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Special Delivery  
  
 Aramex is a leading global provider of total transportation and logistics 

solutions. The company has an asset-light structure, which accounts for 
its strong free cash flow generation (2009e free cash flow yield of 11%) 
and a solid balance sheet with a large cash balance (33% of tangible 
assets) and minimal debt, allowing room for further acquisitions.   

 
 We forecast an improvement of 252 bps in gross margin in 2009e, 

benefiting from a decline in costs with limited pricing pressures. 
Accordingly, we forecast EBITDA growth of 3% YoY in 2009e despite an 
estimated 4% drop in sales.  

 
 We initiate coverage on Aramex with a “Buy” recommendation based on a 

price target of AED1.47, implying an upside of 37%. 
 
Established in 1982 as a small express wholesaler, Aramex has evolved into a global 
one-stop shop for total transportation and logistics solutions. It operates across five 
interrelated lines of business (LoBs): domestic express, international express, freight 
forwarding, logistics and others (Shop&Ship and document management). The company 
aims at becoming the fifth largest global logistics and express transportation service 
provider by 2010. To achieve its goal, the company has embarked on an aggressive yet 
prudent acquisition strategy. Aided by its asset-light structure, whereby most of its 
assets are leased, the company has strong free cash flow generation capabilities (2009e 
free cash flow yield of 11%, which we estimate to expand to 16% by 2013e) and a 
sound balance sheet with negligible debt (debt/equity of 0.03x) and a large cash 
balance (33% of tangible assets). This provides the company with the capability for 
further opportunistic acquisitions.  
 
We see little sales risk for Aramex given its diversified business model, low client 
concentration and high Middle East exposure (over 70% of sales). Our concern relates 
to its European subsidiary TwoWay Vanguard for which we assumed a 30% drop in 
sales, which translated into a 4% drop in Aramex’s 2009e sales. We forecast 2009e 
EBITDA and net income to grow by 3% and 2%, respectively, as we estimate an 
improvement of 252 bps in gross margin and 75 bps in EBITDA margin as the company 
benefits from: (i) a lag between a drop in costs and reducing prices at least until the 
end of 1H09 especially given the low price sensitivity of the high-margin domestic 
express business (for which we expect growth of 10% in 2009); and (ii) lower sales 
contribution of the relatively low-margin freight forwarding LoB (2009e gross margin of 
29.7% compared to 52.4% for Aramex in total) as TwoWay Vanguard’s sales drop, 
coupled with better margins for the LoB as Aramex typically charges higher unit prices 
on lower freight volumes. Post 2009, we have assumed a 4-year CAGR of 7% for sales 
and 10% for EBITDA.   
 
We initiate coverage on Aramex with a "Buy" recommendation. Our DCF fair value of 
AED1.47 per share implies an upside of 37% to the current market price. The company 
is trading at a P/E (09) of 8.60x and an EV/EBITDA (09) of 3.84x, which are at discounts 
to peers of 31% and 40%, respectively. 
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Price Performance Chart 
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Target Price (AED) 1.47 
Market Price (AED) 1.07 
Upside 37.2% 
  
  
Listed On DFM 
Bloomberg Code ARMX UH 
RIC ARMX.DU 
  
  
Enterprise Value (AEDm) 900 
Net Debt (AEDm) (446) 
Market Cap. (AEDm) 1,295 
Market Cap. (USDm) 353 
  
  
Number of Shares (m) 1,210 
Foreign Ownership Limit 49.0% 
Foreign Ownership Level 20.3% 
  
  
Avg. Daily Turnover (AEDm) 4.78 
Avg. Daily Turnover (USDm) 1.30 
  
Shareholders Structure  
Free Float 55.0% 
Levant Logistics 11.5% 
Others 33.5% 
  
  

 

Key Performance Indicators 
   

  A = Actual; E/F = HC's Estimates/Forecasts; C = Consensus Estimates 
*Adjusted for Goodwill and Other Intangibles 
 
 

Fiscal Year     08A 09E 09C 10E 10C 
Revenues (AED Mil.) 2,080 1,999 - 2,088 - 
EBITDA (AED Mil.) 228 235 - 255 - 
EBITDA Margin 11.0% 11.7% - 12.2% - 
Net Income (AED Mil.) 147 150 - 163 - 
EPS (AED) 0.12 0.12 - 0.13 - 
EPS Growth 21% 2% - 8% - 
P/E 8.79x 8.60x - 7.95x - 
EV/EBITDA 4.47x 3.84x - 3.17x - 
Free Cash Flow Yield 9% 11% - 12% - 
RoAA* 16% 14% - 13% - 
RoAE* 26% 22% - 20% - 
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Financial Statements and Ratios 

