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Executive summary 

SAS is the largest airline company in Scandinavia and 50% of the shares are owned by the Norwegian, Swe-

dish and Danish governments. The preceding years SAS has been subject to major financial troubles and was 

in the fall 2012 very close to bankruptcy. An important reason for the airline’s survival was the credit facili-

ties provided by banks and the three governments. In this paper we estimate the fundamental value of the 

SAS share based on a discounted cash flow analysis and a relative valuation analysis. Furthermore, we dis-

cuss how the ownership structure might play a role in this context. 

The analysis reveals that SAS is facing considerable strategic as well as financial challenges. Important rea-

sons are found in very expensive collective agreements, the nature of the regulatory environment and strong 

competitive forces. Especially the entrance of low cost carriers (LCCs) has intensified competition the pre-

ceding years. Furthermore, SAS is subject to high systematic risk, and hence high sensitivity to fluctuations 

in business cycles. These issues are reflected in very low profit margins. 

The estimation of WACC and the cash flow forecast are based on these considerations. The DCF approach 

provides us with a theoretical share price of 4.60 SEK. Compared to the market price of 13.75 SEK our re-

sult indicates that the share is highly overvalued by the market.  

This result is supported by our relative valuation analysis, where we seek to adjust simple multiples for dif-

ferences in fundamentals among comparable firms. This is done by developing regression models with a 

multiple as the dependent variable and fundamentals as explanatory variables. This approach indicates that 

the value of the SAS share is zero and hence that a going concern assumption is not justified. A reason might 

be that SAS’ survival strongly depended on the credit facilities provided by banks and the three govern-

ments. Thus, because of the interest of major shareholders, SAS might not be truly operating on market 

terms. This issue is not controlled for in the relative valuation approach. Thus, when the ownership structure 

is taken into account, we expect that SAS has a future potential and hence a positive value.  

Consequently, the result obtained in the DCF analysis becomes our best estimate. This value lies between the 

market price and the price obtained in the relative valuation analysis. A value between zero and the market 

price is supported by the sensitivity analysis. Thus, each method applied, obtains the same result: namely that 

SAS is overvalued by the market.  

An overvaluation can have several reasons. One might be that the market overestimates SAS’ growth poten-

tial. Two other possible reasons can be found in topics related to Corporate Governance and Behavioral Fi-

nance. As regards Corporate Governance, we discuss how the ownership concentration might affect the share 

price. Behavioral Finance provides another explanation by introducing differences in belief among investors.  
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1. INTRODUCTION 

Aviation has become increasingly important in today’s society. With aviation it is easier for global compa-

nies to exist and for leisure travelers foreign countries are suddenly within reach. The importance of aviation 

is reflected in a rapid increase in the number of passengers within the last 50 years (Belobaba et al., 2009). 

High passenger growth, improvement in technology and high entry barriers could form the basis for an at-

tractive industry. This is not the case. The industry suffers from low profit margins. 

Strong competitive forces constitute an important reason. The aviation industry is characterized by two kinds 

of companies; network companies and low cost carriers (LCCs). For many years the industry was subject to 

intense regulation and consequently only networks companies existed but in the past 20 years the industry 

has been liberalized and LCCs have emerged. Consequently, the competitive environment has changed and 

industry rivalry has intensified. Furthermore, the product offered by the aviation industry is rather standard-

ized making differentiation difficult. As a result the aviation industry is subject to very price sensitive cus-

tomers with strong negotiation power. In addition, competition from substitute products, high exit barrier and 

supplier negotiation power makes it difficult for airlines to generate high earnings. The regulatory nature of 

the industry constitutes another important factor in this context. In spite of liberalization, especially Europe-

an airlines are still highly regulated, which amplifies the downward pressure on profit margins (CAPA, 

2012). 

In this paper we take a look into one company in the industry, namely SAS AB (SAS). SAS is the largest 

Scandinavian airline and in Denmark it is the preferred airline among passengers (Freitag, 2013). Still the 

company is facing severe financial troubles and in the fall 2012 the company was on the edge to bankruptcy. 

The competitive and regulatory nature of the aviation industry makes low profit margins common. However, 

the fundamental problem in SAS was very powerful labor unions and hence very expensive collective 

agreements. Before the liberalization of the industry, a monopoly status enabled SAS to forward the bill to 

passengers, but after the emergence of LCCs customers became more price sensitive and their negotiation 

power increased. Consequently, high prices could no longer pay for very favorable employment terms. A 

showdown with labor unions turned out to be difficult and did not succeed before the fall 2012. With new 

collective agreements and credit facilities provided by the three largest shareholders (the Norwegian, Swe-

dish and Danish governments) and a number of major banks SAS survived (Ussing et al, 2013b). Still the 

future of SAS seems uncertain.  

This makes SAS an interesting case for a valuation. It shows how a former monopoly can struggle due to 

liberalization and hence changes in the market structure. SAS has been trying to adapt to the changing mar-
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ket conditions for several years, but did not succeed to deal with the fundamental problem before the imple-

mentation of the crisis plan 4 Excellence Next Generation (4XNG) in the fall 2012. 

The market price of a SAS share was 13.75 SEK the 15
th
 of February 2013. Thus, the market expects SAS to 

have a future potential and hence a positive value in spite of severe financial troubles. In this paper we exam-

ine whether this is realistic.  

The value of SAS is analyzed with the discounted cash flow method as the primary approach. Furthermore, a 

relative valuation approach is used as a sanity check. Simple multiples do not take the driving forces behind 

the multiple into account and consequently differences in fundamentals between comparable firms are ig-

nored. We seek to make the method more robust by introducing regression. A standardized product within 

the industry makes it easier to compare companies and hence increase the quality of our regression models. 

Thus, the choice of the aviation industry is favorable. 

Afterwards we discuss how topics related to Corporate Governance and Behavioral Finance can cause the 

market price to deviate from the theoretical price.  

1.1 Research Question 

What is the theoretical value of one SAS AB share?  

1.2 Delimitation 

This section describes the delimitations and the assumptions we have made in the process of estimating the 

value of SAS.  

1.2.1 Data and sources 

Our knowledge concerning SAS’ internal and external environment is based on an overweight of Danish 

sources. This might bias our analysis since Danish sources are likely to focus on circumstances concerning 

the Danish market. We attempt to compensate for this by including conditions in the firm’s main market 

which are considered important. 

Information available on the internet, in newspapers and so on is included until April 18
th 

2013. After this 

date new information is not considered. 80% of the shares in Widerøe were sold in May 2013. However, 

since the sale took place after April 18
th
 2013 (Venderby, 2013), the exact circumstances related to the sale 

are not included in our analysis. Thus, the forecasted effect on SAS’ future cash flow is based on our expec-

tations rather than on exact facts. 
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1.2.2 Financial statements 

Pension obligations are recognized differently for SAS than for comparable firms. With the change in the 

accounting standards, which will apply for SAS from the 2013 annual report, the recognition of pension 

funds will be similar for SAS and comparable firms (SAS Group, 2013a). Still, it adds a bias to our financial 

statement analysis that the recognition of pensions is not similar among the analyzed companies. We are 

aware of this issue, but adjustment for differences in the recognition of pension obligations is beyond the 

scope of this assignment. 

Operational leasing is transferred to the balance sheet and hence converted to debt for SAS. As argued by 

Damodaran (2006), SAS’ operational leasing should be converted to debt in order to give a fair picture of the 

company’s financial situation. Operational leasing is only converted to debt for SAS and not for the compa-

rable companies, Norwegian and Finnair. This adds a bias to the financial statement analysis because the 

value of debt is greater for SAS than for the comparable companies. We are aware of this issue. However, 

conversion of operating leasing to debt for comparable firms would be very time consuming. Thus, based on 

a careful weighing of time and value added we have decided not to convert operational leasing to debt for 

Finnair and Norwegian. 

1.2.3 Cash flow forecast 

SAS is in the process of selling Ground Handling and Widerøe. The sale of these subsidiaries will have an 

effect on the cash flow forecast. However, we do not estimate the cash flow effect with respect to taxes. 

Thus, we assume that the cash flow effect from taxes is zero. 

As regards EuroBonus, a potential sale has been mentioned in the media in relation to the firm’s financial 

troubles (Ritzau, 2012d). Since this is not a part of the 4XNG strategy, a potential sale is not covered in this 

assignment. 

1.3 Methodology 

The methodology section provides an overview of the structure of this assignment and discuss’ the methods 

and data applied. In order to answer the research question in an appropriate and structured manner the fol-

lowing recognition questions are set (Olsen et al. 2002): 

- What is the current strategic and financial situation of SAS and how does it affect the valuation? 

- What is SAS’ beta and how can beta be estimated most correctly? 

- What is the required return on equity and debt? Which WACC is estimated?  

- Which theoretic share price is obtained when a DCF approach is applied? 
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- How sensitive is the result obtained in the DCF analysis to changes in important assumptions? 

- Which theoretic share price is obtained when a regression multiple approach is applied? 

- What share price is estimated based on the previous two results? 

- Why does the estimated value differ from the market price?  

