
 Please read carefully the important disclosures at the end of this publication.  
 

 SECTOR UPDATE 

  21 November 2008 

        

UNDERWEIGHT Maintained 

Regional Aviation  
  

Don't be fooled by the falling oil price   

   

R
E
G
IO
N
A
L
 

 

 Raymond Yap CFA +603 2084 9769 - raymond.yap@cimb.com         
 
 
 

 

 • Demand contraction will outweigh cost savings from cheaper fuel. The current 
global economic malaise will affect most airlines negatively because demand 
destruction and the loss of pricing power are likely to have a far greater impact on 
the bottomline than savings from less expensive fuel. As such, we maintain our 
UNDERWEIGHT rating on the aviation sector. Airlines that have established 
strategies for success will emerge relatively less bruised from this shakeout.  

• Yields to contract. We believe that yields will contract first across all full-service 
carriers but leave Asian LCCs relatively untouched for now, unless the crisis 
sweeping the developed world becomes significantly deeper. The yield declines 
should become apparent in 2009, as the mix of traffic moves from front cabin into 
cattle class, load factors fall causing lower weighted average pricing and airlines 
deliberately discount to stimulate faltering demand. We are assuming between 6% 
and 9% yoy drop in yields during 2009 across our universe. The depreciation of 
revenue currencies €, £ and A$ will also impact yields. 

• Cheaper fuel will help, but only to a degree. On average, fuel comprises around 
45% of revenue. This means that every 1% drop in revenue can only be 
compensated with a 2.2% drop in fuel cost. We forecast an average spot jet fuel of 
US$120/barrel in 2008, falling to US$80 in 2009 and US$85 in 2010 (revised down 
from US$110 for both years). But with a stronger US$ and hedging losses at SIA 
and MAS, lower spot prices may not provide the expected lift to earnings as yields 
decline. Only Thai Airways, with its unhedged position, may see net bottomline 
gains. 

• LCCs and differentiated carriers to stand out. Airlines that implement either the 
differentiation or cost leadership strategies will gain competitively. Low-cost carriers 
could benefit from downtrading and have the flexibility to price their tickets lower to 
stimulate demand. Differentiated carriers like SIA may have more resilient traffic 
because of their ability to retain customers. Airlines like MAS and Thai are stuck in 
the middle with neither cost leadership nor products differentiated enough against 
both ends of the competitive spectrum. We thus believe that SIA and the LCCs will 
see less significant deterioration in demand compared to MAS and Thai Airways. 

• We are downgrading MAS from Neutral to UNDERPERFORM and cutting our 
target price from RM4.32 to RM2.20. On top of the cyclical downturn, MAS is facing 
fundamental structural issues in relation to its service quality, expensive pricing and 
the presence of strong competitors in the premium and low-cost segments.  

• Maintain NEUTRAL on SIA, with a lower target of S$12.60 (from S$13). While we 
do not expect SIA to escape from the downdraft, its relative demand and earnings 
resilience and ability to maintain tax-exempt DPS of S$1 should support the shares. 

• Maintain UNDERPERFORM on Thai Airways and cut the target price from 
THB9.90 to THB7. This is our least-preferred carrier as the domestic political turmoil 
is buffetting demand. For the next three forecast years, we expect it to report losses 
while SIA remains profitable throughout. MAS is likely to fall into a loss next year 
before recovering in 2010. 

  

Sector comparisons 
       

 
   

     

Target  Core 3-yr EPS P/BV ROE Div  
 

Bloomberg  Price price Mkt cap P/E (x) CAGR (x) (%) yield (%) 
 

ticker Recom. (Local) (Local) (US$ m) CY2008 CY2009 (%) CY2008 CY2008 CY2008 

SIA SIA SP N 10.12 12.60 7,848 9.9 11.8 (18.1) 0.8 9.0 12.0 

MAS MAS MK U 2.53 2.20 1,172 nm nm (32.1) 1.1 1.5 0.0 

Thai Airways THAI TB U 8.00 7.00 388 nm nm (180.8) 0.2 (7.4) 0.0 

Simple average 
   

  12.7 11.7 (54.4) 0.9 5.0 3.7 
            

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB/CIMB-GK Research 
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 Demand contraction hitting second-tier carriers hard 
  

 Figures 1-8 show how the current downturn is affecting second-tier “stuck in the 
middle” carriers far more severely than carriers that are well positioned as 
differentiated premium brands or well ensconced as the lowest cost in the industry.  

MAS and Thai Airways appear to be suffering far more severely than SIA or AirAsia. 
The former two airlines have seen revenue passenger kilometres (RPK) contract 
much faster than planned available seat kilometres (ASK) reductions, leading to 
weaker yoy passenger load factor (PLF). While SIA and AirAsia have also seen lower 
PLFs, this has been on the back of strong capacity increases. SIA increased capacity 
by 7% yoy during the 10M08 period, while AirAsia increased ASK 34% yoy over 
9M08. 

  

 Figure 1:  MAS’s international RPK yoy growth (%) and PLF yoy change (% pts) 
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 Figure 2:  MAS’s international ASK vs. RPK yoy growth (%) 

 

-20%

-10%

0%

10%

20%

30%

J

05

F M A M J J A S ON D J

06

F M AM J J A S O N D J

07

F M AM J J A S O N D J

08

F M AM J J A S

Int'l RPK y oy  grow th (%) Int'l ASK y oy  grow th (%)

 

 Source: Company, CIMB/CIMB-GK Research 

  

 Figure 3:  THAI’s RPK yoy growth (%) and PLF yoy change (% pts) 
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 Figure 4:  THAI’s ASK vs. RPK yoy growth (%) 
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 Figure 5:  SIA’s RPK yoy growth (%) and PLF yoy change (% pts) 
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 Figure 6:  SIA’s ASK vs. RPK yoy growth (%) 
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 Figure 7:  AirAsia’s RPK yoy growth (%) and PLF yoy change (% pts) 
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 Figure 8:  AirAsia’s ASK vs. RPK yoy growth (%) 
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 Passengers may be migrating back to top-tier airlines and airports. We believe 
that second-tier carriers like MAS and THAI will generally be more susceptible to a 
decline in global demand for air travel. For instance, when industry PLFs were strong 
and it was difficult to book seats with top-tier SIA, some global travellers may have 
opted to fly into Malaysia on MAS and transit at Kuala Lumpur International Airport. 
But with capacity no longer a constraint for SIA as PLF has dropped from as high as 
84% in December 2007 to 77.5% as at October, we believe that some of these 
spillover passengers have returned to their carrier and airport of choice. This may 
explain why SIA has seen relatively more resilient demand. 

Low-cost carriers more resilient due to downtrading. With corporate earnings 
under pressure globally and in Malaysia, we believe that downtrading has already 
started and will become more visible in the months ahead. The AirAsia product has 
improved to a level where business travellers are more than willing to countenance 
flying low cost, with the current economic pressures helping to accelerate the 
process.  

Strategy: Stay with the best, ignore the rest. Given the current global economic 
risks, we believe that investors should stay focused on the best in the industry, which 
is indisputably SIA in the full-service category. SIA will not escape yield and PLF 
declines going into the downturn, but should remain comfortably profitable. 

  

 Valuation and recommendation 
  

 Please refer to individual company reports for MAS, SIA and THAI for a more 
comprehensive treatment. 

 

Malaysia Airlines (MAS MK, TP: RM2.20, UNDERPERFORM) 
  

 We are downgrading MAS from Neutral to UNDERPERFORM and cutting our 
target price to RM2.20 (from RM4.32). We believe that MAS will face many 
difficulties in the next 12 months, driven by the cyclical downturn, but also more 
fundamental structural issues in relation to its service quality, expensive pricing and 
the presence of strong competitors in the premium segment (SIA) and low-cost 
segment (AirAsia). In bad times, premium traffic is likely to migrate back to top-notch 
carriers while cost-conscious business and leisure travellers will migrate to the LCCs. 
In our opinion, this leaves MAS extremely exposed to the cyclical downturn in 
demand, providing downside catalysts to the share price. 

No more dividends? Underlining MAS’s own pessimistic take on prospects, 
management have already signalled that dividends will be unlikely. For 2007, the 
carrier declared a tax-exempt dividend of 2.5 sen per share, its first in many years. 
We now assume that no dividends will be paid over the next three years. We earlier 
forecast 2.5 sen tax-exempt dividends. 

Forecasts slashed. We have slashed our net profit projections by 89% to RM57.8m 
(from RM504.1m) for FY08 and 67% to RM299.3m (from RM917.1m) for FY10. For 
2009, we are now expecting a RM122m net loss instead of RM754m net profit. These 
cuts factor in yield, PLF and ASK declines in 2009 and a recovery in 2010. Our new 
forecasts fully incorporate the RM1bn non-fuel cost savings which MAS had targeted 
for 2008 and assume another RM500m savings for 2009. If the airline fails to achieve 
these cost cuts, our core net profit forecasts have further downside. We have also 
incorporated lower crude oil price assumptions of US$60/barrel in 2009 (from US$90) 
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and US$65 in 2010 (also from US$90). 

Basis for target price changed from earnings-based to book value-based. Since 
we now expect sharp contraction in earnings forecasts, we are abandoning our P/E 
target of 10x and replacing it with a P/NTA target of 1x, which gives a lower target of 
RM2.20. We expect MAS to have RM2.46 net cash per share by end-2009.  

  
 

Singapore Airlines (SIA SP, TP: S$12.60, NEUTRAL) 
  

 Maintain NEUTRAL on SIA, with a lower target price of S$12.60 (from S$13 
previously). The economic turmoil will not leave SIA unscathed, but the airline 
occupies an important position as a premier brand in the region and internationally. 
This has helped SIA contain the level of load factor declines despite continued 
capacity expansion. In this downcycle, we believe that SIA will open a chasm of 
outperformance against its peers, and remains our top pick in the aviation sector. The 
share price of S$10.12 is already at historical trough valuation of 0.8x P/NTA. 

