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Executive Summary 

The aim of the thesis was to determine the fair value of the SAS stock as of June 11
th

 2010. 

SAS has received much attention in the media recently partly due to the poor financial 

performance in the past years. 

 

In an attempt to turn SAS profitable a cost saving program, Core SAS, was introduced in 

2009, and its implementation was supported by a capital injection MSEK6.000. Given the 

financial crisis a further injection of MSEK5.000 was initiated in 2010 to secure the full 

implementation of Core SAS. 

 

The valuation was conducted through both a strategic and a financial analysis that together 

facilitated a forecasting of the future financial performance which enabled a calculation of the 

value of the SAS stock. 

 

In the strategic analysis it was concluded through a PESTLE analysis that the expected rise in 

Nordic GDP will affect the passenger traffic positively whereas the future increasing oil 

prices were found to impact especially the low-cost-carriers negatively. 

 

The competition in the airline industry was found fierce particularly because of the success of 

the low-cost-carriers Ryanair and Norwegian but the focus of SAS on business travellers 

reduces the competitive rivalry. 

 

As a consequence of this focus SAS was concluded to be stuck-in-the-middle in an 

unsuccessful attempt to deliver high quality at low cost. 

 

One of the key findings of the financial analysis was that SAS had a poor Return On Invested 

Capital indicating financial trouble. In line with the Core SAS strategy it was concluded that 

SAS had managed to reduce its overcapacity, represented by a drop in available-seat-

kilometres and furthermore, the airline increased its efficiency as revenue-passenger-

kilometres dropped less. 
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Another central finding was the high operating costs of SAS, partly seen from the payroll 

expenses that were found substantially larger than for its competitors together with poor load 

factor. 

 

The valuation was conducted through a discounted-cash-flow model supported by multiple 

analyses and the calculation values were subsequently evaluated through a sensitivity 

analysis. 

 

The discounted-cash-flow valuation resulted in a stock value of SEK30,66, a 8,74% premium 

to the actual share price employing a weighted-average-cost-of-capital of 6,28%. The multiple 

analyses EV/EBITDA and EV/traffic revenue resulted in prices of SEK11,20 and SEK86,24 

correspondingly, underlining the inaccuracy of using solely multiples for valuation. 

 

The price of SEK30,66 was concluded to be driven mainly by the rising GDP together with 

the Core SAS cost-cutting effects, lowering payroll expenses and other operational expenses. 

 

Lastly, the stability of the calculated share price was tested through a sensitivity analysis that 

found the share price little sensitive to changes in revenue growth but highly sensitive to 

changes in operating expenses whose development relies on the successfulness of the 

implementation of the Core SAS strategy. 

 

The calculated share price of SEK30,66 was therefore concluded an optimistic, yet fair value, 

as the capital injections are expected to secure the Core SAS strategy. 
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1 Introduction 

There is no doubt that the financial crisis has weakened the economies all over the globe. 

Some industries have been hit harder that others but only very few have completely avoided 

the effects of the economic downturn. Stock markets worldwide have experienced tremendous 

volatilities and the number of bankruptcy filings has skyrocketed.  

 

The airline industry has been no exception as several players have struggled, and the industry 

has experienced a drop in travellers in recent years and the general economic downturn may 

partly explain this. 

 

What makes SAS a hot topic for valuation and strategic analysis is the increased complexity 

of the airline that stems from the fact that the Danish, Swedish and Norwegian governments 

are majority shareholders in the organisation. One could imagine that the ownership structure 

to some extent is to blame for the poor results, with regards to the differences between state-

owned and privately owned companies. 

 

Additionally, SAS has recently been the subject of substantial debate as the corporation has 

published yet another annual report stating losses of several billion SEK. A rights issue was 

conducted last year to save the bleeding accounts, and large cost saving programs were 

introduced to strengthen the company. In April 2010 another rights issue was conducted with 

the purpose of securing the implementation of the cost saving programs that should turn the 

business profitable. 

 

Some of the cost savings have been implemented, but the newly released annual statement 

still showed a loss even bigger than last year. This has left analysts and reporters questioning 

the viability of the Scandinavian airline and it implies that the development of SAS in the near 

future may have a significant impact on the survival of the company that currently appears 

fragile. 

 

It is therefore of particular interest to conduct a strategic and financial valuation of SAS in its 

present environment as the airline  
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1.1 Problem statement 

The overall purpose of this thesis is to determine the fair value of the SAS stock through a 

strategic and financial analysis of the corporation. This leads to the following problem 

statement: 

 

“What is the fair value of the SAS stock on June 11
th

 2010?” 

 

In order to reach the overall goal of the thesis a number of sub questions must be answered 

and the remainder of this section will address these.  

 

In order to conduct a valuation of SAS it is important to comprehend the historical 

development of the company and the market in which it operates.  

 

This can explain the current position of SAS and gives an understanding of how the company 

has responded to changes in the market. The following questions aim at descriptively 

presenting SAS and thereby create the foundation for the following strategic analysis: 

 

 

The Story of SAS 

 What strategic and financial historic events constitute SAS of today? 

 How is the organisation structured, and what is the ownership constellation? 

 What is the current strategy of SAS?  

 Who are the closest competitors and what characterises them? 

 

The purpose of the strategic analysis is to determine the non-financial drivers of the stock 

price and how SAS is affected by changes in the external as well as internal environment and 

this implies analysing macro- and micro economic factors and the positioning of SAS.  

 

 

Strategic analysis 

 What macroeconomic factors affect SAS and how? 

 How intense is the degree of competition that SAS is facing? 

 How does SAS position itself on the airline market and what is the effect of this? 
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The purpose of the financial analysis is to unravel the past and current financial performance 

of the core operations of SAS to apply this knowledge to the subsequent forecasting. 

 

To determine the fair value of the airline stock it is crucial that the core operations are 

separated when analysing the financial performance and this requires reformulation of the 

financial statements. In addition, forecasting a stock price involves a decomposition of the 

financial ratios in order to derive the non-strategic drivers of the company value.  

 

These ratios must be compared to the closest competitors to analyse the relative performance 

of SAS, and enables a more accurate estimation of the future potential of the Scandinavian 

airline. 

 

Lastly, the ability of the Scandinavian company to align its strategy with the financial results 

is vital when concluding on the future of SAS and its fair value. This leads to the following 

sub-questions addressed in the financial analysis: 

 

 

Financial analysis 

 How well are the accounting practices of SAS suited for the purpose of valuation? 

 How does SAS perform on key financial ratios relative to its closest competitors? 

 How do operational ratios drive this performance and what elements critical to SAS 

can be derived? 

 

Conducting the strategic and financial analysis makes it possible to outline realistic 

projections of the future financial development of SAS.  

 

As the fair stock price is sensitive to the accuracy of the forecasted performance it is of great 

importance to carefully consider the time horizon of the projections and the terminal ratios. 

The forecasting will therefore be conducted by answering the following sub questions to 

ensure a solid base for the subsequent estimation of the fair value: 
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Forecasting 

 What is the appropriate time horizon of the forecast? 

 How is the financial performance of SAS projected in the future? 

 

With the forecasting in place the backbone of the valuation is created. Various valuation 

models exist each with its advantages and choosing the right model is therefore of great 

importance when determining the fair value. 

 

As the forecasting is based upon the strategic and financial analysis it remains subjective and 

it is therefore important to examine through a sensitivity analysis how changes in the input 

parameters affect the fair value. Answering the following sub questions, the valuation of the 

SAS stock can be completed. 

 

 

Valuation 

 Which valuation models are appropriate when concluding on the fair stock price of 

SAS?  

 How is the opportunity cost of capital, WACC, and its elements estimated? 

 How sensitive is the valuation to changes in the inputs? 

 

All the sub questions posed are not exhaustive but serve merely as guidelines in answering the 

overall problem statement. Thus, each sub question contains important aspects that will be 

uncovered in the related sections of the thesis. Answers to the sub questions enables a 

conclusion on the fair value of the SAS stock and the accuracy of this estimate. 

 

Ultimately, the partial conclusions of the individual sections of the thesis are combined into 

the final conclusion, which answers the problem statement. 

 

 

1.2 Methodology & Models 

This section of the thesis is aimed at framing the paper for the reader to give a better 

understanding of the composition of the entire thesis. 
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Initially, the data collection and application will be explained by focusing on the type and 

origin of the data utilised in the thesis. 

 

The section on data collection and application is followed by a detailed presentation of the 

structure of the paper and the overall content and purpose of each section of the thesis will be 

explained together with reasoning for the choice of analytical models applied. This way, the 

reader gains an overview of the paper and it allows a better understanding of the connection 

between the methodology and the analytical findings. 

 

Lastly, this section serves the purpose of explaining the scope of the thesis by presenting its 

delimitations. The delimitation provides the basis for a better understanding of why some 

elements are excluded from the thesis and is an important component as it enables the reader 

to structure the mindset as to focus entirely on the aspects analysed in the thesis.  

 

 

1.2.1 Data collection 

The thesis is written from an investor’s point of view and this implies that only publicly 

available information will be applied in the thesis. As the valuation of SAS consists of both 

financial and strategic aspects the data applied will be both quantitative and qualitative. 

 

The primary sources of information are the annual reports of SAS and its competitors, which 

are supplemented with the company web sites, statistical data, articles from journals and 

newspapers as well as professional market reports create the foundation for a solid knowledge 

on SAS and the airline industry in general. 

 

 

1.2.2 Research design 

The thesis consists of five intertwined sections followed by a brief discussion on the future of 

SAS, implying that in each section the essence and core findings are extracted and adapted in 

the following parts of the thesis. This way, a high degree of consistency is ensured allowing a 

continuous application of the preceding findings, thereby augmenting the profoundness of the 

analysis. 
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In illustrative terms, the thesis is structured as a funnel, initially taking a broad perspective 

and as the thesis develops sections are shaped and the analytical focus is narrowed.  

 

Figure 1.1 illustrates the structure of the thesis. 

 

 
Figure 1-1 

Source: Own creation 

 

 

Regarding the story of SAS 

Performing a strategic and financial analysis of SAS requires deep knowledge on the 

company and the airline industry. The initial company presentation aims at addressing issues 

that are of relevance for the subsequent analyses. Important information includes company 

history, ownership structure, stated vision, current and future strategy and financial 

performance.  

 

Furthermore, this section serves the purpose of gaining in-depth knowledge on the airline 

industry to better understand the position that SAS occupies in a larger context. The company 

presentation is purely descriptive and no theoretical models will be applied.  

 

Additionally, the section intends to establish a peer group of the closest competitors of SAS in 

order to apply this knowledge in the subsequent strategic analysis. 

 

The story of SAS

Strategic analysis

Financial analysis

Forecasting

Valuation

The future of 

SAS



Valuation of SAS – Introduction 

Page 13 of 159 
 

Regarding the strategic analysis 

In the strategic analysis the non-financial value drivers of SAS are analysed in depth to reveal 

the factors that will influence SAS in the future.  

 

This analysis is divided into three parts where the first takes an external view by focusing on 

the macroeconomic factors, the second part considers the microenvironment, which unravels 

the competition in the industry and the third part takes an internal perspective. 

 

The macro level is analysed through a PESTLE analysis, which consists of the global 

macroeconomic factors: Political, Economical, Social, Technical, Environmental and Legal
1
, 

and this model enables a revealing of trends and drivers of the airline industry affecting the 

future of SAS. 

 

Narrowing the focus to an industry level Porter’s Five Forces, which analyses Supplier Power, 

Buyer Power, Barriers of Entry and Threats of Ssubstitutes
2
, are employed to determine the 

degree of competition that SAS faces.  

 

The third level analyses the internal environment of SAS and how the airline positions itself 

in relation to its competitors. The purpose of this section is to determine the future growth 

potential of SAS and Porter’s Three Generic Strategies will be used to analyse the strategic 

direction that SAS is choosing
3
.  

 

The essence of the strategic analysis is summarised in a SWOT analysis that serves as a 

partial conclusion on the non-financial aspects of the valuation of SAS. Here, the internal 

strengths and weaknesses along with the external opportunities and threats are extracted, as a 

means of relating SAS’ present resources to its position in the external environment.  

 

 

Regarding the financial analysis 

Having conducted the strategic analysis focus is shifted to the financial aspect of SAS, as 

these two parts jointly constitute the foundation for the subsequent forecasting. The analysis is 

                                                 
1 Businessballs 
2 Porter, M. E. (1980) 
3 Porter, M. E. (1980) 
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purely ex-post as the financial performance of the recent five years is explored in order to 

predict the future financial development of SAS. 

 

Initially, the financial statements will be reformulated to isolate the core operating items as 

this eliminates distortions in the budgeting process and enhances the validity of the forecasted 

financial measures. 

 

Subsequently, the historical financial ratios will be analysed through decomposition of the key 

figures by the use of the Dupont-model
4
. Comparing the financial ratios with the peer group 

of SAS facilitates a more profound analysis of the relative performance of the Scandinavian 

company and further increases the precision of the valuation. 

 

 

Regarding the forecasting 

In this section of the thesis the aim is to translate the strategic conclusions into financial 

measures as the strategic and financial analysis are brought together. The forecasting period 

consists of a five year explicit budgeting period followed by a terminal period representing 

the post-budgeting years.  

 

 

Regarding the valuation 

Valuation of companies can be performed using a variety of distinct approaches each with its 

own strengths and limitations and this section will discuss the relevance of the potential 

models and present the final choice of valuation techniques to be used in the thesis. 

 

The core framework used is the Discounted Cash Flow (DCF) approach that is combined with 

a relative valuation through use of multiples, which serve as a sanity check. 

 

Having discussed and decided on the models to be used, the inputs parameters of the 

framework are determined and this implies critically estimating the weighted average cost of 

capital (WACC) and its components. Consequently the valuation is conducted to estimate a 

fair value of SAS.  

 

                                                 
4 Elling, J. O. (2003) 
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As this value relies heavily on the inputs, it is crucial to evaluate the change in these against 

the resulting share price and therefore a sensitivity analysis is conducted before concluding on 

the final share price. 

 

 

Regarding the future of SAS 

The aim of the section on the future of SAS is to shed light on alternative approaches to the 

valuation of SAS and why these would be of particular interest today. Thus, the section does 

not bring about new conclusions but rather suggests areas for further examination of SAS as a 

topic for valuation. 

 

 

1.3 Delimitation 

Due to the scope of the thesis in combination with an aspiration to conduct a thorough 

analysis of the problem statement, delimitations are required.  

 

As the thesis is written from an external point of view, solely public information is used in the 

analyses. Also the public information is limited to all information available until June 11
th

 

2010, the date of the valuation. 

 

Further, only five years of financial data is included to assess and predict the financial 

performance of SAS but this time period is considered sufficient for the analysis, as a longer 

period will not make the analysis more precise as historical figures are not always a good 

indication for future performance. The forecasting comprises five years of explicit budgeting 

combined with a terminal period, since explicit budgeting beyond this point is too uncertain to 

be conducted accurately. 

 

The analytical models used in the thesis will not be described with regards to their theoretical 

assumptions and proof of existence, as the models are widely accepted. 

 

A complete breakdown of the presented financial figures into business area level is not 

possible due to lack of information from the annual reports of SAS, which is related to the 

significant changes in the organisational structure in recent years. 
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Focus of the thesis is at the core continuing operations that can be expected to drive SAS in 

the future and therefore minority interests, which are minuscule, and discontinued operations 

are therefore excluded from the analyses.  

 

Furthermore, the passenger transportation of SAS will be the centre of attention as the clear 

majority of the revenue and income is generated from this segment, meaning that SAS Cargo, 

SAS Tech and SAS Ground Services will not be analysed separately. 

 

The thesis does not touch upon the Star Alliance network, despite potentially bringing value 

to SAS. The reasoning for excluding Star Alliance from the thesis is that the value gained 

from such a network is very hard to estimate. 

 

Furthermore, focus in the thesis is kept on the Nordic home market of SAS whereas the 

alliance primarily is relevant for the more distantly located routes where SAS is not present 

itself. In relation to the valuation, the ability of SAS to offer these routes is not considered 

significantly important and discussions on Star Alliance are therefore excluded from the 

thesis.  
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2 The story of SAS 

The following section intends to give the reader an overview of the Scandinavian airline by 

initially presenting a rough timeline over historic events to gain understanding of the journey 

that SAS has been on in order to reach its current position. 

 

This will be followed by a presentation of the ownership structure and the organisational 

composition hereafter the business areas are addressed together with portraying the financial 

results of SAS. 

 

Finally, the current and future strategy of the company will be presented with “Core SAS” as 

the departure point for the description and lastly, focus is shifted to the competitors of SAS. 

 

 

2.1 Historic overview 

The roots of the company SAS go back to the year 1946 when Scandinavian Airline System 

was founded as a consolidation of the three national companies: Det Danske Luftfartselskab 

A/S (DDL), Det Norske Luftfartselskab A/S and Svensk Interkontinental Lufttrafik AB 

(SILA). 

 

The company proved very successful in the early years of its 

establishment and by 1947 SAS had transported more than 18.000 

passengers over the Atlantic – a number far beyond the projected 

sales of 3.675. SAS profiled itself as provider of the “shortest route 

between two worlds” being the world’s first airline to fly over the 

North-Pole from Copenhagen to Los Angeles
5
. 

 

The early 1980s were important years for the company as newly appointed president Jan 

Carlzon shifted the focus of SAS in becoming a more customer-oriented by concentrating on 

the frequent business travellers. 

 

For this reason, 1981 became the year when SAS abandoned its First Class and replaced it by 

EuroClass to move away from the high- and low-end segment to focus on the emerging 

                                                 
5 FlySAS 

Figure 2-1 

Source: SAS Group 



Valuation of SAS – The story of SAS 

Page 18 of 159 
 

business traveller segment. This was a way to differentiate itself from its competitors and 

became a vital part of the future strategy of SAS.  

 

As a proof of its success in delivering good customer service SAS was recognised as the most 

punctual airline in Europe in 1982 – a distinction that was earned again in 2009
6
. 

 

The 1990s was another period of time with great change to SAS. The company started 

concentrating more on the airline business and in 1994 a number of subsidiaries were spun 

off. Three years later in 1997 SAS became co-founder of the still-existing global network Star 

Alliance – today an alliance comprised of 20 international and three regional airlines, which is 

ensures travel products worldwide
7
. 

 

 

Figure 2-2  

Source: Own creation 

 

The attacks on World Trade Centre in 2001 had a large negative impact on the entire flight 

industry and SAS experienced horrific results, as this was also the year when two SAS 

aircrafts collided in Milan killing 114 people
8
.  

 

To overcome the negative market trends and the increasing competition from budget airlines, 

SAS implemented a cost-saving strategy in 2002 called “Turnaround 2005” together with 

launching its own low-cost carrier (LCC), Snowflake, in 2003. However, the new airline was 

not a success and ceased operation in 2004
9
. 

                                                 
6 FlySAS, Ftn News 
7 SAS Group 
8 Aviation Safety 
9 Centre for Aviation 
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In the following years the poor results of SAS continued and in 2007 newly hired president 

Mats Jansson launched a new strategic programme S11 – a cost saving strategy to reach full 

profitability by 2011. 

 

In 2009 SAS realised that the cost cutting and streamlining of S11 was not enough and 

another strategic initiative named “Core SAS” was commenced focusing on the Nordic 

market and the business travellers through an improved cost base, an efficient decision-

making culture and a strengthened capital structure
10

. 

 

As a consequence of the poor financial results for the fiscal year 2008 the board of SAS 

agreed on a rights issue that increased the share capital by almost MSEK6.000 to support the 

Core SAS strategy. Same year in November the trade union of SAS accepted an agreement to 

reduce salaries and pensions with 20% amounting to MSEK700
11

. 

 

However, the annual report of 2009 presented yet another BSEK loss and in April 2010 SAS 

launched an additional rights issue raising approximately MSEK5.000 in capital.  

 

 

2.2 Ownership and Management 

The following section touches upon the ownership constellation together with presenting the 

composition of the supervisory board and management board. The aim of the section is to 

provide a thorough introduction to SAS as several of the critical issues that will be analysed in 

the subsequent strategic and financial analyses are related to the ownership and management 

structure. 

 

 

2.2.1 Ownership constellation 

Even though SAS is a global company the ownership is centralised as 90% of the shares are 

held by Scandinavians. The three biggest shareholders of SAS are the governments of 

Sweden, Norway and Denmark, totalling 50% in ownership as of December 31
st
 2009, 

visualised in figure 2.3.  

                                                 
10 SAS Annual Report (2008) 
11 Politiken (A) 
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Furthermore, Knut and Alice Wallenberg's Foundation holds 7,6% of the shares while the 

remaining 42,4% is held by minority shareholders with a degree of ownership of maximum 

1,4%
12

.  

 

SAS AB is the listed holding company with 

headquarters in Stockholm, Sweden, which 

functions as the parent company of SAS 

representing all subsidiaries and divisions. SAS AB 

is listed on the stock exchange in Stockholm, Oslo 

and Copenhagen respectively but holds its primary 

listing in Stockholm. After the rights issue, and the 

following share reduction in 2010 the total number 

of shares outstanding is 329.000.000. 

 

Each SAS share is equal to one vote, every shareholder has the right to attend the 

shareholders' meeting and decisions are generally made by simple majority, with significant 

matters requiring a varying voting percentage and acceptance hereof.  

 

SAS follows the two-tier board system as set by law in the Scandinavian countries
13

 and this 

requires having a supervisory board in addition to the management or executive board as a 

way of governing and protecting shareholders’ interests. 

 

 

 

 

 

 

 

                                                 
12 Under Danish law, disclosure of Danish shareholders is permitted only when the stake exceeds 5%. 
13 Thomsen, S. (2008) 
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Source: Own creation 
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In figure 2.4 the management structure of SAS is presented to visualise the individual 

components and their interaction with each other. 

 

Figure 2-4  

Source: Own creation & SAS Annual Report 2009 

 

 

2.2.2 Supervisory board composition 

The supervisory board or the board of directors consists of ten members – three of them being 

employee members, which is required by law
14

. With exception of the employee members 

none of the members are employed by SAS, and all have been deemed independent of the 

company and company management as well as of the company's major shareholders.  

 

The prime task of the board is setting the overall objectives and strategy of SAS, but another 

essential issue is the appointment of the President & CEO that must carry out the choosen 

strategies.  

 

The board has established two committees to help in the decision-making process, with the 

Remuneration committee making recommendations for remuneration of top management and 

senior executives, and the Audit committee functions as a monitoring and assessing unit of the 

internal audit division.  

 

 

                                                 
14 Thomsen, S. (2008) 
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2.2.3 Management board composition 

The management group is in charge of the day-to-day management of the company and 

consists of five persons, all male, with Mats Jansson as President & CEO and Mats Lönnqvist 

as Deputy President &CFO. 

 

The members have divided the 

responsibilities of the SAS’ business 

management between themselves, as 

shown in figure 2.5. The president reports 

to and works closely with the supervisory 

board and can, in consultation with them, 

appoint the management team he finds 

suitable for executing the strategies set by 

the supervisory board. 

 

 

2.3 Organisational structure 

Up until 2008, SAS was organised in three business areas: SAS Scandinavian Airlines, SAS 

Individually Branded Airlines and SAS Aviation Services. As part of the new strategy “Core 

SAS” the organisational structure is being changed significantly to focus on the Nordic 

market.  

 

Today SAS is organised in two 

business segments: Core SAS and 

SAS Individual Holdings. As it is seen 

from figure 2.6 Core SAS consists of 

the companies Scandinavian Airlines, 

Widerøe and Blue1, with SAS Cargo, 

SAS Ground Services and SAS Tech 

being business units under 

Scandinavian Airlines. 

 

•CEOMats Jansson

•Head of SAS Scandinavian Airlines
John S. 

Dueholm

•Head of legal affairsMats Lönnkvist

•Head of corporate functionsMats Lönnqvist

•Head of structure and strategy of SAS 
Ground Services and SAS CargoBenny Zakrisson

Figure 2-6  

Source: Own creation & SAS Annual Report 2009 

Figure 2-5  

Source: Own creation & SAS Annual Report 2009 
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SAS Individual Holding contains the companies that are in the process of being or will be 

divested or outsourced as part of the Core SAS strategy. 

 

The divested companies are: Air Greenland, Spirit Air Cargo, Estonian Air, Skyways, Cargo 

excluding Belly, Trust and the remains of Spanair, whereas SAS Ground Services and Tech 

are being partly outsourced. In the following, each of the core business areas will be 

presented.  

 

 

2.3.1 Scandinavian Airlines15 

Before March 2009 Scandinavian Airlines consisted of 

the four companies; Scandinavian Airlines -Denmark, -

Norway, -Sweden and –International, but as part of the 

Core SAS strategy today all four companies have been 

transferred to one company, Scandinavian Airlines. 

 

Scandinavian Airlines is the largest airline in the Nordic 

region with 148 aircraft in service and carried 21,4 

million passengers in 2009 to 100 destinations in more 

than 30 countries. The most important market of 

Scandinavian Airlines is the Nordic region, but 

destinations are also reached in the rest of Europe, the 

US, Asia and the Middle East. 

 

Scandinavian Airlines is the largest of the three business segments accounting for 88,5% of 

the total revenue and employed an average of 14.438 personnel in 2009 – 1.800 less than the 

year before. The airline focuses on business and leisure travel and tries explicitly to 

accommodate the requirements of the business travellers.  

 

As shown in figure 2.6 Scandinavian Airlines consists of three business units, which are SAS 

Cargo, SAS Ground Services and SAS Tech. 

 

                                                 
15 SAS Annual Report (2009) 

Figure 2-7  

Source: Own creation 
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The core of SAS Cargo is to sell airfreight to the airlines in the Group. SAS Ground Services 

(SGS) provides ground services for passengers, baggage and aircraft and is the Nordic 

regions’ “leading full-service provider in ground handling”. One of the main operations of 

SGS is efficient solutions for automated check-in and boarding of passengers. SAS Tech is 

the provider of technical assistance and maintenance of aircraft primarily in Scandinavia with 

Scandinavian Airlines as the biggest customer.   

 

 

2.3.2 Widerøe16 

Widerøe has been a part of SAS since 2002 and is the largest regional airline in the Nordic 

countries operating primarily along the Norwegian coast connecting the widespread regions. 

Widerøe flies to 36 domestic and seven international destinations and has more than 260 take-

offs and landings every day through its 30 aircraft in operation. 

 

Widerøe carried 2,1 million passengers in 2009 - an increase of 0,9% compared to 2008, 

making it the only segment of SAS with a positive change in traffic percentages in 2009. 

Being a part of SAS, Widerøe is a minor player accounting for 7,4% of the total revenue and 

employing an average of 1.203 personnel in 2009 – 13 less than the year before. Its business 

consists of 60% commercial routes and 40% Public Services Obligations
17

. 

 

 

2.3.3 Blue118 

Blue1 is a wholly owned Finnish subsidiary, which has been a part of SAS since 1998 and it 

is the second largest airline in Finland carrying 1,46 million passengers in 2009, a decrease of 

5,5% compared to 2008. 

 

Blue1 operates 13 aircrafts on both domestic routes within Finland and on routes to 

Scandinavia and the rest of Europe, totalling 66 daily flights to 24 destinations. Blue1 is the 

smallest airline in SAS accounting for 4% of the total revenue and employ an average of 430 

personnel in 2009 – 22 less than the year before. 

 

                                                 
16 SAS Annual Report (2009), Widerøe 
17 Government subsidised routes in operation to ensure a healthy infrastructure 
18 SAS Annual Report (2009), Blue1 
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The airline focuses on accommodating both business and leisure travellers, stressing the 

importance of innovative products and service in their customer focused perspective. 

 

 

2.4 The Core SAS strategy 

As mentioned in the historic overview, a new strategic 

approach was launched in February 2009 to strengthen 

the company’s long-term position as a competitive and 

profitable SAS. The strategy was named Core SAS and 

consists of 5 pillars, visualised in figure 2.8.  

 

 

First pillar – Cost savings 

The pillar of improved cost savings is claimed to be the 

foundation for SAS on the long-term as trimming the 

company is a central goal of the management to create 

a more efficient and profitable SAS. 

  

Since its introduction in February 2009 Core SAS 

has resulted in cost savings of MSEK3.500 

originating from a leaner administration, greater 

centralisation of the organisation, permanent 

personnel reductions in production units and further 

savings in purchasing. The total cost saving for the 

Core SAS strategy is expected to amount to 

MSEK7.800 by 2011. 

 

The aircraft fleet will be reduced by 15% or 21 

aircraft hereof 18 taken out of service in 20½09 and 

divestments of non-core activities have proceeded as 

planned including shares in the companies bmi and 

AirBaltics, as well as units of SAS Ground Service 

and SAS Cargo. 

Figure 2-8  

Source: Own creation 
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Lastly, personnel have been reduced by 2.900 full time employees (FTEs) in 2009 and 

capacity reductions have been made as an effect of the new market realities, and in line with 

the Core SAS strategy a further reduction of 1.700 FTEs are planned in 2010 to 2011. 

 

 

Second pillar – Focus on Nordic home market 

The second pillar involves a strengthened focus on the core operations and the Nordic home 

market and its market share is presented in figure 2.9 on previous page. As mentioned in 

section 2.3 SAS is in the process of divesting its non-core operations, reducing its widespread 

business enabling SAS to concentrate on its core markets and on improving its market share 

there. 

 

Currently SAS has a total market share of 35% in the Nordic region, where Scandinavian 

Airlines is the market leader in Norway, Sweden and Denmark, Widerøe is the biggest 

regional airline in the Nordic countries and Blue1 is the second largest airline in Finland. SAS 

intends to focus more on these markets and increase its share in the regions. 

 

 

Third pillar – Focus on business travellers 

The third pillar is related to its customer base as SAS highlights a focus on business travellers 

and a strengthened commercial offering as a prime target.  

 

Following the implementation of Core SAS the concept “Service and Simplicity” was 

introduced to further improve customer offerings. One of the prime issues that SAS 

emphasises is time reduction, stressed by the sitting president Mats Jansson:  

 

“In concrete terms, SAS is a company that sells transportation services. 

But in another sense, what we actually sell is time. 

 

For our customers, being able to make the most of their time, whether travelling 

on business or for pleasure, is basically a quality of life issue”
19

 

 

                                                 
19 SAS Annual Report (2009),  p. 4 
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The goal of constantly improving time efficiency in all areas is an essential part of the Core 

SAS strategy. Continuous development of products and planning tools like quicker and easier 

Internet booking, more options for quick self-service check-in including biometric check-in, 

Fast Track security at many airports, quicker boarding and the innovative mobile boarding 

passes, time- and fuel-saving choices of flight paths and faster baggage handling are all 

important ingredients in maintaining satisfied customers as well as a means of increasing 

competitiveness. 

 

Furthermore, as mentioned in section 2.1 SAS was ranked the most punctual airline in Europe 

in 2009 - highlighting its striving for time efficiency. 

 

 

Fourth pillar – Streamlining the organisation 

As an important part of Core SAS the fourth pillar, streamlined organisation and customer-

oriented culture, concentrates on strengthening the organisation. SAS' brand promise of 

Service and Simplicity is to infuse the entire group and be the foundation of the customer-

oriented culture incorporated in SAS. 

 

The aim of streamlining the organisation has partly been accomplished by centralising 

decision rights and rearranging the organisation to be in the format of Core SAS. This is 

mainly related to a disincorporation of the national companies that previously had overall 

responsibility for the operations in their respective countries and centralising it in joint 

administration and production functions. 

 

 

Fifth pillar – Strengthened capital structure 

The last pillar of strengthened capital structure is mainly focused on creating the liquidity 

needed to carry out the remaining parts of Core SAS. The MSEK6.000 rights issue in 2009 

provided the basis for implementing Core SAS and was oversubscribed by 24,2%
20

, but as the 

financial crisis has continued to expand liquidity has diminished. 

 

                                                 
20 SAS Annual Report (2009) 
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To secure SAS in the recovery period and to finance the remaining part of Core SAS the new 

rights issue of approximately MSEK5.000 was carried out in April 2010, which was 

oversubscribed by 38%
21

.  

 

 

2.5 Financial performance22 

 

Table 2-1  

Source: Own creation, SAS Annual Reports & Appendix 10.2, 10.17 

 

This section briefly presents the financial performance of SAS in the recent five years as this 

will give a better understanding of how the company is performing and why the company is 

moving in its current direction.  

 

 

2.5.1 Performance of SAS  

SAS has gone through hard times in the recent three years and in the annual report of 2009 

SAS states that the year was the toughest ever for the airline industry
23

. Table 2.1 shows that 

the revenue of SAS during the past five years has dropped by more than MSEK10.000 to 

MSEK44.918 in 2009. 

 

                                                 
21 Reuters (A) 
22 All figures are from the SAS annual reports 2005-2009 
23 SAS Annual Report (2009) 

Key figures SAS Group 2005-2009

MSEK 2009 2008 2007 2006 2005

Revenue 44.918 52.870 50.598 50.152 55.501

Operating income before depreciation -1.311 997 2.677 2.618 2.548

Net income from continuing operations -2.620 -965 771 212 -322 

Income from discontinued operations -327 -5.395 -135 4.528 577

Net income -2.947 -6.360 636 4.740 255

EBT before non-recurring items -1.754 -339 1.234 727 -106 

EBT margin (%) -3,90 -0,64 2,44 1,45 -0,19 

Total assets 42.495 43.364 48.770 51.164 58.016

Debt/Equity ratio 0,57 1,22 0,07 0,25 1,18

Number of employees 18.786 24.635 26.538 25.323 26.727

Number of passengers ('000) 24.898 29.000 29.164 39.059 36.312



Valuation of SAS – The story of SAS 

Page 29 of 159 
 

Operating income before depreciation has also dropped significantly – especially during the 

past three years from MSEK2.677 in 2007 to MSEK-1.311 in 2009 and net income from 

continuing operations has also worsened in this period amounting to a deficit of MSEK-2.620 

in 2009. 