The research question and the recognition questions are answered from a deductive approach. The reason is 

that the analysis is based on two theoretic valuation approaches which are applied to an empirical case, 

namely SAS (Fuglsang et al., 2007). 

The structure of this paper is showed in figure 1. This figure provides an overview of the different sections 

and how they relate to one another.  

As argued by Petersen et al. (2003) it is important to understand the company of interest and the industry in 

order to make a prober valuation. Hence, the first step in this paper is an analysis of the business concept. 

This analysis consists of a description of the company as well as a financial and a strategic analysis. The 

analysis of the business concept is summarized into a SWOT analysis.  

With an understanding of the macro environment, the industry and the company, the next step is to determine 

WACC. Beta is the only firm-specific risk measure in the estimation of the required return on equity. Thus, 

the estimation of beta is highly emphasized. Next the value of SAS is estimated based on a discounted cash 

flow approach and a relative valuation approach. The different value estimates are discussed in the section 

“Discussion of results”.  

In the last sections of the paper we put the estimated value into perspective. The results from the assignment 

are summarized, and we conclude on the value. 

The appreviations used in the assignment are shown in Appendix A and formulas in Appendix B. 
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1.3.1 Data and sources 

Our valuation of SAS is performed as external analysts. Thus, only public information is applied. The data 

can be split into two groups: information from the company and external information. Information from the 

company includes annual reports, press releases and information on the company’s website. Likewise, exter-

nal information can be divided into two groups: theory and information regarding SAS, competitors and the 

industry, which is primarily found in newspapers and on the internet. We emphasize a balance between in-

formation from SAS and external information. Information from SAS is based on a thorough knowledge of 

the firm, but can be biased due to the management’s incentive to present SAS the best possible way. External 

information is often more objective.  

Since SAS is public traded, much information is public. Still, a lot of information is not public. Internal in-

formation could increase the accuracy and quality of the analysis. Furthermore, it could make it possible to 

assess the different goals of the company’s strategy and perform a more detailed financial analysis and cash 

flow forecast. However, as external analyst we do not have internal information and need to base the analysis 

on the information available. The lack of internal information might bias our valuation. This is kept in mind 

in the assessment of our value estimate.  

1.3.2 Strategic analysis 

In order to enable a forecast of key indicators and the firm’s cash flow a thorough knowledge of the company 

and the industry is needed. Thus, a strategic analysis is essential. The nature of a company’s business envi-

ronment can determine what kind of analysis is needed. If the market is stable or static and the products of 

the company are simple, a historic analysis and a simple forecasting based purely on historic numbers can be 

sufficient. However, if the products of the firm and/or the market are more complex analysts need to perform 

a thorough strategic analysis and a more detailed cash flow forecast (Petersen et al., 2012). We believe that a 

thorough analysis is needed, to enable the most accurate cash flow forecast for SAS.  

The strategic analysis consists of an internal and external analysis. In the external analysis the PESTEL mod-

el and Porter’s five forces are applied to analyze SAS’ macro environment and the competitiveness of the 

industry. Based on the PESTEL analysis we take a look into factors in the macro environment that may af-

fect SAS’ risk level and cash flow potential. Porter’s five forces assess the possibility of earning economic 

profits in an industry. We focus on the current situation and base our analysis on issues that are relevant for 

the fundamental risk analysis and the cash flow forecast. 
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The internal analysis is based on the VRIO model (Nygaard, 2006). This model examines whether SAS’ 

resource base constitutes competitive advantages. These resources are important for the company’s ability to 

create value in the future. The VRIO model is created on the basis of Barney (1991). The analysis of SAS’ 

resources is based upon seven resources we find to be most important for SAS.  

1.3.3 Reformulation and financial statements 

The next step in the analysis of the business concept is the reformulation of the financial statements. Finan-

cial statements are reformulated in order to separate operating items from financial items. The reason is that 

a company’s operating items are the main force behind the company’s value creation. Furthermore, a com-

pany’s operations are difficult to replicate and is what makes the company “unique” whereas the financing 

activity is easier to copy (Petersen et al., 2012). The financial statements are reformulated for SAS and two 

comparable companies; Norwegian and Finnair.  

The financial statement analysis and the reformulation of the financial statements are based on Sørensen 

(2009). The analysis of the financial statements is divided into a growth analysis, a profitability analysis, a 

liquidity analysis and an analysis of SAS’ cost structure. These four sections are important in order to per-

form a risk analysis and a cash flow forecast. 

As argued by Elling and Sørensen (2005) the income statement reflects the entire year while the balance 

sheet only covers the situation on one given day. To create consistency among the income statement and the 

balance sheet, key indicators are based on average balance sheet items. 

In some cases it can be relevant to remove extraordinary items from the financial statements if analysts are 

interested in a company’s core activity (Petersen et al., 2012). Since, we do not assess any of the items to be 

extraordinary we have chosen not to remove items from SAS’ financial statements. Examples of items we 

have chosen to preserve are “income from affiliated companies” and “sale of aircrafts”. Since affiliated com-

panies refer to other airlines we perceive income from these airlines as a part of SAS’ operational activity. 

Likewise, sale and purchase of aircrafts are related to the operational activity. However, as mentioned in the 

delimitation the recognition of operational leasing has been adjusted in SAS’ financial statements.  

In 2012 SAS changed the fiscal year. The fiscal year now starts in November. The company deals with this 

change in the 2012 annual report by reporting for 10 months rather than 12 months. Hence, the annual report 

covers 10 months from January 2012 through October 2012. In order to compare the 2012 numbers with the 

preceding years the 2012 numbers are extrapolated up to one year. We are aware of seasonality in the indus-

try but assume that the average numbers from the 10 preceding months are a reasonable estimate for the re-
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maining two months. These extrapolated numbers are used in the financial statement analysis and hence in 

the cash flow forecast.  

In the analysis of the SAS’ financial situation we include numbers from 2006 to 2012. By doing so the effect 

of the recent financial crisis is captured in our analysis. Thus, the analysis reflects SAS’ sensitivity to fluc-

tuations in business cycles. Financial key indicators are normally calculated for a shorter time period. How-

ever, for cyclical companies it is important to choose a longer time period to ensure that the entire business 

cycle is included in the analysis. In that way the financial analysis is based neither on the top nor at the bot-

tom of a cycle (Petersen et al, 2003). 

All measures are found on the same date to ensure consistency. Hence the risk-free interest rate and share 

prices etc. are found on the date SAS’ annual report was published, namely February 15
th 

2013. Since the 

annual report covers the period January-October 2012 there is a mismatch in time periods. This means that 

balance sheet book values are based on the 31
st
 October 2012, while market values are obtained on February 

15
th
 2013. However, by choosing the stock price from the day the annual report is released it is assumed that 

the market has reacted to the information available in the annual report. Hence, the stock price is expected to 

reflect the information in the annual report. We assume that the stock price from the release date of the annu-

al report is the best indicator of the market’s reaction to the information in the 2012 annual report. However, 

in practice it might take longer for the market to adjust to the new information. To take this into account we 

also compare the result from the DCF analysis to the share price one week after the release of the annual 

report, namely February 22
nd

 2013.  

The annual reports for comparable firms cover the period January-December 2012. Hence, the book value of 

debt for comparable firms is from the 31
st
 December 2012, while the market values are obtained the same 

date as for SAS, namely the 15
th
 February 2013. This might add a bias since only SAS released the annual 

report on the 15
th
 February 2013. Thus, the stock market reactions for comparable firms do not reflect the 

information in the annual report on the publication date. However, we find it necessary, that the values of 

debt and equity are obtained on the same date for all firms.  

As mentioned, the financial statements are only reformulated for SAS, Norwegian and Finnair and opera-

tional leasing is only converted to debt for SAS. To ensure consistency in the comparison between SAS and 

the peer group in the bottom-up beta and in the relative valuation method, the values of debt and equity is 

calculated the same way for all firms. Thus, book values are not based on reformulated financial statements 

and operational leasing is not included in debt, in these two sections.  
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1.3.4 WACC 

Damodaran (2006) argues that the computation of cost of capital should be based on market values since cost 

of capital captures the cost of raising new funds today. Since new debt and equity have to be raised in the 

market at the current prices market values are more correct than book values. However, as regards debt, 

market values can be difficult to obtain, especially for external investors. In addition, the book value of debt 

is often close to the market value of debt. Therefore the book value of debt is applied as a fair proxy of the 

market value of debt in this analysis. Only interest bearing liabilities are considered in relation to debt. 

The analysis of beta is based on both a qualitative and quantitative assessment. The quantitative analysis, the 

bottom-up beta, breaks down beta into operating risk and financial leverage (Damodaran, 2006). The qualita-

tive analysis is based on a fundamental risk analysis where the operating and financial risk related to SAS is 

analyzed. These two methods are independent and supplement each other. The combination of a qualitative 

and quantitative approach makes the beta analysis more complete and reduce subjectivity. The final beta 

estimate is based on both the fundamental risk analysis and the bottom-up beta.  