 AED Million   2008a 2009e 2010f 2011f 2012f 2013f

 Income Statement       
 Revenue      2,080   1,999   2,088   2,226    2,411   2,639 
 Revenue Growth 16.6% -3.9% 4.5% 6.6% 8.3% 9.4%
 Cost of Service      (1,042)      (951)      (979)   (1,031)   (1,104)   (1,195)
 Gross Profit      1,038   1,048   1,108   1,195    1,307   1,444 
 Gross Margin 49.9% 52.4% 53.1% 53.7% 54.2% 54.7%
 SG&A Expenses        (449)      (449)      (475)      (513)      (564)      (627)
 Other Operating Expenses        (361)      (364)      (378)      (403)      (436)      (478)
 EBITDA        228      235      255      279       306      340 
 EBITDA Margin 11.0% 11.7% 12.2% 12.5% 12.7% 12.9%
 EBITDA Growth 23.8% 2.7% 8.9% 9.1% 10.0% 10.8%
 Depreciation          (43)       (48)       (56)       (64)       (73)       (82)
 Net Interest Income            2         5         8       12        15       18 
 Provisions          (10)       (11)       (12)       (14)       (16)       (19)
 Other Income            3         2         2         2          2         2 
 Pre-Tax Income        180      183      198      214       234      259 
 Taxes           (11)       (10)       (11)       (12)       (13)       (14)
 Minority Interest          (22)       (22)       (24)       (26)       (29)       (32)
 Net Income Before Appropriations        147      150      163      176       193      213 
 Net Margin 7.1% 7.5% 7.8% 7.9% 8.0% 8.1%
 Net Income Growth 21.2% 2.2% 8.2% 8.3% 9.3% 10.4%
 Appropriations            (1)         (2)         (2)         (2)         (3)         (3)
 Net Income After Appropriations        146      149      161      174       190      210 
  
 Balance Sheet 
 Cash        344      471      576      694       837   1,001 
 Receivables        346      340      339      342       349      358 
 Other Current Assets          98       97       98       99       100      102 
 Total Current Assets        788      909   1,013   1,136    1,287   1,461 
 Property Plant & Equipment        240      273      297      317       332      343 
 Goodwill and Other Non-Current Assets 817 817 817 817 817 817
 Total Non-Current Assets      1,057   1,090   1,115   1,134    1,149   1,161 
 Total Assets      1,845   1,999   2,128   2,270    2,436   2,622 
    
 Short-Term Debt          26       17       14         4          3         2 
 Payables        113      108      102       97        91       85 
 Distributions Payable             1       47       51       55        60       67 
 Other Current Liabilities        201      205      211      217       224      232 
 Total Current Liabilities        342      378      378      373       378      385 
 Total Long-Term Liabilities          68        60       53       53        53       53 
 Shareholders' Equity      1,435   1,561   1,697   1,845    2,006   2,184 
  
 Cash Flow Statement 
 Net Income Before Minority Interest 169 173 187 203 221 244
 Non-Cash Items  69 62 70 79 90 102
 Net Change in Working Capital (0) (5) (12) (18) (23) (28)
 Operating Cash Flows 238 230 245 264 288 318
 Net CAPEX (95) (80) (80) (83) (88) (94)
 Other Investments (8) - - - - -
 Investing Cash Flows (103) (80) (80) (84) (88) (94)
 Financing Cash Flows (30) (22) (60) (62) (57) (61)
 Change in Cash  105 128 104 119 143 163
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 Valuation  

 We initiate our coverage on Aramex with a “Buy” recommendation 

We have arrived at a DCF fair value for Aramex of AED1.47, which offers an upside of 37% to the current market 
price. We have forecasted the company’s results and performance over five years and applied a perpetual growth 
rate of 2.5% thereafter given its continued acquisition strategy. We applied a WACC of 11.8% based on a risk-free 
rate of 4.5% (the 10-year UAE swap rate), a beta of 0.97 and an equity risk premium of 7.5%, which we currently 
apply for all DFM-listed stocks.  

