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 Low cost carriers model to thrive in GCC 

 Yields to remain under pressure in 2016/17 and then gradually improve 

 Passenger growth to continue as low price will continue to attract customers 

 Margins to improve in 2016/17 and then gradually taper off 

 

We are initiating coverage on the aviation sector in the GCC region with a BUY 
recommendation on Air Arabia at AED1.62/share (upside of 31.8%) and with an 
ACCUMULATE recommendation on Jazeera Airways at KWD0.989/share (upside of 11.2%). 
Our recommendation for companies are based on various factors such as the cost structure, 
expansion plans, geographical presence within a country/countries, market share in the 
country/countries it operates in, vertical and horizontal integrations and operational 
efficiencies.   
 
Air Arabia - TP AED: 1.62; Upside 31.8% 
Air Arabia is Middle East and North Africa’s first and largest LCC. It flies to 116 destinations 
across the Middle East, North Africa, Asia and Europe. It operates from five different hubs 
strategically located across the Middle East. Air Arabia fleet size is expected to rise to 47 
by 2017 meaning they would be adding 6 more aircrafts in 2016/17. In 2015, the airline 
carried over 7.6mn passengers and we expect this number to grow to 7.8mn in 2016 and 
to 8.6mn by 2019. We expect revenue and net income to grow at a CAGR of 3.2% and 5.55 
respectively during 2015-20. It is currently trading at an attractive 2016 PE and P/Bv 
multiple of 9.9x and 1.1x respectively. Along with that Company offers handsome dividend 
yield of 7.3% for 2016. Apart from listed on DFM, the stock is part of FTSE Nasdaq Dubai, 
FTSE Emerging Markets Index and Bloomberg GCC 200 index. 
 
Jazeera Airways - TP KWD: 0.989; Upside 11.2% 
Jazeera Airways is a Kuwaiti airline with its head office on the grounds of Kuwait 
International Airport. It flies to 20 destination across MENA and operates through a leased 
fleet size of 7 aircrafts. In late 2014, Jazeera Airways Group, winded up its operations at 
its Sahaab Aircraft Leasing subsidiary in order to fully focus on its airline business. Sahaab's 
fleet of fifteen A320-200s were sold off to a consortium for KWD149mn (USD507mn). In 
2015, the airline carried over 1.2mn passengers and we expect this number to grow to 
1.27mn by 2019. We expect revenue and net income to grow at a CAGR of 2.5% and 1.2% 
respectively during 2015-20. It is currently trading at a 2016 PE and P/Bv multiple of 11.6x 
and 4.9x respectively. Along with that Company offers handsome dividend yield of 5.9% 
for 2016. Apart from Kuwait stock exchange, the stock is part of Bloomberg GCC 200 index 
and is a constituent of Dow Jones Islamic market world emerging T&L index.  
 

 

OABInvest - Aviation Universe 

Company 
CMP P/Bv 2016e Upside

(LC) 1m 3m 

Air Arabia 1.23 -6.8% -10.2% 9.9           1.1              1.62          31.8% BUY

Jazeera Airways 0.890 7.2% -1.1% 11.6        4.9              0.989       11.2% ACCUMULATE

Source: Bloomberg & OAB Invest

Stock Perf. Target 

Price (LC)

RecommendationPE 2016e
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Valuation Methodology 

 
For arriving at the fair value of companies, we have used a blend of two valuation methods:  
 

 Cash flow approach represented by the Discounted Cash Flow Method.  

 Relative valuation approach based on 2016e P/E multiple of the sector.  
 
Discounted Cash flow Method – DCF  
The DCF is based on a 5-year forecast of free cash flows to the firm (2016-20). The free cash flows for the forecasted period and the terminal 
value are then discounted back at the weighted average cost of capital (WACC) to arrive at the total net present value (NPV) of the company. 
Subsequently cash and non-operating assets are added while long-term debt is subtracted to arrive at the equity value. Cost of Equity is derived 
using the Capital Asset Pricing Model (CAPM).  
 
Relative Valuation Method  
We have used relative valuation based on the GCC Aviation sector 2016e P/E multiple. GCC Aviation sector 2016e P/E multiple is based on 
weighted average 2016e P/E multiple of companies under our coverage. This sector P/E is then multiplied with the forecasted 2016 EPS of the 
company to arrive at the fair value.  
 

 

Valuation 
AIR ARABIA JAZEERA 

(AED 000) (KWD 000)

DCF

PV of Cash Flows & Terminal Value

Year.1 485,900             9,952                 

Year.2 460,226             9,882                 

Year.3 462,094             9,596                 

Year.4 476,850             9,363                 

Terminal 7,022,606           159,046             

Assumption

Growth Rate 3.0% 3.0%

Risk Free Rate 1.9% 1.9%

Risk Premium (Market Risk, Company Risk, Country Risk) 9.0% 9.0%

Beta (5yr Monthly) 0.76                   0.77                   

WACC 8.2% 8.9%

Equity Value 7,929,857           206,986             

Outstanding Shares (000) 4,666,700           200,000             

DCF Value per Share 1.70                   1.035                 

Relative Valuation

Peer Group Multiple 10.5                   10.5                   

Price based on PE  multiple 1.31                   0.807                 

Fair Value - DCF (80%) 1.70                   1.035                 

Fair Value - RV (20%) 1.31                   0.807                 

Fair Value 1.62                   0.989                 

Current Market Price 1.23                   0.890                 

Upside / (Downside) 31.8% 11.2%

Recommendation BUY ACCUMULATE
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Sensitivity Analysis of the DCF Value  
 

 
 

 
 
 

PEER Group Comparison 
 

 
 
 
 

1.699   1.0% 2.0% 3.0% 4.0% 5.0% 1.699   7.0% 8.0% 8.8% 10.0% 11.0%
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1.035   1.0% 2.0% 3.0% 4.0% 5.0% 1.035   7.0% 8.0% 8.9% 10.0% 11.0%

6.9% 1.104   1.289   1.571   2.050   3.046   -1.0% 1.514   1.212   1.035   0.866   0.758   

7.9% 0.942   1.069   1.248   1.520   1.983   0.0% 1.514   1.212   1.035   0.866   0.758   

8.9% 0.821   0.912   1.035   1.208   1.471   1.0% 1.514   1.212   1.035   0.866   0.758   

9.9% 0.728   0.796   0.884   1.003   1.170   2.0% 1.514   1.212   1.035   0.866   0.758   

10.9% 0.653   0.706   0.772   0.857   0.972   3.0% 1.514   1.212   1.035   0.866   0.758   
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JAZEERA AIRWAYS

Name Market Cap 

USD mn

ROA, % ROE, % Dividend 

Yield, %

P/Bv 2016e PE 2016e

AIR ARABIA PJSC 1,562          5.0% 11.6% 7.3% 1.1               9.9               

JAZEERA AIRWAYS 591              28.3% 42.1% 5.9% 4.9               11.6             

RYANAIR HLDGS 20,793        14.0% 37.8% N/A 4.6               15.1             

AIR NEW ZEALAND 2,227          7.9% 27.6% 9.5% 1.5               5.1               

AIRBUS GROUP SE 52,369        2.7% 41.4% 2.2% 7.7               17.0             

BOEING CO/THE 83,713        5.5% 69.0% 3.4% 13.5             15.1             

DELTA AIR LI 38,404        8.4% 46.0% 1.1% 3.5               7.3               

UNITED CONTINENT 21,504        19.0% 129.2% N/A 2.4               6.7               

AMERICAN AIRLINE 24,953        16.6% 198.8% 1.0% 4.6               6.6               

JETBLUE AIRWAYS 6,853          8.2% 23.6% N/A 2.1               8.6               

QANTAS AIRWAYS 6,462          5.9% 34.7% N/A 2.6               6.5               

SINGAPORE AIRLIN 9,883          2.6% 5.0% 2.4% 1.0               19.1             

AIR CHINA LTD-H 12,293        3.3% 12.3% 2.3% 1.0               5.6               

CHINA EAST AIR-H 10,597        2.5% 13.5% N/A 1.3               5.7               

AIR CHINA LTD-A 12,294        3.3% 12.3% 1.6% 1.5               9.6               

Source: Bloomberg & OAB Invest
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Fact Sheet / Comparison Chart / Operating Facts  

 

Destinations Hubs

Aircrafts Yield (USD)

Load Factor Passenger Flown (mn)

Net Margin Gross Margin

Source: Company Filings & IR Presentation
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Aviation Sector 
   

Global Aviation Industry 
 
Global aviation industry revenue has grown at a CAGR of 7.2% to USD758bn in 2014 from USD379bn in 

2004. During the same period passenger and cargo revenue witnessed a CAGR of 6.6% and 3.0% 

respectively. While other revenue which comes from multiple sources such as inflight entertainment, duty 

free sales, ancillary services has grown over the period with respect to more customized and tailored 

demand of the passengers at a CAGR of 13.7% during 2004-14. All this has been largely because growth in 

population, increased per capita income and faster safer and luxurious way of travel. 

