
 
 

 

 

  

 
      
      

 KINDLY REFER TO THE 
IMPORTANT DISCLOSURES AND 
DISCLAIMERS ON BACK PAGE 

• Cut Estimates, Downgrade to Neutral/Accumulate: Logistic companies tend to be a bellwether for the 
underlying state of the economy. As such we are materially lowering our forecasts by 37-40% to reflect 
the economic slowdown. In the short term we believe trading will remain tough for the stock and we 
reduce our ST rating to Neutral from Accumulate. After adjusting the LTFV to reflect forecast downgrades, 
our new LTFV of AED1.26 (from AED1.80) offers c15% upside and we move to LT Accumulate from Buy. 

• FY Results In Line With Expectations: Aramex reported FY2008 results in line with our expectations. 
While revenues for the year rose 17% Y-o-Y to AED2,080 million and were a bit below our estimates, 
higher than anticipated margins (both on the EBITDA and Operating profit line) meant that net income of 
AED147.3 million (up 21% Y-o-Y), was exactly in line with our expectations. 

• 4Q2008 Demonstrated Tougher Market Conditions: The company did witness a slowdown in revenues 
in the final quarter. Indeed, 4Q2008 revenues of AED500 million (up just 1% Y-o-Y) were short of our 
estimate of AED542 million for the quarter. However, with Aramex keeping a tight control over its costs in 
4Q2008, net profit for the fourth quarter was in line with expectations, up 21% Y-o-Y to AED38.9 million. 

•  Weaker Economic Outlook: Although the MENA region will continue to be driven by regional economic 
investment programmes, we believe the region will markedly decelerate with the current global crisis. 
That being said, our Economics team is forecasting weighted non-oil real GDP growth in the MENA region 
of 4.1% for 2009e.  

• Forecasting Revenue and Earnings Declines: Therefore, although we believe the company will continue 
to take market share in a fragmented market regionally, in light of a weaker economic outlook, we now 
forecast a 5% Y-o-Y decline in top-line growth for 2009e, with a small increase (to flat/zero %) in 2010e 
across all business segments. Therefore, we lower revenue estimates by 20% and earnings by 37% for 
2009e. Our forward forecasts for revenues and earnings fall by more than 30% and 40% respectively. 

• Strong Position to Absorb Revenue Declines: In order to establish how sensitive the company’s 
earnings are to a drop in revenues for this year, we undertook a simple exercise. Whilst assuming fixed 
SG&A expenses to reflect a worst case scenario (i.e. assuming no cost cutting ability), we found that 
Aramex would still achieve positive earnings if revenues fell by as much as 25% in 2009e. 

• Long Term Fundamentals Remain Solid: We believe that a well entrenched regional presence, further 
market share gains and an impressive management team highlights the company’s strengths in the 
medium to long term. However, in the short term, we suspect trading will remain tough for Aramex given 
its dependence on the underlying state of the economy. 
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COMPANY NOTE 
  

December year end 2008a 2009e 2010e 2011e
Revenue        2,080       1,976       1,976       2,057 
EBITDA        222.0       182.2       192.0       210.2 
Operating Profit        178.0       125.8       129.4       139.0 
Net Attrib. Income        147.3       108.9       112.5       119.5 
EPS         0.12        0.09        0.09        0.10 
DPS         0.08        0.08        0.08        0.08 
Net Debt (Cash)       (328.1)      (473.1)      (462.9)      (436.3)
 
P/E (Attrib.) 9.9 13.3 12.9 12.1
EV/EBITDA 4.6 5.0 4.9 4.6
P/BV 0.9 0.9 0.9 0.9
P/CF 7.0 8.1 7.6 7.0
Div. Yield 7.5% 7.5% 7.5% 7.5%
ROE 11.2% 8.2% 8.4% 8.8%
Figures in AED million, unless otherwise stated 
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Estimates Changes 
 2008a 2009e 2010e 
(AED mn) Old New Old New
Revenue 2,080 2,474 1,976 2,842 1,976 
EBITDA 222.0 259.8 182.2 298.4 192.0 
EBITDA Margin 10.7% 10.5% 9.2% 10.5% 9.7%
Net Attrib. Income 147.3 173.8 108.9 200.0 112.5  

