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Fair Value Estimate:   AED 1.24  
Recommendation:   :       Buy 
 
Executive Summary 
 

 Air Arabia was the first and is the largest low-cost airline in the MENA 

region. With the current load factor of 86% and a daily airtime per 

aircraft of 14.5 hours, it is one of the world’s most efficient airlines. In 

our opinion, the Company is well positioned to expand its fleet size 

while maintaining high levels of operating efficiency. 

 As the LCC market leader in the MENA region, Air Arabia should 

benefit from the expected increase in penetration by the LCCs and the 

growth in passenger traffic. LCC regional penetration of only 1.4% is 

well below the segment’s 25% share in North America. In addition, the 

IATA expects a 7.2% CAGR in Middle East airline passengers between 

2008 and 2012, which is above the global average of 4.9% 

 Air Arabia became profitable within the first two years of 

commencement of operations. In addition, the Company’s core 

strengths such as market leadership and strong management remain 

largely intact, supporting its medium-term performance. The Company 

achieved a 61% CAGR in Revenue Passenger Km (RPK), from AED 

1.2bn 2004 to AED 5.0bn in 2007, largely attributable to a concurrent 

fivefold fleet increase in aircraft. 

 Outlook: We believe Air Arabia will almost double its fleet size 

between 2008 and 2015, supported by buoyant fundamental 

demand in the region and strong industry positioning. Additionaly, we 

expect the Company to operate at an average 80% load factor and 

maintain a high level of operating efficiency during the same period. 

 Valuation: In our view, the recent correction in the Company’s share 

price creates an attractive buying opportunity. Our valuation model 

yields a fair value of AED 1.24 per share, implying an upside potential 

of 33.6% from the current market price of AED 0.93. Thus, we initiate 

coverage with a Buy rating.  
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Share Data

Market Cap AED 4.3 bn
Price AED 0.93

Dubai Financial Market Index 1,637.8
Reuters AIRA.DU

Bloomberg AIRARABI  UH
Avg. Volume (52 Week) 39.2 mn

52-Week High/Low AED 2.21 / 0.85
Shares Outstanding 4,667.0

Fair Value Estimate AED 1.24

Key Figures (In AED mn)
Year to 31 Dec 2007 2008

Revenue 1,283.4 2,101.7
Gross Profit 329.9 569.6

EBIT 376.0 642.3
Net Profit 376.0 642.3

EPS (AED) 0.08 0.14
GPM (%) 25.7% 27.1%

EBITDA(%) 29.6% 33.9%
EBITDAR(%) 34.4% 43.0%

EV/EBITDAR 14.8x 1.8x
RoE (%) 7.5% 11.3%

Shareholding Pattern (%)
Department of Civil Avaiation 17.4%

Al Maha Holding Company (FZE) 8.7%
Public & Others 73.9%

Relative Performance
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Gaining Altitude 

Air Arabia was the first and is now the largest low-cost airline in the MENA region. It 
currently operates a fleet of 18 aircraft and flies to 42 destinations in 21 countries. With 
a load factor of 86% and a daily airtime per aircraft of 14.5 hours in the first nine months 
of 2008, Air Arabia is one of the most efficient airlines both regionally and worldwide. 
Between 2004 and 2007, the Company achieved a 61% CAGR in RPK. We believe Air 
Arabia’s core strengths such as market leadership and strong management remain 
largely intact. In addition, the Company possesses a strong balance sheet with no debt 
and more than AED 2bn in cash, a particular advantage given the current tight credit 
conditions. In our opinion, Air Arabia is well positioned to benefit from continuing growth 
in the Middle East budget airline sector. In addition, we regard the downside risks to the 
Company as limited.  Therefore, we initiate coverage with a Buy rating. 

Significant opportunities for low-cost carriers 

We believe the Middle East passenger airline industry will see low cost carriers (LCCs) 
increase penetration in the coming years. Currently, LCCs represent only 1.4% of the 
Middle East aviation market, compared with more than 25% of the market in North 
America. In addition, International Air Transport Association (IATA) research shows that 
70% of customers in the MENA region are price-sensitive, supporting the growth of LCCs. 
Moreover, there has also been a shift in recent years with business travellers increasingly 
preferring LCC carriers as many companies move to curtail travel budgets. We also expect 
above-global-average growth in passenger air travel in the Middle East, resulting in a 
larger aviation market. According to IATA estimates, the Middle East is expected to enjoy 
the fastest annual growth in international passenger traffic in the world, at a CAGR of 
7.2% over the next four years. Both these factors should create significant medium-term 
growth opportunities for the Company. 

Proven capabilities and sound positioning 

Air Arabia has remained profitable since 2004. In addition, the Company’s core strengths 
remain largely intact, supporting its medium-term performance. Air Arabia has performed 
strongly, based on a fivefold fleet expansion from 3 aircraft in 2004 to 18 in 2008 and a 
20-fold rise in EBITDAR from AED 29mn in 2004 to AED 542mn in 9M 2008. Furthermore, 
the Company is operating with the highest load factor in the industry at 86% while 
maintaining a breakeven load factor of 75% (in the first nine months of 2008). Its strong 
balance sheet, with zero debt and more than AED 2bn in cash, should provide financial 
strength to sustain the current growth momentum. Finally, with its name synonymous 
with budget travel in the UAE, Air Arabia’s first-mover advantage continues to strengthen 
the brand.  

Strategic expansion plans with limited downside risk  

Air Arabia has signed an agreement with Airbus to purchase 44 new A320 aircraft with an 
option to buy an additional 15 aircraft by 2015. We expect the management to add four 
planes every year for the next four years. Furthermore, Air Arabia currently flies to 41 
destinations and is targeting a total of 70 destinations by 2010. Meanwhile, the risk to Air 
Arabia’s growth story from increasing competition appears limited. With a 1.4% market 
share, the LCC segment remains at a nascent stage in the MENA region, suggesting in 
our view that there is sufficient room for new airlines to enter the sector without 
significantly undermining Air Arabia’s potential revenues. 