 

On the price front, it has grown from USD192 TO USD190 from 2004-14, CAGR of 1.7%. While passenger 

numbers have grown at a CAGR of 5.4% during 2004-14 to 3.7bn from 1.97bn in 2004.  

 

 
 

Net profit of the global aviation industry has grown at a robust pace standing at USD17.3bn from a loss of 

USD5.5bn in 2004. Within the same period, profit of Middle Eastern airlines grew at a CAGR of 16.2% to 

USD0.9bn in 2014.  

 

Over the last four years, the passenger traffic growth rate in terms of revenue passenger kilometers (RPK) 

has been steady at around 6-7% globally while the same has been the highest in the Middle East. The region 

also recorded higher freight traffic growth rate over the same period in terms of freight ton kilometers (FTK) 

compared with other major geographies. In fact, over the last three years, the Middle East has been the 

only region to record double-digit growth in passenger traffic. On the passenger capacity i.e. Available Seat 

per Kilometers (ASK) front, Middle East was once again the only region which witnessed double digit growth 

in last four out of five years. This has largely been due to addition of fleets by many airlines such as Emirates, 

Etihad and Qatar Airways.  

 

Going forward, growth in RPK in Middle East is expected to remain healthy in double digit to around 12.5% 

in 2016 which is almost double to that of Global average of 6.9% while ASK in the same period is expected 

to be 12.2% which is again almost double of Global Average at 7.1% in 2016.  

 

Revenue and Passenger Growth 

Source: IATA
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Global Fleet Development 

 
As per Boeing, in 2014 there were approximately 21,600 airplanes in service, a number that is expected to 

double over the next 20 years to an in-service fleet of 43,560 airplanes. To achieve that number, 38,050 

new airplanes will be needed, and 26,730 of them, or 70%, will be single-aisle airplanes. Additionally, 8,830 

new wide-body airplanes will be needed. Regionally, the need for new airplanes is well balanced. Asia will 

need approximately 40%; Europe and North America combined will need approximately 40%; and together, 

the Middle East, Latin America, Africa, and CIS will need the remaining 26%.  

 

 
 

The Middle East will take delivery of the greatest number large wide body airplanes and the second greatest 

number medium wide body airplanes because of the number of people transiting through the region. 

 

LCC Fleet Demand Outlook 
 

As the market continues to develop and expand, so do LCC business models. In fact, as airlines further 

innovate their product and network offerings, increasing differentiation is emerging within the broad LCC 

market. For example, some carriers are offering more amenities, others are capturing more ancillary fees, 

and still others are exploring longer mission distances. These innovations drive airline efforts to grow 

profitably through a combination of cost efficiency and increased revenue.  

 

 
 

Breakup of Demand till 2034 Breakup of Demand till 2034

Source: Boeing 
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Fuel Cost  

 
Up until 2014, aviation industry spent more than USD215bn dollar on fuel representing around 30% of their 

cost. The number has gone up from USD116bn in 2006, when the cost stood at 26% of their total.  

 

Although the cost as percentage of total has gone up largely because of increase in oil price, but at the same 

time the airlines have worked on tremendous new measures to reduce their cost including reducing and 

more accurately measuring on board weight, cruising at higher altitudes, making greater use of flight-

management systems and conducting more in-depth analysis of weather conditions. In addition, airlines 

are modernizing their fleets with more fuel-efficient airplanes, enhancing their operations by increasing 

load factors and utilization, redesigning hubs and schedules to alleviate congestion and pooling resources 

to purchase fuel in bulk through alliances with other carriers. 

 

 
 

Going forward, we estimate that fuel as percentage of cost will decline to 24% and 22% in 2015 and 2016 

respectively, largely due to the operating efficiencies carried out by the companies as well as because of 

sizable drop in the price of fuel.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fuel Cost as % of Total

Source: Airbus & OABInvest
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GCC Aviation Sector  
 

Continued period of high crude prices and governments drive to diversify from oil to other industries turned 

GCC into one of the bespoke hub of global aviation. Being strategically located at approximately an eight-

hour flying distance from two-third of the world’s population, GCC acts as a central aviation hub and a key 

link between the eastern and the western worlds. Furthermore, abundant oil reserves in the region ensure 

a stable fuel supply for the region’s carriers at a cost lower than their global competitors.  

 

 
 

Alike rest of the world, airline companies in GCC are either fully controlled by their respective governments. 

However, some of these flag carriers suffer from traditional inefficiencies of a government-owned entity 

worsened by high fixed costs, overregulation and a huge debt pile that resulted into large losses. 

Privatization is the only viable option for governments that are in need of financing to modernize the 

existing fleet, facilities and equipment. The decision taken by some of the countries to privatize have not 

reached its required level. 

 

Kuwait has been attempting to jump-start Kuwait Airways’ fortunes by privatizing the state-owned carrier 

since 2008. But, the prospect of life in the private sector has faded away each time the airline has seemed 

to be making some progress towards it. The process has faltered multiple times. Finally, in January 2013, 

the Kuwaiti parliament passed what seemed to be a binding privatization agreement by which the 

government would retain only a 20% stake, with the rest being offered to a mix of investors and employees. 

In June 2015, Jazeera Airways formally bid for 35% of the national carrier, the largest amount a single private 

investor can take under the privatization law. Within days, however, reports began to circulate that the 

Kuwaiti government, for unknown reasons, had decided to retain 75% of the national flag carrier’s equity 

forcing Jazeera which was keenly looking forward to acquire the local flag carrier to think of alternate 

strategies. 

 

We believe that privatization as well as mergers and acquisition within GCC countries would not be the 

thing local flag carriers or the governments controlling them would be keenly looking at. Rather than that, 

building up of fleet, modernization of airport infrastructure, operating efficiencies are the keen areas 

government would be looking at. 

 

Major Airline Fleet Size

Source: Airfleet.net
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Factors Driving Growth  
 

The GCC aviation industry has played a major role in economic diversification in the region, as the GCC 

nations attempt to reduce their dependence on oil revenues to drive growth. Growth of the aviation sector 

in the region has been supported by the increasing population, higher per capita income, government 

support, the large expatriate population, the favorable geographic location, tourism and many more.  

 

1. Tourism and Transit Hub 
 

GCC countries have experienced a rapid economic transformation in recent years. These countries with 

desert landscapes and world famous commercial towers are not only hubs of trade and tourism, but a 

gateway between the east and the west. 

 

Tourism in the GCC covers various activities such as travel to deserts, skydiving, hot air balloon tours, 

trekking, sporting events, shopping, visit to historical sites and museums, music festivals, medical tourism 

and much more. 

 

In terms of investment, through 2030, UAE alone is scheduled to invest over USD200bn in new tourism-

related infrastructure. Future tourism growth markets presently under aggressive expansion include cruise, 

medical and sports travel. The rapid port construction throughout the GCC is expected to attract 2.1mn 

cruise tourists by 2017. And in Dubai alone, 22 hospitals are planned or under construction to help deliver 

a total of 500,000 medical tourists to the UAE by 2020. One of the most wide-open spaces in the UAE ripe 

for exploitation is the global meetings and convention industry. The number of meetings in the Middle East 

has grown quicker than in other regions, it has more than tripled over the last decade.  