Stock Data 
Mkt. Cap./ Shares (mn) AED1,331/1,210
Av. Monthly Liqd. (mn) AED300
52 Week High/Low AED2.79/1.09
Bloomberg/Reuters ARMX UH / ARMX.DU
Est. Free Float 72% 

 
*Prices as at 19 March 2009   
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I. REVIEW OF FY2008 RESULTS – IN LINE WITH EXPECTATIONS 

REVENUE 
Revenues for the FY2008 reached AED2,080 million, a little below our expectations of AED2,122 million, 
with the shortfall occurring in the final quarter of the year. Indeed 4Q2008 revenues of AED500 million 
(up just 1% Y-o-Y) were short of our estimate of AED542 million for the quarter and were impacted by i) 
lower number of working days in the Middle East due to extended holidays this year compared to last 
year, and ii) flat to negative growth in the company’s European and North American operations (which 
account for around 35% of revenues).  

COSTS AND PROFITABILITY 
While gross margins were in line with our expectations for the FY2008 at 49.9%, because of the lower-
than-anticipated top line, gross profits of AED1,038 million were marginally below our estimates. 
However, operating costs for the group came in below our forecasts at AED816 mn (versus AED838 mn) 
after the company kept a particularly tight control over its costs in 4Q2008. This meant EBITDA for 
FY2008 was again in line with our numbers at AED222.0 mn (vs. our estimate of AED222.8 mn). 

NET PROFIT 
Meanwhile, depreciation expenses were broadly as anticipated and meant that net operating profit of 
AED178 mn was in line with our estimates for FY2008. Non-operating income was lower than expected at 
AED1.9 million, but was offset by higher than expected tax expenses of AED12.8 million. This meant that 
net profit for the year came in at AED147.3 million (up 21% Y-o-Y), versus our estimate of AED147.6 
million for FY2008. 

Figure 1: Summary of FY2008 Results 
AED million, unless otherwise stated 

 FY2007a FY2008a Y-o-Y FY2008e
International Express 519.1 610.3 17.6% 617.7
Freight Forwarding 824.0 912.6 10.8% 980.6
Domestic Express 225.0 295.7 31.4% 267.7
Logistics  106.8 132.7 24.2% 130.5
Other  109.0 128.7 18.1% 125.2
Total Revenue 1,784 2,080 16.6% 2,122
COGS (948.1) (1,042) 9.9% (1,061)
Gross Profit 835.7 1,038 24.2% 1,061
Gross Profit Margin 46.8% 49.9% 50.0%
SG&A (384.9) (451.1) 17.2% (466.8)
Other Operating Expenses (268.5) (365.0) 35.9% (371.3)
EBITDA 182.2 222.0 21.8% 222.8
EBITDA Margin 10.2% 10.7% 10.5%
Depreciation & Amortisation (35.6) (43.9) 23.4% (45.7)
Net Operating Profit 146.6 178.0 21.4% 177.1
Net Operating Margin 8.2% 8.6% 8.3%
Non-Operating Income 3.9 1.9 -50.2% 6.2 
Minority Interest (19.5) (22.1) 13.0% (22.9)
PBT 131.0 157.9 20.5% 160.4
Taxes (9.5) (10.6) 11.9% (12.8)
Net Income 121.6 147.3 21.2% 147.6 

Source: EFG-Hermes estimates 
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II. CHANGES TO ESTIMATES 

In terms of the economic outlook for the region, we believe the MENA region will markedly decelerate 
with the global crisis. Nevertheless, we believe that the region continues to provide some of the best 
economic opportunities and growth prospects globally, notably within the GCC. Our Economics team is 
forecasting that weighted non-oil real GDP growth in the MENA region will be a respectable 4.1% for 
2009e (as shown in Figure 2), substantially higher than global growth expectations. However, although the 
outlook varies amongst the countries within the GCC region, we believe overall momentum will continue 
to be driven by regional economic investment programmes (in particular from Qatar and Saudi Arabia).  