Reducing forecasts. In order to incorporate the likelihood of a protracted economic 
downturn, we now cut FY10 EPS by 9.5%, chop FY11 by 37.3% and tweaking FY09 
down by less than 1%. This is on top of our 7 November cuts of 26-39%. We currently 
expect approximately S$1bn net income per annum for the next three years.  

These forecasts incorporate lower crude oil price assumptions of US$60/barrel in 
2009 (from US$90) and US$65 in 2010 (also from US$90), against US$100 in 2008. 
But lower fuel costs will be arbitraged away by top-line headwinds. 

We have cut PLF assumptions by two percentage points each to 75% in FY10 and 
76% in FY11, against 77% in FY09. Yield forecasts have been cut 4.4% in FY10 and 
6.1% in FY11 to 11.77 Singapore cents for both years, against 12.53 cents in FY09. 
We now assume a 6% yoy decline in yields next year and flat yields thereafter, due 
mainly to the expected thinning of business class traffic and the migration from front 
cabin to back cabin. 

Basis for target price changed from earnings-based to book value-based. After 
factoring in lower earnings forecasts, we are abandoning our P/E target of 10x and 
replacing it with a P/NTA target of 1x, which gives a lower target of S$12.60. In 
previous downturns, SIA has traded at trough valuations of 0.8x P/NTA, which the 
current share price of S$10.12 currently implies. Only in exceptional circumstances 
like 9/11 or SARS did the book valuation fall to 0.6x (S$7.60). We are not setting our 
target price for SIA at 0.8x P/NTA because of SIA’s confidence in continuing 
profitability throughout this downturn, and its strong balance sheet that will support 
high net dividend yield of about 10%. 

Dividends likely to be maintained at S$1/share tax exempt. Although our EPS 
forecasts for the next three years are now below S$1 per share, SIA has a strong 
balance sheet and net cash of more than S$2 per share that will help support the 
stated dividend policy. 

  
 

Thai Airways (THAI TB, TP: THB7, UNDERPERFORM) 
  

 Maintain UNDERPERFORM on Thai Airways, with a lower target price of 
THB7.00 (from THB9.90), based on 0.2x CY09 P/BV, two standard deviations below 
the stock’s 2-year historical average (previously 0.3x CY09 P/BV).  

Downside risks remain for demand and yields. Even with relief from lower oil 
prices, risks on the revenue side are mounting. Plagued by global economic woes and 
domestic political instability, Thai Airways’s RPK started to fall in July and at a faster 
pace than its ASK cuts. After a state of emergency was declared in Bangkok, RPK 
plunged 23.1% yoy in September, with the cabin factor at only 66.8% despite a 7.3% 
cut in ASK. We forecast RPK to drop by 5.9% yoy in 2008 (unchanged) and 4.9% yoy 
in 2009 (previously -0.3%).  

We expect yields to rise 13.8% yoy in 2008, driven by fuel surcharge hikes earlier this 
year (down from 14.4% previously in light of further cuts in fuel surcharges). However, 
going forward, we expect the airline to stimulate demand by lowering fares, which will 
invariably affect yields. We are seeing early signs in the airline’s “Follow Your Dream” 
campaign, which will last through 4Q08, normally a high season. With fuel prices on a 
decline, airlines are also cutting their fuel surcharges. This again presents downside 
risks for yields. We forecast yields to drop 8.5% yoy in 2009 (previously +0.6%). 

All considered, our 2008 earnings estimate has been shaved 6.1%, driven by 
lower yields while those for FY09-10 have been raised by 5-27% as lower jet fuel 
costs more than offset lower yield and volume assumptions. We have incorporated 
lower crude oil price assumptions of US$60/barrel in 2009 (from US$90) and US$65 
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in 2010 (also from US$90). Thai Airways is the only airline where we upgrade 2009-10 
numbers despite the weaker yield numbers. However, we highlight that the airline is 
still expected to incur material losses over the next three years.  

  

 Figure 9:  Summary of changes 

 

Target price Current Previous Change (%)

SIA S$12.60 S$13.00 -3.1%

MAS RM2.20 RM4.32 -49.1%

THAI THB7.00 THB9.90 -29.3%

CY08 Core EPS FY end Currency Current Previous Change (%)

SIA FY3/09 S cents 83.18 83.86 -0.8%

MAS FY12/08 sen -2.53 24.20 -110.4%

THAI FY12/08 THB -3.62 -3.46 -4.5%

CY09 Core EPS FY end Currency Current Previous Change (%)

SIA FY3/10 S cents 87.03 96.79 -10.1%

MAS FY12/09 sen -7.30 45.10 -116.2%

THAI FY12/09 THB -2.20 -3.01 26.9%

CY08 Core EPS FY end Currency Current Previous Change (%)

SIA FY3/11 S cents 88.14 140.63 -37.3%

MAS FY12/10 sen 17.92 54.90 -67.4%

THAI FY12/10 THB -1.71 -1.79 4.6%
 

 Source: Company, CIMB/CIMB-GK Research 
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• Demand falling fast. The global economic slowdown is having a significant negative 
impact on demand for MAS’s flights, with the pace of contraction accelerating in the 
past three months. International passenger load factor (PLF) dropped 3-4% pts yoy 
during 9M08, despite a 4% reduction in ASK capacity. Second-tier airlines like MAS 
and Thai Airways are losing their customers at a much faster pace than top-tier 
airlines like SIA which operates from the high-connectivity Changi airport. We believe 
that MAS is already reversing the high-yield strategy it implemented in 2006, as 
evidenced by its aggressive promotional offers of low all-inclusive fares. 

• Downgrading call, forecasts and target price. We are downgrading MAS from 
Neutral to UNDERPERFORM and cutting our target price from RM4.32 to RM2.20 as 
we now use 1.0x P/NTA valuation from P/E of 10x previously. Our EPS forecasts 
have been slashed by 89% for FY08 and 67% for FY10. For FY09, we are now 
expecting a RM122m net loss instead of a RM754m net profit. 

• Downside catalysts. For the international passenger business, we are forecasting a 
yield increase of 9% in 2008 (revised down from +15%), followed by a yield decline 
of 7% in 2009 (from +5%). International PLF is assumed to fall to 65% (previously 
68%) next year. As MAS is likely to take action and scale back capacity even more, 
we lower our 2009 ASK assumption by 2%. We expect RPK demand to fall 9% yoy 
next year, instead of our previous forecast of a 3% drop. These topline downgrades 
are compounded by a weaker ringgit and are only partially offset by crude oil price 
declines to US$60-65/barrel in 2009-10 (previous assumption of US$90).   

  

 Financial summary 

FYE Dec 2006 2007 2008F 2009F 2010F 

Revenue (RM m) 13,459.0 14,986.1 14,442.1 12,499.0 12,864.3 

EBITDA (RM m) 3.4 1,175.1 250.6 182.2 612.2 

EBITDA margins (%) 0.0% 7.8% 1.7% 1.5% 4.8% 

Pretax profit (RM m) (72.9) 882.2 131.7 (50.8) 370.4 

Net profit (RM m)  (136.4) 851.3 57.8 (122.0) 299.3 

EPS (sen) (9.8) 58.3 3.5 (7.3) 17.9 

EPS growth (%) 88.1% 694.3% (94.1%) (311.1%) 345.4% 

P/E (x) nm 4.3 73.1 nm 14.1 

Core EPS (sen) (25.3) 59.6 (2.5) (7.3) 17.9 

Core EPS growth (%) 72.2% 336.0% (104.2%) (189.0%) 345.4% 

Core P/E (x) nm 4.2 nm nm 14.1 

Gross DPS (sen) 0.0 3.9 0.0 0.0 0.0 

Dividend yield (%) 0.0% 1.5% 0.0% 0.0% 0.0% 

P/BV (x) 1.9 1.1 1.1 1.1 1.0 

ROE (%) (7.0%) 29.3% 1.5% (3.1%) 7.4% 

Net cash per share (RM) 0.38 2.63 2.61 2.46 2.58 

P/FCFE (x) 8.7 1.7 (122.9) (16.3) 19.9 

EV/EBITDA (x) 882.3 (0.6) (0.5) 0.8 (0.1) 

% change in EPS estimates                   (88.5%) (116.2%) (67.2%) 

CIMB/Consensus (x)   0.15 (0.20) 0.39 

 

      

 Source: Company, CIMB Research, Bloomberg 

  

Price chart  Market capitalisation & share price info 

Market cap RM4,228m/US$1,172m Share price perf. (%) 1M 3M 12M 

12-mth price range RM4.96/RM2.53 Relative (14.5) (3.2) (12.8) 

3-mth avg daily volume 0.5m Absolute (19.4) (22.9) (44.5) 

# of shares (m) 1,671 Major shareholders % held 

Est. free float (%) 15.0 Penerbangan Malaysia Berhad 70.0 

Conv. secs (m) 103.1 EPF 10.0 

Conv. price (RM) 4.05   
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Demand falling fast 

  

 The global economic slowdown is having a significant negative impact on the 
demand for MAS flights since the start of the year. While the decline has not 
surprised us given that the world’s airlines have all been affected by the global credit 
crunch, we are taken aback by the magnitude of the decline suffered by Malaysia’s 
national carrier. 

MAS started this year on an ominous note, registering a 5% yoy contraction in revenue 
passenger kilometres (RPK) in January, which has progressively worsened into the 
18.5% contraction seen in September. The international passenger load factor (PLF) 
also dropped by as much as 4.3 percentage points in September to 68.4%, which is 
staggering considering that the carrier had already reduced 9M08 capacity by 4% yoy 
(Figure 1). 