 

Net income has been highly volatile from 2005 to 2009 and table 2.1 shows that this variation 

primarily is related to the large changes in income from discontinued operations. The positive 

income from discontinued operations in 2006 was mainly attributable to the sale of SAS’s 

holdings in Rezidor Hotel Group, which generated MSEK4.233 in income.  

 

The large negative impact from discontinued operations in 2008 of MSEK-5.395 was 

primarily associated with the divesture of Spanair, leading to a net income of MSEK-6.360 in 

2008.However, in 2009 the impact from discontinued operations was only slightly negative, 

yet SAS came out with a very disappointing net income of almost MSEK-3.000.  

 

Earnings before tax and non-recurring items in continuing operations – here referred to as 

EBT before non-recurring items – followed the general trends in SAS with positive results in 

2007 followed by significant drops in the subsequent two years. Thus, EBT dropped from 

MSEK1.234 in 2007 to MSEK-1.754 in 2009. 

 

 

Looking also at figure 2.10 and 2.11 it becomes clear that SAS has been far from reaching its 

target EBT margin of 7%, as this figure  - together with table 2.1 – shows that the margin has 

not been above 2,5% a single time during the past five years. In fact, with an EBT margin of -

3,9% SAS was 10,9% percentage points (pp) from reaching the 7% target in 2009 and not 

even once since year 2000 has SAS reached the 7% target. 
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Figure 2-11  

Source: Own creation & SAS Annual Reports 
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Table 2.1 also shows that total assets of SAS have dropped from MSEK58.016 in 2005 to 

MSEK42.495 in 2009 and this is mainly a consequence of the various divestures that SAS has 

made in the period.  

 

The debt/equity (D/E) ratio, calculated on net financial debt, of the Scandinavian company 

has changed notably ranging from 0,07 in 2007 to 1,22 in the following year and the decline 

from 2008 to 2009 was due to the rights issue and the large increase from 2007 to 2008 was 

attributable to an increase in “other loans”. 

 

 

2.6 Peer group 

The purpose of this section is to determine a relevant peer group that can serve as a 

benchmark in both the strategic and financial analysis of SAS. The peer group serves as a 

point of reference when the financial analysis is conducted and this way the financial results 

of SAS can be benchmarked, enabling a more precise forecasting. 

 

Ideally, the peer group consists of businesses that are comparable to SAS in both scope and 

scale such that the companies are more accurately compared, however, this can be difficult as 

an identical peer group may not exist.  

 

In its annual report SAS lists its competitors and their relative market share in the Nordic 

region. Second to SAS, Ryanair, Norwegian and Finnair have the largest market share in the 

Nordic regions, which is the home market of SAS, and these three competitors have been 

chosen as the peer group
24

.  

 

The reason for choosing this particular peer group is first of all that SAS explicitly determines 

Ryanair, Norwegian and Finnair as important competitors due to the large market shares in 

Scandinavia. The implementation of the Core SAS strategy, which entails focusing on 

specifically the Nordic market, underlines the importance of establishing a peer group that 

operates in the core market of SAS.  

 

                                                 
24 SAS Annual report (2009) 
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As presented in the following, particularly Ryanair and Norwegian follow different business 

strategies, however, this does not suggest excluding them from the peer group. Rather, these 

airlines are experiencing high growth rates and as the number of destinations and frequency of 

departures increase, with the latter being of high importance to the business travellers, it can 

be expected that these low cost airlines will try to capture market shares from SAS. 

 

In summary the determined peer group consists of three airlines all with large market shares 

in the Nordic region and at the same time the peer group represents both low cost and high 

quality airlines, which both can be expected to compete against SAS. 

 

The following section will therefore briefly present the three airlines Norwegian, Finnair and 

Ryanair to determine whether adjustments must be made before comparing data with SAS. 

Data will only be presented descriptively to give an impression of the nature of the companies 

compared to SAS, as the actual analysis follows in later parts of this thesis.  

 

 

2.6.1 Norwegian Air Shuttle ASA25 

Norwegian is a low cost airline based in Oslo and the company operates 52 aircraft flying 

more than 200 routes to 90 destinations. The strategic focus of the airline is to be a LCC that 

serves both leisure and business travellers and the core market is Europe with the busiest 

routes being domestically in Norway.  

 

On average the company employed approximately 1.500 FTEs in 2009 and the airline 

transported 10,8 million passengers in 2009 – less than half of the 24,9 million of SAS, yet an 

increase of 18% from 2008.  

 

Domestic revenue grew 26% and international revenue 12% amounting to a total revenue 

growth of 17% in 2009 to MNOK7.309, equivalent to approximately MSEK9.090. Measured 

by revenue Norwegian is the smallest of the four airlines and the revenue of SAS is more than 

five times larger. The market capitalisation of the company is currently MNOK4.811
26

, 

corresponding to MSEK5.984. 

 

                                                 
25 In the following referred to as Norwegian 
26 As of June 11th 2010 
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2.6.2 Finnair 

Finnair is a Finnish airline with prime base in Helsinki operating 66 aircraft and flying to 

more than 60 destinations – ten domestically and 50 internationally. Finnair is currently 

focusing strongly on becoming the preferred carrier on flights from Europe to Asia due to the 

beneficial location of Helsinki but also offers flights within Scandinavia. Finnair offers the 

shortest flight from Europe to Asia and compared to the competitors this company is focusing 

more intensely on delivering high-quality service than low airfares. 

 

The average number of employees in 2009 was 8.797. After a drop of 10% in 2009 the airline 

transported 7,4 million passengers – the least of the four competitors and more than three 

times less than SAS. 

 

Revenue fell by 19% to MEUR1.838, equal to MSEK17.651 – only 40% of the revenue of 

SAS - making it the second smallest airline by this figure. The market capitalisation of Finnair 

is currently MEUR533 or MSEK5.199 – the least of the four competitors.  

 

 

2.6.3 Ryanair 

Ryanair has its main base in Stansted Airport together with 40 other bases all over Europe, 

which is where the majority of the 1100+ routes take place. The airline currently has 232 

aircraft in operation and has orders for 82 more within the next two years. 

 

In comparison with the three other airlines, Ryanair is an ultra-LCC and its entire strategy 

builds upon offering the lowest airfares on the market. This is achieved by extensive use of 

surcharges that normally are included in the fare price. Compared to particularly SAS and 

Finnair the business model of Ryanair is much less centred on customer service.  

 

The LCC had the second lowest employment number of 6.369 – three times less than SAS 

however, in terms of passengers Ryanair is by far the largest with almost 60 million travellers 

in 2009, 15% more than in 2008 – more than twice the number of SAS. 
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Measured by revenue Ryanair is the second largest with an increase in revenue of 8% to 

MEUR2.942, equal to MSEK28.253. The market capitalisation of Ryanair of MSEK53.015 is 

almost six times larger than for SAS, making it the largest LCC in Europe. 

 

 

2.6.4 Comparison and adjustments 

Figure 2.12 illustrates the revenue and market capitalisation of SAS and its three competitors 

illustrating that SAS is larger in terms of revenue but the market value is close to that of 

Norwegian and Finnair, with Ryanair being worth almost ten times more.  

 

When it comes to the number of passengers and employees, figure 2.13 shows that SAS is the 

second largest and that only Ryanair significantly differs with almost 60 million passengers. 

Same figure also illustrates that SAS has more than twice as many employees as its 

competitors. 

 

Attempting to adjust the financial statements to augment the comparison of the four airlines is 

very difficult and associated with substantial risk of biasing the benchmark. Ideally, the four 

airlines were even more identical on the presented parameters, however, the characteristics 

and particularly the substantial market shares in the Nordic region are such that it is found 

useful to benchmark SAS directly against the three main competitors. 
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3 Strategic analysis 

The preceding sections have descriptively presented 

SAS with the aim of gaining in-depth knowledge 

that can be applied in the following analyses of the 

strategic and financial elements that impact the 

valuation of the Scandinavian airline. 

 

The strategic analysis is structured in three levels 

visualised in figure 3.1 starting with the external 

macro environment approached through a PESTLE 

analysis. 

 

Narrowing the focus to an industry level the micro environment is analysed by applying the 

framework of Michael Porter, Porter’s Five Forces that determines the degree of competition 

in the airline industry. 

 

The internal environment is subsequently addressed by analysing the positioning of SAS 

relative to its main competitors. 

 

Lastly, the findings of the strategic analysis are summarised in a SWOT analysis where the 

non-financial elements of the valuation are highlighted. 

 

 

3.1 Macro level – PESTLE 

As described in section 1.2.2, the PESTLE model is an analysis of the Political, Economic, 

Socio-cultural, Technological, Legal and Environmental macroeconomic factors.  

 

In the following, the six elements of the PESTLE model will be analysed in relation to SAS. 

 

 

Figure 3-1  

Source: Own creation 
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3.1.1 Political factors 

Political factors set the boundaries for most industries and decisions made by politicians can 

be the decisive factor of success or destruction of national industries. Historically, authorities 

have strictly controlled the airline industry and even though a significant deregulation has 

been conducted during the past 30 years, political decisions still influence the industry 

severely. 

 

In this section the deregulation of the airline industry will be discussed along with how 

political decisions might affect the industry in the future.  

 

 

Deregulation of the airline industry 

Deregulation of the airline industry started in 1978 in USA, where control of the entry and 

exit barriers, merges and pricing were shifted from The Civil Aeronautics Board (CAB) to a 

market based approach. The liberalisation was conducted acknowledging that a politically 

controlled economy was not beneficial in comparison with the market
27

, and as the 

deregulation in US affected the airline industry positively, deregulation was commenced in 

Europe as well. 

 

The deregulation in Europe was conducted in three steps controlled by EU starting in 1988, 

and at the completion in 1997 the main entry and exit barriers were removed and cobotage 

rights was granted allowing free competition in the industry
28

. 

 

 

Open skies agreements 

In the period following the deregulation of the industry, governments began negotiating open 

skies agreements with each other, bilateral contracts giving airlines the right to operate air 

services to and from the related countries, as well as to any other third-party. This enabled a 

competition on market level as foreign companies would face minimal barriers when deciding 

on entering a specific market
29

.  

 

                                                 
27 Econlib 
28 Airline Focus (2005) 
29 Econlib 



Valuation of SAS – Strategic analysis 

Page 36 of 159 
 

More and more agreements are being signed globally, and as recent as the 5th of February 

2010 Denmark, Norway and Sweden signed one with Singapore
30

, and increasing the number 

of open skies agreements enhances international competition as foreign companies are 

allowed to enter new markets and compete on market conditions. 

 

 

State ownership  

Before the deregulation of the industry, all European airlines had state ownership, while the 

American companies were privately owned operating in government-regulated markets
31

.  

 

It can be claimed that state ownership hinders efficient decision making, as the goals of 

governments are usually non-financial and thereby inconsistent with the commercial goal of 

profit maximisation. What governments focus on are well-established infrastructure, high 

employment rates and a significant tourism sector. 

  

Infrastructure is important for the growth in a country as companies operating on the global 

marketplace need direct and fast transportation to and from business meetings, which is why 

having an international airport with many direct flights to international destinations is a vital 

part of the modern business structure of a country.  

 

Privatising SAS could endanger the existence of the international airports, as some 

destinations or the number of daily departures may not be worth upholding. An expert stresses 

that if SAS is sold Copenhagen Airport could lose up to 40% of its activities and 60.000 

people could lose their job in Copenhagen
32

, which could be one of the reasons why a 

privatisation of SAS has never been happened.  

 

The capital injections in 2009 and 2010 have however pressured the political leaders of the 

three countries to evaluate their engagement in SAS  

 

While they all agree on the unfairness of a state supported airline and the unfair competition it 

entails, they state that a sale cannot proceed unless the company is profitable, and the offer is 

                                                 
30Ambsingapore 
31 Airline Focus 
32 Arbejderen 
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acceptable. Furthermore, representatives from the respective governments have argued that 

future capital injections may not be supported
33

. 

 

 

3.1.2 Economic factors 

In this section the economic factors that shape the airline industry will be analysed with 

regards to both past, current and future events. It is important to analyse how the factors that 

have influenced the airline industry have developed through time in order to understand how 

they will impact the future, especially in times of crises where uncertainty is high. 

 

The factors that will be discussed in this section are Gross Domestic Product (GDP), oil prices 

and interest rates, which all are expected to have an impact on the airline industry. GDP and 

the interest rate will be analysed with reference to its effect on the total number of airline 

passengers travelling through the Nordic countries on an annual basis
34

. 

 

 

Gross Domestic Product 

GDP is a measure that shows a country's overall economic output and is 

calculated as the market value of finished goods and services. To some 

extent this measure reflects the standard of living, and its effect on the 

airline industry will be analysed through a linear regression analysis.  

 

This statistical tool can calculate the relationship between a dependant variable (Passenger 

traffic) and one or more independent variables (GDP), and if a relationship can be determined 

a deeper analysis of the future development in GDP is necessary. 

 

The linear regression model calculates estimates for the real β0 and β1 values from the data, 

and to determine if these are good approximations they are tested with reference to the zero-

hypothesis and the alternative hypothesis on a 95% confidence level. 

 

                                                 
33 Flightglobal 
34 Data on passenger traffic is available from 1999-2008. The Danish figures have been approximated for the years 1999 and 2000, see 
appendix 10.27. 

Figure 3-2  

Source: JayJay 
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Ideally, the regression analysis is conducted on very long data series to increase the statistical 

reliability, however, the output of the regression analysis is based on ten years of data 

available on passenger traffic, and this time period is considered sufficient to shed light on the 

connection between passenger traffic and GDP. 

 

To relate the analysis to the markets that SAS operates in, a Nordic measure of GDP has been 

determined by combining the figures from Denmark, Sweden, Norway and Finland to a 

calculated average. The figures used are USD per capita in constant prices with base year 

2000, which implies that the inflation effect has been removed.  

 

In figure 3.3 data from the regression 

analysis is presented and the measure R 

squared is the explanation factor, which 

shows that real GDP can explain 

approximately 78% of the total variation in 

passenger traffic in the Nordic region, given 

that the models holds.  

 

Furthermore, β1 which is an estimate for the slope is positive indicating a positive impact of 

real GDP on passenger traffic, and the P-Values are the result of the zero and alternative 

hypothesis tests.  

 

Not being able to reject the zero-hypothesis β = 0 indicates that β can be zero and that no 

linear relationship can be found between real GDP and the passenger traffic. Rejecting the 

zero hypothesis and accepting the alternative hypothesis entails accepting a linear 

relationship, and at a 95% confidence level the P-values must be below 0,05 to reject the zero 

hypothesis. 

 

As visualised in figure 3.3 the P-value for β0 = 0 is 4,88%, which is just below the limit for 

being able to reject the zero-hypothesis, but it is however valid and the zero hypothesis is 

rejected.  

 

Additionally, the P-value for β1 = 0 is 0,07%, which clearly shows a rejection of the zero-

hypothesis and an acceptance of the alternative hypothesis, thereby accepting the existence of 

Symbols R Squared Coefficients
P-Values for H0 

β0,β1  = 0
β0 -59609,30433 0,0488

β1 4,391619741 0,0007

Real GDP on Passenger traffic

0,7833

Figure 3-3  

Source: Own creation & Appendix 10.26, 10.27 
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a linear relationship. This means that the model holds and that real GDP explains 78% of the 

airline passenger traffic in the Nordic region and that further analysis is needed.       

 

Visualised in figure 3.4 are the past 

30 years of real GDP change for the 

Nordic countries and the estimates for 

the forthcoming six years.  

Historically, real GDP growth rates 

have been between one and four 

percent with ten-year cycles, 

disregarding the recession in the early 

1990s. 

 

In 2008 a new recession started, which was expected to reach the bottom in 2009, with an 

annual drop in GDP of 4,8%, which based on the regression analysis, can have affected the 

airline industry negatively. In the coming years the International Monetary Fund
35

 projects 

increasing GDP rates for the Nordic countries, which could increase the customer base in the 

region and affect passenger traffic of SAS positively. 

 

 

Oil Prices 

Having argued the relevance of the economic factor real GDP and the possible impact hereof, 

attention is turned to the oil price-effect.  

 

Jet fuel is one of the important parameters in analysing the cost effect on income in the airline 

industry and especially has large impact on the LCC. When looking at the annual reports, fuel 

accounts for 16% of total operating expenses for SAS
36

 and 44% of total operating expenses 

for Ryanair
37

, clearly showing the difference in cost structure between high-cost-carriers 

(HCCs) and LCCs. This emphasises the importance of a deeper analysis of the price 

development in jet fuel and its future effect on SAS. 

                                                 
35 IMF 
36 Calculation based on SAS annual report (2009) figures 
37 Calculation based on Ryanair annual report (2009) figures 
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Jet fuel is processed crude oil and historically jet fuel prices have followed the oil prices 

closely, visualised in figure 3.5
38

, which is why the development in oil prices will be analysed 

in the following section.  

 

The annual growth rates for real oil prices along with forecasts until 2020 from US. Energy 

Information Administration, are presented in figure 3.6
39

.  

 

Oil prices are very volatile and have been very hard to predict in the last decade. The global 

economic upturn and the derived effect of exploding production led by the new industrial 

countries drove the inelastic oil prices to a level not seen before
40

. However the recent 

recession forced the OPEC countries to lower their prices and supply, resulting in an almost 

40% drop in prices seen in figure 3.5. 

 

This development signals that the oil prices are also related to the future expectation of the 

economy, which is why recovery from the global recession is expected to drive the oil prices 

upwards, increasing the costs for the airline industry. Near future forecasts of oil prices are to 

some extent controlled by hedging derivatives such as forwards and futures, which may 

explain the zero growth in 2011. 

 

SAS has previously hedged between 40-60% of their oil consumption for the year, as well as 

all other airline companies, but continuous increasing oil prices are a big risk factor for the 

industry
41

. As previously mentioned oil prices are very volatile and therefore the forecasted 

                                                 
38 IEA 
39 EIA 
40 NBER 
41 SAS Annual Report (2009), Ryanair Annual Report (2009) 
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oil prices should be used with caution, but SAS has estimated that its jet fuel expenses will 

drop by 1% from 2009 to 2010
42

. 

 

 

Interest rate 

Another parameter that is predicted to have an effect on the airline industry is the 

development in the interest rate as the European Central Bank can change the interbank 

interest rate to affect consumption, also known as monetary policy.  

 

A decreasing interest rate implies that consumers or companies with floating interest on a debt 

obligation have their payments on their loans reduced, and if the debt obligation is financed 

with a fixed rate they could trade down to utilise the low interest rate to lower their payments.  

 

For private consumers this would increase the disposable income, making more money 

available for luxury goods such as airline tickets, while one could anticipate that a 

strengthened financial position would lead companies to increase their business class travels. 

This is of course a hypothetical effect that could occur when lowering the interest rate, and 

would require a continuous or long-term decrease in interest rate. 

 

To identify whether the interest rate has an affect on the airline industry a regression analysis 

will be conducted with the annual change in the Nordic passenger traffic as the dependant 

variable and the annual short interest rate
43

 as the independent variable. 

 

As seen from figure 3.7 the model explains only 4,73% of the total variation in passenger 

traffic for the Nordic region if the model holds.  

 

Furthermore, the slope is positive 

indicating that a rising interest should 

impact passenger traffic positively, which 

is inconsistent with the presented 

hypothesis. 

 

                                                 
42 SAS Annual Report (2009) 
43 Calculated Nordic average of 3 month interest rate 

Symbols R Squared Coefficients
P-Values for H0

 β0,β1  = 0

β0 71591,4201 0,0002

β1 175581,6558 0,5459

Interest rate on Passenger traffic

0,0473

Figure 3-7  

Source: Own creation & Appendix 10.28 
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As visualised in figure 3.7 the P-value for β0 = 0 is 0,02% implying that the zero-hypothesis 

can be rejected.  

 

Furthermore, the P-value for β1 = 0 is 54,59% which shows that the zero-hypothesis cannot be 

rejected, why the alternative hypothesis is rejected. This means that there is no linear 

relationship and that the interest rate statistically has little, if any, effect on the passenger 

traffic.  

 

The theory that short-term fluctuations in the interest rate should have an affect on 

consumption has been widely discussed by many authors such as J.M. Keynes and E.W. 

Weber and even though no concluding evidence have been advanced, a general agreement is 

that interest rate fluctuations have a indirect effect on consumption
44

.  

 

As the regression shows no relationship between the interest rate and passenger traffic, this 

connection will not be discussed further in the thesis. 

 

 

3.1.3 Socio-cultural factors 

As concluded in section 3.1.2 recessions have a large impact on the amount of flight tickets 

sold, and as the recessions move in cycles of about 10 years, long periods with low sales can 

arise. 

 

However, a trend has evolved in the 

business segment that impacts the 

income of the airline industry. In 

times of recession companies 

operating on the global market also 

feel the financial pressure, and it has 

been observed that business 

passengers shift to a lower ticket 

class when travelling
45

. 

                                                 
44 Weber, W. E. (1970) 
45 Samson, A. (2009),  p58-59 

Figure 3-8  

Source: IATA 
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The trend can be costly for the airlines as the price differences between business class and e.g. 

premium-economy are immense, but as visualised in figure 3.8 the fact that business 

passengers cannot cease flying affects economy tickets, as the sales of these ticket do not 

decline as fast as anticipated in times of recession.  

 

This trend can affect SAS since an important element of their strategy is aimed at the business 

segment, while other airlines such as the LCCs Norwegian and Ryanair may not be impacted 

as much due to their strategy and price settings. Positive news is, however, that the business 

passengers seem to return when the economy recovers. 

 

Another important parameter when discussing social trends in connection with the airline 

industry is the increasing globalisation that has taken place, where travelling by plane has 

been a continuously more common method of transportation.  

 

Only a few decades ago travelling by plane was only an option the wealthy population, but as 

competition and technology have lowered prices to a lower level, flying has become a more 

common way of transportation. 

 

 

3.1.4 Technological factors 

One of the most important historical technological developments related to the airline industry 

is the evolvement of the Internet, and especially the ticket search engines have turned out to 

be vital for competition, as the engines ease the search for cheaper tickets
46

, putting pressure 

on the HCCs.  

 

Evolvement in technology and the opportunities of product development and improvements 

can be an essential parameter for the HCCs of the airline industry, as it is an area where they 

can differentiate themselves from the LCCs. Features such as Fast Track security, biometric 

check-in and mobile boarding passes are all products that can ease the time spend before the 

actual flight, and this issue is especially crucial for the business travellers.  

 

                                                 
46 Brunger, W. & Perelli, S. (2009) 
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A number of other issues can be highlighted to stem from technological developments, but as 

some of them impact the other sections of the PESTLE analysis they will be discussed where 

it is more suitable.  

 

 

3.1.5 Legal factors 

When commenting on the legal issues that influence the airline industry one single matter 

comes to mind, that have affected the industry in a way not seen before. The terrorist attack in 

the US on September 11
th

 2001 increased security procedures at the airports globally, which 

severely affected the time of travelling and the cost of handling passengers.  

 

This parameter is something that is hard to take precautions against, 

but as it influences all airline companies the competitive playing field 

is somewhat levered. However, the technological developments 

described above aim at decreasing the total time of travelling that 

legally has been extended through security procedures. 

 

 

3.1.6 Environmental factors 

The UN Climate Conference held in Copenhagen in December 2009 stressed the importance 

and need of environmental friendly companies willing to make an effort to lower their carbon 

dioxide (CO2) emissions.  

 

The airline industry is a high emitter of CO2, but due to the technological developments the 

engines of the new airplane models are much more environmentally friendly, as they emit less 

CO2 and are more fuel efficient. Furthermore, development in navigation systems enables 

them to fly a more direct route and lighter construction materials also improve fuel 

efficiency
47

. 

 

                                                 
47 USA Today 

Figure 3-9  

Source: Gip Research 
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In trying to save fuel SAS is continuously trying to lower the average age of its fleet and 

presently 2/3 of the fleet has the newest technology, and SAS is still in the process of 

grounding or exchanging its oldest aircraft
48

.  

 

When looking at the future, bio-fuel can impact the industry positively, if the large 

investments made in the area will end in a cheaper product as efficient as gasoline but without 

the emission effect, and in its recent annual report SAS states that it is far in the discovery of 

alternative energy sources. 

 

The recent volcanic eruption on Iceland has shown how vulnerable the airline industry is to 

climatic changes as the ash from the volcano paralysed the Northern European airlines for 

several days costing the industry billions including a MSEK460 loss in earnings of SAS.  

 

 

3.2 Micro level - Porter’s Five Forces 

The recent analysis determined the key macro-environmental elements and how they affect 

the airline industry, however, the macroeconomic analysis only gives a vague indication of 

the health of the airline industry. Supporting the PESTLE analysis with an application of 

Porter’s Five Forces enables a more thorough examination of the attractiveness of the industry 

that SAS is operating in. 

 

As explained in section 1.2.2 SAS has no possibility of influencing the macro-environmental 

factors but must act to ensure that the negative impact on the company is minimised. 

However, at the micro-economic level SAS can actively take part in the relations with its 

stakeholders and thereby obtain an advantageous position in the industry.  

 

Applying the framework by examining the threat of substitute products, entry of competitors 

as well as the bargaining power of suppliers and customers, it is possible to analyse the degree 

of competition that SAS is facing, thereby revealing the chances for generating economic 

rents in the future. 

 

 

                                                 
48 SAS Annual report (2009) 
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3.2.1 Substitute products 

Substitutes pose a threat as they can steal market share from the industry by offering 

alternative products, and in the following a distinction between business travels and leisure 

travels will be made when the needs of the two segments vary.  

 

The subsequent analysis of high-speed trains as a substitute product is conducted under the 

definition of flights simply as a product that transports passengers from A to B. 

 

 

High-speed trains 

In recent years, the number of flight destinations has increased 

substantially and the flights have become much cheaper, however, as a 

consequence of the intensified focus on emissions and their affect on the 

environment, high-speed trains are becoming an increasingly hot topic. 

 

For many years the Achilles-heel of the trains has been the slow speeds that do not match the 

velocity of the airlines. Technology, however, has drastically changed this as high-speed 

trains emerge all over the world reaching speeds above 300km/h. This makes high-speed 

trains a more serious alternative to flying as the differences in velocity are reduced. An 

example of this tendency is the route Paris-Brussels, which is now completely dominated by 

the high-speed TGV trains as all airlines have ceased their operation on this stretch
49

.  

 

Looking more closely on the threat from high-speed trains in the Nordic regions where SAS 

mainly operates, a different picture may appear. Norway, Sweden, Finland and in particular 

Denmark are behind in the development of high-speed railways as currently little coordination 

between the countries takes place
50

. 

 

In summary, high-speed trains are found to become an alternative to flying between the major 

cities in Europe. In Scandinavia where SAS has its main focus, the threat of high-speed trains 

is considered little in the nearest ten to twenty years. Nevertheless, the threat is expected to 

increase, as it is likely that the high-speed trains will gain territory in the distant future.  

 

                                                 
49 Elmia 
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Figure 3-10  

Source: PaulBuckley 
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Teleconferences 

The previous discussion of trains as a substitute product to flights 

departed from the definition of the product as transportation. 

Concentrating entirely on the business segment in the airline 

industry the product can instead be defined as the bringing together 

of people for meetings. 

 

Many business travellers catch a morning flight for a meeting in the afternoon and fly back in 

the evening, but flying many people to the same destination for a two-hour meeting is costly 

for the companies and technology has developed new alternatives.  

 

With the increasing broadband speeds and constantly lower Internet prices, teleconferences 

are becoming increasingly popular in the business world, as the higher speeds make the 

communication significantly smoother than only a few years back 

 

For a company as SAS the teleconferences can become a threat as the Scandinavian airline is 

focusing primarily on business travellers. Thus, several of the customers of SAS may instead 

meet digitally rather than physically, and this will have a negative impact on the airlines. 

 

 

3.2.2 Entry of competitors 

The potential entry of competitors will create fiercer competition and negatively affect the 

current players in the airline industry, and it is therefore important to analyse the entry 

barriers to conclude how this can affect SAS and the competition it is facing.  

 

 

Government control 

In the beginning of the airline era the European markets were characterised by mono- or 

duopoly as the industry was highly regulated by governments and institutions. As discussed in 

section 3.1.1 in the PESTLE analysis, deregulation of the market opened up the industry and 

today few airlines remain under the control of governments and SAS is clearly an exception.  

 

Figure 3-11  

Source: Speakingchannel 
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The fact that the Danish, Swedish and Norwegian governments together own SAS is not 

directly connected to the threat of entry of competitors, however, SAS has faced substantial 

critique from particularly Norwegian because of the recent rights issues that the three 

governments are supporting
51

. 

 

The fact that the governments financially support SAS implies that competition in the industry 

is distorted and that the airlines do not compete on equal terms. It can be argued that this 

indirectly will minimise the threat of competitors entering the market as the financial support 

of SAS gives the potential new players a competitive disadvantage. 

 

 

Runway slots 

Another entry barrier are the so-called runway-slots that give access to take-off and landing 

positions at the airports and the allocation of slots is regulated by the European Union that 

largely follows the guidelines set out by IATA. This implies that grandfather rights are given 

allowing holders of slots to claim the use of the same slots in the future as long as the slots are 

in use 80% of the time
52

. For new entrants this is a major entry barrier as the attractive slots 

are already allocated to the existing airlines. 

 

For SAS this is a clear advantage as the company already holds attractive slots and new 

entrants will therefore face difficulties in flying during the most popular hours of the day.  

 

 

SWIFT 

The new low cost Swift terminal at Copenhagen Airport is expected to open in 2010, and this 

will create an entrance for LCCs to the Scandinavian market
53

. This is expected to drive down 

the prices in general, however, SAS’ focus on business customers, high quality and service 

implies that the threat of the new entrants is reduced to price concerns. 

 

In summary, the threat from new entrants on the market of SAS is considered low to moderate 

since the financial support from the governments together with the attractive grandfather-

rights places SAS in an advantageous position. 

                                                 
51 Swedish Wire (A) 
52 Auctioning Airport Slots (2001) 
53 CPH 
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3.2.3 Bargaining power of customers 

The bargaining power of the customers relates to the possibility of the airlines to act as price 

setters, and in the following a distinction will be made between business and leisure 

customers. 

 

 

Leisure customers 

The bargaining power of the individual leisure customers is found to be low as no volume 

discounts can be obtained, and furthermore, the leisure travellers are often more flexible in 

their travels enabling them to choose from a larger variety of airlines and not only the ones 

holding attractive slots. 

 

 

Business customers 

Compared to the leisure customers, the business travellers have much more impact on the 

airlines. Even though the flexibility of the business travellers is very low, their bargaining 

power is strong as large companies can achieve volume discounts due to their frequent travels.  

 

The bargaining position of the airlines is further worsened as more than one carrier often 

operates on the same business routes implying that the switching costs are low for the large 

companies, however, within the Nordic region the competitors of SAS have less daily 

departures suggesting that the switching costs for business passengers are considerable. 

 

In addition, the technological improvements discussed in the PESTLE analysis have made it 

substantially easier to compare prices online between almost all airlines operating on the 

desired destination. For both business and leisure travellers this implies that their bargaining 

power against the airline industry is strengthened. 

 

As SAS is focusing primarily on the business segment through its Core SAS strategy the 

possibility of acting as a price setter is reduced and the bargaining power of its customers is 

found to be high.  

 

In summary, the bargaining power of the customers is found to be low for leisure travellers 

and moderate for the business travellers mainly due to switching costs. 
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3.2.4 Bargaining power of suppliers 

The degree of bargaining power of the supplier to the airline industry is to be seen in relation 

to the switching costs for the airlines to change suppliers, which again is related to the number 

of suppliers available. Powerful suppliers will try to extract profit from the industry by 

increasing prices or lowering quality. 

 

In the following the relationship between the airline industry and aircraft producers, jet-fuel 

suppliers and labour unions will be analysed in order to evaluate the bargaining power of the 

suppliers. 

 

 

Airports 

The number of centrally located Scandinavian airports large enough to serve companies such 

as SAS is low and no alternatives exist and this implies that the airports find themselves in an 

attractive bargaining position.  

 

Numerous times SAS has criticised Copenhagen Airport for charging too high fees, yet, the 

airline has no other supplier to choose, but at the same time, Copenhagen Airport is also 

dependent on SAS as approximately 50% of its passengers fly SAS
54

. 

 

 

Aircraft manufacturers 

For many years, only two companies worldwide mass-produced commercial aircraft – Boeing 

and Airbus – giving these two companies an advantageous duopolistic position in the airline 

industry
55

. 

 

However, it seems that this duopoly has been threatened by the French aircraft manufacturer 

Bombardier
56

 as this manufacturer together with other newly established aircraft producers in 

Russia, China, Japan and Brazil are challenging Boeing and Airbus
57

 with cheaper and more 

fuel efficient commercial jets. 
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For SAS the entry of new manufacturers is found to have little importance in the short run, as 

the Scandinavian airline with its Core SAS strategy is reducing its aircraft fleet. However, in 

the medium run SAS expects to expand and communicates that the new CSeries from 

Bombardier in 2013 may be a possible supplier in a future expansion
58

. 

 

 

Jet-fuel suppliers 

As highlighted in the economic macro factor of the PESTLE analysis, 

jet-fuel accounts for almost 16% of the total operating expenses of 

SAS and is thereby an important input to the airline as a 1% change in 

the price will affect the result of SAS by MSEK77
59

.  

 

Jet-fuel is made from crude oil, and the airlines have limited impact on the price of crude oil, 

and this leaves the jet-fuel suppliers in a strong bargaining situation. Nevertheless, several 

major airlines are beginning to collaborate with producers of alternative jet-fuel products 

made from feeding waste
60

.  

