purchase option granted to a person other than MSAF or its subsidiaries or any other member of MSAF group to
purchase an aircraft pursuant to a purchase option agreement, in each case where a person acquires or is entitled to
acquire legal title, or the economic benefits of ownership of, such aircraft.

Net sale proceeds means the aggregate amount of cash received or to be received from time to time (whether as
initial or deferred consideration) by or on behalf of the seller in connection with the transaction after deducting
(without duplication):

(1) reasonable and customary brokers’ commissions and other similar fees and commissions (including fees
received by the servicer under the servicing agreement); and

(2) the amount of taxes payable in connection with or as a result of such transaction, in each case to the
extent, but only to the extent, that the amounts so deducted are, at the time of receipt of such cash, actually
paid to a person that is not an affiliate of the seller and are properly attributable to such transaction or to
the asset that is the subject thereof.

Concentration default means an event of default under “— Operating Covenants — Concentration Limits,” as
such covenant may be adjusted from time to time upon approval by the rating agencies, which would arise if effect
were given to any sale, transfer or other disposition or any purchase or other acquisition as of the date of the binding
sale or purchase agreement even if the sale, transfer or other disposition or purchase or other acquisition is
scheduled or expected to occur after the date of the binding agreement.

Limitation on Aircraft Acquisitions. MSAF will not, and will not permit any of its subsidiaries, to purchase or
otherwise acquire any aircraft except as described below.

MSAF and any of its subsidiaries will be permitted to:
(1) purchase or otherwise acquire, directly or indirectly, additional aircraft so long as:
(@) no event of default shall have occurred and be continuing;
(b) all Scheduled Principal Payment Amounts on the notes have been paid;
(c) the acquisition does not result in a concentration default; and
(d) after giving effect to such acquisition:

» no more than 90% of the portfolio by appraised base value consists of Stage 3 narrowbody
aircraft and regional jets,
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* no more than 50% of the portfolio by appraised base value consists of Stage 3 widebody
aircraft, and

* no more than 15% of the portfolio by appraised base value consists of Stage 2 aircraft and
turboprop aircraft,

unless the controlling trustees obtain advance confirmation that such action will not result in the
lowering or withdrawal of any rating assigned by any rating agency to any of the MSAF notes
outstanding at such time; or

(2) act as sponsor of a future MSAF group entity other than a subsidiary of MSAF that would fund an
acquisition of aircraft assets with indebtedness guaranteed by MSAF pursuantiioniteitn on
Indebtedness’ covenant as described above; so long as, if such acquisition of aircraft assets had been
consummated indirectly by MSAF, such acquisition would have been permitted pursuant to the preceding
clause (1).

A permitted additional aircraft acquisition means a transaction described in clause (1) or (2) above.

Limitation on Modification Payments and Capital Expenditures. MSAF will not, and will not permit any of its
subsidiaries to, make any capital expenditures for the purpose of effecting any optional improvement or modification
of any aircraft, or for the optional conversion of any aircraft from a passenger aircraft to a freighter or mixed-use
aircraft, for the purpose of purchasing or otherwise acquiring any engines or parts outside of the ordinary course of
business except as described below.

MSAF may, and may permit any of its subsidiaries to, make modification payments if:

(1) each modification payment, together with all other modification payments made after March 3, 1998 with
respect to any single aircraft, do not exceed the aggregate amount of funds that would be necessary to
perform heavy maintenance as described in the applicable servicing agreement on such aircraft, including
the airframe and the engines;

(2) such modification payment is included in the annual operating budget of the MSAF group and approved
by the controlling trustees;

(3) the amount of funds necessary to make such modification payment shall have been accrued in advance as
a permitted accrual in the expense account through transfers into the expense account pursuant to the
indenture or is otherwise allowed to be paid under permitted indebtedness; and

(4) the aggregate amount of all modification payments made by members of MSAF group, taken as a whole,
pursuant to this covenant after March 3, 1998, including the modification payment in question, shall not
exceed 5% of the aggregate initial appraised value of all aircraft acquired by MSAF group.

Limitation on Consolidation, Merger and Transfer of Assets. MSAF will not, and will not permit any
subsidiary to, consolidate with, merge with or into, or sell, convey, transfer, lease or otherwise dispose of its
property and assets (as an entirety or substantially as an entirety in one transaction or in a series of related
transactions) to, any other person, or permit any other person to merge with or into MSAF or any subsidiary, unless:

(1) the resulting entity is a special purpose entity, the constituent document of which is substantially similar to
MSAF’s amended and restated trust agreement or the equivalent charter document of such subsidiary, as
the case may be, and, after such consolidation, merger, sale, conveyance, transfer, lease or other
disposition, payments from such resulting entity to the holders of the notes do not give rise to any
withholding tax payments less favorable to the holders of the notes than the amount of any withholding tax
payments which would have been required had such event not occurred;
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(2) inthe case of consolidation, merger or transfer by MSAF, the surviving successor or transferee entity shall
expressly assume al of the obligations of MSAF in the indenture, the notes and each other related
document;

(3) the controlling trustees shall have obtained advance confirmation that such action or event will not result
in the lowering or withdrawal of any rating assigned by any rating agency to any of the notes,

(4) immediately after giving effect to such transaction, no event of default shall have occurred and be
continuing; and

(5) MSAF deliversto the trustee an officers’ certificate and an opinion of counsel, in each case stating that
such consolidation, merger or transfer and such supplemental indenture comply with the above criteria
and, if applicable, thel'imitation on Aircraft Sales’ covenant and that all conditions precedent provided
for in the indenture relating to such transaction have been complied with.

This covenant shall not apply to any such consolidation, merger, sale, conveyance, transfer, lease or
disposition:

(1) within and among MSAF and any of its subsidiaries and among MSAF group if such consolidation,
merger, sale, conveyance, transfer, lease or disposition, as the case may be, would not materially adversely
affect the holders of the notes and written notification is made to each rating agency;

(2) complying with the terms of thé.imitation on Aircraft Sales’ covenant; or

(3) effected as part of a single transaction providing for the redemption or defeasance of the MSAF notes in
accordance with the terms thereof as described under “— Payment of Principal and Interest —
Redemption” or “— Payment of Principal and Interest — Defeasance”, respectively.

Limitation on Transactions with Affiliates. MSAF will not, and will not permit any subsidiary to, directly or
indirectly, enter into, renew or extend any transaction (including, without limitation, the purchase, sale, lease or
exchange of property or assets, or the rendering of any service) with any affiliate of MSAF or any subsidiary, except
upon fair and reasonable terms no less favorable to MSAF or such subsidiary than could be obtained, at the time of
such transaction or at the time of the execution of the relevant agreement, in a comparable arm’s-length transaction
with a person that is not such an affiliate.

The foregoing limitation shall not apply to:

(1) any transaction in connection with the establishment of MSAF group, its acquisition of the initial 32
aircraft and one spare engine, any substitute aircraft or pursuant to the terms of the related documents;

(2) any transaction within and among MSAF or any of its subsidiaries and any other member of MSAF group,
except that no such transaction, other than between MSAF and any of its subsidiaries, shall be
consummated if it would materially adversely affect the holders of the MSAF notes;

(3) the payment of reasonable and customary fees to, and the provision of reasonable and customary liability
insurance in respect of, the controlling trustees;

(4) any payments on the beneficial interest in accordance with the indenture and under “— Payment of
Principal and Interest — Priority of Payments”;

(5) any permitted additional aircraft acquisition or any transaction complying with.itmg&tion on Aircraft
Sales’ covenant;
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(6)

()

(8)

9)

any payments of the types referred to in clauses (1) or (2) of the “Limitation on Restricted Payments’
covenant and not prohibited thereunder;

entering into any transaction effected as part of a single transaction providing for the redemption or
defeasance of the MSAF notes, in accordance with the terms thereof as described under “— Payment of
Principal and Interest — Redemption” or “— Payment of Principal and Interest — Defeasance”,
respectively;

entering into an interest rate swap or option on an interest rate swap or other instrument used for the
management of interest rate risk with MSDW or any of its affiliates; or

the tax indemnification agreement between MSAF and MSDW.

Limitation on the Issuance, Delivery and Sale of Capital Sock. MSAF will not:

@)

)

issue, deliver or sell any shares, interests, participations or other equivalents (however designated, whether
voting or non-voting, other than beneficial interests, shares, participations or other equivalents existing on
March 3, 1998) in equity; or

sell, or permit any subsidiary, directly or indirectly, to issue, deliver or sell, any interests, shares,
participations or other equivalents (however designated, whether voting or non-voting, other than such
shares, interests, participations or other equivalents existing on March 3, 1998) in equity except:

(a) issuances or sales of further beneficial interests in MSAF having economic terms that are no less
favorable to the noteholders than those of the beneficial interest existing on March 3, 1998;

(b) issuances or sales of shares of stock of foreign subsidiaries of MSAF to nationals in the jurisdiction
of incorporation or organization of such subsidiary, as the case may be, to the extent required by
applicable law or necessary in the determination of the controlling trustees to avoid an adverse tax
consequence in any such jurisdiction;

(c) the pledge of the beneficial interests and shares in MSAF's subsidiaries pursuant to the security trust
agreement;

(d) the sale, delivery or transfer of any stock of any member of the MSAF group as part of a single
transaction providing for the redemption or defeasance of the MSAF notes, in accordance with the
terms set forth under “— Payment of Principal and Interest — Redemption” or “— Payment of
Principal and Interest — Defeasance”, respectively;

(e) the sale of any stock of any subsidiary in connection with any sale of aircraft in compliance with the
terms of the Limitation on Aircraft Sales’ covenant; and

(f) the sale, delivery, transfer or pledge of beneficial interests or stock of any MSAF group member to
or for the benefit of any other MSAF group member.

Bankruptcy and Insolvency. MSAF:

1)

will promptly provide the trustee and the rating agencies with notice of the institution of any proceeding
by or against MSAF or any of its subsidiaries, as the case may be, seeking to adjudicate any of them a
bankrupt or insolvent, or seeking liquidation, winding up, reorganization, arrangement, adjustment,
protection, relief or composition of their debts under any law relating to bankruptcy, insolvency or
reorganization or relief of debtors, or seeking an entry of an order for relief or the appointment of a
receiver, trustee or other similar official for either or for any substantial part of their property;
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(2) will not take any action to waive, repeal, amend, vary, supplement or otherwise modify its trust agreement
that would adversely affect the rights, privileges or preferences of any holder of the notes, as determined
by the controlling trustees; and

(3) will not, without an affirmative unanimous written resolution of the controlling trustees and the
independent trustees take any action to waive, repeal, amend, vary, supplement or otherwise modify the
provision of the amended and restated trust agreement which requires a unanimous resolution of the
controlling trustees and the independent trustees, or limits the actions of beneficial interest holders, with
respect to voluntary insolvency proceedings or consents to involuntary insolvency proceedings.

In addition, under the terms of the amended and restated trust agreement the controlling trustees and
independent trustees will agree that while the notes are outstanding they will not take any action:

(1) to cause MSAF to ingtitute any proceeding seeking liquidation or insolvency (or similar proceeding);

(2) inthe case of any such proceeding instituted against M SAF, to authorize or consent to such proceedings;
or

(3) toterminate MSAF’s existence.
Operating Covenants
Concentration Limits. Unless the controlling trustees obtain prior written confirmation from each of the
rating agencies that no lowering or withdrawal of the then current rating of any subclass of notes will result, MSAF
will not permit any of its subsidiaries to lease or re-lease any aircraft if entering into such proposed lease would
cause the portfolio, to exceed any of the concentration limits set forth below. The indenture permits breaches of
these concentration limits upon any renewal, extension or restructuring of any lease.
For purposes of this restriction, the portfolio:
« excludes any aircraft then subject to an aircraft agreement and expected to be disposed of within one year
from the effective date of such lease pursuant to clauses (c) and (e) under “— Indenture Covenants —
Limitation on Aircraft Sales,”

but

« includes any aircraft which MSAF group has entered into a binding agreement to acquire and which the
controlling trustees reasonably expect to acquire within 180 days from the date of effectiveness of such

agreement.
Per centage of Most Recent
Appraised Value of
L essee Concentration Limits Portfolio(1)
Single Lessee rated BBB/Baa2 (or the equivalent) or better................... 15%
Other SINgIe LESSEES . . ..ot 10%
Five largest LeSSEeS . ..ot 35%
Per centage of Most Recent
Appraised Value of
Country Concentration Limits Portfolio(1)
United States . ..ot 25%
Countries rated BBB/Baa2 (or the equivalent) or better(2). . . .................. 20%
OtNEr . . o 15%



Per centage of Most Recent
Appraised Value of
Country Concentration Limits Portfolio(1)

Per centage of Most Recent
Appraised Value of

Region Concentration Limits Portfolio(1)
Any single Developed Market Region(3) . . ... .o v 50%
Any single Emerging Market Region(3) . ...t 25%
OtNEr(d) .o 20%
ASIAIPaCITIC . 55%

(1) Percentage to be obtained by dividing the aggregate most recent appraised values of all aircraft leased or to be
leased to lessees habitually based in the applicable country by the aggregate most recent appraised values of all
aircraft then owned by MSAF group and any future MSAF group member.

(2) Based on the sovereign foreign currency debt rating assigned by the rating agencies to the country in which a
lessee is habitually based at the time the relevant lease is executed.

(3) The designations of Emerging Markets and Developed Markets are as determined and published by Morgan
Stanley Capital International from time to time based on, among other things, gross domestic product levels,
regulation of foreign ownership of assets, the regulatory environment, exchange controls and perceived
investment risk. The current designations are as set out below:

Region Country
Developed Markets
Europe ... Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy,

The Netherlands, Portugal, Spain, Sweden, the United Kingdom,
Norway and Switzerland

NorthAmerica .................. Canada and the United States of America
Pacific ......................... Australia, Hong Kong, Japan, New Zealand and Singapore
Emerging Markets
ASa ..o China, India, Indonesia, South Korea, Malaysia, Pakistan, Philippines,
Sri Lanka, Taiwan and Thailand
Europe and MiddleEast .. .......... Czech Republic, Greece, Hungary, Isragl, Jordan, Poland, and Turkey
LatinAmerica .................. Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela
Other............ ... .. .. ... All other countries (generally those that have small or underdevel oped
capital markets, including Fiji, Iceland, Lithuania, Macau, Malta and
Mauritius)

(4) Inaddition no more than 10% of the most recent appraised value of the portfolio shall be leased to lessees
habitually based in countries in the region designated as “Other” that are rated below BBB/Baa2 (or the
equivalent) and no more than 5% of the most recent appraised value of the portfolio shall be leased to lessees
habitually based in countries in the region designated as “Other” that are in Africa.

In addition, the indenture does not permit MSAF or any subsidiary to lease aircraft operated or to be operated
by lessees domiciled in the following jurisdictions: Burma, Cuba, Iran, Iraq, Libya, North Korea, Sudan and Syria.
We may amend this list from time to time upon the approval of the rating agencies.

In addition, the indenture requires MSAF to obtain political risk insurance for each aircraft subject to a lease
and habitually based in the following jurisdictions: Angola, Armenia, Azerbaijan, Belarus, Benin, Bhutan,
Cameroon, Cape Verde Islands, Chad, Comoros, Congo, Equatorial Guinea, Eritrea, Ethiopia, Grenada, Kazakhstan,
Kirbati, Kyrgistan, Liberia, Moldova, Mongolia, Niger, Sao Tome & Principe, Somalia, Turkmenistan and
Uzbekistan. We may amend this list from time to time upon the approval of the rating agencies. It is our policy to
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decide on a case-by-case basis whether to voluntarily obtain political risk insurance beyond the requirements of the
indenture. We do not currently have any political risk insurance.

Compliance with Law, Maintenance of Permits. MSAF will:
(1) comply, and cause each of its subsidiaries to comply, in all material respects with al applicable laws;

(2) obtain, and cause each of its subsidiaries to obtain, all material governmental including regulatory
registrations, certificates, licenses, permits and authorizations required for such person’s use and operation
of the aircraft, including, without limitation, a current certificate of airworthiness for each aircraft (issued
by the applicable aviation authority and in the appropriate category for the nature of operations of such

aircraft), except that:
(&) no certificate of airworthiness shall be required for any aircraft:
« during any period when such aircraft is undergoing maintenance, modification or repair; and

« following the withdrawal or suspension by such applicable aviation authority of certificates of
airworthiness in respect of all aircraft of the same model or period of manufacture as such
aircraft; in that case MSAF shall comply, and cause each of its subsidiaries to comply, with all
directions of such applicable aviation authority in connection with such withdrawal or
suspension;

(b) no registration, certificates, licenses, permits or authorizations required for the use or operation of
any aircraft need be obtained with respect to any period when such aircraft is not being operated;
and

(c) no such registrations, certificates, licenses, permits or authorizations shall be required to be
maintained for any aircraft that is not the subject of a lease, except to the extent required under

applicable laws;

(3) not cause or knowingly permit, directly or indirectly, through any of its subsidiaries, any lessee to operate
any aircraft under any lease in any material respect contrary to any applicable law; and

(4) not knowingly permit, directly or indirectly, through any of its subsidiaries, any lessee not to obtain all
material governmental (including regulatory) registrations, certificates, licenses, permits and
authorizations required for such lessee’s use and operation of any aircraft under any operating lease except
in the cases provided in clauses (2)(a) and (2)(b) above.

This covenant shall not be breached by virtue of any act or omission of a lessee or sub-lessee, or of any person
which has possession of the aircraft or any engine for the purpose of repairs, maintenance, modification or storage,
or by virtue of any requisition, seizure, or confiscation of the aircraft (other than seizure or confiscation arising from
a breach by MSAF or a subsidiary of such covenant) so long as:

(1) no member of MSAF group consents or has consented to such third party event; and

(2) the member of MSAF group which is the lessor or owner of such aircraft promptly and diligently takes
such commercially reasonable actions as a leading international aircraft operating lessor or owner would
reasonably take in respect of such third party event, including, (taking into account, among other things,
the laws of the jurisdictions in which the aircraft are located), seeking to compel such lessee or other
relevant person to remedy such third party event or seeking to repossess the relevant aircraft or engine.

Appraisal of Portfolio. MSAF will, at least once each year and in any case no later than October 31 of each
year, deliver to the trustee appraisals of the base value of each of the aircraft, from at least three independent
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appraisers that are members of the International Society of Transport Aircraft Trading or any similar organization.
Each appraisal shall be dated within 30 days prior to its delivery to the trustee.

Maintenance of Assets. MSAF will:

(1) inthe case of each aircraft and engine that is subject to alease, cause directly or indirectly, through any of
its subsidiaries, such aircraft and engine to be maintained in a state of repair and condition consistent with
the reasonable commercial practice of leading international aircraft operating lessors with respect to
similar aircraft under lease, taking into consideration, among other things, the identity of the relevant
lessee (including the credit standing and operating experience thereof), the age and condition of the
aircraft and the jurisdiction in which such aircraft will be operated or registered under such lease; and

(2) inthe case of each aircraft that is not subject to alease, maintain, and cause each of its subsidiaries to
maintain, such aircraft in a state of repair and condition consistent with the reasonable commercia
practice of leading international aircraft operating lessors with respect to aircraft not under lease. A third
party event will not cause a breach of this covenant so long as:

(@ no member of MSAF group consents or has consented to the third party event; and

(b) the member of MSAF group which is the lessor or owner of such aircraft promptly and diligently
takes such commercially reasonable actions as a leading international aircraft operating lessor would
reasonably take in respect of the third party event, including seeking to compel such lessee or other
relevant person to remedy the third party event or seeking to repossess the relevant aircraft or
engine.

Notification of Trustee and Administrative Agent. MSAF will notify the trustee and administrative agent as
soon as MSAF or any of its subsidiaries becomes aware of any loss, theft, damage or destruction to any aircraft or
engine if the potential cost of repair or replacement of such asset (without regard to any insurance claim related
thereto) may exceed $2,000,000.

Leases. MSAF shall adopt and has agreed to cause the servicer to use, and will adopt and will agree to cause
any additional servicer replacing the servicer pursuant to the terms of the servicing agreement to use, the pro forma
lease agreement or agreements then used by the servicer or such additional servicer, as the case may be, in
connection with its aircraft operating leasing services business generally, as such pro forma lease agreement or
agreements may be revised from time to time by the servicer or additional servicer as a starting point in the
negotiation of future leases.

In the case of any future lease entered into in connection with:
(1) therenewal or extension of alease;
(2) theleasing of an aircraft to a person that is or was a lessee under a pre-existing lease; or

(3) theleasing of an aircraft to a person that is or was alessee under an operating lease of an aircraft that is
being managed or serviced by the servicer or such additional servicer, as the case may be,

aform of lease substantialy similar to the pre-existing lease or operating lease may, in lieu of the pro forma
lease, be used by the servicer or such additional servicer, as a starting point in the negotiation of such future
lease with persons who are not members of the MSAF group or any future MSAF group entity.