By comparison, SIA has still been able to generate RPK growth and keep PLF at a 
relatively modest decline despite 10M08 capacity growth of 7% yoy (Figure 2). Cathay 
Pacific experienced a 5.3 percentage point contraction in its October PLF, but only 
because the airline expanded available seat kilometres (ASK) capacity by 11.6% yoy 
against RPK growth of 4.3%. On the other hand, MAS had seen persistent declines in 
both RPK and PLF, despite ASK reductions (Figure 3). Only Thai Airways has seen a 
worse performance, with a 13.8 percentage point yoy drop in PLF as a result of the 
political crisis. 

 

 Figure 1:  MAS’s international RPK yoy growth (%) and PLF yoy change (% pts) 
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 Figure 2:  SIA’s international RPK yoy growth (%) and PLF yoy change (% pts) 
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 Figure 3:  MAS’s international ASK vs. RPK yoy growth (%) 
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Why MAS is feeling the pressure 

  

 Passengers may be migrating back to top-tier airlines and airports. We believe 
that second-tier carriers like MAS will generally be more susceptible to a decline in 
global demand for air travel. For instance, when industry PLFs were strong and it was 
difficult to book seats with top-tier SIA, some global travellers may have opted to fly 
into Malaysia on MAS and transit at Kuala Lumpur International Airport (KLIA). But 
with capacity no longer a constraint for SIA as PLF has dropped from as high as 84% 
in December 2007 to 77.5% as at October, we believe that some of these spillover 
passengers have returned to their carrier and airport of choice. This may explain why 
SIA has seen relatively more resilient demand. 

Policy of increasing average fares accompanied by cutback in service quality 
may have alienated some customers. When Idris Jala started his three-year contract 
as managing director in December 2005, he identified the airline’s low yields as its key 
deficiency. MAS then systematically implemented various measures to raise yields 
such as improved demand forecasting, seat inventory planning, fare class realignment 
and widening the distribution system. As recently as June this year, the airline revised 
up fuel surcharges by between 8% and 80% and targeted underlying fare hikes of 
between 3% and 20%. In the process, it charged higher fares than its competitors on 
many routes, especially to destinations where it was the de-facto monopoly operator.  

These measures were accompanied by cost cutting – initially with the termination of 
unprofitable routes, staff mutual separation scheme and fuel efficiency planning, but 
later extending into areas where the customer would immediately feel the difference. 
The cost and quality of on-board food was reduced, with short-haul flights serving only 
cold sandwiches as opposed to hot meals in the past. The previously complimentary 
toiletries bag was eliminated on short-haul business class. On long-haul flights, dining 
options also narrowed to less costly items. Even on the ultra-profitable flights between 
Kuala Lumpur and Singapore, MAS switched out of the comfortable 229-seater A330-
200 wide-body planes with an average age of eight years to the smaller 144-seater 
B737-400 narrow-body planes with an average age of 15 years. 

MAS cited the results of its customer surveys to justify the customer service cutbacks 
and maintained that it will not affect the airline’s ratings. “Five-star, low-cost” became 
its mantra. Anecdotally, however, we have heard much lament over the drop in service 
quality. Juxtaposed against the higher fares, some customers began to realise that 
MAS was no longer offering value for money. 

AirAsia begins to offer viable alternative. Dissatisfied customers had their answer in 
AirAsia. With a fleet of new A320s offering unparalleled frequency of service to 
Bangkok, Jakarta, Singapore, Hong Kong, Shenzhen, Kuching and Kota Kinabalu at 
approximately half MAS’s fares, fewer aircraft breakdowns, reduced service delays 
(AirAsia now compensates for delays more than two hours), the option of priority 
boarding and the offer of hot meals at an affordable price, AirAsia increasingly became 
an attractive alternative for travellers around the region. Although MAS responded by 
heavily discounting its regional fares subject to one-month advance booking, any 
positive impact from the “Everyday Low Fares” campaign was probably overwhelmed 
by the switch to AirAsia. 

Downtrading becoming more prevalent in the current economic environment. 
With corporate earnings under pressure globally and in Malaysia, we believe that 
downtrading has already started and will become more visible in the months ahead. 
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The AirAsia product has improved to a level where business travellers are more than 
willing to countenance flying low cost, with the current economic pressures helping to 
accelerate the process. MAS is likely to lose market share as a result.  

The AirAsia group’s expansion to short-haul and long-haul routes could 
pressure MAS further. AirAsia will increase its KL-Singapore (KUL-SIN) flights to 
seven times daily from I December, up from twice currently. Tiger Airways and Jetstar 
Asia will also add frequencies. Most important is the fact that AirAsia will offer the first 
flight out of KUL at 7.30am, against MAS’s 8.05am flight, and the last flight back from 
SIN at 10.50pm, against MAS’s 9.20pm flight.  

Meanwhile, AirAsia X launched its maiden flights to Melbourne and Perth using its new 
A330-300s and will fly to the UK from March 2009. Malaysian tour groups departing to 
Australia are already using AirAsia X to the Gold Coast, and we expect more leisure 
and student traffic to be diverted from MAS. 

Ramadhan not a big influence on international demand. In our discussions with 
MAS, the Muslim fasting month of Ramadhan was cited as one of the reasons behind 
the steep drop in passenger traffic in September. While we believe that Ramadhan 
had in fact affected domestic and Indonesian travel demand, it is highly unlikely that 
the fasting month impacted international travel demand to a material degree. 

Ramadhan fell within September this year but spanned the last two weeks of 
September and the first two weeks of October last year, creating comparison issues. 
Traditionally, the month would see very little travel within Malaysia and Indonesia, but 
does not affect travel to the non-Muslim parts of Asia and to Australia/Europe. As a 
result, we expect domestic travel demand to bounce back in October. However, the 
significant drop in international travel demand in September was probably caused by 
structural and cyclical factors, rather than the once-off seasonal impact of Ramadhan. 

 

 Figure 4:  MAS’s domestic RPK yoy growth (%) and PLF yoy change (% pts) 
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 Source: Company, CIMB Research 

  

 
Yields to backtrack 

  

 Caught between the devil and the deep blue sea. MAS has to make several difficult 
strategic choices. Throughout the strong aviation market in 2007, the airline was able 
to raise underlying yields and still see higher international PLFs with some help from 
capacity reductions. The net result was an impressive turnaround to a core net profit of 
RM871m for MAS last year, from a core loss of RM352m in 2006. 

Going into 2009, we believe that MAS will have no choice but to combat tougher 
competition from AirAsia by giving up some of the yield gains over the past two years 
in order to counteract downtrading, stimulate demand in a weak economic 
environment and in the process strive to raise load factors. 

In 1H08, there were already signs that MAS’s high yield strategy may be unravelling. 
The airline has successfully engineered dramatic increases in its yields since 2006 
(Figure 5) but even though 2Q08 yields rose qoq to 28.94 sen, revenue per ASK 
(RASK) actually declined qoq to 19.29 sen (Figure 6). RASK is the ultimate measure of 
whether yield improvements benefit the bottomline. If higher yields are accompanied 
by higher RASK, it means that any PLF decline is not large enough to offset the higher 
average fares, leading to higher revenue per unit of capacity. However, when yield 
increases are more than wiped out by lower demand, the airline moves into the elastic 
part of the demand curve, leading to lower revenue per unit of capacity. Assuming 
unchanged unit costs, when RASK falls, profitability will also decline.  

 



[  11  ] 

 Figure 5:  MAS’s international yields (sen/RPK) and yoy growth (%) 

 

19.78
19.25

20.18 20.65

23.15 23.45

25.37 25.05 25.46 25.22
26.18

28.61 28.15
28.94

15

20

25

30

1Q05 2Q05 3Q05 4Q05 1Q06 2Q06 3Q06 4Q06 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08

0%

5%

10%

15%

20%

25%

30%

Int'l yield (sen/RPK)

Growth (RHS)

 

 Source: Company, CIMB Research 

  

 Figure 6:  MAS’s international RASK (sen/ASK) and yoy growth (%) 
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 Yield cuts and capacity reduction in tandem. We believe that MAS will have to 
contemplate either cutting capacity to a level where it can maintain its high yields or 
cut yields to a level that will help keep PLF high for the existing capacity. In our 
opinion, MAS will have to do a bit of both – cutting capacity on selected routes and 
slashing yields on others. We believe that the high yield era has already ended, and 
over the next six months, MAS’s priority will be to keep its flights as full as possible.  

We already see signs of yield cuts in the airline’s “Everyday Low Fares” campaign and 
“All Inclusive Fares” campaign. MAS also took the pre-emptive step of slashing its 
KUL-SIN fares to RM199 all-inclusive one way for the month of December, for all seats 
on four off-peak flights (total seven flights daily). As for capacity cuts, the carrier 
already announced in June its plans to reduce 2008 ASK capacity by 6% yoy, but 
subsequently warned that deeper cuts are likely. 

Topline assumption changes. We are now assuming that MAS will reduce 
international passenger ASK by 5% in 2009, from the previously assumed 3% 
reduction. We also factor in a larger 9% yoy drop in international RPK demand next 
year, instead of a 3% fall. The international PLF assumption is now 65% for next year, 
from 68% previously.  

Our forecasts for yields have also been brought lower. We now believe that 
international passenger yields will rise 9% in 2008 (+15% previously), fall 7% in 2009 
(+5%) and stay unchanged in 2010 (+4%). For the domestic passenger business, we 
are now assuming flat yields in 2009 rather than growth of 3.6% yoy. 

Overall, we expect passenger revenue to drop 14% yoy in 2009, significantly worse 
than the 1.4% contraction expected for this year. 
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Cargo facing headwinds 

  

 Sharp and sudden drop in demand. Like other carriers, MASkargo is also 
experiencing a steep drop in demand and cargo load factor (CLF), particularly in 2H08. 
SIA incurred an S$81m loss in the September quarter for its cargo division. MASkargo 
could also be unprofitable in the quarters ahead. 