 

Projected Tourist Arrivals in GCC             
 

  
 

                

                  

                  

                  

                  

                  

                  

                  

                  

Source: Statista                
 

      
 

With Dubai and Abu Dhabi firmly established as in-transit hubs, there’s a push to convert more of that into 

stopover traffic. In 2015, Abu Dhabi International Airport became the first Middle Eastern gateway to open 

a U.S. Customs Border Clearance Gate. The pre-clearance facility makes Abu Dhabi a more attractive fly-

through destination for Asian passenger’s en-route to the US. World EXPO 2020 in Dubai is expected to 

provide a major boost to tourism, driving demand for air travel. Dubai is expecting the influx of 20mn 

tourists per year until 2020. The World EXPO 2020 would attract more than 25mn visitors. While FIFA World 

Cup 2022 in Qatar is expected to host around 3.5mn tourists in 2022. The hospitality segment’s capacity 

not only UAE and Qatar but also in other neighboring countries would increase significantly over the next 

decade to accommodate to the growing demand from tourists. 
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2. Attractive Demographics 
 

GCC region witnessed one of the highest rates of population growth in the world over the last decade, 

around four times faster than emerging markets and the US, seven times faster than in China and ten times 

higher than in the euro zone. This was mainly due to the large inflow of expatriates that now account for a 

large share of the population. The region’s growing population is characterized by high levels of 

urbanization, with more than 3/4th of the population living in urban areas. Increased urbanization and 

concentration of wealth has led to greater growth in air travel.   

 

Demographics                     

   Population by Age Group     Rate of Population Change     Urban    Rural  

   0-24   25-49   49-100     2005-10   2010-15   2015-20        

 Bahrain  36.7% 50.6% 12.7%              7.50             1.76             1.52    89% 11% 

 Kuwait  35.7% 53.5% 10.8%              6.03             4.81             2.07    98% 2% 

 Oman  36.8% 53.1% 10.1%              3.21             8.45             1.40    77% 23% 

 Qatar  30.1% 61.7% 8.2%           14.93             4.72             1.85    99% 1% 

 KSA  44.2% 42.9% 12.9%              2.54             2.32             1.72    83% 17% 

 UAE  26.6% 63.1% 10.2%           12.40             1.89             1.40    85% 15% 

 Source: IMF, UN                    

 

Apart from that growing expatriate workforce 

contributes significantly to the air travel in the 

region. With GCC population at 51.5mn, 

expatriates are estimated to be around 

25.8mn which is fractionally more than half of 

the population at 50.2%.  

 

Qatar leads in the GCC with expatriate 

accounting for almost 87% of the population 

followed by UAE and Kuwait at 86% and 

76.5% respectively. Saudi Arabia has the 

lowest expatriate population at 30% of the 

total followed by Oman and Bahrain at 45% 

and 56.5% respectively.  

 

These expatriates come to this region from diverse geographies. People from South Asian countries such as 

India, Pakistan, Bangladesh and Sri Lanka constitute the largest expatriate community, followed by 

immigrants from Arab countries such as Egypt, Lebanon, Jordan and Syria and the least by Southeast Asia, 

Africa, Europe and other western countries. 

 

3. Government Spending - Airport Expansion 

 
Up until last quarter of 2014, GCC region was flourishing with petrodollars. These petrodollars fueled huge 

growth in all the sectors and governments continued to spend higher every year in order to diversify from 

oil based economies. Despite oil prices almost halving, the region is still going ahead with many of its vital 

projects and is pumping up various sectors in an effort to diversify.  
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Governments’ concerted focus on building modern infrastructure supported growth during the economic 

crisis. Alike other sectors, aviation equally benefited and government invested more than USD300bn in 

developing airports in last decade and much more is still in the pipeline.  

 

The project is being funded from the AED9.19bn (USD2.5bn) grant provided by the UAE to Bahrain in 2013 

as part of the Gulf Cooperation Council development program for Bahrain. The USD1.1bn expansion of 

Bahrain International Airport aims to increase its capacity to 14mn passengers per year. The project also 

seeks to upgrade the services and facilities provided by the airport.  

 

 Kuwait's airport expansion project is set to boost its capacity to 10mn passengers per year. Turkey's 

Limak Holding and local construction firm Kharafi National won the bid to build the new terminal at a 

proposed cost of USD4.35bn (KWD1.312bn).  

 

 Muscat airport expansion plan to increase its capacity to 12mn passengers per annum is being 

rigorously pursued. Budgeted at a cost of USD1.8bn, the project is expected to be complete in coming 

years. The total gross floor area for the new Muscat International terminal building is 344,995 m2 with 

an overall airport land area of 21 km2.  

 

 Al Maktoum International at Dubai World Central (DWC) will undergo USD32bn expansion, which will 

enable the airport to accommodate more than 220mn passengers a year. Anticipated to be the biggest 

airport project in the world, the expansion will be built in two phases over six to eight years. The first 

phase includes two satellite buildings with capacity for 120mn passengers annually and accommodate 

100 A380 aircraft at any one time. The entire development will cover an area of 56 square km. 

 

 Expansion work on Jeddah's King Abdulaziz International Airport (KAIA) is more than 69% complete, 

and the new project is expected to begin operations in 2016. The project's master plan includes 

development in three phases to 2035, with phase 1 expected to increase the airport's capacity from 13 

to 30mn annual passengers. When fully complete, the airport's final capacity is slated to reach up to 

80mn passengers per year. 

 

Apart from these upcoming ones, Hamad International Airport in Qatar was recently opened which was 

built at a cost of USD16bn. Following expansion, it is expected to handle 50mn passengers per year annum.   

 

4. High per Capita Income  

 
The GCC countries enjoy some of the highest GDP per 

capita levels in the world and this general wealth enables 

the aviation market to achieve growth rates typically not 

found in mature markets such as the US or the UK. This has 

also been because of lower population numbers as well.  

 

This has allowed the market to evolve, moving into a more 

refined, experience-based environment, which is likely to 

remain the basis of successful aviation sector globally. At 

the same time high per capita income has made air travel 

affordable for the residents.  

Per Capita Income (USD)

Source: IMF
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Low Cost Carriers – flourishing model 

 

The low-cost carrier (LCC) business model has proved successful throughout the world but particularly so 

in GCC. Typical LCC strategies include operating at secondary airports, flying a single airplane type, 

increasing airplane utilization, relying on direct sales, offering a single-class product, avoiding frequent-flyer 

programs, and keeping labor costs low.  

 

Full service airlines typically have an all-inclusive fare structure and offer network connectivity.  LCC’s on 

the other hand have a componentized fare structure where almost everything you expect from a full service 

airline is a chargeable add-on with an LCC.  It is these ancillary revenue strategies that low cost airlines fill 

the revenue gap between a very low upfront seat cost and the cost of operation. 

 

 
 

The Middle East counts 40 active LCCs with routes into, out of and within the region. Of these just four are 

local to the region i.e. Air Arabia, Flydubai, FlyNAS and Jazeera Airways all of which are GCC based but have 

hubs across Middle East. Even so, LCC penetration has risen to 11.1% on domestic routes (seat capacity) 

and 19% on international services. In both cases it is the highest figure recorded and in the case of 

international flights it increased by 2.3 percentage points over the 2014 total. 12 years ago LCC activity was 

so small as almost to be immeasurable. 

 

 
 

Global LCC Capacity Share (%) of Total Assets

Source: CAPA - Centre for Aviation
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The growth in LCC has also been because of its population being dominated by expatriate work force. 

Majority of the expatriate work force come with an intent to work for 5-10 years and move back to their 

homelands and with some sizable tax free income. The introduction of LCC was pretty much appreciated 

by the expatriate work force as well as the local populace who wanted to save money during peak travelling 

times. Hence ever since their introduction in the region, LCCs have gained popularity. 

 

Many of the early LCC’s airlines are entering a maturity stage where they are now the “legacy airline” and 

are contending with a series of new start-up airlines testing the boundaries even further. With four low cost 

carriers already in operation, Oman has recently announced that their first budget airline will fly under the 

brand name of ‘Salam Air.’ 