Opinions. MSAF will not enter into, and will not permit any of its subsidiaries to enter into, any future lease
with any person that is not a member of MSAF group or change the jurisdiction of registration of any aircraft that is
subject to alease, unless, upon entering into such future lease or changing the jurisdiction or registration of such
aircraft or within a commercially reasonable period thereafter, the servicer or additional servicer, as the case may be,
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obtains such legal opinions, if any, with regard to compliance with the registration regquirements of the relevant
jurisdiction, enforceability of the future lease and such other matters customary for such transactions to the extent
that receiving such legal opinionsis consistent with the reasonable commercial practice of leading international
aircraft operating lessors.

Insurance. MSAF will maintain or cause, directly or indirectly through its subsidiaries, to be maintained with
reputable and responsible insurers or with insurers that maintain relevant reinsurance with reputable and responsible
reinsurers:

(1) airline hull insurance for each aircraft in an amount at least equal to the note target price for such aircraft
or the equivalent thereof from time to time if such insurance is denominated in a currency other than
United States dollars;

(2) airlineliability insurance for each aircraft and occurrence in an amount at least equal to the relevant
amounts set forth in the indenture for each model of aircraft; and

(3) airline political risk insurance for each aircraft subject to alease and habitually based in ajurisdiction
determined in accordance with the political risk insurance guidelines, as set forth in the indenture and as
amended from time to time with the consent of the rating agencies, in an amount at least equal to the note
target price, or the equivalent thereof from time to time if such insurance is denominated in a currency
other than United States Dollars, for such aircraft; except that such insurance may be subject to
commercially reasonable deductible and self-insurance arrangements, taking into account, among other
things, the creditworthiness and experience of the lesseg, if any, the type of aircraft and market practicesin
the aircraft insurance industry generally. The coverage and terms (including endorsements, deductibles
and self-insurance arrangements) of any insurance maintained with respect to any aircraft not subject to a
lease shall be substantially consistent with the commercial practices of leading international aircraft
operating lessors regarding similar aircraft.

In determining the amount of insurance required to be maintained, M SAF may take into account any
indemnification from, or insurance provided by, any governmental, supranational or inter-governmental authority or
agency (other than, with respect to political risk insurance, any governmental authority or agency of any jurisdiction
for which political risk insurance must be obtained), the sovereign foreign currency debt rating of which israted AA,
or the equivalent, by at least one of the rating agencies, against any risk with respect to an aircraft. The amount of
such indemnification or insurance when added to the amount of insurance against such risk maintained by MSAF or
which MSAF has caused to be maintained, shall be at least equal to the amount of insurance against such risk
otherwise required by the covenant taking into account self-insurance permitted by the covenant. Any such
indemnification or insurance provided by such government shall provide substantially similar protection as the
insurance required by the covenant. MSAF will not be required to maintain, or to cause to be maintained, any
insurance otherwise required hereunder to the extent that such insurance is not generally available in the relevant
insurance market at commercially reasonable rates from time to time.

Indemnity. MSAF will, and will cause each of its subsidiaries to, include in each lease between a member of
MSAF group and a person who is not a member of MSAF group an indemnity in respect of the lease in respect of
any losses or liabilities arising from the use or operation of the aircraft during the term of such lease, subject to such
exceptions, limitations and qualifications as are consistent with the reasonable commercial practices of leading
international aircraft operating lessors.

Events of Default and Remedies

Each of the following events will be an event of default with respect to any class of notes, except as specified
below:
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2

©)

(4)

©)

(6)

(1)

failure to pay interest on the notes of such class or any subclass thereof, other than step-up interest, in each
case when such amount becomes due, and such default continues for a period of five or more business

days;

failure to pay principal or premium, if any, on the notes of such class or any subclass thereof either on or

prior to the applicable final maturity date;

failure to pay any amount other than interest when due and payable in connection with any note of such
class or any subclass thereof, to the extent that there are at such time available collections therefor, and
such default continues for a period of five or more business days;

failure by MSAF to comply with any of the covenants, obligations, conditions or provisions binding on it
under the indenture or the notes (other than a payment default for which provision is made in clause (1),
(2) or (3) above), if such failure materially adversely affects the holders of such class of notes and
continues for a period of 30 days or more after written notice thereof has been given to MSAF by the cash
manager, the administrative agent, the servicer or additional servicer, or by holders of at least 25% of the
aggregate outstanding principal balance of the notes of the most senior class of the notes outstanding;

acourt having jurisdiction in the premises enters a decree or order for:

@

2

3

relief in respect of MSAF, or any subsidiary (other than a subsidiary which owns or |eases aircraft

having an aggregate base value of less than 10% of the Adjusted Portfolio Value at that time) (a
“gignificant subsidiary”) under any applicable law relating to bankruptcy, insolvency, receivership,
winding-up, liquidation, reorganization, examination, relief of debtors or other similar law now or
hereafter in effect;

appointment of a receiver, liquidator, examiner, assignee, custodian, trustee, sequestrator or similar
official of MSAF or any significant subsidiary; or

the winding up or liquidation of the affairs of MSAF or any significant subsidiary and, in each case,
such decree or order shall remain unstayed or such writ or other process shall not have been stayed
or dismissed within 90 days from entry thereof;

MSAF or any significant subsidiary:

(a) commences a voluntary case under any applicable law relating to bankruptcy, insolvency,

(b)

(©)

receivership, winding-up, liquidation, reorganization, examination, relief of debtors or other similar
law now or hereafter in effect, or consents to the entry of an order for relief in any voluntary case
under any such law;

consents to the appointment of or taking possession by a receiver, liquidator, examiner, assignee,
custodian, trustee, sequestrator or similar official of MSAF or any significant subsidiary or for all or
substantially all of the property and assets of MSAF or any significant subsidiary; or

effects any general assignment for the benefit of creditors;

any judgment or order for the payment of money in excess of 5% of the aggregate adjusted portfolio value
shall be rendered against MSAF or any subsidiary or any other member of MSAF group and either:

(@) enforcement proceedings shall have been commenced by any creditor upon such judgment or order;

or
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(b) there shall be any period of 10 consecutive days during which a stay of enforcement of such
judgment or order, by reason of a pending appeal or otherwise, shall not be in effect. However, any
such judgment or order shall not be an event of default under the indenture if and for so long as:

« the amount of such judgment or order is covered by a valid and binding policy of insurance
between the defendant and the insurer covering payment thereof; and

« such insurer, which shall be rated at least A by A.M. Best Company or any similar successor
entity, has been notified of, and has not disputed the claim made for payment of, the amount of
such judgment or order;

(8) the constitutional documents of MSAF cease to be in full force and effect without replacement documents
having the same terms being in full force and effect.

The indenture provides that, within 30 days of when an event of default occurs in respect of any class of notes,
the trustee will give to the noteholders of such class notice, transmitted by mail, of all uncured or unwaived defaults
under the indenture known to it on such date. If an event of default other than an event of default under (5) or (6)
above) with respect to the senior class of notes shall have occurred and be continuing, the trustee for the senior class
may, and, when instructed by the holders of 25% of the aggregate outstanding principal balance of the senior class
of notes, shall, give a default notice to MSAF, the administrative agent, the trustee and the cash manager declaring
the outstanding principal balance of the notes and all accrued and unpaid interest thereon to be due and payable.

At any time after the senior trustee has declared the outstanding principal balance of the notes to be due and
payable and before the exercise of any other remedies pursuant to the indenture, holders of a majority of the
outstanding principal balance of the senior class of notes, by written notice to MSAF, the senior trustee and the
administrative agent, may, except in the case of:

(1) a default in the deposit or distribution of any payment required to be made on the notes of such class;
(2) a payment default on such class of notes; or

(3) adefault in respect of any covenant or provision of the indenture that cannot by the terms thereof be
modified or amended without the consent of each noteholder affected thereby,

rescind and annul such declaration and thereby annul its consequences if:

(1) there has been paid to or deposited with the senior trustee an amount sufficient to pay all overdue
installments of interest on the notes, and the principal of and premium, if any, on the notes that would
have become due otherwise than by such declaration of acceleration;

(2) the rescission would not conflict with any judgment or decree; and

(3) all other defaults and events of default, other than nonpayment of interest and principal on the notes that
have become due solely because of such acceleration, have been cured or waived.

If an event of default under clause (5) or (6) above occurs, the outstanding principal balance of the notes and
all accrued and unpaid interest thereon shall automatically become due and payable without any further action by
any party.

After the occurrence and during the continuation of an event of default:

(1) the class B noteholders will not be permitted to give or direct the giving of a default notice or to exercise
any remedy in respect of such event of default until all interest and principal on the class A notes have
been paid in full,
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(2) theclass C noteholders will not be permitted to give a default notice or to exercise any remedy in respect
of such event of default until all interest and principal on the class A notes and the class B notes have been
paid in full, and

(3) theclass D noteholders will not be permitted to give a default notice or to exercise any remedy in respect
of such event of default until al interest and principal on the class A notes, the class B notes and the class
C notes have been paid in full.

The trustee shall provide each rating agency with a copy of any default notice it receives pursuant to the
indenture.

The indenture contains a provision entitling the trustee, subject to its duty during a default to act with the
required standard of care, to be indemnified by the holders of any class of the notes before proceeding to exercise
any right or power under the indenture or the administrative agency agreement at the request or direction of such
holders. Except in limited circumstances, no holder of the notes will have the right, other than through the senior
trustee acting in accordance with the indenture, to sue for recovery or take any other actions to enforce the
obligations of MSAF to pay any and all amounts due and payable under the notes, and no holder of the notes will
have the right to take any steps to cause the filing for bankruptcy of MSAF. However, such limitation does not apply
to asuit instituted by any holder of a note for the enforcement of payment of principal or interest on such note on or
after the respective due dates therefor unless such holder shall have consented thereto. The senior trustee is entitled
to exercise any and all remedies available under the indenture.

The term default means the occurrence of any event which is, or after notice or lapse of time, or both, would
constitute an event of default.

Intercreditor Rights

Subject to the terms of the indenture, the senior trustee will have sole discretion as to whether to direct the
administrative agent to exercise and enforce any and all remedies with respect to the notes. The senior trustee may
take various actions in respect of the notes, without regard to the interests of any other creditors.

M odification and Waiver

If the trustee receives a request for its consent to an amendment, modification or waiver under the indenture,
the notes or any related document relating to the notes, the trustee shall mail a notice of such proposed amendment,
modification or waiver to each noteholder as to whether or not to consent to such amendment, modification or
waiver.

The indenture provides that, with the consent of the holders of a majority of the outstanding principal balance
of the notes (acting as a single class), modifications may be made to the notes or the indenture except that without
the consent of any swap provider and the holder of each outstanding note affected, we may not make any
modification of the provisions:

» setting forth the frequency or the currency of payment of, the maturity of, or the method of calculation of
the amount of any interest, principal and premium, if any, payable in respect of any subclass of notes;

« reducing the percentage of the aggregate outstanding principal balance of any subclass of notes required to
approve any such amendment or waiver; or

»  altering the manner or priority of payment of any subclass of notes.

Any such modification approved by the required holders of any subclass of notes will be binding on the holders
of the relevant subclass of notes and each party to the indenture. This provision shall not prevent MSAF or any
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subsidiary from amending any lease if such amendment is otherwise permitted by the indenture. The senior trustee
may also waive any event of default.

The subordination provisions contained in the indenture may not be amended or modified without the consent
of each swap provider, each provider of a credit facility, each holder of the class of notes affected thereby and each
holder of any class of notes ranking senior to such notes.

In no event shall the provisions relating to the priority of the expenses or swap payments in the indenture be
amended or modified.

Noticesto Noteholders
Except as provided below, any notice to the noteholders will be valid if given:

(1) by publication in the Luxemburger Wort or, if such newspaper shall cease to be published or timely
publication therein shall not be practicable, in such English language newspaper or newspapers as the
trustee shall approve having a general circulation in Europe;

(2) by either of (a) the information contained in such notice appearing on the relevant page of the Reuters
screen or such other medium for the electronic display of data as may be approved by the trustee and
notified to noteholders or (b) publication in the Financial Times and The Wall Street Journal (National
Edition) or, if either newspaper shall cease to be published or timely publication therein shall not be
practicable, in such English language newspaper or newspapers as the trustee shall approve having a
general circulation in Europe and the United States; and

(3) until such time as any definitive notes are issued and, so long as the notes are registered in the name of a
nominee for DTC, Euroclear and/or Clearstream, delivery of the relevant notice to DTC, Euroclear and/or
Clearstream for communication by them to notehol ders.

The trustee may approve some other method of giving notice to the noteholdersiif, in its opinion, the method:

(1) isreasonable, having regard to the number and identity of the noteholders and/or to market practice then
prevailing;

(2) isinthe best interests of the noteholders; and

(3) will comply with the rules of the Luxembourg Stock Exchange or such other stock exchange (if any) on
which the notes are then listed.

Any such notice shall be deemed to have been given on such date as the trustee may approve so long as notice
of such method is given to the noteholders in such manner as the trustee shall require.

Notice specifying the rate, amount or payment date in respect of any floating rate notes, or in respect of any
repayment of principal on any notes shall, for so long as the notes are listed on the Luxembourg Stock Exchange and
so long as the rules of the Luxembourg Stock Exchange so require, be given to the Luxembourg Stock Exchange.

However this requirement shall be satisfied until such time as any definitive notes are issued to all noteholders
and so long as the notes are held on behalf of DTC, Clearstream and Euroclear by:

(1) delivery of the relevant notice to DTC, Clearstream and Euroclear for communication by them to the
noteholders without the need for publication in the Luxemburger Wort; and

(2) delivery of the notice to the Luxembourg Stock Exchange and the paying agent in Luxembourg.
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Any notice specifying:

(1) anincreasein the interest rate of any subclass of notes due to step-up interest or failure by MSAF to
comply with the registration requirements for the notes; or

(2) redemption of principal of any notes,

must be published in the Luxemburger Wort or another daily newspaper of general circulation in Luxembourg. Such
notice shall be deemed to have been given on the first day on which any of such conditions shall have been met.

Governing Law and Jurisdiction

The indenture, the notes, the administrative agency agreement and the cash management agreement are to be
governed by and construed in accordance with the laws of the State of New Y ork. In the indenture, the
administrative agency agreement and the cash management agreement, M SAF has submitted to the jurisdiction of
the United States Federal and New Y ork State courts located in The City of New Y ork for all purposes of or in
connection with the notes, the administrative agency agreement and cash management agreement and has designated
aperson in the city of New Y ork to accept service of any process on its behalf.

Beneficial Interest

The nominal value of the beneficial interest in MSAF is $1.00. MSDW Aircraft Holdings indirectly holds
100% of the beneficial interest, but MSDW Aircraft Holdings may transfer all or a portion of the beneficial interest
to arelated or unrelated person in the future. The beneficial interest will rank junior in priority of payment to certain
payments on the notes and certain other obligations of MSAF and, to the extent held by more than one person, pari
passu among such persons. Pursuant to the subordination provisions of the indenture, payments on the beneficial
interest, other than the beneficial interest distribution amount, as set forth in “— Payment of Principal and Interest
— Priority of Payments”, are subordinated to all payments of interest and principal on the notes and no payments
may be made on the beneficial interest other than the beneficial interest distribution amount while the notes remain
outstanding.

When, as and if declared by the controlling trustees, a beneficial interest distribution amount shall only be
payable on any payment date occurring after March 15, 2003 and will not exceed the lesser of:

(1) 3% of the difference, if positive, between the adjusted portfolio value on such payment date and the
outstanding principal balance of the MSAF notes (determined prior to application of available collections
on such payment date); and

(2) 15% of available collections on such payment date after application of payments and retentions (1)
through (17) as set forth above under “— Payment of Principal and Interest — Priority of Payments”.

The Accounts
The administrative agent, acting on behalf of the security trustee, has established the following accounts:
(1) the collection account;
(2) the expense account;
(3) the rental account;
(4) the lessee funded account;

(5) the refinancing account; and
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(6) the defeasance/redemption account.

Each of the collection account, the expense account, the rental accounts, the lessee funded account and the
aircraft purchase account has been established at a bank having:

(1) along-term unsecured debt rating of not less than AA, or the equivalent, by the rating agencies; or

(2) acertificate of deposit rating of A-1+ by Standard & Poor’s and P-1 by Moody’s and that is acceptable to
the other rating agencies.

Where required by the terms of the relevant leases, certain rental accounts may be established at banks having
ratings of less than AA, or the equivalent, by the rating agencies, or a certificate of deposit rating of less than A-1+
by Standard and Poor’s and P-1 by Moody's. Except where local legal or regulatory reasons do not permit, all of
such accounts will be held in the names of the security trustee, who will have sole dominion and control over the
accounts, including, among other things, the sole power to direct withdrawals from or transfers among such
accounts. Subject to certain conditions set forth in the administrative agency agreement, the security trustee will
delegate such authority over the accounts to the administrative agent; the security trustee will not be responsible for
the acts or omissions of the administrative agent.

For as long as any notes remain outstanding, funds on deposit in the accounts will be invested and reinvested
by the cash manager at MSAF group’s written direction (or, following delivery to MSAF or the administrative agent
of a default notice or if any event of default described in clause (5) or (6) under “— Events of Default and
Remedies” shall have occurred and be continuing, at the security trustee’s written direction). These investments
must be permitted account investments maturing, in the case of the collection account and expense account, such
that sufficient funds shall be available to make required payments on the first succeeding scheduled payment date
after such permitted account investments are made. Investment and reinvestment of funds in the lessee funded
account must be made in a manner and with maturities that conform to the requirements of the related leases or
aircraft agreements. Investment earnings on funds deposited in any account, net of losses and investment expenses,
will, if permitted by the terms of the related leases in the case of such funds in the lessee funded account, be
deposited in the collection account and treated as collections.

Rental Accounts
The lessees will make all payments under the leases directly into the applicable rental accounts. The
administrative agent will transfer, or cause to be transferred, all funds deposited into the rental accounts into the
collection account as collections within one business day of receipt thereof, other than certain limited amounts, if
any, required to be left on deposit for local legal or regulatory reasons.
The Collection Account
Collections include all amounts received by MSAF group, including:
(1) rental payments;

(2) payments under any credit or liquidity enhancement facility;

(3) payments under any letter of credit, letter of comfort, letter of guarantee or other assurance in respect of a
lessee’s obligations under a lease;

(4) the cash portion of the liquidity reserve amount;

(5) amounts received in respect of claims for damages or in respect of any breach of contract for nonpayment
of any of the foregoing (including any amounts received from any MSAF group subsidiary, whether by
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way of distribution, dividend, repayment of aloan or otherwise and any proceeds received in connection
with any allowed restructuring);

(6) net proceeds of any aircraft sale or amounts received under any aircraft agreement;

(7) proceeds of any insurance payments in respect of any aircraft or any indemnification proceeds;
(8) certain amounts transferred from the lessee funded account to the collection account;

(9) certain security deposits transferred from ILFC;

(10) net payments to M SAF group under any swap agreement;

(11) investment income, if any, on al amounts on deposit in the accounts (in each case to the extent consistent
with the terms of applicable related leases); and

(12) any other amounts received by any member of the MSAF group other than segregated funds, certain funds
to be applied in connection with a redemption, certain funds received in connection with a refinancing and
other amounts required to be paid over to any third party pursuant to any related document.

Collections on deposit in the collection account will be calculated by the administrative agent on the calculation
date. The portion of the required expense amount that has not been paid directly by the administrative agent to
expense payees will be transferred into the expense account on each payment date and the administrative agent may,
from time to time, transfer other amounts into the expense account in respect of unanticipated expenses falling due
and payable within such interest accrual period. If funds are available on any payment date, the administrative agent
will also transfer amounts in respect of expenses and costs that are not regular, monthly recurring expenses,
including modification payments and refinancing expenses, if any, anticipated to become due and payable in any
future interest accrual period. Amounts received for segregated security deposits and maintenance reserves (as
described below) will be transferred directly into the lessee funded account.

The Lessee Funded Account

Certain lessee security deposits and supplemental rent payments to provide for maintenance reserves may be
required to be segregated from other MSAF group funds in the future. Amounts we receive from lessees in respect
of such security deposits and maintenance obligations will be held in the lessee funded account. Funds on deposit in
the lessee funded account will be used to make certain maintenance and security deposit repayment related payments
(or such other payments as may be required or permitted under the terms of the relevant leases) or may be applied
against maintenance-related payments otherwise required to be made by the lessee during the term of the related
lease and will not be used to make payments in respect of the notes or the notes at any time, including after the
delivery of a default notice. In certain circumstances where lessees relinquish their rights to receive certain
maintenance and security deposit payments upon the expiration of alease, surplus funds may be credited from the
lessee funded account to the collection account.