We also take the regression beta into account. However, we emphasis the combination of a fundamental risk 

analysis and the bottom-up beta since the regression beta is based purely on historic numbers while both the 

bottom-up beta and the fundamental beta are more forward looking. Thus, our beta estimate takes the ex-

pected future into account rather than only past events. 

We assume that WACC is constant. For this to hold it requires a constant capital structure. We are aware that 

this will most likely not be the case since the market value of equity changes every single day. However, by 

applying a target capital structure we assume that SAS’ capital structure fluctuates around this target. We 

thereby restrict ourselves from using a dynamic WACC. WACC becomes forward looking by using a target 

capital structure. This is beneficial since WACC is applied as discount rate in the DCF valuation. 

In the bottom-up beta SAS’ current capital structure is applied as a measure of financial risk. Thus, the capi-

tal structures applied in the sections “bottom-up beta” and “WACC” are not the same. The target capital 

structure is determined as an average of the industry’s capital structure within the same geographical region 

(Petersen et al., 2012). Thus, if the target capital structure were to be applied in the bottom-up beta all com-

panies would have the same capital structure and thus, the same financial risk. Consequently, the method 

would not be applicable. 
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1.3.5 Valuation methods 

We have chosen the discounted cash flow model as our main approach in the valuation of SAS. We use the 

indirect method, meaning that we first estimate the enterprice value and then subtract debt to obtain the value 

of equity. For the same reason the free cash flow to the firm (FCFF) is in focus. By choosing this approach, 

forecasting of future changes in capital structure is avoided (Damodaran, 2006). 

The model is widely accepted both in practice as well as in theory. A reason is that the model is forward 

looking and therefore emphasizes the company’s ability to create value in the future. In addition the model is 

intuitive; both creditors and shareholders are interested in the company’s ability to create a positive cash 

flow. However, a disadvantage is that the DCF model relies on a large number of subjective assumptions and 

estimations. Consequently, the method is subject to considerable uncertainty (Petersen et al., 2003). 

Petersen et al. (2012) define four different groups of valuation approaches relevant to external investors 

whereas the DCF model is as part of the present value approaches. If the same assumptions are applied to the 

present value approaches they will all give the same value of the company. Thus, the value of a given com-

pany should not depend on the chosen method from within the group of present value approaches (Petersen 

et al., 2003).  

The EVA-model is another well-known present value approach. The EVA-model takes a starting point in 

invested capital and only excess return, characterized as ROIC greater than WACC, are added to invested 

capital (Petersen et al., 2012). However, since SAS do not generate excess return in the current situation we 

do not find this model appealing.  

In the sensitivity analysis, we measure the sensitivity of the DCF result to changes in certain assumptions. 

WACC and the terminal growth rate are essential determinants in the DCF valuation and both are affected by 

considerable subjectivity. Thus, we find it important to test the extent to which our assumptions related to 

WACC and the terminal growth rate affect our value estimate.    

As argued by Hartzberg (2008) analysts should always value a company based on more than one approach 

due to uncertainty and subjectivity in the valuation. Hence, we will also value SAS based on a relative valua-

tion approach. A relative valuation approach compares the company to a peer group based on a relevant mul-

tiple. The group of relative multiples constitutes quick and dirty approaches to the valuation of a company. 

However, multiples are still among the most frequently used approached by Danish analysts. To increase the 

quality of the estimate based on the relative approach it is important to ensure that the peer group is compa-

rable. This is a difficult task since no firms are truly alike. Furthermore the relative approach does not ex-

plain how value is created. Thus, the relative approach is often applied as a sanity check of the estimated 

value with a present value approach (Petersen et al., 2003).  
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In the relative valuation we attempt to make the method more robust by taking a further look into the varia-

bles that drive multiples. This is done by introducing regression. More precise we apply fundamentals as 

explanatory variables in a regression with the multiple as the dependent variable. In this way we control for 

differences in fundamentals between firms. Thus, even though the peer group might not be truly comparable, 

the method remains applicable. The regression is performed as a linear regression in Excel. However, the 

relationship between the dependent and independent variables is not necessarily linear. We are aware of this 

inconsistency.   

1.3.6 Cash flow forecasting 

To perform a DCF valuation the future cash flow of the company need to be estimated. This is done based on 

pro forma statements.  

For mature and cyclical companies the budget period will be relatively short since the situation of the com-

pany is relatively stable (Petersen et al., 2003). However, SAS is currently undergoing major strategic 

changes with the implementation of a new strategy and we therefore find it beneficial to have a longer fore-

casting period. 

In order to value SAS, we need to take a look into these new strategic incentives and implement them into 

our cash flow forecast. In our valuation we assume that most goals set by the management will be achieved. 

A topic for another analysis could be whether these goals are realistic. However, this is beyond the scope of 

this paper. Furthermore, SAS is analyzed on a going concern basis. Thus, we assume that the strategies will 

have a positive effect and that SAS has a future potential. More precise, we expect that the company will 

have a positive value in the DCF valuation. A going concern assumption might be a weakness. A more cor-

rect approach might have been to investigate if SAS is able to consist in its current form.  

Possible events categorized as force majeure are not included in the forecasting. Force majeure refers to 

events such as natural disasters, terror attacks, plane crashes etc. Such events strongly affect the aviation 

industry but they are impossible to predict or can only be predicted with large uncertainty. For the same rea-

son we ignore such events in our cash flow forecast and include risk related to force majeure in beta.  
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1.3.7 Peer group 

In the bottom-up beta and in the relative valuation SAS is compared to a peer group. This group consists of 

five airlines: Norwegian, Finnair, Lufthansa, Ryanair and EasyJet. These are perceived as peers by SAS 

(SAS Group, 2013b).  

The peer group is relatively small and a larger number of comparable firms would increase the quality of the 

results obtained in the bottom-up analysis and the relative valuation. However, we believe that the firms per-

ceived as peers by SAS is the most reliable reference group and chose to use this group without adding more 

companies.  

1.3.8 Discussion and perspective 

In the discussion of the estimated value, we conclude on the results from our DCF analysis and our relative 

valuation. We also comment on weaknesses and limitations related to our analysis. 

In the second-last section the value of SAS is put into perspective. We discuss potential reasons for why our 

theoretical value estimate differs from the market price. We attempt to explain this difference based on topics 

related to Corporate Governance and Behavioral Finance.  

2. ANALYSIS OF BUSINESS CONCEPT 

In this section we first describe the company. Afterwards we perform a strategic and a financial analysis. In 

the last section we summarize the conclusions in a SWOT. 

 Description of the Company 2.1

SAS was founded in 1946 when three national airline companies in Sweden, Norway and Denmark formed a 

partnership: Det Danske Luftfartsselskab A/S, Det Norske Luftfartsselskab A/S and Svensk Interkontinental 

Lufttrafik AB. The partnership was based on the shared idea of transatlantic flights between Scandinavian 

and the U.S. Each airline was too small to compete internationally but together they could develop a major 

international airline company and challenge international competition. In 1951 the three companies merged 

and formed the present SAS consortium. The SAS consortium was named Scandinavian Airline System. 

Later the name was changed to Scandinavian Airlines (SAS Danmark, 2013b). 
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SAS AB is the parent company and Scandinavian Airlines, Blue1 and Widerøe
1
 are fully owned subsidiary 

airlines. In 2012 Blue1 was integrated into Scandinavian Airlines. In addition Scandinavian Airlines includes 

SAS Ground Handling, SAS Cargo Group, Spirit and Technical Maintenance. Both Widerøe and SAS 

Ground Handling are in the process of being sold. SAS AB holds minority ownership of Air Greenland A/S 

(37.5%), Flyrail AB (50%), Malmö Flygfraktterminal AB (40%). Figure 2 shows SAS’s operational structure 

(SAS Group, 2013a). 

Figure 2: SAS’ operational structure in 2012 

 

Source: Own Contribution and SAS Group, 2013a 

2.1.1 Ownership structure 

In the past many airlines were government owned. The setup costs in the industry are very high and govern-

ments were interested in having a national airline, so that each country was provided with air transportation. 

From 1980 it was realized that governments were not the most skilled in running an airline. Consequently, 

many airlines were privatized (Doganis, 2006). 

Half of the SAS shares are still government owned. The Danish, Norwegian and Swedish governments own 

respectively 14.3%, 14.3% and 21.4% of the shares in SAS AB. The remaining 50% is held by private and 

institutional investors. The parent company SAS AB is located in Stockholm and the stock is traded at the 

stock exchanges in Stockholm, Oslo and Copenhagen. The company has 329,000,000 shares outstanding and 

a market capitalization of 4,523,750,000 SEK on the 15
th
 of February 2013. On the 15

th
 of February the share 

                                                      

1
 Widerøe was sold in the spring 2013 (Ritzau, 2013e) but since this happened after our cut-off date for new infor-

mation, this is not included in our analysis. 
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price was 13.75 SEK (Euroinvestor, 2013). Figure 3 shows the ownership structure and the ten largest share-

holders in SAS. 