 
Figure 2: Weighted Real Non-oil GDP Growth Forecasts* 
Percentage Growth 
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*non-oil real GDP for the oil exporting countries and overall real GDP growth for the non-oil exporting countries 
Source: EFG-Hermes 

 
 
Although we believe the company will continue to take market share from a fragmented market 
regionally, we are downgrading our forecasts for Aramex to reflect the slowdown in global/regional 
economic activity. Given the nature of its business and the fact that logistic company’s tend to be a 
bellwether for the underlying state of the economy, we have examined GDP growth rates for the Middle 
East (which accounts for c70% of Aramex’s business) since 2004 and compared these with the company’s 
organic growth/progress (excluding any growth driven by acquisitions) over this period. In this way, we 
have attempted to determine the company’s performance against the underlying economy regionally. 
From the diagram below, it can be seen that Aramex has consistently outperformed GDP growth in the 
region over the last few years. Taking this analysis further, Figure 3 also shows our estimates for GDP 
growth within the region going forward, against our new estimates for Aramex’s revenue growth.  
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Figure 3: Aramex Revenue Growth versus Regional GDP Growth 
%, unless otherwise stated 
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Therefore, based on this, we have taken a more conservative view given the current weaker economic 
conditions and reduce our revenue growth rate forecasts for 2009e to -5% (from +16%) and assume a 
small recovery beyond 2009e to flat (zero growth) in 2010e. Therefore, we have made a 20% downward 
adjustment to our revenue forecasts for 2009 and reduce our subsequent revenue estimates by more than 
30% as shown in Figure 4. Moreover, despite Aramex showing an improvement in margins in 4Q2008 as 
revenue growth fell, we have taken a more prudent view of margins going forward and are lowering our 
net profit forecasts by 37% for 2009e and by more than 40% beyond this to 2012e.  

 
Figure 4: Changes to Revenue Forecasts 
AED million, unless otherwise stated 

 Figure 5: Changes to Net Profit Forecasts 
AED million, unless otherwise stated 
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FORECAST SENSITIVITIES  
To get a feel for how sensitive the company’s earnings for this year are to a drop in revenues, we 
undertake a simple exercise of reducing our top line forecasts for 2009e to various levels. At the same 
time, while we maintained our gross profit margins and margins for Other Operating expenses – given 
their direct relationships to revenue – we have assumed fixed SG&A expenses at AED429 million to reflect 
a worst case scenario where the company simply cannot reduce these costs in the event of a sudden 
decline in the top line (something that we feel is unlikely). What our simple exercise demonstrates is that 
Aramex would achieve broadly breakeven (zero) earnings if revenues were to fall by 25% in 2009e, and 
thus negative earnings for this year with a revenue decline in excess of 25% as shown in Figure 6.  

Figure 6: Revenue sensitivity on Earnings (for 2009e) 
%, unless otherwise stated 
  Change in Assumption 
 Base Case   
Revenue Decline Y-o-Y -5% -10% -20% -25% -30% -40%
Net Profit (AED mn) 108.9 82.6 30.2 4.0 -24.2 -81.2
Percentage Change 0% -24.1% -72.2% -96.3% -122.2% -174.6% 

Source: EFG-Hermes estimates 
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III. VALUATION 

A. DCF VALUATION 
 
NEW ASSUMPTIONS RESULT IN A LTFV OF AED1.26 (FROM AED1.80) 
Given our changes to forecasts, we have revisited our DCF analysis. Our new DCF suggests a Fair Value of 
AED1.26 per share (30% lower than our previous LTFV of AED1.80), which reflects both downgrades to 
revenue & earnings figures and a higher WACC as a result of our in-house views on higher country risk 
premiums. Given that Aramex 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 2.95% (equal to the 10 year US Treasury bond rate plus 
a country risk premium of 2.25%), and an equity risk premium of 6.75%. Meanwhile, we reduce our 
perpetual growth rate from 3.0% to 2.5%, to reflect lower anticipated average growth for the regional 
economies in the longer term. 

Figure 7: DCF Valuation 
AED million, unless otherwise stated 

2009e 2010e 2011e 2012e 2013e
EBITDA            182.2            192.0            206.4             226.3            260.2 
Change in Working Cap               (9.6)               (8.8)             (11.4)             (14.4)             (15.9)
Capex              (88.9)             (88.9)             (90.9)             (95.0)           (101.6)
Cash Tax               (9.5)               (9.8)             (10.1)             (10.6)             (11.7)
FCF 74.1 84.5  94.3  109.1 147.7 
  
Discounted FCF 68.1 69.4  69.1 71.5 86.4 
  
Terminal Value 1,602  
Perpetual Growth 2.5%  
WACC 12.0%  
PV of Cash Flows 2009-2013 365  
PV of Perpetuity 937  
  
Total Firm Value 1,302  
Estimated Net (Debt) / Cash  224  
Total Equity Value 1,526  
  