 

Despite being far from fully implemented in the industry, this means that the airlines now face 

alternatives to the current jet-fuel manufacturers and in the long run this reduces the current 

strong bargaining position of the suppliers. 

 

As mentioned, SAS has expressed interest in the upcoming bio-fuels and the airline is 

collaborating with several other airlines and a refining company to support research within the 

field of bio-fuel with the aim of flying commercial jets on bio-fuel in 2011
61

. This may place 

SAS in a better position in relation to the jet-fuel manufacturers in the long run. 

 

 

Labour unions 

As for many other industries, payroll is the largest expense particularly in Northern Europe 

where salaries are among the highest in the world. Most of the airline industry has 

                                                 
58 SAS Annual Report (2009), p. 29 
59 SAS Annual Report (2009), p. 34 
60 Treehugger 
61 SAS Annual Report ( 2009),  p. 107 

Figure 3-12  

Source: Indian Aviation 
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experienced a tremendous downturn in recent years and now cost-cuttings are being 

effectuated everywhere.  

 

As mentioned in the latter part of the PESTLE analysis, labour unions in Northern Europe are 

particularly strong and they play a significant role in the negotiation of salaries and 

employment policies with the airlines. SAS has acknowledged that its costs are too high and 

as previously explained part of the large savings from the Core SAS strategy are to come from 

salary reductions
62

.  

 

An example of the bargaining power of the labour unions was seen in 2008 when SAS was 

ultimately forced to cease the use of Chinese cabin crew on the Copenhagen-Beijing route 

after the Danish Cabin Attendants Union (CAU) criticised SAS for treating the Danish 

workers unfairly
63

.  

 

Furthermore, CAU fought hard to improve the conditions in the recent agreement between 

SAS and its flight personnel, an agreement which is to save SAS for MSEK500 annually. 

Despite having to give in on all proposals of SAS, CAU was able to guarantee its members 

against “social dumping”
64

 and thereby ensure that thousands of jobs were preserved in 

Scandinavia
65

. 

 

As illustrated, the bargaining power of the labour unions within the airline industry is strong 

and they can be expected to play an important role in future labour agreements
66

. At the same 

time, however, SAS has managed to convince the unions that salary reductions and cutbacks 

are vital for the survival of the airline and this suggests that the labour unions should not 

expect easy time to come. 

 

In summary, the bargaining power of the suppliers to the airline industry is found to be 

moderate to high as the alternatives for companies as SAS are few. However, the entry of new 

manufacturers may to some extent weaken the strong position of Boeing and Airbus, and the 

new bio-fuels may have same effect on the power of the crude oil producers. On the contrary 

labour unions can be expected to pressure the industry, keeping the industry profits down. 
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3.2.5 Intensity of competitive rivalry 

The airline industry has existed for numerous years and today many airlines operate on the 

Nordic market with no single player dominating the industry. Often, several operators fly the 

same routes and they are thereby in direct competition with each other, implying that the 

intensity of competitive rivalry can be characterised as high. 

 

It is argued that the airline industry can be characterised as a mature market as there is no 

significant growth and little room for expansion without capturing market share from the 

competitors. 

 

In the past decade several LCCs have entered the industry putting substantial pressure on 

particularly the more expensive full-service providing airlines such as SAS. The fact that the 

increasing focus on low airfares is damaging the conventional airlines is seen from the 

increasing number of passengers of Norwegian and Ryanair as opposed to the decreasing 

figures of SAS and Finnair, explained in section 2.6.  

 

This tendency has further been underpinned by the financial crises, which has resulted in a 

preference for low airfares, reflected in the positive financial results of Norwegian and 

Ryanair and the deficits of SAS and Finnair
67

. 

 

As the financial crises is starting to loose its grip there may be a tendency to focus less on the 

price and more on the quality. This will surely benefit companies as SAS and Finnair, but it is 

unsure whether the focus on low prices and the increasing price-transparency from the online-

airfare vendors has lead travellers to expect the low airfares in the future.  

 

In summary, the intensity of competitive rivalry is found to be high but the focus of SAS on 

business travellers reduces the direct competition from particularly the LCCs. 

 

 

 

                                                 
67 See section 2.6 
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3.3 Internal level – Company specific 

As opposed to the macro and micro environment the internal level is company specific and 

concentrates on the elements that SAS is directly involved in and has the possibility of 

changing. The aim of the internal analysis is primarily to examine how SAS is trying to 

position itself against its peer group and what consequences this has for the success of the 

Scandinavian airline. 

 

The internal analysis will mainly depart from Porter’s generic strategies and thus focus on 

how the strategy of SAS and its competitors correspond with the framework of Porter’s 

success criteria for achieving and maintaining a competitive advantage. 

 

Briefly summing up the framework, Porter operates with the three generic strategies of Cost 

Leadership, Focus and Differentiation that are each composed of a combination of the scope 

and the source of competitive advantage of the company. 

 

 

Cost Leadership 

The Cost Leadership strategy is a combination of low costs as the competitive advantage and 

a broad scope, and according to Porter the strategy is only successful if the company is able to 

obtain the number one position in the market. 

 

As opposed to its low-cost competitor Ryanair, SAS has no intentions of becoming the Cost 

Leader in the airline industry, however, the Core SAS strategy focuses hard on turning SAS 

into a more streamlined and efficient airline in order to lower its costs.  
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Figure 3-14  

Source: Own creation & Appendix 10.17 – 10.20 
Figure 3-13  

Source: Own creation & Appendix 10.17 – 10.20 
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Looking at figure 3.13 and 3.14, which compare the revenues and employees per passenger, it 

is clear that SAS and Finnair are far from the efficiency of Norwegian and Ryanair in terms of 

revenue and passengers per employee.  

 

The figures show that SAS only generates approximately half the revenue per employee 

compared to both Ryanair and Norwegian, and that SAS has more than five times the 

employees per passenger. 

 

Characterising the strategy of SAS as a Cost Leadership approach does not correspond well 

with the definitions of Porter as SAS has a high cost base in terms of labour and low 

efficiency. Nevertheless, it seems that SAS at the same time attempts to offer airfares that 

match those of its competitors seen from the on-going rivalry over prices between Ryanair 

and SAS
68

. 

  

 

Differentiation 

As the word indicates itself, this strategy is about differentiating the products and services 

from those of the competitors in terms of quality, features, support etc.  

 

As explained in section 2.4, the fourth pillar of the Core SAS strategy implies an increasing 

focus on the business travellers through fast check-in, mobile-boarding and other time-

reducing efforts. SAS strives to deliver higher quality and better service than its competitors 

and this as such indicates that Core SAS could be characterised as a Differentiation Strategy.  

 

Nevertheless, this strategy may pose challenges, since the risk of ending up with a too rigid 

company that cannot adapt to rapid market changes is considerable. This is exactly what SAS 

has experienced in the recent downturn of the economy where the Scandinavian airline is hit 

hard because of its high cost base and lack of flexibility together with an attempt to compete 

with the LCCs. 

 

 

 

 

                                                 
68 Politiken (B) 
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Low costs

Quality

Focus 

Originally, Porter presented the Focus Strategy as a separate generic strategy, but in recent 

years his perception of this changed to become a moderated version of the two other 

strategies. The idea of the Focus strategy is thereby to serve a niche market through either 

differentiation or low costs.  

 

Despite SAS concentrating mainly on the business segment the Core SAS strategy can hardly 

be characterised as a Focus Strategy as this segment is quite large and the products not 

sufficiently luxurious to fit this category.  

 

In fact it seems that none of the four competing airlines follow a Focus Strategy as Finnair 

and SAS try to differentiate themselves from the others through better service and quality 

whereas Norwegian and Ryanair in particular can be categorised as Cost Leaders.  

 

 

“Stuck-in-the-middle”? 

It seems that SAS has been too late at recognising the need for a lower cost base and a more 

flexible organisation. The airline seems to have stuck too much to the traditional business 

model that made it very successful a decade or two ago, when flying was the privilege of the 

wealthier people that did not care too much for the price tag on the tickets.  

 

Using the terminology of Porter, SAS could well be characterised as “stuck in the 

middle” in an attempt to compete with the low prices of Ryanair and 

Norwegian, and at the same time be a business traveller-oriented 

airline that differentiates itself through high quality service.  

 

Figure 3.15 depicts the position of SAS together with 

Norwegian, Ryanair and Finnair in a cost/quality diagram 

visualising how the Scandinavian airline is “stuck in the 

middle”. 

 

 

Figure 3-15  

Source: Own creation 
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3.4 Partial conclusion 

The SWOT analysis is meant as a partial conclusion on the strategic analysis, where the 

essence of the discussions made in the section are summarised and presented in figure 3.16 as 

internal strengths and weaknesses and external opportunities and threats. All findings have 

previously been discussed but will all be briefly commented.  

 

From the strategic analysis it was found that one of the strengths of SAS was related to the 

ownership structure with the three governments financially supporting the airline, securing the 

implementation of Core SAS. At the same time it was concluded that the capital injections 

increases the entry barriers to the industry. 

 

As SAS is increasing its focus on the business travellers the fact that SAS was rewarded the 

most punctual airline together with its holding of attractive runway slots further strengthens 

the airline’s position towards the business travellers. 

 

In the strategic analysis it was further found that the dual focus on high quality and low costs 

has left SAS stuck in the middle and it was concluded to be connected with the inefficient 

decisions made by the owners which may be affected by political issues. The high operating 

costs were found hard to reduce due to an old aircraft fleet, strong labour unions and little 

bargaining power against the suppliers of SAS. 

 

Nevertheless, SAS is facing large opportunities from the expectations on rising GDP as the 

regression analysis concluded that 78% of the number of passengers could be explained by 

the change in GDP. 

 

Also, technological improvements within bio-fuel, which SAS is hoping to take advantage of, 

together with an increasing customer base due to the wider part of the population flying, is 

concluded to positively affect SAS in the near future. 

 

At the same time oil prices are expected to rise, although very uncertain, the labour unions are 

likely to continuously keep up salary expenses for SAS, both factors that hold operating costs 

high. Since the number of open skies agreements is increasing and the new LCC-oriented 

SWIFT terminal will open in Copenhagen this year, there is a threat of more fierce 

competition.  
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Also, customers expect low prices due to the success of the LCCs and teleconferences are 

becoming a more serious substitute for flights and these two factors were found to put SAS 

under additional pressure, since these elements pose a threat to the market share and 

profitability of the Scandinavian airline.  

 

 

Figure 3-16  

Source: Own creation 

 

  

Strenghts

•Government support: The financial backing from the governments 
has and will enable a future existence.

•Market share: SAS has a big market share in the Nordic market and 
will try to expand it.

•Core SAS: The extensive cost saving program that has or is in the 
process of being implemented will make SAS ready for the future.

•Slots: SAS has good airport slots, which will make it hard for 
competitors to establish a competitive structure. 

•Punctuality: As the most punctual airline, SAS has advantage when 
people have to decide on an airline.

Opportunities

•Rising GDP: If GDP rises as predicted, SAS will achieve increasing 
sales.

•Bigger customer base: People with different social backgrounds 
use airplane transportation.

•Technological development: More fuel efficient airplanes and 
more time efficient service products will increase profitability.

•Bio-fuel: SAS is ready to implement alternative fuel solutions if 
they are found to be profitable.  

Weaknesses

•High operating expenses: Despite the implementation of Core SAS 
costs are high.

•Fleet age: SAS has the oldest fleet compared with its competitors.

•State ownership: The governments make inefficient economic 
decisions.

•Core SAS strategy: SAS is “Stuck in the middle” as it seeks high 
quality and low costs.

•Strong labour union: SAS cannot quickly adapt to new market 
conditions as dismissal of personnel is costly.

•Strong airports: SAS has no bargaining power over airports and is 
forced to pay the price demanded.

Threats

•Rising oil prices: The prediction of rising oil prices will increase the 
costs of SAS.

•Open skies: If the number of open skies agreements keeps rising, 
competition can increase.

•Swift terminal: The new Swift terminal at Copenhagen airport can 
bring increased competition from LCCs.

•Fewer high paying customers: Flying is not a luxury commodity 
anymore, why some shift to LCCs instead.

•Teleconferences: This new and growing product can capture 
market shares from the industry.

•Labour unions: Future redundancies will be opposed by the strong 
labour unions.

SWOT
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4 Financial analysis 

As outlined in the presentation of the research design, the valuation contains both a strategic 

and a financial aspect that in combination creates a solid foundation for assessing the value of 

SAS, and having finalised the non-financial facet, focus is now directed at the financial 

elements of the valuation. 

 

The valuation of the SAS stock relies on the projected future performance that the company is 

expected to reach and investigating the historical performance from an analytical point of 

view is therefore important in order to better understand the value drivers of the performance. 

 

The financial analysis is based upon the annual reports of SAS for the five past years, 2005-

2009, and as far as possible data for a given year is taken from the annual report of the 

following year to ensure that as many corrections are included in the data, thereby making it 

more suitable for comparable analysis. 

 

 

4.1 Accounting policies 

When conducting a valuation of a company one has to critically evaluate the quality of the 

financial statements that are to form the basis for the financial analysis. Taking the figures for 

granted and basing investment decisions on the results presented without questioning their 

reliability can lead to significant losses for investors. 

 

The parent company of SAS is legally situated in Sweden and hence prepares its financial 

statements according to the Annual Accounts Act and Swedish Financial Reporting Board 

recommendations RFR 2.1 “Accounting for Legal Entities” as well as applicable statements 

from Swedish Financial Reporting Board
69

. 

 

The RFA 2.1 states that the company should follow all EU approved International Financial 

Reporting Standards (IFRS) and statements as long as they are in line with the Annual 

Accounts Act and the Swedish law on safeguarding pension obligations, Tryggandelagen
70

.  

 

                                                 
69 SAS Annual Report (2009) 
70 SAS Annual Report (2009) 
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With effect from January 1
st
 2005 SAS has prepared its financial accounts according to the 

IFRS and the data from the five annual reports is therefore comparable, however, several 

divestures have occurred in recent years in accordance with Core SAS and these events may 

disturb the financial analysis. Where possible, the divesture effects will be accounted for and 

elsewhere taken into consideration when concluding on the financial data. 

 

SAS has stated its company as Going Concern meaning that it has or can raise enough 

resources to stay operational indefinitely, and the auditing company, Deloitte AB, has agreed 

that the financial accounts have been prepared in accordance with the Annual Accounts Act 

and give a true view of the company’s financial position, leading Deloitte to recommend that 

the income statements and the balance sheets be adopted at the Annual General Shareholders’ 

Meeting. 

 

 

4.1.1 Corrections to financial statements 

The financial statements are not designed for the purpose of valuation and this fact 

complicates historical analysis, as the aim is to assess the economic rather than accounting 

performance. Therefore, the financial statements must be reorganised to separate the operation 

performance from the non-operating items and the financing attained to support the operating 

business. 

 

The reason for the reorganisation is that the operating items are the primary drivers of the 

value creation in a company and analysing these historically enables a qualified projection of 

the future value generation in the company.  

 

The purpose is to reorganise the income statement and the balance sheet to reflect the 

operating and corresponding financing items and through this make the Free Cash Flow (FCF) 

and Return On Invested Capital (ROIC) independent from leverage and only reflect the 

operating performance. 

 

All the financial statements of the three competitors Norwegian, Finnair and Ryanair have 

also been reorganised to enable a more thorough analysis of the performance of SAS.  
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Furthermore, comparing the financial performance of SAS with three competitors will give an 

indication of whether the results and tendencies are attributable solely to SAS or to the 

broader market. 

 

In addition, as the airlines are legally located in four countries with different currencies, the 

data needed for the peer group analysis have been translated to MSEK, using exchange rates 

from May 17
th

 2010, to make them comparable
71

. Using a one day average is not an accurate 

measure for a five year period, but it is found to be a sufficient assessment for the analysis. 

 

 

4.2 Shareholders’ equity 

The reorganisation of the shareholders’ equity aims at identifying the Dirty Surplus items, that 

is, revenues and expenses not included in the income statement that instead are shown as 

changes in shareholders’ equity.  

 

In its annual reports SAS has conducted the calculation of revenues and expenses for the 

period recognised directly in shareholders’ equity into total comprehensive income, and it has 

not been found necessary to reorganise the total comprehensive income. However, in the case 

of the peer group, a reorganisation of the shareholders’ equity has been conducted where it 

was found necessary.  

 

The changes in equity related to revenues and expenses are all categorised as non-core 

operating items transferred to the income statement and they are therefore excluded from the 

Net Operating Profit Less Adjusted Taxes (NOPLAT) calculation. The shareholders’ equity 

of SAS is shown in appendix 10.1. 

 

 

4.3 Income statement 

The Dirty Surplus items from the shareholders’ equity are included in the reorganised income 

statement, which is presented in appendix 10.2. 

 

                                                 
71 X-Rates 
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The aim of the reorganisation of the original income statement is to separate all the operating 

items from the financing items and to derive NOPLAT, which is a measure of the 

performance of the core operations. 

 

In practice, the NOPLAT calculation implies subtracting operating cash taxes from the 

operating income (EBIT). Reported taxes, however, are calculated after interests and non-

operating income and it is therefore necessary to calculate the implicit operating cash taxes 

from the total reported taxes following the proposition: 

 

Operating cash tax = Reported tax + Non-core operating tax – Tax (shield) interests + 

Change in deferred tax 

 

Table 4.1 presents the calculated 

implicit operating cash tax using 

a flat corporate tax of 28%, as an 

approximation for the corporate 

tax rates of Denmark, Norway 

and Sweden
72

.  

 

 

It is recommended using cash taxes actually paid rather than taxes reported, which implies 

including the change in deferred taxes as this change represents an actual tax transaction
73

. 

The figure shows that the operating cash tax for SAS in 2009 was a positive MSEK334 

representing a tax shield. 

 

The purpose of the following section is to present the arguments for the reorganisation of 

items in the income statement. 

 

Leasing – SAS has categorised its leasing contracts into financial and operating leases in 

agreement with the current definitions and it has not been found necessary to reclassify the 

operating leases to financial leases.  

 

                                                 
72 Corporate tax rate in Sweden in 2009 was 26,3%, and 25% in Denmark from 2007. 
73 Koller et al. (2005), p. 179. 

Table 4-1 

Source: Own creation & Appendix 10.2 

Tax split 2009 2008 2007 2006 2005

Reported tax 803 4 -273 35 -76

Tax (shield) interests 95 76 70 232 258

Non-core operating tax -21 38 -19 -38 -79

Operating tax 728 -110 -324 -159 -256

Change in deferred tax -394 -998 970 2 293

Operating cash tax 334 -1.108 646 -157 37

Tax rate 28,00% 28,00% 28,00% 28,00% 28,00%
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Reclassifying the leases would have impacted the income statement by lowering the operating 

income, as part of the item would be recognised as the implicit interest expense from 

borrowing money to buy the asset. At the same time the balance sheet would show the value 

of the leased asset and the corresponding liability thereby creating lower capital productivity 

shown in the financial ratios
74

. 

 

Share of income in affiliated companies, Income from the sale of shares in subsidiaries and 

affiliated companies – The affiliated companies all operate within the airline industry and are 

found part of the operations of SAS, nevertheless, the income is recognised as part of the non-

core operations of SAS and is therefore excluded from the core NOPLAT calculation. 

 

Income from the sale of aircraft and buildings – Sale of aircraft and buildings is not 

characterised as part of the core operations of SAS, as its main operations are centred on 

passenger transportation. However, the income that these items generate is considered part of 

the general operations of an airline company and the item is therefore recognised as a non-

core operating item. 

 

Dirty Surplus - The Dirty Surplus items from shareholders’ equity already contain tax and the 

non-core operating tax is therefore excluded from these items in calculating NOPLAT after 

non-core operations. 

 

Minority interests – Through SAS Oil, SAS is a controlling owner of a number of smaller jet 

fuel handling companies
75

, but as these are not 100% owned they must be recognised 

separately as the part attributable to a third party
76

, which is also in line with the delimitation.  

 

 

4.4 Balance sheet 

Having reorganised the income statement to represent the income and expenses related to the 

core operations it is important to reclassify the balance sheet to isolate the assets and liabilities 

that generate the core revenue and expenses. Failing at this will create a skewed picture of the 

                                                 
74 Koller et al. (2005), p. 200. 
75 SAS Annual Report (2009),  p. 112 
76 Koller et al. (2005), p. 115+210 
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key ratios of SAS and leave room for serious errors in forecasting the future performance of 

SAS, which again leads to a faulty valuation of the stock. 

 

The aim of reorganising the balance sheet, which is presented in appendix 10.3 is to derive the 

accounting measure Invested Capital, which equals the difference between the operating 

assets and operating liabilities and represents the capital invested in the operations and how it 

is financed. 

 

Furthermore, the reorganised balance sheet shows Operating Working Capital, which equals 

current operating assets minus non-interest bearing operating liabilities, from where tangible 

fixed assets are subtracted to reach Operating Invested Capital before Goodwill. By 

subtracting the intangible assets the key figure that will be used in the financial ratio 

calculations, Operating Invested Capital after Goodwill emerges.  

 

The clear separation of non-interest bearing operating liabilities has the advantage that it 

becomes clear which return requiring financing liabilities that help finance the invested 

capital
77

. 

 

The following section will present the arguments for the most important items on the 

reorganised balance sheet. 

 

Operating current assets – Due to lack of decomposition in the annual report all current 

receivables are categorised as part of the operating assets. Prepaid expenses and accrued 

income are not specified in the annual report and are therefore left as classified by SAS.  

 

Generally, Cash holdings are not to be included in the invested capital, however, companies 

often require minimum cash holding to support the operations
78

. In the case of SAS the size of 

Cash and bank balances relative to the revenue
79

 is such that the entire items is recognised as 

part of the operations, and the asset is therefore included in the Operating Working Capital. 

 

Operating current Liabilities – All except three items of the current liabilities of SAS have 

been recognised as operating current liabilities. Assets held for sale are not to be included in 

                                                 
77 Petersen & Plenborg(2008), p. 139. 
78 Koller et al. (2005) 
79 Approximately 1% of revenues 
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the operations of SAS and the liabilities attributable to these assets are therefore also excluded 

from invested capital. Current portion of long-term loans and short-term loans both represent 

interest-bearing financing and are also excluded from the operations. 

 

Goodwill – As the new accounting standards were implemented in 2005 this implies that 

companies now do impairment tests to goodwill rather than amortising it
80

. SAS states in its 

annual reports that the impairment tests have been conducted and that no further write down 

ought to take place and in the reorganised balance sheet goodwill is therefore left unchanged. 

 

Short-term investments – According to note 20 in the annual report this item represents T-

bills, bonds and the like and this item is therefore categorised as a financial asset thereby 

excluding it from the invested capital calculation. 

 

Deferred tax – There are several arguments both for and against including deferred tax in 

invested capital depending on which recommendation one follows
81

. According to note 9 in 

the annual SAS report, these items represent mainly tax-loss carry-forwards and are by SAS 

categorised as financial items, and therefore this classification will remain. 

 

Pension funds, net – According to note 15 in the SAS annual report this item represents 

mainly unrecognised actuarial gains and losses and plan amendments stemming from the fact 

that the actual gains have been higher than the anticipated level. This way, the gains can be 

interpreted as a financial fixed asset identical to the classification of SAS. Since this item is of 

substantial size, it will have a significant influence on the calculation of the financial ratios. 

 

 

4.5 Free Cash Flow 

The after-tax cash flow from operations is reported in the financial statements, but this cash 

flow is not independent of financing and non-operating items and this is exactly the advantage 

of the free cash flow (FCF), which represents cash flow available to all investors
82

.  

 

                                                 
80 Koller et al. (2005) 
81 Koller et al. (2005), p. 172, Petersen, C.V. & Plenborg, T. (2008), p. 147. 
82 Koller et al. (2005), p. 166. 
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The FCF can be interpreted as if the company held only core operating assets and the 

financing solely consisted of equity and it is defined as follows: 

 

FCF = NOPLAT + Non-cash Operating Expenses – Investments in Invested Capital 

 

In practice, the calculation of FCF implies adding back depreciation, which is a non-cash 

operating expense to the calculated NOPLAT as well as subtracting the liquidity effect from 

the change in gross investments.  

 

The FCF for the period 2005 to 2009 is presented in appendix 10.23, and it is seen that the 

FCF is negative in 2006, 2008 and 2009. The negative cash flow in 2006 is mainly 

attributable to the large investment outlay in working capital, which again is connected with 

decreases in accounts receivable from the year 2005 to 2006. The negative FCF in 2008 and 

2009 can be explained by increasing investments in PPE and negative NOPLATs in 

combination with the size of the depreciations. 

 

 

4.6 Decomposition of ROE 

The foundation for the historical financial analysis is Return on Equity (ROE) and its 

decomposed items that will be analysed in the following by using the DuPont-model as 

guideline for the decomposition, visualised in figure 4.1.  

 

The analysis will depart from core operations including goodwill as this figure excludes non-

recurring operating items that cannot be forecasted in the budgeting section of the valuation. 

In the following, all ratios are therefore based on the performance of the core operations. 

 

ROE is a measure that calculate the investor return on investment and can be decomposed in 

ROIC, which measures how profitably the company utilises its resources, and a financial 

gearing effect, which is why ROIC and financial gearing will be decomposed and analysed in 

the following.  
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Figure 4-1  

Source: Own creation, Koller et al. (2005), p. 186. , Elling, J.O. & Sørensen, O. (2005), p. 173. 

 

All balance accounts will be calculated into annual averages, as they are reported as closing 

accounts, and calculating the average of two consecutive closing accounts gives a more 

precise estimate for the year.   

 

At each step of the decomposition of ROIC the financial ratios for SAS will be compared with 

the ratios for its peer group, Norwegian, Finnair and Ryanair, as this will give a much clearer 

image of the historical performance of SAS.  

 

Furthermore, it aids the subsequent forecasting as the comparison sets the performance of 

SAS in context with the competition on the Scandinavian market and thereby how profitable 

SAS can be expected to be in the future. 

 

 

4.6.1 Decomposition of ROIC 

ROIC 

From figure 4.2 it is seen that ROIC has increased up until 2007 to 15% only to fall sharply in 

the following two years to -21,7%. This implies that the capital invested in SAS has generated 

a negative return for the investors and it is a sign of an unhealthy financial state of the airline.  
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Average invested capital has increased in this period and NOPLAT has deteriorated and 

together these two effects have lowered ROIC. In 2008 non-core operating items negatively 

affected NOPLAT due to Cash flow hedges represented by Dirty Surplus items and in 2009 

the same effect was positive. 

 

Comparing the ROIC of SAS with the 

corresponding values of its compe-

titors it can be seen that SAS in the 

previous two years has been 

performing the worst as its ROIC has 

been the most negative. It is also seen 

that particularly Ryanair has achieved 

a consistently very high return on its 

invested capital. 

 

The same figure also reveals how all four airlines generally follow the same pattern of rising 

returns up until 2007 followed by a decrease in both 2008 and 2009. Furthermore, it becomes 

visible that SAS has been hit particularly hard in recent years, suggesting that the airline is 

struggling relatively more than the peer group during economic downturns. The reason for the 

high volatility in the ROIC of Norwegian is attributable to large investments in aircraft in 

2006 and 2008 together with a negative NOPLAT in these years.  

 

 

Pre-tax ROIC 

Decomposing ROIC into pre-tax ROIC 

and the cash tax rate it is seen from 

figure 4.3 and figure 4.2 that the tax 

effect on ROIC for SAS and its 

competitors is very little, as the pre-tax 

ROIC is very close to ROIC. 

 

For Norwegian the tax effect in 2007 

has been substantial as the pre-tax ROIC 

was almost 20 pp higher than ROIC.  

Figure 4-2  

Source: Own creation & Appendix 10.13 – 10.16 

Figure 4-3  

Source: Own creation & Appendix 10.13 – 10.16 
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Operating margin 

Moving deeper into the financial analysis the pre-tax ROIC can be further decomposed into 

effects from the operating margin and the average capital turns as these two elements together 

comprise pre-tax ROIC.  

 

The operating margin of SAS 

increased from 0,7% in 2005 to 2,4% 

in 2007 only to fall to -7% in 2009, 

visualised in figure 4.4.  

 

Revenue in the first three years 

dropped at the same time as EBIT 

increased, which suggests that SAS 

was increasing its efficiency by 

making more profit from less revenue. From 2007 to 2008 revenue increased but EBIT 

dropped, reflected in the deteriorating operating margin stemming from increasing operating 

expenses.  

 

From 2008 to 2009 the operating margin dropped by 6 pp due to both decreasing revenue 

mainly driven by a large decrease in the traffic revenue and this underpins the socio-cultural 

findings that SAS as a business class oriented airline is hit hard during economic downturns 

as the business segment switches to LCCs. 

 

Looking at the operating margin of the competitors it becomes clear that particularly Ryanair 

has a much higher operating margin, which mainly is attributable to its ultra-low-cost strategy 

as opposed to the more service oriented SAS and Finnair. Therefore one must be careful when 

directly comparing operating margins of HCCs such as Finnair and SAS with the ultra-LCC 

Ryanair, yet it illustrates clearly the competitive cost advantage of Ryanair.  

 

However, the sharp drop from 2008 to 2009 mainly driven by a 60% increase in the jet fuel 

cost of Ryanair at the same time shows the vulnerability and importance of changing oil 

prices to specifically the LCCs as opposed SAS and Finnair, whose jet fuel exposure is nearly 

Figure 4-4  

Source: Own Creation & Appendix 10.13 – 10.16 

-10%

0%

10%

20%

30%

2005 2006 2007 2008 2009

Operating margin

SAS Finnair Norwegian Ryanair



Valuation of SAS – Financial analysis 

Page 70 of 159 
 

half that of Ryanair
83

. The rising operating margin for Norwegian is mainly attributable to 

strongly increasing revenue combined with heavy fuel savings. 

 

 

Average capital turns 

ROIC is not only driven by the tax 

effects and maximisation of the 

margins but also on the efficiency of 

the capital invested, and this is what 

the average capital turns represent. It 

shows how much revenue is 

generated compared to the average 

capital employed, and the higher the 

number the more efficient the use of 

capital. 

 

The average capital turns of SAS, presented in figure 4.5, was 2,7 in 2007 representing a 

capital binding of SEK0,37
84

 per SEK1 generated income and the average capital turn 

increased to 4,8 in 2008 and dropped to 3,5 in 2009.  

 

This suggests that SAS increased its capital efficiency from 2006 to 2008 as only SEK0,21 

was required to generate SEK1 of revenue in 2008. The increased efficiency can mainly be 

related to the divestments and trimming of the company that has been implemented in the past 

years, however, the decrease in capital turns from 2008 to 2009 is driven primarily by the 

decreasing revenues that have lowered the capital efficiency. 

 

Ryanair has the lowest capital turns which may seem surprising as one might expect the LCC 

to make the most out of its capital, however, the relatively low turns are driven by very large 

investments in aircraft during the entire period.  

 

This way the currently low capital turns may very well increase in the future as the new 

aircraft can be expected to increase revenue in the long run, whereas the other players, 

                                                 
83 Measured by the percentage of jet fuel to total operating expenses 
84 Represented by the inverse of the average capital turns 1/2,7 = 0,37 
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Figure 4-5  

Source: Own creation & Appendix 10.13 – 10.16 
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including SAS will need to make large scale investments in new aircraft once the current fleet 

needs to be replaced. 

 

The very high capital turns of Norwegian is a product of large-scale investments in recent 

years and differences in reporting of assets in the years 2005 and 2006, such that performance 

in these years is difficult to make concluding remarks on.  

 

 

Gross margin, SG&A, depreciation 

Combining the volatile operating margin in figure 4.4 with table 4.2, showing the 

decomposition of the operating margin, it is seen that the main driver of the changes for all 

four airlines is the gross margin as both SG&A, here represented by leasing costs, and 

depreciation remain at constant levels.  

 

At the same time it is seen that SAS is experiencing very low gross margins compared to the 

three competitors and this is once again a sign of the relatively high operating expenses 

discussed in the strategic analysis that drives the negative operating margin in 2008 and 2009.  

 

 

4.6.2 Financial gearing 

The second parameter of ROE is the financial gearing effect, which consists of the elements 

FGEAR and SPREAD described in the following. 

 

Year 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

Gross margin 2,2% 6,2% 9,9% 10,2% 10,2% 4,5% 6,0% 14,3% 9,3% 13,8%

SG&A / Revenues 5,2% 4,3% 4,6% 4,9% 5,6% 4,0% 3,7% 3,7% 4,1% 4,9%

Depreciation / Revenues 4,1% 2,9% 2,9% 3,5% 3,9% 7,2% 4,9% 5,2% 5,7% 5,6%

2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

Gross margin 18,3% 3,5% 11,9% 6,8% 9,2% 14,5% 29,0% 30,1% 32,3% 35,8%

SG&A / Revenues 8,5% 6,9% 7,0% 6,1% 6,4% 2,7% 2,7% 2,6% 2,8% 1,6%

Depreciation / Revenues 2,0% 2,1% 1,8% 1,7% 1,5% 8,7% 6,5% 6,4% 7,4% 8,4%

Norwegian Ryanair

SAS Finnair

Table 4-2  

Source: Own creation & Appendix 10.13 – 10.16 
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FGEAR 

The invested capital is usually financed by either internal or external capital represented by 

net financial liabilities or equity, and FGEAR is an expression that measures the proportion 

between these financing items. Having a positive FGEAR indicates that the company is using 

more external or borrowed capital to finance its investments. 

 

When calculating SAS’ FGEAR the item Pension funds has been omitted from financial 

assets as this unrecognised actuarial gain is an uncertain asset that distorts the calculation of 

FGEAR. 

  

As seen in table 4.3 SAS has a positive FGEAR for all years analysed, which has increased 

drastically since 2007 from 0,33 to 1,27 equalling 282%, and this is mainly due to decreasing 

financial assets and equity, while the financial liabilities have been kept at a constant level, 

indicating that the financial gearing of SAS has increased.  