 

 
3 

AIR ARABIA 

ADCB Wealth Management Group I Research I +97126973525 I ADCBresearch@adcb.com   

Valuation 
We have valued Air Arabia using Discounted Cash Flow (DCF) and Peer-Based Multiples 
methodologies. We have assigned subjective weights of 70% to our DCF and 30% to our 
Peer-Based Multiples valuation in order to calculate our fair value estimate for 2009. Our 
DCF valuation has been assigned a higher weight as it discounts firm-specific cash flows. 
This valuation model yields a fair value of AED 1.24 per share for 2009, representing a 
premium of 33.6% to the current share price. As a result, we initiate coverage with a Buy 
rating. 
 

Valuation Method Value (AED) Weight (%)

Discounted Cash Flow (DCF) 1.06 70%
Peer-based Multiple Valuation 1.66 30%

Weighted average fair value 1.24 100%

Weighted average value per share

 
Source: ADCB research 

 
Discounted Cash Flow (DCF) model  
We have valued the Company by using a DCF model with explicit forecasts to 2015. 
Based on these we have calculated free equity cash flows (FECFs) (Net earnings - board 
remuneration + Depreciation - Capex - change in working capital (interest payables and 
receivables) - investments in capital), which have then been discounted to estimate the 
fair value of equity. We have assumed a terminal growth rate of 3.5%. 
 
The cost of equity has been derived by using the Capital Asset Pricing Model (CAPM) 
based on the following key assumptions: 
 
Assumptions 
Risk free rate:   4.79% 
Equity Risk Premium:  6.00%  
Country Risk Premium:  0.90% 
Beta:    0.99 
Cost of equity:   11.66% 
Terminal growth rate:  3.50% 
 
Using these assumptions, our estimate of the fair value of Air Arabia’s equity is AED 
4,963mn. With 4,667 million current outstanding shares, our DECF calculation yields a 
fair value per share of AED 1.06.  
 
Sensitivity of fair value estimate, using different rates for WACC and terminal growth: 

DCF Sensitivity Analysis
Cost of Equity 

1.06            10.66% 11.16% 11.66% 12.16% 12.66%

2.50% 1.14            1.06            1.00            0.94            0.88            

3.00% 1.18            1.10            1.03            0.96            0.91            

3.50% 1.23            1.14            1.06            1.00            0.93            

4.00% 1.28            1.19            1.10            1.03            0.96            
4.50% 1.35            1.24            1.15            1.07            0.99            
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Peer-Based Valuation method 
Based on our estimates, the 2009E EBITDAR multiple for the peer group is 6.1x. As per 
our forecast, Air Arabia will generate an EBITDAR of AED 921.7 in 2009; accordingly, we 
have applied an EBITDAR multiple of 6.1x to arrive at a peer-based valuation of AED 1.66. 
 
Comparable Company Trading Analysis: 
 

Stock Fully Diluted
Price Market Adjusted

Company Local 19-Jan-08 Cap EV (1) Dec-08 Dec-09 Dec-08 Dec-09 Dec-08 Dec-09
Currency (Local Ccy) (AED m) (AED m)

Air Arabia PJSC AED 0.93 4,340 2,279 6.8x 7.0x 11.6% 10.3% 1.8x 2.4x

Ryanair Holdings PLC EUR 3.29 25,072 28,815 30.9x 20.1x 17.3% 1.2% 11.3x 9.0x

Southwest Airlines Co USD 8.61 22,840 24,897 22.4x 14.9x 3.8% 6.0% 4.3x 3.6x

EasyJet PLC GBP 2.70 7,964 10,657 14.8x 22.0x 7.4% 2.7% 5.3x 6.3x

Tam SA BRL 18.68 4,868 16,814 9.8x 5.5x 13.6% 19.5% 4.5x 3.8x

WestJet Airlines Ltd CAD 14.20 4,146 9,223 9.7x 8.5x 15.0% 14.2% 4.9x 4.3x

JetBlue Airways Corp USD 6.96 4,085 15,861 NA 11.0x NM 9.3% 13.4x 8.4x

AirAsia Bhd MYR 0.89 3,040 6,668 NA 14.6x NA 5.8% 13.3x 8.3x

Air Berlin PLC EUR 4.45 1,123 16,394 NA NA NA NA 7.9x 6.5x

Jazeera Airways Co. K.S.C. KWD 0.25 731 1,196 2.2x 0.7x 13.3% 18.9% 8.5x 5.0x

Mean 15.0x 12.2x 11.8% 9.7% 8.2x 6.1x

Median 12.3x 12.8x 13.5% 7.7% 7.9x 6.3x

Sources: Company filings, Reuters, Wall Street research, ADCB research

(1) Adjusted EV represent Enterprise value plus capitalised operating leases

Comparable Company Trading Analysis
Fully Diulted

P/E ROE Adjusted EV / EBITDAR
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Industry Overview 
 
Growth in global airline passengers 
Global air passenger traffic has been rising for several years. The total number of airline 
passengers worldwide increased at a CAGR of 4.3% between 2001-2007 to 4.8 billion at 
YE 2007. According to IATA estimates, global passenger traffic including domestic and 
international passengers will increase at a CAGR of 2.9% between 2008-2012. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Airports Council International (ACI) and IATA  

 
Middle East likely to generate fastest growth in passenger traffic 
 
Passenger traffic in the Middle East was growing steadily, driven by economic expansion, 
growing populations, increased tourism, new routes, and the absence of a regional rail 
network. Middle East passenger traffic exceeded 100 million in 2007. Growth in 
passenger traffic in the Middle East is amongst the fastest worldwide, with the highest 
growth in Revenue Passenger Km (RPK) (+18.8%) in 2007. In 2008 it increased by 7.1%, 
second only to Latin America. Despite slowing in 2008, the region’s RPK growth rate was 
still strong given the slowdown in RPK seen in all other non-Latin American regions.  
.  

RPK Growth by region
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In our opinion, International passenger traffic in the Middle East is likely to grow at a 
slower pace given the economic slowdown and likely decrease in tourism. According to 
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the Industry Consensus Traffic Forecast published by the IATA, the Middle East will report 
the strongest growth in international passenger traffic across all regions (+7.2%) between 
2008-2012, compared to a global average increase of 4.9%. 
 
