
  

Sample Deliverable  

Credit Update for an Airline 

Company in Middle East 



Credit Update for an Airline Company in Middle East  

 

© 2017 RocSearch Ltd. All Rights Reserved 

 

 
Sample – Disguised and Abridged 

 

XYZ Airlines  
 

About XYZ Airlines 

 

XYZ Airlines commenced operations in October, 1985 flying out of Dubai with a fleet of one 

Boeing 737 and one Airbus 300 B4. XYZ Airlines is the largest airline in Middle East with a fleet 

of 251 aircrafts by March, 2016 end. XYZ Airlines was also the world’s biggest airline of wide-

bodied aircrafts, flying the largest fleet of Airbus 380 and Boeing 777 by March 2016. In 2014-

15, XYZ Airlines received the delivery of 50th Airbus 380 and 100th Boeing 777 and added 24 

aircrafts to the fleet. In 2015-16, the airline added 29 new aircrafts to its fleet and retiring nine 

aircrafts, maintaining average fleet age of 74 months. XYZ Airlines was named the World’s most 

valuable airline brand. The airline flies to XX destinations in more than 80 countries in six 

continents.  

 

Shareholding structure and credit rating 

 

XYZ Airline is the subsidiary of the XYZ Airline group which is wholly owned by ABC. ABC is 

wholly owned by the Government of XXX. The airline is considered as a strategic asset by the 

Government of Dubai and it seems unlikely that Dubai government will let the company default 

if the company is struggling to meet its obligations in the future. However, there is no explicit 

sovereign guarantee for any of XYZ Airline’ issue and hence the risk exists on paper. 

Accordingly, it is advisable to check the company’s creditworthiness as a standalone entity with 

Dubai government’s implicit support being an added layer of comfort. 

The company is not rated by any credit rating agency. 
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XYZ Airline’ performance and FY16 earnings 

The company grew from XX aircrafts and XX destination cities in FY03 to XX aircrafts and XX 

destination cities as of March, 2016. The company has not reported loss in any of the last 30 

years of operations, which is a big achievement in the airlines industry. This strong track record 

should give some comfort on the ability of the company to maintain profits in this volatile 

industry, in general.   

XYZ Airline reported its earnings for the fiscal year ending March 2016. The airline’s net income 

increased XX% YoY in FY16, primarily due to lower operating costs. XYZ Airline’ bottom line was 

favourably impacted by XX% decline in jet fuel cost, which constituted XX% of the total operating 

costs, down from XX% contribution in FY15. As a result, the airline reported strong EBITDA 

margin of XX%, compared to XX% EBITDA margin YoY. The company’s revenue increased at a 

CAGR of XX% between FY11-16 period. The company’s key financial & operational parameters 

are shown below:- 

 
March end 2010 2011 2012 2013 2014 2015 2016

Operational Performance

Revenues 42,477   53,098   61,508     71,159     80,717     86,728     83,500     
growth YoY -0.5% 25.0% 15.8% 15.7% 13.4% 7.4% -3.7%

Gross Profit 2,587     4,155      1,034       885           2,341       3,802       6,786       
Gross margin 6% 7.8% 1.7% 1.2% 2.9% 4.4% 8.1%

EBITDA 6,527     9,118      5,947       7,975       10,681     13,339     16,330     
EBITDA margin 15% 17% 10% 11% 13% 15% 20%

EBIT 3,565     5,441      1,813       2,839       4,260       5,893       8,330       
EBIT margin 8% 10% 3% 4% 5% 7% 10%

Net Profit 3,538     5,373      1,502       2,283       3,254       4,555       7,125       
Net margin 8% 10% 2% 3% 4% 5% 9%

Leverage

Net Debt/Equity 59% 62% 109% 148% 136% 139% 117%
Int coverage (x) 10.0 10.8x 2.8x 3.2x 3.6x 4.1x 6.3x
Net Debt/EBITDA (x) 1.6 1.4x 3.9x 4.3x 3.2x 3.0x 2.3x
Gearing 0.4x 0.5x 0.6x 0.6x 0.6x 0.5x
Cash flow

CFO 8,328     11,004   8,107       12,814     12,649     13,265     14,105     
CFI (577)       (5,092)    (10,566)    (15,061)    (4,257)      (6,411)      (2,361)      
CFF (2,976)    (5,047)    (201)         1,240       (7,107)      (6,264)      (7,975)      
FCFF 5,262     4,999      1,943       7,918       (146)         3,140       4,838       
Operational Parameters