 

 

SPREAD 

Whether using borrowed capital is a healthy way of financing investments, depends on the 

company’s ability to earn a return on invested capital higher than its cost of debt. 

 

As SPREAD is defined as ROIC minus the cost of debt and ROE is calculated as 

 

                       , 

 

it is the SPREAD that decides whether the financial gearing is profitable for the company. 

Given that FGEAR is positive, a positive SPREAD will increase ROE and vice versa. 

Financial gearing 2009 2008 2007 2006

FGEAR 1,27 0,82 0,33 0,78

ROIC -21,7% -15,2% 15,0% 3,8%

i (cost of debt) 2,9% 2,7% 4,5% 7,1%

SPREAD -24,6% -23,5% 6,7% -4,0%

Financial gearing effect -31,3% -14,6% 3,5% -2,5%

ROE -53,0% -29,8% 18,4% 1,3%

SAS

Table 4-3 

Source: Own creation & Appendix 10.12 
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As seen in table 4.3 the SPREAD has been very negative in the two recent years as an effect 

of the negative return on invested capital, while 2007 was the only year where SAS earned 

more than its cost of debt.  

 

The negative SPREAD along with the 

positive FGEAR resulted in extremely 

negative financial gearing effect for 

2008 and 2009, showing that gearing 

poor investments can be costly as it 

decreased ROE by 14,9 pp and 31,3 

pp respectively.  

 

Figure 4.6 clearly shows the effect of the financial gearing of SAS, as it is the distance 

between ROE and ROIC, which is why the financial gearing decreased ROE from 21,7% to 

53% in 2009.  

 

 

4.7 Operational drivers 

Having analysed the historic financial performance of SAS and uncovered the trends of the 

financial statements, a deeper exploration of the operational drivers of the performance is 

important before the actual forecasting is initiated. 

 

 

4.7.1 Available Seat Kilometres 

The airline companies are legally obliged
85

 to report available seat kilometres why the 

measure is available for all companies and one Available Seat Kilometre (ASK) is defined as 

one seat, empty or filled, flying one kilometre
86

. ASK is thus a capacity measure and indicator 

for the maximum fleet capacity that each airline has. 

 

                                                 
85 Koller et al. (2005), p. 190. 
86 AA 

Figure 4-6  

Source: Own creation & Appendix 10.12 – 10.16 
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Ryanair has only reported figures for the latest four years, and is furthermore reporting their 

figures in miles why a calculation to kilometres has been necessary for transparency. 

 

As seen in figure 4.7 SAS has 

lowered its capacity through the 

analysis period and is at present at a 

capacity of almost 40.000 million 

kilometres, a decrease of 36% for the 

five year period.  

 

 

 

The decrease in 2007 can primarily be related to the sale of Spanair, why the level from 2007-

2009 is the measure from continuing operations. In line with the Core SAS strategy, outlined 

in section 2.4, SAS is reducing its capacity to a level optimal for the future market outlook, 

which is clearly seen from the drop in ASK.  

 

For its competitors the general tendency has been to increase the available capacity, which 

indicates a positive outlook for the future and especially Ryanair and Norwegian have gone 

through the previously mentioned financial crisis more easily than SAS and they kept 

increasing their capacity in the latest years, whereas SAS and Finnair lowered their capacity.  

 

At present Ryanair have the highest capacity with 47.000 million kilometres, an increase of 

94% for the four year period. Finnair is at present at a capacity of 26.000 million kilometres 

and has increased capacity by 14% for the period. The airline with the lowest capacity is 

Norwegian with only 13.600 million available kilometres flown, but the company has 

skyrocketed with an increase of about 293% for the period. 

 

 

4.7.2 Revenue Passenger Kilometres 

ASK do not provide conclusive information on the health of a company since a decreasing 

ASK can be positive, as cost cutting due to bad performing routes, or negative if a general 

decrease in passengers forces the airlines to cancel routes or number of daily departures.   
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Figure 4-7  

Source: Own creation & Appendix 10.17 – 10.20 
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The airlines are, however, also obliged to report their revenue passenger kilometres, where 

one Revenue Passenger Kilometre (RPK) equals one passenger flying one kilometre
87

. RPK is 

thereby a measure of production as it contains both number of passengers and flown 

kilometres. 

 

As seen in figure 4.8 SAS has had a decrease in RPK through the period analysed and is at 

present at 29.000 million kilometres, which is a decrease of 35% with the largest drop 

happening in 2007 equalling 30%. 

The decrease in 2007 can primarily be 

related to the sale of Spanair, why the 

level from 2007-2009 is the measure 

from continuing operations. The 

reduction in RPK is smaller than for 

ASK indicating an increased capital 

efficiency. 

 

As with ASK, the competitors of SAS experienced an opposing trend, as they all had 

increasing RPKs for the period.  

 

Ryanair caught up with SAS in 2008 and has at present a RPK of 39.000 million kilometres, 

an increase of almost 93%, while Finnair is still struggling but has increased their RPK to 

20.000 million which is equal to a 19% increase for the period, but the airline with the biggest 

increase is again Norwegian. The company has managed to drastically increase in size and 

even though it is still the minor player with only about 10.000 million RPKs, it has grown 

about 293% for the analysis period.     

 

 

4.7.3 Load factor 

Combining ASK and RPK gives a further indicator of how the companies are performing as 

dividing RPK with ASK, equalling the load factor, shows how much of the total capacity that 

is used to generate earnings. A load factor of 100% means that all seats are filled on all 

departures. 

                                                 
87 AA 
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As seen in figure 4.9 the load factor has not changed significantly during the period for any of 

the airlines, exemplified by Finnair's change in load factor by 3,3 pp for the period.  

 

As shown in the figure SAS has the lowest load factor equalling about 73% in 2009, while 

Ryanair has the highest with 83% indicating that SAS is not utilising its capacity optimally.  

 

In the recent annual report SAS states 

that a one percent change in the load 

factor would increase earnings by 

MSEK360
88

 why only a small 

increase can be valuable for the 

airline, highlighting the importance of 

securing a continuous growth of 

customers.   

 

 

4.7.4 Yield 

Having a high load factor is important for the airlines as empty seats generate zero revenues, 

but flying with fully loaded airplanes is not necessarily optimal for the airlines, as also the 

price of the tickets, and not only the number of tickets sold, determine the revenues.  

 

Calculating the yield gives a measure of how many SEK per kilometre the airlines are 

generating and it is found by dividing the traffic revenue by the RPKs flown
89

. 

 

As seen in figure 4.10 SAS has by far 

the highest yield per kilometres and in 

2009 it was SEK1,30 per kilometres, 

while its competitors yielded between 

SEK0,57 and SEK0,75 per kilometres.  

 

                                                 
88 SAS Annual Report (2009), p. 34. 
89 AA 
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Source: Own creation & Appendix 10.17 – 10.20 
 

Figure 4-10 

Source: Own creation & Appendix 10.17 – 10.20 
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Since 2006 the spread between SAS and its competitors has been increased as SAS has 

decreased its RPKs, primarily due to sale of Spanair, while being able to minimize the fall in 

traffic revenue. This shows that SAS is able to generate higher revenue per flown passenger 

kilometre than its competitors which is likely a consequence of the strategic focus on the more 

lucrative business segment. 

 

 

4.7.5   Cost per Available Seat Kilometre 

When analysing the profitability of the airlines, yield and revenue are not the only parameters 

that should be assessed, as the cost side should also be considered. Cost per Avaiable Seat 

Kilometre (CASK) measures, as it states, the cost per available seat (empty or filled) 

kilometre in SEK and is calculated as total operating expenses divided with ASK
90

. 

 

Figure 4.11 shows that the development of CASK for the four airlines is somewhat similar to 

figure 4.10. Since 2006 SAS has increased its cost per available seat kilometre heavily and is 

presently at a level far above its competitors with a CASK of SEK1,10 per kilometre an 

increase of 38% for the period.  

 

The steep increase in 2007 can 

primarily be related to the sale of 

Spanair, and therefore the level from 

2007-2009 is the measure from 

continuing operations. Its competitors 

Finnair, Norwegian and Ryanair all 

have CASKs between SEK0,51 and 

SEK0,64. 

 

This indicates that while SAS has a yield greater than its competitors, they also have much 

higher costs in generating its yield. 

 

 

                                                 
90 AA 

0,00

0,30

0,60

0,90

1,20

2005 2006 2007 2008 2009

CASK (SEK/km)

SAS Finnair Norwegian Ryanair

Figure 4-11  

Source: Own creation & Appendix 10.17 – 10.20 



Valuation of SAS – Financial analysis 

Page 78 of 159 
 

0,0%

10,0%

20,0%

30,0%

40,0%

50,0%

60,0%

2005 2006 2007 2008 2009

Labour costs

SAS Finnair Norwegian Ryanair

4.7.6 Cost split 

To analyse how the costs affect the airlines one of the important cost parameters, labour, is 

analysed and decomposed, and finally jet fuel and its effect on cost will be commented.  

 

The factor that will be analysed is labour costs, which will be decomposed in average salary 

per full time employee, productivity and number of kilometres flown to generate one SEK of 

revenue
91

, to asses how each of these parameters affects the labour costs. 

 

 

Labour costs 

Labour costs is one of the most important factors that distinguish HCCs from LCCs, as having 

higher labour cost can be synonymous with a better service, speed of check-in and boarding 

and quality of the airfare because of increased personnel in all business areas. 

 

Labour costs are calculated as payroll expenses divided by traffic revenue and as seen in 

figure 4.12 SAS has the highest labour cost equalling 47,7% of traffic revenue in 2009, a 

percentage that has not been below 38% since 2005, an increase of almost 25% for the period.  

 

This percentage is far above that of Finnair, which has labour costs presently equalling 31,7%, 

while the LCCs Norwegian’s and Ryanair’s labour costs only account for 20,4% and 13,2% 

respectively, far below the level of the HCCs.  

 

In isolation, the higher labour costs of 

SAS is a disadvantage, nevertheless it 

can to some extent explain the 

punctuality rewards won by SAS, 

which is an advantage when focusing 

particularly on the business customers. 

 

 

 

 

                                                 
91 Koller et al. (2005), p. 188. 

Figure 4-12  

Source: Own creation & Appendix 10.17 – 10.20 
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Average salary per full time employee (SEK) 

The average salary per employee is 

calculated as payroll expenses divided 

by total employees. 

 

For SAS the salary developed in a way 

similar to its competitors from 2005 to 

2007 visualised in figure 4.13, but in 

2009 it had grown to SEK958.054, an 

increase of 50% from 2007.  

 

Ryanair and Finnair have kept a constant low salary level through the period paying 

SEK466.000 and SEK533.000 respectively and only the LCC Norwegian is at a level 

comparable to SAS paying SEK962.000. 

 

The high salary level influences the labour costs in a negative direction and especially the 

increase in salaries from 2008 to 2009 have pushed the costs of SAS to its high level in 2009. 

The high average salary level is a substantial burden to SAS, especially as it employed 18.800 

on average in 2009, but the restructurings within the company are slowly decreasing the 

number of employees.  

 

 

Productivity: Employees required to fly 1 million ASKs 

Productivity is calculated as total 

employees divided by ASK and is a 

measure that compares the airlines’ 

personnel costs and how effectively 

they work. Having a high measure 

signals a low productivity, meaning 

that it takes more personnel to fly the 

aircraft and handle the passengers. 

 

As seen in figure 4.14 SAS has by far the most inefficient personnel, as it took 0,47 person to 

fly 1 million ASKs 2009, while the LCCs only uses 0,12 and 0,14 persons. As HCC SAS 

0

300.000

600.000

900.000

1.200.000

2005 2006 2007 2008 2009

Average salary per full time employee

SAS Finnair Norwegian Ryanair

Figure 4-13  

Source: Own creation & Appendix 10.17 – 10.20 

0,00

0,20

0,40

0,60

0,80

2005 2006 2007 2008 2009

Productivity: Employees per 1mil ASKs

SAS Finnair Norwegian Ryanair

Figure 4-14  

Source: Own creation & Appendix 10.17 – 10.20 



Valuation of SAS – Financial analysis 

Page 80 of 159 
 

requires more personnel to deliver the quality strived for, which partially explains the much 

lower productivity.  

 

Through the last 3 years SAS has, nevertheless, increased its productivity by 21%, reducing 

total labour costs.  

 

 

Kilometres flown to generate SEK1 of revenue 

The productivity measure is, however, not incorporating the service included nor the time 

saved when flying with a more inefficient airline, but is merely a cost measure. These factors 

allow SAS to increase the price of the ticket and thereby revenue and the measure “Number of 

kilometres flown to generate SEK1 of revenue” incorporates this premium, visualised in 

figure 4.15.  

 

The number of kilometres flown to generate SEK1 of revenue is calculated as ASK divided 

by traffic revenue and on this measure SAS is outcompeting its competitors as it only takes 

SAS 1,06 kilometres to generate SEK1 of revenue.  

 

Furthermore, SAS has experienced a 20% decrease in this measure for the period mostly 

attributable to the sale of Spanair, which is reducing the costs. The corresponding measures 

for its competitors are much higher as they have to fly between 1,71 and 2,09 kilometres to 

generate the same revenue. 

 

In total the high labour costs that SAS 

incurs can primarily be attributed to 

the high average salary that it pays its 

employees, which together with its 

low productivity and large labour 

force puts SAS in a disadvantageous 

position compared to its competitors.  
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Its ability to generate revenue, visualised by the low kilometres flown to generate SEK1 and 

its increasing productivity is, nevertheless, affecting the airline positively compared to its 

competitors. 

 

 

Jet fuel 

As the jet fuel prices and forecast of these have been analysed in section 3.1.2, this part seeks 

to investigate how dependant the airlines are to changes in these prices. 

 

The dependency on jet fuel prices is seen by dividing jet fuel costs by total operating expenses 

and these are presented in figure 4.16. 

 

It is seen that SAS is least dependant 

on changes in jet fuel prices as it only 

comprises 17,5% of traffic revenue in 

2009 and has remained at a constant 

level throughout the period. The LCC 

Ryanair is, however, highly exposed 

to changes in the price of jet fuel as 

nearly 50% of the operating costs can 

be attributed to jet fuel costs.  

 

The other LCC Norwegian is not as dependant as one could assume as only 24% of its costs 

are attributable to jet fuel. 

 

As mentioned previously the airlines hedge a large portion of their jet fuel to become 

independent of changes in the price, as an increase in these could be very damaging for the 

income. As there are no immediate substitutes for jet fuel, increasing prices can be further 

damaging. 
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4.8 Partial conclusion 

When deciding on conducting a financial analysis, an assessment of the quality of the 

financial statements must be conducted, and with SAS it was found that the accountants of 

Deloitte had recommended an acceptance of the accounts at the Annual General Shareholders 

Meeting.  

 

The financial statements have been prepared in accordance with IFRS and show a true and 

fair view of the company, implying that a financial analysis could be initiated.  

 

Nevertheless, it was found that the financial statements were not suitable for analysis, why a 

reorganisation of these was conducted to separate the non-operating items from the operation 

performance and the financing attained to support the operating business, as the operating 

items are the primary drivers of future value creation. 

 

The analysis of the financial drivers showed that SAS had a very low ROIC and that the LCCs 

in general have a higher ROIC than the HCCs. The low measure for SAS mainly originated 

from a low operating margin, which in part could be explained by its very high operating 

expenses.  

 

Furthermore, SAS had negative financial gearing in the recent years due to its negative 

spread, which affected ROE negatively.  

 

When analysing SAS’ operational drivers it was found that SAS had managed to decrease its 

capacity (ASK) in line with its Core SAS strategy, and as its production (RPK) decreased less 

than the capacity, SAS had experienced an increasing efficiency.  

 

SAS’ load factor has, however, shown to be very low compared to its competitors despite its 

high yield, but as its CASK is high, the yield is eradicated, resulting in its low operating 

margin. As SAS has experienced a high yield, its operating expenses have proven to be much 

too high, and therefore the success of Core SAS and its focus on cost savings is considered 

highly important. 
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One of the problems of SAS is its high labour costs, and it was found that a reduction in these 

could only reach a certain point due to the strong labour unions, its focus on business 

travellers that demand higher service and the special ownership structure where the 

governments prioritise infrastructure. 

 

Finally, SAS has proven to be less dependent on jet fuel expenses than its competitors, as they 

only account for a smaller amount of total operating expenses. 

 

In total the financial analysis has highlighted SAS’ problem of having too high costs, but as 

this is one of the important focus areas in Core SAS, improvements are initiated and progress 

has been shown.  
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5 Forecasting 

The preceding financial analysis has illustrated the historical performance of SAS and its 

main competitors and has unravelled the main drivers of this performance. By combining this 

information with the findings of the strategic analysis it now becomes possible to establish a 

profound and well argued forecasting of the future performance of SAS. 

  

The forecasting will depart from the core drivers such that the reorganised income statement 

and balance sheet are projected to represent expectations on the future financial achievements 

that consequently can be translated into a corresponding value of the SAS stock. 

 

The art of forecasting is by no means a trivial discipline as no one can predict the future in a 

precise manner meaning that forecasting becomes a highly subjective matter that reflects the 

analysis of the individual.  

 

Nevertheless, this does not imply that forecasting is of no use as a thorough budgeting based 

on critically evaluated information of both strategic and financial character in combination 

with sensitivity analyses enables a qualified estimation of the value of SAS. 

 

The length of the forecasting is important to reflect upon, as a too short explicit forecasting 

often results in undervaluation of the company or requires high growth rates in the terminal 

period, whereas a too long explicit forecasting makes the estimations highly unreliable
92

.  

 

The performance of SAS has been closely linked to changes in the overall economy and 

estimating the future outlook of the macro economy is very difficult. With this in mind an 

explicit forecasting period of five years is found appropriate for SAS. 

 

Several textbooks and scholars suggest longer periods but due to the uncertainty and volatility 

in the airline industry seen in both the strategic and financial analysis it is concluded to 

imprecise to extend the explicit forecasting beyond five years.  

 

 

 

                                                 
92 Koller et al. (2005), p. 234. 
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In the following the budgeting is separated into forecasting of the income statement and 

forecasting of the balance sheet. In each section the historical five-year performance is 

illustrated together with the forecasted data and the reasoning behind the chosen values is 

presented.  

 

 

5.1 Income statement forecasting 

Ideally one ought to forecast each item of the income statement explicitly for the chosen 

period, as this would provide the subsequent valuation with detailed information that would 

be translated into a more exact stock value. In practice this would lead to highly uncertain 

measures and requires unrealistic amounts of data that is not publicly available on SAS. 

 

As most of the items in the income statement are indirectly related to the development in the 

revenue, this item provides the foundation for the forecasting of the other items in the 

financial statement.  

 

The income statement items that are explicitly forecasted are traffic revenue, payroll and jet 

fuel expenses as the findings from the previous analyses showed that those items are central in 

determining the future performance of SAS. 

 

For some of the items there is little connection to or deviations from the revenue changes and 

in these instances arguments will be provided for the choice of forecasting. 

 

 

5.1.1 Traffic revenue 

The forecasting of traffic revenue can either be conducted through a top-down or a bottom-up 

approach where the first implies estimating revenue by determining the total market size and 

combine it with estimations of the market share of the company. The bottom-up approach, on 

the other hand, starts with forecasts of the demand from current customers, customer turnover 

and potential for new customers
93

. 

 

                                                 
93 Koller et al. (2005), p. 239. 
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Estimating the market share of SAS from the demand that SAS is facing from its customers of 

SAS would be very difficult and inaccurate and therefore the revenue forecasts will take a 

top-down approach with the final estimations being based on the three components market 

growth, market share of SAS and inflation. 

 

Table 5.1 presents the traffic revenue growth from 2006 to 2009 together with the forecasted 

growth rates for the explicit five-year period and the terminal period. 

 

As illustrated in the table the annual growth in traffic revenue has fluctuated substantially 

during the analysed period and this makes accurate forecasting difficult. 

 

 

Market growth 

In section 3.1.2 is was found that there was a very close relationship between the number of 

passengers and the development in GDP and it was concluded that the average real GDP of 

the Nordic countries was expected to increase by 1-3% in the future three years.  

 

It can therefore be expected that the entire airline industry will experience a general increase 

in activity as the GDP increases, and this recovery process can be expected to be the strongest 

in the following 2-3 years. 

 

It was furthermore concluded in section 3.1.3 that the airline industry faced a shift in demand 

as the health of the overall economy changed such that in times of financial distress the 

number of business class passengers dropped relatively more than the number of economy 

passengers.  

 

As the opposite effect was seen in prosperous times it can be expected that particularly the 

business segment will increase as GDP rises, leading to higher traffic revenue. 

 

Table 5-1  

Source: Own creation & Appendix 10.22 

Forecast 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Traffic revenue, annual growth - -11,0% -1,3% 3,9% -13,0% 5,0% 8,0% 6,0% 5,0% 4,0% 2,0%
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From the macro-economic analysis it was also concluded that the substitute product, 

teleconferences, could threaten the airline industry, however, this effect was not expected to 

significantly impact the traffic revenue of the airlines. 

 

 

Market share of SAS 

In line with the Core SAS strategy SAS is currently trimming the company and focusing 

strongly on the business segment rather than the leisure passengers and this as such indicates 

that SAS is not attempting to reap market shares from its LCC competitors. 

 

Instead it can be argued that the strong growth for the LCCs, Ryanair and Norwegian could 

steal market share from SAS in the future, especially with the new Swift airport in 

Copenhagen but as the strategic focus of the two LCCs is not business passengers, the actual 

effect on SAS is reduced, as discussed in section 3.2.2. 

 

Finnair, with its more identical business segment strategy, focuses more on the overseas 

routes and the financial analysis showed how the Finnish airline struggles significantly, and it 

is not expected that this competitor will have a negative impact on the future market share of 

SAS. 

 

Furthermore, when analysing the possible entry of competitors it was found that the very 

attractive runway slots that SAS holds is likely to keep the competition down as the other 

airlines, in particular the LCCs, are left with less attractive flight schedules not suitable for the 

business passengers. 

 

The fact that SAS is putting increased emphasis on the time saving aspect and punctuality of 

the Scandinavian airline, in line with the third pillar of Core SAS stressing an increased focus 

on the business segment where time is a crucial element, it is expected that the traffic revenue 

of SAS will be positively affected in the upcoming years, where the company’s market share 

of the business segment is expected to increase.  
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Inflation 

The target inflation of the European Central Bank (ECB) is 2%
94

 and SAS is not expected to 

be able to generate above-inflation performance in the terminal period and therefore 2% is set 

as the growth rate of the traffic revenue in the terminal period. 

 

Based on the information on the general market growth, the particular development in the 

market share for SAS and the expected inflation, the traffic revenue of the Scandinavian 

airline is forecasted such that the growth is strongest in 2010 and 2011 followed by decreasing 

growth in the next three years, before reaching a level of 2% equal to the expected inflation. 

 

The reasoning behind the particular path of the traffic revenue growth is the positive 

expectations to GDP, which is found to be the strongest driver of the growth, that has been 

very poor in 2009, and the initial growth is therefore expected to be high. 

 

A continuing growth in the traffic revenue of 8% in the following years is considered 

unrealistic, but SAS is expected to increase its market share in the business segment and the 

growth rates are therefore expected to stay positive, yet drop towards the inflation rate of 2% 

for the terminal period. 

 

  

5.1.2 Payroll expenses 

 

Table 5-2  

Source: Own creation & Appendix 10.22 

 

Table 5.2 presents the historic payroll expenses as a percentage of traffic revenue along with 

the forecasted estimates for the explicit five year period. As seen in the table, the measure has 

been almost constant, indicating a close correlation between payroll expenses and traffic 

revenue historically. The percentage in 2009 is, however, significantly different from the 

previous years, but this can mainly be related to the poor revenue generated in 2009. 

 

                                                 
94 Handelsblatt 

Forecast 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Payroll expenses, % of traffic revenue 38,2% 38,4% 40,5% 40,6% 47,7% 43,0% 41,0% 40,0% 39,0% 38,0% 37,0%
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The explicit goals that SAS has emphasised with regards to payroll expenses are related to its 

Core SAS strategy, where SAS has stressed that a further 1.700 people need to be discharged 

before 2011. Together with the tendency of increasing productivity, concluded in section 

4.7.6, payroll expenses as a percentage of traffic revenue are projected to fall in the future. 

 

However, substantial long-term decreases in salaries were concluded unlikely because it will 

be prevented by the strong labour unions in the Nordic countries, which is why the measure 

will remain at a significant percentage of traffic revenue. 

 

It should be noted that the cost savings of Core SAS are already behind schedule and that it 

can be questioned whether SAS will reach the savings that it has presented, as it has a history 

of not achieving its targets, shown in section 2.5.1. The recent stock emission has, however, 

secured the financing of the cost saving program, and it is therefore more likely to be fully 

implemented. 

 

With this said, payroll expenses as a percentage of traffic revenue are estimated to drop by 4,7 

pp from 2009 to 2010 mainly due to the savings produced by Core SAS and the trend of 

increased productivity in the last years.  

 

The Core SAS strategy will affect 2011 as well, why a further drop of 2 pp is estimated from 

2010 to 2011. From 2012 to 2014 payroll expenses are estimated to slowly decline until 

reaching 37% of traffic revenue, which is estimated to be its long-term level. 

 

 

5.1.3 Jet fuel expenses 

 

Table 5-3  

Source: Own creation & Appendix 10.22 

 

Table 5.3 shows the historic jet fuel expenses as a percentage of traffic revenue along with the 

forecasted estimates for the explicit five year period.  

 

Forecast 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Jet fuel expenses, % of traffic revenue 17,1% 18,8% 18,1% 22,2% 20,4% 20,0% 20,0% 20,0% 20,0% 20,0% 20,0%
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As found in section 3.1.2 oil prices are correlated with jet fuel prices and have historically 

been very volatile, but since the jet fuel expenses are closely connected to traffic revenue, 

illustrated by the stabile historic percentages in table 5.3, jet fuel as a percentage of revenue is 

estimated at a constant 20%. Furthermore, SAS hedges a large part of its jet fuel, and 

therefore only large movements in oil prices have an affect on the airline.  

 

It was concluded that the oil prices generally are expected to increase in the future, why one 

could argue that the measure should constitute a continuously larger part of traffic revenue in 

the future, but it is expected that new and more fuel efficient aircraft will counteract the price 

increase, forecasting jet fuel to be constant. 

 

SAS itself estimate its jet fuel expenses to drop by 1% in 2010, and therefore it is estimated 

that its jet fuel expenses will approach 20% of traffic revenue. 

 

 

5.1.4 Other operating expenses 

 

Table 5-4  

Source: Own creation & Appendix 10.22 

 

Table 5.4 shows the historic other operating expenses as a percentage of traffic revenue along 

with the forecasted estimates for the explicit five year period.  

 

Historically, other operating expenses have followed traffic revenue closely at approximately 

50%, but as the Core SAS strategy was initiated in 2009 SAS managed to immediately 

decrease this measure by 3,2 pp, even in a year with strong decreasing revenue where one 

would predict increasing relative costs. 

 

SAS states, as presented, that the implementation of the remaining parts of Core SAS is 

estimated to further reduce the forecast by 0,8 pp in 2010 and then slowly level out to a cost 

equalling 46,5% of traffic revenue. 

 

 

Forecast 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Other operating expenses, % of traffic revenue 49,5% 49,3% 50,6% 51,5% 48,3% 47,5% 47,0% 47,0% 46,5% 46,5% 46,5%
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5.1.5 Other Items 

Tax 

SAS has experienced large fluctuations in its reported taxes relative to its stated income 

before tax and since forecasting of taxes is a complex matter, an often used practical solution 

is to use the corporate tax rate of 28% and this procedure will thus be applied here. 

 

 

Depreciation 

Forecasting depreciation as revenue driven is often done, however, a commonly used 

alternative to is to connect this item to changes in the tangible fixed assets, PPE, especially if 

the capital expenditures are large and unevenly distributed
95

. For SAS these investments are 

smooth and for practical reasons the size of future depreciation is tied to the changes in 

revenue.  

 

All non-recurring items are set to zero as the pure nature of these items implies that one 

cannot expect them to persist. 

 

 

5.2 Balance sheet forecasting 

As with the income statement forecasting every item of the balance sheet individually is 

almost impossible and entails such a vast uncertainty in the estimations that the valuation 

becomes too imprecise.  

 

Therefore, all items included in the operating invested capital are tied to the development in 

revenue, and this implies that the ratio of the item in 2009 relative to the traffic revenue in the 

same year will be kept constant in the remaining years. Only exceptions to the link to revenue 

are cash used for operations, aircraft and intangible assets.  

 

Cash for operations is set at a fixed 3% of the revenue, despite the historical numbers being 

lower, due to low cash and aircraft, and the intangible assets are kept constant in absolute 

values during the entire forecasting. 

 

                                                 
95 Koller et al. (2005) 
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Furthermore, all non-current liabilities and deferred tax assets are linked to revenue, the share 

capital increases by the amount of the provision from the rights issue and decreases with the 

amount of the reverse split, and the corresponding asset is classified as excess cash.  

 

Retained earnings are calculated as retained earnings of the previous year plus the income of 

the current year, and the remaining items on the balance sheet are held constant. 

 

 

5.2.1 Aircraft 

 

Table 5-5  

Source: Own creation & Appendix 10.22 

 

In table 5.5 the historic values of the asset aircraft as a percentage of traffic revenue are 

presented, along with the forecasted estimates for the explicit five year period.  

 

As seen in the table, the historic measures have been relatively stabile, which is normal as it is 

hard to quickly adapt one’s assets to the changes in the market and thereby revenue, and 

therefore 2009 was especially high due to the very low revenue in that year. 

 

The measure for 2009 is high, but SAS managed to reduce its fleet by 18 aircrafts during the 

year and additional three are planned to be grounded in 2011 in line with the Core SAS 

strategy. 

 

As an effect of decreasing its capacity SAS seeks to increase its load factor discussed in 

section 4.7.3, but this can only be practised until a certain level due to the special ownership 

of SAS. The political interest of the majority owners is projected to prevent substantial 

capacity reductions, which is why the item aircraft can only be lowered to a specific level.  

 

It is estimated that SAS will reduce its aircraft by 8,7 pp from 2009 to 2010 to a level of 26% 

of the traffic revenue. From 2010 onwards the measure is estimated to slowly decrease until it 

reaches 24% of traffic revenue. 

 

Forecast 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Aircraft, % of traffic revenue 30,9% 26,8% 25,8% 25,4% 34,7% 26,0% 25,0% 25,0% 24,0% 24,0% 24,0%
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5.3 Partial conclusion 

In this section it was concluded that a five-year explicit forecasting was appropriate for the 

valuation of SAS as the airline industry was found too uncertain and volatile to accurately 

make longer projections. 

 

Based on the conclusions from the strategic and financial analysis it was found that the 

income statement items traffic revenue, payroll expenses, jet fuel expenses, other operating 

expenses and the balance sheet item aircraft were the main drivers of the performance of SAS 

leading to a forecast of these items. 

 

The development in the future traffic revenue, which was concluded to be the central driver of 

most of the items in the financial statements, was found to be affected by both market growth 

and market share of SAS together with inflation. 

 

The traffic revenue was concluded to rise primarily due to a general market growth with rising 

GDP, which in the strategic analysis were found to be closely correlated. 

 

Furthermore, the business segment is expected to recover as it in the strategic analysis was 

found to be hit harder than leisure travellers during the recent financial crisis, and this was 

concluded to increase the market share of SAS in the future. 

 

As SAS is not expected to achieve high growth rates in the entire forecasting period, the 

growth is expected to accelerate up to 8% in 2011 and hereafter decline until settling at the 

target inflation rate of the ECB at 2%. 

 

The strategic and in particular the financial analysis concluded that one of the main concerns 

of SAS was its high operating costs and with this in mind these costs were forecasted as a 

given percentage of the traffic revenue. 

 

Core SAS has been secured by the two capital injections from the major owners, making it 

more likely to be carried out, and was concluded to reduce payroll expenses as more layoffs 

are to come.  
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However, the focus on business travellers, requiring a certain level of employees, and the 

strong labour unions will maintain payroll expenses at a minimum of 37% of traffic revenue 

in the long run. 

 

Jet fuel expenses are concluded to be positively affected by the introduction of more fuel 

efficient aircraft and alternative fuels but at the same time concerns about rising oil prices 

have led to a constant forecasting of jet fuel as 20% of the traffic revenue. 

 

The remaining cost reductions in other operating expenses from Core SAS are expected to be 

implemented in the coming years and therefore other operating expenses are forecasted to 

decrease slowly from 48,3% to a long-term level of 46,5%. 

 

Lastly, the forecasting of the balance sheet item aircraft was impacted by the recent and 

continuous reduction in the capacity which in the financial analysis was seen by the decrease 

in ASK. As previously concluded the owners of SAS are affected by political issues why 

unprofitable routes may be kept, and this limits the potential for capacity reductions, which is 

why the item aircraft is projected to drop from 26% to a long-term level of 24% of traffic 

revenue. 
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6 Valuation 

So far the strategic environment of SAS has been analysed to assess the future competitive 

forces that the company will be facing. Additionally, the financial analysis has shed light on 

the historical financial and operational performance of SAS and how this performance 

corresponds with that of its three competitors Norwegian, Finnair and Ryanair. This has laid 

the foundation for forecasting the future performance of SAS and with this in place focus is 

now shifted to the actual valuation of the Scandinavian airline. 

 

The outline of this section is an initial choice of framework for the valuation of the SAS stock 

and this implies presenting, discussing and determining the most appropriate models to be 

employed. 