 

 Table 1: Aramex’s WACC Calculation 

 
Debt Weight 0.0%
Equity Weight 100.0%
Risk Free Rate 4.5%
Beta 0.97
Equity Risk Premium 7.5%
Cost of Equity 11.78%
WACC 11.78%
Source: HC Brokerage 

 

 Table 2: Aramex’s Discounted Cash Flow Calculation  

AED Million 2009f 2010f 2011f 2012f 2013f
EBITDA       235       255       279       306        340 
Taxes       (10)       (11)       (12)       (13)       (14)
Appropriations          (1)         (2)         (2)         (2)         (3)
Change in Working Capital         (5)       (12)       (18)       (23)       (28)
Net CAPEX       (80)       (80)       (83)       (88)       (94)
Free Cash Flow to Firm       138       150       163       180        201 
Present Value of FCFs        127        124        120           119                       119 
Terminal Value                      1,312
Enterprise Value 1,381    
Add: Net Cash 446    
Less: Minority Interest 51    
Equity Value 1,776    
Price Target (AED) 1.47    
Source: HC Brokerage 

 

 Table 3: Sensitivity Analysis of Value Per Share to WACC and Perpetual Growth Rate  

WACC (%) Perpetual 
 Growth Rate (%)  10.8% 11.8% 12.8%

1.5% 1.53 1.40 1.30 
2.5% 1.62 1.47 1.35 
3.5% 1.74 1.55 1.41 

Source: HC Brokerage 

 

 Aramex is trading at a discount to peers and has an attractive FCF yield  

Aramex is trading at a P/E (09) of 8.60x and an EV/EBITDA (09) of 3.84x, which represent discounts to peers of 
31% and 40%, respectively. Additionally, Aramex has an EBITDA margin of 11.7%, above peers’ average of 10.1%. 
We believe that in light of current conditions, the company has a higher growth prospect relative to its peers due to 
its high Middle East exposure and a historically more conservative strategy. It has a free cash flow yield (09) of 
11%, which is the highest among its peer group standing above their average of 5%, mainly due to its asset-light 
structure that is not followed by most peers.    
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 Chart 1: Aramex and International Peers’ EV/EBITDA (09e) Vs. EBITDA CAGR (08a-10f) 
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 Chart 2: Aramex and International Peers’ P/E (09e) Vs. Net Income CAGR (08a-10f) 
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Chart 3: Aramex's 2009e EBITDA Margin Compared to Global Peers 
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Chart 4: Aramex's 2009e FCF Yield Compared to Global Peers 
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 An Ambitious Growth Profile  

  Aramex is a well-positioned player in the transportation and logistics market that offers a one-
stop shop for transportation solutions through operating across five interrelated lines of business: 
domestic express, international express, freight forwarding, logistics, and others (document 
management, Shop&Ship and catalog shopping). 

 Aramex’s mission is to become the fifth largest global player in its industry, mainly through 
aggressive yet cautious acquisitions. Although acquisitions are likely to halt in light of current 
market conditions, the company has the capacity to do so in light of its large cash balance (33% 
of tangible assets) and negligible debt position.  

 We like Aramex’s asset-light structure, which accounts for its strong balance sheet and free cash 
flow generation (2009e free cash flow yield of 11%).   

 

 
A well-entrenched player… 

Established in 1982 as an express wholesaler with two offices in Jordan and New York, Aramex evolved into an 
international logistics and supply chain management company providing total transportation solutions. It became 
the first Arab company to trade on NASDAQ in 1997. It was bought by a private equity firm in 2002 and then went 
public again in June 2005 by listing on the Dubai Financial Market (DFM).  

Aramex operates as a series of interdependent companies, each functioning independently while managed by a 
local CEO. Each unit has its own business plans, objectives and budgets in line with the overall corporate strategy 
which is set by the corporate office, which also monitors performance and provides network and IT infrastructures. 
The company currently has 309 offices in 200 major cities worldwide with 7,600 employees and serves customers in 
various industries including pharmaceuticals, banking, information technology, and manufacturing in addition to 
regional distribution and express companies.  

Aramex is the founder of the Global Distribution Alliance (GDA) and the cofounder of the World Freight Alliance 
(WFA). The GDA is a network of over 100 leading logistics and transportation companies, providing global 
transportation solutions through its members, who we believe represent a pool of potential acquisition targets for 
Aramex. Aramex currently has seven hubs located in Amman, Dubai, Hong Kong, Singapore, Liege (Belgium), 
London, and New York. Hubs act as centers for distribution of packages and freight, and are chosen to be multiple 
port locations to facilitate the transportation of freight and express loads.  