The Expense Account

On each payment date, the administrative agent will withdraw from the funds deposited in the collection
account, in the priority of payments established for the notes, an amount equal to the required expense amount. We
will then use this amount to pay the expenses. If the required expense amount has not been paid directly by the
administrative agent to expense payees, the required expense amount will be deposited into the expense account. In
addition, in the period between payment dates, the administrative agent may make further withdrawals of cash from
the collection account in order to satisfy expenses due and payable prior to the next payment date that were not
previousdly anticipated to become so due and payable on the previous payment date. If funds on deposit in the
collection account are less than the required expense amount on any payment date, MSAF group will be unable to
pay the required expense amount in full on such date, which may lead to a default under one or more of the related
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documents or MSAF group’s various service agreements. All available collections remaining in the collection
account will be used by the administrative agent to make payments on the notes in accordance with the priority of
payments established therefor under “— Payment of Principal and Interest — Priority of Payments”.

REPORTSTO NOTEHOLDERS
Monthly Reportsto Noteholders
Summary

On the second business day before each payment date and any other date on which we will distribute payments
with respect to any subclass of notes, the administrative agent will send to the trustee for further distribution to each
noteholder a monthly report relating to the payment to be made. The monthly report will consist of two parts. The
full format of each of those parts is shown below. The first part will be called “Summary Performance to Date” and
will show (1) a comparison of our cumulative cash flow performance to the date of the report with the Base Case as
adjusted if necessary to reflect any undelivered aircraft or aircraft sales, both in dollar amounts and as a percentage
of lease rentals and (2) an analysis of our interest coverage, debt coverage and loan-to-value ratios in comparison
with those assumed in this prospectus under “Summary — The Notes”. The second part will be called “Cash Report
for the Month” and will show (1) a summary of account activity, (2) an analysis of expense account and collection
account activity, including a breakdown of the priority of payments for that month, (3) payments on the notes by
subclass (including a breakdown per $100,000 initial outstanding principal balance) and (4) floating rate note
information for the next interest accrual period.

Summary Performance to Date

The Summary Performance to Date will contain the following information:

Actual Base Case Variance Actual Base Case Variance

All amountsin U.S. dollars millions % of Lease Rentals
unless otherwise stated

CASH COLLECTIONS
LeaseRentals ......................
Renegotiated Leases ... ..............
RentalResets ......................

Contracted Lease Rentals

Movement in Current Arrears

Balance ........... ... .

Less Net Stress-related Costs . ...........
Baddebts ................ ... .....
Capitalized arrears ..................
Security deposits drawn down .........
AOG ...
Other Leasing Income ...............
Repossession .......................

Sub-total .......... ... ...

Net LeaseRentals . ...................

InterestEarned .......................
Net Maintenance .....................
Total Cash Collection . .................

CASH EXPENSES

Aircraft Operating Expenses ............
Insurance ............ ...,
Re-leasing and other overheads ........

139



Actual Base Case

Variance

Actual

Base Case Variance

All amountsin U.S. dollars millions
unless otherwise stated

sub-total ........ ..

% of Lease Rentals

SG&AEXPENSES . . ..ot v e
Aircraft ServicesFees .................

Sub-total ........... ..
Other Servicer Fees ...t

Sub-total ........... ..

Total CashExpenses .................

NET CASH COLLECTIONS

Total Cash Collections .. ...............
Total CashExpenses ..................
Interest Payments .....................
Swap Payments.......................
Exceptiona Item .....................

TOTAL .o

PRINCIPAL PAYMENTS
[Each subclass of notes]

Total

Debt Balances

[Each subclass of notes]

Cover age Ratios Closing Base Case

Actual

Interest Coverage Ratio ..........
[Eachclassof notes] .............
Debt CoverageRatio ............
[Eachclassof notes] .............
Loan-to-Value Ratios . ...........
Assumed PortfolioVaue .........
Adjusted PortfolioValue .........
Liquidity Reserve Amount ... .....
Of which—Cash ...............
— Letters of Creditheld .......
Sub-total ........... ... ... ...
Less Lessee Security Deposits . . . ..
Less Accrued Expenses ..........
Subtotal ........... ... ... ... ..
Total AssetValue . ..............

Note Balances .................

[Each classof notes] .. ...........
Total ........ ... ... L
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Although we are not required under our indenture to provide the information contained in the “Summary
Performance to Date” section of our monthly report, we believe that this additional information is beneficial to
noteholders and we intend to provide it to them voluntarily each month. If we find that noteholders do not find this
information useful or would prefer a different format, we reserve the right to vary the format of this section, to
include additional information or to omit it from the monthly report at any time.

Cash Report for the Month
The Cash Report for the Month will contain the following information:

1. Account Activity Summary between Calculation Dates

Prior Balance on
Balance Deposits Withdrawals Calculation Date

Expense Account .............. . ... .. ...
Collection Account . . ...

Aircraft Purchase Account . .....................
Liquidity Reserve cash balance ..................

2. Analysis of Expense Account Activity

Opening Balance on Previous Calculation Date ................c0 i,
Transfer from Collection Account on previous PaymentDate . .............. ... i,
Permitted Aircraft ACCrual . . ... ...
Interim Transfer from Collection ACCOUNL . ... ... .. . it e e et
INEErE S INCOMIE . . . e e e e
Balance on current Calculation Date . ...ttt e
Payments on previous payment date . ... ...ttt e
I PAYMIENES .« . ottt ettt e
01 T

Balance on current Calculation Date .. ... ...ttt e

3. Analysisof Collection Account Activity

Opening Balance on Previous Calculation Date ............... .0t
Collections during PeriOd . . .. ..ot e e
[EASE TENMAIS . . .o
MAINTENANCE FBSEIVES . . o\ttt ettt ettt e et e e ettt e e e e et
Other leasSing INCOME .. ... . e e e e e e e e e
INEEIE St INCOMIE . . oottt e e e et e
interim transfer from EXpense ACCOUNt . .. ... ... i e e e e
Transfers from Aircraft Purchase ACCOUNt . ... ... .. e
Drawings under Credit or Liquidity Enhancement Facilities . .. ............. ... ... ... .....
Repayment of Drawings under Credit or Liquidity Enhancement Facilities ... ................
Transfer to Expense Account on previous PaymentDate .................. i,
Required EXpeNnse AmMOUNE . .. ...t e e e e e
Permitted Aircraft Modifications . . . ... ...
Net Swap payments on previous Payment Date .. ...ttt e e
Aggregate Note Payments on previous PaymentDate . .............. .. it
Interim Transfer to0 EXPENSe ACCOUNL . . . ... . i e e e e e e



Balance on current Calculation Date .. ...c. vt ittt e

Analysis of Liquidity Reserve Amount

First Collection ACCOUNt RESEIVE . . . ..ottt et e e e e e e e

Second Collection ACCOUNt RESEIVE . ... .ttt e e e e e e e

Morgan Stanley FaCility . .. ... e e

LR FaCilitY ..o
Letter Of Credit. . ... e e e
Cash SECUNtY DEPOSITS . . .ttt it e e e e e

Liquidity RESEIVE AMOUNE . . ..ottt e e ettt
Minimum Liquidity RESErVE AMOUNL . . . . ..ottt e

Balance in ColleCtion ACCOUNL . . . ...ttt ettt et et e e e e e
Liquidity RESEIVE AMOUNL . . . o o .ottt e e e e e e e e e e e e e e

Available ColleCtionS . . . . ... oo e

Analysis of Current Payment Date Distributions

0] Required EXpense AMOUNE . . . ..ottt e e
@iy (@ Class A Interest but excluding Step-up . ...ttt e e
(b) Swap Payments other than subordinated swap payments . . .......................
(iii) (& Repayment of Primary Eligible Credit Facilities ...............................
(b) First Collection Account top-up (Minimum liquidity reserve $15m) .. ..............
(iv) Class A Minimum principal payment . . ...ttt et
(v) Class B INtErest ..o e
(vi) ClassB Minimumprincipal payment . ...ttt
(vii) Class CIMterEst ..ot e
(viii) ClassC Minimum principal payment . ..........coiiiini i,
(ix) Class D INtEreSt . . oottt
x) Class D Minimum principal payment . . .......oiii e e
xi) @ Secondary Eligible Credit Facilities (ILFC and Morgan Stanley Facilities) ..........
(b) Second collection acCoUNt tOP-UP .. ..ottt et
(xii) Class A Scheduled principal ... e e
(xiii) ClassB Scheduled principal . ..o it e
(xiv) ClassC Scheduled principal . ... ..o e e e
(xv) ClassD Scheduled principal ... ... e e
(xvi) Permitted accruals for Modifications . ............ .. i
(xvii) S = oo I ==
(xviii) Beneficial INterest . . ... ..
(xix) Class A Supplemental principal . ...
(xx) Class B Supplemental principal . ..........cco it e
(xxi) ClassD Redemption Price ... ..ot e e e e
(xxii) Class C RedEMpPtioN Price .. ..ot e e e e e
(xxiii) ClassB Redemption Price .. ..ot e e et et e
(xxiv) Class A Redemption Price .. ..ot e e e
(xxv) Subordinated SWap PaYMENES . . . oo v et e
(xxvi) al remaining amounts to holders of Beneficial interests . ........................
Total PaymentswithrespecttoPaymentDate . ...............c ..
less collection Account Top Ups (iii) (b) and (xi) (b)above . .....................
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4, Paymentson the Notes by Subclass

(a) Floating Rate Notes

Applicable LIBOR . ... e
Applicable Margin ... ... e
ApplicableInterest Rate . .. . ...
Day COUNL .. e e
Actual NUmMber of Days ... .o vt e e
Interest Amount Payable . ........... ... i
Step-up Interest Amount Payable . ............ ...

Total Interest Paid . ....... ...t e

Expected Final Payment Date ......... ...t
ExcessAmortization Date . ...ttt

Original BalanCe. . ... ..ot
Opening Outstanding Principal Balance ............ ... .. .. oo,

Extended Pool Factors . ...t
PoOl FaCtors . ... e

EXtENSION AMOUNE . . .ttt et et e e e e e e e e e
Pool Factor AMOUNL . . .. .ottt e e e e
SUrplUS AMOTLIZALiON . . ..ot

Total Principal Distribution Amount ............... .. ... . iiiiiin...

Redemption AMOUNt . ... ... i
amount allocabletoprincipal ............. i
amount allocabletopremium . ........... i

Closing Outstanding Principal Balance . ............. .. ... ...

(b) Fixed Rate Notes

ApplicableInterest Rate . . . ... ..o
Day COUNt .. .
NUMDEr Of DaAYS . . . oot e
Interest Amount Payable ......... ...

Total Interest Paid ...t

Expected Final PaymentDate ...ttt
Excess Amortization Date . ....... ..t
Opening Outstanding Principal Balance ............... .. ...

Extended POOl FaCtors .. ... e e e
POOl FaCtOrS . .ot e
Extended AmMOUNt . . ..o it e e
Pool Factor amouUNt .. ... e

Total Principal Distribution Amount ............. ... ... ... oo,

Redemption AMOUNE . .. ...t e
amount alocableto principal .. ......... .

List each

subclass of notes



List each
subclass of notes

amount allocableto premium . ... ...
Closing Outstanding Principal Balance . ... e e

CUrrent Payment Date .. .. ...t e e e
Current Calculation Date . ... ...t e e e e e e e e
Previous Payment Dale . .. ...ttt e e e
Previous Calculation Date ... ... ...t e e e e e

5. Floating Rate Note information for next Interest Accrual Period

Start of Interest Accrua Period
End of Interest Accrual Period
Reference Date

ApplicableLIBOR ......... ...
ApplicableMargin ......... ... ... i
ApplicableInterest Rate . .. .............o i
Actua Pool Factor ......... ..o

Fixed Rate Notes
Actual Pool Factor .........ccoi i

6. Payments per $ 100,000 I nitial Outstanding Principal Balance of Notes

(a) Floating Rate Notes

Opening Outstanding Principal Balance .................
Total Principal Payments ................ccovvienn..
Closing Outstanding Principal Balance ..................

Total Interest ...
Total Premium . ...t

(b) Fixed Rate Notes

Opening Outstanding Principal Balance .................
Total Principal Payments . ............. ..ot
Closing Outstanding Principal Balance ..................

Total Interest . ...
Total Premium . ...

We are required under our indenture to provide the information contained in the “Cash Report for the Month”
section of our monthly report to noteholders.

Securities and Exchange Commission Reports

We will file each monthly report with the Commission in a Report on Form 8-K. The monthly reports for each
April 15, July 15 and October 15 will be accompanied by a statement setting forth an analysis of collection account
activity for the preceding fiscal quarter ended February 28, May 31 and August 31, respectively, together with a
discussion and analysis of such activity and of any significant developments affecting MSAF group in such quarter.
Each quarterly report will also include an updated description of the aircraft then in the portfolio and the related
lessees in substantially similar format to the description set forth under “The Portfolio — MSAF group Portfolio
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Analysis”. We will file each quarterly report with the Commission in a Report on Form 8-K. We will also include
each quarterly report in a Report on Form 10-Q. Finally, the monthly report for each February 15 will be
accompanied by a statement setting forth an analysis of collection account activity for the preceding fiscal year
ended November 30, together with a discussion and analysis of such activity and of any significant developments
affecting MSAF group in such year. Each annual report will also include updated information regarding the current
portfolio leases and lessees to substantially the same effect as the information set forth under “The Portfolio”. We
will file each annual report with the Commission in a Report on Form 8-K. We will also include each annual report
in a Report on Form 10-K and the financial data relating to annual collection account activity in such 10-K will be
audited by Deloitte & Touche LLP.

Information for Noteholders’ US Federal Tax Returns

After the end of each calendar year, the trustee will furnish to each person who was a holder of any subclass of
notes at any time during that calendar year a statement containing the sum of the amounts determined under “4.
Payment on the Notes by Subclass” in the “Cash Report for the Month” section of the monthly report above for that
year or portion of the year for the relevant subclass, and such other items as are readily available to the trustee that
the noteholder reasonably requests as necessary in preparing its United States federal tax returns. So long as any
subclass of notes are registered in the name of DTC or its nominee, this statement will be prepared on the basis of
the information supplied to the trustee by DTC and the DTC participants, and the trustee will deliver it to the DTC
participants to be available for forwarding by the DTC participants to the applicable noteholders as described above.

Noticesin Luxembourg and on BLOOMBERG®

Following each date on which areport described above is sent to noteholders, the trustee will publish or cause
to be published in the Luxemburger Wort (or another daily newspaper in Luxembourg) a notice to the effect that the
information described above will be available for review at the main office of the listing agent for the notesin
Luxembourg. Notices to noteholders regarding the notes will be given by publication in the Luxemburger Wort. The
trustee will notify the Luxembourg Stock Exchange promptly following each payment date. In addition, promptly
after each payment date, the administrative agent intends to provide the same information to Bloomberg Financial
Markets for publication on the BLOOMBERG® Service. Thisinformation can be found on BLOOMBERG® at
“<MSAF MTGE>".

Definitive Notes
If any notes are issued in the form of definitive notes, the trustee will prepare and deliver the reports described
above to each holder of record of a definitive note in accordance with the name and period of beneficial ownership

of such holder of record appearing on the records of the trustee. The trustee maintains the records concerning the
holders of the notes.
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BOOK-ENTRY REGISTRATION, GLOBAL CLEARANCE AND SETTLEMENT
Book-Entry Registration

Investors will own their notes either directly through The Depository Trust Company (“DTC") in the United
States or through Clearstream or Morgan Guaranty Trust Company of New York, Brussels Office, as operator of the
Euroclear System Euroclear”) in Europe if they are participants in such systems, or indirectly through
organizations that are participants in such systems. Except as set forth below, the notes will be issued in global form
without interest coupons (each,gidbal note”) and will be registered in the name of Cede & Co. as the nominee
for DTC. Investors will be entitled to receive a physical certificate registered in the investor’s defimt{Ve
notes’) only in the limited circumstances described below. Unless and until definitive notes are issued, all references
in this prospectus to actions by noteholders will refer to actions taken by DTC upon instructions from participants
whose securities are held by DTC, and all references herein to distributions, notices, reports and statements to
noteholders will refer to distributions, notices, reports and statements, respectively, to DTC or Cede & Co., as the
registered holder of the notes, or to DTC participants for distribution to noteholders in accordance with DTC
procedures.

Clearstream and Euroclear will hold omnibus positions on behalf of their participants through their securities
accounts on the books of Clearstream’s and Euroclear’s respective depositaries which, in turn, will hold such
positions in securities accounts in such depositaries’ names on the books of DTC. Citibank, N.A. will act as
depositary for Clearstream and Morgan Guaranty Trust Company of New York will act as depositary for Euroclear.

Transfers between DTC participants will occur in the ordinary way in accordance with DTC rules. Transfers
between participating organizations whose securities are held by Clearstream and participants in Euroclear will
occur in the ordinary way in accordance with the applicable rules and operating procedures of Clearstream and
Euroclear.

Cross-market transfers between persons holding directly or indirectly through DTC participants, on the one
hand, and directly or indirectly through Clearstream participants or Euroclear participants, on the other hand, will be
effected by DTC in accordance with DTC rules and on behalf of Clearstream or Euroclear, as the case may be, by its
respective depositary. However, such cross-market transactions will require delivery of instructions to Clearstream
or Euroclear, as the case may be, by the counterparty in such system in accordance with its rules and procedures and
within its established deadlines. If the transaction meets its settlement requirements, Clearstream or Euroclear, as the
case may be, will deliver instructions to its respective depositary to take action to effect final settlement on its behalf
by delivering or receiving securities in DTC, and making or receiving payment in accordance with procedures for
same-day funds settlement applicable to DTC. Clearstream participants and Euroclear participants may not deliver
instructions directly to Clearstream’s and Euroclear’s depositaries.

Because of time-zone differences, credits of beneficial interests in the notes received in Clearstream or
Euroclear as a result of a transaction with a DTC participant will be made during the next business day following the
DTC settlement date on which securities settlement processing takes place. Such credits or any transactions in such
notes settled during such processing, will be reported to the relevant Clearstream participant or Euroclear participant
on such business day. Cash received in Clearstream or Euroclear as a result of sales of beneficial interests in the
global notes by or through a Clearstream participant or Euroclear participant to a DTC participant will be received
with value on the DTC settlement date but will be available in the relevant Clearstream or Euroclear cash account
only as of the business day following settlement in DTC.

DTC

DTC is a limited purpose trust company organized under the laws of the State of New York, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code
and a “clearing agency” registered pursuant to the provisions of Section 17A of the Exchange Act. DTC was created
to hold securities for DTC participants and to facilitate the clearance and settlement of securities transactions
between DTC participants through electramok-entry changes in accounts of DTC participants, thereby
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eliminating the need for physical movement of certificates. DTC participants include securities brokers and dealers
(including the initial purchaser of the notes), banks, trust companies and clearing corporations and may in the future
include certain other organizations. Indirect access to the DTC systems also is available to others such as banks,
brokers, dealers and trust companies that clear through or maintain a custodial relationship with a DTC participant,
either directly or indirectly.

Investors who are not DTC participants but desire to purchase, sell or otherwise transfer ownership of, or other
interestsin, beneficial interests in the notes may do so through DTC participants only. Indirect participants are
reguired to effect transfers through a DTC participant.

MSAF will make payments of interest, principal, and premium, if any, in respect of the notesto DTC. These
payments are the responsibility of MSAF. Noteholders will receive al distributions of interest, principal and
premium, if any, in respect of the notes from the trustee or a paying agent, through DTC participants and indirect
participants. Disbursement of such payments to DTC participants will be the responsibility of DTC and
disbursement of such payments to the noteholders will be the responsibility of DTC participants and indirect
participants. DTC's practice is to credit DTC participants’ accounts on the payment date in accordance with their
respective holdings, as shown on DTC'’s records, unless DTC has reason to believe that it will not receive payment
on such payment date. Payments by DTC participants to noteholders will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or registered in
“street name,” and will be the responsibility of such DTC participant. So long as the notes are registered in the name
of Cede & Co., the only noteholder will be Cede & Co., as hominee for DTC, and such nominee will be considered
the sole owner or holder of the notes for all purposes under the indenture and the notes. While so registered, owners
of beneficial interests in the notes will be permitted to exercise the rights of noteholders indirectly only, through
DTC, DTC participants and, if relevant, indirect participants.

Under the rules, regulations and procedures governing DTC and its operations, DTC is required to make book-
entry transfers of the notes among the DTC participants on whose behalf it acts with respect to the notes and to
receive and transmit distributions of interest, principal and premium, if any, in respect of the notes. DTC participants
and indirect participants similarly are required to make book-entry transfers and receive and transmit such payments
on behalf of their respective notes. DTC’s procedures provide a mechanism by which noteholders will receive
payments and will be able to transfer their interests.