No. Shares 1,210  
Value / Share Price (AED) 1.26   

Source: EFG-Hermes estimates 

 
Figure 8: Sensitivity Analysis 
AED per share, unless otherwise stated 

 WACC 

 11.0% 11.5% 12.0% 12.5% 13.0%

1.5% 1.29 1.23 1.18 1.13 1.09
2.0% 1.34 1.28 1.22 1.17 1.12
2.5% 1.40 1.33 1.26 1.20 1.15
3.0% 1.46 1.38 1.31 1.24 1.19
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Source: EFG-Hermes estimates 

 
B. RECOMMENDATION 
We believe that a well entrenched regional presence, further market share gains and an impressive 
management team highlights the company’s strengths in the medium to long term. However, in the short 
term trading will remain tough for Aramex given its dependence on the underlying state of the economy 
and we therefore reduce our short-term recommendation to Neutral from Accumulate. Despite adjusting 
the company’s LTFV to reflect forecasts downgrades, our new LTFV of AED1.26 per share still offers some 
upside to the current share price and we move to LT Accumulate from Buy. 
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IV. FINANCIAL FORECASTS 

Income Statement 
AED million, unless otherwise stated 
 2007a 2008a 2009e 2010e 2011e 2012e
Revenue 1,784 2,080 1,976 1,976 2,057 2,227 
% Growth 31% 17% -5% 0% 4% 8%
COGS (948) (1,042) (1,020) (1,010) (1,041) (1,116)
Gross Profit 836 1,038 956 966 1,016 1,111 
Gross Profit Margin 47% 50% 48% 49% 49% 50%
Other Operating Expenses (269) (365) (346) (346) (360) (390)
SG and A (388) (451) (429) (429) (446) (483)
EBITDA 179 222 182 192 210 239 
EBITDA Margin 10% 11% 9% 10% 10% 11%
Depreciation  (35) (43) (56) (62) (70) (81)
Amortization (1) (1) (1) (1) (1) (1)
Net Operating Profit 143 178 126 129 139 157 
Net Interest Income / (Expense) (4) (3) (2) (3) (4) (5)
Non-Operating Income  / (Expense) 8 2 9 10 9 8 
Minority Interest (20) (22) (17) (17) (19) (21)
Earnings before Taxes 131 158 118 122 130 144 
Taxes (9) (11) (9) (10) (10) (12)
Net Profit 122 147 109 113 120 133 
EPS 0.10 0.12 0.09 0.09 0.10 0.11  

Source: Aramex, EFG-Hermes estimates 

 
Balance Sheet 
AED million, unless otherwise stated 

 2007a 2008a 2009e 2010e 2011e 2012e
Cash & Liquid Assets 239 344 514 516 503 494
Accounts Receivable 319 346 352 352 366 397
Total Current Assets 654 788 974 987 1,000 1,034
Net Plant 193 240 264 298 342 398
Other Fixed Assets 809 809 810 810 810 810
Total Assets 1,675 1,845 2,056 2,102 2,159 2,249
Accounts Payable 132 113 142 141 145 156
Total Payables 132 113 142 141 145 156
Accrued Expenses & Provisions 177 227 263 279 286 299
Dividends Payable - - 69 56 47 43
Total Current Liabilities 310 340 474 476 479 498
Loans 15 16 41 53 67 81
Minority Interest 25 29 46 63 82 102
Other Liabilities 39 52 55 57 60 63
Total Liabilities & Provisions 390 438 616 650 687 745
Shareholder Equity 1,285 1,408 1,440 1,452 1,472 1,504 

Source: Aramex, EFG-Hermes estimates 
 

Cash Flow Statement 
AED million, unless otherwise stated 

2007a 2008a 2009e 2010e 2011e 2012e
Cash Operating Profit after Tax 178 218 174  182 200 228 
Cash Flow after Change in WC 142 234 164  173 187 210 
Capital Expenditure  (92)  (95)  (79)  (95)  (114)  (137)
Free Cash Flow 50 139 85  78  73 73 
Non-Operating Cash Flow  -  -  (1)  (0)  (0) 0 
Cash Flow before Financing 50 139 84  78 73 73 
Net Financing  (34)  (34) 87  (76)  (86)  (82)
Change in Cash 16 105 170  2  (13)  (9) 

Source: Aramex, EFG-Hermes estimates 
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