
 
 

 

 

  

 
      
      

 KINDLY REFER TO THE 
IMPORTANT DISCLOSURES AND 
DISCLAIMERS ON BACK PAGE 

1

 Net Income Smashes Expectations: Air Arabia reported 3Q2008 results and while revenues were ahead 
of estimates at AED625 million, clean net income smashed our expectations of AED110 million, coming in 
at AED157.8 due largely to lower fuel costs which led to higher margins.  

 Revenue and Passenger Numbers Ahead of Expectations: Revenues for the quarter rose 69% Y-o-Y to 
AED625 million (vs. our estimate of AED528 million), driven by i) a 34% Y-o-Y increase in passenger 
numbers and ii) a 26% increase in average ticket prices, largely a reflection of higher fuel surcharges. 
Despite higher ticket prices, the increase in customers helped the airline to achieve a very strong load 
factor of 87% for the quarter (vs. 86% in 2Q2008).  

 Major Improvement In Margins Driven by Falling Oil Prices: Whilst the company’s margins came 
under pressure due to rising oil prices in the second quarter, Air Arabia has witnessed a major 
improvement in margins Q-o-Q benefiting from falling oil prices in 3Q2008. Indeed, fuel costs grew just 
18% Q-o-Q (whilst revenues grew 28.2% Q-o-Q) and meant that gross profit margin came in at 25.4% 
(against 16.5% in 2Q2008), while EBITDA margins rose to 21.2% against 11.2% seen in the 2Q2008. It is 
worth noting that the company did not provide Y-o-Y comparative figures for margins or costs. 

 Net Profit Buoyed by One-off Income Item: Air Arabia’s net profit before exceptions came in at 
AED157.8 million considerably above our expectations for 3Q2008, driven by strong revenue growth 
coupled with better than expected margins. The company’s net profit of AED214.4 million was boosted by 
a one-off AED55 million non-operating income item (profit from an investment fund).   

 Changes to Estimates: We are upgrading our FY2008e net profit estimate (after exceptions) to 
AED490.7 million from AED354.1 million, to reflect i) the contribution from the non-operating income 
item this quarter and ii) a better than expected operational performance in 3Q2008. While we have 
reduced our fuel cost assumptions going forward, we have also reduced our estimates for load factors and 
average fares to reflect a more cautious stance given the global economic slowdown.  

  Upgrade to ST/LT Accumulate: After downgrading our rating in July due to the surge in fuel prices in 
1H2008, we now feel it is time to revisit our recommendation. Since then, the company’s shares have 
fallen 40% following fears of rising fuel costs in the aviation industry and general market turmoil. 
However, with the airline producing such a strong performance in 3Q2008, demonstrating its operational 
strengths and practices, we now feel the shares offer considerable value to investors. Our changes to 
estimates mean that our LTFV falls to AED1.62 from AED1.77 per share, but still offers 59% upside to the 
current share price. Therefore, we upgrade our ST/LT Neutral recommendation to ST/LT Accumulate. 
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Estimate Changes 
 2007a 2008e 2009e 
(AED mn) Old New Old New
Revenue 1,120 1,821 1,920 1,710 1,920
EBITDA 246.2 193.4 283.7 292.8 283.7
EBITDA Margin 22.0% 17.1% 14.8% 17.1% 20.4%
Net Attrib. Income 376.9 354.1 490.7 448.6 568.2 