 

Once the valuation frameworks have been determined the inputs to the models are found 

through a thorough analysis of each component and with these in place focus are shifted to the 

actual valuation and this is where the problem statement is answered as the fair value of the 

SAS stock is found as of June 11
th

 2010. 

 

Subsequently, the determined value of the stock is tested through a sensitivity analysis, which 

serves the purpose of concluding on the accuracy of the valuation conducted, as a highly 

input-sensitive stock value could suggest that the concluded price is to be approached with 

caution. 

 

 

6.1 Choice of framework for valuation 

Several frameworks for conducting a valuation of a company exist, despite some being more 

often used than others and the models can broadly be categorised into two types; absolute and 

relative.  

 

 

Relative valuation 

The relative valuation models are based upon financial ratios of the specific company relative 

to the industry or peer group, using multiples to reach a company value.  
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There are numerous multiples for valuation and an exhaustive list will not be provided here. 

Overall, the multiples can be divided into trading and transaction multiples
96

 where trading 

multiples imply comparing financial ratios across companies whereas the transaction 

multiples assess the value of a company by looking at previously conducted transactions of 

similar companies.  

 

Due to the uncertainty and lack of precision from using multiples, this valuation will be 

conducted upon absolute methods with multiples used supportively as a sanity-check, which 

is in accordance with the prescriptions of many finance textbooks
97

. 

 

The multiple most commonly used by equity analysts is the price-to-earnings ratio (P/E) used 

by calculating an industry average P/E and thereafter multiplying it with the earnings of the 

target company to be valued. 

 

This approach is nevertheless criticised for overlooking the fact that industries contain 

companies with highly different profiles regarding growth rates, ROIC and capital structure 

and combining a calculated average with the earnings of a specific company can generate 

misleading and incorrect estimations of the company value
98

. 

 

Even when comparing companies that fulfil the requirements of similar profiles, employing 

P/E has another downside, as it mixes operating and non-operating income and therefore the 

multiple, enterprise value-to-EBITDA, is included in the analysis.  

 

This ratio focuses on the enterprise value rather than the equity and excludes non-recurrent 

items and is not biased by variations in capital structure why it is considered superior to the 

traditional P/E ratio. 

 

Despite the benefits of enterprise value-to-EBITDA the four airlines SAS, Norwegian, Finnair 

and Ryanair vary substantially in terms of profile and financial composition and the share 

price found through use of the multiples must therefore be treated with caution and interpreted 

more as a reference value rather than a true estimate. 

 

                                                 
96 Petersen & Plenborg (2008) 
97 Koller et al. (2005), p. 371., Brealey et al (2008) 
98 Koller et al. (2005), p. 371. 
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Finally, the multiple analysis includes the ratio of enterprise value-to-traffic revenue, which 

additionally requires that the peer group has identical operating margins. For many industries 

this is considered overly restrictive leading to imprecise estimates of the share price. 

 

Nevertheless, the preceding decomposition of ROIC concluded that the operating margin of 

SAS, Finnair and Norwegian was relatively similar, with Ryanair achieving significantly 

higher margins. The higher margin of Ryanair will naturally leverage the peer group average 

and the conclusions based on the enterprise-to-traffic revenue multiple must therefore be 

drawn with caution. The used multiples are presented in figure 6.1 

 

 

Figure 6-1  

Source: Own creation & Koller et al. (2005) 

 

 

 

Absolute valuation 

The absolute types of valuation models share the 

fundamentals of carefully discounting future 

performance such as profits or cash flows, depending on 

the model, at a discount rate. Often the future 

performance is split into the budgeted value and the 

terminal value of the cash flows, as presented in figure 

6.2. 
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P/E

• Excludes capital structure and non-operating effects

• Applicable despite negative earnings
Enterprise 

value/EBITDA

• Requires similar operating margin

• Low explanatory power

• Applicable despite negative earnings

Enterprise 
value/Traffic 

revenue

C
F 

1

C
F

2

C
F 

3 T
er

m
in

a
l v

a
lu

e

P
re

se
n

t 
V

a
lu

e 
C

a
sh

 F
lo

w
s

Cash Flows

Discounting

V
al

u
e

Figure 6-2  

Source: Own creation 
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The benefit of the absolute methods is that they are very accurate and flexible for valuing 

projects, divisions and companies and these methods represent the theoretically correct value 

of a company.  

 

A common downside for the absolute methods is that they rely on the forecasted performance 

measures and errors in these can lead to critical mistakes in assessing the value of a company.  

 

Furthermore, these methods are difficult and time consuming to perform and these are some 

of the reasons why professional analysts often refer to the absolute methods as correct, yet 

discard them in favour of the relative valuation methods. 

 

Figure 6.3 presents four of the most commonly used absolute valuation frameworks, the 

ingredients for the frameworks, which discount factors that are used as well as a short 

description of when the methods are best applied. Linking the situation of SAS with the 

material presented in the figure enables a conclusion of the valuation model to be used in the 

assessment of the value of SAS. 

 

 

The Enterprise Discounted Cash Flow (DCF) and Adjusted Present Value (APV), EVA and 

Equity Cash Flow all result in the same value of the company. The APV method separates the 

value of the company into the value as if it was all-equity financed plus the present value of 

the tax shields.  

 

 

Thereby changes in capital structure become less relevant and this is one of the benefits of the 

APV method relative to the DCF method as one of the key assumptions of the DCF model is 

using a constant cost of capital implying that the capital structure is fixed to a set target.  

 

If a company pays down its debt, thus lowering the debt-equity ratio, but still uses the same 

cost of capital, this would overstate the value of the tax shields and thereby overstate the value 

of the company.  

 

Figure 6-3  

Source: Own creation & Koller et al. (2005) 
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SAS has not indicated that it is about to make drastic changes its capital structure in the near 

future and this suggests that the DCF method is preferred ahead of the APV. A shortfall of the 

DCF method is, however, that little insight is given into the year-to-year performance of the 

company as changes in the free cash flow can signal either changing performance or 

investment profile for the future
99

.  

 

This is exactly the benefit of the EVA model as this framework implies summing the 

economic profit of the individual years and discounting this profit to reach a company value. 

 

The aim of the thesis is not to conclude which years SAS is creating value and the goal is 

rather to reach fair value of the entire company represented by the aggregated future financial 

performance of the airline. This suggests that the DCF model should be applied in favour of 

both the APV and the EVA method. 

 

As the title indicates the Cash Flow to Equity values the cash flow to equity directly rather 

than indirectly as with the three other models where non-equity claims are subtracted from the 

enterprise value to reach the value of equity.  

 

The downside of the model is that changes in the debt-equity ratio will make the method hard 

to implement, as the cost of equity must be adjusted accordingly to include the increased risk 

that equity holders are facing in case of higher future leverage
100

. 

 

As the Cash Flow to Equity does not provide additional information relative to the DCF 

method and can be difficult to execute in practice, the DCF method will be used in the 

valuation of SAS.  

 

 

Other valuation models 

In addition to the described valuation methods numerous other frameworks exist, of which 

many are very similar in nature to the DCF model. One of the downsides of the traditional 

DCF is that the method does not subscribe value to flexibility and uncertainty. 

 

                                                 
99 Koller et al. (2005), p. 118. 
100 Koller et al. (2005), p. 130. 
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Flexibility represents a certain value if an investment enables a subsequent profitable 

investment and the value of such an initial investment must therefore account for the potential 

payoff from the option to succeed another investment. 

 

The use of Real Option Valuation (ROV) is particularly relevant for investment projects or in 

cases of strategic flexibility and SAS is not characterised as a research-intensive or 

commodity-based company and the value of flexibility does not appear to be of significant 

strategic importance to the overall company value. The ROV approach therefore does not 

seem appropriate in valuating the company of SAS. 

 

 

6.2 Inputs to the valuation models 

Having decided upon the choice of theoretical valuation model estimation of the input 

variables is addressed. 

 

One of the key elements in the DCF-model is to determine a relevant WACC to discount the 

future cash in-flows with. The choice of WACC is of significant importance as small changes 

in the value can have a great impact on the final value of SAS, effects that will be uncovered 

in the sensitivity analysis that follows the initial valuation. 

 

 

6.2.1 WACC 

Briefly explained, WACC represents the expected rate of return on the market value of the 

entire securities of the company and on an after-tax basis it is defined as follows, 

 

     
 

   
           

 

   
    

 

 D and E represent the market value of debt and equity respectively 

 rd represents the cost debt of the company 

 Tc equals the marginal corporate tax rate 

 re is the required rate of return on equity 
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SAS does not state in its annual report, which cost of capital is employed, and in the following 

each component of the WACC will be discussed and determined in order to reach the final 

calculation of the cost of capital for SAS. 

 

 

The risk free rate, rf 

The risk free interest rate is far from a universal measure and can be defined in a number of 

ways, however, the most common way is to use the yield of a 10-year Treasury bill.  

 

The risk free rate is determined from the Danish Treasury bill at a current rf = 3,59%
101

, as 

this Treasury bill is found to constitute a fair duplication of the risk free rate for SAS. 

 

 

Cost of debt, rd 

Since the cost of debt differs from one type of debt to another, the WACC should ideally be 

separated into many elements each reflecting the individual type of debt and its corresponding 

interest rate. 

 

In its annual report SAS partly states the various types of debt and its interest rate, however, 

the information is not sufficiently detailed for use in the WACC. Nevertheless, the annual 

report presents a calculation of the 10-year historical interest expense/average gross debt 

showing that this rate has been between 4,4% and 7,8% averaging 5,96%. This measure is 

somewhat imprecise but corresponds well with the presented ratio for 2009, which equalled 

5,6%.  

 

An alternative approach to determining the relevant cost of debt departs from the credit rating 

that SAS has been given by the financial credit rating institutions, that is stated in the annual 

report of the Scandinavian airline. 

 

The idea is that the borrowing rate of SAS often depends on its credit rating and the time to 

maturity of the debt, represented by the spread over a certain type of government bond. In 

May 2010 Moody’s upgraded the credit rating of SAS from Caa2 to Caa1
102

, and due to the 
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strengthened capital structure from the recent capital injection this grading is not expected to 

deteriorate in the near future. 

 

In 2006 Reuters reported the spread of a Caa rated 10-year bond as 515bps over the 10-year 

US Treasury bond yielding 4,59% at that time, and since then the credit markets have gone 

through very hard times during the financial crises, likely increasing the spread. 

 

With the current rate of 3,59% on a 10-year fixed Danish treasury note the resulting cost of 

debt becomes 8,74% or higher, due to the mentioned credit market difficulties. Considering 

the fact that SAS states a much lower borrowing rate on many of its loans, this rating-based 

approach seems imprecise and should rather be used as a sanity check for estimating the cost 

of debt. 

 

Based on the above discussion the cost of debt of SAS is determined to rd = 6%, representing 

a spread over the Danish treasury note of 2,41 pp. 

 

 

Corporate tax rate, Tc 

As SAS receives tax shields on its interest payments the WACC must be calculated on an 

after-tax basis, and the tax rate used for the calculation of WACC constitutes the previously 

used corporate tax of Tc = 28%. 

 

 

Return on equity, re 

The investors of SAS require a certain return that covers the cost of binding capital in the 

company as well as a risk premium over the risk free rate that compensates for the non-

diversifiable risk associated with investing in SAS as a company. 

 

The required return on equity is typically estimated through use of the renowned Capital 

Asset Pricing Model (CAPM) developed by William Sharpe, John Lintner and Jack Treynor 

in the 1960s
103

. The model is based upon several assumptions that will not be discussed here. 

 

                                                 
103 Brealey et al, p. 214 
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Put simply, the model explains the relationship between the expected risk premium and the 

non-diversifiable risk of an asset, also denominated beta or the systematic risk
104

. Beta 

represents the stocks’ sensitivity towards the market such that a perfect co-movement by 

definition gives the stock a beta of one, whereas the risk-free asset by definition has beta zero, 

as it is expected to be unaffected by the market movements. 

 

The CAPM states that the expected required return on equity equals the beta of the stock 

times the market risk premium, plus the risk free rate, where the market risk premium 

expresses the return compensation the investor receives from investing in the market portfolio 

as opposed to the risk free asset. The definition of CAPM is presented below. 

 

                   

 

In order to determine the required return on the equity of SAS it is therefore necessary to 

estimate the beta of the SAS stock and the market risk premium and this will be done is the 

following. 

 

 

Beta 

As mentioned the beta of a stock measures the systematic risk that cannot be diversified away 

and a beta above one indicates that the return of the stock is more strongly affected by 

changes then the general market is. It is important to remember that the beta of a stock is by 

no means a static and uniform figure as it can vary over time as the company undergoes 

significant changes or the overall market composition is changing. 

 

As the beta expresses the degree of co-movement with the market portfolio estimating a beta 

of a stock is often done through a regression analysis on the return of the particular stock and 

the return of a given index representing a market portfolio.  

 

As the stock markets are global, textbooks often prescribe that the market portfolio represents 

the average return of all stocks in the world. For practical matters this implies finding the 
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return of the largest possible stock index, and various world indices are often used in this 

context
105

. 

 

When betas are estimated from historical data it furthermore implies that the estimated value 

can be highly sensitive to the input data as similar beta-calculations can result in varying 

values if the analysis is conducted on a different time series. Using historical data to forecast a 

future beta additionally requires that the past accurately mirrors the future, and this 

assumption can seem difficult to prove
106

. 

 

The fact that the estimations of beta vary is seen from the different betas employed by Reuters 

and Bloomberg, which both state the beta, yet at different values. Reuters presents a beta of 

the SAS stock of 1,06
107

, Bloomberg states a corresponding value of 1,229 against OMX
108

 

whereas SAS also states in its latest annual report that its beta against the FTSE World Market 

Index is 1,34
109

. 

 

Conducting a regression analysis to derive a beta of the SAS stock will likely lead to yet 

another estimation of beta and it is doubtful that this estimation can be concluded more 

appropriate than the beta employed by the professional analysts of Reuters, Bloomberg and 

SAS.  

 

Based on this it is instead decided using an average of the three betas in the subsequent 

calculation of the required return on equity for SAS. The SAS stock is therefore determined to 

have a beta = 1,21
110

. 

 

 

Market risk premium 

Similar to beta, the size of the market risk premium is not easily determined as the premium 

depends on the period analysed. The purpose is not to unfold a thorough and in-depth 

theoretical discussion on the size of the market risk premium or to conduct a large-scope 

historical analysis of the premium, as this goes beyond the scope of this thesis.  

                                                 
105 Brealey et al, Koller et al. (2005) 
106 Koller et al. (2005) 
107 Reuters (B) 
108 Bloomberg 
109 SAS Annual report (2009), p. 26 
110 (1,06+1,229+1,34)/3 = 1,2096 
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Instead, this section aims at reaching a risk premium through the presentation of some of the 

many qualified approximations that professors and analysts have estimated, and figure 6.4 

presents various sources and their estimations of the market risk premium: 

 

 

Figure 6-4  

Source: Own creation 

 

The information in the figure clearly illustrates the difficulties in agreeing upon one market 

risk premium and concluding that one estimate is better than another can be a critical matter. 

Nevertheless, the data is in line with the findings in the recent surveys conducted by 

Fernandez and Boanza
111

 as the American text book of Brealey et al
112

 suggest a higher return 

than that of the corresponding Danish one. 

 

There can be many reasons for these differences and a full discussion will not be presented 

here, however, the size of the risk premium is related to the degree of risk-aversion of the 

investors.  

 

The higher the risk-aversion towards investing in stocks, the larger the required market 

premium becomes and this suggests that the investors in US are more risk-averse than their 

colleagues in Europe. 

                                                 
111 Boanza (2010) (A,B) 
112 Brealey et al (2008) 

•Brealey et al (2008) suggest 7,6% based on US data from 
1900-20067,6%

•Elling & Sørensen (2005) believe the risk premium is near 4%. 
On data from 1925-1997 on the Danish market they found a 
premium of app. 3%

3-4%

•Based on a global survery Fernandez & Baonza (2010) find 
the premium used by professors to be 6% in the US and 5,3% 
in Europe, with Denmark reporting the lowest of 3%

US 6%

EU 5,3%

•Another survery by Fernandez & Baonza (2010) finds the 
same premium used by analysts and companies worldwide to 
be 5,1% in the US and 5% in Europe

5%

•Koller et al (2005) suggest a premium just under 5% by the 
end of 20035%
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With the estimations from figure 6.4 together with the recently increased uncertainty due to 

the financial crisis that can be expected to have increased the compensation that investors 

require to place their money in stocks rather than Treasury bills, a market risk premium of 5% 

will be employed in valuation of SAS. 

 

Now that all the parameters of the CAPM have been determined is becomes possible to 

estimate the required return on equity that is one of the important elements in calculating the 

WACC of SAS. 

 

 

Figure 6-5  

Source: Own creation 

 

Figure 6.5 summarises the determined parameters of CAPM and by inserting these estimates 

into the recently presented formula the required return on equity can be derived: 

 

                                 

 

With this estimation in place the only remaining parameters are the debt and equity ratios 

relative to the market value of the company. 

 

 

Debt/equity ratio 

Ideally, the debt and equity levels used in the calculation of WACC are measured at market 

value since the WACC represents the expected return on an alternative investment. The 

rationale is that if management decided to return capital to the investors without changing the 

•Risk free rate3,59%

•Beta1,21

•Market risk premium5%

•Required return on equty9,64%
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capital structure it could repay debt and repurchase shares and this would be done at market 

values. 

 

In practise, estimating the market value of the debt of SAS is cumbersome and difficult and 

for practical reasons the book value of the debt will be used instead.  

 

SAS states in its annual report that after the newly conducted rights issue the airline has 

reached its target capital structure, and this ratio will thus be kept in the entire forecasting 

period. This implies that the debt used in the calculation of WACC equals MSEK14.534, 

which is the debt of the forecasted year 2010, where the rights issue has been completed. 

 

Regarding the equity the overall aim of the valuation is to derive the market value of the 

equity, and this is obviously a paradox since the market value of equity to debt is needed to 

complete the valuation. For practical reasons the market value of equity used in the WACC is 

found as the market cap of SAS as of June 11
th

, which equals MSEK8.521,1
113

. 

 

The capital structure ratios used in the WACC calculation therefore become D/(D+E) = 0,63 

and E/(D+E) = 0,37. 

 

Now that all the parameters have been estimated it is possible to calculate the opportunity cost 

of capital of SAS, and it is seen from the calculation that WACC = 6,28% 

 

                                                 

 

 

6.3 Discounted-Cash-Flow valuation 

In the preceding two sections the choice of valuation methods and their inputs have been 

determined by carefully estimating each component. In this section the actual valuation takes 

place and this implies answering the overall problem statement, which is to determine the fair 

value of the SAS stock on June 11
th

 2010, based on the conducted strategic and financial 

analyses. 

 

                                                 
113 329.000.000 stocks of SEK25,9 each, EuroInvestor 
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Briefly explained, the DCF-valuation is conducted by discounting the projected future cash 

flows at the opportunity cost of capital, represented by WACC, to derive the enterprise value 

of SAS. 

 

 

Table 6-1  

Source: Own creation & Appendix 10.21 – 10.24 

 

In order to determine the fair value of the stock the market value of the debt, here chosen as 

the book value of interest bearing liabilities, is subtracted to reach the estimated market value 

of the equity of SAS. This value is then divided by the number of shares outstanding, which 

amounts to 329.000.000 after the recent reverse stock split. 

 

As visualised in table 6.1 the resulting share price of SAS as of June 11
th

 2010 is calculated to 

SEK30,66, which is slightly above the actual share price of SEK28,20 on the given date and 

the difference equals a premium of 8,74% suggesting that the stock is underpriced in the 

market. 

 

Table 6.1 illustrates that 91,6% of the estimated share price comes from the terminal value, 

and this underlines the previous statement that the forecasting of the terminal period is crucial 

in the valuation of the SAS stock. 

 

Before concluding on the final fair value of the stock it is important to analyse the strength of 

the calculated price, and this will be done by comparing the value of SEK30,66 with the 

corresponding value found through the use of multiples as valuation framework. 

 

Valuation June 11th 2010E 2011E 2012E 2013E 2014E CV

FCF MSEK 2.510 -739 -588 529 596 1.309

WACC % 6,28%

Discount factor 0,94 0,89 0,83 0,78 0,74 0,74

Growth factor % 2,00%

Present value of CV MSEK 30.580

Present value of FCF MSEK 2.362 -654 -490 414 439 22.552

Enterprise value MSEK 24.623

Interest-bearing debt MSEK -14.534

Equity value MSEK 10.089

Number of shares Mill 329

Share price SEK 30,66

Official share price SEK 28,20

91,6%

8,4%

CV

2010E-2014E
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To further analyse the robustness of the share price, the inputs used in the DCF-valuation are 

changed to illustrate the derived effects on the resulting share price. If small changes in the 

inputs lead to substantial variations in the calculated share price one must be careful when 

concluding on the final share price, whereas the opposite effect suggests that the accuracy of 

the valuation is high. 

 

 

6.4 Multiple valuation 

As previously explained the multiple valuation aims at supporting the DCF valuation and is 

not to be interpreted as an isolated calculation from which the share price is derived. 

 

The peer group used in the multiple valuation is small and ideally the size of the group was 

substantially larger and combined with industry ratios as well. This, however, implies 

extending the reorganisation of the financial statements beyond Finnair, Ryanair and 

Norwegian to create a sector or industry peer group and this falls outside the scope of the 

thesis. 

 

The size of the group is nevertheless not the single most important element as the profile of 

the comparable companies must be highly identical to avoid imprecise estimates, as 

previously explained. Simply calculating an industry average and applying its multiples on the 

financials of SAS does therefore not guarantee a more accurate valuation of the stock. 

 

Based on this information it is decided to that the three competitors Ryanair, Finnair and 

Norwegian can be used as peer group in the multiple analysis, however, only to support to 

DCF valuation as long as the conclusions are drawn with caution. 

 

Table 6.2 presents the P/E, EV/EBITDA and EV/traffic revenue of each of the three 

competitors of SAS along with the harmonic mean of each multiple and the resulting 

enterprise and stock value of SAS. 
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Using a harmonic mean implies calculating the reciprocal of the individual multiples before 

summing them and recalculating the reciprocal and this way the distortions stemming from 

large fluctuations in the financial data are reduced
114

. 

 

Furthermore, the stock price found in the multiple analysis relies upon the forecasted 

earnings, EBITDA and traffic revenue rather than historical performance. This is done 

because valuation in general ought to reflect the expected future performance measured today 

and using forecasts therefore assures that the fundamentals of valuation are kept intact
115

. 

 

 

Table 6-2 Source: Own creation & Appendix 10.29 

 

Returning to the calculated multiples and the derived stock prices it is seen from table 6.2 that 

the stock of SAS is substantially undervalued at SEK11,20 when using the EV/EBITDA 

multiple and EV/traffic revenue results in an overvaluation of SEK86,24 compared to the 

DCF-estimate of SEK30,66. 

 

The large differences in the stock price illustrate the imprecision of using multiples in 

turbulent times where some airlines make money and other do not, however the DCF estimate 

of SEK30,66 falls in between the multiple values suggesting that the DCF value is not highly 

unrealistic. 

 

Looking at the individual ratios of the three competitors of SAS it is seen that the 

undervaluation of EV/EBITDA by SEK11,20 is driven mainly by the very strong financial 

performance of Norwegian in 2009 that has lowered the harmonic mean.  

 

Furthermore, the troublesome period that SAS has gone through in the recent years, which 

was seen particularly in the financial analysis with negative ROIC, implies that the forecasted 

EBITDA in 2011 is expected to be at a relatively low level. 

                                                 
114 Koller et al. (2005) 
115 Koller et al. (2005) 

Multiples

MSEK SEK

P/E -32,63 -4,27 11,02 -17,22 N/A N/A

EV/EBITDA 23,56 162,98 8,97 18,74 18.218 11,20
EV/Traffic revenue 2,79 0,78 0,88 1,08 42.906 86,24

SAS share 

price
Ryanair Finnair Norwegian

Harmonic 

mean

Enterprise 

value SAS
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The overvaluation of SEK86,24 found by employing the EV/traffic revenue multiple can 

partly be explained by the high ratio of Ryanair that is primarily caused by a decrease in the 

revenue growth in 2009, which in the preceding years has been much higher. 

 

As argued in section 6.1 the P/E multiple has several drawbacks despite being the preferred 

valuation multiple of professional analyst, and one of them is visualised in table 6.2. 

 

The large negative P/E ratio of Ryanair caused by the negative earnings of the airline in 2009 

has impacted the peer group harmonic mean by turning it negative, thereby making the 

multiple inadequate for valuation.  

 

Thoughtlessly applying multiples in valuing companies can be difficult and erroneous when 

comparing heterogeneous companies and even more in times of a turbulent economy as the 

results from this multiple analysis clearly illustrates. 

 

The findings from both the strategic and financial analysis highlighted the fact that SAS is not 

completely identical to its competitors though Finnair is much more similar than Norwegian 

and Ryanair.  

 

The positioning of SAS and Finnair as high quality airlines as opposed to Norwegian and 

Ryanair has a natural impact on the calculated multiples and this decreases the accuracy of the 

stock price calculation. 

 

The exact values found are therefore not to be interpreted as fundamental, nevertheless, the 

multiple analysis fulfils the objective of supporting the DCF valuation as the stock price of the 

latter of SEK30,66 falls well in between the corresponding multiple prices of SEK11,20 and 

SEK86,24. 

 

Based on the findings of the multiple analysis it is concluded that the determined stock price 

of SAS of SEK30,66 is not unrealistic and the subsequent sensitivity analysis will further test 

the stability of the price before concluding on the final stock price. 
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6.5 Partial conclusion 

In this section it was concluded that the Discounted Cash Flow framework, in combination 

with use of the popular P/E multiple together with the enterprise value multiples EV/EBIDTA 

and EV/traffic revenue, were the most appropriate methods for an accurate valuation of SAS.  

 

The stability of the target capital structure and the aim of reaching an overall, instead of 

annual change in value together with the easy application of multiples that apart from P/E 

exclude non-operating items, drove the choice of frameworks.  

 

The determined stock price of June 11
th

, 2010 of SEK30,66 was found by applying the DCF 

framework whereas the multiples resulted in a stock price of SEK11,20 using EV/EBITDA 

and SEK86,24 using EV/traffic revenue. To stay in line with the concepts of valuation the 

2010 forecasted performance of SAS was applied to the multiple analysis, however, as SAS is 

expected to have negative earnings in 2010 the P/E multiple was non-applicable, illustrating 

one of its shortcomings. 

 

The WACC was estimated at 6,28% using a risk free rate of 3,59% represented by the Danish 

10-year Treasury bill, a cost of debt of 6% found as an approximated average of the actual 

rate stated by SAS, a corporate tax of 28%, a target capital structure of 63% equity and 37% 

debt and a required return on equity of 9,64%. 

 

The return on equity was thoroughly calculated from a market risk premium of 5% found by 

comparing the estimates of several sources together with an approximation of beta of 1,21, 

which was determined as the average of the estimates of professional analysts and the beta 

stated by SAS. 

 

The estimated share price of SEK30,66 was slightly above the actual level on June 11
th

 2010 

of SEK28,20 representing an estimated premium of 8,74%. The values resulting from the 

multiple analysis varied greatly below and above the DCF estimation and the actual price, 

however, the purpose of multiple valuation as a sanity check was fulfilled. 

 

Due to the differences between SAS and its peer group it is nevertheless concluded that the 

multiple share prices should not be given substantial value as opposed to the more reliable 

DCF estimate of SEK30,66. 
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6.6 Sensitivity analysis 

The aim of the sensitivity analysis is to test how responsive the estimation of the stock price 

of SAS is to changes in the input parameters used in the calculation of the stock value. Since 

none of the estimated parameters are true observable values the calculation is naturally 

associated with some degree of uncertainty, and the sensitivity analysis seeks to conclude on 

the stability of the value of SAS. 

 

As shown in section 6.3 more than 90% of the value of the discounted cash flows comes from 

the terminal period and it is therefore expected that small changes in the forecasted terminal 

values will lead to substantial changes in the calculated stock price of SAS. 

 

The inputs that will be varied in the sensitivity analysis are not to be chosen randomly rather 

they should reflect the uncertainties and opportunities found through the analysis of SAS.  

 

As concluded so far, one of the major concerns of SAS is its very high operating costs related 

to inefficiencies and overcapacity and in the light of this, it is considered important to analyse 

the impact of changing the revenue growth, which drives most of the items on the income 

statement, but also the level of the operating expenses such as payroll expenses and other 

operating expenses, which SAS has struggled to reduce in the Core SAS strategy. 

 

If SAS does not manage to successfully implement its cost-cutting strategy it may lead to 

higher operating expenses and lower revenues than forecasted, and it is therefore interesting 

to examine their derived effects on the share price. 

 

Another element, which is closely linked to the financial analysis is the WACC, and since all 

the forecasted cash flows are discounted with this factor it is important to analyse what impact 

a change in WACC will have on the share price. 

 

With the SEK30,66 estimate as base value the following tables illustrate the resulting share 

price from changing two input parameters at the same time, thereby enabling a more accurate 

conclusion on the fair value of the SAS stock. 
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Table 6-3  

Source: Own creation & Appendix 10.30 

 

Table 6.3 presents the stock’s sensitivity towards changes in the WACC and the traffic 

revenue growth in the terminal period. From the table it is seen that a 0,5 pp increase in 

revenue growth in the terminal period will result in a share price of SEK35,01, equalling a 

rise of 14,19%, whereas a decrease of 0,5 pp only leads to a drop of 11,2%.  

 

However, if WACC is moved simultaneously by 0,2 pp in each direction, the spread of the 

share price will be between SEK24,01 and SEK39,83 a shift of 21,7% and 29,85% 

respectively. 

 

These findings are very interesting as they illustrate that the stock price is not very sensitive to 

changes in the revenue growth and this is in line with the previous conclusions that the 

problems of SAS are related to high costs and not to the same extent to the fall in passenger 

revenue. 

 

The findings also suggest that the stock is less sensitive to decreases in passenger revenue 

than to increases, and this indicates an upside potential in case of increasing  traffic revenue 

growth. 

 

Table 6.4 shows the share prices resulting from the simultaneous change of both the WACC 

and the growth in payroll expenses in the terminal period. Since both payroll and other 

operating expenses are projected as a percentage of traffic revenue identical share prices will 

result from an equal change in their terminal value, and therefore only payroll growth is 

illustrated. 

 

-2 -1,5 -1 -0,5 Base 0,5 1 1,5 2

-0,8 31,33 34,54 38,48 43,41 49,75 58,22 70,10 87,99 117,96
-0,6 28,24 31,07 34,51 38,77 44,19 51,31 61,09 75,35 98,10
-0,4 25,37 27,87 30,87 34,57 39,21 45,23 53,33 64,85 82,48

-0,2 22,70 24,90 27,53 30,73 34,72 39,83 46,59 55,98 69,87
Base 20,20 22,14 24,44 27,23 30,66 35,01 40,68 48,39 59,48

0,2 17,86 19,57 21,59 24,01 26,97 30,68 35,45 41,83 50,77

0,4 15,67 17,17 18,94 21,04 23,60 26,77 30,80 36,09 43,37
0,6 13,61 14,93 16,47 18,30 20,51 23,22 26,63 31,05 37,00
0,8 11,67 12,82 14,17 15,76 17,67 19,99 22,87 26,57 31,46

W
A

C
C

Revenue growth, terminal period
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Table 6-4  

Source: Own creation & Appendix 10.30 

 

The table shows that a 0,5 pp increase in the payroll expenses in the terminal period will lead 

to a reduction of the calculated share price to SEK21,14 equal to a 31% drop and this clearly 

illustrates the importance for SAS to keep its salary expenses down in the future. 

 

The same table also illustrates that the WACC has a large impact on the calculated share 

price, and this comes as no surprise as more than 90% of the discounted cash flow value come 

in a distant future, represented by the terminal period. Decreasing the WACC by 0,2 pp will 

lead to an increase in the share price of 13,2% to SEK34,72, and raising the WACC by 0,8 pp 

from its current 6,28% to 7,02% will reduce the calculated share price by almost 42,4% to 

SEK17,67. 

 

This shows that the base case share price of SEK30, 66 is rather sensitive to changes in the 

WACC but also to changes in the payroll expenses.  

 

As presented in section 2.5.1 SAS has had difficulties in reaching its financial targets, and it 

therefore found more likely that SAS does not accomplish its reductions in operating expenses 

rather than performing above the targets. 

 

This suggests that the forecasted percentages of the operating expenses to revenue may seem 

optimistic, yet they are found attainable since the capital injections are expected to allow a 

full implementation of Core SAS.  

 

Having analysed how changes in revenue and costs in accordance with WACC affect the 

share price, the sensitivity of WACC itself is now examined by changing the input parameters 

of the measure. 

-2 -1,5 -1 -0,5 Base 0,5 1 1,5 2
-0,8 98,41 86,24 74,08 61,91 49,75 37,58 25,42 13,25 1,09
-0,6 89,77 78,38 66,98 55,58 44,19 32,79 21,40 10,00 -1,39
-0,4 82,03 71,33 60,62 49,92 39,21 28,50 17,80 7,09 -3,61
-0,2 75,07 64,98 54,90 44,81 34,72 24,64 14,55 4,47 -5,62

Base 68,76 59,24 49,71 40,19 30,66 21,14 11,62 2,09 -7,43
0,2 63,03 54,01 45,00 35,99 26,97 17,96 8,94 -0,07 -9,08
0,4 57,79 49,25 40,70 32,15 23,60 15,05 6,50 -2,04 -10,59
0,6 53,00 44,87 36,75 28,63 20,51 12,39 4,27 -3,85 -11,98
0,8 48,58 40,85 33,13 25,40 17,67 9,94 2,21 -5,52 -13,25

W
A

C
C

Payroll growth, terminal period
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-1,0 -0,5 Base 0,5 1,0

-2 6,02% 5,63% 5,39% 5,22% 5,10%

-1 6,73% 6,18% 5,84% 5,60% 5,43%

Base 7,44% 6,73% 6,28% 5,98% 5,75%

1 8,15% 7,28% 6,73% 6,36% 6,08%

2 8,85% 7,83% 7,18% 6,73% 6,41%

Debt/Equity ratio
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As explained in the previous section, WACC is calculated as:  

 

     
 

   
           

 

   
                   

  

All of the parameters are somewhat connected to each other and if one is changed it is likely 

to affect the others, but since the choices of cost of debt, corporate tax rate, beta and the risk 

free rate are considered less uncertain, these inputs are kept constant leaving the debt/equity 

ratio and market risk premium to be analysed.  