Figure 3: SAS' ownership structure 

 

Source: SAS Group, 2013a 

2.1.2 Core SAS and 4 Excellence 

SAS had a difficult start to the new millennium. The aviation industry was hit hard by the 9/11 terror attack 

and SAS was fined 39.375M EUR for cartelization with Mærsk Air in 2001 (SAS Group, 2002). Further-

more, high operational expenses – especially related to very expensive collective agreements – had a nega-

tive influence of the firm’s profitability (Ussing et al, 2013b). After a number of bad years the financial crisis 

hit in 2007 and contributed to a very large deficit in 2008. As a result, the Core SAS strategy was launched in 

2009. The aim was to create a more efficient and simplified SAS and reduce costs considerable (SAS Group, 

2010).  

In 2011 Core SAS was concluded and the result was a cost reduction of 23% since 2008 (Mortensen, 2011). 

Core SAS was followed by the strategy 4Excellence. Whereas the focus of Core SAS was on cost reduction 

the new strategy dealt with both cost reduction and growth (Carlsen, 2011). The strategy consisted of four 

areas - commercial, sales, operational and people excellence - which were identified as targets for either cost 

reduction or revenue gain or a combination of both. The strategy was expected to result in annual cost sav-

ings of 3-5% during 2012-2013, corresponding to 5 billion SEK in total effect (SAS Group, 2012a). In 2012 

unit costs was reduced by 4% (SAS Group, 2013a). However, neither Core SAS nor 4Excellence managed to 

confront the power of labor unions and hence break the expensive collective agreements.   

 

Shareholders Total

The Swedish Government 21.4%

The Danish Government 14.3%

The Norwegian Government 14.3%

Knut and Alice Wallenberg's Foundation 7.6%

Försäkringsaktiebolaget, Avanza Pension 1.5%

A.H Värdepapper AB 1.4%

Unionen 1.4%

Denmark's National Bank 1.4%

Robur Försäkring 0.9%

Ponderus Försäkring 0.8%
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2.1.3 4 Excellence Next Generation (4XNG) 

In spite of considerable cost reductions, core SAS and 4Excellence was not sufficient to save SAS from se-

vere financial troubles. A showdown with collective agreements was needed in order to save SAS from 

bankruptcy. After intensive negotiations between SAS and labor unions, banks and the three governments, 

the strategy 4XNG was accepted in the fall 2012. For the first time in the history of SAS the power of labor 

unions was reduced considerably (Ussing et al, 2013b). The plan addresses the fundamental challenges and 

creates a cost structure that permits the airline to compete with LCCs. Costs are expected to be reduced by 3 

billion SEK (SAS Group, 2013). The plan includes these main points:  

 The number of employees is reduced from 15,000 to 9,000 by outsourcing, efficiency improvements 

and divestiture.  

 The Norwegian subsidiary Widerøe, Ground Handling in Scandinavia and other assets will be sold. 

SAS expects to earn 3 billion SEK on the sale of subsidiaries and other assets.  

 All administration will be moved to Sweden. Denmark and Norway only keep necessary local activi-

ties. 1000 administrative positions will be closed down and the number of managers will be reduced 

considerable. 

 The terms of employment and pensions terms will change for many employees. Likewise the base 

salary is reduced by up to 15%. 

 The number of working hours has increased without overtime payment. 

 The salary of CEO Rickard Gustafson is reduced by 20%. The salary of other managers is reduced 

by 15-18% (Ritzau, 2013f). 

The future of SAS strongly depends on the implementation of 4XNG. It is expected that 4XNG will turn 

SAS into a profitable company and that the plan can be implemented without issuing additional debt. How-

ever, credit facilities are necessary in case liquidity issues should arise. This is important in order to make 

SAS appear robust towards customers and suppliers. For that reason the Norwegian, Swedish and Danish 

governments and a number of banks made 3.5 billion SEK available for SAS until March 2015 (Ministry of 

Finance, 2012). The three governments provide guarantee for a potential use of the credit facilities in case 

SAS should not be able to meet debt obligations (Ritzau, 2012c). However, Norwegian and Ryanair argue 

that this distorts competition and have brought the case to European Commission. If EU finds that the state 

support is illegal, the economic consequences for SAS can be considerable (Baumgarten, 2013). 

 



  Valuation of SAS 

 

 

 

Page 21 of 153 

2.1.4 Market and Route Network  

The home market of SAS is Scandinavia and in 2012 the group offers 136 destinations in Europe, the US, 

Asia and Middle East. The main market is Europe while the airline only has 9 intercontinental destinations. 

Scandinavian Airlines operates flights from Scandinavian to Europe, Asia, the US and Middle East, with 

hubs in Oslo, Copenhagen and Stockholm. Scandinavian Airlines is the largest airline in the Nordic region in 

terms of revenue, passengers and flights. Widerøe’s main market is Norway, while the main market of Blue1 

is Finland (SAS Group, 2013a).  

SAS use the route network called “hub and spoke”. This refers to the situation where all routes go to or from 

one or more main hubs (Vejle-rejser, 2011).  

2.1.5 Segments 

Business travelers have for many years been the target segment of SAS and in 2012 slightly more than 50% 

of the firm’s revenue was generated by business travel. As regards this segment SAS possess a strong posi-

tion due to frequent departures to business destinations and a time schedule that suits the rhythm of business. 

SAS is assessing opportunities for partnerships with airlines operating in these destinations in order to im-

prove route network and strengthen offerings to business travelers. Time saving solutions such as self-check 

in and mobile boarding cards are also favorable in order to attract business travelers. In addition SAS has 

been named the most punctual airline more than onces. This is highly attractive for business travelers with a 

tight schedule (SAS Group, 2013a). 

However, as shown in Figure 4, the attractiveness of the business segment has decreased within Europe. 

Since, Europe is SAS’ main market this is a very unfavorable tendency. A decline in the target segment with-

in the main markets is likely to affect SAS’ financial situation negatively. According to Bencke (2013) busi-

ness travelers are a dying segment. For the same reason SAS has increased the focus on leisure travelers. 
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Figure 4: Traffic growth by route, Jul-2011 to Jul-2012 

 

Source: CAPA, 2012 

A few years ago the target segments of SAS and the low cost carrier Norwegian were quite opposite. Norwe-

gian’s focus was price sensitive leisure travelers, while SAS main target was less price sensitive business 

travelers. However, the gap between LCCs and network carriers is closing and business travelers are becom-

ing more price sensitive (CAPA, 2012). Intensified competition from Norwegian combined with a decline in 

the business segment has forced SAS to reduce prices and increase focus on leisure travelers. This market is 

growing considerable and SAS is working on more attractive offerings to leisure travelers in order to capture 

a part of the growth in this segment. Because of the increased importance of leisure travelers and the in-

creased price sensitivity of business travellers, SAS has decided to close business class. Economy and busi-

ness class will be changed to Go and Plus (Bencke, 2013).  

2.1.6 Alliances and Partners 

Scandinavian Airline’s membership of Star Alliance is the cornerstone of SAS’ network strategy. Through 

alignment and coordination of routes and time schedules the alliance provides a worldwide interconnected 

route network with shorter and easier connection in key hubs. The membership in Star Alliance makes it 

possible for passengers to reach 1329 destinations in 194 countries with only one stop. Likewise loyal and 

frequent passengers achieve rewards and a frequent fliers status and related priority services. SAS is a found-

ing member of Start Alliance, launched in 1997. Today Star Alliance has 27 partners (SAS Group, 2013c). 

Star Alliance is a commercial Alliance since each member operates with individual names and objectives and 

uses their assets independently. However, they are connected by a code sharing, common bonus program and 

coordination of routes and time schedules (Doganis, 2006). 
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In May 2012 SAS and Singapore Airlines formed a joint venture. By cooperating they are able to improve 

flight connections and frequencies between Scandinavia and Singapore. Thus, the partnership improves 

business opportunities and is a part of SAS’ strategy as regards the business segment. At the moment Singa-

pore Airlines flies between Singapore and Copenhagen in collaboration with SAS but more destinations will 

be added to the partnership in the future. The partnership is expected to lead to growth in existing air routes 

between Singapore and Scandinavia (SAS Group, 2012b).  

2.1.7 Products 

Overall SAS has two revenue groups: Traffic revenue and other operating revenue. Traffic revenue consists 

of revenue from passengers, charter travel, mail and freights and other traffic revenue. Other operating reve-

nue consist of in-flight sales, ground handling services, technical maintenance and terminal and forwarding 

services. The share of each revenue category is shown in Figure 5. 

Figure 5: Breakdown of revenue 

 

Source: SAS Group, 2013a 

As regards passenger revenue, SAS has changed the previous division between economy and business class 

to Go and Plus. This is a result of the decline in business travelers and the increased importance of leisure 

travelers.  With these two classes SAS aims to attract price sensitive leisure travelers and still offer a product 

to the less price sensitive part of the business segment. In this way, SAS seeks to preserve the position in 

relation to the business segment and challenge competition from LCCs.   