 

Exchange Rate Fluctuations and its impact on Aviation Companies 

 

Foreign exchange fluctuations and how it affects the airlines for an airline with international operations, 

the need to translate cash flows into different currencies, and the uncertainty surrounding the level of 

future exchange rates, gives rise to FX risk.  

 

The size of the FX risk varies, depending on the nature and scope of an airline’s operations, as well as its 

corporate strategy. For airlines, the main foreign currency exposure is often to the US dollar because key 

cost items, notably fuel, maintenance, and overhaul costs (~40% of total operating costs), along with aircraft 

purchase and lease payments, are typically priced in US dollar terms. 

 

There are three main channels through which changes in exchange rates typically affect airlines.  

 

 
         Source: IATA 

 

Amongst, Air Arabia and Jazeera, former is more exposed to foreign currency risks as it operates from five 

different hubs and goes to 116 destinations compared to one hub and 20 destinations of Jazeera. But at the 

same time Air Arabia has been doing well on the forex front and have been able to grow their gains from 

forex fluctuations in last four years to USD4.3mn compared to losses of USD0.67mn in 2011. While Jazeera 

which witnessed forex losses in year 2012 & 2013 have witnessed good gains on forex amounting to 

USD0.21mn and USD0.6mn in 2014 and 2015, respectively.  

 

Financial Accounts
Airline Decisions 

(Supply)

Consumer Decisions 

(Demand)
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Going forward, we believe that, airlines would be extra prudent in managing their forex operations as low 

oil price era would bring several headwinds for the aviation companies.  

 

The outlook for crude oil prices  
 
The fall in crude oil prices in 2H14 has led to a renewed focus on the impact of this crucial commodity on 
the airline industry’s profit outlook. Jet fuel is refined from crude oil and has accounted for between one 
quarter and one third of airline industry costs in recent years. Historically, annual changes in the price of oil 
have broadly tracked world GDP growth: a falling oil price typically accompanies slowing GDP growth and a 
rising oil price usually coincides with stronger GDP growth. Although it might seem intuitive that lower oil 
prices are good for airline profits (and vice versa), the relationship between the price of oil and airline 
margins is complex. Certainly, there are examples of years when oil price hikes have coincided with troughs 
in airline margins (e.g. 1980) as the fuel bill jumped dramatically. However, there have also been periods 
when rising oil prices coincided with rising airline margins. A good example of this is the pre-financial crisis 
years from 2002 to 2007, when Brent crude oil prices rose from USD25 to USD72 per barrel and world airline 
operating margins rose from -1.6% to 3.9%. The key point is that the world economy grew stronger during 
this period (and was particularly robust in 2004 to 2007), increasing the demand for both oil and for air 
travel. In this strong economic environment, airlines enjoyed good pricing power and could pass on much 
of the increase in fuel costs through fuel surcharges and rising fares.  
 

 

Brent crude has spent much of 2015 below USD60 per barrel, prices that was last seen in 2009. Many 

commentators attributed the oil price drop to a surge of supply from new sources, including “tight oil” from 

Forex Gains and (Losses)

Source: Company Filings 
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US fracking and oil sands in Canada. A slightly hazier economic environment may also be playing its part. 

Certainly, the historic relationship between Brent prices and world GDP raises the possibility that falling oil 

prices may be a signal of a weaker economic outlook. This gives some cause for concern, since it may also 

signal weaker demand for air travel if oil prices remain lower than expected, or if they fall further.  

However, lately OPEC and Non-OPEC members met and decided to freeze the production to January 2016 

level. This gave some respite to the falling oil prices and they recovered by over 40% from their January 

2016 low of 27.8/barrel and touched a high of USD41.7/barrel in 2nd week of March 2016.  

The most recent consensus forecast published by Bloomberg is that Brent crude will average USD40 per 

barrel in 2016 and will rise to USD54 and USD62 per barrel in 2017 and 2018 respectively.  

Sector Outlook  
 

As the Global developed and emerging markets continue to grow and new business models expand, 

airplane manufacturers are seeing greater diversity in their customer base. Rapidly evolving aviation 

services in developed and emerging regions are broadening the geographical balance of airplane demand, 

spurring a worldwide requirement for 38,050 new jet airplanes by 2034 i.e. 1,900 aircrafts a year.   

 

The low-cost business model continues to drive growth in the single-aisle market. Passengers have access 

to a wider range of destinations and the benefit of the speed and convenience that flying offers over 

traditional modes of transportation.  

 

Middle East airlines continue to favor wide body airplanes and premium passenger services to leverage the 

area’s geographic advantages and prominence in business travel. All regions are expected to face similar 

challenges of fuel-price volatility, emission control regimes, and ever-increasing airport congestion as the 

growing world fleet works to keep pace with burgeoning international and local demand for air travel.  
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AIR ARABIA TP : AED 1.62 / share 
 

Recommendation BUY 

Bloomberg Ticker AIRARABI UH 
Reuters Ticker AIRA.DU 
Current Market Price (AED) 1.23 
52wk High / Low (AED) 1.69 / 1.1  
12m Average Vol. (000) 8,446 
Mkt. Cap. (USD/AED mn) 5,740 / 1,562  
Shares Outstanding (mn) 4,666.7 
Free Float (%) 70.1% 
PE 2016e (x) 9.9 
PBv 2016e (x) 1.1 
Dividend Yield 2016e (%) 7.3% 
  
Price Performance:   
1 month (%) -6.82% 
3 month (%) -10.2% 
12 month (%) -13.4% 

 
 

 
 
 
 
 
 
 
 
Hettish Karmani 
Head of Research 
h.karmani@oabinvest.com 
Tel: 00968 - 24754316 

Initiate coverage of Air Arabia with a BUY at a target price of AED1.62/share. 
Air Arabia is Middle East and North Africa’s first and largest LCC. It flies to 116 
destinations across the Middle East, North Africa, Asia and Europe. It operates 
from five different hubs strategically located across the Middle East. Air Arabia 
fleet size is expected to rise to 47 by 2017 meaning they would be adding 6 
more aircrafts in 2016/17. In 2015, the airline carried over 7.6mn passengers 
and we expect this number to grow to 7.8mn in 2016 and to 8.6mn by 2019. 
We expect revenue and net income to grow at a CAGR of 3.2% and 5.55 
respectively during 2015-20.  

Our target price offers an upside of 31.8% compared to current market price 
of AED1.23/share. It is currently trading at an attractive 2016 PE and P/Bv 
multiple of 9.9x and 1.1x respectively. Along with that Company offers 
handsome dividend yield of 7.3% for 2016.  

Apart from listed on DFM, the stock is part of FTSE Nasdaq Dubai, FTSE 
Emerging Markets Index and Bloomberg GCC 200 index.  

 
Risk to Target Price 

 Increase in oil prices higher than estimated 

 Entry of new player / intensifying competition 

 Global economic slowdown 

 Intensifying geopolitical friction 

 Delays in acquiring new aircrafts 
 
Catalysts  

 Announcement of acquiring more new aircrafts 

 Expansion to new destinations  

 Attractive dividend yield 

 Acquisition of airline 

 

 
 

Price Volume Performance

 

Source: Zawya 
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Volume Air Arabia (AED) Key Financial Data and Estimates
2015 2016e 2017e 2018e 2019e 2020e

Revenue (AED mn) 3,826      3,652      3,737      3,980      4,312      4,479      
Net Income (AED mn) 511          562          587          605          658          667          

Gross Margins (%) 21.0% 21.5% 21.8% 21.2% 21.2% 20.8%
Net Margins (%) 13.4% 15.4% 15.7% 15.2% 15.3% 14.9%

Debt to Equity (x) 0.02         0.02         0.02         0.03         0.03         0.03         
Cash as % of Assets 14.0% 17.1% 18.9% 20.0% 21.1% 20.8%

ROE (%) 10.6% 11.6% 11.7% 11.7% 12.3% 12.1%
PE (x) 12.0         9.9           9.4           9.2           8.4           8.3           
PBv (x) 1.3           1.1           1.1           1.1           1.0           1.0           
Dividend Yield (%) 6.6% 7.3% 7.3% 7.3% 8.1% 8.9%

Source: Company Filings and OABInvest

mailto:h.karmani@oabinvest.com
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About the Company 
 

Air Arabia is Middle East and North Africa’s first and largest LCC. It flies to 116 destinations across the Middle 
East, North Africa, Asia and Europe. The airline commenced its operations in October 2003. Air Arabia 
announced in January 2015 it took a 49% stake in Jordan's Petra Airlines (with existing shareholder RUM 
Group holding the remaining 51%) and would re-launch the airline as Air Arabia Jordan. Air Arabia already 
has two foreign units, Air Arabia Egypt and Air Arabia Maroc. These are part of Air Arabia's plans for a pan-
Arab world LCC group, not dissimilar to AirAsia or Jetstar in Asia but being pursued far less aggressively. In 
addition to the Egypt and Morocco operations, Air Arabia has a small hub in the UAE's Ras al-Khaimah 
emirate to complement its main Sharjah operations. Jordan will be Air Arabia's fifth hub. Air Arabia consists 
of a group of airlines and companies offering travel and tourism services across the globe. 
 