 

Table 6.5 shows that increasing the 

proportion of external capital for 

financing investments will decrease 

WACC due to the low cost of debt 

and the tax discount.  

 

Furthermore, increasing the D/E ratio 

by 0,5 from its present base value of 

1,71 to 2,21 will decrease WACC by 0,3 pp. Corresponding to this it is seen that a higher 

degree of equity will increase WACC, as investors demand a higher return on their invested 

capital than it costs to finance it with external capital. Changing the D/E ratio from 1,71 to 

1,21 increases WACC by 0,45 pp or 7%. 

 

As explained in section 6.2.1, the market risk premium is one of the hardest parameters to 

project and numerous analyses have been conducted on the topic, why it is important to 

analyse what affects changes in the premium has on WACC.  

 

An increase in the market risk premium will obviously increase the WACC as investors will 

demand a risk premium according to the market conditions, while a decrease will have the 

opposite effect.  

 

It is seen from table 6.5 that if the market risk premium is decreased by 1% WACC will 

decrease by 0,45 pp or 7%, and an increase by 1% will increase WACC by 0,45 pp or 7%. 

Table 6-5  

Source: Own creation & Appendix 10.30 
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The sensitivity analysis showed that the calculated stock price was responsive to even small 

changes in the WACC, which again was sensitive to changes in the D/E ratio, which in 

accordance with the targets of SAS is not expected to change. 

 

The analysis further showed that the share price will not be strongly affected by changes in 

traffic revenue due to the low operating margin caused by the high operating expenses, which 

on the other hand were found to have a great impact on the share price.  

 

 

6.6.1 Partial conclusion 

The sensitivity analysis was conducted to estimate the accuracy of the calculated share price 

by changing the input parameters of the valuation framework.   

 

It was found that the share price was not highly sensitive to revenue growth because of the 

high operating expenses, which is seen in the low operating margin of SAS. The sensitivity 

analysis showed that a 0,5 pp increase in revenue growth in the terminal period only increased 

the share price by 14,19%, while an increase in WACC by only 0,2 resulted in approximately 

the same increase in the share price. 

 

Compared to the revenue growth, the valuation was more sensitive towards changes in 

payroll- and other operating expenses, as an increase of 0,5 pp in these items decreased the 

share price by 31%. This finding was in line with previous conclusions that operating costs 

are too high, which underlines the importance of lowering the operating expenses through the 

Core SAS strategy. 

 

When assessing WACC it was concluded that most inputs of WACC were intertwined, and 

that the market risk premium and debt/equity ratio were the most uncertain, why changes in 

these were analysed. WACC was the most sensitive to changes in the D/E ratio, where a 

marginally higher D/E ratio lowered WACC resulting in a higher share price, but as SAS has 

reached its target capital structure and has no plans of changing it, the employed WACC is 

considered appropriate.  
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The share price of SEK30,66 reflects a belief that SAS, through Core SAS, will reach its cost 

savings, however, the previous inability of SAS to reach its financial targets may question this 

optimistic point of view. Nevertheless, the recent capital injections are found to make the 

implementation of the Core SAS possible, and therefore the share price of SEK30,66 is 

concluded an optimistic, yet fair, value. 
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7 Conclusion 

The aim of the thesis was to determine the fair value of the SAS stock through a strategic and 

financial analysis of the Scandinavian airline. The thesis was divided in five intertwined parts 

where the core findings of each part was extracted and built upon in the subsequent analyses 

to ensure consistency and accuracy in the final estimation of the share price. 

 

It is concluded that the most important historic events of the Scandinavian airline are the 

focus on business travellers and the cost saving strategies, in particular Core SAS, which are 

reactions to the poor financial results of SAS in the recent years. The strategy is supported by 

MSEK11.000 in 2009 and 2010 raised by primarily the majority owners the governments of 

Denmark, Sweden and Norway. 

 

Under Core SAS the organisation is now structured in Core SAS and SAS Individual 

Holdings, where Core SAS includes the future core business areas, whereas SAS Individual 

Holdings contains companies for divesture or outsourcing.  

 

The closest competitors on the Nordic market were identified as Finnair, Norwegian and 

Ryanair with the latter two characterised as low-cost-carriers, as these airlines, second to 

SAS, had the largest market share in the Nordic region that SAS is focusing on. 

 

In the strategic analysis it was concluded that particularly the expected rise in Nordic GDP 

would positively affect the number of passengers of the airlines, including SAS, whereas the 

projected increasing oil prices is found to affect especially the LCCs negatively.  

 

The degree of competition that SAS is facing was concluded to be high due to the 

successfulness of the LCCs Ryanair and Norwegian, but the different focus of SAS on 

business travellers reduces the direct competition from these two players. 

 

With the dual focus in Core SAS on high quality and low cost it is concluded that the 

positioning of SAS has left it stuck-in-the-middle and it underlines SAS’ late recognition of 

the need for a lower cost base and streamlining of the airline. 
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In the financial analysis it was concluded that despite following the IFRS, the financial 

statements of SAS and its competitors were not suitable for valuation, and therefore a 

reorganisation of the statements was conducted to separate the operating items from the non-

operating performance. 

 

The analysis of the financial drivers showed that SAS had a very low ROIC and that the LCCs 

in general had a higher ROIC than the HCCs and that the low measure for SAS mainly 

originated from a low operating margin, which in part could be explained by its very high 

operating expenses. Furthermore, SAS had negative financial gearing in the recent years due 

to its negative spread, affecting ROE negatively.  

 

Analysing the operational drivers it was concluded that SAS had managed to decrease its 

capacity (ASK) in line with its Core SAS strategy, and as its production (RPK) decreased less 

than the capacity, SAS had experienced an increasing efficiency. It was furthermore 

concluded that the most critical elements to SAS were the high operating costs together with a 

poor load factor, indicating overcapacity. 

 

By combining the findings from both the strategic and financial analysis it became possible to 

establish a profound and thorough forecasting of the future performance of SAS, which 

consisted of a five-year explicit budgeting followed by a terminal period, representing the 

long-term performance of the airline. 

 

It was concluded that the central driver of most of the items on the financial statements was 

the traffic revenue, which was forecasted to rise primarily due to a general market growth 

with rising GDP. The growth is expected to reach 8% in 2011 and then decrease until settling 

at the target inflation rate of 2%. 

 

As a consequence of the cost-cutting Core SAS strategy, payroll expenses and other operating 

expenses are expected to be reduced in the future but the strong labour unions and the focus 

on business travellers is concluded to prevent substantial cost reductions.  

 

As a percentage of traffic revenue, payroll expenses are projected to decrease from 43% in 

2010 to 37% in the terminal period whereas other operating expenses are forecasted 

decreasing from 47,5% in 2010 to 46,5%. 
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Jet fuel expenses are concluded to be positively affected by the introduction of more fuel-

efficient aircraft and alternative fuels, but at the same time concerns about rising oil prices 

have led to a constant forecasting of jet fuel at 20% of the traffic revenue. 

 

The capacity reductions followed by Core SAS are expected to decrease the balance sheet 

item aircraft, however, the owners of SAS are affected by political issues, and therefore 

unprofitable routes may be kept open. This limits the potential for capacity reductions, which 

is why aircraft is projected to drop from 26% to a long-term level 24% of traffic revenue. 

 

With the forecasting in place the framework for the valuation was determined. The stability of 

the target capital structure and the aim of reaching an overall instead of annual change in 

value, together with the easy application of multiples for sanity check, determined the choice 

of the DCF framework for the valuation, supported by the multiples P/E, EV/EBITDA and 

EV/traffic revenue. 

 

The WACC was determined at 6,28% using the Danish 10-year treasury bill of 3,59% as the 

risk free rate, a cost of debt of 6% approximated from the interest expenses stated in the 

annual reports, the relevant corporate tax of 28%, a target capital structure of 63% equity and 

37% debt expressed by SAS, and a required return on equity of 9,64% calculated from a beta 

of 1,21 and a market risk premium of 5%. The resulting estimate of the fair value of SAS was 

calculated to be SEK30,66 representing a 8,74% premium above the actual share price.  

 

From the sensitivity analysis it was concluded that the share price was not particularly 

sensitive to revenue growth due to high operating expenses, which on the other hand strongly 

impacted the calculated share price as a 0,5 pp increase resulted in a decrease in the share 

price of 31%. The calculated share price was also concluded sensitive to changes in WACC, 

which nevertheless was considered stabile due to certainty about the future debt/equity ratio. 

 

Having found that the share price of SAS was very sensitive to changes in operating expenses, 

and that SAS has never reached its financial targets, it was questioned whether all forecasted 

cost cuttings would be fully implemented, however, it was concluded that the share price of 

SEK30,66 represents an optimistic, yet fair value, as the capital injections are expected to 

secure the Core SAS strategy.  
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8 The future of SAS 

The purpose of this thesis was to estimate the fair value of the stock of SAS by conducting a 

strategic and financial analysis of SAS and relating it to the performance of its competitors. 

 

Due to the constant information flow on SAS in the daily press a cut-off period was set in 

order to estimate the stock price as of that particular day. Much has happened since the cut-off 

period and more debate about the future of SAS is taking place on a daily basis.  

 

Lately, there has been much discussion on whether SAS could be sold, possibly to Lufthansa, 

and it would have been very interesting to combine this outlook with the subject of valuation.  

 

This would have implied a very different analysis of SAS and its stock price, as a distinction 

between SAS as a strategic or financial buy would have been required. In case Lufthansa 

would want to bid for SAS, it would be necessary to look more intensely at Lufthansa to 

evaluate the possible synergies that the German airline could reap from the purchase of SAS. 

 

Another interesting way of conducting the valuation of SAS would have been to approach the 

theme from a consultancy point of view. The strategic and financial analysis conducted in this 

thesis concentrated on analysing the current strategy and goals of SAS and the stated means of 

reaching the goals. 

 

Due to the scope of the thesis it has therefore not been possible to enter a discussion on what 

alternative strategic programs could have been set a sea in order to make SAS a successful 

airline in the future. 

 

Already in 2008 Lufthansa stated that it was interested in buying SAS and it could have been 

highly relevant to combine the potential sale of SAS with the consultancy approach to the 

valuation.  

 

This way, the concept of a strategic buy could be combined with an analysis of and 

recommendations on what it would take for SAS to trim its company sufficiently well to 

become an attractive investment for Lufthansa.  
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To stay within the subject of valuation it would be apparent to translate the findings into a 

stock value of SAS that Lufthansa could be expected to pay. 

 

Currently, SAS finds itself in a difficult position where the future is highly uncertain and it is 

not easy to project whether the airline will end up as part of Lufthansa, continue with its 

current Government owners that continually plaster the financial wounds of SAS or find itself 

bankrupt due to lack of cost-cutting and poor market outlooks. 

 

Due to the highly uncertain future of the SAS, a thesis on valuation of the same company 

conducted next year is likely to draw a significantly different conclusion than the one of this 

thesis, and it will be interesting to follow the future development of the Scandinavian airline.  

 

It is doubtful that further rights issues will be supported by the owners in case SAS continues 

to perform poorly as the company has done in recent years and it is therefore very likely that 

times of great change are ahead. 
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10 Appendices 

10.1 Shareholders’ Equity, SAS 

 

 

  

Changes in equity - SAS (MSEK)

Transactions with owners Owners Minority Total Owners Minority Total Owners Minority Total Owners Minority Total Owners Minority Total

Rights issue 6.057 6.057 0 0 0 0

Costs of rights issue, net -184 -184 0 0 0 0

Total 5.873 5.873 0 0 0 0

Effect of accounting policy change to IFRIC 13 154 154 -1.331 -1.331 0 0 0

Hedge reserve transferred to income 0 0 232 232 0 0

Cash flow hedges taken to income 0 0 0 0 -95 0

Tax on items transferred to income 0 0 -65 -65 

Revenue and expenses transferred to income

New share issue, Rezidor SAS 0 0 0 0 519 519

Consolidation of affiliated company 0 0 0 0 -34 -34 

Income from cash flow hedges 1.317 1.317 -2.543 -2.543 0 -113 1 -112 -909 -909 

Translation differences 0 0 75 -2 73 -1 -24 -25 -170 3 -167 

Divestment, Rezidor Hotel Group 0 0 0 -650 -650 0

Transition to IFRS in affiliated companies 0 0 0 -154 -154 0

Measurement of shares at fair value 0 0 0 508 508 0

Change in affiliated companies
0 38 38 -26 -26 0 0

Change in fair value reserve 0 0 -508 -508 0 0

Change in hedge reserve 0 0 583 583 0 0

Tax charged directly to equity -347 -347 610 610 -163 -163 0 0

Exchange-rate differences on translation of

foreign operations 27 27 -251 -251 0 0 0

Other income (Dirty Surplus) 997 997 -2.184 38 -2.146 -39 -2 -41 240 -673 -433 -1.079 488 -591 

Net income for the year -2.947 -2.947 -6.303 -57 -6.360 636 -1 635 4.622 118 4.740 174 81 255

Total comprehensive income -1.950 -1.950 -8.487 -19 -8.506 597 -3 594 4.862 -555 4.307 -905 569 -336 

Equity change 4.077 4.077 -9.818 -19 -9.837 764 -3 761 4.862 -555 4.307 -1.000 569 -336 

2006 20052009 2008 2007
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10.2 Reorganised Income Statement, SAS 

 

  

MSEK

Revenue

Traffic revenue 37.730 43.384 41.736 42.298 47.520

Other operating revenue 7.188 44.918 9.486 52.870 8.862 50.598 7.854 50.152 7.981 55.501

Expenses

Payroll expenses -17.998 -17.632 -16.897 -16.229 -18.163

Jet Fuel -7.685 -9.637 -7.554 -7.953 -8.121

Other operating expenses -18.227 -43.910 -22.322 -49.591 -21.128 -45.579 -20.871 -45.053 -23.537 -49.821

EBITDAR 1.008 3.279 5.019 5.099 5.680

Leasing costs for aircraft -2.319 -2.282 -2.342 -2.481 -3.132

EBITDA -1.311 997 2.677 2.618 2.548

Depreciation, amortisation and impairment -1.845 -1.550 -1.457 -1.757 -2.170

EBIT -3.156 -553 1.220 861 378

Operating cash taxes 334 -1.108 646 -157 37

NOPLAT Core operations -2.822 -1.661 1.866 704 415

Share of income in affiliated companies -258 -147 32 59 76

429 0 0 0 41

Income from the sale of aircraft and buildings -97 74 4 -143 41 73 85 144 182 299

Non-core operating tax -21 38 -19 -38 -79

Dirty Surplus Parent 997 -2.184 -39 240 -1.079

NOPLAT -1.771 -3.950 1.881 1.050 -443

Income from other holdings of securities 0 0 5 -46 50

Financial income 304 660 787 585 492

Financial expenses -645 -341 -933 -273 -1.041 -249 -1.367 -828 -1.465 -923

Tax (shield) interests 95 76 70 232 258

Dirty Surplus Minority 0 -246 38 -159 -2 -181 -673 -1.269 488 -177

Income after tax -2.017 -4.109 1.700 -219 -620

Income from discontinued operations -327 -5.395 -135 4.528 577

Total comprehensive income -2.344 -9.504 1.565 4.309 -43

Minority interest 0 -19 -3 -555 569

Total comprehensive income Parent -2.344 -9.485 1.568 4.864 -612

Income from the sale of shares in subsidiaries and 

affiliated companies

2006 20052009 2008 2007
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10.3 Reorganised Balance Sheet, SAS 

 
  

MSEK

Operating current assets

Expendable spare parts and inventories 758 819 849 993 1.038

Prepayments to suppliers 0 1 1 3 27

Accounts receivable 1.581 1.851 1.951 3.918 4.568

Receivables from affiliated companies 92 479 510 357 1.620

Other receivables 4.780 2.661 2.637 2.767 3.892

Prepaid expenses and accrued income 1.058 1.009 1.070 1.134 1.748

Cash and bank balances 498 8.767 1.911 8.731 1.583 8.601 1.686 10.858 1.419 14.312

Operating current liabilities

Prepayments from customers 13 7 20 181 123

Accounts payable 1.738 2.068 2.108 3.350 4.358

Liabilities to affiliated companies 0 0 94 169 183

Tax payable 27 110 5 43 99

Unearned transportation revenue 3.227 3.299 3.842 3.395 3.038

Current portion of other provisions 852 148 190 318 273

Other liabilities (current) 2.110 2.460 1.580 1.845 1.916

Accrued expenses and prepaid income 3.264 11.231 4.274 12.366 5.149 12.988 4.744 14.045 5.326 15.316

Operating working capital -2.464 -3.635 -4.387 -3.187 -1.004

Non-current asset

Tangible fixed assets

Land and buildings 439 513 568 684 1.257

Aircraft 13.087 11.037 10.766 11.330 14.681

Spare engines and spare parts 1.299 1.185 1.211 1.383 1.526

Workshop and aircraft servicing equipment 161 220 226 215 210

Other equipment and vehicles 192 318 308 634 1.213

Investment in progress 158 232 172 378 148

Prepayments relating to tangible fixed assets 238 15.574 627 14.132 185 13.436 317 14.941 422 19.457

Operating invested capital before goodwill 13.110 10.497 9.049 11.754 18.453

Intangible assets

Goodwill 995 894 1.031 2.682 2.982

Other 301 1.296 198 1.092 195 1.226 250 2.932 880 3.862

Operating invested capital after goodwill 14.406 11.589 10.275 14.686 22.315

Other financial fixed assets

Equity in affiliated companies 358 622 1.063 1.012 1.214

Deferred tax asset 1.159 1.517 921 1.543 690 1.753 1.378 2.390 1.524 2.738

Non-Current liabilities

Pensions and similar commitments 0 0 0 57 56

Deferred tax liability 2.832 2.988 3.755 3.473 3.617

Other provisions 2.131 2.138 691 603 697

Other liabilities (non-current) 378 5.341 334 5.460 120 4.566 178 4.311 73 4.443

Total investor funds 10.582 7.672 7.462 12.765 20.610

Shareholders’ equity

Share capital 6.168 1.645 1.645 1.645 1.645

Other contributed capital 170 170 170 170 658

Reserves 279 -718 1.466 1.312 918

Retained earnings 4.772 6.215 13.849 13.239 8.283

Minority interest 0 11.389 0 7.312 19 17.149 22 16.388 577 12.081

Subordinated loans 919 953 693 716 771

Bond loans 0 2.212 2.079 7.135 7.355

Other loans 6.809 10.535 3.936 5.685 11.039

Current portion of long-term loans 5.742 872 1.615 841 3.183

Short-term loans 907 1.189 421 2.043 3.828

Liabilities attributable to assets held for sale 157 14.534 2.465 18.226 5.323 14.067 0 16.420 0 26.176

Long-term receivables from affiliated companies 0 0 170 189 228

Other holdings of securities 234 5 5 601 214

Pension funds, net 10.286 9.658 9.496 8.805 8.363

Other long-term receivables 729 410 577 1.331 1.577

Short-term investments 3.691 3.872 7.308 9.117 7.265

Assets held for sale 401 15.341 3.921 17.866 6.198 23.754 0 20.043 0 17.647

Total investor funds 10.582 7.672 7.462 12.765 20.610

20052006200720082009
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10.4 Shareholders’ Equity, Finnair 

 

  

Changes in equity - Finnair (MEUR)

Transactions with owners Owners Minority Total Owners Minority Total Owners Minority Total Owners Minority Total Owners Minority Total

Dividend payment -0,30 -0,30 -31,90 -0,50 -32,40 -8,90 -0,40 -21,80 -0,40 -22,20 -8,50 -0,20 -8,70 

Purchase of own shares -4,70 -1,50 

Disposal of own shares/Share based expense 2,30 0,20

Change of minority -0,30 -0,30 

New share issue 244,90

Option rights to shares 6,70 5,40 12,60

Share premium account changes -1,70 -0,20 2,30

Purchase of minority interest -0,60 -0,20 -0,80 

Total 0,00 -0,30 -0,30 -31,90 -0,80 -35,10 -8,90 -0,40 228,10 -1,00 -22,40 4,40 -8,50 -0,20 4,90

Change of accounting principle (IFRIC 13) -18,10 

Change in fair value of hedging instruments 30,80

Revenue and expenses transferred to income

Change of fair value in available-for-sale financial 

assets, net of tax -4,20 4,80

Translation differences 0,50 0,30

Change in fair value of hedging instruments, net of 

tax taken to income -3,39 

Other income (Dirty Surplus) 0,00 0,00 -21,80 0,00 0,00 4,80 0,00 0,00 0,00 0,00 0,00 0,30 0,00 0,00 27,41

Net income for the year -102,00 0,10 -101,90 -46,30 0,20 -46,10 101,60 0,50 102,10 -13,60 0,60 -13,00 61,40 0,60 62,00

Total comprehensive income -102,00 0,10 -123,70 -46,30 0,20 -41,30 101,60 0,50 102,10 -13,60 0,60 -12,70 61,40 0,60 89,41

Equity change -102,00 -0,20 -124,00 -78,20 -0,60 -76,40 92,70 0,10 330,20 -14,60 -21,80 -8,30 52,90 0,40 94,31

2009 2008 2007 2006 2005
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10.5 Reorganised Income Statement, Finnair 

  

MEUR

Revenue

Traffic revenue (Scheduled Passenger 

trafic) 1.537,90 1.920,70 1.685,30 1.522,10 1.256,20

Other operating ravenue 299,80 1.837,70 335,10 2.255,80 495,20 2.180,50 467,50 1.989,60 614,90 1.871,10

Expenses

Operational expenses ex fuel -471,20 -486,90 -457,00 -453,70 -417,10

Payroll expenses -487,90 -541,00 -541,50 -508,20 -495,80

Jet Fuel -450,30 -557,60 -439,90 -385,00 -292,70

Other losses/(gains) - net - ex sell of 

subsidiaries 47,80 27,10 30,10 21,60 28,30

Other operating expenses ex leasing -392,90 -1.754,50 -562,50 -2.120,90 -459,60 -1.867,90 -479,50 -1.804,80 -436,20 -1.613,50

EBITDAR 83,20 134,90 312,60 184,80 257,60

Leasing costs for aircraft -74,40 -82,60 -81,20 -90,80 -88,50

EBITDA 8,80 52,30 231,40 94,00 169,10

-132,80 -110,20 -112,60 -104,80 -90,70

EBIT -124,00 -57,90 118,80 -10,80 78,40

Operating cash taxes 28,97 14,83 -37,53 0,63 -24,10

NOPLAT Core operations -95,03 -43,07 81,27 -10,17 54,30

Share of result in associates -0,10 -0,10 -0,30 -0,30 -0,10 -0,10 -0,10 -0,10 -0,10 -0,10

0,00 0,00 22,70 0,00 3,50

0,00 0,00 0,00 0,00 -0,10 0,00 3,40

Non-core operating tax 0,03 0,08 0,03 0,03 0,03

Dirty Surplus Parent -21,80 -4,80 0,00 0,30 27,41

NOPLAT -116,91 -48,10 81,20 -9,94 81,64

Income from other holdings of securities 0,00 0,00 0,00 0,00 0,00

Financial income 8,70 19,20 11,10 9,40 19,60

Financial expense -16,00 -16,70 -17,30 -12,20 -13,30

Net foreign exchange (loss and gain) -1,80 2,90 4,30 -0,20 0,10

Hedge inefficiencies 0,00 0,00

Other financial items -1,70 -10,80 -10,00 -4,60 -0,80 -2,70 -1,00 -4,00 -0,90 5,50

Tax (shield) interests 2,81 1,20 0,70 1,04 -1,43

Dirty Surplus Minority 0,00 0,00 0,00 0,00 0,00

Income after tax -124,90 -51,50 81,90 -8,90 80,21

Income from discontinued operations 0,00 0,00 0,00

Total comprehensive income -124,90 -51,50 81,90 -8,90 80,21

Minority interest 0,10 0,20 0,50 0,60 0,50

Total comprehensive income Parent -125,00 -51,70 81,40 -9,50 79,71

Income from the sale of shares in subsidiaries 

and affiliated companies

Income from the sale of aircraft and buildings

Depreciation, amortisation and impairment

20052009 2008 2007 2006
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10.6 Reorganised Balance Sheet, Finnair 

 

  

MEUR

Operating current assets

Inventory 36,80 35,10 36,10 38,50 45,10

Other receivables (trade and other 

receivables) 197,50 231,80 287,30 211,80 247,60

Cash and cash equivalents 9,20 243,50 18,30 285,20 21,50 344,90 25,70 276,00 26,70 319,40

Operating current liabilities

Tax payable 0,00 1,50 8,20 3,00 20,10

Unearned transportation revenue (Unflown 

air transport revenues) 127,60 172,50 155,00 130,40 117,20

Other liabilities (trade payables and other 

liabilities) 392,60 520,20 434,90 608,90 410,60 573,80 364,10 497,50 415,80 553,10

Operating working capital -276,70 -323,70 -228,90 -221,50 -233,70 

Non-current asset

Tangible fixed assets

Land and buildings (land & buildings) 52,90 100,90 74,60 82,10 85,80

Aircraft 1.220,30 1.016,70 950,80 817,10 686,40

Other equipment and vehicles (other 

equipment & advances) 195,80 1.469,00 154,50 1.272,10 143,50 1.168,90 113,10 1.012,30 72,20 844,40

Operating invested capital before goodwill 1.192,30 948,40 940,00 790,80 610,70

Intangible assets

Goodwill 2,70 3,70 0,80 2,30 2,30

Other 43,40 46,10 44,40 48,10 45,80 46,60 45,20 47,50 42,30 44,60

Operating invested capital after goodwill 1.238,40 996,50 986,60 838,30 655,30

Other financial fixed assets

Equity in affiliated companies (investment in 

associate) 8,30 6,10 5,70 5,60 3,10

Deferred tax asset 42,00 50,30 57,70 63,80 10,40 16,10 27,10 32,70 17,50 20,60

Non-Current liabilities

Deferred tax liability 99,10 120,60 144,50 115,70 125,80

Provisions 73,00 172,10 61,50 182,10 53,60 198,10 55,70 171,40 0,00 125,80

Total investor funds 1.116,60 878,20 804,60 699,60 550,10

Shareholders’ equity

Shareholders equity 75,40 75,40 75,40 75,40 73,80

Other equity 777,20 674,00 909,90 524,50 598,60

Minority interest 0,90 853,50 1,10 750,50 1,70 987,00 1,60 601,50 1,60 674,00

Liabilities based on derivative contracts 62,00 226,70 44,80 39,20 5,20

Pension obligation 0,00 6,10 15,80 7,00 12,70

Interest bearing liabilities (short) 201,80 48,50 54,50 56,60 52,70

Interest bearing liabilities (long) 637,40 901,20 261,10 542,40 269,60 384,70 286,90 389,70 214,90 285,50

Other financial assets 598,20 373,80 518,60 268,60 391,70

Other long-term receivables (non-current 

recievables) 20,50 21,50 13,80 15,40 17,70

Assets held for sale 19,40 638,10 19,40 414,70 34,70 567,10 7,60 291,60 0,00 409,40

Total investor funds 1.116,60 878,20 804,60 699,60 550,10

20052009 2008 2007 2006
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10.7 Shareholders’ Equity, Norwegian & Ryanair 

  

 

  

Changes in equity - Norwegian (TNOK)

Transactions with owners 2009 2008 2007 2006 2005

Share issue 251.100 400.000 127.128 119.600 661

Cost of share issue, net of tax -5.527 -17.998 -90 -4.635 

Compensation expense for stock options 8.437 6.232 1.558

Option issue, FlyNordic Acquisition 29.485

Stock options, share issue 7.376 9.425 1.286 424

Purchase of own shares -15.688 

Sale of own shares 24.898

Total 261.386 388.234 167.506 141.149 -14.603 

Revenue and expenses transferred to income

Available for sale financial assets 1.608 -4.376 

Exchange-rate differences group -5.007 1.293 -4.540 -10 

Other income (Dirty Surplus) -3.399 -3.083 -4.540 -10 0

Net income for the year 446.251 3.944 84.580 -21.997 27.980

Total comprehensive income 442.852 861 80.040 -22.007 27.980

Equity change 704.238 389.095 247.546 119.142 13.377

Changes in equity - Ryanair (TEUR)

Transactions with owners 2009 2008 2007 2006 2005

Not specified in the annual report

Impairment of available-for-sale asset written off to income statement -222.537 -91.569 0 -48.926 0

Net change in fair value of cash-flow hedges transferred to profit or loss -115.639 -129.960 -32.920 -22.960 0

Net actuarial (losses) gains from retirement benefit plans -7.507 4.497 0 2.327 -4.733 

Revenue and expenses transferred to income

The above items are already included in the income statement

Other income (Dirty Surplus) 0 0 0 0 0

Net income for the year -169.173 390.708 435.600 306.712 280.043

Total comprehensive income -169.173 390.708 435.600 306.712 280.043

Equity change - - - - -
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10.8 Reorganised Income Statement, Norwegian 

 
  

000NOK

Revenue

Traffic revenue 6.389.406 5.641.533 3.956.081 2.879.431 1.931.663

Other operating ravenue 919.784 7.309.189 584.880 6.226.413 270.121 4.226.202 61.969 2.941.400 40.583 1.972.246

Expenses

Operational expenses ex fuel, leasing -2.894.927 -2.459.882 -1.836.020 -1.484.532 -996.753

Payroll expenses -1.303.299 -1.076.068 -669.659 -412.940 -298.223

Jet Fuel -1.423.328 -2.006.248 -980.985 -703.827 -384.394

Other losses/(gains) - net 49.315 -147.768 -14.743 0 0

Other operating expenses -396.058 -5.968.297 -318.094 -6.008.060 -221.557 -3.722.964 -139.264 -2.740.563 -111.090 -1.790.460

EBITDAR 1.340.892 218.353 503.238 200.837 181.786

Leasing costs for aircraft -620.144 -426.597 -295.241 -180.277 -125.907

EBITDA 720.748 -208.244 207.997 20.560 55.879

Depreciation, amortisation and impairment -148.882 -129.611 -74.044 -51.070 -30.237

EBIT 571.866 -337.855 133.953 -30.510 25.642

Operating cash taxes -164.253 94.712 -37.298 9.374 -7.234

NOPLAT Core operations 407.613 -243.143 96.655 -21.136 18.408

Share of income in affiliated companies -3.200 -3.200 -8.733 -8.733 -1.821 -1.821 0 0 0 0

0 0 0 0 0

Income from the sale of aircraft and buildings 0 0 0 0 0

Non-core operating tax 896 38 -19 -38 -79

Dirty Surplus Parent -3.399 -3.083 -4.540 -10 0

NOPLAT 401.910 -254.922 90.275 -21.184 18.330

Income from other holdings of securities 0 0 0 0 0

Interest income 23.206 39.427 21.826 6.797 4.014

Interest expense -20.933 -9.880 -19.140 -609 -648

Net foreign exchange (loss and gain) 39.311 -31.377 -16.380 -10.634 6.504

Hedge inefficiencies 0 358.264 -32.647 0 0

Other financial items 6.389 47.973 -4.467 351.967 16.392 -29.949 3.250 -1.196 2.517 12.387

Tax (shield) interests -13.432 -98.551 8.386 335 -3.468

Dirty Surplus Minority 0 0 0 0 0

Income after tax 436.451 -1.506 98.661 -20.849 14.861

Income from discontinued operations 0 0 0 0 0

Total comprehensive income 436.451 -1.506 98.661 -20.849 14.861

Minority interest 0 0 0 0 0

Total comprehensive income Parent 436.451 -1.506 98.661 -20.849 14.861

Income from the sale of shares in subsidiaries and 

affiliated companies

20052009 2008 2007 2006
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10.9 Reorganised Balance Sheet, Norwegian 

 
  

1000NOK

Operating current assets

Inventory 40.825 34.214 28.000 19.341 36.764

Other receivables (trade and other receivables) 829.893 914.379 491.543 443.492 200.174

Cash and cash equivalents (3%) 219.276 1.089.994 186.792 1.135.385 126.786 646.329 88.242 551.075 59.167 296.105

Operating current liabilities

Tax payable 111.158 267 1.212 30 0
Unearned transportation revenue (Air Traffic 

Settlement Liabilities) 792.713 598.162 536.548 291.795 218.693

Other liabilities (trade and other payables) 746.549 1.650.420 694.832 1.293.261 644.837 1.182.597 395.850 687.675 250.277 468.970

Operating working capital -560.426 -157.876 -536.268 -136.600 -172.865

Non-current asset

Tangible fixed assets

Land and buildings (buildings) 3.933 3.933 3.933 0 0
Aircraft (aircraft, parts and installations on 

leased aircraft) 974.892 523.676 209.820 214.419 23.223

Financial lease 26.092 0 0

Other equipment and vehicles (equipment & 

fixtures) 30.905 31.014 24.313 14.025 13.597

Prepayments relating to tangible fixed assets 

(prepayment Boeing Contract) 1.410.992 2.446.814 705.165 1.263.788 316.546 554.612 0 228.444 0 36.820

Operating invested capital before goodwill 1.886.388 1.105.912 18.344 91.844 -136.045