 

 
Table 4: Aramex’s Historical Milestones  

Year Event 
1982 Established as a privately express wholesaler 
1984 Introducing express retail  
1997 Became the first Middle Eastern company to trade on NASDAQ 
2002 Acquired by a private equity firm and delisted from NASDAQ 
2004 Offering supply chain solutions 
2005 Arab International Logistics (AIL) established and listed on DFM through an AED1 billion IPO 
2005 AIL acquires Aramex for AED682 million and changes its own name to Aramex 
Source: Aramex, HC Brokerage 

 

 
…Offering total transportation solutions  

Aramex operates across five interrelated lines of business (LoB) that facilitate its offering of bundled services to its 
clients and position the company as a “one-stop shop” for transportation solutions :   

(i) International Express (29% of 2008 sales) – International document and parcel delivery for packages 
weighing up to 50 kilograms, as well as door-to-door export and import services for time-sensitive delivery 
requirements. Other value added services include cash collection, return service, customs clearance and 
insurance coverage.  

(ii) Domestic Express (14% of 2008 sales) – Express services within the national borders of a country. 
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(iii) Freight Forwarding (44% of 2008 sales) – Air, land and ocean shipping of loose or consolidated freight 
items weighing over 50 kilograms, which are usually less time-sensitive in comparison to express 
packages. Specific shipments might include intermodal transportation. Aramex also has a cool chain 
management unit for handling perishable goods. 

(iv) Third Party Logistics (7% of 2008 sales) – End-to-end supply chain and logistics solutions to facilitate 
management and transfer of products between suppliers and customers. Services include warehousing, 
supply chain management, consultancy, online logistics and inventory management. Aramex has logistics 
centers in the UAE (Jebel Ali Free Zone), Bahrain, Lebanon, Jordan, Egypt, Saudi Arabia and Kuwait. 

(v) Others [Document Management, Catalog Shopping and Shop&Ship] (6% of 2008 sales) –
Document management services include information storage, record management, off-site data 
production, digital archiving, secure shredding, film and sound archiving. Shop&Ship provides customers 
with US and UK mailboxes for receiving personal and business packages. 

 Aiming at becoming the fifth largest in its industry  

Aramex aims at becoming “the fifth largest global logistics and express transportation service provider by the year 
2010”, preceded by the big four: DHL, UPS, FedEx and TNT. To achieve this goal, the company has identified three 
key strategic objectives:  

(i) Geographic expansion through acquisitions – Aramex seeks to expand further and strengthen its 
infrastructure in key markets through sound acquisitions. Key regions of focus are the Far East, India and, 
to a lesser extent, the US.  

(ii) Globalizing the brand through franchising – Aramex seeks to expand into less developed countries in 
Africa, Central Asia and Eastern Europe through franchising agreements, where the franchisee is granted 
the right to operate using Aramex’s trade name. Aramex provides adequate training, standard operating 
procedures and ensures compliance to quality standards, while generating income from the franchisee for 
its use of Aramex’s international express network, among other things. Franchising currently has a minimal 
contribution to Aramex’s sales and net income.  

(iii) Leveraging Existing Infrastructure – This is achieved through investing in existing infrastructure to 
increase market share, expanding warehousing facilities to enhance Aramex’s supply-chain solutions, 
developing and adding new products, and acquiring small- to medium-sized family businesses in the region 
that can be efficiently integrated with Aramex.  

 

 An avid acquirer with the willingness to do more…  

In 2005, Aramex started a wave of global acquisitions to achieve its growth goals. In April 2006, Aramex made its 
largest acquisition of the Irish TwoWay Vanguard, which operates in the freight forwarding and logistics business, 
for an initial consideration of AED115 million. TwoWay Vanguard has been in business for over 20 years and has 15 
offices located throughout Ireland, the UK and the Netherlands. TwoWay Vanguard currently represents the 
majority of Aramex’s exposure to Europe, and contributes around 20% of Aramex’s top line. However, it has a 
minimal bottom line impact given that its net margin is around 1%. 