 

 Figure 7:  MAS’s cargo demand (FTK) growth (%) against load factor (%) 
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Fuel price drop insufficient 

  

 Drop in oil price assumption may not offset demand declines. Despite the drop in 
oil prices, we believe that the impact of lower demand and yields will exert a stronger 
influence over the bottomline. For 1H08, fuel costs accounted for 43% of revenue, 
suggesting that it would take a 2.3% drop in fuel costs to offset a 1% drop in revenue. 

Fuel price revisions. Our regional oil and gas analyst today revised down his average 
crude oil price assumptions to US$60/barrel for 2009 (from US$90) and US$65 for 
2010 (also from US$90) while maintaining his assumption of US$100/barrel for this 
year.  

Hedging losses of US$5/barrel expected for next year, or US$74m. MAS has 
hedged 48% of its 2008 fuel needs at US$102/barrel WTI and 26% of its 2009 fuel 
requirements at US$104 WTI. We estimate that it will incur average hedging losses of 
around US$5/barrel next year on its entire forecast jet fuel consumption of 14.8m 
barrels.  

As a result, we expect MAS’s average jet fuel price to be US$90/barrel in 2009, 
including hedging losses. This represents a decline of only 25% from 2008’s US$120 
and is insufficient to offset our forecast of a 13.5% contraction in group revenue, even 
after factoring in non-fuel cost reductions of RM1bn this year and RM500m next year. 

 

 Figure 8:  Segmental breakdown 

RM m, FYE Dec 2007 2008F 2009F 2010F 

Passenger 11,270.0 11,112.6 9,559.6 9,925.0 

Freighter 2,309.0 2,129.5 1,859.3 1,859.3 

Others 1,407.1 1,200.0 1,080.0 1,080.0 

 

Total revenue 14,986.1 14,442.1 12,499.0 12,864.3 

 Source: Company, CIMB Research 

  

 
Valuation and recommendation 

  

 Downgrading call, forecasts and target price. We are downgrading MAS from 
Neutral to UNDERPERFORM and cutting our target price from RM4.32 to RM2.20. We 
believe that MAS will face many difficulties in the next 12 months, driven by the cyclical 
downturn, but also more fundamental structural issues in relation to its service quality, 
expensive pricing and the presence of strong competitors in the premium segment 
(SIA) and low-cost segment (AirAsia).  

MAS is “stuck in the middle” – borrowing a phrase from Michael Porter’s work on 
the three generic strategies for corporate success – without cost leadership against 
AirAsia, a product differentiated enough from SIA’s or a focus on a niche segment. In 
good times, MAS may benefit from the spillover effect of full loads from SIA, but in bad 
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times, premium traffic is likely to migrate back to top-notch carriers while cost-
conscious business and leisure travellers will migrate to the LCCs. In our opinion, this 
leaves MAS extremely exposed to the cyclical downturn in demand. 

No more dividends? Underlining MAS’s own pessimistic take on prospects, 
management have already signalled that dividends will be unlikely. For 2007, the 
carrier declared a tax-exempt dividend of 2.5 sen per share, its first in many years. We 
now assume that no dividends will be paid over the next three years. We earlier 
forecast 2.5 sen tax-exempt dividends. 

Forecasts slashed. We have slashed our net profit projections by 89% to RM57.8m 
(from RM504.1m) for FY08 and 67% to RM299.3m (from RM917.1m) for FY10. For 
2009, we are now expecting a RM122m net loss instead of RM754m net profit. These 
cuts factor in yield, PLF and ASK declines in 2009 and a recovery in 2010. 

Fuel and non-fuel cost reduction assumptions already factored in. Our new 
forecasts fully incorporate the RM1bn non-fuel cost savings which MAS had targeted for 
2008 and assume another RM500m savings for 2009. If the airline fails to achieve 
these cost cuts, our core net profit forecasts have further downside. We have also 
incorporated lower crude oil price assumptions of US$60/barrel in 2009 (from US$90) 
and US$65 in 2010 (also from US$90). 

Basis for target price changed from earnings-based to book value-based. Since 
we now expect sharp contraction in earnings forecasts, we are abandoning our P/E 
target of 10x and replacing it with a P/NTA target of 1x, which gives a lower target of 
RM2.20.  

MAS has argued that P/NTA is not an accurate measure of value since it leases all of 
its aircraft. Our counter-argument is that little or no value should be attached to these 
leased planes if MAS is unable to generate an adequate return from them. We forecast 
an ROE of 7.4% for FY10 against a cost of equity of 13.15% (risk-free rate 5.8%, 
market risk premium 7%, beta 1.05x). 

MAS traded at a trough P/BV of 0.2x during the 1998 Asian currency crisis and a P/BV 
of 0.6x during the post dot-com bust. However, since its restructuring exercise in 2002 
when it sold and leased back all of its planes, book valuations have not fallen below 1x 
even during 2H05 when MAS suffered its worst losses. As a result, we have applied 1x 
P/NTA as the benchmark for our target price. 

We expect MAS to have RM2.46 net cash per share by end-2009. However, investors 
should note that all of the cash will be required to fund working capital in these hard 
times and to pay for the 35 B737-800 aircraft orders, with options for 20 more. 
Deliveries will stretch from September 2010 to end-2013.  

Downside catalysts. Over the next 12 months, MAS’s share price could be pressured 
by falling demand, declining load factors and yield declines that will be necessary to 
stimulate demand in a weak economic environment. Downtrading from full-service to 
low-cost carriers may also accelerate market share loss in both domestic and 
international routes. We do not expect lower fuel and non-fuel costs to be sufficient to 
keep MAS profitable in 2009. 
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Figure 9:  Key assumptions 

2005 2006 2007 2008F 2009F 2010F

Pax ASK (m km) 65,914 58,924 56,104 52,787 50,147 50,147

- International 59,105 53,153 51,229 48,155 45,747 45,747

- Domestic 6,809 5,771 4,876 4,632 4,400 4,400

Change in ASK (%) -10.6% -4.8% -5.9% -5.0% 0.0%

- International -10.1% -3.6% -6.0% -5.0% 0.0%

- Domestic -15.2% -15.5% -5.0% -5.0% 0.0%

Pax RPK (m km) 47,304 41,099 40,096 35,988 32,860 34,232
- International 42,411 37,077 36,839 32,745 29,736 31,108

- Domestic 4,893 4,021 3,257 3,242 3,124 3,124

Change in RPK (%) -13.1% -2.4% -10.2% -8.7% 4.2%

- International -12.6% -0.6% -11.1% -9.2% 4.6%

- Domestic -17.8% -19.0% -0.5% -3.6% 0.0%

Pax Load Factor 71.8% 69.7% 71.5% 68.2% 65.5% 68.3%

- International 71.8% 69.8% 71.9% 68.0% 65.0% 68.0%

- Domestic 71.9% 69.7% 66.8% 70.0% 71.0% 71.0%

Pax Yield (sen/RPK) 19.97 25.01 28.11 30.88 29.09 28.99

- International 19.97 24.25 26.37 28.73 26.62 26.62

- Domestic na 44.20 47.71 52.59 52.59 52.59

Change in yield (%) 25.2% 12.4% 9.9% -5.8% -0.3%
- International 21.4% 8.7% 8.9% -7.3% 0.0%

- Domestic 7.9% 10.2% 0.0% 0.0%

Fuel price (US$/barrel)

Spot jet fuel price 69.7 83.5 90.8 125.0 85.0 90.0

Hedged jet fuel price 69.7 83.5 89.8 120.0 90.0 90.0  

Source: Company, CIMB Research 

  
 

Figure 10:  Assumption changes 

Int'l Pax ASK (m km) Current Previous Change (%)

2008F 48,155 48,155 0.0%

2009F 45,747 46,710 -2.1%

2010F 45,747 46,710 -2.1%

Int'l Pax RPK (m km) Current Previous Change (%)

2008F 32,745 32,745 0.0%

2009F 29,736 31,763 -6.4%

2010F 31,108 31,763 -2.1%

Int'l PLF (%) Current Previous Change (% pts)

2008F 68.0% 68.0% 0.0%

2009F 65.0% 68.0% -3.0%

2010F 68.0% 68.0% 0.0%

Int'l Pax Yield (sen/RPK) Current Previous Change (%)

2008F 28.73 30.28 -5.1%

2009F 26.62 31.79 -16.3%

2010F 26.62 33.04 -19.4%

Hedged jet fuel price (US$/barrel) Current Previous Change (%)

2008F 120.0 115.0 4.3%

2009F 90.0 112.0 -19.6%

2010F 90.0 115.0 -21.7%
 

Source: Company, CIMB Research 

  
 



[  15  ] 

 Figure 11:  MAS’s historical P/BV 

 

 

 Source: Bloomberg, CIMB Research 

  



 Please read carefully the important disclosures at the end of this publication.  
 