2.1.8 Comparable firms 

Airlines offer roughly speaking rather similar products: Transportation from A to B. This is supported by 

SAS’ decision to close business class. Increased competition from the low cost carrier Norwegian has forced 

SAS to reduce prices and leisure travelers are becoming a more important segment, while the attractiveness 

of the business segment has declined. Consequently the possibility of differentiation within the aviation in-

dustry is limited. A high-prices-high-service concept is no longer competitive. Thus, price level but also 
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factors such as departure times, travel time and destinations are very important when customers choose 

which airline to fly with (Steensgaard, 2013). Based on these considerations it seems reasonable to expect 

that customers perceive flights offered by different airlines as rather similar.  

The main competition comes from Norwegian (Bencke, 2013). Norwegian is the second largest airline in 

Scandinavia and the third largest low price company in Europe. The two airlines are located in the same 

home market and have key hubs and several routes in common. Norwegian offers flights to 120 destinations 

in Europe, Asia, North Africa and Middle East. Like SAS the main focus is Europe while a smaller number 

of destinations are offered outside Europe. Norwegian is not member of an alliance. The company has expe-

rienced considerable growth the last couple of years (Norwegian, 2013a).  

The northern region of Europe is also the home market of Finnair. The airline operates flight from Helsinki 

to 70 destinations worldwide. The main markets are Europe and Asia but the airline also has a number of 

destinations in North America, Middle East and Australia. Finnair is a member of the aviation alliance 

OneWorld (Finnair, 2013). According to Figure 14 in the growth analysis, SAS and Finnair does not seem to 

be in direct competition. While SAS’ number of passengers has declined considerable the preceding years, 

Finnair’s passenger number has stayed unaffected. The reason might be that the two airlines do not have key 

hubs in common. However, in spite of this we consider the two airlines as comparables, since they operate in 

the same home market. Furthermore, they are both government owned. 

Finnair and Norwegian will be used as comparable firms in the financial analysis. Main points of the three 

companies are summarized in Table 1.  

Table 1: Main points for SAS, Finnair and Norwegian 

 
Source: SAS Group 2013, Norwegian 2013 and Finnair 2013 

Other peers are Lufthansa, EasyJet and Ryan Air (SAS Group, 2013b). These airlines will be used as compa-

rable firms in the bottom up beta and the relative valuation analyses. 

SAS Group Norwegian Finnair

Revenue 43,183 million 12,859 million 2,449 million

EBIT margin -0.80% 3.1% 1.40%

Employees 14,897 2,890 6,368

Home market Scandinavia Scandinavia Finland

Number of aircrafts 195 68 57

Number of passengers per year 28,8 million 17,7 million 8,7 million

Number of destination 136 121 70

Bonus program SAS EuroBonus Norwegian Reward Finnair Plus

Alliance Star Alliance - OneWorld
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 Strategic Analysis 2.2

The strategic analysis consists of an external analysis and an internal analysis. A PESTEL analysis and Por-

ter’s five forces constitutes the external analysis. In the internal analysis we take a look at SAS’ internal 

competencies and the degree to which the company possess competitive advantages. 

2.2.1 External Analysis 

Based on a PESTEL analysis, we explore the macro environmental factors in relation to SAS and the avia-

tion industry. Afterwards we take a closer look at the competitive environment in the industry based on Por-

ters Five Forces.  

 PESTEL 2.2.1.1

2.2.1.1.1 Political 

Like every other company SAS is affected by the political environment. As we discuss later in the assign-

ment especially European airlines suffer from low profit margins due a highly regulated industry (CAPA, 

2012). Thus, changes in the political environment can have an important effect on the profitability of the 

industry. This issue is discussed further in the “legal” section of the PESTEL analysis. We emphasis this, as 

the most essential point in relation to a cash flow forecast. Hence, we will not include other issues related to 

the political environment.   

2.2.1.1.2 Economic 

Cycles in the economy are very important when looking into the economic factors. In this context it is worth 

noting the two recent recessions; the financial crisis and the dot.com bobble. From 2000 to 2003 the number 

of international passengers stagnated after ten years with high growth, while the number of national passen-

gers decreased. This period was influenced by the dot.com bobble but also by the 9/11 terrorist attack. In 

relation to the financial crisis the number of international passengers fell from 2007 to 2009 (cf. Figure 6). 
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Figure 6: Departing passengers from Danish airports 

  

Source: Danmarks Statistik, 2013 

Except from the years surrounding the financial crises and the dot.com bobble the general trend in the last 20 

years has been an upward movement. This is supported by Walker and Cook (2009) who describe a tripling 

in international aviation passenger over the last 25 years. This rapid expansion is expected to continue over 

the next 25 years. An important part of this growth is expected to arise in emerging markets and especially 

the Chinese market is predicted to increase rapidly (CAPA, 2012). 

In Denmark it is primarily international flights that drive the development in passengers (cf. Figure 6). The 

globalization of the world and the decrease in the price of airline tickets (cf. Figure 9) are likely reasons for 

this development. Another reason is increased prosperity, meaning that people can afford to travel more. 

These factors support an assumption of aviation not being as much of a luxury good as it was just 20 years 

ago. In contrast, to international travelers, the number of domestic travelers has remained relatively constant 

since 1990 with a small decline from 1996 to 2004. A reason might be competition from substitute products 

as for example the construction of Storebæltsbroen (Storebælt, 2013).  

In spite of growth in the industry, airlines are very affected by recessions. Travel is a necessity for many 

international companies and aviation is a fast way to travel. Aviation makes leisure travels easier as well. 

However, business people can substitute physical meetings with telephone- or video conferencing or travel in 

economy class instead of business class. Likewise tourists can cut back on holidays. Such cutbacks affect the 

industry and make it sensitive to economic cycles. In the description of the company it is mentioned that a 

big part of SAS’ revenue comes from business travelers. As seen in Figure 7 there is a close relationship 

between the number of premium travelers (including business travelers) and respectively world trade growth 

and business confidence. The decrease in number of passenger during the recent recession has also been 

0

2000

4000

6000

8000

10000

12000

14000

N
u

m
b

er
 o

f 
p

a
ss

en
g

er
s 

(1
0

0
0

)

Domestic

International



  Valuation of SAS 

 

 

 

Page 27 of 153 

greater for premium travelers than for economy travelers (CAPA, 2012). As mentioned above, the explana-

tion might be that business travelers chose to travel in economy class and substitute physical meetings with 

conference calls or video meetings. 

Figure 7: Premium travel growth and world trade growth (left) and premium travel growth and business confidence (rigth) 

 

Source: CAPA, 2012 

The current credit crisis in the European Union has a great impact on European airlines. The credit crisis 

constitutes an uncertain business environment for airlines and affects the already low profit margins nega-

tively (CAPA, 2012). Since the entry of the financial crisis, airlines have been hit by the economic recession 

in two ways; the number of passengers dropped and the price of jet fuel has increased. Currently oil prices 

are high as well (Energistyrelsen, 2013). A significant part of the operating expenses of an airline is its fuel 

consumption. The industry spends about one third of its operational expenses on fuel and the total amount 

for the industry is estimated to be 208 billion dollars in 2012 (CAPA, 2012). Furthermore, Mazraati (2010) 

finds that airlines’ demands for jet fuel are inelastic to changes in fuel prices. A reason is that no substitutes 

for jet fuel exist. Thus, airlines are very sensitive to fluctuations and fuel prices. 

Oil prices and the economic cycle are correlated (Nationalbanken, 2010). In Figure 8 the relationship be-

tween oil prices and the price of jet fuel is shown. It is easy to see that there is high correlation between these 

two variables. Consequently, airlines are very exposed to changes in the economic cycle.  
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Figure 8: Price of jet fuel compared to oil price 

 

Source: IATA, 2013 

2.2.1.1.3 Socio-cultural 

Developments in socio-cultural factors have a great impact on the aviation industry. As mentioned previous-

ly, the number of passengers has increased considerably over the last 25 years. The price of airline tickets 

has decreased and the plains are faster than 50 years ago (Den store danske, 2011). These two factors give 

airplanes important advantage to cars, trains and ships. In this context the internet also has an important in-

fluence. It has become very easy to search for the cheapest tickets from multiple airlines. The internet has 

also opened our eyes to the rest of the world. Information has become very accessible.  

In Figure 9 the development in ticket prices are compared to the development in the consumer price index 

for the period from 1960 to 2012. It is easy to see that the price of a ticket has fallen drastically compared to 

the general price development over the last 50 years.  

Figure 9: Ticket prices compared with CPI 

 

Source: SAS Group, 2013a 

Because of such changes, leisure travelers are a growing segment. However, flying is also an important tool 

in many companies every day. As the world becomes globalized and companies have divisions all over the 

world an easy and fast way to travel is crucial.  
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2.2.1.1.4 Technology 

As mentioned earlier fuel consumption constitutes a considerable part of an airline’s operational expenses. 

Thus, it is sensible to use new technology to reduce the need of fuel. This can be done by improving fuel 

efficiency or creating new kinds of fuel. By doing one or both airlines can reduce the dependency on oil 

(IATA, 2012). However, as mentioned previously there is currently no substitute for oil. 