We generally like Aramex’s acquisition strategy as the company is usually very selective in its targets. Criteria for 
acquisitions are that targets: (i) are established with stable cash flows; (ii) are profitable and in need of little 
turnaround; (iii) have the capacity to support leverage for acquisition financing; (iv) are asset-light like Aramex; (v) 
have an experienced management team that has a solid track record; (vi) have a decently diversified client base; 
(vii) are not part of a network already established by Aramex; and (viii) can be easily integrated into Aramex’s 
network.  

 

  

 

 

 



UAE – Transport & Logistics 

  
  8

 Table 5: Aramex’s Notable Acquisitions (2005-2009) 

Company Country Activity Date Stake 
Acquisition Value 

AED Mil. 
Infofort  Egypt/UAE Document Management Jun 05 100% 49 
Priority Air Freight Ltd UK Express Delivery Sept 05 100% 8 
Freight Professionals Egypt Freight Forwarding Jan 06 100% 32 
TwoWay Vanguard Ireland/Netherlands/UK Freight/Logistics Apr 06 100% 115 
Docman Limited UAE Document Management Nov 06 100% 15 
Metrofile Middle East UAE Document Management Jan 09 N/A N/A 
Source: Aramex, HC Brokerage 

 

 … And with the capacity as well… 

We believe Aramex is well-positioned for a second strong series of acquisitions once markets recover, as the 
company is highly cash rich and nearly debt free. The company has been building up its cash balance, which has 
grown by 44% YoY in 2008 alone and currently stands at 33% of its total tangible assets. At a time when cash is 
king, management has opted to distribute no cash dividends for 2008 (and proposed a 10% stock dividend instead 
for the second consecutive year), which is an indication of both their prudent strategy and willingness to continue 
their acquisition strategy when the time is right. We have assumed a dividend payout ratio of 30% over our forecast 
horizon but we believe the company has the capacity to pay a multiple of that.  

 

 
 

Chart 5: Evolution of Aramex’s Cash Balance    
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Source: Aramex, HC Brokerage  
 

 

 …But market conditions dictate a cautious stance  

The company is still eyeing acquisitions but more cautiously in light of the current economic conditions. The 
consolidation move is nearly over in the express business, with opportunities in small operators mostly in the Middle 
East. The bigger chunk of acquisition opportunities are in freight forwarding, which is the area of business with the 
weakest prospects currently. Therefore, we do not believe that there are likely to be any significant acquisitions in 
the near-term unless at the right valuations. Aramex has identified three critical regions for its acquisition strategy:  

(i) Currently, the most crucial region for the company’s expansion is the Far East, and in recognition of that, 
the company recently appointed a senior vice president for Asia to grow operations in that region and look 
at acquisition opportunities. Aramex has operations in Hong Kong, acquired the assets of its partner in 
Singapore and established a joint venture with an Indonesian operator. A key gateway for a decent 
exposure to the Far East is China, which we believe will be the focus of the company’s acquisitions in the 
near-term. The company recently opened a fully owned subsidiary in Shanghai;  

(ii) Coming in second is India where Aramex has a medium-sized express operator and is seeking to acquire a 
freight forwarder as well as a company with a countrywide infrastructure;  

(iii) In last priority at the moment, in light of its poor economic conditions, is the US, but still management 
recognizes the importance of having a wider express delivery infrastructure there as well as having offices 
at major US international gateways. 
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 Asset-light structure allows for a strong balance sheet and free cash flow generation 

Management is committed to maintaining an asset-light structure, whereby the company leases the majority of its 
assets. The company is also reliant on wet-leases mostly for its inland freight truck network. The lessor provides the 
truck itself along with the personnel, insurance and maintenance costs, whereas Aramex bears other operating 
costs such as fuel. CAPEX averaged 5% of sales over the past three years, but that was inflated due to investments 
in warehouses that we do not expect to continue as aggressively in light of current conditions. We have assumed a 
lower average CAPEX/sales ratio of 4% over our forecast horizon, which is above management’s guidance of 2.5-
3.0%. We have not factored in any acquisitions or major logistics investments. Aramex’s asset-light structure 
accounts for its strong balance sheet with a large cash balance, negligible debt (debt/equity ratio of 0.03x) and a 
strong free cash flow generation capability (2009e FCF yield of 11% that we estimate to grow to 16% by 2013e), all 
of which would support acquisitions in the future.  
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Withstanding the Fall  

 

  Aramex has little operational threats given its: (i) “one-stop shop” approach, offering full-fledged 
transport and logistics solutions; (ii) low client concentration; and (iii) high Middle East exposure. 
Key threat lies in its European subsidiary, Two-Way Vanguard (around 20% of sales), for which 
we assumed a drop of around 30% YoY in its 2009e sales.  