 
 

 

Air Arabia

Airlines

Air Arabia 

UAE - 100%

Air Arabia

Morocco - 41%

Air Arabia

Egypt - 49%

Air Arabia 
Jordan - 49%

Ground Handling

& MRO

Sharjah 
Aviation 

Services -
50%

Air Arabia 
Engineering -

100%

Flight Operations

Air Arabia 
Simulator -

100%

Hospitality

Centro - 100%

Alpha Flight 
Service - 51%

Radisson Blu -
100%

Action 
Hospitality -

100%

Tourism

Cozmo Travel 
- 51%

Technology

ISA IT 
Solution 

Provider -
100%

Board of Directors Shareholding Structure 

Name Position

HH Sheikh Abdullah bin Mohammed bin 

Saud Al-Thani
 Chairman 

Dr Ghanem Mohammed Obeid Al Hajri  Director 

HHSheikh Mohammed Bin Hamad Bin 

Khalifa Al-Thani
 Director 

Mr Ali Salim Al Midfa  Director 

HH Sheikh Mohammed Bin Saud Bin Sakr 

Al Qasimi
 Director 

Mr Adel Abdullah Mohammed Ali
 Director / Group 

CEO 

Mr Aref Masood Naqvi  Director 

Source: Bloomberg

Sharjah 
Asset 

Manageme
nt, 18.0%

Al Maha 
Holding, 

9.2%

Vanguard 
Group, 1.4%

Pioneer 
Investment 

, 1.3%

Public, 
70.1700%
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Fleet expansion to continue to drive growth 
   
Air Arabia has been continuously pursing the path of expansion and has grown its fleet size from 25 in 2010 
to 41 in 2015. During 2014, Air Arabia received nine Airbus A320 aircraft worth nearly USD845mn at list 
price. Air Arabia Group fleet size reached 38 aircraft by the end of 2014. While in 2015, it received three 
more aircrafts taking its total to 41 out of which 35 are owned while 6 are leased.  

 

 
   

Air Arabia fleet size is expected to rise to 47 by 2017 meaning they would be adding 6 more aircrafts in 2016 
and 2017. Air Arabia is also gradually phasing out leased aircraft and will own all its planes by 2017. However, 
with expected increase in fleet size by Air Arabia and also by its competitors we have reduced our load factor 
forecast to an average of 77% in coming five years i.e. 2016-2020 compared to last five year (2011-2015) 
average of 81%.  
 
On the capital expenditure front, we expect until aircraft additions are achieved we expect capital 
expenditure of AED0.5bn in 2016 and 2017. Post 2017, we expect Air Arabia to require only maintenance 
capex, and we have not assumed any aircraft addition in our model. 
 

Passenger numbers expected to grow from 7.6mn in 2015 to 8.6mn in 2019 
 
Operating out of five different hubs has helped Air Arabia in great extent towards increasing its passenger 
numbers. In 2015, the airline carried over 7.6mn passengers and we expect this number to grow to 7.8mn in 
2016 and to 8.6mn by 2019.  
 
Company recently said that passenger numbers from Russia are improving, after suffering due to a weak 
Russian currency, and passenger traffic from Ukraine and China is also increasing. Additional growth may 
come from Iran, where the carrier recently started flying to two new cities, taking the total to six.  
 
The UAE government negotiated more frequencies and new destinations in Iran for UAE carriers in recent 
bilateral agreements which came amid Tehran's talks with world powers.  
 

Yield expected to remain under pressure and to drop by 5% in 2016 
 
Globally airlines around the world in the backdrop of significant drop in fuel prices dropped their yields to 
attract more customers. Air Arabia was no different than other airlines and registered a drop of over 11% in 
the yield in 2015. Despite drop in yields, the airline was able to maintain its operating margins at 14.5% in 
2015 compared to 14.7% in 2014, thanks largely to drop in fuel prices.  

Air Arabia Fleet Size 

Source: Company Reports & Presentation
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Going forward, we believe that with oil prices expected to remain low, competition will kick in and the airlines 
will further drop their yields and pass on the cost savings to customers. In 2016, we believe the yields to drop 
by 5% and to remain at the same level in 2017 and then with expectation of rise in oil price, the yield will 
follow suit.  
 

Revenue to grow at a CAGR of 3.2% during 2015-2020 
 
Going forward, for full year 2016 we estimate revenue to cross the AED3.6bn mark, however, it is estimated 
to be lower on account of drop in yields as well as because of lower load factor. Compared to 2015 our load 
factor as well as yields stands lower by 2 and 5 percentage points respectively in 2016.  
 

 
 

However, in coming years we expect gradual improvement in the top line on account of increase in the yield 
as well as in the load factor on expectation of increase in oil prices. Top line growth will also see addition 
because of new aircrafts joining its fleet as well.  
 

Fuel hedging to continue despite low oil prices 
 
Air Arabia may see a further impact on earnings from fuel hedges put in place prior to the steep drop in oil 
prices. For 2016, the airline plans to hedge 49% of its fuel requirement at a price of USD75 per barrel where 
as in 2017 and 2018 the hedged fuel percentage is expected to drop to 23% and 15% at a price of USD73 per 
barrel and USD70 per barrel, respectively.  
 

 
 
Fuel hedging is a contract that airlines use to reduce exposure to volatile and potential rises in fuel costs. If 
the oil price falls below the hedged level though, the airline is forced into taking an accounting loss against 

Revenue 

Source: Company Filings and OABInvest
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the difference. Brent crude has lost half of its value since 2014 and as of mid-march stands at USD39.1 per 
barrel i.e. 48% below the Air Arabia hedged level for 2016 at USD75 per barrel.  
 

Margins to improve in light of low oil prices 
 
Fuel is the biggest cost for the firm. In 2014 fuel cost accounted for 50% of the total while in 2015 it dropped 
to 45%. Going forward in our model, fuel costs, as a percentage of direct costs excluding depreciation and 
amortization (D&A), remain at 43%.  

 

 

  
With expectation of decline in the cost because of low oil prices we expect gross margins of the company to 
improve to 21.5% and 21.8% in 2016 and 2017 respectively and then gradually taper down to 20.8% by 2020.  
 

Net income to grow at a CAGR of 5.5% during 2015-20 
 
Air Arabia’s net profit for the year 2015 was AED511.2mn, 7.5% lower than 2014 figure of AED552.9mn. In 
the fourth quarter of 2015, Air Arabia reported a net profit of AED56mn, 13.6% less than the corresponding 
2014 figure of AED64.6mn. 
 

 
 

Going forward, we estimate Air Arabia to register a CAGR of 5.5% during 2015-20 on net income. Growth 
would be contributed by increase in fleet size, gradual improvement in load factor as well as because of 
increase in yield once oil price perch in coming years.  
 
