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Bu calsma havayolu endustrisindeki blyU#eitmelerin geleneksel oranlar ile likte sektore
0zel oran ve 6lculerle analizini icermektedir. Séziilen oranlar beraber kullanilarak diinys
en buyldk ve en rekabetci pazarlarindan olan hauagoldistrisindekisletmeler finansa
performanslari baminda incelenmekte ve kaastiriimaktadir.

Oran analizi yontemi, mali tablolarin incelenmesindullanilan temel unsur olar:
gOriulmektedir. Bu yontemsirketlerin finansal beyanlarinda halka acikladikldilgilerin
kantitatif analizini icermektedirisletmelerin bilango, gelir ve gider tablosu ile nakit akim
tablosu git temel ve ek mali tablolarinda yer alan fark@ietier arasindaki gkileri gosteren
s6z konusu oranlasirketlerin performansini @gerlendirmek amaciyla kullanilan 6nem
bilgilerdir. Dolayisiyla ran analizinde bigirketin likidite, finansal yapi, etkinlik ve karik
acisindan incelenmesi icin ngletme sermayesi, cari oran, ~test orani, toplam varlik dev|
hizi, 6z kaynak karlign, toplam varlik karhigi, kar marji, faaliyet kari, bor¢/6z sermaye ol
ve kaldiric orani gibi finansal oranlarini hesaplanmaktaasmgilastiriimaktadir.

=

Buna ek olarak, her sektor kendi 6zelliklerirgithg! icin sektore 6zel oranlar, sektor ile il
daha derin analiz yapilmasina ve sektorinsamasina yardimci olmak igin ggirilmi stir.

Bu nedenle ¢ayjma; geleneksel oran analizinde kullanilan oraniginda havayolu endistri
ile ilgili arz edilen koltuk mesafesi (ASK), Ucrieylolcu mesafesi (RPK), ortalama yuk fakic
(LF) ve Ucretli yolcu icin mesafe haa gelir (RRPM)ya da hasila gibi der bazi 6l¢U ve
oranlar da icermekted

Burada s6zu edilen ASK ol¢usu, ygirasindaki mevcut koltuk sayisinin, koltuklarwolsun
ya da olmasin, mesafeyle carpimini ifade €

ASK= Ugak baina koltuk sayisi x UguMesafesi (ki

RPK ise wucaktaki Ucretli yolcularin mesafeyle camon temsil etmektedir. ASI
hesaplamasinda vyolcularin ucakta olmasi ya da oasanbnemli dgilken; RPK
hesaplamasinda sadece ucretli yolcularin bulgm#oltuklar hesaplamaya dahil edilmekte

RPK= Ucretli Yolcu Sayisi x UcgiMesafesi (km)

YUk faktori (LF) orani kapasite kullanimi icin kailan, RPK ve ASK dgrlerini
karsilastirarak tcretli yolcular tarafindan doldurulan kidtmiktarini ortaya koymaktad

LF= RPK/ASK

Ucretli yolcu icin mesafe tsina gelir (RRPM) veya hasila bir yolcunun bir kiletre ugmak
icin 6dedpi tutar olarak kaypmiza cikmaktadi

RRPM= Yolculardan Elde Edilen Toplam Geliri/ RB&klinde hesaplanmaktac

Yukarida sOzu edilen havayolgldtmelerine 6zel oran ve gerlendimeler havayolunun
faaliyet kapsamini ifade etmektedir. ASK ve RPKatteri faaliyetlerin buyuklgina ifade
etmekte; LF ve hasila oranlari hesaplanaraklleatirmalar yapiimaktadi

Bu calsma Kuzey Amerika, Asya, Avustralya ve Avrupa'dargilem ve diya capindas
faaliyet gosteren biyik havayojuketlerinden farkli havayolu siniflarini (tam hieiya de
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disuk maliyetli tgiyicilar) ve farkli gletim stratejilerini (uzun, orta ve kisa mesafajiglar)

performanslari geleneksel oran analizi ve sektéranlari ile incelenmekte \
karsilastiriimaktadir

Tam hizmet tayicilarindan kasit; diik maliyetli talyicilara gore daha yiksek bir c
karsiiginda birinci sinif ve buiness class oturma, daha iyi kabin hizmeti, dahgeynekler,
eglence hizmetleri ve 6zel havaalani bekleme salonrtar hizmetler sglayan havayollaridii
Havayollarinin gletim stratejileri ise varilacak yerin mesafesiiligli olup kisa mesafeli ug
en ¢ok Uc¢ saat suren yurt ici veya ywtdicwslardir. Orta mesafeli uglar Uc ila alti saat sire
ucuslar ve son olarak uzun mesafeli gigw da alti saatten fazla siren genellikle-stop olan
ucwslari ifade ede

Havayolu taimaciliginin kendine 6z0 bir 6zellgi de kin dogasinin uluslararasi olmasid
Bunun temel nedeni, ucaklarin uzun mesafeler alglomrasi ve ucaklarla, hiz avantaj
kullanarak rekabet edebilecek herhangi bigmufearacinin olmamasidir. Havayollari, diinye
farkli uluslarinn yik ve yolcularini tamaktadir. Ayni zamanda ekonomik biyime
havayollarinin liberallgnesi havayolu tamacilgr ve trafginin talebini de oldukc.
etkilemektedir. Ote yandan havayolu endistrisinatiigini korumak icin rekabet edebilirlil
yakit fiyat deiskenligi, kiresel ekonomi, havayolu guiveti)i yenilik, digiik maliyetli
tastyicilarin ortaya ¢cikmasi gibi bircok zorlukla kekarsiya kalmaktadi

Calisma boyunca, havayolu enduistrisinin kazanclarindgatimmalarin ygandgini, énemli
kar donemlerinin ardindan finansal kayiplarin daceklestigi gdzlemlenmektedir. Ayric
yuksek kaldira¢ oranlari nedeniyle havayolu endkistn ggir bor¢ yapisinsahip oldgu da
gOrialmektedir. Bununla birlikte, birikmgi zararlar nedeniyle negatif ya da carpik -
0zsermaye orani ile kalasiimaktadir. Negatif veya pozitif fakat glik miktardaki gletme
sermayesi, zun dénemli borcun belli oranlarda periyodik oladetimesi anlamina gelg
yuksek kaldiraca sahip olmasi aciklanabilir.

Daha 6nce belirtildi gibi, havayolu endustrisi @éesken bir yapida oldgu icin, beklenmedil
finansal dalgalanmalar arkasinda bircok neden bodlktadir. Yiksek miktardaki bo
neceniyle buyilk faiz maliyeti, siyasi istikrarsizliloZellikle bircok havayolu icin dnem
pazarlar olan Ortago ve Kuzey Afrika'daki sagtar), izlanda ve Japonya ‘da gerceida
dogal afetler, Euro Bolgesi bor¢ sorunlari ve ekonomhikgunluk gibi soruiar; tam hizmet
tastyicilarini etkilems, disiik maliyetli tgiyicilarin yararina olmgur.

Havayollarina 6zel oran ve istatistiklerden bahsiginde; neredeyse tim havay«
endustrisinde, kar eden ve etmeyen yillar da géméralinarak, operasyonel bimeyi temsil
eden ASK ve RPK blylimelerine bakgohda, rekabetin Ust dizeyde ofdu fark
edilmektedir

Calisma kapsamindakilietmelerin geleneksel ve havayollarina 6zel oramiarincelenmes
sonucu gagidaki sonuclara varilabilmektedir: Ekonomik biytrve havayolu sektorind
kiresel anlamda liberalimesi; havayolu tamacilgl ve trafigi icin yeni pazarlar tUretme \
disuk maliyetli tgiyicilarin ortaya cikmasina yonelik talebi oldulatiilemektedir. Sektord
rekabetci bir yapli okmakta ve s6z konusiekabet ortami biyik havaydfuketleri Gzerinde
baski kurarak, gaunlukla son yillarda ortaya cikan gér sirketleri de dikkate almasir
finansal yapi ve faaliyetleri acisindan surekkkilde kasilastirma yapmayl gerek
kilmaktadir. Dger bir deysle, havayollari rekabet edebiligini daha fazla borcu finans
etmeye kanlik ASK ve RPK’larini arttirarak sirdirmektec

icermektedir. isletmelerin  kriz sonrasi yillari ide eden 2011-2013 ddnemindeki

Ir.
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Anahtar Kelimler: Havayolu Sektori, Buyiik Havayolsletmeleri, Finansal Performans,
Ozel Havayolu Dgerlendirme Kriterlel
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new opportunities in communication and transpatatSince 1990s especially in Europe and

Asia the civil transport demand for airline compmis increased significantly.

Because of the importance in corporate performatieestudy addresses the traditional ra
analysis in the airline industry in addition toliae-specific measures and ratios. Given
specificity of the airline industry and its sigwe#int vulnerability to adverse changes
economic and business conditions, conducting a ratialysis aims to reveal the airli
industry-specific behavior of the selected liquidiactivity, profitability and leverage ratig
computed for 17 international airlines over theigubrof 2011-2013 which is called as pq
crisis term and find out whether known rules ofrtiuare applicable to the airline indust
Moreover, via traditional ratios the study examities financial performance of the selec

airlines during the given period by identifying maghallenges that they are facing.
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By combining these two methods a conclusion abiolines’ position and success in one of Jhe

biggest and most competitive markets worldwideregash according to the comparison of
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INTRODUCTION

One of the unigue aspects of airline transportattothe international nature of the
business. The main reason for this is the fact nloabther kind of transportation can
compete with the speed advantage that aircraft loaee longer distances. Airlines

transport passengers and freight of different mafites all over the world. Moreover,

economic growth and airline liberalization heawviflfluence demand for air transport
and traffic growth. On the other hand, airline istty faces many challenges to
maintain its efficiency like competitiveness, fipeice volatility, global economy, safety

in air, innovation, the emergence of low cost @srietc. In recent years the airline
industry has experienced severe volatility in eagaiand significant profits that are
closely followed by periods of financial loss witimerous samples of airlines through

the fluctuation in global airline industry.

Corporate finance is a diverse and broad field tleatls with ensuring that a company
has the financial resources, cash specifically, ovdy to operate successfully in the
short term, but also to position the company fanglkberm prosperity. Long-term

prosperity is critical to every industry and thdiae industry is no exception; therefore
financial management, together with economics, pkay essential role in maintaining
efficient airline operation. Finance touches eveide of an airline, affecting its short-

term and long-term decision-making and results.

The financial ratio analysis has always been camedl as a fundamental element in
financial statement analysis. It involves condugtia quantitative analysis of
information disclosed in financial statements aihpanies via various accounting ratios
that show relations among different items from th&lance sheet, statement of
operations and statement of cash flows and are useavaluate companies’

performance for investing and financing purposes.

As any industry, airline companies have their ongasures and specifications based on
the service provided and customers. Hence airli@eiic measures and ratios like

Available Seat Kilometer, Revenue Passenger Kilemset.oad Factor and Revenue per
Revenue Passenger Kilometer (yield) exist to pmwaddeeper understanding of the

industry’s operations and progress.



Research Objectives

The research’s objective is firstly to provide aduction to the global airline industry,
its evolution and current status. Firstly, the mdmrces influencing the industry are
described, including deregulation and liberalizativorldwide, along with some
important recent industry challenges, such as #wers financial problems that the
industry has faced, which were followed by reswuog of some of the industry’s
largest airlines. In addition; the study’'s purpaséo present a quantitative analysis of
information reported in financial statements anduah reports of the selected major
airlines using traditional financial ratios and liag-specific measures and ratios to
assess the major airlines’ financial performangetticee successive years (2011-2013)
and understand their behavior specific to therarindustry. Furthermore, we study the
relation between the financial and the airline-gpeassessment. Finally, based on the

performed analysis, major airlines are being evalland compared.
Significance of the Study

Throughout the study, the airline industry’s vd&agarnings and significant profits that
are closely followed by periods of financial losgesnoticed. Also the heavy debt
structure of the airline industry through high leage ratios is known. In addition,
negative or distorted debt to equity ratios is dothie to earlier bankruptcy and
accumulated losses. Consequently, negative oriymdiut low working capital can
primarily be explained by airlines being highly éeaged, which requires periodic
payments of the current portion of long-term debt.

The study also highlights the reasons behind majdimes’ unexpected financial
fluctuations throughout the years under study ssthigh fuel prices which specifically
affect airlines operating long-haul flights, paldi instability and wars in Middle East
and North Africa which are important markets fom&o airlines, natural disasters
represented by Japan’s earthquake and tsunamiz@&heodebt issues and economic
recession stroked legacy airlines and benefited twmst carriers, past losses and
occasionally bankruptcies accompany airlines fanglgperiods after, resulting in
negative or tiny equities which distort financiakdysis like return on equity and debt to

equity ratios etc.