 Falling costs with no pricing pressures coupled with lower freight forwarding contribution will 
bear favorably on 2009e margins. We forecast expansion of 252 bps in gross margin and 75 bps in 
EBITDA margin, which would allow for EBITDA and bottom line growth despite falling sales. 

 EBITDA could surprise on the upside if the company applies aggressive cost-cutting.  

 

 We see little sales risk for Aramex…  

There are few threats to Aramex’s sales in light of the current economic conditions given its: (i) “one-stop shop” 
business model as the company provides total transportation solutions through offering a variety of related services 
that are typically bundled for each client; (ii) low client concentration as single-client exposure is limited to no more 
than 1% of sales; (iii) diversified client base serving a wide range of industries ranging from pharmaceuticals to 
telecommunications and financial services; (iv) relatively high Middle East exposure (over 70% of sales), for which 
we believe demand will be somewhat resilient in light of relatively sustained GDP growth. 

 

 
Chart 6: Aramex’s Revenue Breakdown by Region (2008)   
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Chart 7: GDP Growth for the World Versus the Middle East (2007a – 2013f)  
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 …but European operation TwoWay Vanguard and a weaker Euro pose a threat  

Our primary concern relates to Aramex’s European operations as represented mainly in its Irish freight forwarding 
and logistics subsidiary, TwoWay Vanguard, which constitutes over 20% of the company’s 2008 sales. TwoWay 
Vanguard’s risk relates to its exposure to a weak region as well as operating in Aramex’s most vulnerable LoB. 
Additionally, a weaker Euro recently would place further pressure on TwoWay’s translated revenues. We assumed a 
30% YoY slash to TwoWay Vanguard’s sales in 2009 whilst assuming flat to single digit growth across other LoBs, 
which translated into a 4% drop in Aramex’s 2009 total sales. We believe there will be a slow-but-sure pick-up in 
Aramex’s sales post 2009, and have accordingly assumed a 4-year sales CAGR of 7%.  

 

 
 

Chart 8: Aramex’s Forecasted Sales and Sales Growth  
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 Chart 9: USD/EUR Exchange Rate (January 2008 - March 2009) 
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Source: Reuters, HC Brokerage 

 

 Falling costs and a lower freight forwarding sales contribution to expand Aramex’s margins 

We forecast a 252 bps expansion in Aramex’s gross margin to 52.4% in 2009 impacted by:  

(i) a fall in costs that has not yet been passed on to clients as the company is currently benefiting from lower 
fuel, airline and other costs. The relative inelasticity of the express business has deemed no price drops 
necessary as of yet. In fact, Aramex raised its fees in the latter part of 2008 in parts of the GCC to mirror 
competition. This trend was witnessed in 4Q08 when Aramex had a peak margin of 51.8% in spite of 
nearly flat sales YoY. We believe that competitive pressures and a softening in demand will likely induce 
Aramex to pass on some of these savings to customers, particularly for the freight forwarding business. 
Thus, we believe the margin benefit will be more skewed towards 1H09 as the company gradually passes 
its cost savings to clients;  
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(ii) a lower freight forwarding contribution to sales (39% of 2009e sales versus 44% in 2008). Freight 
forwarding is Aramex’s least profitable LoB with a gross margin of 28.5% in 2008, and thus contributes 
less to gross profit (22% of 2009e gross profit). Domestic express, which we expect to post the largest 
growth in 2009 compared to other LoBs, had a gross margin of 77.2% in 2008. It is worth noting that 
Aramex books mostly variable costs at the gross profit level. Freight forwarding has the largest variable 
costs, mainly represented in charges related to airline and other means of transportation (such as truck 
wet-lease rental charges). Variable domestic express costs are primarily third-party fees.  