Within the Middle East, UAE passenger traffic has been growing rapidly, however given 
the current economic conditions we expect growth to slowdown. Sharjah International 
Airport reported the strongest rise, increasing at a CAGR of 28.8% between 2000-2007. 
In terms of the number of passengers handled during 2007, Dubai International Airport 
posted the most passenger traffic (35 million), followed by Abu Dhabi (7 million) and 
Sharjah (4.3 million). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: ADCB research 

 
Fundamental factors support growth in passenger traffic in Middle East 
 
Growth in domestic and international passenger traffic was supported by several 
fundamental factors including strong regional economic growth, greater tourism and 
increasing population. In addition, the significant expansion of the region’s airports, 
together with the greater flight capacity of regional airlines has resulted in an increase in 
passenger traffic. The following factors are contributing to growth in passenger traffic:  
 

 Economic growth: The Middle East has enjoyed strong economic growth, mainly as a 
result of the huge fiscal surplus accumulated in recent years, low interest rates, and 
increased public & private spending, driving significant regional investment. 
According to most recent IMF estimates, despite the slowdown in global economic 
activity Middle East real GDP should increase by almost 5.3% in 2009, well above the 
projected global average of 2.2%. With growing economic concerns we expect a rise 
in price sensitive behaviours and accordingly a higher market share for LCCs. 

 
 Growing population: Given the continued growth in population and need for 

expatriates to fly to and from their home countries, we believe demand for air travel 
will certainly continue to increase. In 2007, the total population of the Middle East 
stood at around 238 million. IMF estimates indicate that it will increase by 34.2 
million by 2013. A large proportion of the Middle East population consists of 
expatriates who frequently travel to and from their home countries. In the case of UAE 
the expatriate population was as high as 80% in 2007 based on data supplied by the 

 Growth in UAE passenger traffic
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Ministry of Economy. As most expatriates are price-sensitive, we expect low cost 
carriers (LCCs) to expand significantly in coming years. 
 
Middle East Population: Historic and Forecast  2006-2013 (millions)

Country 2006 2007 2008 2009 2010 2011 2012 2013 CAGR

Bahrain 0.7      0.8      0.8      0.8      0.8      0.8      0.8      0.9      2.0%

Egypt 72.1    73.6    75.0    76.5    78.1    79.6    81.2    82.9    2.0%

Iran 70.5    71.7    72.9    74.1    75.4    76.6    77.9    79.2    1.7%

Jordan 5.6      5.7      5.9      6.0      6.1      6.3      6.4      6.6      2.3%

Kuwait 3.2      3.3      3.4      3.6      3.7      3.8      4.0      4.1      3.6%

Lebanon 3.7      3.8      3.8      3.8      3.9      4.0      4.0      4.1      1.3%

Libya 6.0      6.1      6.2      6.3      6.5      6.6      6.7      6.9      2.0%

Oman 2.5      2.6      2.6      2.6      2.6      2.7      2.7      2.7      0.9%

Qatar 0.8      0.9      1.1      1.2      1.4      1.5      1.7      1.9      12.1%

Saudi Arabia 23.7    24.3    24.9    25.5    26.2    26.8    27.6    28.6    2.7%

Syrian Arab Republic 18.9    19.4    19.9    20.4    20.9    21.4    21.9    22.4    2.4%

United Arab Emirates 4.2      4.5      4.8      5.0      5.3      5.6      5.9      6.3      5.8%

Yemen 21.6    22.3    23.0    23.7    24.4    25.1    25.9    26.7    3.0%

Middle East Total 233.7  238.8  244.2  249.6  255.1  260.8  266.8  273.0  2.2%  
Source: International Monetary Fund, World Economic Outlook Database, October 2008 

 

 Growing tourist traffic: We believe that the steady growth in tourism in UAE will also 
contribute substantially to growth in passenger traffic. We estimate the current 
number of inbound tourists to UAE at around 10.1 million with Dubai attracting the 
largest number (7 million) followed by Abu Dhabi (1.8 million) and Sharjah (1.3 
million). We estimate the current number of outbound travellers from UAE at 
approximately 3.5 million. In accordance with the WTO’s “vision 2020” projections, 
international tourist arrivals in the Middle East between 1995-2020 will increase at a 
CAGR of 7.1% while outbound travel will rise by 5.8%. These figures can be compared 
with corresponding global averages of 4.1% respectively for both inbound and 
outbound travel.  

 
We expect the total number of UAE inbound and outbound tourists to increase to 
22.2 million by 2012 from currently 13.6 million, equivalent to a CAGR of 11% over 
the period. Our estimates assume UAE enjoys a stronger growth in tourist traffic than 
the overall Middle East average due to higher projected growth in tourist visits to and 
from Dubai as well as Abu Dhabi. 

 
Passenger airline industry will directly benefit from the growth in passenger traffic 
The passenger airline industry has two main operational models - Full Service Carrier 
(FSC), and Low Cost Carrier (LCC). We believe LCC operations represent a successful 
business model with significant scope for growth in the Middle East between 2008-2015 
due to current under-penetration.  
 
Low Cost Carriers 

A Low Cost Carrier (LCC), also known as a “no-frills” or “discount” airline generally offers 
low fares while eliminating most traditional passenger services. The service offering 
usually comprises a single class, with on-board catering only on demand and for extra 
payment; planes with narrower seating (but larger capacity) and no frequent flyer 
programs. The key characteristics of LCC positioning within the airline industry are as 
follows: non-business passengers focusing mainly on leisure traffic and price-conscious 
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business passengers; high frequency short-haul point-to-point traffic; aggressive 
marketing; use of secondary airports; and competition with all transport carriers. 
 
LCCs derive 70% of their passengers from new demand generated by cheaper fares and 
only 30% from cannibalisation of FSC passengers. This phenomenon emphasises that 
cost leadership is the key differentiator for this industry. According to the Booz Allen 
Hamilton study on European LCC and FSC carriers, the unit cost gap between FSC and 
LCC airlines stands at around 63% and is spread across many cost items including pilots, 
on-board services, ticket sales and aircraft ownership. 