Airline-specific measures and ratios remarks heylel of competition in airlines’ sector
as almost all of the airlines under study recor@rafional growth represented by
growing Available Seat Kilometer and Revenue PagseKilometer during profitable

and unprofitable years.
Scope of the Study

Given the specificity of the airline industry artd significant vulnerability to adverse
changes in economic and business conditions, ctindue ratio analysis aims to reveal
the airline industry-specific behavior of 22 intational airlines over the after crisis
period (2011-2013) and find out whether known ruéshumb are applicable to the
airline industry. The airlines under study are Iegdcompanies in the industry
representing North America, Asia, Australia and dper covering different classes of
airlines (legacy carriers and low cost carrierg] different operating strategies such as
long-haul flights, medium-haul flights and shoruuhdlights. Legacy carriers refer to
airlines with high-fares due to higher quality sees provided than low-cost carriers
such as first class and business class seatirtgy loabin service, better meals, in-flight
entertainment, exclusive airport lounges etc.)lid@s’ operation strategies are divided
in to three groups based on the distance travedlestination. First, short-haul fligist

a flight taking less than three hours to complétean be domestic or international.
Second, medium-haul flighasts from three and six hours, basically inteoratl
flights. Finally, long-haul flight is a flight thatequires over six and a half hours to
cover and is often mon-stop flight

Ratio analysis consists of various financial ckttans to analyze different portions of
a company such as net working capital, currenbrauick ratio, total asset turnover,
return on assets (ROA), return on equity (ROE)fipmargin, operating profit margin,
debt-to-equity (D/E) and debt ratio, are used ghhght and interpret airlines’ liquidity,

efficiency, profitability and solvency.

In addition; since every industry is unique, certaidustry-specific ratios are developed
to provide a greater in-depth analysis and undedstg of the sector. The study covers
some of the key terms and ratios for the airlindusiry, such as available seat

kilometers (ASK), revenue passenger kilometers (RPd¢erage load factor and



revenue per revenue passenger mile (RRPM), or;welich are commonly used in

aviation literature.

Available seat kilometers (ASK) is a basic measefr@an airline’s output, since they
represent the number of kilometers that the airhae flown with its available seats,

regardless of whether the seat is filled by a pagse

Revenue passenger kilometers (RPK) represent toeruof kilometers that revenue
passengers fly on the airline. Whereas ASK do nff¢rdntiate between whether the
seat is occupied or not, RPK include only seatsuipied by revenue passengers in the

calculation.

Load factor is simply the proportion of an airlineseats that are filled by revenue

passengers. In other words, load factor is a measfurapacity utilization.

Revenue per revenue passenger kilometer (RRPKggepts the average amount that a
passenger pays to fly one kilometer Therefore, éterthine the average amount of

revenue received for a paid seat.

Airline-specific ratios and statistics expressia@ls operating scope in the aviation
sector. Moreover they highlight airlines’ growthrdbighout the years by comparing its
available seats kilometers (ASK) and revenue passenkilometers (RPK).

Simultaneously, average load factor highlightsutiity of the growth while passengers

yield (RRPK) notes its efficiency.



PART 1: THE GLOBAL AIRLINE INDUSTRY

The first part of the study includes general infation about the Airline Industry in the
world, hence; it is consisted of the following stibs as Introduction to Global Airline
Industry, Key Organizations and Their Roles in el Industry, Airline International
Economic Regulations and Liberalization, The EBeat Past Liberalization to Airline

Industry and Major Airlines Worldwide.
1.1.Introduction to Global Airline Industry

Airline industry is developed both in Turkey andndavide in the previous decades
considerably. Despite the rapid growth in civilaion recently; air transport activities
have been operated since a much longer time botildary and civilian purposes.
The first civilian flights are made in France whileansatlantic ones are succeeded in
1930 (Petrescu, 2013: 144) when Dieudonné CostdsMaurice Bellonte, French

pilots, flew a Hispano-powered Breguet biplane friearis to New York.

But the milestone in the history of aviation is moas Chicago Convention which is
the foundation set for today’s global air transptan system. Before the end of World
War II, “Chicago Convention”, an international an@@ treaty, is signed by

representatives of 54 nations in the Internati@@hvention on Civil Aviation which is

a conference on the future of international ainggort held in 1944 (ICAO, 1947). The
mentioned convention makes several fundamentalribatibns to the conduct of

domestic and, especially, international civil amatthat lead enormous growth over
time. The global airline industry provides a seevic almost every country in the world,
and plays an essential role in the creation ofabajl economy. Airline industry is a
major economic force, in terms of both its own @pens and its impacts on related
industries such as aircraft manufacturing and smurgenerating a total of 56,6 million
jobs globally (IATA, 2012). At the end of 2014, the transport industry handled 3,3
billion passengers around the globe with more th@00 commercial airlines operating

internationally and about 24.000 commercial aitsraf service (Vasigh, 2015: 3).
1.2. Key Organizations and Their Roles in Airline hdustry

A large number of public or private institutionsdaorganizations play roles in shaping

policies regarding economic, regulatory and tedhnimatters concerning the air



transport sector. This section presents brief gasans of the International Civil
Aviation Organization and the International Air msport Association, as well as brief

mentions of their contribution to the industry.
1.2.1. International Civil Aviation Organization (I CAO)

The institute is established in 1947 in responsiaéorecommendations of the Chicago
Convention in addition to its world headquartergohhis located in Montreal, Canada.
ICAO maintains seven regional headquarters aron@djiobe such as Bangkok, Cairo,
Dakar, Lima, Mexico, Nairobi and Paris. ICAO canlixened to a “United Nations of
Civil Aviation” and, in fact, its official statussithat of a specialized agency of the UN.
Its many important functions include the developmeapproval and updating of
international technical standards and recommendactipes for airports and air traffic
control, as well as the preparation and publicatibbhroad regulatory guidelines and of
economic and environmental policy statements reggréhternational air transport.
Such statements are often expressed in quite laoddinspecific terms. Today, ICAO
has 191 Member Nation$§JAO, 2015), i.e., it includes practically every nationthe
world engaging in aviation activities of any sigcéint level. All members participate in

the ICAO Assembly meetings every three years.
ICAO (1947) preambles the following statements:

* Whereas the future development of international awiation can greatly help
to create and preserve friendship and understanaingng the nations and

peoples of the world, yet its abuse can becomeeattto the general security.

* It is desirable to avoid friction and to promotattlcooperation between nations

and peoples upon which the peace of the world dispen

« The undersigned governments having agreed on wmenainciples and
arrangements in order that international civil &#eimmay be developed in a safe
and orderly manner. In addition, that the inteai air transport services may
be established on the basis of equality of oppdstiand operated soundly and

economically.



1.2.2. International Air Transport Association (IAT A)

IATA is the trade association of most of the intgronal airlines in the world, with
headquarters in Geneva, Switzerland, and Montt@ahada which represents 250
airlines or 84 % of air traffic (IATA, 2015). It ilbunded in 1945, the year after the
Chicago Convention. The purpose of IATA is to caoate international airfares during
annual traffic conferences and the organizatioggaaa critical role in the development
of international air transportation over more thdmee decades. However; the
deregulation of USA also EU countries in 1978 a®@9 respectively, IATA (2015)
adopted a dual organizational structure, whichiisis existence today. According to
Belobaba (2009: 42); the first structure operatea &rade association offering various
technical, legal and financial services like defmihe legal responsibilities of carriers
in relation to passengers and cargo, advising airlines regardundy issues as the
transportation of dangerous goods, condition anstsc@f airports’ facilities and
organizing airport schedule coordination conferentweice a year while the second
structure still operates as a tariff coordinatiogamization, assisting in the setting of
passenger airfares and cargo rates, commissionsafgl agents, etc. including one-
third of the IATA’'s members. Tariff coordination iperformed during “traffic
conferences” and is based on a “cost plus” fornaud all member airlines of IATA
benefit themselves of these services. Cost plusesgn in aviation sector here, is a
pricing strategy based on IATA coordinating air ngportation costs while the

governments set the profit margin.

The guiding principle of IATA is that fares and estshould not involve intense
competition but it should be as low as possiblethWe spread of liberalization and
deregulation in international air transportatioe thfluence of IATA has been steadily
diminishing over the past three decades. HoweWer,organization is still treated in

many countries as a semi-official international ygadther than a trade association.
1.3.  Airline International Economic Regulations and Liberalization

Airlines have existed in two very diverse enviromtse Prior to 1978 in the US and
before 1999 in Europe, airlines operated in a w&gdl environment in which
governments had full control over where airlinesildofly and what rates they could
charge. During the regulated era in the airlineustd;, firms were protected from



intense competition, because governments limited thmber of airline companies
flying a particular route and pricing was basedédy on a cost-plus formula. Because
of the regulation, carriers earned relatively staid healthy profits as a result financial
analysis was not of utmost importance to the asdinAdditionally, many airlines
globally were owned and controlled by governmen¢ating further regulation in the

airline industry.

By changing the traditional aviation regulatione tliberalized market environment
changed substantially as airlines were affordedojbgortunity to earn greater profits.
On the other hand, the companies were subjectdadcteased competition, placing
downward pressure on costs and airfares. As atraauthe post-regulation period,
airline industry has become much riskier and evanymimajor airlines have difficulties
to compete and eventually some are forced out sihlkss.

1.4. The Effects of Past Liberalization to Airlinelndustry

Airlines liberalization changed the market envir@mnhconsiderably leading to several
major aspects such as Economic and Traffic GroRaimkruptcy and Consolidation and
Emergence of Low-Cost Carriers.

1.4.1. Economic and Traffic Growth

Liberalization has led to substantial economic dradfic growth first in the US
followed by European countries. The positive effestich as the reduced prices and
stimulating traffic growth are mainly due to thecieased competition in the aviation
markets. In addition, the increased competitivespuee forces airlines to improve their
productivity and eliminate inefficient carriers oot the market. Contrary to the pre-
liberalization period, finance became extremely om@nt for airline companies to
optimize their network operations and pricing &gt Consequently; employment
opportunities, trade promotion, better transpaeding and logistics services etc. are
mentioned as the secondary contributions to overalhomies, however; these impacts

are not uniform across countries.



1.4.2. Bankruptcy and Consolidation

The airline industry has been affected by harshpsdition, fuel price volatility, and
global economic recessions in the post-liberalwatera. These factors have forced
many major carriers e.g. Japan Airlines into liguidn (Sanchanta, 2010) while other
airline companies have sought bankruptcy protedtl@Delta Airlines (Perez, 2005).
In this volatile climate; consolidation is suggekte be one of the major routes towards
stability and prosperity of the companies. In castrto European countries and rest of
the world; US government has eased consolidati@hraerging processes, where the
names of several major carriers have disappeagsditing in what are now known as
the “Big Four” airlines: American, United, Deltanch Southwest (Vasigh, 2015: 5). In
recent years, the globalized airline industry hmagdased, with mergers and takeovers
moving the industry along a path towards consdbaatnd reducing competition

among the major players.
1.4.3. Emergence of Low-Cost Carriers

According to (IATA, 2006) opposite of the legacyrroars (full service airlines); the
LCCs are the airline companies that squeeze ifarag by limiting its passengers’
services to attract more consumers willing to samey. The emergence of low-cost
carriers has dramatically changed the market antireges to do so, again, the lead is
taken by the US notably. Southwest Airlines markee most noticeable LCC
expansion, from an intra-Texas airline to the fodargest domestic carrier with a route
network covering most of the US area (Vasigh, 2@)5By 2012, LCCs’ share is 31 %
of the US market (ICAO, 2013). This step is sooliofeed by the European countries
after the deregulation of internal air services éaample according to IAOC (2013);
LCCs currently account for 37 % of the total EU kedr But also the other regions have
already caught up as they already have more thidmfhidne market in Southeast Asia.
As an example; Lion Air, an Indonesian airline camyp, alone had about 550 aircrafts
on order in 2013 (Bland, 2013). Globally, LCCs hdsken passengers from legacy
carriers to reach 22 % of all passengers by 2013, (2013: 7).

Such rapid expansion has certainly led to suggestioat the Asia-Pacific market may
face some problems previously found in the US amajie, with increased competition
and idle capacity resulting in financial losses agithe LCCs, as well as the legacy



carriers, and eventually leading to LCCs’ consdiaa It has also raised questions
about the ability of airport infrastructure to h&nduch rapidly increasing demand.

1.5. Major Airline Companies Worldwide

In order to have a broader image about globalnarindustry, a sample of 22 major
airlines worldwide is presented with general infatimn and statistics below. The
mentioned airline companies are the most well knawajor airlines from the 4

continents; Asia, Europe, Oceania and North Ameridae companies from South
America and Africa are neglected in the study wttiey are not mentioned and ranked

as much as the others in the airline journals.

* Aeroflot: The Russian flag carrier and largest airline irs&a is founded in
March 17, 1923. Aeroflot has its hub at Sheremaiyleternational Airport. The
airline’s Annual Report (2013) notes around 31,4liom passengers per yeatr,

reaching 293 destinations with 239 aircrafts.

* Air Asia: Air Asia is a Malaysian low-cost airline founded 1993 with main
hub atKuala Lumpur International AirparMalaysia AirAsia was named the
World's Best Low-Cost airline at the 2014 World Ifie Awards for the 6th
consecutive year (Skytrax, 2015). As it is statedd Annual Report (2013), Air

Asia carries 42,6 million passengers per year &madgfto 83 destinations using

158 aircrafts.

» Air Berlin: Air Berlin is Germanis second largesirline after Lufthansa
founded inJuly 1978 with its main hubs d@erlin-Tegel AirportandDusseldorf

Airport. Air Berlin’s Annual Report (2013) records 41,5llan passengers per

year, 171 destinations and 140 aircrafts.

» Air Canada: Air Canada is the national flag carrier and latgédine of Canada

founded in April 11, 1936. Its largest hub isTatonto Pearson International

Airport. Air Canada’s Annual Report (2013) records about83/illion

passengers per year to 181 destinations with Y8Ga#s.