DTC has advised MSAF that it will take any action permitted to be taken by a noteholder in respect of each
subclass of notes under the indenture at the direction of the DTC participants only to whose accounts that subclass
of notes is credited. Additionally, DTC has advised MSAF that it will take such actions with respect to any
percentage of the outstanding principal amount of any subclass of notes only at the direction of and on behalf of the
DTC participants whose customers own such outstanding principal amount. DTC may take conflicting actions with
respect to different subclasses of notes to the extent that such actions are taken on behalf of DTC participants whose
holdings include such different subclasses of notes.

Clearstream

Distributions with respect to notes held beneficially through Clearstream will be credited to cash accounts of
Clearstream participants in accordance with Clearstream rules and procedures, to the extent received by its
depositary. Clearstream will take any other action permitted to be taken by a noteholder under the indenture on
behalf of a Clearstream participant in accordance with its rules and procedures only and subject to its depositary’s
ability to effect such actions on its behalf through DTC.

Euroclear

Securities clearance accounts and cash accounts with Euroclear are governed by the Terms and Conditions
Governing Use of Euroclear and the related Operating Procedures of the Euroclear System and applicable Belgian
law (collectively, the terms and conditions”). The terms and conditions govern transfers of securities and cash
within Euroclear, withdrawals of securities and cash from Euroclear and receipts of payments with respect to
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securitiesin Euroclear. All securities of a particular subclass in Euroclear are held on afungible basis without
attribution of specific certificates to specific securities clearance accounts. Euroclear acts under the terms and
conditions only on behalf of Euroclear participants and has no record of or relationship with persons holding
through Euroclear participants.

Distributions with respect to notes beneficially held through Euroclear will be credited to the cash accounts of
Euroclear participants in accordance with the terms and conditions, to the extent received by its depositary.
Euroclear will take any other action permitted to be taken by a noteholder under the indenture on behalf of a
Euroclear participant in accordance with the terms and conditions only subject to its depositary’s ability to effect
such actions on its behalf through DTC.

Although DTC, Clearstream and Euroclear have agreed to the foregoing procedures in order to facilitate
transfers of notes among participants of DTC, Clearstream and Euroclear, they are under no obligation to perform or
continue to perform such procedures and such procedures may be discontinued at any time.

Definitive Notes

The notes of any subclass may be issued in fully registered, certificated form to individual owners of beneficial
interests in the global notes of that subclass or their nominees only if:

(1) MSAF advises the trustee in writing that DTC is no longer willing or able to act as depositary with respect
to the notes and the trustee does not appoint a successor at MSAF'’s request within 90 days of DTC's notice;

(2) MSAF, at its option, elects to terminate the book-entry systeraghr®TC; or

(3) after the occurrence of an event of default with respect to any class of notes, noteholders of a subclass
within such class representing an aggregate of not less than 51% of the aggregate outstanding principal amount of
notes of such subclass advise MSAF, the trustee and DTC through DTC participants in writing that the continuation
of a book-entry system thugh DTC (or a successor thereto) is no longer in such noteholder’s best interest.

If any of these events occurs, the trustee will notify the relevant holders and will arrange for definitive notes to
be issued in exchange for the holders’ book-entry interests.

The trustee or a paying agent will make distributions of interest, principal and any premium on any definitive
notes directly to holders of definitive notes in whose names the definitive notes were registered at the close of
business on the last record date preceding such payment. Such distributions will be made by check mailed to the
address of such holder as it appears on the register maintained by the registrar. A noteholder holding definitive notes
representing at least $1,000,000 of the principal balance of any subclass of notes may apply to have distributions
paid by wire transfer to its account at a financial institution in New York, New York. The final payment on any such
definitive notes, however, will be made only upon presentation and surrender of such definitive notes at the office or
agency specified in the notice of final distribution to noteholders.

Definitive notes will be freely transferable and exchangeable for definitive notes of the same subclass at the
office of the trustee or the offices of the co-transfer agent and co-registrar in Luxembourg. No service charge will be
imposed for any registration of transfer or exchange, but payment of a sum sufficient to cover any tax or other
governmental charge may be required.

You may exchange or replace a note that is mutilated, destroyed, lost or stolen at the offices of the trustee or of
the co-transfer agent and co-registrar in Luxembourg upon presentation of the note or satisfactory evidence of
destruction, loss or theft. An indemnity satisfactory to the trustee or co-transfer agent and co-registrar may be
required at the expense of the noteholder before a replacement note will be issued. The noteholder will have to pay
any tax or other governmental charge imposed in connection co-transfer agent and with such exchange or
replacement and any other expenses (including the fees and expenses of the trustee and co-registrar) connected
therewith.
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CUSIP, ISIN and Common Code Numbers

The notes have been accepted for clearance through DTC, Clearstream and Euroclear. The CUSIP numbers,
International Securities Identification Numbers (ISIN) and the Common Code Numbers (CCN) are set forth in the

table below.

Subclass of Notes CusIP ISIN CCN
SubclassA-2......... o 61745WAM3 US61745WAM 38 00,9188,363
SubclassA-3........ . 61745WAW1 US61745WAW10 011988814
SubclassA-4.......... ... i 61745WAX9 US61745WAX92 011988857
SubclassA-5.......... . o 61745WAY7 US61745WAY 75 011988873
SubclassB-1............. ... ... ... 61745WAN1 US61745WAN11 00,9188,380
SubclassB-2........... ... . . L. 61745WAZ4 US61745WAZ41 011988881
SubclassC-1 ...t 61745WAP6 US61745WAP68 00,9188,436
SubclassC-2. ... 61745WBA8 US61745WBAS80 011988903
SubclassD-1 ......... ... i 61745WAQ4 US61745WAQ42 00,9188,452
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TAXATION
U.S. Federal Income Tax Consider ations
The following discussion is the opinion of Davis Polk & Wardwell.

This discussion does not discuss all of the tax consequences that may be relevant in light of your particular
circumstances. In particular, it does not address purchasers subject to special rules, including:

*  insurance companies,
*  tax-exempt entities,
* dealers in securities,

»  persons who hold the notes as part of an integrated investment (including a straddle, hedging or
conversion transaction) comprised of the notes and one or more other positions for tax purposes, and

*  persons whose functional currency is not the U.S. dollar.

This discussion is based on the tax laws of the United States (including the Internal Revenue Code of 1986, as
amended, Treasury regulations, Revenue Rulings, and judicial decisions). These laws may change, possibly with
retroactive effect.

Please consult your tax advisors with regard to the application of the U.S. federal income tax laws to our notes,
as well as any tax consequences arising under the laws of any states, local or foreign taxing jurisdiction.

Taxation of U.S. Holders

This part of the discussion applies to you if you are a U.S. holder. For these purposes, you are a U.S. holder if,
for U.S. federal income tax purposes, you are:

e acitizen or resident of the U.S.,
 aU.S. corporation or other entity subject to U.S. federal income taxation as a corporation, or
* an estate or trust the income of which is subject to U.S. federal income taxation regardless of its source.

Payments of Interest. Payments of interest on a note generally will be includible in income by you as ordinary
income at the time such payments are accrued or received in accordance with your regular method of accounting for
U.S. federal income tax purposes.

Market Discount. If you purchased a note for less than its principal amount, the difference will generally be
treated as “market discount” for U.S. federal income tax purposes, subject to a stitotimiynis exception of
0.25% of the principal amount, multiplied by the remaining number of remaining whole years to maturity at the time
of the purchase. Any principal payment on, or any gain realized on the sale, exchange, retirement or other
disposition of the note, including certain dispositions that would not otherwise give rise to tax, will be included in
your gross income and characterized as ordinary income to the extent of the market discount that has accrued on the
note but that you have not previously included in income. You may be required to defer taking a deduction for all or
a portion of the interest expense on any indebtedness you incur or continue to purchase a note until the note matures
or you dispose of it. You must generally accrue market discount on a straight-line basis over the remaining term of
the note. However, you can make an irrevocable election to accrue market discount on a constant yield basis. You
may also elect to include market discount in income as it accrues, regardless of whether you have elected to accrue
on a constant yield basis or not. If you make this election, the rules described above requiring the inclusion of
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market discount upon, and the deferral of interest expense until, a disposition will not apply to you. If you make this
election, it will apply to all debt instruments you acquire on or after the first day of the taxable year to which the
election applies. This election may only be revoked with the consent of the Internal Revenue Service.

Bond Premiums. If you purchased a note for greater than its principal amount, the excess will be treated as
“bond premium” for U.S. federal income tax purposes. In general, you may elect to amortize bond premium over the
remaining term of the note using a constant yield method. The amount of bond premium allocable to any accrual
period is offset against the interest allocable to the accrual period and any excess may be deducted, but only to the
extent of your prior inclusions on the note. Any excess that cannot be deducted is carried forward to the next accrual
period. If you elect to amortize bond premium, you must reduce your basis in the note by the amount of bond
premium that is used to offset interest or that is deducted. An election to amortize bond premium applies to all
taxable debt instruments held at the beginning of the first taxable year to which such election applies and any
subsequently acquired debt instruments. The election may be revoked only with the consent of the Internal Revenue
Service.

Sale, Exchange or Retirement of Notes. Except as noted below, upon the sale, exchange or retirement of a
note, you generally will recognize gain or loss equal to the difference between the amount realized from such sale or
exchange (exclusive of any portion thereof reflecting interest accrued between interest payment dates on the notes,
which will be includible as ordinary income in accordance with your method of accounting) and your tax basis in the
note. For these purposes, your basis in a note generally will equal your purchase price for such note, decreased by
any principal repayments. Subject to the discussion on market discount above, if you hold your note as a capital
asset, any gain or loss will be U.S. source capital gain or loss. You should consult your tax advisors regarding the
U.S. federal income tax treatment of capital gains (which may be taxed at lower rates than ordinary income if you
are an individual) and losses (the deductibility of which is subject to limitations).

You will not recognize gain or loss on the exchange of restricted notes for exchange notes. You will have an
adjusted basis in the exchange notes equal to the adjusted basis of your restricted notes immediately prior to the
exchange. Your holding period for the exchange notes will include the period you held the restricted notes prior to
the exchange.

Taxation of Non-U.S. Holders
If you are not a U.S. holder, the following U.S. federal income tax consequences will apply to you.
Payments on the notes to you will generally not be subject to U.S. federal withholding tax, provided that:

« you do not own, actually or constructively, 10% or more of the total combined voting power of all classes
of stock entitled to vote in the MSDW subsidiary that owns the beneficial interest,;

. you are not a controlled foreign corporation related, directly or indirectly, to the issuer through stock
ownership,

* you are not a bank receiving interest on an extension of credit made pursuant to a loan agreement entered
into in the ordinary course of your trade or business, and

e you, or a securities clearing organization, bank or other financial institution that holds your notes on your
behalf, file a statement to the effect that the beneficial owner of the note is not a U.S. person and, under
certain circumstances, provide certain other information.

Notwithstanding the foregoing, if interest or other income received by you with respect to the note is effectively
connected with a trade or business conducted by you in the U.S., although you would be exempt from the
withholding tax described in the preceding paragraph, you may be subject to U.S. federal income tax on such
income in the same manner as if you were a U.S. person. In addition, if you are a corporation, you may be subject to
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a branch profits tax equal to 30% (or alower treaty rate) of your effectively connected earnings and profits for the
taxable year, subject to certain adjustments.

Y ou will not be subject to U.S. federal income tax on gain realized on the sale, exchange or other disposition of
anote, unless

e you are an individual who is present in the U.S. for 183 days or more in the taxable year of the disposition
and certain other conditions are met, or

e such gain is effectively connected with the conduct by you of a trade or business in the U.S.
Information Reporting and Backup Withholding

The trustee will be required to report annually to the IRS, and to each noteholder of record, certain information,
including the noteholder’'s name, address and taxpayer identification number (either the noteholder's Social Security
number or its employer identification number), the aggregate amount of principal and interest paid and the amount
of tax withheld, if any. This obligation, however, does not apply with respect to certain U.S. noteholders, including
corporations, tax-exempt organizations, qualified pension and profit-sharing trusts and individual retirement
accounts.

In the event a U.S. noteholder subject to the reporting requirements described above fails to supply its correct
taxpayer identification number in the manner required by applicable law or under reports its tax liability, MSAF, its
agents or paying agents may be required to "backup" withhold a tax equal to 31 % of each payment of interest and
principal on the notes. This backup withholding is not an additional tax and may be credited against the noteholder's
U.S. federal income tax liability, provided that the required information is furnished to the IRS.

Under current Treasury regulations, information porting and backup withholding will not apply to payments
made by MSAF or any agent thereof to a noteholder that is not a U.S. holder as long as:

* such noteholder provides a statement to the effect that the beneficial owner of the note is not a U.S. person
and, under certain circumstances, provide certain other information, (this requirement will be satisfied if
you, or a securities clearing organization, bank or other financial institution that holds your notes on your
behalf, file the statement referred to under “— Taxation of Non-U.S. Holders”); and

*  MSAF or such agent does not have actual knowledge that the payee is a U.S. person.

New Treasury regulations will modify the backup withholding and information reporting procedures in certain
respects for payments made after December 31, 2000. Please consult your tax advisors regarding the application of
the backup withholding and information reporting rules.

ERISA CONSIDERATIONS

ERISA and the Code impose certain requirements on employee benefit plans and certain other retirement plans
and arrangements, including individual retirement accounts and annuities, that are subject to ERISA and/or the Code
or any entity which may be deemed to hold the assets of any such plan (all of which are hereinafter referred to as
“plans’) and or persons who are fiduciaries with respect to such plans. A person who exercises discretionary
authority or control with respect to the management or assets of a plan will be considered a fiduciary of the plan
under ERISA. In accordance with ERISA’s general fiduciary standards, before investing in a Note, a plan fiduciary
should determine whether such an investment is permitted under the governing plan instruments and is appropriate
for the plan in view of its overall investment policy and the composition and diversification of its portfolio, taking
into account the limited liquidity of the notes. Other provisions of ERISA and the Code prohibit certain transactions
involving the assets of a plan and persons who have certain specified relationships to the plan (“parties in interest”
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within the meaning of ERISA or “disqualified persons” within the meaning of the Code). By virtue of its

relationship with Morgan Stanley, MSAF may be a party in interest or a disqualified person with respect to a plan
purchasing the notes. Any Plan that proposes to purchase notes must determine that its purchase of notes will not
give rise to a direct or indirect Prohibited Transaction.

Certain statutory or administrative exemptions from the prohibited transaction rules under ERISA and the Code
may be available to a plan which is purchasing the notes. Included among these exemptions are: Prohibited
Transaction Class ExemptiorRTCE”) 84-14 (regarding transactions directed by an independent qualified
professional asset manager), PTCE 91-38 (regarding investments by bank collective investment funds), PTCE 90-1
(regarding investments by insurance company pooled separate accounts), PTCE 95-60 (regarding investments by
insurance company general accounts) or PTCE 96-23 (regarding transactions directed by a qualified in-house asset
manager).

Governmental plans and certain church plans (as defined under ERISA) are not subject to the Prohibited
Transaction rules. Such plans may, however, be subject to federal, state or local laws or regulations which may
affect their investment in the notes. Any fiduciary of such a governmental or church plan considering a purchase of
the notes must determine the need for, and the availability, if necessary, of any exemptive relief under any such laws
or regulations.

A plan fiduciary considering the purchase and holding of the notes should consult with its tax and/or legal
advisors regarding the consequences of such purchase and holding. By its purchase and holding of a Note, each such
purchaser will be deemed to have represented and warranted that either (i) no plan assets have been used to purchase
such notes or (ii) one or more prohibited transaction statutory or administrative exemptions applies such that the use
of such plan assets to purchase and hold such notes will not constitute a non-exempt prohibited transaction.
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PLAN OF DISTRIBUTION

Each broker-dealer that receives new notes for its own account under the exchange offer must acknowledge that
it will deliver a prospectus in connection with any resale of the new notes. This prospectus, as it may be amended or
supplemented from time to time, may be used by a broker-dealer in resales of new notes received in exchange for
restricted notes where the restricted notes were acquired as a result of market-making activities or other trading
activities. MSAF has agreed that, starting on the expiration date and ending on the close of business on the 180"
day following the expiration date, it will make this prospectus, as amended or supplemented, available to any
broker-dealer for use with any resale of new notes.

MSAF will not receive any proceeds from any sale of new notes by broker-dealers. New notes received by
broker-dealers for their own account under the exchange offer may be sold in one or more transactions in the over-
the-counter market, in negotiated transactions, through the writing of options on the new notes or a combination of
such methods of resale, at market prices prevailing at the time of resale, at prices related to such prevailing market
prices or negotiated prices. Any such resale may be made directly to purchasers or to or through brokers or dealers
who may receive compensation in the form of commissions or concessions from any such broker-dealer and/or the
purchasers of any such new notes. Any broker-dealer that resells new notes that were received by it for its own
account pursuant to the exchange offer and any broker or dealer that participates in a distribution of such new notes
may be deemed to be an “underwriter” within the meaning of the Securities Act and any profit on any such resale of
new notes and any commissions or concessions received by any such persons may be deemed to be underwriting
compensation under the Securities Act. The letter of transmittal states that by acknowledging that it will deliver and
by delivering a prospectus, a broker-dealer will not be deemed to admit that it is an “underwriter” within the
meaning of the Securities Act.
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LEGAL MATTERS

Certain legal matters relating to the new notes will be passed upon for MSAF by Davis Polk & Wardwell, New
York, New York, counsel for MSAF group and by Richards, Layton & Finger, Wilmington, Delaware, special
Delaware counsel for MSAF group.

In accordance with the rules of the Luxembourg Stock Exchange, M SAF states that there has been no material
adverse change in the financial condition of M SAF since the date of its formation on October 30, 1997.

LISTING AND GENERAL INFORMATION

We will apply to list each subclass of new notes on the Luxembourg Stock Exchange, in accordance with its
rules. In connection with the listing application, the indenture, as well as legal notice relating to the issuance of the
notes, will be deposited prior to listing with the Chief Registrar of the District Court of Luxembourg, where copies
thereof may be obtained upon request. Once the new notes have been listed, you may trade the notes on the
Luxembourg Stock Exchange. The old notes and the restricted notes have been listed on the Luxembourg Stock
Exchange and are eligible for trading in the PORTAL market.

Copies of the notes, the asset purchase agreements, the amended and restated custody and 1oan agreement, the
cash management agreement, the amended and restated servicing agreement, the financial advisory agreement, the
amended and restated administrative agency agreement, the reference agency agreement, the swap agreement and
swap guarantees, if any, the acquisition agreements, if any, the appraisals and the reports to noteholders referred to
under “Reports to Noteholders” will be available, free of charge, at the office of the listing agent in Luxembourg:
Banque Internationale & Luxembourg, 69, route d’Esch, L-1470 Luxembourg.

The equity in MSAF consists of one beneficial interest with a nominal value $1.00.

Market data and certain industry forecasts used throughout this prospectus were obtained from publicly
available information and industry publications. Industry publications generally state that the information contained
in them has been obtained from sources believed to be reliable, but that the accuracy and completeness of such
information is not guaranteed. Similarly, while we believe that such information is reliable, we have not
independently verified it, and neither MSAF nor the initial purchaser makes any representation as to its accuracy.

Various humbers and percentages set out in this prospectus have been rounded and accordingly may not total
exactly.

EXPERTS

The financial statements as of November 30, 1999 and 1998 and for the periods ended November 30, 1999,
1998 and 1997, the Schedule of Net Assets Acquired as of March 15, 2000 and the Schedule of Direct Revenues
and Expenses (related to 27 aircraft purchased from a subsidiary of MSDW) for the period from AutR@9 14,
November 30, 1999 included in this prospectus have been audited by Deloitte & Touche LLP, independent auditors,
as stated in their report appearing herein, and have been so included in reliance upon the report of such firm given
their authority as experts in accounting and auditing.

The schedule of direct revenues and expenses (related to 27 aircraft sold to subsidiaries of Morgan Stanley
Dean Witter & Co.) of International Lease Finance Corporation and subsidiaries for the seven-month and ten day
period from January 1, 1999ugust 10,1999, and for the years ended December 31, 1998 and 1997 has been
audited by PricewaterhouseCoopers LLP, independent auditors, and has been so included in reliance on the report of
such firm given their authority as experts in accounting and auditing.
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Vauations of the portfolio as of November 30, 1999 were made by five expert aircraft appraisers: Aircraft
Information Services, Inc., BK Associates, Inc., Airclaims Limited, Morten Beyer and Agnew and Aircraft Value
Analysis Company. Valuations of the portfolio as of September 30, 2000 were made by three expert aircraft
appraisers: BK Associates, Aircraft Information Services and Airclaims Limited. These valuations are discussed in
detail elsewhere in this prospectus, in reliance upon the authority of such firms as expertsin giving such appraisals.
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APPENDIX 1

MSAF CASH FLOW PERFORMANCE FOR THE PERIOD FROM MARCH 15, 2000
TO OCTOBER 15, 2000.