Unit Cost Difference between European Network Carriers and Low Cost Carriers 
(After adjustment of stage length)
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Source Booz Allen Hamilton 

 
To maximize RPK LCCs use an internet-based yield management procedure in which 
different prices are charged based on the time of booking and choice of flight. The ticket 
sale system allows passengers to view prices by date or time of departure. Those on 
flights with low demand, or those who book early, get lower fares. The absence of product 
segmentation eliminates the need for fare-based rules and eases inventory management. 
 
The following summary of the business models in operation highlights the key differences 
between LCC and FSC.  
 
Airline Business Model Summary

Low Cost Carriers (LCC) Full Service Carriers (FSC)

CUSTOMERS Price conscious travelers Quality conscious travelers

Leisure travelers Last minute travelers

Short haul travellers Long haul travelers

PRODUCT Single class passengers with no frills Different passenger classes 

Simple fare scheme Multiple fare scheme

OPERATIONS High frequency of flights Lower frequency

Homogenous fleet Heterogeneous fleet

Point-to-point service Hub-and-spoke model

Operations out of secondary airports Operations out of primary airports

Ticket sales through internet Ticket sales through agents and 
computerized reservation systems

Low number of employees per aircraft High number of employees per aircraft  
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CASE STUDY: Success of LCC model in US and Europe 

 

Southwest Airline pioneered the LCC concept in the US in 1971. Although it began as a small Texas 

airline, the model’s success transformed it into currently the largest airline in the US based on the 

number of domestic passengers carried annually (as of December 31, 2007).  It operates over 500 

Boeing 737 aircraft between 64 cities. In addition, Southwest Airlines is one of the world's most 

profitable carriers, reporting a profit for the 35th consecutive year in January 2008. 

 

The history of European low-cost airlines is much younger, beginning in the 1990s with early 

entrants and current leaders Easyjet and Ryanair leading the way. Ryanair commenced operations 

in 1985 with only a single plane, carrying 5,000 passengers in its first year of operation. In the year 

ending March 2008, Ryanair operated a fleet of 195 Boeing 737-800NG aircrafts, carrying over 40 

million passengers. Easyjet began operations with a single plane in 1996. By year end March 2008, 

it was running a fleet of 166 Boeing 737-700 and claiming to carry more than 43 million 

passengers. 

 

We believe a similar opportunity exists in the MENA region to capitalise on the growth and 

profitability of the LCC market reflecting several factors, which in our view together indicate 

profitable growth by several industry participants. 

 
Competitive Overview 
The competition in LCC segment in Middle East is likely to intensify in future. However, 
due to its current under penetration we believe there is sufficient room for more players 
to operate profitably in medium term. 
 
Open skies policy in the Middle East results in greater competition 
 
In May 2006, UAE, Bahrain, and Lebanon committed themselves to an open skies policy, 
allowing foreign carriers to operate unlimited services in their territories. This strategy is 
starting to result in increased competition in the Middle East from both established and 
new carriers. 
 
Existing LCC players from Middle East 
 
The first LCC carrier to commence operations in the Middle East was Air Arabia which 
launched its operations in 2003. Subsequently, several airlines have joined the industry 
including Jazeera Airways (Kuwait), Nas Air (Saudi Arabia), Sama Airlines (Saudi Arabia) 
and Bahrain Air (Bahrain) 
LCC in Middle East

Airline Year of incorporation Fleet size Hub

Air Arabia 2003 18 Sharjah/Morocco(soon)

Jazeera Airways 2004 6 Kuwait/Dubai

Nas Air 2007 11 Riyadh/Jeddah

Bahrain Air 2007 3 Bahrain

Sama Airlines 2007 6 Dammam  
 
Air India Express, a foreign LCC airline, also holds a significant share in the Middle East 
LCC industry, owing to a significant share of expatriate population from Indian sub 
continent. According to the Centre for Asia Pacific Aviation and OAG, Air India Express 
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accounted for 2.7% of UAE international capacity by carrier (based on seats per week) for 
the week beginning December 22, 2008. 
 
Established carriers and LCCs are both expanding fleets aggressively 
 
In response to the substantial opportunity available to the LCC segment to grow rapidly 
over the coming years, several existing carriers are expanding quickly to meet such 
increased demand. Based on known aircraft orders alone (i.e. excluding options), the 
Centre for Asia Pacific Aviation (CAPA) has forecast that four existing Middle East LCCs 
will expand their seat capacity by approximately 400% by 2012. In addition, CAPA 
believes that up to 10 LCCs could be operating in the Middle East by 2012.  
 
“FlyDubai” likely to emerge as a key player in budget airline category 
 
In March 2008, the Dubai government announced the formation of a budget airline, 
FlyDubai, which we believe will emerge as a key player in the Middle East LCC market. 
FlyDubai will be based at the new Al Maktoum airport, near Jebel Ali, when it opens its 
budget airline terminal in 2009. The airline announced an order for 54 Boeing 737-800s 
at the Farnborough Air Show in July 2008. It will receive start-up assistance from 
Emirates Airline but operate separately from it.  
 
Examples of both well established and upcoming competitors in the Middle East Airline 
industry include: 
 
Jazeera Airways: Established in 2005 and based mainly in Kuwait, though with Dubai as 
its second hub, Jazeera Airways was the second LCC to enter the Middle East market. It is 
the only Middle East airline that is neither owned nor subsidised by the government. 
Currently, Jazeera operates a fleet of 6 Airbus A320 aircraft and has placed an order for 
34 additional planes, to be delivered by 2014. During 2007, the airline flew 1.2 million 
passengers at a load factor of 74% — implying a CAGR of 12% since 2006. 
 
Emirates: Wholly owned by the Government of Dubai and based at Dubai International 
Airport, Emirates is the largest airline in the Middle East. The airline operates a fleet of 
113 aircraft and flies to more than 100 destinations in 62 countries. It has already 
placed an order for another 244 aircraft, to be delivered over the next few years. In 2007, 
Emirates reported revenues of AED 29.8 billion and carried 17.5 million passengers and 
1.2 million tonnes of cargo. 
 
Etihad Airways: Etihad Airways was established as the national airline of UAE in July 2003 
by Royal decree. Its hub is Abu Dhabi International Airport. Currently, the airline operates 
a fleet of 37 aircraft with around 30 more on order servicing more than 45 destinations, 
which it plans to increase to 70 by 2010. In 2007, Etihad carried over 4.6 million 
passengers and 175,000 tonnes of cargo. 
 