» Air France / KLM: Air France is the French flag carrier founded i®atober,
1933. Its main hub is Paris-Roissy Charles de @a&iliport.

10



KLM is the national airline of the Netherlands fal@d in October 7, 1919.
KLM's main hub is at Amsterdam Schiphol Airport.

In May 2004 Air France merged with KLM creating Arance-KLM and due
its Annual Report (2013) they carry together abouB million passengers per
year, flying to 231 destinations with 552 aircrafts

Air New Zealand: Air New Zealand is the national airline and flagyreer of
New Zealand founded in 1940 with its main hub basesuckland International
Airport. According to Air New Zealand’s Annual Repq2013), the airline

carries 8,7 million passengers per year to 48 wl&tsdin with 104 aircrafts.

All Nippon Airways (ANA): ANA is the largest airline in Japan founded in
December 27, 1952. Its main international hubs areNarita International
Airport, Tokyo and Kansai International Airport i@saka According to ANA’s
Annual Report (2013), the airline carries abouf744#jllion passengers per year

to 81 destinations with 230 aircrafts.

American Airlines (AA): American Airlines is the national flag carrier faled

in 1930 with its main hub d@allas/Fort Worth International AirporAccording

to AA’s Annual Report (2013), the airline carrie@91million passengers per

year to 339 destinations with 970 aircrafts.

Cathay Pacific: Cathay Pacific is the flag carrier of Hong Kongurmded in
September 24, 1946. It has the main hub at ChekklakpAirport, Hong Kong
According to Cathay Pacific’'s Annual Report (2018 airline carries about 30
million passengers per year, flying to 182 destomat with 140 carriers.

Delta Airlines: Delta is founded in May 30, 1924, USA. Today, Balperates
an extensive domestic and international networkiaride world's largest airline
operating under a single certificate. Delta's mai is at Hartsfield-Jackson
Atlanta International AirportGeorgia According to Annual Report of Delta
Airlines (2013), it carries around 165 million pasgers per year, reaching 322

destinations with 700 aircrafts.
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Emirates: Emirates is the largest airline in the Middle East is the national
airline of the Emirate of Dubai founded in 198%. litub is at Dubai International
Airport, Dubal As it is stated in the Annual Report of Emira{@913), the

airline carries around 39,4 million passengersygar, flying to 132 destinations

with 197 aircrafts.

IAG (British Airways / Iberia): British Airways is the largest airline in the UK
and it is the national airline of the Kingdom fowadin March 31, 1974. BA has
its main hub at London Heathrow Airport and opesatesecond hub at Gatwick

Airport, located near London.

Iberia is the flag carrier airline of Spain foundadlune 28, 1927. It operates an
international network of passenger and cargo sesviry the bases as Madrid-
Barajas Airport, and El Prat AirpoiBarcelona

In 2011, British Airways merged with Iberia and axting to their Annual
Report (2013); they carry together around 54 millgassengers per year to 218
destinations with 431 aircrafts.

Korean Air. Korean Air is the largest airline in South Korearided in 1969
with its main hub at Seoul Incheon Internationaipéit. The Annual Report of
Korean Air (2013) notes around 23,6 million passeagper year, 124
destinations and 153 aircrafts in service.

Lufthansa: Lufthansa is the flag carrier of Germany foundadJanuary 6,
1953. It the largest airline in Europe in termspafssengers carried and the
world's fifth-largest airline in terms of overalagsengers carried. The airline's
main hub is at Frankfurt Airport, it also operagesecond hub at Munich Franz
Josef Strauss Airport. As it is stated in the ArdriReport of Lufthansa (2013),
the airline carries around 104,6 million passengersyear to 274 destinations
with 622 aircrafts.

Malaysian Airlines: Malaysian Airlines is the flag carrier of Malaysia founded

in October 1, 1972 with its main baseafla Lumpur International
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Airport. Number of passengers and destinations are ntedsta the limited
Annual Report of Malaysian Airlines.

Qantas: Qantas is Australia's oldest and largest airlioanded in November

16, 1920 with major hubs BydneyandMelbourne The Annual Report of

Qantas (2013) records about 48,3 million passenugaryear to 65 destinations
with 202 aircrafts.

Ryanair: Ryanair is an Irish low-cost airline founded in859with its primary
operational bases at Dublin and London Stansteghofs. Ryanair is the
world’s largest LCC (CAPA, 2015). According to Ryars Annual Report
(2013), the airline carries 79,3 million passengegs year to 180 destinations
with 305 aircrafts.

Scandinavian (SAS) Airlines:SAS Airlines (previously Scandinavian Airlines
System) is the flag carrier of Sweden, Norway arehiark, and the largest
airline in Scandinavia. It is founded in August 11946 with main hubs in
Copenhagen Airport, Oslo Airport and Stockholm AiMp According to SAS
Annual Report (2013), the airline carries 28,1 ionlpassengers per year to 120
destinations with 156 aircrafts.

Singapore Airlines: Singapore Airlines is the flag carrier of Singagavhich

operates from its main hub at Changi Airport fouhdm January 28,
1972, Singapore. As it is stated in its Annual Ref2013), Singapore Airlines
carries 21,5 million passengers per year flying6t destinations with 139

aircrafts.

South African Airways (SAA): SAA is the national flag carrier and largest
airline of South Africa founded in 1934 with its mahub at OR Tambo
International Airport in Kempton. As it is statad $AA’s Annual Report 2013,
the airline carries 8,8 million passengers per yead2 destinations with 61

aircrafts.

Turkish Airlines: Turkish Airlines is the national carrier of Turkéyunded in
May 20, 1933. Its hub is at Atatiurk Internationatprt, Istanbul The airline
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successfully operates the world’s most comprehensetwork of 105 countries
and has been chosen “Best Airline in Europe 2001222013 and 2014” by
Skytrax. Turkish Airlines’ Annual Report (2013) est around 48,3 million

passengers per year to 245 destinations with 28Ga#s.

United Airlines: United Airlines, commonly referred to as "Uniteds, an
American major airline founded in April 6, 1926 i main hub at Chicago
O'Hare International Airport. The Annual Report 13D of United Airlines

records 91,3 million passengers per year, 375rtEgins and 693 aircrafts.

14



PART 2: FINANCIAL ANALYSIS AND AIRLINE-SPECIFIC
ANALYSIS

To analyze a company, the financial analysts ofteius on the income statement,
balance sheet, and cash flows. In addition, evedystry has specific unit measures
which are essential to be arranged and analyzetthelisecond part; Financial Analysis

Techniques and Airline Specific Measures and Ratregpresented below.
2.1. Financial Analysis Techniques

Financial statements provide the primary meansnfanagers to communicate about the
financial condition of their organization to outsigarties. Managers, investors, lenders,
financial analysts, trade unions and governmenin@ge are among the users of
financial statements. The objective of financiatasment analysis is to use historical
accounting data to help in predicting how the fiuii be valued in the future, for this

purpose; the following techniques as horizontandr, vertical and ratio analyses are

given.
2.1.1. Horizontal Analysis

According to Subramanyam (2008: 28) horizontal gsial is a financial statement
analysis technique indicating the year-to-year gkan each financial statement item in
the amounts of corresponding tables. It is useda asynamic analysis technique
including at least two years. The purpose of heriabanalysis is to determine how
each item changed, why it changed, and whetherttaege is favorable or unfavorable.

2.1.2. Trend Analysis

Trend analysis is used when the comparison is detkito three or more years. Trends
can be shown in both absolute monetary amountanzentage form by designating
the first year in the sequence as the base yeanp@dang only absolute amounts has
disadvantages because materiality levels diffenfoompany to company or even from
year to year for a given single firm, however; amsuare essential when the materiality
information is of relative importance (Subramany@2008: 30). An item’s materiality is

considered important when its knowledge has an anpa the decision of a reasonably

informed user. Percentage analysis avoids the rmabtigrproblems of comparing
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different size companies by measuring changes mepéages rather than absolute
amounts. Each change is converted to a percentdge base year.

2.1.3. Vertical Analysis

Horizontal and trend analyses focus on the relaligps between the amounts of each
financial item across time. In contrast; verticaalysis, as a static method, concentrates
on the relations between various financial itemsaguarticular financial statement. To
show these relationships, each item on the stateimexpressed as a percentage of a
base item that also appears on the statement. ®rbdlance sheet, each item is
expressed as a percentage of total assets or pmgeeaf its group besides on the
income statements; each item is stated as a pageerdf net sales. According to
Subramanyam (2008: 31) financial statements preperderms of percentages of a

base amount are called as common-size financiansémts.

Financial analysts use vertical analysis to gasigimt into the relative importance or
magnitude of various items on the financial stateisie By using common-size
statements, prepared in a comparative format, stsalgan distinguish changes in a

firm’s financial condition and performance from yéa year.
2.1.4. Traditional Ratio Analysis

Ratio analysis; a static method, involves studywagious relationships between
different items reported in a set of financial staénts to evaluate various aspects of a
company’s operating and financial performance fashs liquidity, solvency (financial

structure-leverage), efficiency (activity) and pralbility.

The most common used ratios are indicated belaWwartable.
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Table 1
The Most Common Used Financial Ratios

Liquidity Ratios Leverage Ratios Activity Ratios Profitability Ratios

_ _ | Total Assets Turnover  Operating Profit
Current Ratio Debt to Equity Ratio ]
Rate Margin

. . ) Accounts Receivablg _ )
Quick Ratio Debt Ratio Net Profit Margin
Turnover Rate

_ Short-Term Debt to | Inventory Turnover
Cash Ratio ] Return on Assets
Total Assets Ratio Rate

Long-Term Debt to Accounts Payable _
] Return on Equity
Total Assets Ratio Turnover Rate

2.1.4.1. Liquidity Ratios

Liquidity ratios are the ratios that measure thiitglof a company to meet its short-
term debt obligations, such as accounts payablesnoayable, and other short-term

financial obligations (Berman, 2008: 161).

+ Current Ratio

Current ratio is the most common used liquidityerad evaluate a company’s
ability to meet its short term obligations. It @ just compare the total current
assets and current liabilities. Current ratio inagally expected to be about “2”
but in airline industry around “1” is welcomed dt® the industry’s heavy

indebted nature (Morrell, 2012: 62). It is calcakhis follows:
Current Ratio = Current Asséet€urrent Liabilities

Net working capital (NWC) amount calculated as “@ut Assets — Current Liabilities”
is always desired to be positive, since if shamatebligations are not met, the company

will face a solvency problem.

Unlike the amount of working capital, which will jaconsiderably based on the
company’s size, the current ratio provides a stahdation of working capital by using
a ratio instead of a monetary format, enablingsi#fosn and industry comparisons.
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e Quick Ratio

Quick Ratio is an indicator of a company’s shortrtdiquidity to measure a
company’s ability to meet its short-term obligasonith its most liquid assets.
Quick assets are normally referred to “Current @sselnventory” but in air
industry, because inventory amount is negligible thusector’s structure; quick
assets are calculated by adding cash and cashaéents;, account receivables

and short term investments.
Quick Ratio = Quick AssetsCurrent Liabilities
+ Cash Ratio

Cash ratio is suggested to be the most conserdatikeat a company’s liquidity
as it just takes the available cash into considerato cover short term

liabilities. The mentioned rate is calculated dkfos:
Cash Ratio = CasthCurrent Liabilities

Due to the structure of airline industry, cashaasi generally expected to be

bigger than the common average which is about ©0,2”
2.1.4.2. Leverage Ratios

The ability of a firm to meet or exceed its totabtlobligations is known as “solvency”
or “leverage”. According to Berman (2008: 157) leage ratios focus on the underlying
capital structure of the company, which ultimatélglps to determine the firm’'s
financial strength for the future. Debt to Equitati®, Debt Ratio, Long Term Debt to
Total Assets and Short Term Debt to Total Assetstlae most common used leverage

ratios in the finance literature.
* Debt to Equity Ratio (D/E)

As the classic leverage and long-term risk rati@ D/E ratio, determines the
proportion of the company’s capital structure tietdevoted to either debt

financing or equity financing. The mentioned rasicalculated as follows:

Debt to Equity Ratio = Total LiabilitiesTotal Shareholders’ Equity
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The debt-to-equity structure of a company can aislicate the variability of
future earnings, because more heavily debt-finacoetpanies may incur larger

swings in profitability as a result of variableangst expenses.

While the ideal value of D/E is suggested to be, ‘ih”the airline industry “a
value bigger than 2” is welcomed because of aslileavy indebted structure
(Morrell, 2012: 61).

Debt Ratio

Debt ratio or “debt-to-assets ratio”, measurespiaportion of debt relative to
the total asset value of the company. Since elihleitities/debt or stockholders’
equity is used to finance assets, the debt ratimatlely reveals the percentage
of debt in the company’s capital structure. Thehkigthis ratio, the more

leveraged the company and the greater its finaneial
Debt Ratio = Total Liabilitieg Total Assets

In general the ideal value of debt ratio is arothm8” while in airline industry it

is slightly above “0,7”.
Long Term Debt to Total Assets Ratio

It shows the percentage of a company’s assetsatbatinanced with loans and
other financial obligations that last over a yees.this ratio is calculated yearly,
decrease in the ratio would denote that the compaialping well, and is less
dependent on debts for their business needs.