Comparison of Actual to Date Cash Flows ver sus Base Case Cash Flows

(1]
(2]
(3]
[4]
(5]

Y. .. 03

(6]
[7]

(8]

9]

[10]

[11]
[12] ¥ [6] ... [11]
[13] [4]+[5]+[12]
[14]

[15]
[16] X[13] [15]

[17]
[18]

[19] [17] + [18]

[20]

CASH COLLECTIONS
Lease Rentals

— Renegotiated Leases ...

— Rental Resets . ........

Contracted L ease Rentals

Movement in Current
Arrears Balance

March 15, 2000 to October 15,

% of 2000 L ease Rentals under the

less Net Stress-related Costs

—Baddebts............
— Security Deposits

Drawn Down ........
Restructured Arrears . ...
—AOG ..............
— Other Leasing Income ..

— Repossession Costs .. ..

Sub-total. ..............
Net LeaseRentals .. .....

Interest Earned .........
Maintenance Receipts ...
Maintenance Payments . ..
Net Maintenance .......
Total Cash Collections . ..

CASH EXPENSES
Aircraft Operating Expenses
— Insurance ...........
— Re-leasing and Other
Overheads
Sub-total ...............
SG&A Expenses
Aircraft Servicer Fees
—BaseFee ............
— Rent Collected Fee .. ..
— Rent Contracted Fee ...
— Incentive Fee
Sub-total ...............
Other Servicer Fees
Cabot .................
Other Service Providers . ..

2000 Base Case
Base

Actual Case Variance Actual Base Case  Variance
(All amountsin USdoallars

millions unless other wise stated)

1425 142.5 (0.0 100.0%  100.0% 0.0%

0.0 - 0.0 0.0%
0.1 - 0.1 0.1%

142.6 142.5 0.1 100.1%  100.0% 0.0%
(0.3) - (0.3) -0.2% 0.0% -0.2%
(1.8) -1.3%

0.7 0.5%
- 0.0%
(3.6) -2.5%
7.0 4.9%
(0.4) -0.3%
1.9 (6.4) 8.3 1.3% -4.5% 5.8%

144.2 136.1 8.0 101.1% 95.5% 5.6%

24 14 1.0 1.7% 1.0% 0.7%

17.3 - 17.3 12.1% 0.0% 12.1%
(19.5) - (19.5) -13.6% 0.0% -13.6%
(2.1) - (2.1) -1.5% 0.0% -1.5%
144 .4 137.6 6.9 101.3% 96.5% 4.8%
(0.6) -0.4%

(0.2) -0.2%
(0.8) (1.1) 0.3 -0.6% -0.8% 0.2%
a7 @7 0.0 -1.2% -1.2% 0.0%
(1.8) (1.7) (0.0) -1.2% -1.2% 0.0%
(1.4) (1.4) 0.1 -1.0% -1.0% 0.0%
- - - 0.0% 0.0% 0.0%
(4.9) (4.9 0.0 -3.4% -3.4% 0.0%
(0.7)  (0.7) 0.0 -0.5% -0.5% 0.0%
(1.3)  (0.4) (0.8) -0.9% -0.3% -0.6%
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March 15, 2000 to October 15, % of 2000 L ease Rentals under the

2000 Base Case
Base
Actual Case Variance Actual Base Case  Variance

(All amountsin USdoallars
millions unless other wise stated)

[21] Sub-total ............... (1.9 (1.1 (0.8 -1.4% -0.8% -0.6%
[22] Y[19]..[21] Total Cash Expenses .... (7.6) (7.2) (0.5) -5.3% -5.0% -0.3%

NET CASH

COLLECTIONS
[23] [16] Total Cash Collections .... 1444  137.6 6.9 101.3%  96.5% 4.8%
[24] [22] Total Cash Expenses .. ... (7.6) (7.1) (0.5 -5.3% -5.0% -0.3%
[25] Drawings from Expense

Account ............... 221 - 221 15.5% 0.0% 15.5%
[26] Transfer to Expense

Account ............... (23.3) - (233) -16.4% 0.0% -16.4%
[27] Interest Payments ....... (77.3) (72.5) 4.7 -54.2%  -50.9% -3.3%
[28] Swap Payments......... (2.1) (6.1) 4.0 -1.5% -4.3% 2.8%
[29] Exceptional Items . ...... - - - 0.0% 0.0% 0.0%
[30] Y[23]..[29] TOTAL ............... 56.2 51.9 4.4 39.5% 36.4% 3.1%
[31] PRINCIPAL PAYMENTS

subclassA-2 ........... 12.3 11.2 11 8.6% 7.8% 0.8%

subclassA-3 ........... - - - 0.0% 0.0% 0.0%

subclassA-4 ........... - - - 0.0% 0.0% 0.0%

subclassA-5 ........... 39.5 36.3 3.2 27.7% 25.4% 2.3%

subclassB-1 ........... 4.0 4.0 0.0 2.8% 2.8% 0.0%

subclassB-2 ........... 0.0 0.0 - 0.0% 0.0% 0.0%

subclassC-1 ........... 0.5 05 (0.0 0.3% 0.3% 0.0%

subclassC-2 ........... - - - 0.0% 0.0% 0.0%

subclassD-1 ........... - - - 0.0% 0.0% 0.0%

Total ................. 56.2 51.9 44 39.5% 36.4% 3.1%

Debt Balances

subclassA-2 ........... 2124 2135 11

subclassA-3 ........... 580.0 580.0 -

subclassA-4 ........... 200.0 200.0 -

subclassA-5 ........... 3605 3637 3.2

subclassB-1 ........... 85.8 85.8 0.0

subclassB-2 ........... 75.0 75.0 -

subclassC-1 ........... 99.4 99.4 (0.0

subclassC-2 ........... 55.0 55.0 -

subclassD-1 ........... 110.0 1100 -

Total ................. 1,7780 1,7824 4.4
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Coverage Ratios

Q

'OODB_X'_'_'D"Q_"('D o 0O T

Closing
Sour ce of Funds
Net Cash Collections (excl.
interest and swap pymts) ......
Add Back Interest Payments . ..
Add Back Swap Payments . . ...
Net Cash Collections .........
Application of Funds
SwapsPayments . ............
ClassAlnterest .............
ClassA Minimum ...........
ClassB Interest .............
ClassB Minimum............
ClassClnterest .............
ClassC Minimum............
ClassD Interest .............
ClassD Minimum ...........
ClassA Scheduled ...........
ClassB Scheduled ...........
ClassC Scheduled ...........
ClassD Scheduled ...........
Permitted Aircraft Modifications
Class A Supplemental ........

Total

[1] Interest Coverage Ratio

[3] Assumed Portfolio Value . ..

ClassA ...t

ClassA .. ...

L oan-to-Value Ratios
(in $mm)

2000 Base Case

March 15,2000
2,000.9

Liquidity Reserve Amount
Of which—Cash . ....... 30.0
- Accrued Expenses . .... 6.0
- Security Deposits . .. ... 7.1
Subtotal Cash .......... 43.1
Letters of Credit ........ 82.1
Total Liquidity Reserve . . 125.2

Actual 2000 Base Case
56.2 51.9
77.3 725
21 6.1
135.6 130.5
21 6.1
57.5 53.2
58 48
71 6.6
29 29
71 7.1
5.6 5.6
0.8 0.2
1.0 1.0
05 0.5
45.2 42.5
135.6 130.5
2.28 2.20 =al(b+c)
1.87 1.85 =al(b+c+d+e)
1.64 1.62 =al(b+c+d+etf+g)
154 151 =al(b+ct+d+etf+g+h+i)
153 151 =al(b+c+d+etf+g+h+i++k)
151 1.49 =al(b+c+d+etf+g+h+i+j+k+)
1.50 1.48 =al(b+c+d+etf +g+h+i++k++m)
1.50 1.48 =al(b+c+d+etf+g+h+i+j+k++m+n)
Actual 2000 Base Case
October 15, 2000 October 15, 2000
1,952.3 1,952.3
30.0 30.0
7.0 7.0
19.6 19.6
56.6 56.6
69.5 69.5
126.1 126.1
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2000 Base Case Actual 2000 Base Case

March 15, 2000 October 15, 2000 October 15, 2000
[4] Total Asset Value 2,126.1 2,078.4 2,078.4
Note Balances
ClassA ............... 1,404.7 66.1% 1,352.9 65.6% 1,357.3 65.6%
ClassB ............... 164.7 73.8% 160.8 73.3% 160.7 73.3%
ClassC ............... 154.4 81.1% 154.4 80.7% 154.4 80.7%
ClassD ............... 110.0 86.3% 110.0 86.0% 110.0 86.0%
[5] Tota 1,834.3 1,778.0 1,782.4

)

2

©)

4)
©)

Interest Coverage Ratio is equal to Net Cash Collections, before interest and swap payments, expressed as a ratio of the swap
costs and interest payable on each subclass of Notes plus the interest and minimum principal payments payable on each subclass
of Notes that rank senior in priority of payment to the relevant subclass of Notes.

Debt Coverage Ratio is equal to Net Cash Collections before interest and swap payments, expressed as aratio of the interest and
minimum and scheduled principal payments payable on each subclass of notes plus the interest and minium and scheduled
principal payments payable on each subclass of Notes that ranks equally with or senior to the relevant subclass of Notesin the
priority of payments.

Assumed Portfolio Value represents the Initial Appraised Vaue of each aircraft in the Portfolio multiplied by the Depreciation
Factor at Calculation date divided by the Depreciation Factor at March 15, 2000.

Total Asset Valueisequa to Total Portfolio Value plus Liquidity Reserve Amount.

These numbers may be subject to rounding errors.
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Note:

(1]
(2]

(3]
(4]
(5]
(6]
(7]
(8]
(9]
(10]
[11]
[12]
(13]
(14]
(18]

(16]

[17]
(18]

(19]

(20]

[21]
[22]
(23]
[24]
[25]
[26]

[27]
(28]

[29]
(30]

(31]

Y11..13]

Y[6...[11]
[4]+[5]+{12]

Y[13]...[15]
[17]+[18]
[19]+[21]
[16]

[22]
Y124]..[29]

Report Line Name

CASH COLLECTIONS
LeaseRentals ..................

- Renegotiated Leases . ...........

-RentalResets .................

Contracted Lease Rentals .......

Description

Assumptions per the March 2000 Prospectus, the “2000 Base Case”.

L(?ss in rental revenue caused by a lessee negotiating a reduction in lease
rental

Loss in rental when new lease rates are lower than those assumed in the
2000 Base Case
Current Contracted Lease Rentals less adjustments for renegotiated leases
and rental resets

Movement in Current Arrears BalanceCurrent Contracted Lease Rentals not received as at the latest Calculation

less Net Stress related Costs . .. ...

-Baddebts ....................

- Security deposits drawn down . . ..

- Restructured arrears ............

- Other Leasing Income ..........

- Repossession COSts . ...........

Sub-total
Net LeaseRentals ..............

InterestEarned .................

Net Maintenance ...............

Total Cash Collections. .........

CASH EXPENSES
Aircraft Operating Expenses ......
-Insurance ....................

- Re-leasing and Other Overheads ...

Sub-total
SG&A Expenses ................

Aircraft Servicer Fees ............
-BaseFee ............. ... ...

-Rent CollectedFee .............

- Rent Contracted Fee . . ..........

-Incentive Fee .................

Other Servicer Fees .............

Total Cash Expenses ............

NET CASH COLLECTIONS
Total Cash Collections ...........

Total Cash Expenses ............
Drawings from Expense Account . . ..

Transfer to Expense Account . .. ...

Interest Payments ...............
Swap payments . ................

Exceptional Items .. ............

TOTAL

PRINCIPAL PAYMENTS.......
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Date, excluding Bad Debts

Rental arrears owed by lessees who have defaulted and which are deemed
irrecoverable.

Amounts drawn down from Security Deposits to offset arrears or Bad
Debts

Current arrears that have been capitalized and restructured into a note
payable.
Base Case lease rental lost when an aircriifteiase and non-revenue
earning
Includes lease termination payments, rental guarantees and
late payments charges
Legal and technical costs incurred as a result of repossessing an aircraft

Contracted Lease Rentals less Movement in Current Arrears Balance and
Net Stress related costs

Interest earned on monthly cash balances held in Collection and Expense
Accounts

Maintenance Revenue Reserve received less any reimbursements
paid to lessees.
Net Lease Rentals + Interest Earned + Net Maintenance

All operational costs related to the leasing of aircraft.
Premium for contingent insurance policies

Miscellaneous re-delivery and leasing costs associated with re-leasing
events

All fees paid to the Aircraft Servicer, ILFC, and to other service
providers

Monthly andnaial fees paid to Aircraft Servicer, ILFC

Fixed amount per month per aircraft and changes only as aircraft are
acquired or sold

Amount equal to approximately 1.25% of rentals received during the
previous calendar month

. Amount equal to 1.00% of rentals contracted in the current calendar

month
nAual fee paid to the Aircraft Servicer, ILFC, for performance above an
annually agreed target
Fees paid to other service providers including the Administrative Agent,
Financial Advisor and Independent Trustees
Aircraft Operating Expenses + SG&A Expenses

as per line 17 above
as per line 24 above

Cash drawn from Expense Account and used to pay for expenses during
the period.

. Cash set aside in the Expense Account to pay for future expected expense

obligations.
Interest Payments to Noteholders on all outstanding debt
Net swap payments (paid) /received

Cash flows that occur infrequently and are outside the normal business
activities of MSAF Group

Principal Payments to Noteholders



APPENDIX 2

EXTRACT FROM CASH ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
TWELVE MONTH PERIOD FROM DECEMBER 1, 1998 TO NOVEMBER 30, 1999*

| Background and General Information

On March 3, 1998, Morgan Stanley Aircraft Finance (“MSAF”), a Delaware business trust, issued $1,050
million of notes in five subclasses — Subclass A-1, Subclass A-2, Subclass B-1, Subclass C-1 and Subclass D-1 (the
“notes”). The notes were issued in connection with MSAF's agreement to acquire 33 aircraft plus a spare engine
with a total appraised value at September 30, 1997 of $1,115.5 million from International Lease Finance
Corporation (“ILFC").

All but one of the 33 aircraft was acquired by MSAF. The undelivered aircraft was a B737-400 with an
appraised value of $28.8 million. Pursuant to the indenture relating to the notes (the “Indenture”), MSAF decided
not to substitute this aircraft but to distribute to the Noteholders $27.1 million on June 15, 1998. $26 million of this
amount represents that portion of the proceeds from the offering of the notes relating to this aircraft and $1.1 million
represents swap breakage costs paid by ILFC. As a result, the overall size of the aircraft fleet is now 32 aircraft plus
a spare engine and the appraised value of the fleet reduced from $1,115.5 million to $1,086.7 million at September
30, 1997.

Applying the declining value assumption to the original September 30, 1997 fleet appraisal of $1,086.7 million,
the total appraised value was assumed to be $1,026.7 million at November 15, 1999. The fleet is appuaitbed a
and the most recent appraisal dated June 30, 1999 valued the portfolio at $978.1 million. See Section Il — “Other
Financial Data” below for a discussion on assumed aircraft values and annual appraisals.

As of February 1, 2000, 28 aircraft plus the engine were on-lease with 25 lessees in 18 countries as shown in
Appendix A attached. Four aircraft were non-revenue earning of which one was subject to a lease commencing in
February, 2000 and two had signed Letters of Intent for lease to new lessees. The fourth aircraft was available for
lease.

The discussion and analysis that follows is based on the results of MSAF and its subsidiaries as a single entity
(collectively the “MSAF group”).

MSAF group is a special purpose vehicle, which owns aircraft subject to operating leases and one financing
lease. MSAF group may also make additional aircraft acquisitions and aircraft sales. MSAF group intends to acquire
additional commercial passenger or freight aircraft from various sellers and will finance the acquisition of such
aircraft by issuing additional notes. In Aug899, MSAF group announced that it intended to acquire a portfolio
of 29 aircraft — see Section IV — “Recent Developments” for more information. Any acquisition of additional
aircraft will be subject to certain confirmations with respect to the notes from rating agencies and compliance with
certain operating covenants of MSAF set out in the Indenture.

MSAF group’s cash receipts and disbursements are determined, in part, by the overall economic condition of
the operating leasing market. The operating leasing market, in turn, is affected by various cyclical factors. These
include the level and volatility of interest rates, the availability of credit, fuel costs and both general and regional
economic conditions affecting lessee operations and trading. Other factors to consider are manufacturer production
levels, passenger demand, retirement and obsolescence of aircraft models, manufacturers exiting or entering the
market or ceasing to produce aircraft types or re-introduction into service of aircraft previously in storage. In
addition, state regulations and air traffic control infrastructure constraints such as limitations on the number of
landing slots can also impact the operating leasing market.

! Thisisan extract from areport filed on Form 8-K/A with the Securities and Exchange Commission on
February 28, 2000.
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MSAF group’s ability to compete against other lessors is determined, in part, by the composition of its fleet in
terms of mix, relative age and popularity of aircraft type. In addition, operating restrictions imposed by the
Indenture, and the ability of other lessors, who may possess substantially greater financial resources, to offer leases
on more favorable terms than MSAF group, may also impact MSAF group’s ability to compete against other lessors.

For the purposes of this report, the “Twelve Month Period”, referred to in Section Il — “Comparison of Actual
Cash Flows versus the Base Case for the Twelve Month Period”, shall comprise information from the monthly cash
reports dated December 15, 1998 tlylo to November 15,999. The financial data in these reports includes cash
receipts from November 10, 1998 (first day of the Collection Period for the December 1998 Report) up to
November 8, 1999 (last day of the Collection Period for the November 1999 Report). It also includes payments
made by MSAF group between November 17, 1998 and up to November 15, 1999 (the Note Payment Date for the
November 1999 Report).

Il Comparison of Actual Cash Flows versusthe 1998 Base Case for the Twelve M onth Period

The February 20, 1998 Prospectus (the “Prospectus”) and the November 4, 1998 Prospectus (the “Prospectus”)
for the notes contain assumptions in respect of MSAF group’s future cash flows and cash expenses (the “1998 Base
Case”). For the purpose of this report, “Net Cash Collections” is defined as Total Cash Collections less Total Cash
Expenses, Interest Payments and Swap Payments. A discussion of the annual Cash Collections, Cash Expenses,
Interest Payments and Principal Payments is given below and should be read in conjunction with the analysis in
Appendix B.

CASH COLLECTIONS

“Total Cash Collections” include Net Lease Rentals (Contracted Lease Rentals less Net Stress-related Costs),
Movement in Current Arrears Balance, Interest Earned and Net Maintenance. In the Twelve Month Period, MSAF
group generated approximately $119.1 million in Total Cash Collections, $3.4 million less than the 1998 Base Case.
This difference is due to a combination of the factors set out below (the numbers in brackets refer to the line item
number shown in Appendix B).

[2] Renegotiated L eases

Renegotiated Leases refers to the loss in rental revenue caused by a lessee negotiating a reduction in the lease
rental. Typically, this can be a permanent reduction over the remaining lease term in exchange for other contractual
concessions. In the Twelve Month Period, the amount of revenue loss attributed to Renegotiated Leases was $1.4
million and relates to two renegotiated leases. The $1.4 million loss in rental revenue is primarily due to a 14%
reduction from the 1998 Base Case rental on a B767-300ER on lease to Air Pacific. The new rental was reset at the
then prevailing market rate for B767-300ERs in exchange for a lease extension.

[3] Rental Resets
Rental Resets is a measure of the loss in rental revenue when new lease rates are lower than those assumed in
the Base Case. In the Twelve Month Period, six new leases were entered into with a weighted average decline of

10.4% versus the rental assumed in the 1998 Base Case resulting in a loss of $2.0 million in rental revenue. See
Section IV — “Recent Developments” for a discussion of current re-leasing events.
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Analysis of Rental Resetsin Twelve Month Period

Aircraft Type % change from 1998 Base Case % of Appraised Value*

1 A310-300 ... -28.2 2.35

2 A310-300 ... -28.2 2.38

3 A320-100 ... -9.2 4.22

4 B737-300 ......... .. -131 2.57

5 A320-200 ... -15.3 3.09

6 B757-200ER .. ........ ... ... .. 185 3.48
Weighted Aver age** -10.4% 18.09%

*  Appraisa as of June 30, 1999
**  Average weighted by Appraised Value as of June 30, 1999.
[4] Contracted L ease Rentals
Contracted L ease Rentals represents the current contracted lease rental rollout which equates to the 1998 Base
Case Lease Rentals |ess adjustments for Renegotiated Leases and Rental Resets. For the Twelve Month Period,

Contracted Lease Rentals were $123.4 million, $3.4 million less than assumed in the 1998 Base Case. The
difference is due to losses from renegotiated leases and rental resets as discussed above.

[5] Movement in Current Arrears Balance
Current Arrearsis the total contracted |ease rentals outstanding from current lessees at a given date and
excludes any amounts classified as Bad Debts. The current arrears balance at the start of the Twelve Month Period

was $3.2 million versus $3.1 million at the end, a positive movement of $0.1 million.