As regards the production of airplanes, new technology is essential. An airplane is a big investment and air-

lines will therefore make sure that a new aircraft has the newest technology. Fuel efficiency is an important 

feature in this context. New technology can also make the production of aircrafts cheaper, safer, more envi-

ronmental-friendly and more effective. All these features will benefit the airlines.  

SAS has in the past been able to use technology in its advantage. It was the first airline to introduce an elec-

tronic reservation system (SAS Danmark, 2013b). SAS has also been fast to implement self-check-in which 

can reduce the costs associated with check-in desks drastically (Airport-Technology, 2008). Today you can 

check in with your mobile phone or by the computer before you go to the airport (SAS Danmark, 2013c). 

Thus, SAS has in this respect improved the flexibility for passengers and reduced costs. SAS also uses the 

latest mobile communication technology; Near Field Communication. This is used in a service called SAS 

Smart Pass and makes it easier for EuroBonus Gold members to get through the airport by being able to 

identify themselves in the check-in, safety and other main points in the airport (SAS Group, 2013a).  

As the number of smartphones, tablets and computers increases the demand for Wi-Fi on airplanes rises 

(Jørgensen, 2012). Especially business travelers value such new technology and since business travelers are 

SAS’ main segment, it is important to meet these demands. Better services like for example Wi-Fi can give 

an airline advantages to its competitors. 

In sum; it is important to maintain the ability to use new technology either to increase the perceived value for 

costumers or to cut costs. 

2.2.1.1.5 Environmental 

Environmental factors are also important to the aviation industry. As already mentioned, fuel consumption 

constitutes a big part of the operating expenses in the industry. Thus, there is an economic aspect in being 

environmental friendly by saving fuel. 

Society has an increased focus on global warming, air pollution and use of fossil fuels. Airlines that already 

are aware of these issues and try to manage these problems will be seen as environmental friendly firms and 

can benefit from this. SAS has managed to adapt to these issues and have received both an ISO 14001 certi-
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fication and an EMAS Environmental certification as the only airline in the world (SAS Danmark, 2013d). 

This provides the company with a reputation as a green company that cares about the environment.   

2.2.1.1.6 Legal 

SAS is a Scandinavian based company with the Swedish Government as the biggest shareholder (SAS 

Group, 2013a); headquarters in Sweden and its main airport in Denmark (cf. Description of the company). 

Since both Sweden and Denmark are members of the European Union (EU) the legislation done by the EU in 

the aviation industry is of great importance. The EU has continuously been giving more and more legislative 

power in this area (Trafikstyrelsen, 2012). This means that the legislation is equal for all companies located 

in the EU. 

EU has played an important role in the liberalization of the industry in Europe within the last 20 years. The 

liberalization made it possible for LCCs to enter the market and challenge existing players. Liberalization 

has also been an important factor in the decline in prices of airline tickets (Konkurrencestyrelsen- og for-

brugerstyrelsen, 2002).   

The regulatory environment of the European market and the economic situation of large parts of Europe put 

futher pressure on European airlines. As previously mentioned, the markets are weak due to the southern 

European credit crisis but also the taxation and legislation in the EU is cumbersome to airlines (CAPA, 

2012). It is suggested by Pearce (2013) that the low profit margins in the industry are due to the regulatory 

nature of the industry. It is especially the case for European airlines. Furthermore he argues that the industry, 

passengers and society in general would benefit from further deregulations.  

The European Comission has proposed a change in legislation concerning compensation to passengers when 

flights are delayed. This proposition is expected to have a positive effect on profit margins. SAS has been 

criticized in Danish media because the company does not comply with EU legislation and rulings in the EU 

court. The dispute concerns compensation to passengers in relation to delays and cancelation of flights. SAS 

is obligated to inform passengers about their rights but the company has not done so (Frederiksen, 2013). If 

the new law, proposed by the European Commission, is approved in the European Parliament the result will 

be that passengers have to wait longer in airports before they are entitled to compensation. In addition the list 

of extraordinary circumstances where airlines does not have to pay compensation is extended (Nørtoft, 

2013). These changes will be beneficial for SAS. However, the proposal also includes issues that will benefit 

passengers because airlines are forced to inform passengers about their rights and comply with the legislation 

concerning compensation (Ibid). 

In the price of an airline ticket a certain amount is charges and taxes. The airline pays a charge to use the 

different facilities in the airport and taxes to the government. In Denmark there is a tax of each passenger 
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using the airport which is set by the Danish government (Københavns Lufthavne, 2013). The charges are set 

by the national government but EU has also made an act on this area in order to create transparency of 

charges among the countries in the EU (EU, 2008a). For passengers, airlines and airports the legislation con-

cerning airport charges and passenger taxes are very important. For SAS approximately 10% of the revenue 

is used to pay “Government user fees” (cf. Profitability analysis). An increase or decrease in these fees will 

therefore be of great importance to the company. However, since this item has been relatively constant since 

2006, we assume that it will remain so. This is relevant for the cash flow forecast.  

Another important point in the matter of legislation is the changed safety requirements since 9/11 2001. The 

stricter the safety requirements the more expensive it is for airports, airlines and passengers. Since the terror 

attacks on 9/11 many regulations have been made; restrictions on liquids, massive and locked doors to the 

cockpit during flights, safety control for domestic flights and so on. In Copenhagen Airport (CPH) the ex-

penses related to safety have risen from 98 million DKK in 2001 to 437 million DKK in 2010 (Ritzau, 2011). 

With a global point of view the World’s airlines have used 7.4 billion dollars on safety in 2010 (Leth, 2011). 

Changes in the safety procedures and requirements will therefore be of great importance in the industry. Af-

ter many years of tightening-up the regulation concerning security in airports it seems that governments are 

willing to review the legislation. In Denmark the Minister of Transportation has established a committee for 

aviation. One of the tasks for this council is to evaluate the current security regulations (Transportministeriet, 

2011). In the US there have already been minor relaxations in the legislation (Pagh, 2012). Since we have no 

other information, we assume that the costs related to safety requirements will stay constant in the future. 

Again this is relevant for the cash flow forecast 

In many years the distribution of slots in airports has been based on established practices i.e. Grandfather 

rights (Konkurrence- og forbrugerstyrelsen, 2002). The ministers of transportation in EU is about to increase 

competition in the aviation industry by introducing market conditions in this area. This change of legislation 

will make it possible for companies to sell and buy slots (Christensen, 2012a). In general the industry will 

become more competitive when these changes are carried out because new firms will have easier access to 

slots in European airports. 
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2.2.1.1.7 Sub conclusion 

Figure 10 summarizes the most important factors for SAS in the macro environment. 

Figure 10: PESTEL Analysis 

 

Source: Own contribution 

 Porter’s five forces 2.2.1.2

Based on Porter’s five forces we assess the intensity of industry rivalry. The model is based on four different 

industry characteristic, which together determine the intensity of the competitive environment within the 

aviation industry: Threat of new competition, threat of substitute products, bargaining power of customers 

and bargaining power of suppliers.  The strength of these five forces determines the possibility to obtain 

economic profit in the industry on a short term basis (Sørensen, 2009). 

According to CAPA (2012), the aviation industry is subject to low profit margins. Porter’s five forces pro-

vide an important explanation for why it is difficult for airlines to generate high earnings.  

2.2.1.2.1 Threat of new competition 

Threat of new competition is the threat of new entrants in the market as well as new kinds of competition. 

Threats from both new competitors and new kinds of competition are what the industry has experienced 

since the liberalization of the industry. The liberalization made it easier for new firms to enter the market and 

consequently Low Cost Carriers emerged as a new kind of competition relative to the more traditional air-

lines (cf. PESTEL). 
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Threat of new competition is highly dependent on the level of entry barriers. Large capital needs constitute 

an important entry barrier in the aviation industry. Especially investments in aircrafts are related to heavy 

costs. In addition, you need to hire pilots, cabin crew and so on.  

Furthermore, the network structure of the industry can constitute an entry barrier. In addition to price, the 

time of departure, the number of overlays and in which airport you arrive is important features when passen-

gers buy airline tickets. As a part of Star Alliance, SAS has an advantage in relation to the number of over-

lays. In a network the companies cooperate to create the most time effcient travels for their customers. This 

involves fewer intermediate landings and more destinations than an isolated airline can offer (cf. Description 

of the company). It can be difficult for a new company in the industry to obtain such advantages.  

Another area where incumbent firms have an advantage relative to new firms is in relation to the use of air-

ports. New firms need to cut costs to enter the market because of high costs of entry. One way of doing so is 

by flying to secondary airports with lower charges (Belobaba et al, 2009). But these airports are mainly 

placed further from the city center than the main airports. Connection with public transportation is also worse 

to smaller airports. Many travelers prefer central airports and are willing to pay for it. SAS mainly uses cen-

tral airports and therefore has an advantage relative to certain LCCs which uses secondary airports to cut 

costs. However, SAS’ main competitor Norwegian also uses central airports. Thus, SAS does not have an 

advantage relative to Norwegian in this area.  