Long Term Debt to Total Assets Ratio = Long TernbDeTotal Assets
Short Term Debt to Total Assets Ratio

This ratio expresses how risky is the company duairspecific period of time as
it unveils the debt portion needed to cover curliailities.

Short Term Debt to Total Assets Ratio = Short Térabt / Total Assets
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2.1.4.3. Activity Ratios

Activity ratios indicate how efficient companiesvieabeen in managing their working

capital (Berman, 2008: 164). Being a service ingusuch ratios are key indicators of

possible areas in which airlines might increaskeieficy and productivity.

Total Assets Turnover Rate

The total asset turnover ratio measures total evegainst the total assets of
the company. Similarly to the return on assets imeitr notes how effectively
the company is able to generate revenue with thetasurrently on its balance

sheet.
Total Asset Turnover = Total Revenli€otal Assets
Accounts Receivable Turnover Rate

This ratio measures the number of times the avetsmjance in accounts
receivable has been converted into cash duringdgbhe The accounts receivable
turnover often is used to assess the effectivenfessompany’s credit terms and
collection policies. The higher the ratio, the meféective the company is in

collecting its receivables.

Accounts Receivable Turnover = Net Credit Sales VerAge Accounts

Receivable
Inventory Turnover Rate

This rate is important for all firms because itasquick and easy way to
determine which products are selling faster th&eist but it plays a particularly
key role for manufacturing companies in assistimgnt to decide the quantity

and timing of ordering more materials or products.
Inventory Turnover = Cost of Goods Sold / Averageehtory
Accounts Payable Turnover Rate

Accounts payable turnover ratio measures the aeemagiber of times that the

payable account turns over in one year. Higher rdi®, it means that the
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company is paying of suppliers fast while whenrdte is low, it takes a longer
time for the company to pay of its suppliers.

Accounts Payable Turnover = Purchases on Credrefage Accounts Payable

2.1.4.4. Profitability Ratios

Profitability ratios help to describe the succekthe business by comparing the profits

(or losses) generated against a variety of base(lBerman, 2008: 151). This allows us

to standardize the profits of different companiesking it easier to compare their

levels of profitability. Operating Profit Margin,e\l Profit Margin, Return on Assets and

Return on Equity are the common values to evalierofitability.

Operating Profit Margin

Operating Profit Margin enables managers to detegniow much operating
income is generated from every dollar of revenuenesh through normal
business operations. The operating profit margin ba particularly useful
because it excludes items such as interest expmmdetaxes, which largely
reflect the capital structure of the company. Bgleding special items from the
income statement in this calculation, the operapngfit margin ratio should

tend to remain more stable over time. It is catadas the following:
Operating Profit Margin = Operating ProfiTotal Revenue
Net Profit Margin

Unlike operating profit margin, the net profit margakes into consideration all
parts of a company’s financial structure, includiages, interest, and other non-
operational items, and it standardizes the findrbm&om line of the firm. The
profit margin enables million-dollar companies te bompared with billion-
dollar companies, because it shows how much netieds generated for every

dollar of revenue.

Profit Margin = Net Incomé Total Revenue
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* Return on Assets (ROA)

ROA is a quick way to show the investment retuiat the assets have provided.
A company invests in assets to generate increasditspand therefore the ROA
rate highlights how efficiently assets are usedeaerate earnings. Hence; the

calculation of ROA is indicated as follows:

Return on Assets = Net Incomh&otal Assets

* Return on Equity

ROE measures the company’s performance in terniseofotal book value of
stockholders’ equity. The resulting ratio is an igadion of how well the
company generates profit from the money investedghareholders. ROE is

calculated as the following:
Return on Equity = Net Inconielotal Shareholders’ Equity
2.2. Airline-Specific Measures and Ratios

Aviation is a unique industry for which specific aseires and ratios are developed to
provide a greater in-depth analysis and understgnoi the sector. In the airline
industry, there exist standard measures of passéadigc and airline output, which are
combined to generate several common measures #iod far airline performance.
Available Seat Kilometers (ASK) and Revenue Passekglometers (RPK) are the
fundamental measures while Average Load Factor @hgJ Revenue per Revenue
Passenger Kilometers (RRPK), or “yield” are fundatakratios in the sector (Vasigh,
2015: 240).

The mentioned measures and ratios are presentétkeitable and explained below

respectively.
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Table 2
Airline-Specific Ratios

Ratio Calculation

ASK = Number of Seats per AircraftFlight

Available Seat Kilometers (ASK) , o
Distance in Kilometers

_ RPM = Number of Revenue Passengers per
Revenue Passenger Kilometers (RPK _ _ _ o
Aircraft x Flight Distance in Kilometers

Load Factor (LF) Load Factor = RFKASK

Revenue per Revenue Passenger Kilomgter
_ RRPK = Total Passenger ReverirPK
(RRPK), or “Yield”

2.2.1. Available Seat Kilometers (ASK)

Available seat kilometers (ASK) are a basic measdiran airline’s output, since they
represent the number of kilometers that the airhias flown with its available seats

regardless of whether the seat is filled by a pagse

ASK = Number of seats per aircraftFlight distance in kilometers

2.2.2. Revenue Passenger Kilometers (RPK)

Revenue passenger kilometers (RPK) represent toeruof kilometers that revenue
passengers fly on the airline. Whereas ASK do nff¢érdntiate between whether the
seat is occupied or not, RPK include only seatsuipied by revenue passengers in the

calculation.
RPK = Number of revenue passengers per aircralightRdistance in kilometers

2.2.3. Load Factor (LF)

Load factor is simply the proportion of an airliseseats that are filled by revenue

passengers. In other words, load factor is a measfurapacity utilization.

Load Factor = RPKASK
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2.2.4. Revenue per Revenue Passenger Kilometers (RR)

Revenue per revenue passenger kilometer (RRPK)iedd yepresents the average
amount that a passenger pays to fly one kilométegrefore; it is used to determine the

average amount of revenue received for a paid seat.

RRPK = Total Passenger Revenue / RPK
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PART 3: ANALYZING MAJOR AIRLINE COMPANIES
ACCORDING TO TRADITIONAL AND AIRLINE-SPECIFIC
RATIOS

In the third chapter of the study; the selectedomajrline companies are analyzed
according to the traditional ratios chosen andirarlspecific ratios mentioned.
Therefore; aim, scope and limitations are giveerafards list of airlines and ratios are

indicated before the analyses of the companiesibelo
3.1. Aim, Scope and Limitation

It is aimed to present a quantitative analysis rdbrmation reported in financial
statements and annual reports of the selectednigaililine companies to evaluate and

to compare their financial performances.

Hence; the companies to be analyzed, additionkdly, measures and ratios are chosen
for airline industry in order to assess for consigeuyears between 2011 and 2013, the
three years period after global financial crisiseTcompanies are selected from IATA
and Skytrax ranking lists. The selection of thdirar companies here is based on
leadership and variety, to say; the carriers ustety are the 22 leading airlines from 4
continents. In addition; the selection covers blatpacy and low-cost carriers with
different operating strategies as short-haul feghmhedium-haul flights and long-haul
flights.

Although 22 major airline companies are studiedrtalyze; the following 5 companies
as SAS, United, SAA, AA and Malaysian Airlines agéminated due to lack of
financial and traffic data needed to perform fulamination and comparison equal to
other airlines. The selected 17 major airline congmto analyze are shown in the table

below.
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Table 3
List of Airlines Under Study

Airlines Nationality Airlines Nationality
1 Aeroflot Russia 10 Emirates UAE
2 Air Asia South Korea 11 IAG UK/Spain
3 Air Berlin Germany 12 Korean Air South Korea
4 Air Canada Canada 18 Lufthansa Germany
5 Franﬁg IKLM France/Netherlands 14 Qantas Australia
6 Alr New New Zealand 15 Ryanair Ireland
Zealand
7 ANA Group Japan 14 Singapore Airlines Singapore
8 Cathay Pacific China 17 Turkish Airlines Turkey
9 Delta Airlines USA

3.2. Traditional and Specific Ratio Analysis for Mgor Airline Companies

In this section, the mentioned 17 major internalaairline companies are analyzed by
using traditional financial and airline-specific aseires and ratios. Financial ratios
selected are such as Current Ratio, Quick Ratig, Rétio, Debt Ratio, Total Assets
Turnover Rate, Operating Profit Margin, Net Praflargin, ROA and ROE are used
with Net Working Capital (NWC) Amount to highliglaind interpret airlines’ liquidity,
leverage, activity and profitability. On the otheand, cash ratio is neglected due to cash
fluctuation in airline industry from term to ternghort term debt is not indicated
because long term debt is significant; hencestiggested to be better to use total debts.
Finally, as receivables, inventories are in tinyoamts in the balance sheet while

payables are very huge; only assets turnover satsdd.

In addition to traditional financial ratio analysiey measures and ratios are used for
the airline industry, such as ASK, RPK, LF and RRPMline-specific measures and
ratios basically give reader a clear image aboaitaihlines’ market share highlighting
its expansion or reduction, utility of airlinesights and the yield achieved per flying

passenger.

All the values within the traditional ratio analysindicated in the tables below are
calculated by the author over the financial talofeairline companies indicated in each

of their annual reports.
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3.2.1. Ratio and Airline-Specific Analysis for Aerdlot

Table 4
Financial Ratio Analysis for Aeroflot
Ratios 2011 2012 2013
Aeroflot NWC (M$) -13,2 86,5 412,3
Liquidity Ratios Current Ratio 0,99 1,04 1,2
Quick Ratio 0,466 0,504 0,801
| Leverage Ratios D/E Ratio 2,642 2,602 2,572
= Debt Ratio 0,737 0,74 0,74
AEROFLOT | Activity Ratios Total Assets Turnover Rate 1,008 1,308 1,429
Operating Profit Margin 0,072 0,044 0,068
Profitability Net Profit Margin 0,091 0,02 0,025
Ratios Return on Assets 0,092 0,027 0,03p
Return on Equity 0,33 0,093 0,125
Table 5
Specific-Airline Ratio Analysis for Aeroflot
Aeroflot Airlines’ Specific Ratios 2011 2012 2013
Available Seat Kilometers (ASK) | 6 593 70 | 95.598,10 | 109.063,90
S (Amount in Million)
— Revenue Passenger Kl_lometers (RPK 46.077.40 | 74.617.20 | 85.273,30
AEROFLOT (Amount in Million)
Average Load factor (LF) (%) 76,8 78,1 78,2
Revenue per Revenue Passenger Kilometer 91 91 91
(RRPK), or Yield in (USD cents) ' ' '

Source: Annual Reports of Aeroflot (2011, 2012, 2013)

Aeroflot’s analysis notes a sharp climb in NWC amolstom a negative result in 2011

to a significant result of 412,3 M$ in 2013. Ligifydratios increase and are acceptable

ratios in the airline industry demonstrating aels ability to cover its short term

obligations. In addition, total asset turnover skownpressive ratios above 1

highlighting good efficiency. Leverage ratios atkeacceptable compared to aviation

ratios’ norms with slight gradual decrease in D#fas. Throughout the three years

under study, Aeroflot notes all profitability rasigpositive while they are in decline

comparing to 2011 values.

Aeroflot is the fastest growing airline in Europeits ASK records a massive rise of 82

% through the period under study. Similar to ASKEKRshow a huge increase of 85 %
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during three years. In addition LF notes satisfyfiggres. Finally, RRPK values seem

acceptable and remain fixed during the mentioneibge

3.2.2. Ratio and Airline-Specific Analysis for AirAsia

Table 6
Financial Ratio Analysis for Air Asia
Ratios 2011 2012 2013
Air Asia NWC (M$) 459,79 | 349,03| 137,79
Liquidity Ratios Cur-rent Ra}m 1,64 1,45 1,17
Quick Ratio 1,02 0,97 0,59
. D/E Ratio 2,445 2,231 2,571
Leverage Ratios -
Debt Ratio 0,71 0,689 0,72
Activity Ratios Total Assets Turnover Rate 0,323 0,314 0,286
Operating Profit Margin 0,26 0,208 0,198
Profitabilit Net Profit Margin 0,123 0,16 0,071
itability
Ratios Return on Assets 0,04 0,05 0,02
Return on Equity 0,138 0,163 0,072
Table 7

Airline-Specific Analysis for Air Asia

Air Asia Airlines’ Specific Ratios 2011 2012 2013

Available Seat Kilometers (ASK) 26.074.00 | 28.379.00 | 3158200
(Amount in Million) i 513, .582,

Revenue Passenger Kilometers (RPK
(Amount in Million)

Average Load Factor (LF) (%) 80 80 80

Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents)

21.037,00 | 22.731,00 | 25.333,00

7 7,1 6,4

Source Annual Reports of Air Asia (2011, 2012, 2013)

Air Asia’s tables record continuing decline in ®NVC and liquidity ratios, above
industry’s acceptable rate. Following the same sstep liquidity ratios, total asset
turnover ratios and operating profit ratios notgradual decrease. In addition, a sharp
drop in net profit is noticed in 2013 due to Malayscurrency’s instability (Grant,
2014) while Air Asia remains profitable during thieree years under studyith

leverage ratios around the sector’'s norms.