Air India Express: Air India Express is a low-cost subsidiary of Air India, operating 
throughout the Indian Subcontinent, the Gulf, and South East Asia. Its fleet of 18 aircraft 
services over 25 destinations. Air India Express is Air Arabia’s biggest LCC competitor 
since it flies mainly to the Middle East region, a sizeable proportion of whose expatriate 
population flies between it and the Indian Subcontinent. 
. 
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Financial Performance of the Competitors, and the LCC Industry 

Air Arabia’s EBITDAR margin is on the higher side when it is compared with its global 
peers. Further, a comparison of EBITDAR margin across certain global LCC and FSC 
reveals that generally LCC operate on a higher EBITDAR margin than FSC.  One of the key 
reasons for superior margins of LCC over FSC is its ability to pass on increase in operating 
cost to passengers without impacting the travel demand significantly.   

Company Revenue/ ASK Cost/ ASK EBITDAR  Margin

(AED Fils) (AED Fils)

Full Service Carrier (FSC)

SIA 35.7 30.8 25.9%

Emirates 28.0 25.2 24.7%

British Airways 42.8 38.0 21.6%

Cathy 32.6 29.6 19.8%

Qantas 53.4 49.5 19.0%

North West Airlines (Corp) 30.6 27.3 17.7%

Air France- KLM 51.1 47 17.1%

UAL Corp (US) 29.1 27.6 11.8%

FSC Industry Average 37.9 34.4 19.7%

Low Cost Carrier (LCC)

Air Arabia 21.1 13.6 34.3%

Air Asia 13.7 11.2 32.2%

Jet Blue 20.3 19.1 16.6%

Ryanair 21.5 16.8 30.0%

West Jet 34.0 29.2 23.7%

Virgin Blue 36.8 31.3 19.6%

easyJet 31.1 25.9 16.6%

South West 22.6 20.8 15.2%

LCC Industry Average 25.1 21.0 23.5%  
Source: Company Feb’ 08 Presentation 

 
Company Overview 
 
Air Arabia, established in 2003 by the Government of Sharjah as the national carrier of 
UAE, was the first and is currently the largest LCC in the MENA region. The Company now 
operates a fleet of 18 Airbus A320 aircraft flying to 41 destinations in 21 countries within 
the MENA region, the Indian Subcontinent, and Central Asia. Since its inception, Air 
Arabia has carried more than 6 million passengers, with more than 2.7 million RPK during 
the past 12 months alone. Air Arabia was publicly listed on July 17, 2007 raising AED 
2,566.7mn at AED 1 per share.  
 
Operations 
Air Arabia is based at Sharjah International Airport. Despite competition from well-
established airlines including Emirates and Saudi Arabian Airlines, Air Arabia has enjoyed 
significant commercial success by targeting the low-cost segment of the airline market, 
particularly for short haul flights on routes with heavy air traffic and lower competition.  
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New hubs with JVs  

Air Arabia is planning to establish an additional hub in Morocco in early 2009. To execute 
this strategy, the Company has entered into a joint venture (JV) with Regional Airlines, the 
largest private carrier in Morocco. As part of the JV, Air Arabia will assume management 
control of operations in order to apply its LCC business practices. 
 
On July 2, 2008, Air Arabia announced that it was suspending its JV in Kathmandu, called 
FlyYeti.com, from mid-July, despite having only launched the operation in January 2008. 
The management has done so given uncertain political and regulatory conditions in Nepal.  
 
Ancillary revenues 
 
In 2007, ancillary revenues comprised less than 5% of Air Arabia’s total revenues, a 
proportion which we expect will remain reasonably stable in future given strong growth in 
passenger-generated revenues. However, Air Arabia is now focusing on growing its 
ancillary revenues through several channels. These activities include the expansion of its 
cargo operations, plans to establish a ground handling company, and even to construct a 
hotel at Sharjah Airport.  
 
Company strategy 
Air Arabia’s strategy over the coming years is to: 

 Continue to drive costs down by focusing on operational efficiencies, securing an 
effective distribution network and increasing the use of its online booking system 

 Drive growth through an aggressive expansion plan 

 Offer point-to-point services through several hubs to maximize aircraft utilization 

 Standardize on a single aircraft type to contain employee training, maintenance and 
purchasing costs 

 Increase the frequency of existing routes and add destinations within the Indian 
Subcontinent, MENA, Eastern Mediterranean and CIS regions on a profitable basis 

 Evaluate strategic opportunities in target market regions. 
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Financial Overview – Operational efficiency is driving strong results 
 
Amount in AED mn, unless otherwise stated

Key Financials 2005 2006 2007* CAGR 9m 08
Income statement

Operating Revenue 411 749 1,283 77% 1,495
Growth 127% 82% 71% 17%
No. of passengers travelled (mn) 1.1 1.7 2.7 57% 2.6

Gross Profit 51 130 330 155% 278
Gross Profit Margin 15.8% 17.3% 25.7% 18.6%
Fuel cost per passanger (AED) 124.6 134.1 143.7 245.0

Net Profit 31 101 376 247% 380

Growth 223% 272%
Net Profit Margin 8% 14% 29% 25%

EBITDAR 84 182 421 124% 543

Growth % 190% 117% 131%
EBITDAR Margin 20% 24% 33% 36%
EPS (AED) 0.01 0.02 0.08 0.08

Balance sheet

Equity 82.5 174.0 5,029.5 5,421.7
Current Liabilities 101.5 183.8 298.1 442.3
Non-current Liabilities 10.8 9.8 10.0 8.1

Current assets 135.4 256.9 3,106.4 2,239.4
Non Current assets 59.3 110.6 2,231.2 3,632.6

BVPS (AED) 0.02 0.04 1.08 1.16

ROE 38.0% 58.1% 7.5% 7.0%
ROA 16.1% 27.5% 7.0% 6.5%  

Source: Company data 

* Annualised number 

 

Operating revenues to grow at CAGR of 18.2% from 2008 through 2015 
 
Passenger-generated revenue (i.e. fare collected) comprises around 94% of total 
revenues earned by the Company. Baggage fees, cargo shipments and other service fees 
including catering and airport handling, account for the remainder. 
 