Stock Data 
Mkt. Cap./Shares (mn) AED4,760 /4,667

Av. Monthly Liqd. (mn) AED2,352

52 Week High/Low AED2.21 / 0.93

Bloomberg / Reuters AIRARABI UH / AIRA.DU

Est. Free Float 55%

COMPANY NOTE 
  

December year end 2007a 2008e 2009e 2010e
Avg. Number of Planes 9.3 14 19 25
Load Factor  84% 86% 83% 82%
Revenues        1,120        1,920       2,348       3,110 
% Growth 49% 72% 22% 32%
EBITDA          246.2 283.7         478.2          489.6 
Operating Profit          236          249         412          403 
Net Attrib. Income          376.9          490.7         568.2          579.8 
EPS 0.11 0.11 0.12 0.12
DPS         0.02         0.03        0.03         0.03 
Net Debt (Cash)       (3,338)       (2,404)      (1,955)      (2,466)
P/E (Attrib.) 9.3 9.4 8.1 8.0
EV/EBITDA 5.2 7.8 5.6 4.4
P/BV 1.4 1.2 1.1 1.0
P/CF 17.2 11.1 9.2 7.4
Div. Yield 2.0% 2.7% 3.1% 3.1%
RoAE 21.7% 20.6% 16.4% 15.0%
Figures in AED million  unless otherwise stated 
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I. 3Q2008 RESULTS – AHEAD OF EXPECTATIONS AFTER FALLING OIL PRICES  

REVENUES 
Revenues for the quarter rose 69% Y-o-Y to AED625 million (vs. our estimate of AED528 million), driven 
by i) a 34% Y-o-Y increase in passenger numbers, with the airline serving 980,000 passenger during 
3Q2008 and ii) a 26% Y-o-Y increase in average ticket prices (revenue per passenger), largely a reflection 
of higher fuel surcharges. Despite higher ticket prices, the increase in customers helped the airline to 
achieve a very strong load factor of 87% for the quarter (vs. 86% for FY2007).  

COSTS AND PROFITABILITY 
Due to falling oil prices during the quarter, the company’s gross margins came in much higher than we 
had expected at 25.4% (against 16.5% in 2Q2008). We believe this outperformance is a factor of the 
company’s success/ability to pass on fuel surcharges whilst maintain high load factors. Indeed, given the 
lag between the time a ticket is sold and the passenger actually takes the flight (tickets are typically 
forward sold on average by 4 weeks), Air Arabia benefited from falling oil prices as surcharges continued 
to reflect a higher level of fuel costs. Interestingly, this is the exact reverse of the situation that the airline 
faced in 2Q2008, when surcharges were not able to keep up with rising fuel costs.  

Therefore, fuel costs as a percentage of revenues declined from 46% in 2Q2008, to 42% of revenues for 
3Q2008 and this, coupled with a small decline in SG&A expenses (as a percentage of sales), meant that 
total costs (as a percentage of sales) for Air Arabia went from 89% in 2Q2008 to 79% for 3Q2008. This 
led to strong EBITDA margins of 21.2% for the third quarter, against 11.2% seen in 2Q2008.  

NET PROFIT 
Meanwhile, non-operating income for the third quarter came in at AED94.5 million significantly ahead of 
our estimate of AED38 million (which accounted for interest income only), and was boosted by a one-off 
dividend income item of AED55.8 million, which represented profit from an investment fund that Air 
Arabia had participated in. This meant that net profit for the quarter came in at AED214.4 million, well 
above our forecast of AED110 million for 3Q2008 

Figure 1: Summary of 3Q2008 results 
AED mn, unless otherwise stated 

 3Q2008a 2Q2008a Q-o-Q 9M2008a New FY2008e 
Total Revenue 624.7 487.4 28% 1,495.3 1,920.3
COGS (465.9) (407.2) 14% (1,201) (1,525)
Gross Profit 158.8 80.3 98% 294.3 395.1
Gross Profit Margin  25% 16% - 20% 21%
SG&A (26.6) (25.8) 3% (73.3) (111.4)
EBITDA 132.2 54.5 143% 221.0 283.7
EBITDA Margin 21.2% 11.2% - 14.8% 14.8%
Depreciation & Amortisation (12.2) (8.2) 49% (22.9) (35.0)
Net Operating Profit 119.9 46.3 159% 198.2 248.7
Net Interest Income 37.9 34.2 11% 117.4 143.5 
Non-Operating Income 56.6 1.0 - 58.6 98.4 
Profit for the Period 214.4 81.5 163% 374.2 490.7 

Source: Company disclosure, EFG-Hermes estimates 
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II. CHANGES TO ESTIMATES 

Based on the strength of Air Arabia’s 3Q2008 results, we upgrade our FY2008e estimates for net profit to 
reflect i) the contribution from the non-operating income item this quarter and ii) a better than expected 
operational performance in the previous and current quarter, driven by falling oil prices.  