Financial tables 
   

PROFIT & LOSS  KEY RATIOS 

(RM m, FYE Dec) 2006 2007 2008F 2009F 2010F  (FYE Dec) 2006 2007 2008F 2009F 2010F 

Revenue 13,459 14,986 14,442 12,499 12,864  Revenue growth (%) 9.1 11.3 (3.6) (13.5) 2.9 

Operating expenses (13,456) (13,811) (14,191) (12,317) (12,252)  EBITDA growth (%) 100.3 34,461.8 (78.7) (27.3) 236.1 

EBITDA 3 1,175 251 182 612  Pretax margins (%) (0.5) 5.9 0.9 (0.4) 2.9 

Depreciation & amortisation (317) (345) (335) (345) (353)  Net profit margins (%) (1.0) 5.7 0.4 (1.0) 2.3 

EBIT (314) 831 (84) (162) 259  Interest cover (x) (165.3) N/A N/A N/A N/A 

Net interest & invt income (2) 59 106 102 101  Effective tax rates (%) N/A 3.4 53.8 N/A 18.4 

Associates’ contribution 28 13 10 10 10  Net dividend payout (%) N/A 4.9 0.0 N/A 0.0 

Exceptional items 215 (20) 100 0 0  Debtors turnover (days) 30.5 25.0 25.7 27.2 24.8 

Others 0 0 0 0 0  Stock turnover (days) 11.4 9.1 9.4 10.2 9.2 

Pretax profit (73) 882 132 (51) 370  Creditors turnover (days) 48.6 43.4 48.7 53.3 48.0 

Tax (61) (30) (71) (68) (68)        

Minority interests (3) (1) (3) (3) (3)        

Net profit (136) 851 58 (122) 299        

Adj. wt. shares (m) 1,391 1,461 1,671 1,671 1,671        

Unadj. year-end shares (m) 1,253 1,671 1,671 1,671 1,671        

     

BALANCE SHEET  KEY DRIVERS  

(RM m, end Dec) 2006 2007 2008F 2009F 2010F  (FYE Dec) 2007 2008F 2009F 2010F 

Fixed assets 2,497 2,061 2,126 2,181 2,229  Passenger fleet size (# of planes) 88 88 88 88 

Intangible assets 122 107 107 107 107  Av. seat km (ASK, yoy chg %) 1.5% -5.9% -5.0% 0.0% 

Other long-term assets 469 459 469 479 489  Rev. psg km (RPK, yoy chg %) 4.0% -10.2% -8.7% 4.2% 

Total non-current assets 3,088 2,627 2,702 2,767 2,824  Load factor (%) 71.5% 68.2% 65.5% 68.3% 

Cash and equivalents 1,585 5,259 5,225 4,966 5,179  Passenger yield per RPK (sen) 28.11 30.88 29.09 28.99 

Stocks 386 365 375 326 324  Jet fuel price (US$/barrel) 89.78 120.00 90.00 90.00 

Trade debtors 1,015 1,035 997 863 888  Fuel cost per ASK (sen) 8.76 11.88 9.68 9.71 

Other current assets 898 768 768 768 768  Non-fuel cost per ASK (sen) 16.55 15.74 15.67 15.53 

Total current assets 3,883 7,427 7,365 6,923 7,159                                

Trade creditors 1,666 1,901 1,953 1,695 1,686                                

Short-term borrowings 1,050 0 0 0 0                                

Other current liabilities 2,365 3,347 3,247 3,247 3,247                                

Total current liabilities 5,081 5,248 5,200 4,942 4,933                                

Long-term borrowings 0 860 860 860 860                                

Other long-term liabilities 1 0 0 0 0                                

Total long-term liabilities 1 860 860 860 860                                

Shareholders’ funds 1,873 3,935 3,993 3,871 4,170                                

Minority interests 15 11 14 17 20                                

NTA/share (RM) 1.26 2.29 2.33 2.25 2.43                                

     

CASH FLOW  12M - FORWARD FD CORE P/E (X) 

(RM m, FYE Dec) 2006 2007 2008F 2009F 2010F  

Pretax profit (73) 882 132 (51) 370  

Depreciation & non–cash adj.  317 345 335 345 353  

Working capital changes 37 236 80 (74) (32)  

Cash tax paid (61) (30) (71) (68) (68)  

Others (237) 621 (59) 41 41  

Cash flow from operations (17) 2,054 417 193 664  

Capex (769) (411) (400) (400) (400)  

Net investments & sale of FA 191 594 0 0 0  

Others 0 135 0 0 0  

Cash flow from investing (578) 318 (400) (400) (400)  

Debt raised/(repaid) 1,050 (190) 0 0 0  

Equity raised/(repaid) 0 1,545 0 0 0  

Dividends paid 0 (6) 0 0 0  

Cash interest & others (49) (47) (51) (51) (51)  

Cash flow from financing 1,001 1,303 (51) (51) (51)  

Change in cash 406 3,674 (34) (259) 213  

Change in net cash/(debt) (644) 3,865 (34) (259) 213  

Ending net cash/(debt) 535 4,399 4,365 4,106 4,319  

-48.0

-38.0

-28.0

-18.0

-8.0

2.0

12.0

22.0

32.0

42.0

Dec-05 Apr-06 Aug-06 Dec-06 Apr-07 Aug-07 Dec-07 Apr-08 Aug-08 Dec-08

 

   Source: Company, CIMB Research, Bloomberg 
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• Outperforming its peers. SIA will not escape the effects of the global weakness, 
but its strong brand and product offering will protect it from the worse effects of the 
contracting demand. YTD, it has already outperformed its peers by growing RPK and 
suffering a relatively mild load factor decline even with 7% yoy ASK capacity growth. 

• Maintain NEUTRAL on SIA, with lower forecasts and target price of S$12.60 
(from S$13). In order to incorporate the likelihood of a protracted downturn, we now 
cut FY10 EPS by 9.5%, reduce FY11 by a significant 37.3%, while tweaking current 
year FY09 down by less than 1%. This is on top of our 7 November cuts of 26-39%. 
We currently expect approximately S$1bn net income per annum for the next three 
years. To arrive at these forecasts, we cut PLF assumptions down by two 
percentage points each to 75% in FY10 and 76% in FY11, against 77% in FY09. 
Yield forecasts have been cut 4.4% in FY10 and 6.1% in FY11. 

• Valuation at net tangible assets. We are abandoning our P/E target of 10x and 
replacing it with a P/NTA target of 1x, which gives a lower target of S$12.60. The 
current share price of S$10.12 is already at historical trough valuation of 0.8x P/NTA. 

• Dividends likely to be maintained at S$1/share tax exempt. Although our EPS 
forecasts for the next three years are now below S$1 per share, SIA has a strong 
balance sheet and net cash of more than S$2 per share that will help support the 
stated dividend policy. 

  

 Financial summary 

FYE Mar 2007 2008 2009F 2010F 2011F 

Revenue (S$ m) 14,494.4 15,972.5 16,417.7 15,475.3 16,048.1 

EBITDA (S$ m) 2,633.8 3,665.2 2,644.0 2,847.1 3,039.7 

EBITDA margins (%) 18.2% 22.9% 16.1% 18.4% 18.9% 

Pretax profit (S$ m) 2,284.6 2,547.2 1,465.7 1,430.3 1,392.4 

Net profit (S$ m)  2,128.8 2,049.4 1,136.9 1,092.6 1,045.8 

EPS (S cts) 172.1 168.3 95.8 92.1 88.1 

EPS growth (%) 69.4% (2.2%) (43.1%) (3.9%) (4.3%) 

P/E (x) 5.9 6.0 10.6 11.0 11.5 

Core EPS (S cts) 115.4 160.6 83.2 87.0 88.1 

Core EPS growth (%) 26.6% 39.2% (48.2%) 4.6% 1.3% 

Core P/E (x) 8.8 6.3 12.2 11.6 11.5 

FD core EPS (S cts) 115.4 160.6 83.2 87.0 88.1 

FD core P/E (x) 8.8 6.3 12.2 11.6 11.5 

Gross DPS (S cts) 125.8 118.8 122.0 122.0 122.0 

Dividend yield (%) 12.4% 11.7% 12.1% 12.1% 12.1% 

P/BV (x) 0.8 0.8 0.8 0.8 0.8 

ROE (%) 14.9% 13.6% 7.5% 7.3% 7.0% 

Net cash per share (S$) 2.57 2.92 2.69 2.35 1.70 

P/FCFE (x) 5.7 4.9 15.2 17.8 37.0 

EV/EBITDA (x) 3.7 2.6 3.6 3.5 3.5 

% change in EPS estimates                   (0.7%) (9.5%) (37.3%) 

CIMB/Consensus (x)   0.89 0.82 0.64 

 

      

 Source: Company, CIMB-GK Research, Bloomberg 

  

Price chart  Market capitalisation & share price info 

Market cap S$12,008m/US$7,848m Share price perf. (%) 1M 3M 12M 

12-mth price range S$18.40/S$10.12 Relative (7.3) 12.5 15.4 

3-mth avg daily volume 3.1m Absolute (19.9) (32.0) (42.2) 

# of shares (m) 1,187 Major shareholders % held 

Est. free float (%) 44.0 Temasek Holdings 57.0 

Conv. secs (m) N/A   
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Outperforming its peers 

  

 Data over the past ten months shows that SIA is clearly outperforming its peers by 
growing RPK despite the weakening global economy and suffering a relatively mild load 
factor decline of up to four percentage points yoy, even with 7% yoy ASK capacity 
growth. We attribute this to SIA’s entrenched competitive positioning as a differentiated 
carrier with superior products and services. 

Nevertheless, SIA had already warned about weakening forward bookings from 
January next year and we expect the airline to feel the downdraft in demand and yields, 
as the mix of passengers moves away from front cabin to cattle class. 

  
  

 Figure 1:  SIA’s RPK yoy growth (%) and PLF yoy change (% pts) 

 

-2%

0%

2%

4%

6%

8%

10%

12%

J

05

F M A M J J A S O N D J

06

F M A M J J A S O N D J

07

F M A M J J A S O N D J

08

F M A M J J A S O
-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%RPK yoy growth (%) - LHS PLF yoy change (% points) - RHS

 
  

 Source: Company, CIMB-GK Research 

  

 Figure 2:  SIA’s ASK vs. RPK yoy growth (%) 
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 Source: Company, CIMB-GK Research 

 

 
Strategies to cope 

  

 Scaling back capacity growth to not more than 5% FY09 and 1% FY10. SIA is 
taking proactive steps to scale back on ASK expansion, despite the fleet delivery 
schedule, which could take the number of aircraft from 98 as at March 2008, to 104 by 
March 2009, and up to 110 by March 2010 (assuming no further delays in A380 
deliveries). 

From a previous guidance of 7% yoy ASK growth for the current financial year FY09, 
SIA will reduce growth to not more than 5% yoy. During the first six months of the 
financial year, SIA registered ASK growth of 8.5%. However, for the next six months, 
SIA will manage ASK growth down to just 1% yoy. SIA will deploy the newly-delivered 
planes, but will look to temporarily or permanently cease the deployment of older 
planes, particularly the B777-200 model, of which SIA has 14 units.  