In 2007, the Company increased its fleet from 8 to 11, while its load factor rose from 
80% to 86%. This improvement was achieved by flying each aircraft for over 14 hours a 
day, a global record for any Airbus A320 fleet. As a result, Air Arabia was able to increase 
its number of passengers by 60% y-o-y in 2007-2008. In the first nine months of 2008, 
the average fleet size increased to 14, while operating revenue of AED 1.4bn exceeded 
FY 2007 revenue.   

 
We forecast the addition of four aircraft in 2009, driven by the new hub in Morocco as 
well as a number of new aircraft for the existing hub in Sharjah. Furthermore, we expect 
total operating revenue to increase at a CAGR of 10% to 2015.  
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Cost of sales: Improving operational efficiencies  
 
Cost of sales comprises mainly fuel costs, lease rentals, staff costs, maintenance 
expenses, airport charges and technical & handling charges. Air Arabia reported total cost 
of sales of AED 954mn in 2007 and AED 1.2bn in the first nine months of 2008. Fuel is 
the single biggest expense comprising around 55% of total operating expenses in the first 
nine months of 2008. We expect a fall in fuel cost per passenger in 2009 due to falling 
jet fuel prices. Also, the management has hedged 50% of 2009 fuel consumption by 
entering into future contract in late November 2008. We expect fuel cost per passenger 
to rise from 2010 onwards. 

Fuel cost as a % of total cost
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Source: Company data and Reuters 

 

Gross profit margin increased consistently from 15.8% in 2005 to 25.7% in 2007 
although it fell to 19% for the first nine months of 2008 due to increased jet fuel costs. 
Focusing on minimizing its non-fuel expenses, the Company succeeded in reducing its 
cost per passenger by 8% to AED 207.9 in 2007 and by a further 10.5% to AED 186 in 
the first nine months of 2008.  
 
Strong balance sheet to sustain growth momentum 
 
Air Arabia possesses a strong balance sheet, with zero debt and more than AED 2bn in 
cash. The cash surplus was mainly accumulated as a result of the IPO in connection with 
the Company’s listing on the Dubai Financial Market in July 2007. On September 30, 
2008, equity capital totalled AED 5.4bn, including AED 704mn in accumulated earnings. 
Equity capital raised by the IPO will finance Air Arabia’s expansion and is likely to provide 
financial strength to sustain the Company’s current growth momentum. 
 
However, the injection of fresh capital has resulted in weaker return ratios. For example, 
Return on Equity (ROE) fell from 58.5% in 2006 to 7.5% to 2007. Nevertheless, we 
expect return ratios to improve as the Company utilizes its fresh capital more effectively 
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Historical and Forecasted Passenger & Revenue Growth: 

Historical & Forecasted Destinations Flown 
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Source: Company data and ADCB research 

 
Investment Rationale 
 
LCCs set to enjoy impressive growth in the Middle East 
We believe LCCs will enjoy significant growth between 2008-2015. LCCs currently 
represent only 1.4% of the Middle East aviation market, compared with over 25% in North 
America. GCC countries, particularly UAE (where 80% of the population are expatriates), 
have a significant expatriate population from the Indian Subcontinent, Egypt, and the 
Levant, defining the principal reason for growth in the LCC segment. 
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Source: OAG and Company presentation 

 
In addition, IATA research shows that 70% of passengers in the MENA region are price-
sensitive. Also, there has been a shift in recent years in the choice of business travellers 
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in favour of LCCs as many companies take steps to reduce their travel budgets. Clearly, 
the low-cost segment in the MENA region has significant scope to create new customers 
as well as cannibalise market shares of established carriers. 
 
Proven capabilities and sound positioning 
 
Air Arabia’s proven commercial record increases our confidence in its operating efficiency. 
First-mover advantage continues to strengthen a brand already synonymous with budget 
travel in UAE. In addition, Air Arabia enjoys a two-year lead over its most mature 
competitor, Jazeera Airways of Kuwait. The Company posted an impressive performance 
between 2004 and Q3 2008, with its fleet size increasing from 3 to 15 and the number 
of destinations serviced rising from 15 to 41. Furthermore, EBITDAR increased more than 
twenty-fold from AED 29mn in 2004 to AED 542mn in 9M 2008.  

2007 9m 2008

No of aircraft at year end 4.0 5.0 8.0 11.0 15.0

Average no. of aircraft 3.0 4.9 6.0 9.5 14.0

Destinations 15.0 23.0 32.0 37.0 41.0

No. of passengers (Millions) 0.6 1.1 1.7 2.7 2.6

RPK Billions (Revenue passenger Kilometer) 1.2 2.5 3.7 5.0 5.2

ASK (Billions) (Average seat km) 1.8 3.2 4.7 5.8 5.9

Load factor 68% 79% 80% 86% 86%

Revenue/ Passenger 318.2 354.7 425.0 453.6 575.0

Cost/ Passenger 348.9 345.3 382.1 351.6 431.0

Cost/ Passenger (Ex- Fuel) 240.2 220.7 248.0 207.9 186.0

EBITDAR Margin 13.9% 20.4% 24.5% 34.4% 36.0%

Key operating data 2004 2005 2006

 
Source: Company presentations 

 
The preceding table highlights consistently impressive growth in both the load factor, RPK, 
and ASK. The Company is operating at an industry-high load factor of 86%, while 
maintaining a breakeven load factor of 75%. Its strong balance sheet, with zero debt and 
more than AED 2bn in cash, is likely to provide the requisite financial strength to sustain 
current growth momentum. 
 