We now forecast non-operating income to total AED242 million for FY2008e (vs. our previous forecast of 
AED190 million) and forecast lower fuel costs for the remainder of the year. This means that our net profit 
margin estimate rises from 19.4% to 25.6% for 2008e and results in an expected net profit of AED490.7 
million for FY2008e, from our previous estimate of AED354 million.  

For our 2009e forecasts and beyond, we have reduced our fuel cost assumptions in line with our new in-
house oil price assumptions going forward. Previously, we had forecasts oil prices of USD112 for 2009 and 
USD88 a barrel in the longer term (i.e. for 2010e and beyond). We now look for oil price forecast of 
USD80 in 2009e and beyond (it is worth noting that Air Arabia announced in their 3Q2008 results 
conference call that it now hedged 20% of its estimated fuel requirements for 2009 at USD70 a barrel). 
Subsequently, we reduce our average fare estimates to mirror lower fuel costs which would imply lower 
fuel surcharges. 

In addition, we have reduced our forecasts for load factors to reflect our more cautious stance on 
passenger growth expectation given the global economic slowdown which may impact the region. It is 
worth noting however, that the company feels that they would be a net beneficiary from any economic 
slowdown as customers trade down to take advantage of the LCC’s prices 

Figure 2: Load Factors and Average Fare Assumptions 

  2008e 2009e 2010e 2011e 2012e 2013e 
Old Forecast 85.0% 84.5% 84.0% 83.5% 83.0% 82.0% Load Factor 

New Forecast 86.0% 82.5% 82.0% 81.5% 81.0% 80.0% 
Old Forecast 470 480 486 492 498 504 Average Fare 

(AED) New Forecast 490 460 466 472 478 484  

Source: EFG-Hermes estimates 

 

This has led to a 55% upgrade to our estimates for Air Arabia in 2009e, and around 12% in 2010e. 
However, our LT forecasts i.e. beyond 2012e declined due our more cautious stance on average fares and 
load factors across our forecast horizon.  

Figure 3: Changes to Net Profit Estimates 

AED million, unless otherwise stated 
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III. VALUATION 

A. DCF VALUATION 
 
NEW ASSUMPTIONS RESULT IN A LTFV OF AED1.62 (FROM AED1.77) 
In order to analyze the impact of the changes made to our forecasts for Air Arabia and the subsequent 
impact on the valuation of the company, we have revisited our DCF analysis. Our forecast horizon extends 
to 2018 in order to reflect the company’s LT value after the delivery of all of the planes it has on order. 
Our new DCF suggests a Fair Value of AED1.62 per share, which reflects our new assumptions on the 
company's fuel costs (hence margins) and only values the company’s capacity (total number of planes) at 
its Sharjah hub, excluding any potential value for the other additional hubs. 

Given that Air Arabia currently has a net cash position, our WACC is equal to the company's cost of 
equity, which we derive from a risk free rate of 5.0% (equal to the 10 year US Treasury bond rate plus a 
country risk premium of 1.25%), and an equity risk premium of 6.8% (slightly higher than the range used 
for LCCs in Europe). Meanwhile, we continue to assume a perpetual growth rate of 3.5%, driven by our 
assumption of above average growth for Air Arabia in the longer term, which will be driven by both the 
prospects of the regional economy and the under-penetration of the LCC market given its relative 
immaturity in the region. 