 
 

Chart 10: Aramex’s Historical Gross Margin and YoY Sales Growth  
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Source: Aramex, HC Brokerage  
 

 

 Chart 11: Aramex’s Revenue and Gross Profit Breakdown by LoB (2009e) 
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Chart 12: Aramex’s Gross Margin and Sales Contribution by LoB (2009e) 
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 EBITDA margin could positively surprise if cost-cutting is implemented  

We believe that the improvement in gross margin would more than offset any possible threats at the EBITDA level, 
as we expect EBITDA to grow in 2009e by 3% YoY to AED235 million and EBITDA margin to improve by 75 bps to 
11.7%. Our primary concern at the EBITDA level is related to TwoWay Vanguard, which we believe has high 
operating leverage given its low profitability. As we estimate a 30% drop in its sales, strains at the EBITDA level are 
inevitable unless the company undergoes a cost-cutting program. Around half of Aramex’s costs booked below gross 
profit level are staff-related. Management froze employee recruitment as well as pay raises and so we estimate 
nearly flat costs for 2009e. We believe that the company could possibly deliver better-than-expected results at the 
EBITDA level for 2009e if it applies a stringent cost-cutting program at TwoWay Vanguard to leverage the drop in 
sales. As sales gradually improve, we forecast a 4-year EBITDA CAGR of 10% and an improvement in EBITDA 
margin to 12.9% by 2013. At the bottom line level, we forecast a nearly flat net income in 2009e, with a 2% YoY 
increase reaching AED150 million, and a 4-year CAGR of 9% thereafter. 

 

 Chart 13: Aramex’s Forecasted EBITDA and EBITDA Margin (2008a-2013f) 
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 Outlook by LoB: Express business to leverage fall in freight forwarding 

 

 
 

Table 6: Aramex’s Sales and Gross Profit Breakdown by LoB (2008a-2013f) 

AED Million 2008a 2009e 2010f 2011f 2012f 2013f

Domestic Express       
Sales Revenue 296 324 357 397 447 511
CoGS (68) (70) (76) (83) (93) (107)
Gross Profit 228 255 281 314 354 405
Gross Margin 77.2% 78.5% 78.7% 79.0% 79.1% 79.1%
Contribution to Sales 14.2% 16.2% 17.1% 17.8% 18.5% 19.4%
 
International Express 
Sales Revenue 610 617 637 671 722 786
CoGS (252) (256) (263) (277) (297) (324)
Gross Profit 359 362 374 394 424 462
Gross Margin 58.8% 58.6% 58.6% 58.7% 58.8% 58.8%
Contribution to Sales 29.3% 30.9% 30.5% 30.2% 29.9% 29.8%
 
Freight Forwarding 
Sales Revenue 913 776 789 825 875 932
CoGS (653) (545) (554) (578) (613) (652)
Gross Profit 260 230 235 247 262 280
Gross Margin 28.5% 29.7% 29.8% 29.9% 30.0% 30.0%
Contribution to Sales 43.9% 38.8% 37.8% 37.1% 36.3% 35.3%
 
Logistics 
Sales Revenue 133 144 156 173 192 216
CoGS (27) (26) (28) (31) (34) (38)
Gross Profit 105 117 128 142 158 178
Gross Margin 79.4% 81.8% 81.9% 82.1% 82.3% 82.4%
Contribution to Sales 6.4% 7.2% 7.5% 7.8% 8.0% 8.2%
 
Others 
Sales Revenue 129 138 148 160 175 194
CoGS (43) (54) (57) (62) (67) (74)
Gross Profit 86 84 90 98 108 120
Gross Margin 66.7% 60.8% 61.1% 61.5% 61.8% 61.8%
Contribution to Sales  6.2% 6.9% 7.1% 7.2% 7.3% 7.3%
 
Total Revenues 2,080 1,999 2,088 2,226 2,411 2,639
Total CoGS (1,042) (951) (979) (1,031) (1,104) (1,195)
Gross Profit 1,038 1,048 1,108 1,195 1,307 1,444
Gross Margin 49.9% 52.4% 53.1% 53.7% 54.2% 54.7%
Source: Aramex, HC Brokerage  
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 I. Domestic Express 

We are bullish on the outlook for Aramex’s domestic express LoB as we believe it will be minimally affected by the 
economic slowdown, especially since it is mostly generated within the Middle East, and due to its relatively inelastic 
nature given its low pricing. We also like that it partly comprises postal delivery services for monthly invoices and 
promotional materials for a number of regional companies operating in different sectors. For instance, Aramex has 
an agreement with Oman Post to handle express delivery on its behalf. Although nearly none of the agreements are 
contractually binding and customers can easily shift among couriers, Aramex shall benefit from its position as the 
leading courier in the MENA region (Saudi Arabia is a notable exception as DHL has a strong foothold there). We 
therefore forecast domestic express revenues to post growth of 10% YoY in 2009e (compared to 27% and 31% 
posted in 2007 and 2008, respectively) and to grow at a 4-year CAGR of 12% thereafter.   