Strong management team 
 
All members of senior management possess lengthy and extensive industry experience 
and expertise, having held senior positions in a range of related fields, including airlines, 
travel, tourism, strategy, marketing, finance, and IT. So far, management has 
demonstrated its ability to manage rapid growth in revenue while at the same time 
increasing profitability. 
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Over 10 yrs of HR & administrative 
experience, Before joining Air Arabia, 
she was Assistant Personnel & 
Administration Manager for Gulf 
News

Carries extensive knowledge 
of LCC operations throughout 
Europe and the UK. He has 
worked at senior levels with 
both Ryanair and Euromanx 
Airways GMBH

Has 20 years of experience in the 
airline industry. Prior to joining Air 
Arabia in 2003, he held key 
managerial positions with Gulf Air 
and British Airways in the UAE 
and Saudi Arabia

Carries experience in planning 
and revenue management and 
has solid understanding of the 
ME region. Has held vital roles at 
Qatar Airways and Gulf Air in 
Sales Performance and Pricing

Rachel Abraham Paul Suckling A. K Nizar Harish Moideen Kutty

Head of Human 
Resources

Director of Finance & 
Administration

Head of Sales & 
Distribution

Head of Planning & 
Revenue management

Donald Hubbard
Captain Mohammed 

Ahmed
Ali Al Hamdany

Holds extensive experience & 
know-how at a broad range of 
organisations. Prior to joining 
Air Arabia, he held various 
senior financial positions in the 
Telecom, IT and Physical 
Security sectors.

As commercial pilot, he 
graduated as Chief Pilot with 
Gulf Air in 2001. He assisted Air 
Arabia in obtaining its Air 
Operator Certificate .

Has over 18 yrs of experience 
in IT and Mgt. Has worked for 
British Airways, Sun 
Microsystems and Logica, 
gaining world class 
experience. 

Chief Executive 
Officer

Adel  Ali

Brings with him over 25 years of strategic experience in aviation, tourism and marketing. Has 
previously served as VP Commercial and Customer Service for Gulf Air, where he played a central 
role in the airline’s recovery.

Director of Strategy & 
Planning

Director of Operations
Director of IT & 

Corporate Projects

Chairman

Sheikh Abdullah Bin 
Mohammed Al Thani

Also the Chairman of Sharjah Civil Aviation Department 

 
Source: Company presentation 

 
Strategic expansion plans with limited downside risk  
 
Air Arabia currently flies to 41 destinations and is targeting a total of 70 destinations by 
2010. By 2015, it aims to fly to 85 destinations from its Sharjah hub and to an additional 
40 destinations from new hubs resulting in a total of 125 destinations, a realistic target 
in our view. Not only will the Company service several new destinations in Asia and 
Europe from its hub in Morocco, its Sharjah hub will also benefit from its central location 
and serve as a major transit point within the new expanded network. Furthermore, Air 
Arabia is able to operate 24 hours a day from its Sharjah (and soon to be Casablanca) 
hub offering considerable advantages compared to its Asian and European peers. 
 
In 2007, the Company signed an agreement to purchase 44 new aircraft, the first of 
which is expected to be delivered till 2016.  However our base case scenario assumes a 
smaller number of planes due to the absorption capacity of the market and increased 
competition from other LCCs in the region. We do not expect the Company to renew the 
leases on the 12 planes as it purchases new planes on order. In aggregate, we expect the 
Company to operate a fleet of 31 aircraft by the end of 2015. 
 
With several new aircraft scheduled to join the fleet at regular intervals, our forecasts 
assume that the fleet’s average age remains low. Based on this assumption, we believe 
the Company’s maintenance expenditure will remain under control in coming years.  
 
 
 



 

 
18 

AIR ARABIA 

ADCB Wealth Management Group I Research I +97126973525 I ADCBresearch@adcb.com   

Increasing frequency across destinations  
 
The Company is currently increasing flights on existing routes because it is operating on 
routes characterised by heavy air traffic and growing passenger numbers. For example, in 
2006, the Company began operating a single daily flight between Kochi (Kerala, India) 
and Sharjah, which was then doubled due to the large number of Indians based in Kochi 
but working in Gulf countries and to increased tourism from Gulf countries to Kerala. 
 
The Company is also increasing flights on a seasonal basis to a variety of destinations, 
especially India due to the growing number of expatriates taking holidays and Arabs flying 
to and from both countries during festival and holiday seasons.  

 
Increasing competition will continue to exert pressure on prices  
 
Asia Pacific Aviation (CAPA) has forecasted that four existing Middle East LCCs will 
expand their seat capacity by about 400% by 2012. Further, in March 2008, the Dubai 
government announced the formation of a budget airline, FlyDubai, which we believe will 
emerge as a key player in the Middle East LCC market. FlyDubai will be based at the new 
Al Maktoum airport, near Jebel Ali, when it opens its budget airline terminal in 2009. The 
airline announced an order for 54 Boeing 737-800s at the Farnborough Air Show in July 
2008. It will receive start-up assistance from Emirates Airline but operate separately from 
it.  
 
Air Arabia well positioned to weather increasing competition  
 
We believe that Air Arabia will not be significantly affected by the increased competition 
due to several reasons. First, the LCC segment remains relatively immature comprising 
only 1.4% of the total market. Consequently, we see sufficient room for new airlines to 
enter the market without causing significant damage to Air Arabia’s potential revenues. 
Second, the Middle East will experience robust growth in international passenger traffic 
across the entire region with a CAGR of 7.2% between 2008-2012, compared to a global 
average of 4.9%. This will increase the size of overall aviation industry. Third, Air Arabia 
and FlyDubia, in some sense, target passengers from different geographical location as 
Jebel Ali and Sharjah lie on different sides on Dubai. FlyDubai is more likely to attract 
passengers from Abu Dhabi and Dubai. Finally, As Air Arabia is the first LCC to start 
operations in the Middle East (in 2003), the Company has established a brand name 
associated with low fares and high safety and efficiency standards. Further it has allowed 
Air Arabia ample time to develop not only its brand but also its operational expertise and 
cost efficiencies, making it difficult for new entrants to compete profitably.  
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2006A 2007A 2008E 2009E 2006A 2007A 2008E 2009E

Balance Sheet Metrics (AED mn) Profit & Loss Metrics (AED mn)

Cash And Cash Equivalents 182        2,970    2,755    2,233    Passenger Revenue 742        1,225    2,006    1,930    

Trade & Other Receivables 75          136       234        235        Baggage Revenue 17          30          49          47          

Current Assets 257       3,106   2,989    2,468    Cargo Revenue 4            10          17          16          