 

 
 
 

Gross Margins 

Source: Company Filings and OABInvest
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        Financial Statements 

 

(AED mn) 2013 2014 2015 2016e 2017e 2018e 2019e

Net Sales Revenue 3,184                3,729                3,826                3,652                3,737                3,980                4,312                

Cost of Sales (2,681)              (3,046)              (3,024)              (2,866)              (2,923)              (3,137)              (3,398)              

Gross Profit 503                   683                   802                   786                   813                   843                   914                   

General & Administrative Expense (159)                  (200)                  (238)                  (230)                  (235)                  (251)                  (272)                  

Operating Profit 344                   483                   564                   556                   578                   592                   642                   

Finance Income 50                     66                     79                     83                     88                     92                     97                     

Other Income 88                     83                     (39)                    19                     22                     24                     27                     

Net Profit 435                   566                   531                   582                   609                   627                   681                   

Minority Interest 14                     13                     19                     20                     21                     22                     24                     

Net Profit Excluding Minority Interest 421                   553                   511                   562                   587                   605                   658                   

Cash and Bank Balance 1,391                1,324                1,599                2,049                2,341                2,570                2,806                
Trade and Other Receivables 498                   396                   503                   578                   694                   833                   999                   

Inventories 12                     17                     17                     19                     21                     23                     25                     

Due from a Related Party 79                     48                     26                     34                     44                     57                     74                     

Intangible Assets 1,092                1,095                1,098                1,098                1,098                1,098                1,098                

Advance for New Aircraft 708                   579                   344                   303                   212                   223                   234                   

Goodwill  189                   199                   199                   199                   199                   199                   199                   

Investments Available-for-Sale 771                   704                   664                   684                   705                   726                   748                   

Other Assets 0                        1                        1                        1                        1                        1                        1                        

Net Fixed Assets 4,332                5,644                6,354                6,346                6,291                6,192                6,055                

Total Assets 9,395                10,574             11,399             11,996             12,397             12,838             13,306             
Finance Lease Liabilities 2,419                3,085                3,496                3,830                3,951                4,077                4,207                

Trade and other payables 1,068                1,491                1,678                1,742                1,810                1,884                1,964                

Deferred income 207                   255                   268                   292                   299                   318                   345                   

Others 125                   (31)                    93                     124                   156                   190                   226                   

Paid -up Capital 4,667                4,667                4,667                4,667                4,667                4,667                4,667                

Reserves 472                   583                   685                   797                   915                   1,036                1,167                

Treasury Shares -                    -                    -                    -                    -                    -                    -                    

Cumulative Change in Fair Values 71                     49                     33                     33                     33                     33                     33                     

Retained Earnings 346                   450                   443                   472                   522                   586                   645                   

Minority Interest 21                     26                     36                     40                     44                     48                     53                     

Total Shareholders Equity 5,576                5,774                5,863                6,008                6,180                6,369                6,565                

Total Equity & Liability 9,395                10,574             11,399             11,996             12,397             12,838             13,306             

Cash Flow from Operating Activities 690                   1,236                1,078                867                   847                   862                   902                   
Cash Flow from Investing Activities (433)                  (499)                  (178)                  (329)                  (258)                  (345)                  (338)                  
Cash Flow from Financing Activities (369)                  (656)                  (732)                  (87)                    (297)                  (289)                  (328)                  
Change in Cash (112)                  81                     168                   451                   292                   228                   236                   
Net Cash at End 1,391                1,324                1,599                2,049                2,341                2,570                2,806                

Current Ratio (x) 1.2                    0.8                    1.0                    1.2                    1.3                    1.4                    1.5                    

Quick Ratio (x) 1.2                    0.8                    1.0                    1.2                    1.3                    1.4                    1.5                    

Gross Profit Margin 15.8% 18.3% 21.0% 21.5% 21.8% 21.2% 21.2%

EBITDA Margin 17.9% 21.1% 25.0% 24.8% 25.2% 24.4% 23.9%

EBITDAR Margin 21.1% 22.6% 25.0% 24.8% 25.2% 24.4% 23.9%

Operating Margin 10.8% 13.0% 14.7% 15.2% 15.5% 14.9% 14.9%

Net Profit Margin 13.7% 15.2% 13.9% 15.9% 16.3% 15.7% 15.8%

Return on Average Assets 5.0% 5.7% 4.8% 5.0% 5.0% 5.0% 5.2%

Return on Average Equity 7.9% 10.7% 10.6% 11.6% 11.7% 11.7% 12.3%

EPS (AED) 0.09                  0.12                  0.11                  0.12                  0.13                  0.13                  0.15                  

Book Value Per Share (AED) 1.19                  1.08                  1.06                  1.09                  1.13                  1.17                  1.21                  

Market Price (AED) * 1.55                  1.50                  1.36                  1.23                  1.23                  1.23                  1.23                  

Market Capitalization (AED mn) 7,233                7,000                6,347                5,740                5,740                5,740                5,740                

Dividend Yield 4.5% 4.8% 6.6% 7.3% 7.3% 7.3% 8.1%

P/E Ratio (x) 16.6                  12.4                  12.0                  9.9                    9.4                    9.2                    8.4                    

P/BV Ratio (x) 1.3                    1.4                    1.3                    1.1                    1.1                    1.1                    1.0                    

Source: Company Filings & OABInvest

* Market price for 2016 and subsequent years as per closing prices on March 31, 2016

Income Statement 

Balance Sheet

Cash Flow Statement

Ratio Analysis



 
 

22 
 

Jazeera Airways TP: KWD 0.989/share 
 

Recommendation ACCUMULATE 

Bloomberg Ticker JAZEERA KK 
Reuters Ticker JAZK.KW 
52wk High / Low (KWD) 1.11 / 0.75  
Current Market Px. (KWD) 0.890 
12m Average Vol. (000) 106,205 
Mkt. Cap. (USD/KWD mn) 591 / 178  
Shares Outstanding (mn) 200 
Free Float (%) 47.3% 
PE 2016e (x) 11.6 
PBv 2016e (x) 4.9 
Dividend Yield 2016e (%) 5.9% 
  
Price Performance:   
1 month (%) 7.23% 
3 month (%) -1.11% 
12 month (%) -20.0% 

 
 

 
 
 
 
 
 
 
Hettish Karmani 
Head of Research 
h.karmani@oabinvest.com 
Tel: 00968 - 24754316 

Initiate coverage of Jazeera Airways with an Accumulate at a target price of 
KWD0.989/share. Jazeera Airways is a Kuwaiti airline with its head office on 
the grounds of Kuwait International Airport. It flies to 20 destination across 
MENA and operates through a leased fleet size of 7 aircrafts. In late 2014, 
Jazeera Airways Group, winded up its operations at its Sahaab Aircraft Leasing 
subsidiary in order to fully focus on its airline business. Sahaab's fleet of fifteen 
A320-200s were sold off to a consortium for KWD149mn (USD507mn). In 2015, 
the airline carried over 1.2mn passengers and we expect this number to grow 
to 1.27mn by 2019. We expect revenue and net income to grow at a CAGR of 
2.5% and 1.2% respectively during 2015-20.  

Our target price offers an upside of 11.2% compared to current market price 
of KWD0.890/share. It is currently trading at a 2016 PE and P/Bv multiple of 
11.6x and 4.9x respectively. Along with that Company offers handsome 
dividend yield of 5.9% for 2016.  

Apart from Kuwait stock exchange, the stock is part of Bloomberg GCC 200 
index as well as is a constituent of Dow Jones Islamic market world emerging 
T&L index.  
 