For FY10, ASK growth will be managed down to 1% or less, despite the planned 
deliveries of five A380-800s and seven A330-300s, offset by the decommissioning of 
six B747-400s. The active capacity management will help SIA reduce operating costs 
and hopefully help prevent passenger load factors from declining significantly. 

Capex guidance scaled back because of the B787-9 delays. The multiple problems 
faced by Boeing and its suppliers will likely set back the deliveries of the B787-9 by two 
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years or more. In the current environment of soft demand, this is a blessing in disguise 
as it reduces global capacity growth. SIA is only scheduled to take delivery of its first 
B787-9 in 2011, but capex has been revised down by S$600m for FY10, S$1bn for 
FY10 and by a massive S$2.7bn for FY12. 

 

 Figure 3:  Segmental breakdown 

S$ m, FYE Mar 2008 2009F 2010F 2011F 

Passenger 12,059.2 12,551.2 11,585.2 12,091.9 

Cargo 3,077.6 2,999.0 3,029.0 3,059.3 

Airport Terminal Services 338.2 345.3 339.7 354.4 

Engineering Services 289.7 314.4 313.7 334.8 

Others 207.8 207.8 207.8 207.8 

 

Total revenue 15,972.5 16,417.7 15,475.3 16,048.1 

 Source: Company, CIMB-GK Research 

  

 
Valuation and recommendation 

  

 Maintain NEUTRAL on SIA, with a lower target price of S$12.60 (from S$13 
previously). The economic turmoil will not leave SIA unscathed, but the airline occupies 
an important position as a premier brand in the region and internationally. This has 
helped SIA contain the level of load factor declines despite continued capacity 
expansion. In this downcycle, we believe that SIA will open a chasm of outperformance 
against its peers, and remains our top pick in the aviation sector. The share price of 
S$10.12 is already at historical trough valuation of 0.8x P/NTA. 

Reducing forecasts. In order to incorporate the likelihood of a protracted economic 
downturn, we now cut FY10 EPS by 9.5%, reduce FY11 by a significant 37.3%, while 
tweaking current year FY09 down by less than 1%. This is on top of our 7 November 
cuts of 26-39%. We currently expect approximately S$1bn net income per annum for 
the next three years.  

Lower crude oil price assumptions… To arrive at these forecasts, we have 
incorporated lower crude oil price assumptions of US$60/barrel in 2009 (from US$90) 
and US$65 in 2010 (also from US$90), against US$100 in 2008, but lower fuel costs 
will be arbitraged away by top-line headwinds. 

…more than offset by top line reductions. We have cut PLF assumptions down by 
two percentage points each to 75% in FY10 and 76% in FY11, against 77% in FY09. 
Yield forecasts have been cut 4.4% in FY10 and 6.1% in FY11 to 11.77 Singapore 
cents for both years, against 12.53 cents in FY09. Our new yield assumptions now 
factor in a 6% yoy decline next year and remaining flat thereafter, due mainly to the 
expected thinning of business class traffic and the migration from front cabin to back 
cabin. 

Basis for target price changed from earnings-based to book value-based. After 
factoring in lower earnings forecasts, we are abandoning our P/E target of 10x and 
replacing it with a P/NTA target of 1x, which gives a lower target of S$12.60. In previous 
downturns, SIA has traded to trough valuations of 0.8x P/NTA before, which the current 
share price of S$10.12 currently implies. Only in exceptional circumstances like 9/11 or 
SARS did the book valuation fall to 0.6x (S$7.60). We are not setting our target price for 
SIA at 0.8x P/NTA because of SIA’s confidence for continuing profitability throughout 
this downturn, and its strong balance sheet that will support high net dividend yield of 
about 10%. 

Dividends likely to be maintained at S$1/share tax exempt. Although our EPS 
forecasts for the next three years are now below S$1 per share, SIA has a strong 
balance sheet and net cash of more than S$2 per share that will help support the stated 
dividend policy. 
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Figure 4:  Key assumptions 

FY06 FY07 FY08 FY09F FY10F FY11F

Pax ASK (m km) 109,484 112,544 113,919 119,615 120,811 124,435

Change in ASK (%) 2.8% 1.2% 5.0% 1.0% 3.0%

Pax RPK (m km) 82,741 89,149 91,485 92,103 90,608 94,571

Change in RPK (%) 7.7% 2.6% 0.7% -1.6% 4.4%

Pax Load Factor 75.6% 79.2% 80.3% 77.0% 75.0% 76.0%

Pax Yield (S cents/RPK) 10.60 10.90 12.11 12.53 11.77 11.77

Change in yield (%) 2.8% 11.1% 3.5% -6.1% 0.0%

Fuel price (US$/barrel)

Spot jet fuel price 72.2 79.6 97.3 118.0 81.3 86.3

Hedged jet fuel price 70.3 87.4 92.2 119.0 92.3 93.3
 

Source: Company, CIMB-GK Research 

 

Figure 5:  Assumption changes 

Pax ASK (m km) Current Previous Change (%)

FY09F 119,615 119,615 0.0%

FY10F 120,811 120,811 0.0%

FY11F 124,435 130,476 -4.6%

Pax RPK (m km) Current Previous Change (%)

FY09F 92,103 92,103 0.0%

FY10F 90,608 93,024 -2.6%

FY11F 94,571 101,771 -7.1%

PLF (%) Current Previous Change (% pts)

FY09F 77.0% 77.0% 0.0%

FY10F 75.0% 77.0% -2.0%

FY11F 76.0% 78.0% -2.0%

Pax Yield (S cents/RPK) Current Previous Change (%)

FY09F 12.53 12.53 0.0%

FY10F 11.77 12.32 -4.4%

FY11F 11.77 12.53 -6.1%

Hedged jet fuel price (US$/barrel) Current Previous Change (%)

FY09F 119.0 119.0 0.0%

FY10F 92.3 100.0 -7.8%

FY11F 93.3 100.0 -6.8%
 

Source: Company, CIMB-GK Research 
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Financial tables 
   

PROFIT & LOSS  KEY RATIOS 

(S$ m, FYE Mar) 2007 2008 2009F 2010F 2011F  (FYE Mar) 2007 2008 2009F 2010F 2011F 

Revenue 14,494 15,973 16,418 15,475 16,048  Revenue growth (%) 8.6 10.2 2.8 (5.7) 3.7 

Operating expenses (11,861) (12,307) (13,774) (12,628) (13,008)  EBITDA growth (%) 6.1 39.2 (27.9) 7.7 6.8 

EBITDA 2,634 3,665 2,644 2,847 3,040  Pretax margins (%) 15.8 15.9 8.9 9.2 8.7 

Depreciation & amortisation (1,319) (1,489) (1,692) (1,828) (1,978)  Net profit margins (%) 14.7 12.8 6.9 7.1 6.5 

EBIT 1,314 2,176 952 1,019 1,061  Interest cover (x) 10.6 21.7 10.5 11.2 11.6 

Net interest & invt income 58 81 83 72 51  Effective tax rates (%) 3.6 16.1 16.2 17.2 18.0 

Associates’ contribution 137 161 240 240 240  Net dividend payout (%) 58.5 57.9 104.4 108.6 113.5 

Exceptional items 702 94 150 60 0  Debtors turnover (days) 44.9 45.7 46.1 48.1 45.9 

Others 74 35 40 40 40  Stock turnover (days) 13.2 11.9 12.0 12.8 12.0 

Pretax profit 2,285 2,547 1,466 1,430 1,392  Creditors turnover (days) 70.6 73.5 79.3 85.2 79.8 

Tax (82) (410) (237) (247) (251)        

Minority interests (74) (88) (92) (91) (96)        

Net profit 2,129 2,049 1,137 1,093 1,046        

Adj. wt. shares (m) 1,237 1,218 1,187 1,187 1,187        

Unadj. year-end shares (m) 1,249 1,187 1,187 1,187 1,187        

     

BALANCE SHEET  KEY DRIVERS  

(S$ m, end Mar) 2007 2008 2009F 2010F 2011F  (FYE Mar) 2008 2009F 2010F 2011F 

Fixed assets 16,312 16,474 16,832 16,844 17,346  Passenger fleet size (# of planes) 100 100 100 100 

Intangible assets 100 107 107 107 107  Av. seat km (ASK, yoy chg %) 1.2% 5.0% 1.0% 3.0% 

Other long-term assets 1,331 1,621 1,861 2,101 2,341  Rev. psg km (RPK, yoy chg %) 2.6% 0.7% -1.6% 4.4% 

Total non-current assets 17,743 18,202 18,800 19,052 19,793  Load factor (%) 80.3% 77.0% 75.0% 76.0% 

Cash and equivalents 5,118 5,119 4,847 4,447 3,675  Passenger yield per RPK (S cts) 12.11 12.53 11.77 11.77 

Stocks 534 508 568 521 537  Jet fuel price (US$/barrel) 98.37 123.00 86.25 91.25 

Trade debtors 1,953 2,044 2,101 1,980 2,053  Fuel cost per ASK (S cts) 4.41 5.31 4.33 4.36 

Other current assets 645 643 643 643 643  Non-fuel cost per ASK (S cts) 7.79 7.70 7.71 7.76 

Total current assets 8,249 8,313 8,159 7,591 6,908                                

Trade creditors 3,062 3,368 3,769 3,456 3,560                                

Short-term borrowings 98 58 58 58 58                                

Other current liabilities 2,099 2,532 2,532 2,532 2,532                                

Total current liabilities 5,258 5,958 6,359 6,046 6,150                                

Long-term borrowings 1,806 1,599 1,599 1,599 1,599                                

Other long-term liabilities 3,385 3,329 3,329 3,329 3,329                                

Total long-term liabilities 5,190 4,929 4,929 4,929 4,929                                

Shareholders’ funds 15,100 15,125 15,076 14,982 14,841                                

Minority interests 443 504 596 687 783                                

NTA/share (S$) 12.01 12.66 12.62 12.54 12.42                                

     