% of total assets 70% 58% 49% 36% Service Income 4            5            8            8            

Fixed Assets (Net) 40          112       125        141        Catering Revenue -              16          27          26          

% of total assets 11% 2% 2% 2% Airport Handling Revenue -              33          54          52          

Other Assets 70          2,119    2,993    4,267    Sales Commission and Expenses (17)         (36)         (59)         (56)         

Total Assets 368       5,338   6,107    6,877    Operating Revenue 749       1,283    2,102    2,022    

Trade & Other Payables 116        182       276        251        YoY Growth (%) 82% 71% 64% (4%)

% of total liabilities 60% 59% 63% 43% Operating Expenses (673)       (1,045)   (1,715)   (1,651)   

Current Liabilities (Ex Debt) 184       298      425       441       Other Income 29          137        255        252        

% of total liabilities 95% 97% 98% 75% EBIT 105       376       642       624       

Total Debt -             -            -             135       EBITDA 107       380       713       757       

% of equity 0% 0% 0% 2% EBITDAR 182       421       904       922       

Total Liabilities 194       308      435       586       Net Profit After Tax 101       376       642       619       

Shareholders' Equity 174        5,029    5,672    6,291    YoY Growth (%) 223% 272% 71% (4%)

Total Equity And Liabilities 368       5,338   6,107    6,877    

Cash flow Metrics (AED mn) Key Ratios

Operating Cash Flows 135        330       545        605        Profitability and Return Ratios(%)

Working Capital Change (43)         (53)        (30)         11          Return On Assets (ROA) 22% 7% 11% 10%

Investing Cash Flows (53)         (702)      (760)       (1,262)   Return On Equity (ROE) 58% 7% 11% 10%

Capex (including aircraft purchases) (39)         (237)      (1,452)   (1,457)   Gross Profit Margins 17% 26% 27% 31%

Financing Cash Flows -              3,160    -              135        EBIT Margins 14% 29% 31% 31%

Free Cash Flow 97          93         (908)       (852)       EBITDAR Margins 24% 33% 43% 46%

Per Share data (AED) Net Profit Margins 14% 29% 31% 31%

Shares Outstanding (mn) NM 4,667    4,667    4,667    Balance Sheet Ratios (%)

EPS NM 0.08 0.14 0.13 Current Assets Growth 90% 1109% -4% -17%

Book Value Per Share NM 1.08 1.22 1.35 Total Assets Growth 89% 1352% 14% 13%

Valuation Ratios (X) Account Receivables DSOs (Days) 27          30          32          42          

P/E NM 11.5x 6.8x 7.0x Operating Ratios (%)

P/B NM 0.9x 0.8x 0.7x Operating Cost To Total Revenue 90% 81% 82% 82%

EV/EBITDA NM 7.3x 4.3x 4.4x Operating Cost To Average Assets 69% 9% 7% 6%

EV/EBITDAR NM 7.2x 3.8x 3.6x Fuel Cost As a % Of Operating Revenue (31.6%) (30.2%) (35.2%) (26.8%)

EV/Revenue NM 2.1x 1.3x 1.4x  
 

Source: ADCB Research 
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Investment Ratings: 
 
Buy: More than 15% potential return. We recommend that investors buy the stock based 
on the annualised return to the shareholders over 6-24 months time horizon (percentage 
change from current price to the projected target price). 
 
Sell: Negative potential return. We recommend that investors sell the stock based on the 
annualised return to the shareholders over the 6-24 months time horizon. 
 
Hold: Between 0 and 15% potential return. We take a neutral view on the stock over the 
6-24 months period. 

 
Other Disclosures: 
 
Abu Dhabi Commercial Bank (ADCB) publishes independent research based on its own 
opinions and does not have investment and corporate banking relationships with the firm 
whose security is mentioned in this report. ADCB does also hold securities of the firm 
mentioned in this report through its fund management activities. ADCB operates with a 
strict Chinese walls between its analysts and its corporate and investment banking 
businesses. Furthermore, ADCB’s analysts are bound to maintain their independence 
through the ADCB’s internal guidelines and their own professional guidelines. If you 
choose to use the information in this report, you do so on your own initiative, and you are 
responsible for compliance with any applicable local laws. 
 
ADCB certifies that no part of the research analyst’s compensation was, is, or will be, 
directly or indirectly, related to the specific recommendations or view expressed in this 
research report. 
 
The information and opinions in this report were prepared by employees of ADCB and are 
current as of the date of the report. The information contained herein has been obtained 
from sources that they believe to be reliable, but ADCB does not guarantee its accuracy, 
adequacy, completeness, reliability, or timeliness. Moreover, it is not responsible for any 
errors or omissions or for the results obtained from the use of such information.  All 
opinions and estimates included in this report are subject to change without notice. ADCB 
will furnish, upon request, available investment information supporting this 
recommendation.  This report is intended for qualified customers of ADCB. 
 
This research report provides general information only. Neither the information nor any 
opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any 
securities or other investment or any options, futures or derivatives related to such 
securities or investments. It is not intended to provide personal investment advice and it 
does not take into account the specific investment objectives, financial situation and the 
particular needs of any specific person who may receive this report. Investors should 
seek financial advice regarding the appropriateness of investing in any securities, other 
investment or investment strategies discussed or recommended in this report and should 
understand that statements regarding future prospects may not be realised. Investors 
should note that income from such securities or other investments, if any, may fluctuate 
and that price or value of such securities and investments may rise or fall. Accordingly, 
investors may receive back less than originally invested. Past performance is not 
necessarily a guide to future performance. Any information relating to the tax status of 
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financial instruments discussed herein is not intended to provide tax advice or to be used 
by anyone to provide tax advice. Investors are urged to seek tax advice based on their 
particular circumstances from an independent tax professional. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related 
investment mentioned in this report. In addition, investors in securities such as ADRs, 
whose values are influenced by the currency of the underlying security, effectively 
assume currency risk. 
 
To the fullest extent permitted by law, neither ADCB nor any of its employees will be liable 
to you or anyone else under any tort, contract, negligence, strict liability, products’ liability, 
or other theory with respect to this presentation of information.  You may not redistribute 
this report without explicit permission from ADCB. 
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