Air Asia’'s ASK and RPK values grow during the periwith a stable LF of 80 %.
RRPK is affected by 2013's financial results andords a huge drop about 7 USD

cents.
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3.2.3. Ratio and Airline-Specific Analysis for AirBerlin

Table 8
Financial Ratio Analysis for Air Berlin
Ratios 2011 2012 2013
Air Berlin NWC (M$) -188,66 | -54,72| -407,44
Liquidity Ratios Current Ratio 0,8 0,94 0,65
Quick Ratio 0,45 0,48 0,36
Leverage Ratios D/E Ratio 19,206 16,032 -11,131
Debt Ratio 0,951 0,941 1,099
Activity Ratios Total Assets Turnover Rate 1,98¢ 1,944 2,199
Operating Profit Margin -0,058 0,016 -0,056
Profitability Net Profit Margin -0,099 0,002 -0,076
Ratios Return on Assets -0,198 0,003 -0,167
Return on Equity -3,996 0,052 1,695
Table 9

Airline-Specific Ratio Analysis for Air Berlin

Air Berlin Airlines’ Specific Ratios 2011 2012 2013
Available Seat Kilometers (ASK)
(Amount in Million)
Revenue Passenger Kilometers (RPK
@oirberlin (Amount in Million) 52.140,00 | 50.380,00 | 48.570,00
Average Load Factor (LF) (%) 84,8 83,5 83,9

Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents)

62.160,00 | 60.300,00 | 57.250,00

10,1 10,3 11,3

Source: Annual Reports of Air Berlin (2011, 2012, 2013)

As the largest German operator of connections tdhNAfrica, the political unrest in

Egypt and Tunisia hit the sales of Air Berlin iretperiod. In addition; at the beginning
of 2011, introduction of the aviation tax in Gerrgaled to grave losses causing
negative values both in operating profit margin aed profit (Annual Report of Air

Berlin of 2011, 2012). Air Berlin’s financial pogin improved to record a touch above
zero profitability ratios in the following year. M@ver, due to European Market which
has been weak for years, 2013 results came ow tedative for Air Berlin again. The
airline records remarkable total asset turnoversraut suffered of lower liquidity ratios
and extremely high leverage ratios plus Air BediROE and D/E ratios are heavily
distorted by miniscule equity achieved. As a resilthard financial situation, Air

Berlin’s fleet decreased throughout the three y&ara 170 to 140 aircrafts leading to
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gradual decline in its ASK as well as in its RPKddd~. On the other hand, RRPK
records a noticeable increase in 2013.

3.2.4. Ratio and Airline-Specific Analysis for AirCanada

Table 10
Financial Ratio Analysis foe Air Canada
Ratios 2011 2012 2013
Air Canada NWC (M$) 174 -258 98
Liquidity Ratios Current Ratio 1,06 0,92 1,03
Quick Ratio 0,89 0,77 0,88
Leverage Ratios D/E Ratio -3,339 -3,58 -7,443
@ Debt Ratio 1,416 1,378 1,148
AIR CANADA
Activity Ratios Total Assets Turnover Rate 1,205 1,338 1,307
Operating Profit Margin 0,038 0,012 0,05
Profitability Net Profit Margin -0,021 0,011 0,001
Ratios Return on Assets -0,023 0,014 0,001
Return on Equity 0,061 -0,038 -0,007
Table 11

Airline-Specific Ratio Analysis for Air Canada

Air Canada Airlines’ Specific Ratios 2011 2012 2013

Available Seat Kilometers (ASK) 8724481 | 8953441 | 91.371.89

(Amount in Million) T e T

@ Revenue Passenger Kilometers (RPK) 1 0c 024 14| 108235 82| 110.333.96
(Amount in Million) U T T

RIBHANERS Average Load Factor (LF) (%) 82,8 82,7 81,6

Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 11.9 118 116

Source: Annual Reports of Air Canada (2011, 2012, 2013)

Both in 2011 and 2013, Air Canada records a pasiblhWWC amount with liquidity
ratios about the acceptable rate while recordirgatiee NWC in 2012 with the current
ratio being less than 1. Because Air Canada fitwdbainkruptcy protection following
heavy losses in 2003, the airline underwent resiring under the Company’s
Creditors Arrangement Act (CCAA) in 2004 (Laurid2Q04). Since then; Air Canada
has accumulated a big deficit in shareholders’ tgqéis a result, in 2011 the airline
records negative profit margin and ROA but a pesilROE due to negative net income
and equity. Despite of the positive margins in 2@bti 2012; ROE values still remain
negative due to the negative equity. In additiewelage ratios notes big indebtedness

with debt ratio exceeding 1 with high negative D#tos while Air Canada records a
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positive operating profit margin and noticeableatasset turnover ratios during the
period.

Despite of the financial problems, its traffic sttts recorded a gradual rise in ASK
and RPK throughout the three years with a stablandRRPK.

3.2.5. Ratio and Airline-Specific Analysis for AirFrance / KLM

Table 12
Financial Ratio Analysis for Air France/KLM
Ratios 2011 2012 2013
Air France NWC (M$) -3.809,9| -2.888,9 -3.881,p
KLM Liquidity Ratios Current Ratio 0,7 0,77 0,73
Quick Ratio 0,53 0,63 0,6
Leverage Ratios D/E Ratio 3,514 4,568 10,318
e A Debt Ratio 0,777 0,819 0,91
K’ﬁw Activity Ratios Total Assets Turnover Rate 0,684 0,934 1,004
Operating Profit Margin -0,02 -0,034 -0,009
Profitability Net Profit Margin -0,033 -0,046 -0,071
Ratios Return on Assets -0,029 -0,043 -0,072
Return on Equity -0,133 -0,241 -0,811
Table 13
Airline-Specific Ratio Analysis for Air France/KLM
Air France / Airlines’ Specific Ratios 2011 2012 2013
KLM Available Seat Kilometers (ASK)

(Amount in Million) 267.578,00| 268.016,00| 272.419,00

Revenue Passenger Kilometers (RPK

AIR FRANCE 219.346,00| 223.034,00| 228.316,00

sy (Amount in Million)
e Average Load Factor (LF) (%) 82 83,2 83,8
KLM Revenue per Revenue Passenger Kilometer 1071 10.4 105

(RRPK), or Yield in (USD cents)

Source: Annual Reports of Air France/KLM (2011, 2012, 2013)

Air France/KLM operates the leading schedule ofgkawul flights on departure from
Europe with a huge market in North-Africa and Meldtast. As a consequence of
political instability and wars in mentioned areassibles high fuel prices, Air
France/KLM suffered huge financial losses during preriod. As a result; 2012 was a
year of mobilization and transition; the compangused on restructuring of the short
and medium-haul operation&ccording to the tables, NWC came out to be negativ
with a huge shortage through all the years undetyseading to low liquidity ratios. In

addition, financial ratio analysis reflect the imiels negative profitability along the three
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years and escalating to very high leverage ratpecifcally D/E which records an
enormous jump in 2013. On the other hand, thenainlecords a noticeable increase in
total assets turnover during the years under study.

Despite the airline’s poor financial results; Arafce/KLM’s transition plan records a
gradual increase in both ASK, RPK and LF with stablerage in RRPK.

3.2.6. Ratio and Airline-Specific Analysis for AirNew Zealand

Table 14
Financial Ratio Analysis for Air New Zealand
Ratios 2011 2012 2013
Air NWC (M$) -341 17 148
New Liquidity Ratios Current Ratio 0,81 1,01 1,09
Zealand Quick Ratio 0,63 0,8 0,089

‘ 2 Leverage Ratios D/E Ratio 2,329 2,237 2,091
T Debt Ratio 0,715 0,691 0,676

Activity Ratios Total Assets Turnover Rate 0,886 0,821 0,823
Operating Profit Margin 0,025 0,035 0,067
Profitability Net Profit Margin 0,018 0,016 0,039
Ratios Return on Assets 0,017 0,013 0,03p
Return on Equity 0,054 0,042 0,1
Table 15
Airline-Specific Ratio Analysis for Air New Zealand
Air Airlines’ Specific Ratios 2011 2012 2013
New Available Seat Kilometers (ASK)
Zealand (Amount in Million) 32.353,00 | 32.618,00 | 33.167,00
‘ 2 Revenue Passenger Kilometers (RPK) 56 g95 09 | 27.013,00 | 27.733,00
(Amount in Million)
‘5 Average Load Factor (LF) (%) 83,6 82,8 83,4
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 13,1 135 13,6

Source: Annual Reports of Air New Zealand (2011, 2012, 2013

According to Air New Zealand’s tables, the airlimeords negative NWC with liquidity
ratios below the industry’s average in 2011. Inflkwing two years, NWC amounts
are positive and current ratios above okie New Zealand’s total asset turnover ranges
between 0,82 and 0,88 with the best ratio recorde2D11.In addition, the leverage

ratios decrease during the period below industaysrage as a good sign. All over the
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three years, all profitability ratios came out ®gwositive, with the best results achieved
in 2013.

New Zealand Air traffic statistics show poor penfiance with tiny increase in ASK and
RPK and the airline maintain its LF and RRPK stdabteughout the period.

3.2.7. Ratio and Airline-Specific Analysis for AlINippon Airways

Table 16
Financial Ratio Analysis for All Nippon Airways

Ratios 2011 2012 2013
All Nippon NWC (M$) 2958 | 1.066,72 2.757,18
Alrways Liquidity Ratios Current Ratio 1,05 1,19 1,57
Quick Ratio 0,69 0,88 1,23
. D/E Ratio 2,712 2,678 1,82
Leverage Ratios -
Debt Ratio 0,727 0,723 0,638
Activity Ratios Total Assets Turnover Rate 0,704 0,70b 0,694
Operating Profit Margin 0,05 0,069 0,07
Profitability Net Profit Margin 0,017 0,02 0,029
Ratios Return on Assets 0,037 0,051 0,05
Return on Equity 0,047 0,053 0,066
Table 17

Airline-Specific Ratio Analysis for All Nippon Airw ays

ANA Airlines’ Specific Ratios 2011 2012 2013
Available Seat Kilometers (ASK)
(Amount in Million)
Revenue Passenger Kilometers (RPK
(Amount in Million)

86.564,00 | 91.162,00 | 96.455,00

58.413,00 | 59.940,00 | 64.878,00

Average Load Factor (LF) (%) 67,2 65,7 67,5
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 15,6 16,2 15,9

Source: Annual Reports of ANA (2011, 2012, 2013)

All Nippon Airways records a gradual increase s\N\WC as well as in its quite higher
liquidity ratios, with a remarkable rise after 20l karthquake. Similar to liquidity
ratios, all profit ratios continue rising, on th#her hand; total asset turnover records a
slight decrease in 2013. ANA group notes signifidamerage ratios in 2013 with D/E

ratio way below the sector’s average in additioa twticeable decrease in debt ratio in
the mentioned year.
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ANA Group notes a gradual growth in its ASK and R®Hues. Throughout the years
under study, LF came out to be around 66,8 % asvarage, which is relatively low

comparing to industry’s average. On the other h&ik\'s RRPK values records one
of the highest results in the airline industry.

3.2.8. Ratio and Airline-Specific Analysis for Catlay Pacific

Table 18
Financial Ratio Analysis for Cathay Pacific
Ratios 2011 2012 2013
Cathay NWC (M$) -725 40 -204
Pacific Liquidity Ratios Current Ratio 0,85 1,01 0,96
Quick Ratio 0,77 0,89 0,89
k’ Leverage Ratios D/E Ratio 1,455 1,708 1,723
Debt Ratio 0,592 0,63 0,633
CATHAY PACIFIC
Activity Ratios Total Assets Turnover Rate 0,718 0,64 0,586
Operating Profit Margin 0,056 0,018 0,037
Profitability Net Profit Margin 0,058 0,011 0,029
Ratios Return on Assets 0,041 0,007 0,01}
Return on Equity 0,102 0,02 0,046
Table 19
Airline-Specific Ratios Analysis for Cathay Pacific
Cathay Airlines’ Specific Ratios 2011 2012 2013
Pacific Available Seat Kilometers (ASK) | 156 340 00| 129.595,00| 127.215,00
(Amount in Million)
\ Revenue Passenger Kilometers (RPK) 1 57 35| 103.805,60| 104.570,73
E (Amount in Million)
Average Load Factor (LF) (%) 80,4 80,1 82,2
ATHAY pAC”fIC Revenue per Revenue Passenger Kilomgter
C (RRPK), or Yield in (USD cents) 8.5 8.7 8.8

Source: Annual Reports of Cathay Pacific (2011, 2012, 2013)

According to Cathay Pacific’s tables, NWC is negain 2011 and 2013 with liquidity

ratios below industry’s norms. In 2012, a minoripes working capital is recorded
with a current ratio just a touch above 1. A combns decrease in total asset turnover is
seen during the three yeats. the period under study, all the profitabilitytiocs are
positive with the highest ratios in 2011. Cathayiffa shows a balanced capital

structure as it keeps its D/E ratio under industigverage throughout the three years

with debt ratios below 0,70.
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Cathay Pacific’s ASK rises in 2012 then drops sligln 2013. On the other hand, RPK
notes a gradual increase during the years unddy.dtr records a noticeable growth in
2013 with RRPK gradually increasing during the gaander study.