Threats from new competition can also arise when existing companies open new routes. As mentioned in the 

PESTEL analysis the legislation concerning slots is about to change. In the current situation SAS has an 

advantage as an established company because slots are distributed based on Grandfather Rights. This prac-

tice works as an entry barrier because new companies are forced to accept slots in smaller airports or at unat-

tractive hours. For existing companies the result of Grandfather Rights can be that they do not enter into new 

routes. Because of growth in the industry there is capacity shortage in European airports. This makes it diffi-

cult for airlines to gain access to the most popular airports in Europe (EU, 2012). This is an advantage for 

SAS if the airline already is present on that route, because the capacity constrain constitutes an entry barrier. 

However, the capacity shortage can also be an entry barrier to SAS when the company opens new routes. 

According to CAPA (2012) the airline industry suffers from low profit margins. An industry with high entry 

barriers and low profit margin is not very attractive to enter. This is reflected in Figure 11. In the period from 

1995 to 2005 the number of new firms in the industry has been somewhat stable. Since 2006 there has been a 

sharp decline in the number of new firms in the industry. This decline is probably due to the economic reces-

sion and the general competitiveness in the industry. 
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Figure 11: Number of new airlines formed 

 

Source: Pearce, 2013 

The aviation industry is also subject to high exit barriers such as for example large fixed costs of retirement 

and governmental interference (Wald et al., 2010). As mentioned in “Description of the company”, the Dan-

ish, Swedish and Norwegian government and a number of banks supported SAS with credit facilities in order 

to avoid bankruptcy in 2012. This is an example of governmental interference as an exit barrier. Likewise it 

can be very expensive to downsize an airline, making unprofitable firm’s stay in competition. Exit barriers 

can also arise at route level. Since SAS is government owned SAS might keep certain routes to secure infra-

structure in the country and not because the route is profitable. This would most likely not be the case if the 

company was fully privatized. 

According to Wald et al. (2010), the aviation industry is likely to observe overcapacity in the future and 

therefore an increase in the competition for customers, because of high exit barriers. Consequently, profit 

margins and the attractiveness of the aviation industry might fall even further. However, the combination of 

high passenger growth and limited entrance of new companies might have the opposite effect. Thus, oppos-

ing forces affect the future attractiveness of the industry.  

In sum, the aviation industry is subject to both high entry and exit barriers, where high exit barriers contrib-

ute to explain low profit margins within the industry.    

2.2.1.2.2 Threat of substitute products 

The length of the particular travel determines whether a substitute exists and to what extend other mean of 

transportation can compete with airlines. It is very difficult to find substitute products for long hauls. A flight 

from Denmark to the US is approximately eight hours with no layovers. No other means of transport can 

manage this task so well and at the same price level. For shorter hauls the situation is different. Cars, trains 

and busses can all be substitutes on short hauls.  
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The price sensitivity of especially leisure travelers is relevant in this context. Many leisure travelers prefer 

the cheapest kind of tickets which do not include the possibility to change departure. With most bus and train 

tickets you have the possibility to change time of departure without any expenses or with only a small fee. 

Another disadvantage by flying is that you need to be in the airport prior to your flight for check-in and get-

ting through security. SAS has relieved this by making it possible to check-in with your mobile phone or on 

the internet. But you still need to get to the airport to check-in your bags if you travel with more than hand 

luggage. The lack of flexibility, the price of a ticket and the time spent in the airport matter for some travel-

ers who therefore prefer another mean of transport. Again, the travel distance matters. The threat of substi-

tute products is greater for shorter distances than for longer distances. 

In the PESTEL analysis we saw that the number of passengers on domestic flights in Denmark have been 

approximately constant over the last 20 years. In the same period the number of international passengers has 

grown rapidly. This supports the view that no substitute product is truly able to compete with airplanes on 

longer distances  

Other threats of substitute products for short to mid-long travels can be created from high-speed trains and 

bridges. With the new Femern Bridge and high-speed trains it will probably be possible to travel from Co-

penhagen to Hamburg in about two hours (Femern Belt Development, 2013). The Oresund Bridge has also 

made it easier to travel from Copenhagen to Sweden. In general, improvements of infrastructure constitute a 

threat to the industry. High-speed trains are a general threat to SAS. Denmark is a small country without 

mountains. This makes it relatively easy to establish ground for high-speed trains. Sweden already has a 

high-speed train that operates in the middle and southern parts of the country (Visit Sweden, 2013). Likewise 

there are plans to establish a high-speed train in the southern part of Norway too (Loiborg, 2012). Thus, 

high-speed trains can possess a big threat to SAS.  

Also new technology can constitute a substitute. For business travelers the purpose of the travel is often a 

meeting. These meetings can very well be held as conference calls or as video meetings. This might also 

explain the decline in the business segment. 

In sum; on short distances the threat from substitute products is considerable, while no other means of trans-

portation are truly able to compete on longer distances. However, as regards business travelers, telephone 

meeting and video conferences constitute a substitute on both short and long hauls. 
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2.2.1.2.3 Bargaining power of customers 

In this section we look at the bargaining power of SAS’ main customers: the airplane passengers. Flying is 

SAS’ core business and we will therefore only look at these customers.  

Since the liberalization of the industry customers bargaining power have increased. When the number of 

firms in a market increases so will the bargaining power of customers. Particularly in highly competitive 

markets like the aviation industry. The internet is another reason for the passenger’s growing bargaining 

power. There are many search engines on the internet that makes it easy for you to find airplane tickets and 

compare tickets and prices from different airlines.  

Time of departure is also an important issue for travelers. SAS has an advantage here by being an established 

company with favorable slots at main airports. This advantage might diminish if the proposed law, regarding 

the possibility for airlines to trade slots, from the EU commission is accepted (EU, 2012).  

In sum, the bargaining power of customers is relatively strong. 

2.2.1.2.4 Bargaining power of suppliers 

A strong position towards all suppliers are important but especially one group of suppliers are essential; pro-

ducers of aircraft. The two main players in this industry are Airbus and Boeing which also are the two main 

suppliers of airplanes to SAS (SAS Group, 2013a). The industry for production of aircrafts looks very much 

like a duopoly but the competition among the two main competitors is intense (Baumgarten, 2012a). Howev-

er, since the market consists of only two main suppliers it is expected that their bargaining power is strong. 

Despite of this the competition among Airbus and Boeing is favorable to SAS and so is the entrance of new 

suppliers on the market for aircraft production. 

The industry of production of aircrafts is in progress. New producers from Japan, Russia and China are enter-

ing the market and conquering market shares. Even though it is expected to be 20 years before these compa-

nies are truly able to compete with Airbus and Boeing the development in the industry is positive for buyers 

of aircraft. The Canadian company Bombardier has been in the market for about 20 years and is challenging 

Boeing and Airbus (Ussing, 2011). SAS has purchased its newest delivery of airplanes from Bombardier. 

The increased competition in the industry with new firms entering the market is presumably favorable for 

SAS’ future bargaining power towards aircraft producers. However, as mentioned it might take many years 

before the new suppliers are able to challenge competition. Thus, SAS negotiation power towards suppliers 

might currently be limited and is expected to stay so for the next many years.  
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2.2.1.2.5 Intensity of industry rivalry 

The aviation industry is an industry in growth and it is expected that the number of passengers will continue 

to grow (Boeing, 2012). But in spite of this it is an industry with low profit margins. An important reason for 

this is intense industry rivalry.  

As mentioned earlier, the aviation industry consists primarily of two kinds of companies; network companies 

and LCCs. The networks are strategic alliances between airlines (cf. Description of company). Companies in 

the same network are still competitors but they supplement each other rather than compete. The network 

structure has therefore reduced the competition in the industry (Konkurrence- og forbrugerstyrelsen, 2002). 

Since the liberalization of the industry more and more LCCs has emerged and intensified competition. These 

LCCs continue to take market shares from the networks (Reichmuth, 2008). Especially Norwegian has in-

creased competition in SAS’ home market the preceding years. Figure 12 illustrates the development in mar-

ket share among the different kind of airlines in Europe from 1998 through 2008.  

Figure 12: Development in market share within Europe 

 

Source: Reichmuth, 2008 

So far SAS has managed to remain the largest airline in Scandinavia and in the company’s most important 

airport; Copenhagen Airport (cf. Description of company). However, the company has lost market shares in 

both Sweden and Norway. One of the reasons that SAS is able to remain the biggest company in 

Copenhagen is that the airport up until late 2010 has been a so called dual-airport. This means that the 

network companies and the LCCs use the same facilities and therefore pay the same charges, i.e. LCCs are 

not able to cut costs due to lower charges on flights to and from Copenhagen. However, in 2010 the airport 

has build a new facility to LCCs, Copenhagen Go, which has made it possible for low fare airlines to cut 

charge expenses. SAS’ main competitors in the Nordic region, Norwegian, still uses the old facilities but 
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other LCCs like for example EasyJet use Copenhagen GO (Christensen, 2012b). Thus, at the moment SAS 

and Norwegian has the same expenses to charges when using Copenhagen Airport. 