 

 II. International Express 

Like domestic express, we are minimally concerned over the international express LoB as it mostly comprises small 
shipments on behalf of Aramex’s corporate client base. However, we are more conservative on this LoB as it is less 
inelastic than domestic express businesses. We forecast nearly flat international express revenues for 2009e with a 
1% YoY growth (compared to 18% in both 2007 and 2008) and at a 4-year CAGR of 6% thereafter. The express 
business will be a primary beneficiary of the aforementioned decline in costs given limited pricing pressures.  

 

 III. Freight Forwarding 

Freight forwarding is the area of business where we see the biggest threat as business activity slows. We are 
further cautioned as this is where the majority of Aramex’s European exposure, represented in TwoWay Vanguard, 
lies. We have assumed a 30% YoY drop in TwoWay Vanguard’s 2009e revenues, reflecting slowed demand and a 
weakening Euro, and nearly flat revenues for the remainder of freight forwarding revenues, which are mostly Middle 
East generated as the Middle East freight business continues to show relative resilience in a global setting (see 
Chart 14 below). Our assumptions translate into a 15% YoY decline in freight forwarding revenues in 2009e. We are 
bullish on freight forwarding margins due to the aforementioned time lag between cost and price reduction, as well 
as the fact that the company charges higher unit prices on lower volumes. This was evident in 4Q08 as freight 
forwarding sales dropped 8% YoY while margins peaked at 30% compared to their average of 27%. We assume 
conservative growth post 2009 at a 4-year CAGR of 5%.  

 

 
Chart 14: Freight Ton Kilometers YoY Growth By Region 
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Chart 15: Aramex’s Freight Forwarding LoB Historical Gross Margin and YoY Sales Growth  
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 IV. Logistics   

Although a relatively small contributor to Aramex’s sales, logistics is an area where management sees great 
potential towards given a growing trend of supply chain outsourcing by companies. Accordingly, the company has 
diverted a big bulk of its investments over the past few years to the logistics LoB, spending around half of its 2008 
CAPEX on warehouses and logistics centers. The company has a large investment in the pipeline relating to a facility 
at Dubai Logistics City with an estimated investment cost of AED130 million, which was scheduled for completion in 
2010 but was put on hold in light of current conditions. The company is revising its investment strategy in logistics 
and will probably make an announcement in 2Q09.  We have excluded the facility and other potential logistics 
investments from our numbers.  

We recognize the importance of logistics for its cross-selling capabilities mainly through generating business for 
Aramex’s freight forwarding LoB. We forecast logistics revenue growth of 8% in 2009e, and assumed a conservative 
4-year CAGR post 2009 of 9%, which is subject to a significant upward revision upon the continuation of the 
company’s logistics investment program. 

 

 V. Other Lines of Business 

The smallest contributor to sales might have the most optimistic outlook, according to management. It 
predominantly includes Shop&Ship and document management services. In January 2009, the company made its 
third (and possibly last) major acquisition in the document business when it acquired Metrofile (for an undisclosed 
but reportedly small amount). Contrary to management, we see significant threats to Shop&Ship services, which are 
strictly a luxury, as consumers become more cost-conscious in light of the slowdown. We forecast growth of 7% 
YoY for this LoB in 2009 and a 4-year CAGR of 7% thereafter.  
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Rating Scale    

Recommendation  Upside  

Buy  Greater than 25%  

Hold  0-25%  

Sell  Less than 0%  

    

   

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

 Disclaimer   

This memorandum is based on information available to the public. This memorandum is not an offer to buy or sell, or a solicitation of an offer to buy or sell the 
securities mentioned. The information and opinions in this memorandum were prepared by HC Brokerage from sources it believes to be reliable and from 
information available to the public. HC Brokerage makes no guarantee or warranty to the accuracy and thoroughness of the information mentioned in this 
memorandum, and accepts no responsibility or liability for losses or damages incurred as a result of opinions formed and decisions made based on information 
presented in this memorandum. HC Brokerage does not undertake to advise you of changes in its opinion or information. HC Brokerage and its affiliates and/or 
its directors and employees may own or have positions in, and effect transactions of companies mentioned in this memorandum. HC Brokerage and its affiliates 
may also seek to perform or have performed investment-banking services for companies mentioned in this memorandum. 
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