Figure 4: New DCF Valuation 
AED mn, unless otherwise stated 

2008e 2009e 2010e 2011e 2012e 2013e 2014e 2015e 2016e 2017e 2018e
EBITDA 284 478 490 561  719 955  1,185  1,366  1,500 1,658 1,716 
Change in Working Cap 134 24 139 90 90 120  68  (7)  (13) 28 29 
Capex (1,486)  (958)  (124)  (107) (1,215) (1,213) (1,179) (1,168) (1,168)  (402)  (599)
Adjustment for depn. of op. 
leases 

 (33)  (47)  (59)  (44)  (37)  (71)  (111)  (152)  (181)  (129)  -

FCF (1,101)  (504) 446 500  (444)  (208)  (38)  40 138 1,154 1,145 
Discount Factor 0.98 0.88 0.79 0.70 0.63 0.56 0.51 0.45 0.40 0.36 0.32
Discounted FCF (1,080)  (443)  351 352  (280)  (118)  (19)  18 56 418 372 
    
Terminal value 14,455    
Perpetual Growth Rate 3.5%    
WACC  11.7%    
PV of Cash Flows 2008-2017  (372)    
PV of Perpetuity 4,728    
    
Total Firm Value 4,356    
Net (Debt)/Cash   3,214    
Equity Value 7,570    
    
No. shares 4,667    
Price (AED) 1.62     
Source: EFG-Hermes estimates 

 
Our DCF remains only modestly sensitive to both our WACC and perpetuity growth rate assumptions, 
which is still a function of the company's large net cash balance, as illustrated in Figure 5. 
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Figure 5: Sensitivity Analysis 

WACC

10.7% 11.2% 11.7% 12.2% 12.7%

2.5% 1.72 1.61 1.50 1.41 1.33

3.0% 1.80 1.67 1.56 1.46 1.37

3.5% 1.89 1.75 1.62 1.51 1.42

4.0% 1.99 1.83 1.69 1.58 1.47

4.5% 2.11 1.93 1.77 1.64 1.53
 

Source: EFG-Hermes estimates 

 
B. RECOMMENDATION 
Despite being strong believers in Air Arabia’s business model, we feel we were vindicated in our move to 
downgrade our recommendation for the airline to ST/LT Neutral (note: Flying against the Wind, dated 06 
July 2008) due to the surge in fuel prices in the first half of the year. Indeed since our note, the company’s 
shares have fallen 40% following fears of rising costs in the aviation industry and general market turmoil. 
However, with the airline producing such a strong performance in 3Q2008, demonstrating its operational 
strengths and practices, growth potential, and it’s regionally presence, we now feel the shares offer 
considerable value to investors. Our changes to estimates this year and next mean that our LTFV falls to 
AED1.62 from AED1.77 per share, but still offers 59% upside to the current share price.  

Therefore, we upgrade our ST/LT Neutral recommendation to ST/LT Accumulate and are positive on the 
company’s long term growth prospects as we expect Air Arabia to add capacity both in its main hub in 
Sharjah and in any of its additional hubs.  
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IV. FINANCIAL FORECASTS 

Figure 6: Income Statement 
AED million, unless otherwise stated 

 2007a 2008e 2009e 2010e 2011e 2012e
Revenues      1,225      1,920      2,348      3,110     3,696     4,415 
% Growth 64% 57% 22% 32% 19% 19%
Cost of Sales       (907.0)       (1,525)       (1,738)      (2,453)      (2,943)      (3,476)
Gross Profit      318.0      395.7      609.9      657.9     753.3     939.7 
Gross Profit Margin 26.0% 20.6% 26.0% 21.2% 20.4% 21.3%
SG&A       (111.4)       (131.5)      (168.0)      (192.2)      (220.8)
% Sales 6% 6% 5% 5% 5%
EBITDA      283.7      478.2      489.6     561.0     718.7 
EBITDA Margin 14.8% 20.4% 15.7% 15.2% 16.3%
Depreciation and Amortization        (35.0)        (65.9)        (86.9)        (92.1)      (145.5)
Net Operating Profit            -      248.7      412.3      402.7     468.9     573.2 
Net Operating Margin 13.0% 17.6% 12.9% 12.7% 13.0%
Investment Income 0.0 0.0 0.0 0.0 0.0
Net Interest Income (Expense)       143.5       109.0       110.5      138.2      132.4 
Sundry Income (parking charges waiver)        38.4        47.0         62.2        73.9        88.3 
Other Income            -        60.0            -          4.3         9.8         9.8 
Net Attributable Income      370.0      490.7      568.2      579.8     690.9     803.8  