Risk to Target Price 

 Increase in oil prices higher than estimated 

 Entry of new player / intensifying competition 

 Global economic slowdown 

 Intensifying geopolitical friction 
 
Catalysts  

 Progress on the privatization front 

 Announcement of acquiring more new aircrafts 

 Expansion to new destinations  

 Attractive dividend yield 

 

 

Price Volume Performance

 

Source: Zawya 
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Volume Jazeera (KWD) Key Financial Data and Estimates
2015 2016e 2017e 2018e 2019e 2020e

Revenue (KWD mn) 58.6         56.7         59.2         61.1         63.6         66.2         
Net Income (KWD mn) 15.4         15.4         14.7         14.9         15.6         16.4         

Gross Margins (%) 29.8% 31.3% 29.0% 28.4% 28.3% 28.3%
Net Margins (%) 26.2% 27.1% 24.8% 24.4% 24.5% 24.7%

Debt to Equity (x) -           -           -           -           -           -           
Cash as % of Assets 62.4% 59.3% 58.1% 58.4% 59.3% 60.3%

ROE (%) 48.7% 42.1% 37.1% 34.3% 32.5% 31.1%
PE (x) 11.7         11.6         12.1         11.9         11.4         10.9         
PBv (x) 5.7           4.9           4.5           4.1           3.7           3.4           
Dividend Yield (%) 14.6% 5.9% 6.5% 6.2% 6.3% 6.6%

Source: Company Filings and OAB Invest

mailto:h.karmani@oabinvest.com


 
 

23 
 

About the Company 
 
Jazeera Airways is a Kuwaiti airline with its head office on the grounds of Kuwait International Airport in Al 
Farwaniyah Governorate, Kuwait. It operates scheduled services in the Middle East. Its main base is Kuwait 
International Airport. The airline has grown since its launch to become Kuwait's second national airline and 
has been dynamic in popularizing low-cost carriers in the Middle East. In late 2014, Jazeera Airways Group, 
winded up its operations at its Sahaab Aircraft Leasing subsidiary in order to fully focus on its airline business. 
Sahaab's fleet of fifteen A320-200s were sold off to a consortium comprising Chow Tai Fook Enterprises 
Limited and Investec Bank PLC for KWD149mn (USD507mn).  
 

Strategic Evolution of Jazeera Airways 

 
 

 

FLY

• 2004 - 2006 

• Establish the Company, take to the skies, build brand reputation and operation excellence.

GROW

• 2007 - 2009

• Network expansion to MENA. Support growth with right funding, human resources and 
infrastructure. 

TAP

• Turn Around Plan. 2010 - 2012

• To return the Company to registering profitability, through resizing of company's fleet and 
network.

STAMP

• Strategic Master Plan. 2012 - 2014

• Build on the results generated by TAP and sustain the profitability momentun.

STEP

• Strategic Evolution Plan. 2015 - 2018

• Provide a road map for next three years. 

Board of Directors & Key Management Shareholding Structure 

Name Position

Mr Marwan Marzouq Jasem Boodai  Chairman 

Mr Marzouq Jasem Boodai  Director 

Mr Hany Mohammed Shawki Younis  Director 

Mr Mohammed Abdullah Jomaa  Director 

Mr Mohammed Mohtashim Khan 

Mohammed
 Director 

Mr Abdullah Al Hudaid 
 Director / Group 

CEO 

Mr Donald Hubbard
 Chief Operating 

Officer  
Source: Zawya

Boodai 
Corporation 

W.L.L , 
16.9%

Jassim 
Mohammed 
Al Moussa 
Corp. for 
General 

Trading , 
9.2%

Al Ajneha 
Credit 

Company for 
Cont. and 
General 

Trade , 9.1%
Al Bawadi 

International 
Real Estate …

United 
Bridge Real 
Estate Co. , 

8.4%

Public, 
47.3%
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Moved from owing to leased aircraft model 
 
Jazeera Airways Group sold 15 Airbus A320 aircraft owned by the Group’s fully-owned Sahaab Aircraft 
Leasing as part of a strategic shift to a leased aircraft operation and a focus on the passenger airline business. 
The buyer who purchased the fleet is a consortium comprising Chow Tai Fook Enterprises Limited and 
Investec Bank PLC. The Company entered into an agreement to sell its entire fleet of aircraft to the 
purchasers with effective economic date as of 23 December 2014 for an aggregate price of USD507mn.  
 
Jazeera Airways carried out its voluntary capital reduction process to bring down its capital from KWD42mn 
to KWD20mn to match the size of its current operations. As part of the process, the company issued cash 
payouts worth a total KWD32.7mn starting on Dec 13, 2015. 
  
The KWD32.7mn cash payouts include: 
 

 KWD22mn for a share buyback program for 220mn shares at a nominal price of 100 fils 

 KWD10.7mn in accumulated profits and other reserves that are required by law to be distributed as part 
of the capital reduction 

 
Total payouts to Jazeera Airways shareholders in 2015 came to KWD52.7mn, after including the KWD20mn 
in special cash dividends distributed June 2015. 
 

Passenger numbers expected to grow from 7.6mn in 2015 to 8.6mn in 2019 
 
Operating with four dedicated gates at Kuwait International Airport, Jazeera has raised the passenger growth 
by double digits. In 2015, the airline carried over 1.2mn passengers and we expect this number to grow 
marginally as the airline do not have much expansion plans. Improvement in load factor and customer 
offering and satisfaction would be the only factor providing impetus to the growth in passenger numbers.  
 

   
 

Yield expected to remain under pressure and to drop by 5% in 2016 
 
In the backdrop of significant drop in fuel prices airlines around the world dropped their yields to attract 
more customers. Jazeera followed suit as well and registered a drop of over 10% in the yield in 2015. Despite 
drop in yields, the airline was able to increase its EBITDA margins to 23.9% in 2015 compared to 22.1% in 
2014, thanks largely to drop in fuel prices.  
 
Going forward, we believe that with oil prices expected to remain low, competition will kick in and the airlines 
will further drop their yields and pass on the cost savings to customers. In 2016, we believe the yields to drop 

Source: Company Filings & OAB Invest 
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by 5% and to remain at the same level in 2017 and then with expectation of rise in oil price, the yield will 
follow suit.  
 

Revenue to grow at a CAGR of 2.5% during 2015-2020 
 
Going forward, for full year 2016 we estimate revenue to cross the KWD56.7mn mark, however, it is 
estimated to be lower when compared to 2016 on account of drop in yields. Compared to 2015 our yield 
estimate stands lower by 5 percentage points in 2016.  
 

 
 

However, in coming years we expect gradual improvement in the top line on account of increase in the yield 
as well as in the load factor on expectation of increase in oil prices.   
 

Margins to improve in light of low oil prices 
 
Alike other aviation companies, fuel for Jazeera accounts for the most in the cost. In 2014, fuel cost 
accounted for 42% of the total while in 2015 it dropped to 33%. One of the key factors that led to higher 
operating costs during 2014 was the closure of routes to some of the key destinations due to geopolitical 
issues. Jazeera Airways suspended flight services to cities it used to serve in Syria that led to loss of revenue 
from these routes. In addition, the company had to re-route flight over geopolitically unstable regions for 
safety reasons. This led to higher operating costs for the firm, affecting margins. We have forecasted a 
gradual recovery from such situations and going forward in our model, fuel costs, as a percentage of direct 
costs excluding depreciation and amortization (D&A), remain at 29% in 2016.  

 

 
  
With expectation of decline in the cost because of low oil prices we expect gross margins of the company to 
improve to 31.3% in 2016 and then gradually taper down to 28.3% by 2020. Jazeera airways is planning to 

Source: Company Filings & OAB Invest 
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go long haul as well which might change our margin estimates but once they announce their plans then only 
we will visit our estimates.  

 
Net income to grow at a CAGR of 1.2% during 2015-20 
 
Jazeera’s net profit for the year 2015 was KWD15.3mn, significantly higher than reported in 2014 as in 2014 
company reported a loss of KWD2.9mn on account of sale of its fleet. In the fourth quarter of 2015, Jazeera 
reported a net profit of KWD670k which was higher when compared to last quarter of 2014 when company 
booked a loss of KWD15.8mn.  
 

 
 

Going forward, we estimate Jazeera to register a CAGR of 1.2% during 2015-20 on net income. Growth would 
be contributed by increase in load factor as well as because of increase in yield once oil price increases in 
coming years.  

 
Subdued oil prices to boost income  
 
Global oil prices have been on the decline since last quarter of 2014 and the trend seems to have continued 
with little respite lately after the OPEC and Non-OPEC producers decided to freeze the output. We expect oil 
prices to remain at an average of USD45 per barrel during 2016 compared to an average of USD53.2 per 
barrel during 2015. 
 

 
 

Jazeera Airways eyes long-haul venture with foreign partner 
 
Jazeera Airways (JAZK.KW) could set up a long-haul service with a foreign partner as an alternative to buying 
a stake in national carrier Kuwait Airways, whose privatization has hit long delays. Although initial and if 
approved first plan is to acquire a stake in loss-making Kuwait Airways, but in case that does not come to 
fruition the "Plan 'B' is tying up with an international player to go long-haul. Jazeera currently only has short-

Source: Company Filings & OAB Invest 
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haul regional operations and buying into the national carrier would give it exposure to the more lucrative 
long-haul market. 
 