3.2.9. Ratio and Airline-Specific Analysis for Del Airlines

Table 20
Financial Ratio Analysis for Delta Airlines
Ratios 2011 2012 2013
I_D(?Ita NWC (M$) -4.972 -4.998 -4.501
Airlines Liquidity Ratios Current Ratio 0,61 0,62 0,68
Quick Ratio 0,41 0,38 0,38
Leverage Ratios D/E Ratio -32,16 -21,906 3,488
Debt Ratio 1,032 1,048 0,777
Activity Ratios Total Assets Turnover Rate 0,807 0,828 0,723
Operating Profit Margin 0,056 0,059 0,09
Profitability Net Profit Margin 0,024 0,028 0,279
Ratios Return on Assets 0,02 0,023 0,202
Return on Equity -0,612 -0,473 0,905
Table 21
Airline-Specific Ratio Analysis for Delta Airlines
Delta Airlines’ Specific Ratios 2011 2012 2013
Airlines Available Seat Kilometers (ASK)

(Amount in Million) 310.162,10| 310.495,17| 313.735,69

Revenue Passenger Kilometers (RPK
(Amount in Million)

377.561,50| 370.737,74| 374.478,74

DELTA Average Load Factor (LF) (%) 82,1 83,8 83,8
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 15,7 16,5 16,9

Source: Annual Reports of Delta Airlines (2011, 2012, 2013)

Delta Airlines’ tables note huge negative NWC tlgioout the years under study with
liquidity ratios below the ideal value. According (Perez, 2005); the airline records
profits but still has a negative equity in thetfinwo years from its bankruptcy in 2005,
Delta challenges associated with its merger withtiNeest in 2008 and the economic
downturn in 2009. Moreover, because it has a kaptismall negative equity value, the
ROE calculation is further distorted in 2013. le fame years Delta Airlines notes poor

debt ratios of value exceeding 1 while in 2013 dhBne records better leverage rates.
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Although the company recovers from previous yeaegjative equity in the last year; its
D/E ratio still remains high with a debt ratio baarfound industry’s average.

In 2012, Delta Airlines notes a drop in both ASKdaRPK to rise back in 2013.
Average LF shows stable results along the yearsnustddy with a gradual increase in
RRPK.

3.2.10. Ratio and Airline-Specific Analysis for Enmates

Table 22
Financial Ratio Analysis for Emirates
Ratios 2011 2012 2013
Emirates NWC (M$) 157,22 39,24 988,56
Liquidity Ratios Current Ratio 1,03 1,01 1,12
Quick Ratio 0,83 0,8 0,95
g}, Leverage Ratios D/E Ratio 2,149 2,621 3,153
Emicites Debt Ratio 068 | 0722] 0,757
Activity Ratios Total Assets Turnover Rate 0,833 0,808 0,771
Operating Profit Margin 0,1 0,029 0,039
Profitability Net Profit Margin 0,099 0,024 0,031
Ratios Return on Assets 0,084 0,021 0,026
Return on Equity 0,284 0,072 0,104
Table 23

Specific- Airline Ratio Analysis for Emirates

Emirates Airlines’ Specific Ratios 2011 2012 2013

Available Seat Kilometers (ASK) 18275700 200.687.00| 236.645.00
(Amount in Million) 090 6387, .645,

% Revenue Passenger Kilometers (RPK
Emirates (Amount in Million)
Average Load Factor (LF) (%) 80 30 79.7

Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents)

146.205,60| 160.549,60| 188.606,07

7,7 8,3 8,3

Source:Annual Reports of Emirates (2011, 2012, 2013)

Emirates’ tables show positive NWC through the geander study with a notable
increase in 2013. Besides, liquidity ratios camé twube slightly above industry’s
average. During the period; leverage ratios reeondticeable growth and indebtedness
increase significantly. Whil¢otal assets turnover rate records a slight andugia
decrease as an indicator for efficienttye whole three years of study express positive
profitability ratios despite of the remarkable deelin 2012. Profitability of Emirates

hit the highest results in 2011 since the drop avessult of the ongoing Eurozone crisis
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and sustained geopolitical turmoil in North Africaad Middle-East which form a
considered part of Emirates market.

Emirates’ traffic results show significant growth both its ASK and RPK throughout
the three years. LF is almost the same duringhieetyears while passenger yield came

out to be higher but unit costs are even lowertlpdriven by the strength of capacity
growth (Abbas, 2014).

3.2.11. Ratio and Airline-Specific Analysis for IAG

Table 24
Financial Ratio Analysis for IAG
Ratios 2011 2012 2013
Int. Airlines NWC (M$) -885,4 | -3.274| -2.7358
Group Liquidity Ratios Current Ratio 0,9 0,66 0,72
Quick Ratio 0,5 0,341 0,345
IAG Leverage Ratios D/E Ratio 2,612 3,109 4,237
INTERNATIONAL -
AlRLINES Debt Ratio 0,712 0,745 0,797
Activity Ratios Total Assets Turnover Rate 0,827 0,918 0,894
Operating Profit Margin 0,028 -0,034 0,028
Profitability Net Profit Margin 0,036 -0,051 0,008
Ratios Return on Assets 0,028 -0,047 0,00
Return on Equity 0,108 -0,194 0,038
Table 25
Specific-Airline Ratio Analysis for IAG
Int. Airlines Airlines’ Specific Ratios 2011 2012 2013
Group

Available Seat Kilometers (ASK) 213.193.00| 219.172.00| 230.573.00

IAG Revenue Passenger Kilometers (RPK) 168.617,00| 176.102,00| 186.304,00

INTERNATIONAL
AIRLINES

GROUP Average Load Factor (LF) (%) 79,1 80,3 80,8
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 10,62 11,52 11,61

Source: Annual Reports of IAG (2011, 2012, 2013)

IAG’s analysis record a noticeable negative NWCirduthe three years with a huge
deficit in 2012. As a result, the liquidity raticame out to be below industry’s norms.
In addition, leverage ratios note a rapid growtthwates exceeding industry’s averages
in the last two years. Total asset turnover rasngbs slightly along the three years in a

positive manner during the period, meaning theeasing activity. In 2012, IAG has
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reported a near € 1 billion loss after British Aays' profits were wiped out by strike-hit
Iberia and the group wrote down the value of itargh carrier. Iberia’s operating loss
widened from € 61m in 2011 to € 896m in 2012 (Park@13). Consequently, IAG put
a piece of significant work in 2013 to bounce bdobm 2012’s loss, with all

profitability ratios positive then.

ASK and RPK record a significant gradual growthinigithe three years while LF and
RRPK increase slightly throughout the period ursiady.

3.2.12. Ratio and Airline-Specific Analysis for Koean Air

Table 26
Financial Ratio Analysis for Korean Airlines
Ratios 2011 2012 2013
Korean Air NWC (M$) -3.501,6| -2.693,1 -4.376,9
Liquidity Ratios Current Ratio 0,46 0,54 0,4
Quick Ratio 0,35 0,34 0,3
ﬂ Leverage Ratios D/E Ratio 8,249 7,655 7,365
Debt Ratio 0,892 0,874 0,88
KSREAN AIR
Activity Ratios Total Assets Turnover Rate 0,584 0,558 0,517
Operating Profit Margin 0,033 0,025 -0,002
Profitability Net Profit Margin -0,026 0,02 -0,032
Ratios Return on Assets -0,015 0,011 -0,017
Return on Equity -0,138 0,098 -0,14
Table 27
Airline-Specific Ratio Analysis for Korean Airlines
Korean Air Airlines’ Specific Ratios 2011 2012 2013
Available Seat Kilometers (ASK) | g4 585 09 | 88.305,00 | 89.111,00
(Amount in Million)
Revenue Passenger Kilometers (RPK) ¢, a57 0 | 68.834,00 | 68.360,00
(Amount in Million)
- Average Load Factor (LF) (%) 76,9 77,9 76,7
KSREAN AIR "Revenue per Revenue Passenger Kilometer 97 10.1 99
(RRPK), or Yield in (USD cents) ' ' '

Source: Annual Reports of Korean Air (2011, 2012, 2013)

The year of 2011 produced slow growth in the avet industry because of the impact
of Japanese earthquake and subsequent nuclearaitas Eurozone debt issues and
the economic downturn in Korea. As a result; Korédars tables record negative net

profits in the period excepting 2012. Liquidity icet are quite lower than airlines’
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industry average due to the huge negative NWC atsoaraddition the airline records
extraordinary high leverage ratios above sectaoisns. Hence, the airline faces major

liquidity problem as well as solvency problems.

Contrary to the financial ratios; Korean Air' ASK@RPK values record a slow growth
in the period while RPK has a slight decline in 20Besides; LF increased in 2012 to

drop back again in the last year and RRPK remdm®st the same during the years
under study.

3.2.13. Ratio and Airline-Specific Analysis for Luthansa

Table 28
Financial Ratio Analysis for Lufthansa
Ratios 2011 2012 2013
Lufthansa NWC (M$) -457,64 1 -1.705
Liquidity Ratios Current Ratio 0,97 1 0,88
Quick Ratio 0,81 0,9 0,79
Lufthansa ,
Leverage Ratios D/E Ratio 2,521 2,442 3,794
Debt Ratio 0,714 0,708 0,79
Activity Ratios Total Assets Turnover Rate 1,032 1,06 1,032
Operating Profit Margin 0,034 0,033 0,03
Profitability Net Profit Margin -0,0005 0,032 0,01
Ratios Return on Assets -0,0005 0,035 0,011
Return on Equity -0,002 0,12 0,052
Table 29

Airline-Specific Ratio Analysis for Lufthansa

Lufthansa Airlines’ Specific Ratios 2011 2012 2013

Available Seat Kilometers (ASK) 258.263.00 | 260.169.00| 262.682.00
(Amount in Million) -£03, 169, .682,
Lufthansa Revenue Passenger Kilometers (RPK

(Amount in Million)
Average Load Factor (LF) (%) 77,6 78,8 79,8

200.394,00| 205.015,00| 209.649,00

Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 13,5 13,6 13,5

Source: Annual Reports of Lufthansa (2011, 2012, 2013)

According to Lufthansa’s tables, NWC is negative2iill and 2013 with a big deficit
in the last year, leading to current ratios lesmth in the mentioned years. In 2012,

current assets almost matched current liabiliteassing a miniscule NWC amount and a
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current ratio of 1. Indebtedness of the compangsrisom 0,70s to 79 % in 2013,
exceeding industry’s average. The airline recondsuawavering total asset turnover
ratio during the period, fluctuating marginally akol. The airline suffered in 2011
because of a small loss resulting in a touch beles profit margins, ROA and ROE.

On the other hand, profitability ratios are all pi@e in the following years.

ASK, RPK and LF continue their gradual growth dgritme years under study while
RRPK remains stable.

3.2.14. Ratio and Airline-Specific Analysis for Qatas

Table 30
Financial Ratio Analysis for Qantas

Ratios 2011 2012 2013

Qantas NWC (M$) -93 -1.297 82
Liquidity Ratios Current Ratio 0,99 0,84 1,01

Quick Ratio 0,78 0,65 0,7
Leverage Ratios D/E Ratio 2,393 2,598 2,395
Debt Ratio 0,705 0,722 0,705

QANTAS
Activity Ratios Total Assets Turnover Rate 0,714 0,74p 0,787
Operating Profit Margin 0,043 0,017 0,023
Profitability Net Profit Margin 0,017 -0,016 0,0004
Ratios Return on Assets 0,012 -0,012 0,0003
Return on Equity 0,041 -0,041 0,001
Table 31
Specific- Airline Ratio Analysis for Qantas
Qantas Airlines’ Specific Ratios 2011 2012 2013
Available Seat Kilometers (ASK) | 33 581 0| 139.423,00 139.909,00
(Amount in Million)
Revenue Passenger Kilometers (RPK) g 759 09| 111.692,00| 110.905,00
(Amount in Million)
QaNTaS Average Load Factor (LF) (%) 80,1 80,1 79,3
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 10,7 10,6 103

Source: Annual Reports of Qantas (2011, 2012, 2013)

Qantas’s tables report negative NWC in the first fears with a huge deficit in 2012
with liquidity ratios being less than industry’srnoin the mentioned years. Unlike the

previous years, the airline records a positive worR013 with a current ratio above 1.
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Leverage ratios shows steadiness during the yeaderustudy with ratios around
sector’'s norm. During the period, the airline shaavgradual increase in total asset
turnover ratesAll the profitability ratios in 2011 and 2013 aresitive, whereas in 2012

all of the rates except operating profit margin aegative. Throughout the three years,

it is visible that operating profit margin is hightban profit margin.

Qantas’ ASK and RPK show a noticeable increas®ir? 2vhile LF and RRPK slightly
decrease during the three years.

3.2.15. Ratio and Airline-Specific Analysis for Ryaair

Table 32
Financial Ratio Analysis for Ryanair
Ratios 2011 2012 2013
Ryanair NWC (M$) 2.281,8| 2.64859 2.459,14
Liquidity Ratios Current Ratio 1,89 2,14 1,97
Quick Ratio 1,4 1,73 0,83
Leverage Ratios D/E Ratio 1,91 1,722 1,733
Debt Ratio 0,656 0,633 0,634
Activity Ratios Total Assets Turnover Rate 0,422 0,488 0,546
Operating Profit Margin 0,135 0,156 0,147
Profitability Net Profit Margin 0,103 0,128 0,117
Ratios Return on Assets 0,044 0,062 0,064
Return on Equity 0,127 0,169 0,174
Table 33

Airlin-Specific Ratio Analysis for Ryanair

Ryanair Airlines’ Specific Ratios 2011 2012 2013

Available Seat Kilometers (ASK)
(Amount in Million)

63.358,26 | 71.139,69 | 72.829,96

Revenue Passenger Kilometers (RPK

(Amount in Million) 53.256,89 | 58.584,45 | 59.865,60

Average Load Factor (LF) (%) 83 82 82

Revenue per Revenue Passenger Kilometer 69 77 83
(RRPK), or Yield in (USD cents) ' ' '

Source: Annual Reports of Ryanair (2011, 2012, 2013)

Ryanair is the largest low cost carrier in the wWahd it is Europe’s only ultra-low cost
carrier airline company. The airline records thghlest NWC amount among the

airlines under study with significantly higher lidity ratios throughout the three years.
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Total assets turnover rates note a gradual incréaseg the period. Profitability ratios
came out to be positive through all the years \high operating profit margin and
profit margin. In addition, Ryanair’s ratios showntinuing increase in its ROA and

ROE. Similar to previous ratios, Ryanair notes \Weigeverage ratios way below the
industry average.