CASH FLOW  12M - FORWARD FD CORE P/E (X) 

(S$ m, FYE Mar) 2007 2008 2009F 2010F 2011F  

Pretax profit 2,285 2,547 1,466 1,430 1,392  

Depreciation & non–cash adj.  1,319 1,489 1,692 1,828 1,978  

Working capital changes 466 783 284 (146) 15  

Cash tax paid (329) (196) (237) (247) (251)  

Others (600) (354) (513) (412) (271)  

Cash flow from operations 3,141 4,269 2,691 2,455 2,864  

Capex (3,027) (2,089) (2,200) (1,900) (2,600)  

Net investments & sale of FA 2,478 468 300 120 60  

Others 0 131 0 0 0  

Cash flow from investing (548) (1,491) (1,900) (1,780) (2,540)  

Debt raised/(repaid) (413) (247) 0 0 0  

Equity raised/(repaid) 342 (1,212) 0 0 0  

Dividends paid (687) (1,370) (1,187) (1,187) (1,187)  

Cash interest & others 131 50 123 112 91  

Cash flow from financing (626) (2,778) (1,063) (1,075) (1,095)  

Change in cash 1,966 1 (272) (400) (771)  

Change in net cash/(debt) 2,379 248 (272) (400) (771)  

Ending net cash/(debt) 3,214 3,462 3,190 2,790 2,018  

8.0

10.0

12.0

14.0

16.0

18.0

20.0

Dec-05 Apr-06 Aug-06 Dec-06 Apr-07 Aug-07 Dec-07 Apr-08 Aug-08 Dec-08

 

   Source: Company, CIMB-GK Research, Bloomberg 
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UNDERPERFORM Maintained 
Thai Airways International 

THB8.00 @20/11/08 

Still in the red  Target: THB7.00 
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THAI TB / THAI.BK Urasri Phornwises +66(2) 687 0850 – urasri.phornwises@cimb.com       
 
 
 

 

• Lower house oil-price assumptions. CIMB-GK today lowered its crude-oil price 
assumptions from US$90/barrel to US$60 for 2009 and US$65 for 2010. Our 
assumption for 2008 remains US$100. With our crack-spread assumption still at 
US$20/barrel, our jet fuel price assumptions are now US$120/barrel (unchanged), 
US$80/barrel for 2009 and US$85 for 2010 (previously US$110 for both years). 

• Risks from a slowdown in demand and lower yields. Retreating oil prices appear 
to lessen the risk for Thai Airways’ earnings on the cost side. But risks on the 
revenue side are mounting from global economic woes and domestic political 
instability. We expect Thai Airways to stimulate demand by lowering fares and 
cutting fuel surcharges, invariably affecting yields. We estimate that to offset a 1% 
decline in total revenue, a 2.3% drop in fuel costs would be needed.  

• Earnings adjustments. Our FY08 earnings estimate has been shaved by 6.1%, 
driven by lower yields while those for FY09-10 have been raised by 5-27% as lower 
jet fuel costs more than offset lower yield and volume assumptions.  

• Maintain Underperform, with lower target price of THB7.00 (from THB9.90). 
Following our FY08-10 earnings adjustments, our target price falls to THB7.00 from 
THB9.90. It is now based on 0.2x CY09 P/BV, two standard deviations below the 
stock’s 2-year historical average (previously 0.3x CY09 P/BV). Downside risks 
remain for demand and yields. Even with relief from lower oil prices, earnings 
visibility is limited. Maintain Underperform. 

  

 Financial summary 

FYE Sep 2006 2007 2008F 2009F 2010F 

Revenue (THB m) 178,606.9 192,037.0 210,408.8 185,765.1 200,226.8 

EBITDA (THB m) 23,878.7 30,539.4 15,991.3 20,423.9 23,132.1 

EBITDA margins (%) 13.4% 15.9% 7.6% 11.0% 11.6% 

Pretax profit (THB m) 12,822.2 9,140.6 (6,633.9) (5,242.1) (4,033.7) 

Net profit (THB m)  8,991.6 6,342.1 (4,712.0) (3,744.5) (2,906.2) 

EPS (THB) 5.3 3.7 (2.8) (2.2) (1.7) 

EPS growth (%) 32.3% (29.5%) (174.3%) 20.5% 22.4% 

P/E (x) 1.5 2.1 nm nm nm 

Core EPS (THB) 2.7 3.2 (3.6) (2.2) (1.7) 

Core EPS growth (%) (19.8%) 19.0% (211.6%) 39.1% 22.4% 

Core P/E (x) 2.9 2.5 nm nm nm 

Gross DPS (THB) 1.7 1.1 0.0 0.0 0.0 

Dividend yield (%) 20.6% 14.0% 0.0% 0.0% 0.0% 

P/BV (x) 0.2 0.2 0.2 0.2 0.3 

ROE (%) 14.5% 9.4% (7.3%) (6.4%) (5.2%) 

Net gearing (%) 148.2% 144.4% 162.2% 178.0% 196.4% 

P/FCFE (x) 1.2 0.5 (1.1) (6.5) (5.3) 

EV/EBITDA (x) 4.6 3.7 7.0 5.6 5.2 

% change in EPS estimates                   (6.1%) 26.9% 4.5% 

CIMB/Consensus (x)   0.63 2.10 2.09 

 

      

 Source: Company, CIMB-GK Research, Bloomberg 

  

Price chart  Market capitalisation & share price info 

Market cap THB13,591m/US$389m Share price perf. (%) 1M 3M 12M 

12-mth price range THB36.79/THB7.30 Relative 9.9 (8.9) (53.0) 

3-mth avg daily volume 3.9m Absolute (9.6) (47.4) (77.1) 

# of shares (m) 1,699 Major shareholders % held 

Est. free float (%) 46.2 Ministry of Finance 53.8 

Conv. secs (m) N/A Vayupak Fund 1 by KTAM 7.7 

  Vayupak Fund 1 by MFC 7.7 
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Outlook 

  

 Lower house oil-price assumptions. CIMB-GK today lowered its crude-oil price 
assumptions from US$90/barrel to US$60 for 2009 and US$65 for 2010. Our 
assumption for 2008 remains US$100. With our crack-spread assumption still at 
US$20/barrel, our jet fuel price assumptions are now US$120/barrel (unchanged), 
US$80/barrel for 2009 and US$85 for 2010 (previously US$110 for both years). Thai 
Airways has hedged about 40% of its fuel needs for the next three months (about 10% 
of its annual volume) at US$120-130/barrel. 

  

Figure 1:  Oil prices 

Singapore kerosene-type jet fuel and Brent prices   Average crude-oil price assumptions 

40

60

80

100

120

140

160

180

Jan-07 Apr-07 Jul-07 Oct-07 Jan-08 Apr-08 Jul-08 Oct-08

US$/barrel

Jet fuel

Brent

 

55
65

72

100
90 90

100

60
65

-

20

40

60

80

100

120

2005 2006 2007 2008F 2009F 2010F

US$/barrel
Prev ious forecast New  forecast

 

 

Source: Source: Energy information Administration, CIMB-GK Research 

  

 Risks from a slowdown in demand and lower yields. Retreating oil prices appear to 
lessen the risk for Thai Airways’ earnings on the cost side. But risks on the revenue 
side are mounting. Plagued by global economic woes and domestic political instability, 
demand is flagging. Thai Airways’ revenue passenger kilometres (RPK) started to fall in 
July and at a faster pace than its capacity (ASK) cuts. With the state of emergency 
declared in Bangkok on 2 Sep, RPK plunged 23.1% yoy in September, with the cabin 
factor at only 66.8% despite a 7.3% cut in ASK.  

We expect Thai Airways to stimulate demand by lowering fares, invariably affecting 
yields. We are seeing signs in its “Follow Your Dream” campaign, which will last 
through 4Q08, normally a high season. With fuel prices on a decline, airlines are also 
cutting their fuel surcharges. This again presents downside risks for yields. As at 3Q08, 
some 25% of Thai Airways’ passenger yields were from fuel surcharges. Thai Airways 
had reduced its fuel surcharges by 5-32% on 1 Oct and further reductions are likely as 
oil prices continue to drop. The airline is now charging THB750/sector for most 
domestic routes (previously THB850) and US$41-266/sector for international routes 
(previously US$60-281). 

  

Figure 2:  Operating statistics 

RPK yoy growth (%) vs. load factor yoy change (% pts)   ASK vs. RPK yoy growth (%) 
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Source: Company, CIMB-GK Research 
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 Figure 3:  Simplified fuel surcharge scheme 
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 Source: Company, CIMB-GK Research 

  

 Earnings adjustments. We are looking for RPK to drop by 5.9% yoy in FY08 
(unchanged) and 4.9% yoy in FY09 (previously -0.3%). We expect yields to rise 13.8% 
yoy in FY08, driven by fuel surcharge hikes earlier this year (down from 14.4% 
previously in light of further cuts in fuel surcharges) but drop 8.5% yoy in FY09 
(previously +0.6%). 

All in all, our FY08 earnings estimate has been shaved by 6.1%, driven by lower yields 
while those for FY09-10 have been raised by 5-27% as lower jet fuel costs more than 
offset lower yield and volume assumptions. With fuel accounting for 43% of operating 
costs in 9M08, we estimate that to offset a 1% decline in revenue, a 2.3% drop in fuel 
costs would be needed. 