Analysis of Current Arrears Balances

% of Current Current Movement
Appraised Arrears Arrears in Current
Aircraft Type Country Value* 11/15/98  11/15/99 Arrears
$™m $M $M
1 A310-300 ... Brazil 29 1.00 0.60 0.40
2 A321-100 ... Turkey** 42 130 1.30
3 B737-300 ... Brazil 21 030 1.00 (0.70)
4 B737-400 ........ .. Mexico 2.3 0.50 (0.50)
5 A321-100 ..ot Turkey 42 0.60 (0.60)
6 B757-200 ......... Guyana** 35 050 0.50
7 B757-200 ........ .. U.K. 34 010 0.10
8 A310-300 ... Oman 24 0.10 (0.10)
9 A320-200 ... Ireland 3.2 030 (039
281 320 3.10 0.10

*  Appraised Value as of June 30, 1999
**  |_essees which subsequently defaulted in Twelve Month Period, Onur Air and Guyana Airways.

At November 15, 1998, five lessees in arrears owed $3.2 million, against which, MSAF group held security
deposits of $2.7 million. Two of the five lessees (Onur Air and Guyana Airways) defaulted in 1999 and the aircraft
were repossessed. Arrears amounting to $2.2 million associated with these lessees at the time of repossession were
deemed irrecoverable and re-classified from Current Arrears to Bad Debts. See the discussion on Bad Debts below.

As at November 15, 1999, six lessees were in arrears, owing $3.1 million, against which MSAF group held
security deposits of $2.9 million. Since November 15, 1999 one of the 6 lessees (TAESA) has defaulted and the
aircraft has been repossessed. See Section IV — “Recent Developments” for a discussion of lessee defaults.
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Net Stress-related Costs

Net Stress-related Costs is a combination of al the factors which can cause actual lease rentals received to
differ from the Contracted Lease Rentals. The 1998 Base Case assumed net stress-related costs equal to 4.5% of the
1998 Base Case L ease Rentals. For the Twelve Month Period, net stress-related costs amounted to $8.8 million
(7.0% of Contracted Lease Rentals) compared to $5.7 million assumed in the 1998 Base Case, a variance of $3.1
million that is due to the following six factors described in items [6] to [11] below.

[6] Bad Debts and [8] Security Deposits Drawn Down
Bad Debts are arrears owed by lessees who have defaulted and which are deemed irrecoverable. These arrears
are partially offset by the draw down of security deposits held and amounts subsequently recovered from the

defaulted lessee.

Analysis of Bad Debts for the Twelve Month Period

Security

Bad Debts Bad Debts  Deposits
Aircraft Type L essee Country Rental Recover ed Drawn Total
™ ™ ™M ™
1 B757-200 Transaero .................. Russia 0.2* 0.2
2 B757-200 Guyana Airways . ........... Guyana (1.3) 13 0.7 0.7
3 A321-100 OonurAir ..., Turkey (1.6) 1.0 0.7 0.1
4 B747-300 VARIG .................... Brazil (4.0 04 11 @30
T o 69 29 25 (@0

*  $0.2 million was recovered from Transaero against amounts written off in the previous period.

In the Twelve Month Period, $6.9 million was written off in respect of lease rentals due from three former
lessees, Guyana Airways, Onur Air, and VARIG, against which MSAF group drew down security deposits totaling
$2.5 million. In the Twelve Month Period, $2.9 million was recovered and applied to rental due from four former
lessees, Transaero, Guyana Airways, Onur Air and VARIG.

[7] Capitalized Arrears

Capitalized arrears refer to current arrears that have been capitalized and restructured into a note payable. Asa
result, arrears balances previously shown as Current Arrears are re-categorized as capitalized arrears. In August
1999, the current arrears of Passaredo, a Brazilian carrier, equal to $3.5 million were capitalized (with interest of
$0.2 million) into a note payable and added to the lessee’s Conditional Sale Agreement loan balance. The term of
the loan balance was also extended.
[9] Aircraft on Ground (“AOG")

AOG is defined as the Base Case |lease rental |ost when an aircraft is off-lease and non-revenue earning.
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AOG Analysis

Lost
Aircraft Type Old Lessee New L essee Rentals # Days*
™M
1 B757-200ER  TranSa€ro ..........uveuvunennnn. Flying Colours 1.0 10
2 B757-200ER  GUyana ............oueuiunnnnannns National Airlines 1.0 75
3 A321-100 Onur Air ... Air Alfa None 17
4 B747-300 VARIG ..o AOG _ 32 137**
5.2

*  #Daysis measured from date of lease termination to commencement date of new lease

**  #Daysis measured from date of |ease termination to November 30, 1999. A Letter of Intent has been signed for
this aircraft. It is scheduled to be delivered to a new lessee in February, 2000.

The impact of AOG downtime amounted to $5.2 million. This was in respect of three former lessees;
Transaero, Guyana Airways and VARIG. Although the ex-Transaero aircraft was off-lease for only 10 days, the new
lessee paid a reduced rental until April 1999 while the aircraft underwent modification work and this loss of rental
revenue is reflected in the AOG cost. No AOG costs were incurred when the ex-Onur Air aircraft was re-leased to
Air Alfa as the downtime was less that 1 month. The ex-Guyana aircraft was AOG for 75 days prior to its re-lease to
National Airlines. The ex-VARIG aircraft was AOG and non-revenue earning since July 1999, but is scheduled to
be delivered to its new lessee in February, 2000.

[10] Other Leasing Income

Other leasing income consists of miscellaneous income received in connection with a lease other than
contracted rentals, maintenance receipts and security deposits, such as early termination payments or default interest.
In the Twelve Month Period, other leasing income amounted to $2.5 million. This consists of one payment for $0.9
million received in respect of arental support agreement for alessee credit and several miscellaneous amounts of
less than $0.5 million.

[11] Repossession Costs

Repossession costs cover legal and aircraft technical costs incurred as aresult of repossessing an aircraft. In the
Twelve Month Period, repossession costs amounted to $1.1 million, of which $1.0 million related to the
repossession of a B757-200ER from Guyana Airways in April 1999. An additional $0.1 million in costs were
incurred relating to legal, inspection and consultancy fees in respect of the repossessions from Onur Air and from
VARIG.

[13] Net Lease Rentalsis Contracted Lease Rentals less any movement in Current Arrears Balance and Net Stress-
related Costs. In the Twelve Month Period, net |ease rentals amounted to $114.7 million, $6.4 million less than
assumed in the 1998 Base Case. The variance was attributable to the combined effect of the six factors outlined in
items[2] and [3] and in items [6] to [11] above.

[14] Interest Earned

Interest earned relates to interest received on cash balances held in the Collection and Expense Accounts. Cash
held in the Collection Account consists of the cash liquidity reserve amount of $25.0 million plus the intra-month
cash balances for all the rentals and maintenance payments collected prior to the monthly payment date. The
Expense Account contains cash set aside to pay for expenses which are expected to be payable over the next 3
months. In the Twelve Month Period, interest earned amounted to $1.8 million, $0.4 million more than assumed in
the 1998 Base Case. The difference is due to a combination of two offsetting factors. The 1998 Base Case made no
assumption as to the interest earned on the intra-month cash balances in the Collection Account and Expense
Account and the average actual reinvestment rate for the Twelve Month Period was 4.99% as compared to 5.75%
assumed in the 1998 Base Case.
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[15] Net Maintenance

Net maintenance refers to maintenance reserve revenue received less any maintenance reimbursements paid to
lessees. In the Twelve Month Period, actual maintenance reserve revenue received amounted to $17.8 million from
20 lessees and maintenance expenditure amounted to $15.2 million, generating positive net maintenance revenue of
$2.6 million. The 1998 Base Case makes no assumptions for net maintenance as it assumes that, over time,
mai ntenance revenue will equal maintenance expenditure. However, it is unlikely that in any particular Note
Payment Period, maintenance revenue will exactly equal maintenance expenses.

CASH EXPENSES
“Total Cash Expenses” include Aircraft Operating Expenses and Selling, General and Administrative
(“SG&A”") Expenses. In the Twelve Month Period, total cash expenses were $8.6 million, $5.4 million lower than

the Base Case, which assumed total cash expenses of $14.0 million. The difference is due to a combination of
factors discussed below.

Aircraft Operating Expenses includes all operational costs related to the leasing of an aircraft including costs of
insurance, re-leasing and other overhead costs. In the Twelve Month Period, Aircraft Operating Expenses amounted
to $0.6 million compared to $4.4 million per the 1998 Base Case, which assumes these costs to be 3.5% of the 1998
Base Case Lease Rentals.

[17] Insurance

Insurance costs amounted to $0.4 million relating to the annual insurance premium for contingent coverage for
the portfolio.

[18] Re-leasing and other overhead costs

Re-leasing and other overhead costs consist of miscellaneous re-delivery and leasing costs associated with re-
leasing events. In the Twelve Month Period these costs amounted to $0.2 million.

SG&A Expenses relate to fees paid to the Aircraft Servicer and to other service providers.
[20] Aircraft Servicer Fees

The Aircraft Servicer Fees are defined as amounts paid to the Aircraft Servicer, ILFC, in accordance with the
terms of the Servicing Agreement. In the Twelve Month Period, the total Aircraft Servicer fee paid was $5.7 million,
$0.7 million lower than assumed in the 1998 Base Case, reflecting lower actual rentals achieved relative to

Contracted Lease Rentals.

Aircraft Servicer Fees consist of:

$M
BaSE FB . ... 2.9
Rent Collected FEE . . ... e e 1.1
Rent Contracted FEe . . ... e 1.2
INCENtive FEE 1997/08 . . . . i e e 0.5
Total SEIVICEI FEE ..ot e e 5.7

The Base Fee is a fixed amount per month per aircraft and changes only as aircraft are acquired or sold. The
Rent contracted fee is equal to 1% of all rentals contracted. The Rent Contracted Fee is 1% of all rentals received.
The Incentive fee is 10% of all cash flow received above a targeted amount set at the beginning of each financial
year. The Incentive fee for the year ended November 30, 1998, but paid in December 1998 was $0.5 million. No
incentive fee was paid to ILFC in December 1999 for the Twelve Month Period due to the lower than expected
revenues received.
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[22] Other Fees

Other Fees relate to fees and expenses paid to other Service providers including the Administrative Agent,
Financial Advisor, legal advisors, accountants and Independent Trustees. In the Twelve Month Period, Other Fees
amounted to $2.3 million as compared to an assumed expense of $3.2 million in the 1998 Base Case, a positive
variance of $0.9 million. The variance is due to lower than expected Administrative Agent fees and areduction in
the level of accrued expenses. The Administrative Agent fee is equal to 1.5% of rentals collected and was lower than
assumed in the 1998 Base Case, reflecting lower actual rentals achieved relative to Contracted Lease Rentals.

[27] Interest Payments and [28] Swap Payments

In the Twelve Month Period, interest payments to Noteholders amounted to $58.5 million. Thisis $4.7 million
lower than the 1998 Base Case, which assumed interest costs for the Twelve Month Period to be $63.2 million. The
variance reflects the faster than expected amortization of the A-2 Note, coupled with alower than expected level of
average interest rates. The 1998 Base Case assumed LIBOR to be 5.75% whereas the average monthly LIBOR rate
was 5.6%. The reduced interest costs were offset by an increase in swap payments. MSAF paid $8.7 million in swap
costs, $4.9 million more than assumed in the 1998 Base Case.
[29] Exceptional Item

Exceptional items refer to cash flows that occur infrequently and are outside the normal business activities of
MSAF. There were no exceptional cash flows in the Twelve Month Period.

[31] Principal Payments

In the Twelve Month Period, total principal payments to Noteholders amounted to $43.3 million, $1.8 million
more than assumed in the 1998 Base Case, reflecting the application of the positive Net Cash Collections variance
of $1.8 million.
Il Other Financial Data

[Intentionally omitted]

IV Recent Developments

[Intentionally omitted]
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Sub-total

Sub-total

Sub-total

Sub-total

10

11
12
13
14

15

16

17

18

19

20

21

22

23

24

Portfolio Details

APPENDIX A TO APPENDIX 2

All amounts in thousands of US dollars unless otherwise stated

Figures as of February 1, 2000

30-Jun-99

Country of Aircraft Engine Serial Date of Adjusted Base % of % of
Region (1) Current Lessee  Current Lessee Type Configuration ~ Number Manufacture Value (2) Total Region
Europe France Air Liberte MD-83  JT8D-219 49,822 Dec-88 19,454 2.0%
B737-
(Developed) France I’Aeropostale 300 CFM56-3C1 23,788 May-87 19,330 2.0%
CF6- 704,27
Netherlands KLM engine 80C2B6F 9 Jun-95 5,425 0.5%
B737-
Netherlands Transavia 300 CFM56-3C1 27,635 May-95 28,072 2.9%
A320-
Ireland TransAer 200 V2500-Al 414 May-93 31,182 3.2%
B737-
Norway Braathens 500 CFM56-3B1 25,165 Apr-93 19,849 2.0%
Britannia B767-
UK Airways 200ER CF6-80A 23,807 Aug-87 30,952 3.2%
Flying A320-
UK Colours(5) 200 V2500-Al 393 Feb-93 30,426 3.1%
B767- CF6-
UK Air2000 300ER  80C2B6F 26,256 Apr-93 64,912 6.6%
B757- RB211-535-
UK Flying Colours 200ER  E4-37 24,367 Feb-89 32,859 3.4%
28.9%
Alaska B737-
North America USA Airlines 400 CFM56-3C1 25,104 May-93 27,099 2.8%
(Developed) USA TWA MD-83  JT8D-219 49,824 Mar-89 20,726 2.1%
USA TWA MD-82  JT8D-217C 49,825 Mar-89 18,290 1.9%
National B757- RB211-535-
USA Airlines 200ER E4 24,260 Dec-88 34,083 3.4%
Canadian A320-
Canada Airlines 200 V2500-Al 279 Feb-92 30,175 3.1%
13.3%
TAYMKG62
Europe Hungary Malev F-70 0-15 11,564 Dec-95 13,991 1.5%
and Middle TAYMKG62
East Hungary Malev F-70 0-15 11,565 Feb-96 14,603 1.5%
TAYMKG62
(Emerging) Hungary Malev F-70  0-15 11,569 Mar-96 14,969 1.5%
Olympic B737-
Greece Airways 400 CFM56-3C1 25,371 Jan-92 25,729 2.6%
A321-
Turkey AirAlfa 100 V2530-A5 597 May-96 41,248 4.2% 11.3%
B767- CF6-
Asia Korea Asiana 300 80C2B6F 24,798 Oct-90 54,775 5.6%
A300-
(Emerging) Taiwan China Airlines600R PW4158 555 Mar-90 47,140 4.8%
B737-
China China Hainan 300 CFM56-3C1 26,295 Dec-93 25,741 2.7%
13.1%
Latin America
B.R.A.
Transportes  A310-
(Emerging) Brazil Aereos 300 JT9D-7TR4E1 437 Nov-86 28,322 2.9%
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30-Jun-99

Country of Aircraft Engine Serial Date of Adjusted Base % of % of
Region (1) Current Lessee  Current Lessee Type Configuration ~ Number Manufacture Value (2) Total Region
B737-
25 Brazil VASP 300 CFM56-3B2 24,299 Nov-88 20,454 2.1%
B757-
26 Mexico Aero Mexico  200ER PW2037 26,272 Mar-94 42,545 4.3%
Sub-total 9.3%
B767-
27 Other Fiji Air Pecific 300ER CF6-80C2B4 26,260 Sep-94 67,167 6.9%
B737-
28 Iceland Iceland Air 300 CFM56-3B2 23,811 Oct-87 20,299 2.1%
B737-
29 Malta Air Mdta 300 CFM56-3B2 25,161 Feb-92 25,123 2.5%
Sub-total 11.5%
AOG
Air Atlanta B747-
30 Other Iceland(6) Icelandic 300B CF6-80C2 24,106 Apr-88 54,382 5.6%
Pacific A310-
31 (Developed) Singapore(6) Regionair 300 JTO9D-7R4E1 409 Nov-85 23,009 2.3%
Pacific A310-
32 (Developed) Singapore(6) Regionair 300 JTo9D-7R4E1 410 Nov-85 23,276 2.4%
Availablefor Availablefor B737-
33 lease(7) lease 400 CFM56-3B2 24234  Oct-88 22508  2.3%  12.6%
Total 978,116 100.0% 100.0%

(1) Regions are defined according to MSCI designations.

(2) Adjusted Base Value is the Base Value of each aircraft as per the June 30, 1999 Appraisal.
(3) Tota Number of Lessees = 25.

(4) Tota Number of Countries = 18.

(5) Previously Caledonian Airways, now merged with Flying Colours.

(6) Currently AOG but subject to a Letter of Intent.

(7) Subject to a Letter of Intent since February 1, 2000.
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APPE

NDIX B TO APPENDIX 2

Comparison of Actual Cash Flows versusthe Base Case for the Twelve M onth Period

% of 1998 L ease Rentals under the

1998 Base Case
Actual Base Case Variance Actual BaseCase Variance
(All amountsin US dollars millions unless other wise stated)
CASH COLLECTIONS
LesseRentals .................on... 26.3 126.8 — 100.0% 100.0% 0.0%
— Renegotiated Leases ................. — — 1.4) 1.1)% 1.1)%
—RentalResets . ........... ... . ... - — 20 Q&% _ (1.6)%
Contracted LeaseRentals .............. 123.4 126.8 (3.4) 97.3% 100.0% (2.7)%
Movement in Current Arrears Balance less Net
Stress-related Costs . ................. 1.7) — 0.1 0.1% 0.1%
—Baddebts................ ... ... (4.0) — (3.2)%
— Capitalized arrears . . ................. (3.5) — 2.7%
— Security deposits drawn down . . ........ 25 — 1.9%
—AOG ... (5.2) — (4.1)%
— Other LeasingIncome ................ 25 — 2.0%
— Repossession . ........ @1 - (0.9% -
Sub-total ........ ... . (8.8) (5.6) (3.1) (7.0% (45% (2.5)%
NetLeaseRentals . .................... 114.7 121.1 (6.4) 90.4% 95.5% (5.1)%
InterestEarned .............. .. .. .. ... 1.8 1.4 0.4 1.4% 1.1% 0.3%
Net Maintenance ...................... _26 — 26 _21% _ 00% _ 21%
0, 0, 0,
Total Cash Collections .................. 11:1 gs g‘l) é’g/o iﬁ/o éj)/o
CASH EXPENSES
Aircraft Operating Expenses .............
—lnsurance ............ ... . (0.4) — (0.3)%
— Re-leasing and other overheads . ........ ©.2) - J— 0.2)% S
Sub-total .......... ... ... (0.6) 3.8 (05% (3.5)% 3.0%
SG&A Expenses
Aircraft Servicer Fees
—BaseFee ........... ... L (2.9) (2.3)%
— Rent Collected Fee .................. (1.1) (0.9)%
— Rent Contracted Fee ................. (1.2) (0.9)%
—IncentiveFee . ........ ... ... ... .. 0.5) - 0.5% -
Sub-total .......... ... .. (5.7) (6.4) 0.7 45% (5.1)% 0.6%
OtherFees ....... ... ... . .. (2.3) (£2) _09 (8% _(26)% _ 0.8%
Sub-total .. ... (8.0) 05 _16 _63)% _(@.N% _ 1.4%
Total Cash Expenses ................... (8:6) (2) :5'4 g )% %2)% :4'4%
NET CASH COLLECTIONS
Total Cash Collections .................. 119.1 1225 (3.4) 93.9% 96.6% (2.7)%
Total Cash Expenses (8.6) (14.0) 5.4 6.8)% (11.2)% 4.4%
Interest Payments ...................... (58.5) (63.2) 47 (46.1)% (49.8)% 3.7%
Swap Payments ....................... (8.7) (3.8) (4.9) 6.8% (3.00% (3.8)%
Exceptional ltems ...................... — — — —
0, 0, 0,
TOTAL e é% é‘% :1'8 é‘m/o :32'6/0 :1'6/0
PRINCIPAL PAYMENTS
subclass A-1 ... ... — —
subclass A2 . ... ... 39.5 37.7 1.8 31.2% 29.6% 1.6%
subclass B-1 . ........ ... 3.8 3.8 0.0 3.0% 3.0% 0.0%
subclass C-1 ........... i 0.0 0.0 0.0 0.0% 0.0% 0.0%



% of 1998 L ease Rentals under the
1998 Base Case

Actual Base Case Variance Actual BaseCase Variance

(All amountsin US dollars millions unless other wise stated)

— 0.0% 0.0% 0.0%

subclassD-1 ... - — _ Y = =
43.3 41.5 1.8 34.2% 32.6% 1.6%
Total . ... —_— —_— — f— — —
Debt Balances as at November 15, 1999
subclass A-1 ......... . ... 400.0 400.0
subclass A-2 . ... 234.5 247.1
subclassB-1 ............ ... ... .. ..., 91.0 91.0
subclass C-1 ......... .. ... . ... 100.0 100.0
subclassD-1 ............ ... i 110.0 110.0
935.5 948.1
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APPENDIX 3

EXTRACT FROM CASH ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
THREE MONTH PERIOD FROM DECEMBER 1, 1999 TO FEBRUARY 29, 2000*

| Background and General Information

Morgan Stanley Aircraft Finance (“MSAF"), a Delaware business trust, is a special purpose vehicle which
owns aircraft subject to operating leases. Under the terms of its Indenture MSAF may acquire additional aircraft and
sell aircraft from the fleet. Any acquisition of additional aircraft will be subject to certain confirmations with respect
to the notes from rating agencies and compliance with certain operating covenants of MSAF set out in the Indenture.