Airline’s ASK and RPK continue their gradual growtluring the years under study

with a stable average load factor. Similar to ASKd &RPK; RRPK values show a
continuing growth in yield.

3.2.16. Ratio and Airline-Specific Analysis for Sigapore Airlines

Table 34
Financial Ratio Analysis for Singapore Airlines
Ratios 2011 2012 2013
Sir_\g_apore NWC (M$) 3.546,9| 1.940,9] 1.952)%
Airlines Liquidity Ratios Current Ratio 1,57 1,37 1,35
Quick Ratio 1,25 1,025 0,989
) Leverage Ratios D/E Ratio 0,707 0,687 0,688
SINGAPORE Debt Ratio 0,409 0,402 0,402
AIRLINES
Activity Ratios Total Assets Turnover Rate 0,591 0,674 0,673
Operating Profit Margin 0,086 0,019 0,015
Profitability Net Profit Margin 0,075 0,023 0,025
Ratios Return on Assets 0,045 0,017 0,07
Return on Equity 0,079 0,025 0,029
Table 35
Specific-Airline Ratio Analysis for Singapore Airlines
Singapore Airlines’ Specific Ratios 2011 2012 2013
Airlines Available Seat Kilometers (ASK) | g 060,20| 113.409,70| 118.264,40
(Amount in Million)
Revenue Passenger I_<|_Iometers (RPK 84.801,30 | 87.824.00 | 93.765.60
) (Amount in Million)
A Average Load Factor (LF) (%) 78,5 77,4 79,3
AIRLINES
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 11.9 118 114

Source: Annual Reports of Singapore (2011, 2012, 2013)

According to tables of Singapore Airlines; NWC ambdecreases significantly by the
end of 2011. On the other hand, liquidity ratioereereasonable generally but current

ratio is in decline, above the acceptable ratetlier sector. Likewise, asset turnover
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increases as a better sign for efficiency. Netipnmoiargin is bigger than operating
margin in the last two years indicating that nom@ping income is significant while
they are positive through the period despite ofrdesonable decline due to intensified
competitive landscape, persistently high jet fugtgs and natural disasters e.g. Japan
earthquake. In a heavy debt structure industrydiation industry; Singapore Airlines
records a noticeably low D/E ratio around 70 %adidition, debt ratio is about 40 %,
also quite low for the sector, below the acceptahie.

Singapore Airlines shows gradual growth in ASK, R&k LF while RPRK decreases
during the period.

3.2.17. Ratio and Airline-Specific Analysis for Tukish Airlines

Table 36
Financial Ratio Analysis for Turkish Airlines
Ratios 2011 2012 2013
Turkish NWC (M$) 64,62 -364,4 | -9921
Airlines Liquidity Ratios Current Ratio 1,03 0,86 0,68
Quick Ratio 0,64 0,59 0,39
@ Leverage Ratios D/E Ratio 2,646 2,47 2,648
AR Debt Ratio 0726 | 0,712 0,726
Activity Ratios Total Assets Turnover Rate 0,72 0,782 0,82
Operating Profit Margin 0,009 0,077 0,066
Profitability Net Profit Margin 0,002 0,08 0,036
Ratios Return on Assets 0,001 0,067 0,03
Return on Equity 0,004 0,217 0,109
Table 37
Specific-Airline Ratio Analysis for Turkish Airline s
Turkish Airlines’ Specific Ratios 2011 2012 2013
Airlines ; ;
Available Seat Kilometers (ASK) 81.193.00 | 96.124,00 | 116.433,00
@ Revenue Passenger Kilometers (RPK) 58.933,00 | 74.410,00 | 91.997,00
TURKISH
sl Average Load factor (LF) (%) 72,6 77,4 79,0
Revenue per Revenue Passenger Kilometer
(RRPK), or Yield in (USD cents) 10,3 10 9.5

Source: Annual Reports of Turkish Airlines (2011, 2012, 23p1
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According to Turkish Airline’s tables, NWC falls 9o sharply recording negative
results in 2012 and 2013. As a result of workingited drop, liquidity ratios note a
gradual decrease below the ideal rate in 2012-281Is the airline records gradual
increase in total assets turnover rate. On therdthed, profitability ratios are all
positive with significant rise in 2012. In additiothe airline shows stability in its
leverage ratios with ratios changing around ingtstnorm.

Turkish airline’s traffic statistics highlight iguccess with a massive rise in its ASK and
RPK during three years. Similarly, the airline rogenoticeable continuing increase in
its average LF. On the other side, the airline €@ continuing decrease it its yield

about while they are acceptable values.
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PART 4: COMPARING MAJOR AIRLINE COMPANIES BY
TRADITIONAL AND AIRLINE-SPECIFIC RATIOS

In the 4th chapter of the study; comparing thegrertinces of the airline companies is
aimed so the results acquired from the analysek aacliquidity, leverage, activity,

profitability also airline specific analysis arengpared below.

4.1. Comparing the Airlines by Using Liquidity Ratios

Current Ratio and Quick Ratio (2011)

W Current Ratio Quick Ratio

Figure 1: Current Ratio and Quick Ratio (2011)

Current Ratio and Quick Ratio (2012)

W Current Ratio Quick Ratio

Figure 2: Current Ratio and Quick Ratio (2012)
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Current Ratio and Quick Ratio (2013)
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Figure 3: Current Ratio and Quick Ratio (2013)

As mentioned previously, the goal of liquidity ciis to determine whether the airline
can meet its short-term financial commitments. Im iadustry characterized by
substantial volatility, negative or positive butMonorking capital can primarily be

explained by airlines being highly leveraged whrelguire periodic payments of the
current portion of long-term debt. As a result,altie an airline wants a current ratio

greater than one, indicating that its current assat cover its short-term liabilities.

Throughout 2011; Ryanair, Air Asia and Singaporerecord remarkable liquidity way
above (1,5). Air Canada, All Nippon Airways (ANAJurkish Airlines and Emirates
note ratios above 1. The remaining 10 airlines heates below (< 1), with Air
France/KLM, Delta Airlines and Korean Air recordimgrst ratios below (< 0,75). In
2012, liquidity ratios came similar to 2011 as RaianAir Asia and Singapore Air
remain the most liquid airlines and the least ligairlines are Air France/KLM, Delta
Airlines, and Korean Air in addition to IAG. In theame time; ANA, Aeroflot,
Emirates, Cathay Pasific and Air New Zealand recattbs above (>1). At the end of
2013; Ryanair and Singapore Air maintain their higjuidity with ANA taking Air
Asia’s place. On the other hand, for the third emusive year Korean Air records the
lowest liquidity ratios. In addition, Aeroflot, AiAsia, Emirates, Air New Zealand Air
Canada, Qantas, Cathay Pacific and Lufthansa shtws mbove (>1).
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4.2. Comparing Airlines by Using Leverage Ratios

Debt to E quity Ratio (2011)

Figure 4: Debt to Equity Ratio (2011)

Debt to E quity Ratio (2012)

2,38

Figure 5: Debt to Equity Ratio (2012)
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Debt to Equity Ratio (2013)
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Figure 6: Debt to Equity Ratio (2013)

The heavy debt structure of the airline industny ba seen by comparing debt to equity
ratios of the selected airlines, reflecting thegéaramount of capital involved in
operating an airline. Note that most carriers hd@it to equity ratios greater than one
(>2), indicating that their capital structures amnere heavily debt to equity weighted.
Throughout the years under study, Singapore Aslirecords debt to equity less than
one, beside Singapore Airlines is the only airlimeéhe sample with more equity than
debt (< 1). The airlines with the most balancedtahptructure are Cathay Pacific and
Ryanair, with debt to equity ratios less than twa)(throughout the three years. At the
other end of the scale are Korean Air and Air FedlktM, with the highest debt to
equity ratios along the three years. As discusselieg Delta Airlines and Air Berlin
both show the unusual case of negative equity dueedrlier bankruptcy and
accumulated losses. What is even more curiousais Alr Berlin has more negative
equity than Delta, even though its ratio appeatsetdetter. This reflects the confusing
nature of the ratio. In other words, that the mggative equity a company has, the less

negative its debt to equity ratio becomes.
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Debt Ratio (2011)

Figure 7: Debt Ratio (2011)

ti0(2012)

Debt Ra

Figure 8: Debt Ratio (2012)
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Debt Ratio (2013)

Figure 9: Debt Ratio (2013)

Another debt-based long-term risk metric is thetdabo, which shows the total portion
of assets financed by debt and is not affected dyative equity. A high debt ratio
indicates that firm has less financial leverage¢ceithere are fewer assets that can be
used to cover the debt. This lack of assets mayralise the cost of debt in the future,
since it can create more uncertainty for the leradmut the airline’s ability to make
contractual interest payments. Therefore, fromraydterm risk perspective, an airline
with a lower debt ratio is generally less riskyrtlane with a higher debt ratio.

Based on the graph, the riskiest airline in oudgtis Air Canada, with a debt ratio of

more than (1,40) throughout the three years, aadethst risky is Singapore with a debt
ratio of about (0,4) during the same period. hasiceable that Cathay Pacific and Ryan
air maintain second and third spot respectivelpughout the period under study. In

addition, Delta Airlines records debt ratios a toabove 1 during 2011 and 2012 but in
2013 the debt ratio notes a significant drop t@7{Q,
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4.3. Comparing Airlines by Using Activity Ratios

Total Asset Turnover (2011)

Figure 10: Total Asset Turnover (2011)

Total Asset Turnover (2012)

Figure 11: Total Asset Turnover (2012)
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Total Asset Turnover (2013)

Figure 12: Total Asset Turnover (2013)

The Asset Turnover ratio is an indicator of thecgfhcy with which a company is
deploying its assets. In other words, it is the ami@f revenues generated per dollar of
assets. Throughout the years under study, Air Beelcords unexpected high total asset
turnover ratios due to sharp total assets reduaifoh,5 % as a result of decrease in
property, plant and equipment by 7,7 % prior to20h the following years Air Berlin
reduced its fleet from 170 aircrafts in 2011 to 14®013. Consequently, during the
years under study, Aeroflot, Air Canada and Lufd@adominate the top three spots
with ratios above 1. On the other hand, the lastettspots are dominated by Ryanair,

Korean Air and Air Asia.

It is seen that Ryanair and Air Asia are amonglaélsé three spots while they dominate
operating profit margin and profit margin’s top twpot, the answer is that Ryanair and

Air Asia are ultra-low cost carriers.
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4.4. Comparing the Airlines by Using Profitability Ratios

Operating Profit Margin and Net Profit Margin (2011)
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Figure 13: Operating Profit Margin and Net Profit Margin (201
Operating Profit Margin and Net Profit Margin (2012)
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Figure 14: Operating Profit Margin and Net Profit Margin (2)1
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Operating Profit Margin and Net Profit Margin (2013)
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Figure 15: Operating Profit Margin and Net Profit Margin (&)1

Operating profit margin ratio is more accurate thahprofit margin in assessment of an
airline’s operations during the period, which hetpsremove distortions in the data
from restructuring charges, interest expenses axest While operating margins are
generally higher than profit margins, several ag# are still unable to achieve positive
operating income. This might be a sign that cerlaisiness strategies need to be re-

examined.

Throughout the three years, Air Asia and Ryanaiftsninance is clearly seen in
operating profit margin with extraordinary ratid3n the other side, Air France/KLM
records three years of consecutive negative operaiofit margin. Besides the best
and worst results, in 2011 Emirates records a ealile operating profit margin ratio of
0,1 while Air Berlin notes a negative ratio of B3 At the end of 2012, Turkish
Airlines shows third highest operating profit margatio of 0,077 while IAG has a
negative ratio of -0,034. Finally, in the last yesder study; Delta Airlines’ operating
profit margin almost reaches 0,1 and Air Berliruratback to negative operating profit
margin with ratio of -0,056. Similar to operatingofit margin, most airlines are
profitable during the three years with best restdtorded by Air Asia and Ryanair. In
contrast, Air France/KLM is unprofitable the whotbree years. Besides Air

France/KLM, Air Berlin, Korean Air and Air Canadeaaord loss in 2011 while Qantas
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and IAG record negative net profit margin in 20kRaddition, Air Berlin and Korean
Air are unprofitable in 2013.
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Figure 16: Return on Asset (2011)
Return on Asset (2012)
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Figure 17: Return on Asset (2012)
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Return on Asset (2013)
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Figure 18: Return on Asset (2013)

Other method for analyzing profitability is retuon assets (ROA). This metrics can be
particularly important to investors looking to phase shares in a company, potential
creditors, or potential lessors when evaluatingdinéne’s ability to cover its costs. To
be noted; when evaluating ROA, it is important tmsider the different depreciation
methods and schedules that the airlines implentettause this can strongly influence
the ratio.