  

 Figure 4:  Key assumptions 

 

2005 2006 2007 2008F 2009F 2010F

Pax ASK (m km) 70,381 72,222 78,048 77,073 75,531 77,797

  yoy change (%) 2.6% 8.1% -1.3% -2.0% 3.0%

Pax RPK (m km) 50,041 55,512 61,618 57,997 55,138 58,348

  yoy change (%) 10.9% 11.0% -5.9% -4.9% 5.8%

Pax load factor 71.1% 76.9% 78.9% 75.3% 73.0% 75.0%

Pax yield (THB/RPK) 2.62 2.63 2.61 2.97 2.72 2.79

  yoy change (%) 0.4% -0.8% 13.8% -8.5% 2.5%

Fuel price (US$/barrel)

Spot jet fuel price 67.6 80.5 86.9 120.0 80.0 85.0
 

 Source: Company, CIMB-GK Research 
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 Figure 5:  Key assumptions 

 Pax ASK (m km) Current Previous Change (%)

2008F 77,073 77,073 0.0%

2009F 75,531 77,073 -2.0%

2010F 77,797 80,541 -3.4%

Pax RPK (m km) Current Previous Change (%)

2008F 57,997 57,997 0.0%

2009F 55,138 57,805 -4.6%

2010F 58,348 61,211 -4.7%

Passenger load factor (%) Current Previous Change (% pts)

2008F 75.3% 75.3% 0.0%

2009F 73.0% 75.0% -2.0%

2010F 75.0% 76.0% -1.0%

Pax yield (THB/RPK) Current Previous Change (%)

2008F 2.97 2.99 -0.5%

2009F 2.72 3.01 -9.5%

2010F 2.79 3.05 -8.7%

Jet fuel price (US$/barrel) Current Previous Change (%)

2008F 120.0 120.0 0.0%

2009F 80.0 110.0 -27.3%

2010F 85.0 110.0 -22.7%

Earnings (THBm) Current Previous Change (%)

2008F (4,712)             (4,441)             -6.1%

2009F (3,745)             (5,121)             26.9%

2010F (2,906)             (3,043)             4.5%
 

 Source: CIMB-GK Research 

 

 
Valuation and recommendation 

  

 Maintain Underperform, with lower target price of THB7.00 (from THB9.90). 
Following our FY08-10 earnings adjustments, our target price falls to THB7.00 from 
THB9.90. It is now based on 0.2x CY09 P/BV, two standard deviations below the 
stock’s 2-year historical average (previously 0.3x CY09 P/BV). Downside risks remain 
for demand and yields. Even with relief from lower oil prices, earnings visibility is 
limited. Maintain Underperform. 

  

 Figure 6:  P/BV band 
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Financial tables 
   

PROFIT & LOSS  KEY RATIOS 

(THB m, FYE Sep) 2006 2007 2008F 2009F 2010F  (FYE Sep) 2006 2007 2008F 2009F 2010F 

Revenue 178,607 192,037 210,409 185,765 200,227  Revenue growth (%) 9.9 7.5 9.6 (11.7) 7.8 

Operating expenses (154,728) (161,498) (194,417) (165,341) (177,095)  EBITDA growth (%) (0.4) 27.9 (47.6) 27.7 13.3 

EBITDA 23,879 30,539 15,991 20,424 23,132  Pretax margins (%) 7.2 4.8 (3.2) (2.8) (2.0) 

Depreciation & amortisation (15,514) (17,751) (20,194) (20,948) (22,228)  Net profit margins (%) 5.0 3.3 (2.2) (2.0) (1.5) 

EBIT 8,364 12,788 (4,202) (525) 904  Interest cover (x) 1.9 2.7 (0.8) (0.1) 0.2 

Net interest & invt income (4,134) (4,078) (4,722) (5,579) (5,808)  Effective tax rates (%) 29.5 30.0 N/A N/A N/A 

Associates’ contribution 256 123 (100) (100) (100)  Net dividend payout (%) 21.8 21.0 N/A N/A N/A 

Exceptional items 0 0 0 0 0  Debtors turnover (days) 32.8 32.9 31.6 34.1 30.8 

Others 8,336 308 2,391 962 970  Stock turnover (days) 10.6 10.7 10.7 11.6 10.3 

Pretax profit 12,822 9,141 (6,634) (5,242) (4,034)  Creditors turnover (days) 17.8 16.5 16.1 19.4 17.1 

Tax (3,777) (2,740) 1,990 1,573 1,210        

Minority interests (53) (59) (68) (75) (83)        

Net profit 8,992 6,342 (4,712) (3,745) (2,906)        

Adj. wt. shares (m) 1,699 1,699 1,699 1,699 1,699        

Unadj. year-end shares (m) 1,699 1,699 1,699 1,699 1,699        

     

BALANCE SHEET  KEY DRIVERS  

(THB m, end Sep) 2006 2007 2008F 2009F 2010F  (FYE Sep) 2007 2008F 2009F 2010F 

Fixed assets 196,031 204,715 203,192 208,626 211,702  Av. seat km (ASK, yoy chg %) 7.3% -1.3% -2.0% 3.0% 

Intangible assets 0 0 0 0 0  Jet fuel price (US$/barrel) 78.25 120.00 80.00 85.00 

Other long-term assets 7,301 7,873 8,267 8,816 9,401  Load factor (%) 78.5% 75.3% 73.0% 75.0% 

Total non-current assets 203,332 212,587 211,460 217,442 221,103  Passenger fleet size (# of planes) 91 86 86 88 

Cash and equivalents 9,278 20,716 9,724 5,212 2,857  Rev. psg km (RPK, yoy chg %) 11.7% -5.9% -4.9% 5.8% 

Stocks 5,255 5,998 6,392 5,436 5,822  Fuel cost per ASK (THB) 0.8 1.2 0.8 0.9 

Trade debtors 16,614 17,985 18,447 16,286 17,554  Non-fuel cost per ASK (THB) 1.6 1.7 1.7 1.7 

Other current assets 14,556 14,800 15,070 15,824 16,615  Passenger yield per RPK (THB) 2.3 2.4 2.3 2.3 

Total current assets 45,703 59,499 49,633 42,758 42,848                                

Trade creditors 9,423 7,951 10,653 9,060 9,704                                

Short-term borrowings 5,606 12,121 7,000 7,000 7,000                                

Other current liabilities 62,799 69,471 75,192 80,658 83,655                                

Total current liabilities 77,829 89,542 92,845 96,717 100,358                                

Long-term borrowings 101,029 108,544 101,878 100,521 103,182                                

Other long-term liabilities 4,496 4,772 5,221 5,482 5,756                                

Total long-term liabilities 105,525 113,316 107,099 106,003 108,938                                

Shareholders’ funds 65,435 68,970 60,805 57,061 54,154                                

Minority interests 247 258 344 419 501                                

NTA/share (THB) 38.52 40.60 35.79 33.59 31.88                                

     

CASH FLOW  12M - FORWARD FD CORE P/E (X) 

(THB m, FYE Sep) 2006 2007 2008F 2009F 2010F  

Pretax profit 12,822 9,141 (6,634) (5,242) (4,034)  

Depreciation & non–cash adj.  15,514 17,751 20,194 20,948 22,228  

Working capital changes 5,609 4,511 2,822 3,823 1,405  

Cash tax paid (3,777) (2,740) 1,990 1,573 1,210  

Others 3,273 (1,904) (241) 2,105 (536)  

Cash flow from operations 33,441 26,759 18,130 23,207 20,273  

Capex (30,562) (26,435) (16,233) (26,382) (25,303)  

Net investments & sale of FA (401) (167) 174 31 27  

Others (104) 58 (11) (11) (12)  

Cash flow from investing (31,066) (26,544) (16,070) (26,363) (25,288)  

Debt raised/(repaid) 8,804 24,658 (14,139) 1,055 2,451  

Equity raised/(repaid) (4) (4) 0 0 0  

Dividends paid (2,548) (2,803) (1,265) 0 0  

Cash interest & others 0 0 0 0 0  

Cash flow from financing 6,252 21,851 (15,404) 1,055 2,451  

Change in cash 8,627 22,066 (13,344) (2,100) (2,564)  

Change in net cash/(debt) (177) (2,592) 796 (3,155) (5,015)  

Ending net cash/(debt) (97,358) (99,950) (99,154) (102,309) (107,325)  

-48.0

-38.0

-28.0

-18.0

-8.0

2.0

12.0

22.0

32.0

42.0

Dec-05 Apr-06 Aug-06 Dec-06 Apr-07 Aug-07 Dec-07 Apr-08 Aug-08 Dec-08  
 

   Source: Company, CIMB-GK Research, Bloomberg 
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RECOMMENDATION FRAMEWORK #1* 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 

OUTPERFORM: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 12 
months. 

NEUTRAL: The stock's total return is expected to be within +/-5% of a relevant 
benchmark's total return. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, is 
expected to perform in line with the relevant primary market index over the next 
12 months. 

UNDERPERFORM: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 12 
months. 

TRADING BUY: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 3 
months. 

TRADING SELL: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 3 
months. 

 
 

* This framework only applies to stocks listed on the Singapore Stock Exchange, Bursa Malaysia, Stock Exchange of Thailand and Jakarta Stock Exchange. Occasionally, it is permitted for the total expected returns to be 
temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.   
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RECOMMENDATION FRAMEWORK #2 ** 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 

OUTPERFORM: Expected positive total returns of 15% or more over the next 
12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next 12 months. 

NEUTRAL: Expected total returns of between -15% and +15% over the next 
12 months. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, has 
either (i) an equal number of stocks that are expected to have total returns of 
+15% (or better) or -15% (or worse), or (ii) stocks that are predominantly 
expected to have total returns that will range from +15% to -15%; both over the 
next 12 months. 

UNDERPERFORM: Expected negative total returns of 15% or more over the 
next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next 12 months. 

TRADING BUY: Expected positive total returns of 15% or more over the next 3 
months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next 3 months. 

TRADING SELL: Expected negative total returns of 15% or more over the next 
3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next 3 months. 

 
 

** This framework only applies to stocks listed on the Hong Kong Stock Exchange and China listings on the Singapore Stock Exchange. Occasionally, it is permitted for the total expected returns to be temporarily outside the 
prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.   

 
 
 
 
 
 