Source: EFG-Hermes estimates 

 

Figure 7: Balance Sheet 
AED million, unless otherwise stated 

2007a 2008e 2009e 2010e 2011e 2012e
Cash and Time Deposits       2,970       2,404       1,987       2,517       3,242      4,216 
Accounts Receivables         134         191         249          330          392         468 
Other Current Assets            2            -            -           -           -           -
Total Current Assets      3,106      2,595      2,236      2,847      3,634     4,684 
Net Plant         279       1,636       2,536       2,582       2,608      3,690 
Net Investments         594           12           11           10           10            9 
Aircraft Lease Deposits           38           42           55           75           85          85 
Total Intangibles       1,321       1,745       1,751       1,751       1,756      1,755 
Total Assets      5,338      6,030      6,589      7,265      8,092    10,223 
   
ST Debt            -            -            -           -           -           -
Due to Related Parties           12            4            5             7             8          10 
Total Payables         182         287         356          498          568         671 
Dividends Payable            -         123         143          148          215         253 
Other Current Liabilities         104         162         201          282         322         380 
Total Current Liabilities        298        576        705         934      1,113     1,314 
Due to Related Parties            2            9           11           14           16          18 
Provisions            8            5            5             5             5            5 
LT Debt            -            -            -           -           -      1,167 
Minority Interest            -            -            -           -           -           -
Total Liabilities & Provisions        308        590        721         953      1,134     2,505 
Shareholders Equity      5,029      5,441      5,869      6,314      6,959     7,719  

Source: EFG-Hermes estimates 
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Figure 8: Cash Flow Statement 
AED million, unless otherwise stated 

 2007a 2008e 2009e 2010e 2011e 2012e
Cash Operating Profit after Tax        205        284        478         490         561        719 
Change in Working Capital         (108)         134           24          139           90          90 
Cash Flow after Change in WC          98        418        502         628         651        809 
Capital Expenditure         (595)       (1,486)         (958)         (124)         (107)      (1,215)
Free Cash Flow        (497)      (1,068)        (456)         504         544        (407)
Non-operating Cash Flow            -           94           34           58           69          87 
Cash Flow before Financing          (497)        (974)        (422)         562         613        (319)
Interest Income            110             109             111             138             173            219 
Dividends Paid                -            (123)            (142)            (145)            (173)            (201)
Common Stock         4,617                -                -                -                -                -
Net Financing      4,720          40          (27)          (51)          (16)     1,127 
Change in Cash      3,157        (934)        (449)         511         596        808  
Source: EFG-Hermes estimates 
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GUIDE TO ANALYSIS 
EFG-Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional 
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Sell (25%) or more downside 
 
EFG-Hermes policy is to update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, the general 
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move 
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock 
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to 
review the rating. 

COPYRIGHT AND CONFIDENTIALITY 
No part of this document may be reproduced without the written permission of EFG-Hermes. The information within this research report must not be disclosed to 
any other person if and until EFG-Hermes has made the information publicly available. 

CONTACTS AND STATEMENTS 
Background research prepared by EFG-Hermes UAE Limited. Report prepared by EFG-Hermes Holding SAE (main office), 58 Tahrir Street, Dokki, Egypt 12311, Tel 
+20 2 33 32 1140 | Fax +20 2 33 36 1536 which has an issued capital of EGP 1,939,320,000. 

  )12311 الجيزة مصر – الدقى – شارع التحرير 58(هيرميس القابضة -شركة المجموعة المالية.  جم1.939.320.000: رأس المال المصدر
 

Reviewed and approved by EFG-Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number 
1010226534, and EFG-Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this 
document is directed only at institutional investors. If you are not an institutional investor you must not act on it. 

 
EFG-HERMES.COM 