Initial Portfolio

On March 3, 1998, MSAF issued $1,050 million of notes in connection with its acquisition of 33 aircraft plus
an engine with a total appraised value at September 30, 1997 of $1,115.5 million from International Lease Finance
Corporation (“ILFC”). All but one of the 33 aircraft was acquired by MSAF.

New |ssuance

On March 15, 2000, MSAF refinanced the A-1 subclass notes of $400 million as part of a total issuance of
$1,310 million of New notes in five subclasses (A-3, A-4, A-5, B-2 and C-2). In addition to the refinancing of the
A-1 subclass, these notes were issued in association with MSAF’s acquisition of 29 aircraft with a total appraised
value of $1,047.8 million as of November 30, 1999 from a subsidiary of Morgan Stanley Dean Witter & Co.
(“MSDW"). MSAF acquired all but one of the 29 aircraft on March 15, 2000. The remaining aircraft, a B737-300,
is subject to a financing that will terminate before April 30, 2000 and is scheduled to deliver to MSAF at this time.
MSDW acquired two aircraft from an affiliate of GE Capital Corporation on March 19, 1999 and 27 aircraft from
ILFC on August 6,1999.

Combined Fleet

As a result, the overall size of the combined aircraft fleet is now 61 aircraft plus an engine with a total
appraised value of $2,000.9 million as of November 30, 1999. As of April 1, 2000, MSAF had 61 lease contracts in
effect with 42 lessees based in 25 countries and one aircraft was off-lease as shown in Appendix A attached.

The discussion and analysis that follows in Section Il is based on the results of MSAF and its subsidiaries as a
single entity (collectively the “MSAF group”) for the reporting periods from December 1999 to February 2000. This
relates to the Initial Portfolio and the 1998 Basecase against which the actual performance is compared. This period
was prior to the New Issuance and the aircraft acquisition on March 15, 2000 and therefore relates to the Initial
Portfolio of 32 aircraft only. The discussion and analysis in Section IV - “Recent Developments” relates to the
combined fleet of 61 aircraft plus an engine.

MSAF group’s cash receipts and disbursements are determined, in part, by the overall economic condition of
the operating leasing market. The operating leasing market, in turn, is affected by various cyclical factors. These
include the level and volatility of interest rates, the availability of credit, fuel costs and both general and regional
economic conditions affecting lessee operations and trading. Other factors to consider are manufacturer production
levels, passenger demand, retirement and obsolescence of aircraft models, manufacturers exiting or entering the
market or ceasing to produce aircraft types or re-introduction into service of aircraft previously in storage. In
addition, state regulations and air traffic control infrastructure constraints, such as limitations on the number of
landing slots, can also impact the operating leasing market.

! Thisisan extract from areport filed on form 8-K with the Securities and Exchange Commission on April 14,
2000.
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MSAF group’s ability to compete against other lessors is determined, in part, by the composition of its fleet in
terms of mix, relative age and popularity of aircraft type. In addition, operating restrictions imposed by the
Indenture, and the ability of other lessors, who may possess substantially greater financial resources, to offer leases
on more favorable terms than MSAF group, may also impact MSAF group’s ability to compete against other lessors.

For the purposes of this report, the “First Quarter 2000", referred to in Section Il - “Comparison of Actual Cash
Flows versus the 1998 Base Case for the First Quarter 2000" shall comprise information from the monthly cash
reports dated December 15, 1999 thylo to February 1%000. The financial data in these reports includes cash
receipts from November 9, 1999 (first day of the Collection Period for the December 1999 Report) up to February
9, 2000 (last day of the Collection Period for the February 2000 Report). It also includes payments made by MSAF
group between November 16, 1999 and up to February 15, 2000 (the Note Payment Date for the February 2000
Report).

Il Comparison of Actual Cash Flows versusthe 1998 Base Case for the First Quarter 2000

The February 20, 1998 Prospectus (the “Prospectus”) and the November 4, 1998 Prospectus (the
“Prospectus”) for the notes contain assumptions in respect of MSAF group’s future cash flows and cash expenses
(the “1998 Base Case”). For the purpose of this report, “Net Cash Collections” is defined as Total Cash Collections
less Total Cash Expenses, Interest Payments and Swap Payments. A discussion of the quarterly Cash Collections,
Cash Expenses, Interest Payments and Principal Payments is given below and should be read in conjunction with the
analysis in Appendix B.

CASH COLLECTIONS

“Total Cash Collections” include Net Lease Rentals (Contracted Lease Rentals less Net Stress-related Costs),
Movement in Current Arrears Balance, Interest Earned and Net Maintenance.

Total Cash Collections Actual Basecase Variance
$™M M $M

Lease Rentals . ... ... 32.0 32.0 —

— Renegotiated Leases . ... (0.3) — (0.3)

— Rental ReSetS . . . ... (0.6) — (0.6)
Contracted Lease Rentals . ........... . i 31.1 32.0 (0.9
Movement in Current Arrears Balance .. ............ ... ... .. ... (0.3) — (0.3)
Net Stress Related COSES ... ..ot (3.2) (1.4) 1.7)
NetLease Rentals . ... e 27.7 30.6 (2.9)
Interest Earned . . ... ... 0.5 0.4 0.1
Net MaintenanCe .. ... ...t (4.2) — (4.2)
Total Cash Collections . ... 24.1 31.0 (6.9)

In the First Quarter 2000, MSAF group generated approximately $24.1 million in Total Cash Collections, $6.9
million less than assumed in the 1998 Base Case. This difference is due to a combination of the factors set out below
(the numbers in brackets refer to the line item number shown in Appendix B).

[2] Renegotiated L eases

Renegotiated Leases refers to the loss in rental revenue caused by a lessee negotiating a reduction in the lease
rental. Typically, this can be a permanent reduction over the remaining lease term in exchange for other contractual
concessions. In the First Quarter 2000, the amount of revenue loss attributed to Renegotiated Leases was $0.3
million and relates to three renegotiated leases. The loss is primarily due to a 14% reduction from the 1998 Base
Case rental on a B767-300ER on lease to Air Pacific. The new rental was reset at the then prevailing market rate for
B767-300ERs in exchange for a lease extension.
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[3] Rental Resets

Rental Resets is a measure of the loss in rental revenue when new lease rates are lower than those assumed in
the 1998 Base Case. In the First Quarter 2000, no new leases were written, however, lost revenue attributable to
lease resets in previous quarters amounted to $0.6 million. See Section |V - “Recent Developments” for a discussion
of current re-leasing events.

[4] Contracted Lease Rentals

Contracted Lease Rentals represents the current contracted lease rental rollout which equates to the 1998 Base
Case Lease Rentals less adjustments for Renegotiated Leases and Rental Resets. For the First Quarter 2000,
Contracted Lease Rentals were $31.1 million, $0.9 million less than assumed in the 1998 Base Case. The difference
is due to losses from renegotiated leases and rental resets as discussed above.

[5] Movement in Current Arrears Balance
Current Arrears is the total contracted lease rentals outstanding from current lessees at a given date and

excludes any amounts classified as Bad Debts. The current arrears balance at the start of the First Quarter 2000 was
$3.1 million versus $3.4 million at the end of the First Quarter 2000, an increase in arrears of $0.3 million.

Movement in

Current Current Current
Aircraft Type Country Arrears Arrears Arrears
A310-300 . . ..o Brazil 0.6 0.4 (0.20)
A321-100. . . et Turkey 0.6 0.9 (0.30)
B737-300. . ... Brazil 1.0 1.6 (0.60)
B737-400. ... .. e Mexico 0.5 — 0.50
A310-300 . . .. Oman 0.1 — 0.10
A320-200 . . . .o Canada — 0.2 (0.20)
A320-200 . . ..o Ireland 0.3 0.3 0.00

* Re-classified as Bad Debts during the First Quarter 2000.

As at November 15, 1999, six lessees were in arrears, owing $3.1 million, against which MSAF group held
security deposits of $2.9 million. One of the six lessees TAESA, based in Mexico, defaulted in the First Quarter
2000 and the aircraft was repossessed. Rental arrears amounting to $0.5 million associated with this lessee at the
time of the repossession were deemed irrecoverable and re-classified from Current Arrears to Bad Debts.

At February 15, 2000, five lessees in arrears owed $3.4 million, against which MSAF group held security
deposits of $2.2 million. See Section IV - “Recent Developments” for information on the current level of arrears as
of April 1, 2000.

Net Stress-related Costs
Net Stress-related Costs is a combination of all the factors which can cause actual lease rentals received to

differ from the Contracted Lease Rentals. The 1998 Base Case assumed net stress-related costs equal to 4.5% of the
1998 Base Case Lease Rentals.

Net Stress Related Costs Actual Basecase Variance
$M $M $M
Bad Debts . ... ..o (0.5) — —
Security Deposits Drawndown .. ........... i i 0.5 — —
Capitalized Arrears . . ...t — — —
AOG . (4.2) — —
Other Leasing INCoOMe ... ...ttt i 1.0 — —



Net Stress Related Costs Actual Basecase Variance

M ™ ™
REPOSSESSION COSES . o v v vt e 0.1 . _
Net Stress Related COStS .. ...t ey @4 @@

For the First Quarter 2000, net stress-related costs amounted to $3.1 million (9.7% of 1998 Base Case Lease
Rentals) compared to $1.4 million assumed in the 1998 Base Case, a variance of $1.7 million that is due to the
following six factors described in items [6] to [11] below.

[6] Bad Debtsand [7] Security Deposits Drawn Down
Bad Debts are rental arrears owed by lessees who have defaulted and which are deemed irrecoverable. These

arrears are partially offset by the draw down of security deposits held and amounts subsequently recovered from the
defaulted lessee.

Bad Debts Bad Debts
Aircraft Type L essee Country Rental Recover ed Deposits Drawn Security Total
™M ™M $M
B737-400 TAESA Mexico 0.5) 00 05 0.0
Total (0.5) 0.0 05 0.0

In the First Quarter 2000, $0.5 million was written off in respect of lease rentals due from a former lessee,
TAESA, against which MSAF group drew down security deposits totaling $0.5 million. See Section IV - “Recent
Developments” for information on the current level of Bad Debts as of April 1, 2000.

[8] Capitalized Arrears

Capitalized arrears refer to current arrears that have been capitalized and restructured into a note payable. No
arrears were capitalized in the First Quarter 2000.

[9] Aircraft on Ground (“AOG")

AOG is defined as the Base Case |lease rental lost when an aircraft is off-lease and non-revenue earning.

Aircraft Type Old Lessee Lost New L essee Rental
™M
1 B747-300 VARIG Air Atlanta lcelandic 24
2 A310-300 Oman Air Region Air 0.7
3 A310-300 Oman Air Region Air 0.6
4 B737-400 TAESA LOI 05
Total 4.2

The impact of AOG downtime amounted to $4.2 million during the First Quarter 2000. This was in respect of
four aircraft; one B747-300 previously on lease to VARIG and terminated early, two A310-300s previously on lease
to Oman Air and terminated as scheduled and one B737-400 previously on lease to TAESA and terminated early.

See Section 1V - “Recent Developments” below for information on the current level of AOG costs as of April 1,
2000.
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[10] Other Leasing Income

Other leasing income consists of miscellaneous income received in connection with a lease other than
contracted rentals, maintenance receipts and security deposits, such as early termination payments or default interest.
In the First Quarter 2000, other leasing income amounted to $1.0 million.

[11] Repossession Costs

Repossession costs consist of legal and aircraft technical costsincurred as a result of repossessing an aircraft.
In the First Quarter 2000, repossession costs amounted to $0.1 million, which consists of consultancy fees incurred
during the repossession of the B747-300 previously on leaseto VARIG.

[13] Net Lease Rentals

Net Lease Rentals is Contracted L ease Rentals |ess the movement in Current Arrears Balance and Net
Stress-related Costs. In the First Quarter 2000, net lease rentals amounted to $27.7 million, $2.9 million less than
assumed in the 1998 Base Case. The variance was attributable to the combined effect of lower contracted lease
rentals, the increase in current arrears and net stress-related costs discussed above.

[14] Interest Earned

Interest earned relates to interest received on cash balances held in the Collection and Expense Accounts. Cash
held in the Collection Account in the First Quarter 2000 consisted of the cash liquidity reserve amount of $25.0
million plus the intra-month cash balances for all the rentals and maintenance payments collected prior to the
monthly payment date. The Expense Account contains cash set aside to pay for expenses which are expected to be
payable over the next three months.

The average mutual funds 30-day effective rate for the period was 5.73%, slightly less than the 5.75% assumed
in the 1998 Base Case. In the First Quarter 2000, interest earned amounted to $0.5 million, $0.1 million more than
assumed in the 1998 Base Case. The difference is due primarily to interest earned on the intra-month cash balances
in the Collection Account and Expense Account, albeit at a slightly lower than assumed interest rate. The 1998
Base Case made no assumption as to interest earned on these balances.

[15] Net Maintenance

Net maintenance refers to maintenance reserve revenue received less any maintenance reimbursements paid to
lessees. In the First Quarter 2000, actual maintenance reserve revenue received amounted to $2.8 million and
maintenance expenditure amounted to $6.9 million, generating negative net maintenance revenue of $4.1 million.
Maintenance expenditure included costs incurred in the overhaul of a B757-200ER repossessed from Guyana
Airways ($4.0 million), the reimbursement from the airframe reserves of $0.5 million in respect of aB767-300ER in
accordance with a lease restructuring and the reimbursement from the engine reserves in respect of a B737-400,
previously on lease to TAESA ($1.4 million). The 1998 Base Case makes no assumptions for net maintenance as it
assumes that, over time, maintenance revenue will equal maintenance expenditure. However, it is unlikely that in
any particular Note Payment Period, maintenance revenue will exactly equal maintenance expenditure.

CASH EXPENSES
“Total Cash Expenses” include Aircraft Operating Expenses and Selling, General and Administrative

(“SG&A”") Expenses. In the First Quarter 2000, total cash expenses were $1.9 million, $1.4 million lower than the
1998 Base Case, which assumed total cash expenses of $3.3 million.

Total Cash Expenses Actual Basecase Variance
™ M $M

Aircraft Operating Expenses . .............. (0.3) (1.2) 0.8

SGE&AEXpENses . ... __(Le) (22 06



Total Cash Expenses Actual Basecase Variance

™M M $M
Total CashExpenses ..................... (1.9 33 14

The difference is due to a combination of lower Aircraft Operating Expenses and SG& A Expenses as discussed
below. Aircraft Operating Expenses include all operational costs related to the leasing of an aircraft including costs
of insurance, re-leasing and other overhead costs. In the First Quarter 2000, Aircraft Operating Expenses amounted
to $0.3 million compared to $1.1 million per the 1998 Base Case, which assumes these costs to be 3.5% of the 1998
Base Case Lease Rentals.

[17] Insurance

No insurance costs were incurred in the First Quarter 2000.
[18] Re-leasing and other overhead costs

Re-leasing and other overhead costs consist of miscellaneous re-delivery and leasing costs associated with
re-leasing events. In the First Quarter 2000 these costs amounted to $0.3 million. SG& A Expenses relate to fees paid
to the Aircraft Servicer and to other service providers. In the First Quarter 2000, SG& A Expenses were $1.6 million
or $0.6 million lower than assumed in the 1998 Base Case. The variance is explained below.
[20] Aircraft Servicer Fees

The Aircraft Servicer Fees are defined as amounts paid to the Aircraft Servicer, ILFC, in accordance with the
terms of the Servicing Agreement. In the First Quarter 2000, the total Aircraft Servicer fee paid was $1.1 million,

$0.3 million lower than assumed in the 1998 Base Case, reflecting lower actual rentals achieved relative to 1998
Base Case Lease Rentals.

Aircraft Servicer Fees consist of: ™M
Base e . . .. e e e e 0.5
ReNt ColleCted FE . .. oo ot e e e 0.3
ReENt CoNtraCted FOE . . .. oo e e e e e 0.3
INCENtiVE FEE 1908/00% . .. i e e e e 0.0
Total SEIVICEr OO ..ottt e e 11

*For financial year ended November 30, 1999

The Base Feeis a fixed amount per month per aircraft and changes only as aircraft are acquired or sold. The
Rent Contracted Fee is equal to 1% of al rentals contracted. The Rent Collected Fee is equal to 1% of all rentals
received. The Incentive fee is 10% of all cash flow received above atargeted amount set at the beginning of each
financial year. No incentive fee was paid to ILFC for the financial year ended November 1999.

[22] Other Servicer Fees

Other Servicer Feesrelate to fees and expenses paid to other service providers including the Administrative
Agent, Financial Advisor, legal advisors, accountants and Independent Trustees. In the First Quarter 2000, Other
Servicer Fees amounted to $0.5 million as compared to an assumed expense of $0.8 million in the 1998 Base Case,
apositive variance of $0.3 million. The variance is due primarily to lower than expected Administrative Agent fees
and other overhead costs. The Administrative Agent feeis equal to 1.5% of rentals collected and declined in line
with the reduced rentals actually received.
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[27] Interest Payments and [28] Swap Payments

In the First Quarter 2000, interest payments to Noteholders amounted to $15.6 million. Thisis $0.1 million
higher than the 1998 Base Case, which assumed interest costs for the First Quarter 2000 to be $15.5 million. While
the total debt balance outstanding during the quarter was lower than expected in the 1998 Base Case, interest
payments rose due to an increase in the Libor rate at year-end in 1999. The average Libor rate for the First Quarter
2000 was 5.88% versus an assumed Libor rate of 5.75%. The higher interest costs were offset by a reduction in the
amount of swap payments. MSAF paid $0.5 million in swap costs, $0.3 million less than assumed in the 1998 Base
Case.
[29] Exceptional Item

Exceptional items refer to cash flows that occur infrequently and are outside the normal business activities of
MSAF. There were no exceptional cash flows in the First Quarter 2000.

[31] Principal Payments

In the First Quarter 2000, total principal payments to Noteholders amounted to $6.1 million, $5.3 million less
than assumed in the 1998 Base Case, reflecting the lower Net Cash Collections available during this period, mainly
as aresult of the lower than expected lease revenue performance, partially offset by lower expenses.
Il Other Financial Data

[Intentionally omitted]

v Recent Developments

[Intentionally omitted]
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APPENDIX A TO APPENDIX 3

[Intentionally omitted]
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APPENDIX B TO APPENDIX 3

[Intentionally omitted]
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APPENDIX C TO APPENDIX 3

[Intentionally omitted]
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APPENDIX 4

EXTRACT FROM CASH ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
THREE MONTH PERIOD FROM MARCH 1, 2000 TO MAY 31, 2000

I Background and General Information

Morgan Stanley Aircraft Finance (“MSAF"), a Delaware business trust, is a special purpose vehicle which
owns aircraft subject to operating leases. Under the terms of its Indenture, MSAF may acquire additional aircraft
and sell aircraft from the fleet. Any acquisition of additional aircraft will be subject to certain confirmations with
respect to the Notes from rating agencies and compliance with certain operating covenants of MSAF set out in the
Indenture.

Initial Portfolio

On March 3, 1998, MSAF issued $1,050 million of Notes in connection with its acquisition of 33 aircraft plus
an engine with a total appraised value at September 30, 1997 of $1,115.5 million from International Lease Finance
Corporation (“ILFC”). All but one of the 33 aircraft was acquired by MSAF.

New |ssuance

On March 15, 2000, MSAF refinanced the A-1 subclass Notes of $400 million as part of a total issuance of
$1,310 million of New Notes in five subclasses (A-3, A-4, A-5, B-2 and C-2). In addition to the refinancing of the
A-1 subclass, these Notes were issued in association with MSAF’s acquisition of 29 aircraft with a total appraised
value of $1,047.8 million as of November 30, 1999 from a subsidiary of Morgan Stanley Dean Witter & Co.
(“MSDW”). MSDW acquired two aircraft from an affiliate of GE Capital Corporation on March 19, 1999 and 27
aircraft from ILFC on August 61999.

Combined Portfolio

As a result, the overall size of the combined aircraft fleet is now 61 aircraft plus an engine with a total
appraised value of $2,000.9 million as of November 30, 1999. As of July 1, 2000, MSAF had 60 lease contracts in
effect with 41 lessees based in 25 countries and two aircraft were off-lease as shown in Appendix A attached.