Intangible assets

Goodwill 94.157 101.853 116.453 0 0

Other 96.386 190.543 96.221 198.074 115.954 232.407 33.243 33.243 31.955 31.955

Operating invested capital after goodwill 2.076.931 1.303.986 250.751 125.087 -104.090

Other financial fixed assets
Equity in affiliated companies (investment in 

associate) 47.943 44.743 53.516 0 0

Deferred tax asset 157 48.100 59.759 104.502 61.317 114.833 96.597 96.597 86.694 86.694

Non-Current liabilities

Deferred tax liability 17.806 9.695 19.470 0 0

Other provisions (periodic maintenance) 70.336 114.090 101.042 81734 34779

Financial lease liability 28.829 116.971 0 123.785 0 120.512 0 81.734 0 34.779

Total investor funds 2.008.060 1.284.703 245.072 139.950 -52.175

Shareholders’ equity

Share capital 3.421 3.236 2.087 1.967 1.837

Share premium 1.041.896 789.133 408.279 271.934 0

Other contributed capital (other paid-in equity) 47.421 38.984 32.752 1709 157523

Reserves -11.032 -7.633 -4.550 0 0

Retained earnings 519.902 73.650 69.706 -14.883 -17.774

Minority interest 0 1.601.608 0 897.370 0 508.274 0 260.727 0 141.586

Derivative financial instruments liabilities 1.227 104.325 188.708 1.014 0

Pension obligation 97.558 61.815 33.310 30.794 30.487

Borrowings (non-current liabilities) 878.878 440.873 297.697 0 0

Current portion of long-term loans (short term 

part of borrowings) 675.303 1.652.966 257.456 864.469 0 519.715 0 31.808 0 30.487

Hedged items - firm commitment (current and 

non-current) 0 0 146.253 0 0

Excess cash 1.189.199 420.744 374.624 143.468 202.297

Derivative financial instruments 23.688 18.360 7.771 298 2.563

Other long-term receivables (non-current other 

recievables) 26.391 32.404 28.507 8.819 19.388

Assets held for sale 7.236 1.246.514 5.628 477.136 225.762 782.917 0 152.585 0 224.248

Total investor funds 2.008.060 1.284.703 245.072 139.950 -52.175

20052009 2008 2007 2006
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10.10 Reorganised Income Statement, Ryanair 

 
  

000EUR

Revenue

Traffic revenue (Scheduled Passenger trafic) 2.343.868 2.225.692 1.874.791 1.433.377 1.128.116

Other operating ravenue 598.097 2.941.965 488.130 2.713.822 362.104 2.236.895 259.153 1.692.530 190.921 1.319.037

Expenses

Operational expenses ex fuel & depreciation -809.510 -729.483 -538.694 -432.207 -359.958

Payroll expenses -309.296 -285.343 -226.580 -171.412 -141.673

Jet Fuel -1.257.062 -791.327 -693.331 -462.466 -265.276

Other losses/(gains) - net - ex sell of subsidiaries 0 0 0 0 0

Other operating expenses -139.140 -2.515.008 -121.970 -1.928.123 -104.859 -1.563.464 -79.618 -1.145.703 -79.489 -846.396

EBITDAR 426.957 785.699 673.431 546.827 472.641

Leasing costs for aircraft -78.209 -72.670 -58.183 -47.376 -21.546

EBITDA 348.748 713.029 615.248 499.451 451.095

Depreciation, amortisation and impairment -256.117 -175.949 -143.503 -124.405 -110.357

EBIT 92.631 537.080 471.745 375.046 340.738

Operating cash taxes -22.826 -60.488 -18.026 -36.696 -33.096

NOPLAT Core operations 69.805 476.592 453.720 338.350 307.642

Share of result in associates 0 0 0 0 0

0 0 0 0 0

Income from the sale of aircraft and buildings 0 0 12.153 12.153 91 91 815 815 47 47

Non-core operating tax 0 -1.519 -11 -102 -6

Dirty Surplus Parent 0 0 0 10.634 0 80 0 713 0 41

NOPLAT 69.805 487.226 453.799 339.063 307.683

Income from other holdings of securities 0 0 0 0 0

Financial income 75.522 83.957 62.983 38.219 28.342

Financial expense -130.544 -97.088 -82.876 -73.958 -57.629

Net foreign exchange (loss and gain) 4.441 -5.606 -906 -1.234 -2.302

-222.537 -91.569 0 0 0

Other financial items 0 -273.118 0 -110.306 0 -20.799 0 -36.973 0 -31.589

Tax (shield) interests 34.140 13.788 2.600 4.622 3.949

Dirty Surplus Minority 0 38 0 0 488

Income after tax -169.173 390.746 456.399 343.685 312.120

Income from discontinued operations 0 0 0 0

Total comprehensive income -169.173 390.746 456.399 343.685 312.120

Minority interest 0 0 0 0 0

Total comprehensive income Parent -169.173 390.746 456.399 343.685 312.120

Loss on impairment of available-for-sale financial 

asset

Income from the sale of shares in subsidiaries and 

affiliated companies

20052009 2008 2007 2006
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10.11 Reorganised Balance Sheet, Ryanair 

 
  

000EUR

Operating current assets

Inventory 2.075 1.997 2.420 3.422 2.460

Prepayments to suppliers (prepayments etc) 91.053 169.580 132.697 29.453 24.612

Accounts receivable (Trades receivable) 41.791 34.178 23.412 29.909 20.644

Current tax 0 1.585 0 0 0

Cash and cash equivalents (3%) 88.259 223.178 81.415 288.755 67.107 225.636 50.776 113.560 39.571 87.287

Operating current liabilities

Tax payable 425 0 20.822 15.247 17.534

Unearned transportation revenue (Unflown 

air transport revenues) 447.516 405.005 405.938 349.642 245.939

Other liabilities (trade payables and other 

liabilities) 132.671 129.289 127.243 79.283 92.118

Accrued expenses and prepaid income 

(accrued expenses & taxation) 458.199 1.038.811 514.344 1.048.638 401.198 955.201 220.972 665.144 172.714 528.305

Operating working capital -815.633 -759.883 -729.565 -551.584 -441.018

Non-current asset

Tangible fixed assets

Land and buildings (Hangar & buildings) 31.467 20.404 18.678 9.591 10.195

Aircraft 3.602.237 3.552.510 2.875.678 2.519.508 2.104.397

Other equipment and vehicles (Plant and 

equipment, Motor Vehicules, Fixture) 11.120 9.212 7.149 3.889 3.299

Prepayments relating to tangible fixed 

assets (prepayment Boeing Contract) 0 3.644.824 0 3.582.126 0 2.901.505 0 2.532.988 0 2.117.891

Operating invested capital before goodwill 2.829.191 2.822.243 2.171.940 1.981.404 1.676.873

Intangible assets

Goodwill 0 0 0 0 0

Other 46.841 46.841 46.841 46.841 46.841 46.841 46.841 46.841 46.841 46.841

Operating invested capital after goodwill 2.876.032 2.869.084 2.218.781 2.028.245 1.723.714

Non-Current liabilities

Deferred tax liability 155.524 148.088 151.032 127.260 104.180

Provisions 71.964 44.810 28.719 16.722 7.236

Other liabilities (non-current) 0 227.488 0 192.898 0 179.751 0 143.982 0 111.416

Total investor funds 2.648.544 2.676.186 2.039.030 1.884.263 1.612.298

Shareholders’ equity

Share capital 9.354 9.465 9.822 9.790 9.675

Share premium account 617.426 615.815 607.433 596.231 565.756

Reserves 20.554 -123.508 17.307 -81.659 488

Retained earnings 1.777.727 2.425.061 2.000.422 2.502.194 1.905.211 2.539.773 1.467.623 1.991.985 1.158.584 1.734.503

0

Derivative financial instruments 

(current/non-current) 191.513 217.396 114.719 109.314 0

Interest bearing liabilities (debt, current) 202.941 366.801 178.918 153.311 120.997

Interest bearing liabilities (debt, non-

current) 2.195.499 1.899.694 1.683.148 1.524.417 1.293.860

Other creditors 106.549 2.696.502 99.930 2.583.821 112.177 2.088.962 46.066 1.833.108 29.072 1.443.929

Excess cash 1.494.935 1.389.434 1.279.312 1.388.228 832.687

Restricted cash 291.601 292.431 258.808 204.040 204.040

Other financial assets (financial assets: 

cash>3months) 403.401 406.274 592.774 328.927 529.407

Derivative financial instruments 

(current/non-current) 189.932 10.228 52.736 19.635 0

Assets held for sale 93.150 2.473.019 311.462 2.409.829 406.075 2.589.705 0 1.940.830 0 1.566.134

Total investor funds 2.648.544 2.676.186 2.039.030 1.884.263 1.612.298

20052009 2008 2007 2006
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10.12 Data on ROE, Financing, SAS 

 
  

DATA 2009 2008 2007 2006 2005

Total comprehensive income = -2.344 -9.485 1.568 4.864 -612

Total comprehensive income + MIN = -2.344 -9.504 1.565 4.309 -43

Equity = 11.389 7.312 17.130 16.366 11.504

Equity + MIN = 11.389 7.312 17.149 16.388 12.081

Liabilities = 14.534 18.226 14.067 16.420 26.176

Assets = 15.341 17.866 23.754 20.043 17.647

Assets minus pension = 4.654 4.287 8.060 11.238 9.284

Net financing = 9.880 13.939 6.007 5.182 16.892

Net financial liabilities = 341 273 254 782 973

Operating liabilities = 11.231 12.366 12.988 14.045 15.316

Operating invested capital after goodwill = 14.406 11.589 10.275 14.686 22.315

ROE & Financing

Total comprehensive income / (Total comprehensive income + MIN)

Equity / (Equity + MIN)

Total comprehensive income + MIN

Equity + MIN

Total comprehensive income

Equity

Check 0,0% 0,0% 0,0% 0,0%

Risk free rate (10 year fexed danish treassury note) - statistikbanken.dk = 3,59% 4,29% 4,29% 3,81% 3,40%

Credit rating Standard & poor b to b- BB to B BB

Moody's B3 to Caa1 B1 to B2 B1 B2 to B1 B1

Basis points above risk free rate 415 405 395 395 395

r (cost of debt) = 7,74% 8,34% 8,24% 7,76% 7,35%

SPREAD (core) = Core ROIC - r = -29,45% -23,54% 6,72% -3,95%

SPREAD = ROIC - r = -21,37% -44,48% 6,84% -2,08%

Net financing

Equity + MIN

Financial gearing

Net financial lliabilities

Net financing

SPREAD (core) = Core ROIC - r = -24,57% -17,93% 10,41% -3,28%

SPREAD = ROIC - r = -16,49% -38,87% 10,53% -1,41%

2,8176106

Net financing

Equity + MIN

Core Financial gearing effect = F gear X SPREAD = -0,312984 -0,146219 0,034748 -0,025430

Financial gearing effect = F gear X SPREAD = -0,210063 -0,316985 0,035143 -0,010924

Operational gearing

Operating liabilities

Operating invested capital after goodwill

0,3336 0,7754

30,3%

9,4% 34,9%

MIA (DANSK) = = 100,0%

ROE =

ROE, before MIN =

99,9%

= -25,1%

-25,1% -77,7% 9,3%=

-77,6%

115,3%100,3%

FGEAR = = 1,2737 0,8154

4,5% 7,1%=

FGEAR = = 1,2737 0,8154 0,3336 0,7754

r = 2,9% 2,7%

1,1596 1,0830 0,7935DGEAR = = 0,9078
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10.13 Data on decomposition of ROIC, SAS  

 
  

DATA 2009 2008 2007 2006 2005

NOPLAT Core operations = -2.822 -1.661 1.866 704 415

NOPLAT = -1.771 -3.950 1.881 1.050 -443

Invested Capital = 14.406 11.589 10.275 14.686 22.315

Invested Capital before Goodwill = 13.110 10.497 9.049 11.754 18.453

EBIT = -3.156 -553 1.220 861 378

Operating cash taxes = 334 -1.108 646 -157 37

Revenues = 44.918 52.870 50.598 50.152 55.501

EBITDAR = 1.008 3.279 5.019 5.099 5.680

Leasing costs = -2.319 -2.282 -2.342 -2.481 -3.132

Depreciation, amortisation & impairment = -1.845 -1.550 -1.457 -1.757 -2.170

Land and buildings = 439 513 568 684 1.257

Aircrafts = 13.087 11.037 10.766 11.330 14.681

Operating working capital = -2.464 -3.635 -4.387 -3.187 -1.004

ROIC

NOPLAT Core operations

Average Invested Capital

NOPLAT Core operations

Average Invested Capital before Goodwill

NOPLAT 

Average Invested Capital

NOPLAT 

Average Invested Capital before Goodwill

EBIT

Average Invested Capital

Operating cash taxes

EBIT

EBIT

Revenues

Revenues

Average Invested Capital

EBITDAR

Revenues

Leasing costs

Revenues

Depreciation, amortisation & impairment

Revenues

Drivers

Average capital return = 1/Average capital return = 0,289 0,207 0,247 0,369

Land and buildings

Revenues

Aircraft assets

Revenues

Operating working capital

Revenues

SAS MSEK

-15,2%-21,7% 15,0%

-23,9%

-15,0%

3,8%

4,7%

-9,8%

5,6%

3,5%

0,218

2,4%

0,259

2,9%

0,7%

0,019

10,2%

4,9%4,6%

4,1 2,7

3,9%

18,2%

9,9% 10,2%

4,3%

Gross margin

-0,042 Operating working capital = = -0,068 -0,076 -0,075 

0,206

= =

=

0,012

= 2,9%

Aircraft =

Depreciation / Revenues

0,010

SG&A / Revenues

Land and buildings

= 0,269

=

=

5,2%

4,1%

= 0,011

= 2,2%

Average capital return = = 3,5

Operating margin

Pre-tax ROIC

-13,6%

Cash tax rate = =

ROIC excl Goodwill

=

10,6%

=

= =

= = -7,0%

6,2%

1,7%

4,8

-200,4%

-17,0% 17,9%

9,8%

-36,1% 15,1%

-40,4%

-1,0%

7,0%

-53,0%

5,7%

18,1%

4,7%

Core ROIC incl Goodwill = =

Core ROIC excl Goodwill = =

-24,3%

ROIC incl Goodwill

-5,1%

=

=
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10.14 Data on decomposition of ROIC, Finnair  

 
  

DATA 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

NOPLAT Core operations = -95 -43 81 -10 54 -913 -414 780 -98 522

NOPLAT = -117 -48 81 -10 82 -1.123 -462 780 -95 784

Invested Capital = 1.238 997 987 838 655 11.893 9.570 9.475 8.051 6.293

Invested Capital before Goodwill = 1.192 948 940 791 611 11.450 9.108 9.027 7.594 5.865

EBIT = -124 -58 119 -11 78 -1.191 -556 1.141 -104 753

Operating cash taxes = 29 15 -38 -38 1 278 142 -360 -360 6

Revenues = 1.838 2.256 2.181 1.990 1.871 17.648 21.664 20.940 19.107 17.969

EBITDAR = 83 135 313 185 258 799 1.296 3.002 1.775 2.474

Leasing costs = -74 -83 -81 -81 -91 -715 -793 -780 -780 -872

Depreciation, amortisation & impairment = -133 -110 -113 -113 -105 -1.275 -1.058 -1.081 -1.081 -1.006

Land and buildings = 53 101 75 82 86 508 969 716 788 824

Aircrafts = 1.220 1.017 951 817 686 11.719 9.764 9.131 7.847 6.592

Operating working capital = -277 -324 -229 -222 -234 -2.657 -3.109 -2.198 -2.127 -2.244

ROIC

NOPLAT Core operations

Average Invested Capital

NOPLAT Core operations

Average Invested Capital before Goodwill

NOPLAT 

Average Invested Capital

NOPLAT 

Average Invested Capital before Goodwill

EBIT

Average Invested Capital

Operating cash taxes

EBIT

EBIT

Revenues

Revenues

Average Invested Capital

EBITDAR

Revenues

Leasing costs

Revenues

Depreciation, amortisation & impairment

Revenues

Drivers

Average capital return = 1/Average capital return = 0,608 0,440 0,418 0,375 0,608 0,440 0,418 0,375

Land and buildings

Revenues

Aircraft assets

Revenues

Operating working capital

Revenues
-0,114 

4,1% 4,9%

4,5% 6,0% 14,3% 9,3%

0,609 0,436 0,405 0,378

5,6%

0,036 0,042

7,2% 4,9% 5,2% 5,7%

-0,8%

4,2%

25,6% 31,6% -347,5%

-1,4%

13,8%

-0,5%

23,4%

9,4% -1,4%

-10,5% -4,9% 8,9% -1,3%

2,3 2,4 2,71,6

-11,1%

-0,114

-0,8%

4,2%

13,8%

4,9%

5,6%

0,042

-4,6% 9,4%

-5,1%

-6,7% -2,6% 5,4%

4,0% 3,7% 3,7%

-0,163 -0,122 -0,103 

-5,8% 13,0%

0,042 0,039

-1,4%

-8,9%

-10,5%

2,3

6,0%

0,042

0,609

-4,6%

-4,9%

2,7

9,3%

4,1%

5,7%

2,4

14,3%

3,7%

5,2%

-347,5%

-0,5%

31,6%

5,4%

0,378

-0,163

13,0%-5,8%

25,6%

-2,6%

1,6

4,5%

-10,9%

-11,1%

23,4%

-6,7%

3,7%

4,9%

4,0%

7,2%

-5,1%

-0,122 -0,103

0,436

0,039 0,036

0,405

-8,5% -8,5% -4,3% 8,9% -1,4%-4,3%

FinnAir - MEUR FinnAir MSEK

-1,3%

-1,4%

-1,4%

-1,5%

8,9%

9,4%

8,9%

-8,9%

9,4% -10,9%

-1,5%

Gross margin

Operating working capital = =

= =

= =

Aircraft =

Depreciation / Revenues

SG&A / Revenues

Land and buildings

=

=

= =

=

Average capital return = =

Operating margin

Pre-tax ROIC

Cash tax rate = =

ROIC excl Goodwill

=

=

= =

= =

Core ROIC incl Goodwill = =

Core ROIC excl Goodwill = =

ROIC incl Goodwill

=

=
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10.15 Data on decomposition of ROIC, Norwegian 

 
  

DATA 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

NOPLAT Core operations = 408 -243 97 -21 18 507 -302 120 -26 23

NOPLAT = 402 -255 90 -21 18 500 -317 112 -26 23

Invested Capital = 2.077 1.304 251 125 -5 2.583 1.622 312 156 -6

Invested Capital before Goodwill = 1.886 1.106 18 92 -37 2.346 1.375 23 114 -46

EBIT = 572 -338 134 -31 26 711 -420 167 -38 32

Operating cash taxes = -164 95 -37 9 -7 -204 118 -46 12 -9

Revenues = 7.309 6.226 4.226 2.941 1.972 9.090 7.743 5.256 3.658 2.453

EBITDAR = 1.341 218 503 201 182 1.668 272 626 250 226

Leasing costs = -620 -427 -295 -180 -126 -771 -531 -367 -224 -157

Depreciation, amortisation & impairment = -149 -130 -74 -51 -30 -185 -161 -92 -64 -38

Land and buildings = 4 4 4 0 0 5 5 5 0 0

Aircrafts = 975 524 210 214 23 1.212 651 261 267 29

Operating working capital = -560 -158 -536 -137 -173 -697 -196 -667 -170 -215

ROIC

NOPLAT Core operations

Average Invested Capital

NOPLAT Core operations

Average Invested Capital before Goodwill

NOPLAT 

Average Invested Capital

NOPLAT 

Average Invested Capital before Goodwill

EBIT

Average Invested Capital

Operating cash taxes

EBIT

EBIT

Revenues

Revenues

Average Invested Capital

EBITDAR

Revenues

Leasing costs

Revenues

Depreciation, amortisation & impairment

Revenues

Drivers

Average capital return = 1/Average capital return = 0,231 0,125 0,044 0,020 0,231 0,125 0,044 0,020

Land and buildings

Revenues

Aircraft assets

Revenues

Operating working capital

Revenues
-0,049 -0,056 -0,080 -0,053 

0,103 0,059 0,050 0,040

1,5%

0,001 0,001 0,000 0,000

2,0% 2,1% 1,8% 1,7%

9,2%

8,5% 6,9% 7,0% 6,1% 6,4%

18,3% 3,5% 11,9% 6,8%

27,8% 30,7%

4,3 8,0 22,5 48,9

71,3% -50,8%

28,2%

7,8% -5,4% 3,2% -1,0% 1,3%

28,7% 28,0%

48,0% -35,2%

26,9% -45,3% 163,9% -77,0%

51,4% -35,2%

27,2% -43,3% 175,4% -76,8%

-0,056 -0,080 -0,053

24,1% -31,3%

23,8% -32,8%

33,8% -43,5%

2,1% 1,8% 1,7%

0,059 0,050 0,040

28,2%

0,103

8,0 22,5 48,9

9,2%

8,5% 6,9% 7,0% 6,1% 6,4%

18,3% 3,5% 11,9% 6,8%

1,5%

0,001 0,001 0,000 0,000

2,0%

7,8% -5,4% 3,2% -1,0% 1,3%

28,7% 28,0% 27,8% 30,7%

-43,5% 71,3% -50,8%

26,9% -45,3% 163,9% -77,0%

27,2% -43,3% 175,4% -76,8%

48,0% -35,2%23,8% -32,8%

33,8%

4,3

-0,049

24,1% -31,3%

Norwegian MSEKNorwegian MNOK

51,4% -35,2%

Gross margin

Operating working capital = =

= =

= =

Aircraft =

Depreciation / Revenues

SG&A / Revenues

Land and buildings

=

=

= =

=

Average capital return = =

Operating margin

Pre-tax ROIC

Cash tax rate = =

ROIC excl Goodwill

=

=

= =

= =

Core ROIC incl Goodwill = =

Core ROIC excl Goodwill = =

ROIC incl Goodwill

=

=
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10.16 Data on decomposition of ROIC, Ryanair 

 
  

DATA 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

NOPLAT Core operations = 70 477 454 338 308 670 4.577 4.357 3.249 2.954

NOPLAT = 70 487 454 339 308 670 4.679 4.358 3.256 2.955

Invested Capital = 2.876 2.869 2.219 2.028 1.724 27.620 27.553 21.308 19.478 16.554

Invested Capital before Goodwill = 2.829 2.822 2.172 1.981 1.677 27.170 27.103 20.858 19.028 16.104

EBIT = 93 537 472 375 341 890 5.158 4.530 3.602 3.272

Operating cash taxes = -23 -60 -18 -37 -33 -219 -581 -173 -352 -318

Revenues = 2.942 2.714 2.237 1.693 1.319 28.253 26.062 21.482 16.254 12.667

EBITDAR = 427 786 673 547 473 4.100 7.545 6.467 5.251 4.539

Leasing costs = -78 -73 -58 -47 -22 -751 -698 -559 -455 -207

Depreciation, amortisation & impairment = -256 -176 -144 -124 -110 -2.460 -1.690 -1.378 -1.195 -1.060

Land and buildings = 31 20 19 10 10 302 196 179 92 98

Aircrafts = 3.602 3.553 2.876 2.520 2.104 34.594 34.117 27.617 24.196 20.210

Operating working capital = -816 -760 -730 -552 -441 -7.833 -7.298 -7.006 -5.297 -4.235

ROIC

NOPLAT Core operations

Average Invested Capital

NOPLAT Core operations

Average Invested Capital before Goodwill

NOPLAT 

Average Invested Capital

NOPLAT 

Average Invested Capital before Goodwill

EBIT

Average Invested Capital

Operating cash taxes

EBIT

EBIT

Revenues

Revenues

Average Invested Capital

EBITDAR

Revenues

Leasing costs

Revenues

Depreciation, amortisation & impairment

Revenues

Drivers

Average capital return = 1/Average capital return = 0,976 0,937 0,949 1,108 0,976 0,937 0,949 1,108

Land and buildings

Revenues

Aircraft assets

Revenues

Operating working capital

Revenues
-0,268 -0,274 -0,286 -0,293 

1,216 1,184 1,206 1,366

8,4%

0,009 0,007 0,006 0,006

8,7% 6,5% 6,4% 7,4%

35,8%

2,7% 2,7% 2,6% 2,8% 1,6%

14,5% 29,0% 30,1% 32,3%

9,7%

3,1% 19,8% 21,1% 22,2% 25,8%

2,4% 19,2% 21,4% 18,1%

2,5% 19,5% 21,9% 18,5%

24,6% 11,3% 3,8% 9,8%

3,2% 21,1% 22,2% 20,0%

2,5% 19,1% 21,8% 18,5%

8,4%

0,009 0,007 0,006 0,006

8,7% 6,5% 6,4% 7,4%

35,8%

2,7% 2,7%

1,0 1,1 1,1 0,9

-0,268 -0,274 -0,286 -0,293

1,216 1,184 1,206 1,366

2,6% 2,8% 1,6%

14,5% 29,0% 30,1% 32,3%

24,6% 11,3% 3,8% 9,8%

1,0 1,1 1,1 0,9

3,2% 21,1% 22,2% 20,0%

9,7%

3,1% 19,8% 21,1% 22,2% 25,8%

2,4% 19,2% 21,4% 18,1%

2,5% 19,5% 21,9% 18,5%

2,4% 18,7% 21,4% 18,0%

2,5% 19,1% 21,8% 18,5%

RyanAir MSEKRyanAir MEUR

2,4% 18,7% 21,4% 18,0%

Gross margin

Operating working capital = =

= =

= =

Aircraft =

Depreciation / Revenues

SG&A / Revenues

Land and buildings

=

=

= =

=

Average capital return = =

Operating margin

Pre-tax ROIC

Cash tax rate = =

ROIC excl Goodwill

=

=

= =

= =

Core ROIC incl Goodwill = =

Core ROIC excl Goodwill = =

ROIC incl Goodwill

=

=
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10.17 Data on Operational drivers, SAS 

 
  

DATA 2009 2008 2007 2006 2005

Available seat kilometers (ASK) = 39.934 45.764 44.433 63.555 62.445

Revenue passenger kilometers (RPK) = 29.025 33.097 33.082 46.770 44.566

Total employees = 18.786 24.635 26.538 25.323 26.727

Payroll expense = -17.998 -17.632 -16.897 -16.229 -18.163 

Traffic revenue = 37.730 43.384 41.736 42.298 47.520

Jet fuel expense = -7.685 -9.637 -7.554 -7.953 -8.121 

Total operating expenses = -43.910 -49.591 -45.579 -45.053 -49.821 

Operational drivers

Payroll expenses

Traffic Revenue

Payroll expenses

Total employees

Total employees

ASK

(number of employees required to fly 1 mill ASKs)

ASK

Traffic Revenue

Check 0 0 0 0 0

Total employees

RPK

(number of employees required to fly 1 mill RPKs)

RPK

Traffic Revenue

Check 0 0 0 0 0

Jet fuel expenses

Total operating expenses

(Impact of movements in jet fuel prices)

Total operating expenses

ASK

(Cost per flown kilometer)

Traffic Revenue

ASK

(Revenue per flown kilometer)

RPK

ASK

Traffic Revenue

RPK

Check 0 0 0 0 0

38,2%

1,11 0,94

0,40 0,43

0,60

1,31

679.575

0,54

38,4%

1,50

640.880

1,070,90

73,6%

1,26

0,76

16,3%

0,71

0,67

71,4%

1,03 0,80

74,5%

17,7%

= = 0,77 0,76

0,94

16,6%

=

72,3%

Productivity of each full-time 

employee 
= =

Jet fuel

0,79

= = 72,7%

Number of paying kilometers 

flown to generate one SEK of 

=

1,08

19,4%= = 17,5%

1,31

CASK = = 1,10

Passenger load factor

RASK

1,30

0,950,94

Yield = =

40,6%

0,47 0,54 0,60

715.730

40,5%

1,05

47,7%

0,74

1,06

636.710

0,65 0,80

=

Number of kilometers flown to 

generate one SEK of revenue
= =

=

Average salary per full-time 

employee
= = 958.054

Productivity of each full-time 

employee 
= =

Labour costs

1,06

SAS MSEK
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10.18 Data on Operational drivers, Finnair 

 
  

DATA 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

Available seat kilometers (ASK) = 26.260 29.101 26.878 23.846 23.038 26.260 29.101 26.878 23.846 23.038

Revenue passenger kilometers (RPK) = 19.935 21.896 20.304 17.923 16.735 19.935 21.896 20.304 17.923 16.735

Total employees = 8.797 9.595 9.480 9.598 9.447 8.797 9.595 9.480 9.598 9.447

Payroll expense = -488 -541 -542 -508 -496 -4.686 -5.195 -5.200 -4.880 -4.761 

Traffic revenue = 1.538 1.921 1.685 1.522 1.256 14.769 18.445 16.185 14.617 12.064

Jet fuel expense = -450 -558 -440 -385 -273 -4.324 -5.355 -4.225 -3.697 -2.619 

Total operating expenses = -1.755 -2.121 -1.868 -1.805 -1.614 -16.849 -20.368 -17.938 -17.332 -15.495 

Operational drivers

Payroll expenses

Traffic Revenue

Payroll expenses

Total employees

Total employees

ASK

(number of employees required to fly 1 mill ASKs)

ASK

Traffic Revenue

Check 0 0 0 0 0 0 0 0 0 0

Total employees

RPK

(number of employees required to fly 1 mill RPKs)

RPK

Traffic Revenue

Check 0 0 0 0 0 0 0 0 0 0

Jet fuel expenses

Total operating expenses

(Impact of movements in jet fuel prices)

Total operating expenses

ASK

(Cost per flown kilometer)

Traffic Revenue

ASK

(Revenue per flown kilometer)

RPK

ASK

Traffic Revenue

RPK

Check 0 0 0 0 0 0 0 0 0 0

0,33 0,33

12,96 11,40 12,05 11,78 1,231,251,35 1,19

0,40

0,44

= =

=

Productivity of each full-time 

employee 
= =

Jet fuel

= =

Number of paying kilometers 

flown to generate one SEK of 

=

= =

CASK = =

Passenger load factor

RASK

Yield = =

=

Number of kilometers flown to 

generate one SEK of revenue
= =

=

Average salary per full-time 

employee
= =

Productivity of each full-time 

employee 
= =

Labour costs

55.462 56.384 57.120 52.949

FinnAir MSEK

31,7% 28,2% 32,1% 33,4% 39,5% 39,5%

532.630 541.479 548.554 508.491

33,4%

0,44 0,44 0,47 0,54

0,41

17,08

52.482

0,35

0,56

31,7% 28,2% 32,1%

15,15 15,95 15,67 18,34 1,78

0,54

0,35

1,661,58

FinnAir - MEUR

0,06 0,07 0,06 0,06

0,07

25,7% 26,3%

0,08 0,09 0,08 0,08

75,9%

23,6% 21,3%

75,2% 75,5% 75,2%

0,07 0,07 0,08 0,07

0,05

13,32

16,9%

1,39

0,61 0,52

0,670,64

0,56 0,63 0,60

0,40 0,41

1,63 1,91

0,56

0,70 0,67 0,73

25,7% 26,3% 23,6% 21,3% 16,9%

0,08

72,6%

0,44 0,47

504.013

0,33 0,33

0,74 0,84 0,80 0,82 0,72

75,9% 75,2% 75,5% 75,2% 72,6%
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10.19 Data on Operational drivers, Norwegian 

 
  

DATA 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

Available seat kilometers (ASK) = 13.605 11.530 7.561 5.371 3.464 13.605 11.530 7.561 5.371 3.464

Revenue passenger kilometers (RPK) = 10.617 9.074 6.059 4.223 2.703 10.617 9.074 6.059 4.223 2.703

Total employees = 1.684 1.378 1.143 711 498 1.684 1.378 1.143 711 498

Payroll expense = -1.303 -1.076 -670 -413 -298 -1.621 -1.338 -833 -514 -371 

Traffic revenue = 6.389 5.642 3.956 2.879 1.932 7.946 7.016 4.920 3.581 2.402

Jet fuel expense = -1.423 -2.006 -981 -704 -384 -1.770 -2.495 -1.220 -875 -478 

Total operating expenses = -5.968 -6.008 -3.723 -2.741 -1.790 -7.422 -7.472 -4.630 -3.408 -2.227 

Operational drivers

Payroll expenses

Traffic Revenue

Payroll expenses

Total employees

Total employees

ASK

(number of employees required to fly 1 mill ASKs)

ASK

Traffic Revenue

Check 0 0 0 0 0 0 0 0 0 0

Total employees

RPK

(number of employees required to fly 1 mill RPKs)

RPK

Traffic Revenue

Check 0 0 0 0 0 0 0 0 0 0

Jet fuel expenses

Total operating expenses

(Impact of movements in jet fuel prices)

Total operating expenses

ASK

(Cost per flown kilometer)

Traffic Revenue

ASK

(Revenue per flown kilometer)

RPK

ASK

Traffic Revenue

RPK

Check 0 0 0 0 0 0 0 0 0 0

722.297 744.749

0,120,12 0,12 0,15

971.155 728.628962.499

1,79

0,16 0,15 0,19

2,13 2,04 1,91

1,66= =

=

Productivity of each full-time 

employee 
= =

Jet fuel

= =

Number of paying kilometers 

flown to generate one SEK of 

=

= =

CASK = =

Passenger load factor

RASK

Yield = =

=

Number of kilometers flown to 

generate one SEK of revenue
= =

=

Average salary per full-time 

employee
= =

Productivity of each full-time 

employee 
= =

Labour costs

0,14

1,87

0,17

773.931 780.891 585.878 580.788 598.841

0,13

Norwegian MSEK

20,4% 19,1% 16,9% 14,3% 15,4% 20,4% 19,1% 16,9% 14,3% 15,4%

Norwegian MNOK

1,44

0,140,12 0,15 0,13

1,64 1,54 1,501,71

1,34

0,18 0,16 0,170,15

1,40 1,29

0,19

0,52 0,49

1,61 1,53 1,47

0,520,51

78,0% 78,0%

0,55

23,8% 25,7% 21,5% 23,8%33,4% 26,3%

0,44

78,0% 78,7% 78,6% 78,0%

0,85

0,690,610,47 0,49 0,52 0,58

0,89

80,1% 78,6%

0,77 0,81

0,54 0,56

0,71 0,75

78,7% 80,1%

0,60 0,62 0,65 0,68

0,18

0,65 0,67

1,23 1,18

0,65 0,61 0,63 0,64

1,13

26,3% 25,7% 21,5%33,4%
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10.20 Data on Operational drivers, Ryanair 