Aircrafts 142 148 169 197 217 231 251
Net additions 15 6 21 28 20 14 20
Avg fleet age (mnths) 69 77 77 72 75 74
load factor  (%) 66.8 68.9 66.7 67.5 66.5 67.3 65.5
break even load factor (%) 64.4 63.6 65.9 66.9 64.9 64.7 60.4

 

The airline has generated steady cashflow from operating activities, which increased at a CAGR 

of XX% during FYXX-XX period to AED 14.1bn. In FYXX, the cash flows from operating activities 

increased XX% YoY. The airline’s free cash flow to the firm (FCFF) increased at a CAGR of XX% 

during FYXX-XX period from AED 1.9bn to AED 4.8bn. 
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As a result of strong cash flow generation, the company’s net debt/EBITDA decreased to XX in 

FYXX from XX in FYXX and XX in FYXX, which represents improved ability to repay debt and 

hence lowered risk. The airline’s Interest coverage ratio is increasing significantly for the past 

three years signifying further improvement in the company’s position to repay its interest 

obligation.  

 

The company has an aggressive capex plan over the next X years and has committed to 

purchase XX aircrafts for AED 236bn and has an option to buy another XX aircrafts. The airline 

reported total capital commitment of AED 239.5bn at the end of March, 20XX, including AED 

3.1bn of non-aircraft commitments and AED 38mn of commitments in joint ventures. 

 
AED bn 2016 2015

Aircrafts 236.4 254.5
Non-aircraft 3.1 4.4
Joint ventures 0.04 0.1
Total 239.5 259.0

 

Source: COMPANY X, XYZ Airline annual report 

 

The airline’s aircraft schedule is following: - 

 
Aircrafts 2017 Beyond 2017

Addition 36 218  

 

 

Debt repayment 

In March 20XX, XYZ Airline reported total borrowings and lease liabilities at AED 50.1bn and the 

company generated strong cash flow of AED 14bn from operating activities. The company holds 

the major debt in the form of bonds, term loans and lease liabilities. The existing debt 

repayment schedule for XYZ Airline is following: - 

 
Debt payment schedule

AED mn 2017 2018 2019 2020 2021

Bonds 4,685           607              607              607              607              
Term loans 277              445              445              445              445              
Fin lease 4,298           4,613           4,613           4,613           4,613           
Bank OD 4                   4                   4                   4                   4                   
Total 9,264           5,669           5,669           5,669           5,669            

In the above table, we have assumed constant bank overdrafts utilisation and equal payments 

for debt, which fall due between two and five years.  We calculate that XYZ Airline’ EBITDA has 

increased by an average of AED 107mn per net addition of aircraft over the past 10 years.  

 

Risks 

XYZ Airline airlines operations are subject to several risks, the major ones being: - 
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1. Exposure to fuel price volatility: - XYZ Airline adopts an approach to managing fuel 

price risk based upon a continuous assessment of the market. During financial year 

20XX-XX, XYZ Airline’ strategy was to remain un-hedged, reflecting a view that the 

balance of risk was considered greater to the downside given historically high price 

levels and the backdrop of global economic uncertainty. From time to time, in order to 

help manage the price risk, XYZ Airline has utilized commodity futures and options to 

achieve a level of control over higher jet fuel costs and may utilize such futures and 

options again in the future. Any significant upside in fuel prices may impact the 

profitability of the company as the current fuel price exposure remains unhedged. 

2. Significant funding requirement: The Company as of March 2016 has AED 239.5bn in 

authorized and contracted capital commitments. The company expects to continue to 

incur significant capital expenditure in relation to new deliveries in future years.  

3. Interest rate risk: XYZ Airline is exposed to fluctuations in the interest rates on 

borrowings and investments. The company hedges a considerable portion of its net 

interest rate exposure using appropriate hedging tools including interest rate swaps.  

4. Currency risks: - the company undertakes hedging to mitigate the same. 

5. Economic growth: - slowdown in overall economic growth can impact airline industry on 

the whole. Currently, there is slowdown in GCC region due to recent decline in fuel 

prices.  

6. Competition: The airline industry is witnessing excess capacity, which may impact the 

passenger yields adversely. It may considerably impact the load factor and profitability 

of XYZ Airlines. 

 

Conclusion 

XYZ Airlines have a strong track record, brand name and healthy cash flows. However, the 

company is expected to repay AED 5.7-9.3bn of debt per annum for the next 5 years. Hence, 

the airline might need to refinance the existing debt. Considering the strong operating 

performance, brand name and company history, we expect the company will be able to 

refinance its debt requirement. However, the debt refinancing may occur at higher interest rate 

leading to higher interest and cash out flow. Overall, the reasonable current Net Debt/EBITDA 

lowers the overall credit risk of the company while implicit guarantee by Dubai government is 

an added advantage. 
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