M anagement Discussion and Analysis

The discussion and analysis that follows in Section Il is based on the results of MSAF and its subsidiaries as a
single entity (collectively the “MSAF Group”) for the reporting periods from March 2000 to May 2000.

Section Il (a) covers the one-month period, March 2000, prior to the New Issuance and the aircraft acquisition
on March 15, 2000 and therefore relates to the Initial Portfolio of 32 aircraft and engine only. The March 2000 cash
flows are compared against the 1998 Base Case.

For the purposes of this report, “March 2000, referred to in Section Il (a) shall comprise information from the
monthly cash report dated March 15, 2000. The financial data in this report includes cash receipts from February 10,
2000 (first day of the Collection Period for the March 2000 Report) up to March 9, 2000 (last day of the Collection
Period for the March 2000 Report). It also includes payments made by MSAF group between February 16, 1999 and
up to March 15, 2000 (the Note Payment Date for the March 2000 Report).

! Thisis an extract from areport filed on Form 8-K with the Securities and Exchange Commission on July 13,
2000.
A-4-1



Section |1 (b) covers the two month period, April/May 2000, after the New | ssuance and the aircraft acquisition
on March 15, 2000 and therefore relates to the Combined Portfolio of 61 aircraft plus an engine. The April/May
2000 cash flows are compared against the 2000 Base Case.

For the purposes of this report, “April/May 2000", referred to in Section Il (b), shall comprise information
from the monthly cash reports dated April 15, 2000ugoto May 152000. The financial data in these reports
includes cash receipts from March 10, 2000 (first day of the Collection Period for the April/May 2000 Report) up to
May 9, 2000 (last day of the Collection Period for the April/May 2000 Report). It also includes payments made by
MSAF group between March 16, 2000 and up to May 15, 2000 (the Note Payment Date for the April/May 2000
Report).

The discussion and analysis in Section IV - “Recent Developments” relates to the combined fleet of 61 aircraft
plus an engine.

MSAF Group’s cash receipts and disbursements are determined, in part, by the overall economic condition of
the operating leasing market. The operating leasing market, in turn, is affected by various cyclical factors. These
include the level and volatility of interest rates, the availability of credit, fuel costs and both general and regional
economic conditions affecting lessee operations and trading. Other factors to consider are manufacturer production
levels, passenger demand, retirement and obsolescence of aircraft models, manufacturers exiting or entering the
market or ceasing to produce aircraft types or re-introduction into service of aircraft previously in storage. In
addition, state regulations and air traffic control infrastructure constraints, such as limitations on the number of
landing slots, can also impact the operating leasing market.

MSAF Group’s ability to compete against other lessors is determined, in part, by the composition of its fleet in
terms of mix, relative age and popularity of aircraft type. In addition, operating restrictions imposed by the
Indenture, and the ability of other lessors, who may possess substantially greater financial resources, to offer leases
on more favorable terms than MSAF Group, may also impact MSAF Group’s ability to compete against other
lessors.

11(a) Comparison of Actual Cash Flows versus the 1998 Base Case for M ar ch 2000

The February 20, 1998 Offering Memorandum (the “Offering Memorandum”) and the November 4, 1998
Prospectus (the “Prospectus”) for the Notes contain assumptions in respect of MSAF Group’s future cash flows and
cash expenses (the “1998 Base Case”). For the purpose of this report, “Net Cash Collections” is defined as Total
Cash Collections less Total Cash Expenses, Accrued Expenses, Interest Payments, Swap Payments and Exceptional
Items. A discussion of the Cash Collections, Cash Expenses, Accrued Expenses, Interest Payments, Swap Payments,
Exceptional Items and Principal Payments is given below and should be read in conjunction with the analysis in
Appendix B.

CASH COLLECTIONS
“Total Cash Collections” include Net Lease Rentals (Contracted Lease Rentals plus Movement in Current

Arrears Balance less Net Stress-related Costs), Interest Earned, Drawings from Expense Account and Net
Maintenance.

Cash Collections Actual Base Case Variance
$M $M $M
Lease Rentals 12.2 12.2 -

— Renegotiated Leases ................ (0.1) - (0.2)
—RentalResets . ..................... (0.4) - (0.4)
Contracted Lease Rentals ................. 11.7 12.2 (0.5)

Movement in Current Arrears Balance . .. .. .. 0.2 - 0.2
Net Stress Related Costs ................. (1.2) (0.5) (0.6)
NetlLeaseRentals . ...................... 10.8 11.7 (0.9)
Interest Earned ............ .. ... ... ... 0.1 0.1 0.0
Drawings from Expense Account . .......... 1.2 - 1.2
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Cash Collections Actual Base Case Variance

$M ™M ™
Net Maintenance ....................... (0.2) - (0.2)
Total Cash Collections .. ................. 119 118

0.1

In March 2000, MSAF Group generated approximately $11.9 million in Total Cash Collections, $0.1 million
more than assumed in the 1998 Base Case. This difference is due to a combination of the factors set out below (the
numbers in square brackets refer to the line item number shown in Appendix B).

[2] Renegotiated L eases.

Renegotiated. Leasesrefersto the lossin rental revenue caused by alessee negotiating a reduction in the lease
rental. Typically, this can be a permanent reduction over the remaining lease term in exchange for other contractual
concessions. In March 2000, the amount of revenue loss attributed to Renegotiated Leases of $0.1 millionisdueto a
14% reduction from the 1998 Base Case rental on a B767-300ER on lease to Air Pacific. The new rental was reset
at the then prevailing market rate for B767-300ERs in exchange for a lease extension.

[3] Rental Resets.

Rental Resets is a measure of the loss in rental revenue when new lease rates are lower than those assumed in
the 1998 Base Case. In March 2000, no new leases were written, however, lost revenue attributable to lease resetsin
previous quarters amounted to $0.4 million. The loss primarily relates to the decline in rentals received for two
A310-300s. See Section IV — “Recent Developments” for a discussion of current re-leasing events.

[4] Contracted L ease Rentals.

Contracted Lease Rentals represents the current contracted lease rental rollout which equates to the 1998 Base
Case Lease Rentals less adjustments for Renegotiated Leases and Rental Resets. For March 2000, Contracted Lease
Rentals were $11.7 million, $0.5 million less than assumed in the 1998 Base Case. The difference is due to losses
from renegotiated leases and rental resets as discussed above.

[5] Movement in Current Arrears Balance.

Balance Current Arrears are the total contracted lease rentals outstanding from current lessees at a given date
and excludes any amounts classified as Bad Debts. The current arrears balance at the start of the March 2000
payment period was $3.4 million versus $3.2 million at the end of the March 2000 payment period, a decrease in
arrears of $0.2 million.

Current Arrears Current Arrears Movement in Security Deposits

Aircraft Type Country 2/15/00 3/15/00 Current Arrears Held

™ ™M $M $M
A320-200 Canada 0.2 0.5 (0.3) 0.3
A310-300 Brazil 0.4 0.7 (0.3) -
B737-300 Brazil 1.6 0.5 1.1 0.7
A321-100 Turkey 0.9 1.2 (0.3) 0.7
A320-200 Ireland 0.3 03 00 05
Total 3.4 3.2 0.2 2.2

As at March 15, 2000, five lessees were in arrears, owing $3.2 million, against which MSAF Group held

security deposits of $2.2 million. See Section IV - “Recent Developments” for information on the current level of
arrears as of July 1, 2000.

A-4-3



Net Stress-related Costs.

Net Stress-related Costs is a combination of all the factors which can cause actual |ease rentals received to
differ from the Contracted Lease Rentals. The 1998 Base Case assumed net stress-related costs equal to 4.5% of the
1998 Base Case Lease Rentals.

Net Stress Related Costs Actual Base Case Variance
$M $M $M

BadDebts............ ..o, -

Security Deposits Dravn Down . ........... -

Restructured Arrears . ... (0.1

AOG . (1.2

Other LeasingIncome ................... 0.3

Repossession Costs ..o (0.1)

Net StressRelated Costs .. ...t (11 (0.5) (0.6)

For the March 2000 Payment Period, net stress-related costs amounted to $1.1 million (9.0% of 1998 Base
Case Lease Rentals) compared to $0.5 million assumed in the 1998 Base Case, a variance of $0.6 million that is due
to the following six factors described in itemg[6] to [11] below.

[6] Bad Debtsand [7] Security Deposits Drawn Down.
Bad Debts are rental arrears owed by lessees who have defaulted and which are deemed irrecoverable. These

arrears are partially offset by the draw down of security deposits held and amounts subseguently recovered from the
defaulted lessee.

In March 2000, no arrears were transferred to Bad Debts and no security deposits were drawn down. See
Section 1V - “Recent Developments” for information on the current level of Bad Debts as of July 1, 2000.

[8] Restructured Arrears.

Restructured Arrears refer to current arrears that have been capitalized and restructured into a note payable,
which is repaid over an agreed period. Losses from restructured leases were $0.1 million in March 2000 and were
due to a restructuring of arrears and lease payments of two lessees. See Section IV— “Recent Developments” for
information on the current level of Restructured Arrears as of July 1, 2000.

[9] Aircraft on Ground (“AOG").

AOG isdefined as the Base Case Lease Rental lost when an aircraft is off-lease and non-revenue earning.

AOG Analysis for March 2000

Aircraft Type Old Lessee New L essee L ost Rental
$M
1 B747-300 VARIG Air Atlanta lcelandic 0.8
2 A310-300 Oman Air Region Air 0.1
3 A310-300 Oman Air Region Air 0.1
4 Br3r-400 TAESA Lol 02
Total 1.2

The impact of AOG downtime amounted to $1.2 million during March 2000. Thiswas in respect of four
aircraft; one B747-300 previously on lease to VARIG which terminated early, two A310-300s previously on lease to
Oman Air which terminated as scheduled and one B737-400 previously on lease to TAESA which terminated early.
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See Section IV— “Recent Developments” below for information on the current level of AOG costs as of July 1,
2000.

[10] Other Leasing Income.

Other leasing income consists of miscellaneous income received in connection with a lease other than
contracted rentals, maintenance receipts and security deposits, such as early termination payments or default interest.
In March 2000, other leasing income amounted to $0.3 million.

[11] Repossession Costs.

Repossession costs consist of legal and aircraft technical costs incurred as a result of repossessing an aircraft.
In March 2000, repossession costs amounted to $0.1 million, which consists of consultancy fees incurred during the
repossession of a B737-400 previously on lease to TAESA.

[13] Net Lease Rentals.

Net Lease Rentals is Contracted Lease Rentals plus the movement in Current Arrears Balance less Net Stress-
related Costs. In March 2000, net lease rentals amounted to $10.8 million, $0.9 million less than assumed in the
1998 Base Case. The variance was attributable to the combined effect of lower contracted lease rentals, the decrease
in current arrears and an increase in net stress-related costs discussed above.

[14] Interest Earned.

Interest earned relates to interest received on cash balances held in the Collection and Expense Accounts. Cash
held in the Collection Account in March 2000 consisted of the cash liquidity reserve amount of $25.0 million plus
the intra-month cash balances for all the rentals and maintenance payments collected prior to the monthly payment
date. The Expense Account contains cash set aside to pay for expenses which are expected to be payable over the
next three months (“Accrued Expenses”). The average interest rate for the period was 5.75%, the same as assumed
in the 1998 Base Case. In March 2000, interest earned amounted to $0.1 million the same as assumed in the 1998
Base Case.

[15] Drawings from Expense Account.

The Expense Account contains cash set aside each month from current cash collections to pay for expenses
which are expected to be payable over the next three months. The level of Accrued Expenses is set each month by
the Administrative Agent. In March 2000, $1.2 million was drawn from the Expense Account to pay for current
expenses. The 1998 Base Case makes no assumption as to the level of Accrued Expenses. Accrued Expenses are
discussed separately as line item number (28) in the Net Cash Collections section below.

[16] Net Maintenance.

Net maintenance refers to maintenance receipts less any maintenance reimbursements paid to lessees. In March
2000, actual maintenance receipts amounted to $0.9 million and maintenance expenditure amounted to $1.1 million,
generating negative net maintenance of $0.2 million.

Maintenance expenditure included costs incurred in the overhaul of the airframe for two A310-300s. The 1998
Base Case makes no assumptions for net maintenance as it assumes that, over time, maintenance receipts will equal
maintenance expenditure. However, it is unlikely that in any particular Note Payment Period, maintenance receipts
will exactly equal maintenance expenditure.
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CASH EXPENSES

“Total Cash Expenses” include Aircraft Operating Expenses and Selling, General and Administrative
(“SG&A”") Expenses. In March 2000, total cash expenses were $0.6 million, $0.6 million lower than the 1998 Base
Case, which assumed total cash expenses of $1.2 million.

Total Cash Expenses Actual

Base Case Variance
™M ™M ™M
Aircraft Operating Expenses . ............. (0.1) (0.4) 0.3
SGE&AEXPENSeS ... ... __(0.5) __(0.8) 03
Total Cash Expenses .................... ___(0.6) (12 06

The difference is due to a combination of lower Aircraft Operating Expenses and SG&A Expenses as discussed
below.

Aircraft Operating Expenses include all operational costs related to the leasing of an aircraft including costs of
insurance, re-leasing and other overhead costs. In March 2000, Aircraft Operating Expenses were $0.1 million
compared to $0.4 million per the 1998 Base Case, which assumes these costs to be 3.5% of the 1998 Base Case
Lease Rentals.

[18] Insurance.
No insurance costs were incurred in March 2000.
[19] Re-leasing and other overhead costs.

Re-leasing and other overhead costs consist of miscellaneous re-delivery and leasing costs associated with re-
leasing events. In March 2000 these costs were $0.1 million.

SG&A expenses relate to fees paid to the Aircraft Servicer and to other service providers. In March 2000,
SG&A expenses were $0.5 million or $0.3 million lower than assumed in the 1998 Base Case. The variance is
described in items numbered [21] and [23] below.

[21] Aircraft Servicer Fees.

The Aircraft Servicer Fees are defined as amounts paid to the Aircraft Servicer, ILFC, in accordance with the
terms of the Servicing Agreement. In March 2000, the total Aircraft Servicer fee paid was $0.3 million, $0.2 million
lower than assumed in the 1998 Base Case, reflecting lower actual rentals achieved relative to 1998 Base Case
Lease Rentals.

Aircraft Servicer Fees consist of: ™
BaseFee ........ .. 0.1
RentCollectedFee .......................... 0.1
RentContracted Fee . ............... . ... ..... 0.1
Incentive Fee 1999/2000%................... 0.0
Total Servicer Fee ..., 0.3

*For financial year ended November 30, 2000

The Base Fee is a fixed amount per month per aircraft and changes only as aircraft are acquired or sold. The
Rent Contracted Fee is equal to 1% of all rentals contracted. The Rent Collected Fee is equal to 1% of all rentals
received. The Incentive fee is 10% of all cash flow received above a targeted annual amount set at the beginning of
each financial year. No incentive fee was payable to ILFC in March 2000 for the financial year ended November
2000.
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[23] Other Servicer Fees.

Other Servicer Fees relate to fees and expenses paid to other service providers including the Administrative
Agent, Financial Advisor, legal advisors, accountants and |ndependent Trustees. In March 2000, Other Servicer
Fees amounted to $0.2 million as compared to an assumed expense of $0.3 million in the 1998 Base Case, a positive
variance of $0.1 million. The variance is due primarily to lower than expected Administrative Agent fees and other
overhead costs. The Administrative Agent fee is equal to 1.5% of rentals collected and declined in line with the
reduced rentals actually received.

NET CASH COLLECTIONS

“Net Cash Collections” equals Total Cash Collections less Total Cash Expenses, Accrued Expenses, Interest
Payments, Swap Payments and Exceptional Items.

Net Cash Collections Actual Base Case Variance
$M $M $M

Total Cash Collections .. ................. 11.9 11.8 0.1
Total Cash Expenses .................... (0.6) (1.2) 0.6
Accrued Expenses ......... .. ... (0.8) - (0.8)
Interest Payments ....................... (4.9 (4.9) -
Swap Payments......................... (0.4) (0.5) 0.1
Exceptional Items .. .......... ... .. ... .. - - -
Net Cash Collections .................... 5.2 5.2 0.0

[26] Total Cash Collections.

As discussed above in line items [1] to [17] above in Cash Collections, MSAF Group generated approximately
$11.9 million in Total Cash Collections, $0.1 million more than assumed in the 1998 Base Case.

[27] Total Cash Expenses.

As discussed above in line items [18] to [25] above in Cash Expenses, MSAF Group incurred approximately
$0.6 million in Total Cash Expenses, $0.6 million less than assumed in the 1998 Base Case.

[28] Accrued Expenses.

Accrued Expenses Accrued Expenses represent the level of cash set aside in the Expense Account each month
to pay for expenses which are expected to be payable over the next 3 months. In March 2000, $0.8 million was
added to the Closing Expense Account balance of $4.9 million (a total of to $5.7 million) to fund future expenses,
primarily maintenance.

[29] Interest Payments and [30] Swap Payments.

In March 2000, interest payments to Noteholders amounted to $4.9 million, which was in line with the 1998
Base Case. While the total debt balance outstanding during the quarter was lower than expected in the 1998 Base
Case, the interest payments were increased due to a higher than assumed LIBOR rate. The LIBOR rate for March
2000 was 5.89% versus an assumed LIBOR rate of-5.75%. The higher interest costs were offset by a reduction in
the amount of swap payments. MSAF paid $0.4 million in swap costs, $0.1 million less than assumed in the 1998
Base Case.

[31] Exceptional Items.

Exceptional items refer to cash flows that occur infrequently and are outside the normal business activities of
MSAF. There were no exceptional cash flows in March 2000.
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[33] Principal Payments.

In the First Quarter 2000, total principal payments to Noteholders amounted to $5.2 million, the same as
assumed in the 1998 Base Case.

11(b) Comparison of Actual Cash Flows ver susthe 2000 Base Case for April / May 2000

The March 8, 2000 Offering Memorandum for the New Notes contain assumptions in respect of MSAF
Group's future cash flows and cash expenses (the“2000 Base Case”). For the purpose of this report, “Net Cash
Collections” is defined as Total Cash Collections less Total Cash Expenses, Accrued Expenses, Interest Payments,
Swap Payments and Exceptional ltems. A discussion of the Cash Collections, Cash Expenses, Accrued Expenses,
Interest Payments, Swap Payments, Exceptional Items and Principal Payments is given below and should be read in
conjunction with the analysis in Appendix C.

CASH COLLECTIONS

“Total Cash Collections” include Net Lease Rentals (Contracted Lease Rentals plus Movement in Current
Arrears Balance less Net Stress-related Costs), Interest Earned, Drawings from Expense Account and Net
Maintenance.

Total Cash Collections Actual Base Case Variance
$™M $™ ™
LeaseRentals .......... ... ... 44.5 445 -
- Renegotiated Leases . .................... - - -
-RentalResets .............c i

Contracted Lease Rentals . .................... 445 445 -
Movement in Current Arrears Balance .. ......... (0.9) - (0.9
Net Stress Related Costs ..................... (2.0) (2.0) -
NetleaseRentals . ............... ... ... ..... 416 425 (0.9
InterestEarned ........... .. ... .. ... 0.6 0.4 0.2
Drawings from Expense Account . .. ............ 5.1 - 51
Net Maintenance ............. .. ... . uuou.. (81 - (31
Total Cash Collections .. ..................... 44.2 42.9 1.3

In April / May 2000, MSAF Group generated approximately $44.2 million in Total Cash Collections, $1.3
million more than assumed in the 2000 Base Case. This difference is due to a combination of the factors set out
below (the numbers in brackets refer to the line item number shown in Appendix C).

[2] Renegotiated L ease.

Renegotiated Leases refers to the loss in rental revenue caused by a lessee negotiating a reduction in the lease
rental. Typically, this can be a permanent reduction over the remaining lease term in exchange for other contractual
concessions. In April / May 2000, one lease was renegotiated resulting in a small decrease in the present value of the
rental cash flows over the lease term. The new rental was agreed in exchange for an extension of the lease term.

[3] Rental Resets.

Rental Resets is a measure of the loss in rental revenue when new lease rates are lower than those assumed in
the 2000 Base Case. In April / May 2000, no new leases were written. See Section IV — “Recent Developments”
for a discussion of current re-leasing events as at July 1, 2000.
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[4] Contracted Lease Rentals.

Contracted Lease Rentals represents the current contracted lease rental rollout which eguates to the 2000 Base
Case Lease Rentals | ess adjustments for Renegotiated Leases and Rental Resets. For April / May 2000, Contracted
Lease Rentals were $44.5 million, in line with rentals assumed in the 2000 Base Case.

[5] Movement in Current Arrears Balance.

Current Arrearsis the total contracted |ease rentals outstanding from current lessees at a given date and
excludes any amounts classified as Bad Debts. The current arrears balance at the N