 
  

DATA 2009 2008 2007 2006 2005 2009 2008 2007 2006 2005

Available seat kilometers (ASK) = 47.103 41.342 32.043 24.282 47.103 41.342 32.043 24.282 0

Revenue passenger kilometers (RPK) = 39.202 34.453 26.944 20.342 39.202 34.453 26.944 20.342 0

Total employees = 6.369 5.262 3.991 3.063 2.604 6.369 5.262 3.991 3.063 2.604

Payroll expense = -309 -285 -227 -171 -142 -2.970 -2.740 -2.176 -1.646 -1.361 

Traffic revenue = 2.344 2.226 1.875 1.433 1.128 22.509 21.374 18.005 13.765 10.834

Jet fuel expense = -1.257 -791 -693 -462 -265 -12.072 -7.600 -6.658 -4.441 -2.548 

Total operating expenses = -2.515 -1.928 -1.563 -1.146 -843 -24.153 -18.517 -15.015 -11.003 -8.100 

Operational drivers

Payroll expenses

Traffic Revenue

Payroll expenses

Total employees

Total employees

ASK

(number of employees required to fly 1 mill ASKs)

ASK

Traffic Revenue

Check 0 0 0 0 0 0 0 0

Total employees

RPK

(number of employees required to fly 1 mill RPKs)

RPK

Traffic Revenue

Check 0 0 0 0 0 0 0 0

Jet fuel expenses

Total operating expenses

(Impact of movements in jet fuel prices)

Total operating expenses

ASK

(Cost per flown kilometer)

Traffic Revenue

ASK

(Revenue per flown kilometer)

RPK

ASK

Traffic Revenue

RPK

Check 0 0 0 0 0 0 0 0

0,06 0,06 0,07 0,07 0,57

84,1%

0,480,05 0,05 0,06 0,06

83,3%83,2% 83,3% 84,1% 83,2%

0,05 0,05 0,51

0,52

83,8%

0,680,670,62

0,56

83,8%

44,3%

0,57

31,5%

0,450,47

1,74

0,05 0,05

40,4%

16,73 15,48 14,37 14,19

0,16 0,15 0,15 0,15 0,16

50,0% 41,0% 44,3% 40,4% 31,5% 50,0%

1,50

0,15 0,15

1,48

20,10 18,57 17,09 16,94 2,09 1,78 1,761,93

56.773 55.962 54.406 466.372 545.217 537.432 522.487520.770

0,12 0,13 0,14 0,12 0,130,13

RyanAir MSEK

13,2% 12,8% 12,1% 12,0% 12,6% 13,2% 12,1% 12,0%

RyanAir MEUR

12,8% 12,6%

0,14 0,13

48.563 54.227

0,15

1,61

41,0%

0,45

= =

=

Productivity of each full-time 

employee 
= =

Jet fuel

= =

Number of paying kilometers 

flown to generate one SEK of 

=

= =

CASK = =

Passenger load factor

RASK

Yield = =

=

Number of kilometers flown to 

generate one SEK of revenue
= =

=

Average salary per full-time 

employee
= =

Productivity of each full-time 

employee 
= =

Labour costs
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10.21 Revenue breakdown, SAS 

 
  

SAS Revenue breakdown, MSEK SAS Revenue breakdown, %

Traffic revenue 2009 2008 2007 2006 2005 Traffic revenue 2009 2008 2007 2006 2005

Passenger revenue 32.674 38.503 36.814 36.740 39.364 Passenger revenue 72,7% 72,2% 72,8% 73,3% 70,9%

Charter 2.176 1.663 1.927 1.772 4.280 Charter 4,8% 3,1% 3,8% 3,5% 7,7%

Mail and freight 1.011 1.509 1.700 2.102 2.127 Mail and freight 2,3% 2,8% 3,4% 4,2% 3,8%

Other traffic revenue 1.869 2.159 1.295 1.684 1.767 Other traffic revenue 4,2% 4,0% 2,6% 3,4% 3,2%

Other operating revenue Other operating revenue

In-flight sales 457 519 511 493 588 In-flight sales 1,0% 1,0% 1,0% 1,0% 1,1%

Ground services 1.349 1.280 1.455 1.213 1.255 Ground services 3,0% 2,4% 2,9% 2,4% 2,3%

Technical maintanance 604 792 973 1.147 752 Technical maintanance 1,3% 1,5% 1,9% 2,3% 1,4%

Terminal and forwarding services 767 1.505 1.592 1.513 1.193 Terminal and forwarding services 1,7% 2,8% 3,1% 3,0% 2,1%

Sales commisions and charges 398 668 834 820 1.020 Sales commisions and charges 0,9% 1,3% 1,6% 1,6% 1,8%

Other traffic revenue 3.613 4.722 3.497 2.668 3.173 Other traffic revenue 8,0% 8,9% 6,9% 5,3% 5,7%

Total revenue 44.918 53.320 50.598 50.152 55.519 Total revenue 100% 100% 100% 100% 100%

SAS Revenue breakdown, indexed (2005) SAS Revenue breakdown, annual growth

Traffic revenue 2009 2008 2007 2006 2005 Traffic revenue 2009 2008 2007 2006 2005

Passenger revenue 83 98 94 93 100 Passenger revenue -15,1% 4,6% 0,2% -6,7% -

Charter 51 39 45 41 100 Charter 30,8% -13,7% 8,7% -58,6% -

Mail and freight 48 71 80 99 100 Mail and freight -33,0% -11,2% -19,1% -1,2% -

Other traffic revenue 106 122 73 95 100 Other traffic revenue -13,4% 66,7% -23,1% -4,7% -

Other operating revenue Other operating revenue

In-flight sales 78 88 87 84 100 In-flight sales -11,9% 1,6% 3,7% -16,2% -

Ground services 107 102 116 97 100 Ground services 5,4% -12,0% 20,0% -3,3% -

Technical maintanance 80 105 129 153 100 Technical maintanance -23,7% -18,6% -15,2% 52,5% -

Terminal and forwarding services 64 126 133 127 100 Terminal and forwarding services -49,0% -5,5% 5,2% 26,8% -

Sales commisions and charges 39 65 82 80 100 Sales commisions and charges -40,4% -19,9% 1,7% -19,6% -

Other traffic revenue 114 149 110 84 100 Other traffic revenue -23,5% 35,0% 31,1% -15,9% -
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10.22 Common sized Income Statement & Forecast, SAS 

 
 

  

SAS Group common sized statement of income 2005 2006 2007 2008 2009

Revenue

Traffic revenue 100,0% 100,0% 100,0% 100,0% 100,0%

Other operating revenue 16,8% 18,6% 21,2% 21,9% 19,1%

Expenses

Payroll expenses -38,2% -38,4% -40,5% -40,6% -47,7%

Jet Fuel -17,1% -18,8% -18,1% -22,2% -20,4%

Other operating expenses -49,5% -49,3% -50,6% -51,5% -48,3%

EBITDAR 12,0% 12,1% 12,0% 7,6% 2,7%

Leasing costs for aircraft -6,6% -5,9% -5,6% -5,3% -6,1%

EBITDA 5,4% 6,2% 6,4% 2,3% -3,5%

-4,6% -4,2% -3,5% -3,6% -4,9%

EBIT 0,8% 2,0% 2,9% -1,3% -8,4%

Operating cash taxes 0,1% -0,4% 1,5% -2,6% 0,9%

NOPLAT Core operations 0,9% 1,7% 4,5% -3,8% -7,5%

Share of income in affiliated companies 0,2% 0,1% 0,1% -0,3% -0,7%

0,1% 0,0% 0,0% 0,0% 1,1%

0,4% 0,2% 0,1% 0,0% -0,3%

Non-core operating tax -0,2% -0,1% -0,0% 0,1% -0,1%

Dirty Surplus Parent -2,3% 0,6% -0,1% -5,0% 2,6%

NOPLAT -0,9% 2,5% 4,5% -9,1% -4,7%

Income from other holdings of securities

Financial income 1,0% 1,4% 1,9% 1,5% 0,8%

Financial expenses -3,1% -3,2% -2,5% -2,2% -1,7%

Tax (shield) interests 0,5% 0,5% 0,2% 0,2% 0,3%

Dirty Surplus Minority 1,0% -0,0% -0,0% 0,1% 0,0%

Income after tax -1,3% -0,5% 4,1% -9,5% -5,3%

Income from discontinued operations 1,2% 10,7% -0,3% -12,4% -0,9%

Total comprehensive income -0,1% 10,2% 3,7% -21,9% -6,2%

Minority interest 1,2% -1,3% -0,0% -0,0% 0,0%

Total comprehensive income Parent -1,3% 11,5% 3,8% -21,9% -6,2%

Income from the sale of shares in subsidiaries and 

affiliated companies

Income from the sale of aircraft and buildings

Depreciation, amortisation and impairment

Forecast Overview of Income accounts 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Traffic revenue, annual growth - -11,0% -1,3% 3,9% -13,0% 5,0% 8,0% 6,0% 5,0% 4,0% 2,0%

Other operating revenue, % of traffic revenue 16,8% 18,6% 21,2% 21,9% 19,1% 19,1% 19,1% 19,1% 19,1% 19,1% 19,1%

Payroll expenses, % of traffic revenue 38,2% 38,4% 40,5% 40,6% 47,7% 43,0% 41,0% 40,0% 39,0% 38,0% 37,0%

Jet fuel expenses, % of traffic revenue 17,1% 18,8% 18,1% 22,2% 20,4% 20,0% 20,0% 20,0% 20,0% 20,0% 20,0%

Other operating expenses, % of traffic revenue 49,5% 49,3% 50,6% 51,5% 48,3% 47,5% 47,0% 47,0% 46,5% 46,5% 46,5%

Leasing costs for aircraft, % of traffic revenue 6,6% 5,9% 5,6% 5,3% 6,1% 6,1% 6,1% 6,1% 6,1% 6,1% 6,1%

Depreciation, % of traffic revenue 4,6% 4,2% 3,5% 3,6% 4,9% 4,9% 4,9% 4,9% 4,9% 4,9% 4,9%

Tax 9,8% -18,2% 53,0% 200,4% -10,6% 28,0% 28,0% 28,0% 28,0% 28,0% 28,0%

Interest expense, % of total debt (t-1) 5,2% 6,3% 6,6% 3,5% 3,5% 3,5% 3,5% 3,5% 3,5% 3,5%

Interest income, % of financial assets (t-1) 3,3% 3,9% 2,8% 1,7% 1,7% 1,7% 1,7% 1,7% 1,7% 1,7%

Forecast overview of Balance accouts

Land & buildings 2,65% 1,62% 1,36% 1,18% 1,16% 1,16% 1,16% 1,16% 1,16% 1,16% 1,16%

Aircraft 30,89% 26,79% 25,80% 25,44% 34,69% 26,00% 25,00% 25,00% 24,00% 24,00% 24,00%

Debt/equity 2,17 1,00 0,82 2,49 1,28 1,33 1,34 1,32 1,24 1,13 1,01
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10.23 Forecasted Income Statement & Free Cash Flow, SAS 

 
 

  

SAS Group forecasted statement of income 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Revenue

Traffic revenue 47.520 42.298 41.736 43.384 37.730 39.617 42.786 45.353 47.621 49.525 50.516

Other operating revenue 7.981 7.854 8.862 9.486 7.188 7.567 8.172 8.662 9.096 9.459 9.649

Expenses

Payroll expenses -18.163 -16.229 -16.897 -17.632 -17.998 -17.035 -17.542 -18.141 -18.572 -18.820 -18.691

Jet Fuel -8.121 -7.953 -7.554 -9.637 -7.685 -7.923 -8.557 -9.071 -9.524 -9.905 -10.103

Other operating expenses -23.537 -20.871 -21.128 -22.322 -18.227 -18.818 -20.109 -21.316 -22.144 -23.029 -23.490

EBITDAR 5.680 5.099 5.019 3.279 1.008 3.407 4.749 5.488 6.476 7.231 7.880

Leasing costs for aircraft -3.132 -2.481 -2.342 -2.282 -2.319 -2.435 -2.630 -2.788 -2.927 -3.044 -3.105

EBITDA 2.548 2.618 2.677 997 -1.311 972 2.119 2.700 3.549 4.187 4.776

-2.170 -1.757 -1.457 -1.550 -1.845 -1.937 -2.092 -2.218 -2.329 -2.422 -2.470

EBIT 378 861 1.220 -553 -3.156 -965 27 482 1.221 1.765 2.305

Operating cash taxes 37 -157 646 -1.108 334 270 -8 -135 -342 -494 -646

NOPLAT Core operations 415 704 1.866 -1.661 -2.822 -695 20 347 879 1.271 1.660

Share of income in affiliated companies 76 59 32 -147 -258 0 0 0 0 0 0

41 0 0 0 429 0 0 0 0 0 0

182 85 41 4 -97 0 0 0 0 0 0

Non-core operating tax -79 -38 -19 38 -21 0 0 0 0 0 0

Dirty Surplus Parent -1.079 240 -39 -2.184 997 0 0 0 0 0 0

NOPLAT -443 1.050 1.881 -3.950 -1.771 -695 20 347 879 1.271 1.660

Income from other holdings of securities 50 -46 5 0 0 0 0 0 0 0 0

Financial income 492 585 787 660 304 261 295 292 300 327 404

Financial expenses -1.465 -1.367 -1.041 -933 -645 -514 -514 -514 -514 -514 -514

Tax (shield) interests 258 232 70 76 95 71 61 62 60 52 31

Dirty Surplus Minority 488 -673 -2 38 0 0 0 0 0 0 0

Income after tax -620 -219 1.700 -4.109 -2.017 -877 -138 187 725 1.136 1.580

Income from discontinued operations 577 4.528 -135 -5.395 -327 0 0 0 0 0 0

Total comprehensive income -43 4.309 1.565 -9.504 -2.344 -877 -138 187 725 1.136 1.580

Minority interest 569 -555 -3 -19 0 0 0 0 0 0 0

Total comprehensive income Parent 526 3.754 1.562 -9.523 -2.344 -877 -138 187 725 1.136 1.580

Income from the sale of shares in subsidiaries 

and affiliated companies

Depreciation, amortisation and impairment

Income from the sale of aircraft and buildings

Free Cash Flow (MSEK) 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

NOPLAT core operations 415 704 1.866 -1.661 -2.822 -695 20 347 879 1.271 1.660

Depreciation, amortization and impairment 2.170 1.757 1.457 1.550 1.845 1.937 2.092 2.218 2.329 2.422 2.470

Gross Cash Flow 2.585 2.461 3.323 -111 -977 1.242 2.112 2.565 3.208 3.693 4.130

Change in Net Working Capital (NWC) 0 -2.183 -1.200 752 1.171 542 -154 -125 -110 -92 -48 

Net capital expenditures (change in 

PPE+depreciation)
0 2.759 48 -2.246 -3.287 725 -2.697 -3.029 -2.569 -3.005 -2.773 

Investment in acquired intangibles and 

goodwill
0 -930 -1.706 -134 204 0 0 0 0 0 0

Gross Investment 0 -354 -2.858 -1.628 -1.912 1.268 -2.851 -3.153 -2.679 -3.097 -2.821 

Free Cash Flow (FCF) 2.585 2.107 465 -1.739 -2.889 2.510 -739 -588 529 596 1.309
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10.24 Forecasted Balance Sheet, SAS 

 

MSEK 2005 2006 2007 2008 2009 2010e 2011e 2012e 2013e 2014e Terminal

Operating current assets

Expendable spare parts and inventories 1.038 993 849 819 758 796 860 911 957 995 1.015

Prepayments to suppliers 27 3 1 1 0 0 0 0 0 0 0

Accounts receivable 4.568 3.918 1.951 1.851 1.581 1.660 1.793 1.900 1.995 2.075 2.117

Receivables from affiliated companies 1.620 357 510 479 92 97 104 111 116 121 123

Other receivables 3.892 2.767 2.637 2.661 4.780 5.019 5.421 5.746 6.033 6.274 6.400

Prepaid expenses and accrued income 1.748 1.134 1.070 1.009 1.058 1.111 1.200 1.272 1.335 1.389 1.417

Cash and bank balances 1.419 1.686 1.583 1.911 498 1.188 1.284 1.361 1.429 1.486 1.515

Operating current liabilities

Prepayments from customers 123 181 20 7 13 14 15 16 16 17 17

Accounts payable 4.358 3.350 2.108 2.068 1.738 1.825 1.971 2.089 2.194 2.281 2.327

Liabilities to affiliated companies 183 169 94 0 0 0 0 0 0 0 0

Tax payable 99 43 5 110 27 28 31 32 34 35 36

Unearned transportation revenue 3.038 3.395 3.842 3.299 3.227 3.388 3.659 3.879 4.073 4.236 4.321

Current portion of other provisions 273 318 190 148 852 895 966 1.024 1.075 1.118 1.141

Other liabilities (current) 1.916 1.845 1.580 2.460 2.110 2.216 2.393 2.536 2.663 2.770 2.825

Accrued expenses and prepaid income 5.326 4.744 5.149 4.274 3.264 3.427 3.701 3.923 4.120 4.284 4.370

Operating working capital -1.004 -3.187 -4.387 -3.635 -2.464 -1.922 -2.075 -2.200 -2.310 -2.402 -2.450 

Non-current asset

Tangible fixed assets

Land and buildings 1.257 684 568 513 439 461 498 528 554 576 588

Aircraft 14.681 11.330 10.766 11.037 13.087 10.300 10.696 11.338 11.429 11.886 12.124

Spare engines and spare parts 1.526 1.383 1.211 1.185 1.299 1.364 1.473 1.561 1.640 1.705 1.739

Workshop and aircraft servicing equipment 210 215 226 220 161 169 183 194 203 211 216

Other equipment and vehicles 1.213 634 308 318 192 202 218 231 242 252 257

Investment in progress 148 378 172 232 158 166 179 190 199 207 212

Prepayments relating to tangible fixed assets 422 317 185 627 238 250 270 286 300 312 319

Operating invested capital before goodwill 18.453 11.754 9.049 10.497 13.110 10.990 11.441 12.128 12.258 12.748 13.003

Intangible assets

Goodwill 2.982 2.682 1.031 894 995 995 995 995 995 995 995

Other 880 250 195 198 301 301 301 301 301 301 301

Operating invested capital after goodwill 22.315 14.686 10.275 11.589 14.406 12.286 12.737 13.424 13.554 14.044 14.299

Other financial fixed assets

Equity in affiliated companies 1.214 1.012 1.063 622 358 358 358 358 358 358 358

Deferred tax asset 1.524 1.378 690 921 1.159 1.217 1.314 1.393 1.463 1.521 1.552

Non-Current liabilities

Pensions and similar commitments 56 57 0 0 0 0 0 0 0 0 0

Deferred tax liability 3.617 3.473 3.755 2.988 2.832 2.974 3.211 3.404 3.574 3.717 3.792

Other provisions 697 603 691 2.138 2.131 2.238 2.417 2.562 2.690 2.797 2.853

Other liabilities (non-current) 73 178 120 334 378 397 429 454 477 496 506

Total investor funds 20.610 12.765 7.462 7.672 10.582 8.253 8.353 8.755 8.634 8.913 9.058

Shareholders’ equity

Share capital 1.645 1.645 1.645 1.645 6.168 6.612 6.612 6.612 6.612 6.612 6.612

Other contributed capital 658 170 170 170 170 170 170 170 170 170 170

Reserves 918 1.312 1.466 -718 279 279 279 279 279 279 279

Retained earnings 8.283 13.239 13.849 6.215 4.772 3.895 3.755 3.940 4.655 5.771 7.287

Minority interest 577 22 19 0 0 0 0 0 0 0 0

Subordinated loans 771 716 693 953 919 919 919 919 919 919 919

Bond loans 7.355 7.135 2.079 2.212 0 0 0 0 0 0 0

Other loans 11.039 5.685 3.936 10.535 6.809 6.809 6.809 6.809 6.809 6.809 6.809

Current portion of long-term loans 3.183 841 1.615 872 5.742 5.742 5.742 5.742 5.742 5.742 5.742

Short-term loans 3.828 2.043 421 1.189 907 907 907 907 907 907 907

Liabilities attributable to assets held for sale 0 0 5.323 2.465 157 157 157 157 157 157 157

Long-term receivables from affiliated 

companies 228 189 170 0 0 0 0 0 0 0 0

Other holdings of securities 214 601 5 5 234 234 234 234 234 234 234

Pension funds, net 8.363 8.805 9.496 9.658 10.286 10.286 10.286 10.286 10.286 10.286 10.286

Other long-term receivables 1.577 1.331 577 410 729 729 729 729 729 729 729

Short-term investments 7.265 9.117 7.308 3.872 3.691 3.691 3.691 3.691 3.691 3.691 3.691

Excess cash 0 0 0 0 0 2.297 2.057 1.841 2.676 3.513 4.884

Assets held for sale 0 0 6.198 3.921 401 0 0 0 0 0 0

Total investor funds 20.610 12.765 7.462 7.672 10.582 8.253 8.353 8.755 8.634 8.913 9.058
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10.25 Data on Oil & Jet fuel prices  

  
  

USD Jet Fuel Oil

1988 19,59 14,92

1989 23,22 18,23

1990 31,86 23,73

1991 28,00 20,00

1992 24,87 19,32

1993 23,27 16,97

1994 20,89 15,82

1995 21,53 17,02

1996 27,01 20,67

1997 24,53 19,09

1998 17,09 12,72

1999 22,04 17,97

2000 36,98 28,50

2001 30,82 24,44

2002 29,25 25,02

2003 35,83 28,83

2004 50,25 38,27

2005 71,18 54,52

2006 81,25 65,14

2007 89,43 72,39

2008 126,61 97,26

2009 70,77 61,12

Jet fuel and oil in nominal prices USD per barrel

Source: International Information Administration, IEA report

Historic Oil and Jet fuel prices

Crude Oil

USD per barrel Actual Estimates

2007 68,69

2008 92,61 34,8% -

2009 56,49 -39,0% -

2010 67,40 - 19,3%

2011 66,63 - -1,1%

2012 72,94 - 9,5%

2013 79,09 - 8,4%

2014 83,84 - 6,0%

2015 86,88 - 3,6%

2016 90,10 - 3,7%

2017 92,72 - 2,9%

2018 95,59 - 3,1%

2019 96,89 - 1,4%

2020 98,14 - 1,3%

Crude Oil Prices (2008 dollars per barrel)

Source: EIA

Forecast of Oil prices
% Growth-rates
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10.26 Data on Nordic GDP 

 
  

Actual Estimates

1980 -0,37% 5,12% 4,50% 4,56% 3,45% -

1981 -0,89% 1,27% 1,55% -0,20% 0,43% -

1982 3,71% 3,02% 0,13% 1,19% 2,01% -

1983 2,65% 2,95% 3,87% 1,81% 2,82% -

1984 4,17% 3,04% 5,89% 4,27% 4,34% -

1985 4,02% 3,28% 5,35% 2,19% 3,71% -

1986 4,95% 2,63% 4,04% 2,86% 3,62% -

1987 0,29% 3,56% 1,78% 3,46% 2,27% -

1988 -0,14% 5,10% -0,17% 2,67% 1,86% -

1989 0,57% 5,42% 1,00% 2,78% 2,44% -

1990 1,61% 0,08% 1,93% 1,01% 1,16% -

1991 1,30% -6,24% 3,11% -1,12% -0,74% -

1992 1,98% -3,74% 3,52% -1,20% 0,14% -

1993 -0,09% -0,92% 2,79% -2,06% -0,07% -

1994 5,53% 3,57% 5,05% 3,95% 4,52% -

1995 3,07% 3,92% 4,19% 3,97% 3,79% -

1996 2,84% 3,70% 5,10% 1,46% 3,27% -

1997 3,20% 6,20% 5,39% 2,46% 4,31% -

1998 2,16% 5,23% 2,68% 3,81% 3,47% -

1999 2,56% 3,92% 2,03% 4,60% 3,28% -

2000 3,53% 5,06% 3,25% 4,40% 4,06% -

2001 0,71% 2,71% 1,99% 1,06% 1,61% -

2002 0,47% 1,57% 1,50% 2,41% 1,49% -

2003 0,38% 1,81% 1,01% 1,91% 1,28% -

2004 2,30% 3,70% 3,86% 4,13% 3,50% -

2005 2,45% 2,77% 2,74% 3,30% 2,81% -

2006 3,34% 4,92% 2,28% 4,25% 3,70% -

2007 1,65% 4,20% 3,13% 2,56% 2,89% -

2008 -1,20% 1,04% 2,13% -0,16% 0,45% -

2009 -2,43% -6,36% -1,91% -4,83% - -3,88%

2010 0,92% 0,94% 1,27% 1,17% - 1,08%

2011 1,51% 2,00% 1,82% 2,50% - 1,96%

2012 2,56% 2,50% 1,88% 3,00% - 2,49%

2013 2,64% 2,50% 2,04% 3,50% - 2,67%

2014 2,29% 2,75% 2,06% 3,93% - 2,76%

GDP, % change, constant prices

Souce: IMF

GDP
Nordic Average

SwedenNorwayFinlandDenmark
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10.27 Data on Total Nordic passengers & Regression with GDP 

 
 
 
 
 

 
  

Denmark Finland Sweden Norway Denmark Finland Sweden Norway Denmark Finland Sweden Norway

1999 9.796 22.893 17.976 18.192 9.796 22.893 17.976 68.857 28.547

2000 10.721 24.333 20.069 1,091 1,094 1,063 1,116 19.852 10.721 24.333 20.069 74.975 29.593

2001 19.794 10.764 24.111 19.996 0,997 1,004 0,991 0,996 19.794 10.764 24.111 19.996 74.665 29.939

2002 19.930 10.296 22.043 18.632 19.930 10.296 22.043 18.632 70.901 30.279

2003 19.575 10.516 20.447 18.825 19.575 10.516 20.447 18.825 69.363 30.556

2004 21.006 11.785 21.721 19.621 21.006 11.785 21.721 19.621 74.133 31.537

2005 22.173 12.348 22.900 18.579 22.173 12.348 22.900 18.579 76.000 32.289

2006 22.965 13.443 25.838 24.053 22.965 13.443 25.838 24.053 86.299 33.230

2007 24.042 14.465 26.966 26.386 24.042 14.465 26.966 26.386 91.859 33.983

2008 24.629 14.851 27.818 27.717 24.629 14.851 27.818 27.717 95.015 33.863

Total passengers embarked and disembarked in '1000

Source: Eurostat

GDP 

average

Total 

Nordic

Calculated as  an average of FIN, SWE & NOR

Actual Index Used figuresNumber of 

passengers

Calculated by use of the index figures

Regression of Total Nordic passengers and Nordic GDP average

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,885040221

R Square 0,783296192

Adjusted R Square 0,756208216

Standard Error 4648,876114

Observations 10

ANOVA

df SS MS F Significance F

Regression 1 624950192,2 624950192,2 28,91674864 0,000663675

Residual 8 172896393 21612049,12

Total 9 797846585,2

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%

Intercept -59609,30433 25670,72681 -2,322073105 0,048761368 -118806,1065 -412,5021949 -118806,1065 -412,5021949

X Variable 1 4,391619741 0,816676387 5,377429557 0,000663675 2,508360618 6,274878865 2,508360618 6,274878865
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10.28 Data on Short-term Interest rate & Regression output 

 
 
 
 
 

 
  

Denmark Finland Norway Sweden

1999 3,30% 2,96% 6,54% 3,12% 3,98% 68.857

2000 4,90% 4,39% 6,75% 3,95% 5,00% 74.975

2001 4,62% 4,26% 7,23% 4,03% 5,03% 74.665

2002 3,48% 3,32% 6,91% 4,07% 4,44% 70.901

2003 2,38% 2,33% 4,10% 3,03% 2,96% 69.363

2004 2,14% 2,11% 2,01% 2,11% 2,09% 74.133

2005 2,17% 2,18% 2,21% 1,72% 2,07% 76.000

2006 3,13% 3,08% 3,10% 2,33% 2,91% 86.299

2007 4,32% 4,28% 4,96% 3,55% 4,28% 91.859

2008 4,87% 4,63% 6,22% 3,91% 4,91% 95.015

Short term interest rate, 3 month

Source: Statistikbanken

Passen-

gers

Nordic 

average

Short-term 

Interest rate

Regression of Total Nordic passengers and the Short term Interest rate

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,21757922

R Square 0,047340717

Adjusted R Square -0,071741694

Standard Error 9747,28139

Observations 10

ANOVA

df SS MS F Significance F

Regression 1 37770629,28 37770629,28 0,39754584 0,545944691

Residual 8 760075955,9 95009494,49

Total 9 797846585,2

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%

Intercept 71591,4201 10935,27645 6,546832211 0,000179068 46374,62741 96808,21279 46374,62741 96808,21279

X Variable 1 175581,6558 278474,5646 0,630512363 0,545944691 -466581,8412 817745,1528 -466581,8412 817745,1528
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10.29 Data on Multiples calculation 

 
  

Finnair Norwegian Ryanair SAS 2010

EUR NOK EUR SEK

Data

Number of shares 128.140.000 498.600.000 1.480.000.000 329.000.000

Share value 11/6-10 4,16 9,65 3,73

Marketcap 533.062.400 4.811.490.000 5.520.400.000

Debt 901.200.000 1.652.966.000 2.696.502.000 -14.534.000.000 

Enterprice value 1.434.262.400 6.464.456.000 8.216.902.000

Ratios

Earnings -124.900.000 436.451.000 -169.173.000 -877.312.141 

P/E -4,27 11,02 -32,63

EBITDA 8.800.000 720.748.000 348.748.000 972.069.000

EV/EBITDA 162,98 8,97 23,56

Revenue 1.837.700.000 7.309.189.000 2.941.965.000 39.616.500.000

EV/Revenue 0,78 0,88 2,79

1/P/E -0,23 0,09 -0,03 -0,06 

1/EV/EBITDA 0,01 0,11 0,04 0,05

1/EV/Revenue 1,28 1,13 0,36 0,92

Harmonic Mean

P/E -17,22

EV/EBITDA 18,74

EV/Revenue 1,08

Enterprise value of SAS using ratios

P/E N/A

EV/EBITDA 18.218.060.428

EV/Revenue 42.905.995.750

Share value of SAS using ratios

P/E N/A

EV/EBITDA 11,20

EV/Revenue 86,24

Average 

ratio
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10.30 Data on Sensitivity analysis 

 
 
 

 
 
 

 
 
 

 

5,48% 0,9480 0,8988 0,8521 0,8078 0,7659 0,7659

5,68% 0,9463 0,8954 0,8473 0,8017 0,7586 0,7586

5,88% 0,9445 0,8920 0,8425 0,7957 0,7515 0,7515

6,08% 0,9427 0,8887 0,8377 0,7897 0,7444 0,7444

6,28% 0,9409 0,8853 0,8330 0,7838 0,7375 0,7375

6,48% 0,9391 0,8820 0,8283 0,7779 0,7306 0,7306

6,68% 0,9374 0,8787 0,8237 0,7721 0,7237 0,7237

6,88% 0,9356 0,8754 0,8191 0,7663 0,7170 0,7170

7,08% 0,9339 0,8721 0,8145 0,7606 0,7103 0,7103

Discount factors for changing WACC

W
A

C
C

-2,0% 2.510 -739 -588 529 596 1.627

-1,5% 2.510 -739 -588 529 596 1.548

-1,0% 2.510 -739 -588 529 596 1.468

-0,5% 2.510 -739 -588 529 596 1.388

Base 2.510 -739 -588 529 596 1.309

0,5% 2.510 -739 -588 529 596 1.229

1,0% 2.510 -739 -588 529 596 1.150

1,5% 2.510 -739 -588 529 596 1.070

2,0% 2.510 -739 -588 529 596 990

R
e

ve
n

u
e

 g
ro

w
th

FCF for changing revenue growth in terminal period

-2,0% 2.510 -739 -588 529 596 2.036

-1,5% 2.510 -739 -588 529 596 1.854

-1,0% 2.510 -739 -588 529 596 1.673

-0,5% 2.510 -739 -588 529 596 1.491

Base 2.510 -739 -588 529 596 1.309

0,5% 2.510 -739 -588 529 596 1.127

1,0% 2.510 -739 -588 529 596 945

1,5% 2.510 -739 -588 529 596 763

2,0% 2.510 -739 -588 529 596 581

FCF for changing payroll growth in terminal period

P
ay

ro
ll

 g
ro

w
th

rd 1-tc re beta rm-rf rf

0,06 0,72 0,096352 1,2096 0,05 0,035872

-1 -0,5 Base 0,5 1

D/E 0,71 1,21 1,71 2,21 2,71

Equity 8.521 8.521 8.521 8.521 8.521

Debt 6.013 10.273 14.534 18.795 23.055

E+V 14.534 18.795 23.055 27.316 31.576

D/V 0,41 0,55 0,63 0,69 0,73

E/V 0,59 0,45 0,37 0,31 0,27

Data on sensitivity analysis of WACC

Debt/Equity Ratio