Jazeera Airways gets connected with Rockwell Collins PAVES™ Cabin Wireless and next-
generation Global Xpress connectivity 

 
Jazeera Airways will be Rockwell Collins’ first airline customer to experience wireless broadband connectivity 
with the company’s new PAVES™ inflight entertainment and connectivity (IFEC) solution. Under the terms of 
the agreement, Jazeera Airways will install PAVES Cabin Wireless and Inmarsat’s Global Xpress (GX) high 
speed connectivity on its fleet of seven Airbus A320 aircraft. The new service will launch in December 2016. 
 
Rockwell Collins PAVES Cabin Wireless media distribution system delivers a number of advanced capabilities 
for airlines, including:  
 

 The ability to stream video content to more than 500 passengers simultaneously 

 A flexible, open-software architecture to support a wide array of apps and services including 
entertainment, news, paid services and shopping 

 An intelligent, high-performance onboard network with consistent delivery to every passenger 
 

Rumors regarding sale of stake by Boodai Corporation untrue 
 
Jazeera Airways major shareholder Boodai Corporation has no current plans to divest its stake in the airline. 
The carrier responded to press reports that Boodai Corporation, an investment holding conglomerate, hired 
HSBC to advise it on a possible stake sale. But the shareholders are always reviewing their investment funds 
and with support from advisors the possibility of selling in the future cannot be ruled out, the management 
added. Jazeera Airways also said that press reports on it entering into mergers or acquisitions or listing the 
company on global markets is not correct. 
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   Financial Statements 

 

(KWD mn) 2013 2014 2015 2016e 2017e 2018e 2019e

Revenue 65.6                  62.5                  58.6                  56.7                  59.2                  61.1                  63.6                  

Cost of sales (34.6)                (44.9)                (41.2)                (39.0)                (42.1)                (43.8)                (45.6)                

Gross profit 30.9                  17.6                  17.5                  17.8                  17.1                  17.3                  18.0                  

SG&A (3.7)                   (3.8)                   (3.4)                   (3.1)                   (3.3)                   (3.4)                   (3.5)                   

EBITDA 27.3                  13.8                  14.0                  14.7                  13.9                  14.0                  14.5                  

Net financial charges (3.6)                   (0.7)                   (0.3)                   -                    -                    -                    -                    

Other income / expenses (6.2)                   (16.0)                2.3                    1.1                    1.2                    1.3                    1.5                    

Profit before taxation 17.5                  (2.9)                   16.0                  15.8                  15.1                  15.3                  16.0                  

Income tax (0.8)                   -                    (0.6)                   (0.4)                   (0.4)                   (0.4)                   (0.4)                   

Net profit 16.7                  (2.9)                   15.4                  15.4                  14.7                  14.9                  15.6                  

Total Fixed Assets 154.0               2.0                    5.1                    7.4                    8.2                    8.4                    8.2                    

Advance for Maintenance 3.8                    7.3                    8.7                    9.5                    10.5                  11.5                  12.7                  

Aircraft Lease Deposits 0.9                    2.6                    3.0                    3.3                    3.6                    4.0                    4.3                    

Goodwill 3.4                    -                    -                    -                    -                    -                    -                    

Total Non-Current Assets 162.1               11.9                  16.8                  20.2                  22.3                  23.9                  25.2                  

Inventories 0.2                    0.2                    0.2                    0.2                    0.2                    0.2                    0.3                    

Trade & Other Receivables 1.4                    2.2                    1.6                    1.7                    1.8                    1.8                    1.9                    

Asset Classified as Held for Sale -                    148.5               -                    -                    -                    -                    -                    

Cash & Depositis 43.3                  64.8                  30.9                  32.2                  33.7                  36.4                  40.0                  

Total Current Assets 44.9                  215.7               32.7                  34.1                  35.7                  38.5                  42.1                  

Total Assets 207.0               227.6               49.5                  54.3                  58.0                  62.4                  67.3                  

Provision for Staff Indemnity 1.7                    2.4                    2.7                    2.6                    2.7                    2.8                    2.9                    

Long term Debt 80.5                  -                    -                    -                    -                    -                    -                    

Other long term liabilities 11.3                  -                    1.7                    1.8                    1.8                    1.8                    1.9                    

Long Term Liabilities 93.6                  2.4                    4.4                    4.3                    4.5                    4.6                    4.8                    

Short term debt 21.5                  116.6               -                    -                    -                    -                    -                    

Deferred income 7.9                    6.3                    5.2                    5.1                    5.3                    5.5                    5.7                    

Trade & Other Payables 9.2                    34.8                  8.3                    8.4                    8.6                    8.8                    8.9                    

Short Term Liabilities 38.6                  157.7               13.5                  13.5                  13.9                  14.2                  14.6                  

Paid-up Capital 42.0                  42.0                  20.0                  20.0                  20.0                  20.0                  20.0                  

Legal Reserve 4.5                    4.5                    1.6                    3.2                    4.7                    6.2                    7.8                    

Retained Earnings 29.2                  20.0                  7.6                    10.9                  12.5                  14.9                  17.7                  

Forex Reserve (0.9)                   1.0                    2.4                    2.4                    2.4                    2.4                    2.4                    

Total Equity 74.8                  67.5                  31.6                  36.5                  39.7                  43.6                  48.0                  

Minority Interest 0.0                    0.0                    -                    -                    -                    -                    -                    

Total liabilities & Equity 207.0               227.6               49.5                  54.3                  58.0                  62.4                  67.3                  

Cash flow from operating activities 20.3                  23.4                  16.7                  14.8                  14.7                  14.8                  15.4                  

Cash flow from investing activities (19.8)                (11.1)                134.8               (3.0)                   (1.6)                   (1.0)                   (0.7)                   

Cash flow from financing activities 8.2                    6.8                    (174.6)              (10.5)                (11.5)                (11.0)                (11.2)                

Net cash at end of period 43.3                  64.8                  30.9                  32.2                  33.7                  36.4                  40.0                  

EBIT Margin 31.4% 21.3% 23.1% 25.1% 22.6% 22.0% 21.9%

Net Profit Margin 25.4% -4.6% 26.2% 27.1% 24.8% 24.4% 24.5%

ROA 8.1% -1.3% 31.1% 28.3% 25.3% 23.9% 23.2%

ROE 22.3% -4.3% 48.7% 42.1% 37.1% 34.3% 32.5%

Market price (KWD) 0.998               0.916               0.900               0.890               0.890               0.890               0.890               

Market Cap (KWD mn) 199.6               183.2               180.0               178.0               178.0               178.0               178.0               

EPS (KWD) 0.083               (0.014)              0.077               0.077               0.074               0.075               0.078               

Book Value per Share (KWD) 0.374               0.337               0.158               0.182               0.198               0.218               0.240               

PE (x) 12.0                  n/m 11.7                  11.6                  12.1                  11.9                  11.4                  

PBv (x) 2.7                    2.7                    5.7                    4.9                    4.5                    4.1                    3.7                    

Source: Company Filings & OAB Invest

* Market price for 2016 and subsequent years as per closing prices on March 31, 2016

Income Statement 

Balance Sheet

Ratio Analysis

Cash Flow Statement
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Recommendation  
BUY Greater than 20% 
ACCUMULATE Between +10% and +20% 
HOLD Between +10% and -10% 
REDUCE Between -10% and -20% 
SELL Lower than -20% 

 

Disclaimer: This report has been prepared by research department in IMG – Oman Arab Bank, and is provided for information purposes only. Under no circumstances is to 

be used or considered as an offer to sell or solicitation of any offer to buy. While all reasonable care has been taken to ensure that the information contained therein is not 

untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness and it should not be relied upon as such, and the bank 

accepts no responsibility whatsoever for any direct or indirect consequential loss arising from any use of this report or its contents. All opinions and estimates included in 

this document constitute IMG's Research department judgment as of the date of production of this report, and are subject to change without notice. This report may not 

be reproduced, distributed or published by any recipient for any purpose.  
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