Although this graph looks almost identical to prafiargins, one major difference is
that in 2011, Ryanair and Air Asia rank fourth amxth respectively in the sample with
regard to ROA, whereas the airlines took the toptsgbased on profit margin.
According to ROA in 2011; Aeroflot, Emirates anch@pore Airlines are all able to
use their assets more productively than RyanairAind\sia. On the other hand, Air

Berlin records a catastrophic ratio nearly -0,20the same year. In 2012; Turkish
Airlines with Ryanair show the best values of 0,0@#le Air Asia is the fourth with a

ratio of 0,05. In contrast, Air France/KLM and IA®cord the worst ratios of -0,043
and -0,047 respectively. During the last year @& #tudy, Delta Airlines took the first
spot in ROA rate due to its extraordinary high graf 2013. Ryanair came second

while Air Asia dropped to ninth place with a ratb0,02. On the opposite side of the
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graph, Air France/KLM and Air Berlin note negativatios of -0,072 and -0,167
respectively.

Return on Equity (2011)
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Figure 19: Return on Equity (2011)
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Figure 20: Return om Equity (2012)
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Return on E quity (2013)
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Figure 21: Return on Equity (2013)

From a shareholders’ perspective, an airline’sitgtib convert funds acquired through
equity into profitability is one of the clear sidseof the success of the company.
However, because ROE uses book value of equityg,dtibjected to certain variances.
For instance, the graph shows that Delta Airlined & high ROE in 2013, much higher
than Ryanair being the second. However, althouglttaDairlines did produce a
profitable year and recorded a strong ROE, theoready this ratio is so high is mostly
that the airline had a very small amount of bookiggand was actually running an
accumulated deficit from losses accrued over teedacade. Moreover; from the graph
of 2011, it appears that Air Canada doing quitd,vegld this might seem strange given
that the airline had negative income for the |lastesal years and one should therefore
expect to see a negative ROE. However, Air Canadaplsted negative equity on its
balance sheet from mounting losses over the yBarther words, because the airline’s
debt exceeds its total assets and it also has imegadrnings, its ROE will become
positive when calculated. On a similar note, Délidines has posted profits over the
last several years, but still has a negative ba@bkesof equity including 2011 and 2012,
because of its bankruptcy in 2005. As a resultabse it has negative ROE values in
the mentioned two years while a huge positive rat2013 due to tiny positive equity

amount.
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In conclusion, LCCs represented by Ryanair andASia have outperformed legacy
carriers in terms of operating and profit margipartly as a result of lower overhead
costs. In addition, LCCs maintain high liquiditydabelow aviation-average leverage
ratios throughout the years under study. On therdtland, Air France/KLM and Air

Berlin record the worst profitability and leveraggios beside insufficient liquidity.

4.5. Comparing the Airlines by Using Airline-Specifc Measures and Ratios
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Figure 22: Available Seat Kilometer (2011-2012-2013)

Throughout the three years under study, Deltaed| Air France/KLM and Lufthansa
(long-haul airlines) dominated the top three spoi@vailable seat kilometer (ASK) and
revenue passenger kilometer (RPK) scales due wefodistance they cover and more
passengers they carry but it is not a completedataization, since airlines can have the
same amount of ASK, but operate completely diffdyer-or example, a short-haul
airline with multiple frequent flights could end wpth a similar ASK to that of a long-

59



haul international airline with less frequent flighyet the two airlines have quite
different business models (ex: Air New Zealand'stsp

Revenue Passenger Kilometer (2011-2012-2013)
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Figure 23: Revenue Passenger Kilometer (2011-2012-2013)

To be noticed, Delta Airlines occupies the firsbiswith results way above the second
and third spot. During the mentioned period, mdghe airlines record growth in their
(ASK) and (RPK) except Air Berlin. In addition, Erates, Turkish Airlines and
Aeroflot note a significant growth in (ASK) and (RP Moreover, by the end of 2013,
IAG and Emirates are not so behind Lufthansa whidupies the third spot.
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Average Load Factor (2011-2012-2013)
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Figure 24: Average Load Factor (2011-2012-2013)

Airlines’ average load factor varied slightly amotige years under study except for
Turkish Airline’s load factor which records a n@able increase. In addition, airlines
under study record load factors ranging between &% 85% excluding All Nippon

Airways which notes relatively low load factor (ara 66.8 %) which is low compared

to other airlines.
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Passenger Yield (2011-2012-2013)
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Figure 25: Passenger Yield (2011-2012-2013)

Revenue per revenue passenger kilometer highestspots is occupied by Delta
Airlines and All Nippon Airways respectively. Onettother side, Ryanair and Air Asia
occupy the lowest two spots. In addition, Emiratesords low yield throughout the
years under study. Back to airlines’ data, DeltdiAes is the industry leader in yield
due to the highest RASK- CASK (revenue per avagdlabdat kilometer — cost per
available seat kilometer) while All Nippon Airwaysas the highest fares in Asia.
Furthermore, Japanese (local market) have a vegtydfiinity for Japanese carriers that
translates to a strong yield premium over foreighnas (CAPA, 2014). On the other
hand, Ryanair and Air Asia sit in the last two spfir being ultra-low cost carriers
while Emirates’ passenger yield is low because cwosts are even lower, partly driven
by the strength of capacity growth.

To sum up, in a period full of economic, politicdafuel price turbulence, airline-
specific measures and ratios highlight two impdr@spects. First, Emirates, Turkish
Airlines, and Aeroflot note a significant rapid gt in their ASK and RPK. Second,

Delta Airlines and All Nippon Airways record a sificant yield.
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RESULTS AND CONCLUSION

The global airline industry provides a service m@st every country in the world, and
has played an essential role in the creation ofobal) economy. The airline industry
itself is a major economic force, in terms of bishown operations characterized by air
transport and its impact on related industries suchircraft manufacturing and tourism.
Few other industries possess the amount attenfi@n do airlines by those directly
engaged in its operations, government policy mak®gsinvestors, the news media etc.

The reason behind this care is clear; simply amgport is an industry of billions-users.

Hundreds of commercial airlines are operating adothre world nowadays but this
study encompasses 22 major airlines worldwide Wathg history of aviation and

success such as Air France, KLM, Delta Airlinestkish Airlines and Lufthansa etc. in
addition to new emerges achieving major airlindustan few decades like Emirates,
Ryanair and Korean Air etc.

To assess major airline’s after crisis period penfnce, traditional ratio and airline-
specific analysis are performed on 17 out of 22ewaluate companies’ financial
position and market success. This study also aseseshallenges facing the airlines and
the impact of past events’ results seen till todagre specifically, throughout the study
some operating and external factors are fluctuaginignes’ earnings from high profits
to severe losses during short periods of time. Atls® noticeable that past losses and
occasionally bankruptcies have an effect on somgrmmarlines till today such as
negative or tiny equities which distort financiakdysis like return on equity and debt to
equity ratios. In addition, LCCs’ came up to behtygprofitable throughout the years
under study with rapidly growing market share. Aseault the biggest companies in
airline industry (Legacy Carriers) are restructgrithheir operation strategies through
balancing their long-haul, medium-haul and shoritlghts in order to compete with
LCCs and limit their expansion. Finally, the hea\apt structure is noticed of the airline
industry with debt to equity ratio average arourtdbzZhroughout the years under study.
The reason behind high indebtedness is the higtpettion in airlines industry due to
emergence of low cost carriers and continuing edimanof the airlines (ASK and
RPK) throughout the three years despite lossesredun order to increase or retain its
market share.
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Throughout the three years under study, Ryanairimkes the liquidity first spot way
above other airlines with current ratios around llevat the end of the scale settles
Korean Air with current ratios bout 0,45. In adalitj Air Asia, ANA and Singapore
Airlines record ratios above the industry norm. Tdwerage current ratio of the 17

companies during 3 years came out to be 1,02.

Leverage ratios average along the three yearsdedieto equity ratio of 2,5 with Air
Berlin, Korean Air, Air Canada and Delta Airlinescording distorted high and negative
ratios. The rest of airlines record ratios fluctogtaround the industry’s norm about 2,4.
Finally, the only exception is Singapore Air andi@gy Pacific which note ratios below
1. In addition, debt ratio average during the thyears under study came out to be
around 0,7. Most of the airlines note ratios belbwhroughout the three years except
Air Canada; in contrast Singapore Airlines recandsiceable lower debt ratios below
0,4.

Air Berlin records extraordinary total asset turapvatios way above the rest of the
airlines during the three years under study duist@assets’ continuing decrease. The
three year’'s average notes a rate around 0,75 Wghest ratios achieved by Air
Canada, Lufthansa and Aeroflot. On the other h&y@nair and Air Asia occupy the
last spots due to their Low Cost Carrier nature.

Operating profit margin and net profit margin shdew Cost Carriers’ domination
along the three years after crisis with relativieigh ratios. Air Asia came out to be the
most profitable one between the airlines undenstath ratios around 0,2; on the other
hand, Air France/KLM records three consecutive yeadrloss. In 2013, Delta Airlines
records extraordinary net profit margin with a rafe0,28 while Emirates records a

significant rate in 2011 and Turkish Airlines in120

Airline-specific measures and ratios note legaayi@s’ dominance in ASK and RPK
represented by Delta Airlines, Lufthansa and Aiarfee/ KLM followed by Emirates
and IAG. It is also noticeable that the airlinestsas Aeroflot, Emirates and Turkish
Airlines have significant increases in their ASKdaRPK values. In addition, the
average load factor mostly ranges between 77 %8&r¥ with best utility recorded by
Air Berlin and the worst by ANA. Finally, Delta Aines and ANA note the highest
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yield in the study way above the 1llcents (USD) ayerwhile the low cost carriers
justified their name with the lowest yields.

In addition, comparison based on ratio and airfipeeific analysis states the following;
LCCs put a better financial performance than legaeyriers, recording higher
profitability and lower leverage throughout afteisis period as Ryanair and Air Asia

outperformed the rest of the airlines under study.

Regarding airline-specific analysis, legacy casri@perating long-haul flights still
dominate the top three spots in available seatrigler (ASK) and revenue passenger
kilometer (RPK) scales as Delta Airlines came fidtowed by Lufthansa and Air
France/KLM respectively.

Further than airlines’ traditional ratio and aidispecific analysis and comparison, this
study deduct that no formulated relation can badstiedized between the two analysis
since;Available Seat Kilometer (ASK) and Revenue PasseKlgemeter (RPK) give
an image about airlines’ operations and sizes thereheir market share. On the other
hand, companies’ operation scope does not alwalysctrefinancial success as it
happened in our study.

While the Load Factor provides an understandinghef airline’s operation, it is not
useful in determining the company’s profitabiligince it omits two critical factors as
revenue and cost. The Load Factor ratio highligittsther seats are full, but high load
factors alone do not indicate profitability. Funthv@re, Load Factor can easily give a
misleading impression of an airline’s financial fjpemance as it is possible to achieve a

high load factor percent simply by lowering fares.

Revenue per revenue passenger kilometers (RRPK)assenger yield is not just
affected by financial results as we imagine, weerfobm our study that All Nippon
Airways’ high yield was a result of Japanese afffio local airlines.

In conclusion, combining both financial and airksecific ratios indicate a significant

image about airlines’ international position andcass.

For further studies, it is recommended to focusimerest expense due to airline
industry’s heavy in debt structure as it can giv&gaificant future risk assessment. In
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addition; it can be useful to analyze companiextlsimarket ratios, in order to evaluate
a market and guide investors. Moreover; as thatiomadl ratio analyses are static ones
presenting past and present performances, it ierb&i study by longer period to

evaluate financial performances of the companies.
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APPENDICES

Appendix 1:

Quick Assets Issue:

Due to current assets’ tiny inventory in airlinedustry, quick assets cannot be
calculated simply by subtracting inventories. Irdiidn to inventories, the Airlines
should also exclude deferred income taxes, prepgignses, and other current assets
such as landing slots and airport gate usage raghtdn other words, it would be more

accurate to calculate quick assets as follows:

Quick Assets = Cash and Cash Equivalents + Shon Trevestments + Accounts
Receivable
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Appendix 2:

Two important airline-specific metrics that stardiae revenues and costs in terms of
seat kilometers are Revenue per Available Seatnigter (RASK) and Cost per

Available Seat Kilometer (CASK). These two metride include non-passenger

revenue, such as that from the carriage of freight.

» RASK is used to compare the efficiency of airlinksis obtained by dividing
operating revenue by available seat kilometers (A®3€nerally, the higher the
RASK, the more profitable is the airline. Revensedpresented in cents and is

not solely limited to ticket sales.

Revenue per Available Seat Kilometers = Total OjiregeRevenué ASK

« CASK is also used to compare the efficiency ofmasiairlines. It is obtained by
dividing the operating expenses of an airline bgilable seat kilometers (ASK).
Generally, the lower the CASK, the more profitadtel efficient the airline. On
the other handmany airlines exclude fuel costs from operating emges,

making the CASK an unreliable metric.

Cost per Available Seat Kilometers = Total Opegtixpenses ASK
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Appendix 3:

Affinity definition:

Affinity means liking or being attracted to someitpior someone. In other words it's a
process of favoring based on different factors.the study, affinity is based on

nationality as it happened in the case of All Nipgarways, Japan.
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