Another aspect that contributes to a highly competitive environment is that differentiation is difficult within 

the aviation industry. As mentioned in “Description of the company” travelers are likely to perceive flights 

offered by different airlines as rather similar: transportation from one place to another. Thus, the advantage 

of differentiation between low prices and high service level is diminishing, which is supported by the fact 

that SAS has chosen to close business class. Thus, it can be difficult to distinguish between different compa-

nies because the main product, transportation from A to B, are relatively standardized. 

In sum, the competition between incumbent firms in the aviation industry is intense. The emergence of LCCs 

and limited differentiation possibilities are important reasons.  

2.2.1.2.6 Sub-conclusion 

Based on Porter’s five forces, the aviation industry is subject to strong competitive forces. The competition 

among existing firms is intense and both suppliers and customers possess strong negotiation power. Likewise 

the threat of substitute products is relatively high. Also high exit barriers contribute to intense competition in 

the industry. Because of strong competitive forces, it is difficult to generate high earnings, which is reflected 

in low profit margins within the industry.  

In Table 2 the analysis of the industry is summarized. For each of the five forces the level of threat for SAS 

is assessed. In the third column the most important issues in relation to this threat are listed. The last column 

shows whether the different factors have a positive or negative impact on SAS. 

Table 2: Porter’s five forces 

 

Source: Own contribution 

Force
Assessment 

of threat
Factors

Impact 

on SAS

Distribution of slots +

Entry costs +

Capacity constraints -

Low Cost Carriers -

Cars -

High-speed trains -

Improved infrastructure -

Video meetings / conference calls -

Medium (long houls) Video meetings / conference calls +

Internet -

Many airlines -

Duopoly -

New suppliers entering the market +

Networks vs. LCC -

Exit barriers -

Limited differentiation possibilities -

Intensity of industry rivalry High

Threat of new competition Medium 

Threat of substitute products

Bargaining power of suppliers High

Bargaining power of customers High

High (shorter houls)
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2.2.2 Internal Analysis 

In this section we examine SAS’ internal non-financial value drivers. Identification of the company’s 

strengths and weaknesses is essential in order to examine the firm’s strategic position and future potential.  

Based on the VRIO model (Nygaard, 2006) we examine whether SAS’ resource base provides competitive 

advantages. For this to be the case the resource has to be valuable (V), rare (R) and difficult to imitate (I). 

Likewise the organization must be able to exploit the resource (O). The model is based on Barney’s (1991) 

article, in which he examines the link between firm resources and competitive advantages. Seven resources 

will be discussed individually: Strategic competences, brand, ownership structure, Star Alliance membership, 

route network, employees and management. We will not make a detailed analysis of each of the model’s four 

components. Instead our analysis will be based on more general consideration concerning the extent of po-

tential competitive advantage and disadvantages related to each resource. 

 Strategic competences 2.2.2.1

First we comment on the forces behind SAS’ strategic incentives. More precise we discuss whether imple-

mentation of new strategic incentives is external or internal founded. In this context it is relevant to examine 

whether the company is a market leader or implement new strategic incentives in order to adjust to changes 

in market created by competitors. A market leader position creates first mover advantages and is therefore 

highly favorable. Apple is an example of such a company. Apple managed to identify unsatisfied customer 

needs and launched a number of new and innovative products. This has not been the case for SAS the pre-

ceding years. The implementation of Core SAS, 4 Excellence and 4XNG was mainly based on external 

changes created by competitors. As mentioned previously, SAS has for a long time been subject to very ex-

pensive collective agreements. However, because of the firm’s monopoly status the bill could be forwarded 

to passengers. But, as mentioned in the external analysis, the entrance of LCCs changed the competitive en-

vironment. Competition intensified and customer’s negotiation power increased (Ussing et al, 2013b). SAS 

was forced to adjust to such changes in order to survive. Thus, strategic changes in SAS are not primarily 

based on internal competences such as identification of unsatisfied customer needs. In contrast SAS adjust to 

changes in the external environment created by competitors. This is considered a competitive disadvantage, 

taking the size of the company into consideration.  

 Brand 2.2.2.2

SAS has established a strong and well-known brand in Scandinavia. SAS is the largest airline in the northern 

region of Europe and some kind of Scandinavian nostalgia is attached to the brand, maybe due to its Scandi-

navian history and government ownership. The traditional SAS brand represents service and simplicity as 

well as traditional aviation values as safety and quality. Likewise product benefits such as several check-in 
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possibilities and customer friendly price information are related to the SAS brand (SAS Group, 2012a). In 

2012 SAS was named the most punctual major airline in Europe for the third consecutive year. Likewise 

SAS got the highest customer satisfaction in 11 years. These achievements contribute to a strong SAS brand 

(SAS Group, 2013a). 

In spite of a strong and well established brand certain events in the preceding years have been damaging. The 

airline’s financial situation has been subject to a lot of negative media attention. The same was the case in 

2007 where SAS had a numbers of serious incidents with the aircraft type Dash 8 (Grøn, 2007). Likewise 

SAS has been subject to several strikes resulting in cancellation of flights. It is very likely that such events 

have caused decreasing customer confidence and a changed idea of SAS as a company (Lindquist, 2007). 

However, according to Jørgensen (2010), the decrease in brand value has been very limited. In surveys done 

by Skytrax, the brand value of SAS has been relatively constant through all crises. The article was written 

2010 though, and the survey does therefore not include the recent event in the fall 2012. However, according 

to Freitag (2013) SAS is still the preferred airline in Denmark. In a survey done by A & B Analyse, 47% of 

the respondents preferred SAS while only 40% preferred Norwegian. It is mainly the part of the Danish pop-

ulation above 44 years that prefers SAS though. When people between 18 and 43 were asked the result was 

different and 51% preferred Norwegian. 

In spite of negative events the brand is considered valuable to SAS. Likewise the brand is unique and cannot 

be imitated easily. In addition the brand has been strong enough to get through recent crises without signifi-

cant consequences for brand value and customer confidence. However, it is likely that recent crises have 

affected customers’ and stakeholders’ idea of the brand to some extent. If the airline succeeds with the 

4XNG crises plan and manage to get the airline back on track it is possible that the SAS brand will regain its 

strength. Thus, there might be potential for a sustainable competitive advantage in the future.  

 Ownership 2.2.2.3

As mentioned in “Description of the company”, SAS is government owned and the bankruptcy of SAS 

would have been damaging to the economy of the three countries. For the same reason, the three blockhold-

ers have gone a long way to save the distressed company. An important reason for the firm’s survival was 

the credit facilities provided by the three governments and a number of major banks. Thus, the ownership 

structure seems to play an important role for the firm’s survival. More precise, because of the interest of ma-

jor shareholders SAS has a future potential. This might also explain why the survey done by Skytrax con-

cludes that the brand value has not been affected considerable in spite of negative events. Customers and 

stakeholders might find it unlikely that Sweden, Norway and Denmark will allow SAS to go bankruptcy.  
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However, according to Doganis (2006) the majority of state owned airlines suffer from the so called “Dis-

tressed State Airline Syndrome”. This includes financial difficulties and under-capitalization with huge debt 

ratios. Most state-owned airlines were more deeply affected by the crises in 2000-2004 than privately owned 

airlines. A reason was a slower respond to the crises because of indecisive management. In return for provid-

ing support, such as guarantees for loans to buy aircraft or to cover annual deficits, governments expect in-

fluence and the ability to impose obligations on the airline. Thus, too much political intervention in man-

agement decisions might cause inefficiency. Likewise, the aim of ensuring the commercial success of the 

airline might be eclipsed by political objectives. It is also likely that the governments’ function as a financial 

safety net is unfavorable because of limited consequences of inefficiency and wrong decision making. 

Thus, the value related to the government ownership of SAS is a double-edge sword. Government ownership 

probably saved SAS from the recent crisis. However, it is possible that the crisis had been less severe if the 

airline had been privately owned. This is supported by the profitability analysis which states that the profita-

bility of both SAS and Finnair is weak. Both airlines are government owned. Norwegian on the other hand is 

privately owned and has a stronger profitability. It has to be mentioned though that due to missing internal 

information it is difficult to assess the level of government interference in company decisions. Thus, these 

considerations are more generally based and whether the firm’s financial troubles is a derived effect of the 

government ownership is unknown. As mentioned previously, the main reason for SAS’ financial troubles 

was very expensive collective agreements.  

In sum: in times of crises the ownership structure is favorable due to its function as a financial safety net but 

a privatization of the company could possibly increase the efficiency and competitiveness of SAS. For the 

same reason, we do not find it possible to conclude whether the ownership structure is a competitive ad-

vantage with a long term perspective in mind.   

As regards the cash flow forecast, the potential disadvantages related to government ownership should be 

included in historical key indicators. Since historical numbers are reflected in our expectations to the future, 

we do not forecast such financial aspects of government ownership. 

 Star Alliance membership 2.2.2.4

SAS’ business model is based on a network concept. As mentioned previously, SAS is a founding member of 

Star Alliance. The membership provides access to a more comprehensive and attractive route network which 

can be sold under the SAS brand. Thus, it permits transportation of travelers to global destinations that are 

not part of SAS’ own routes. Likewise the alliance enables SAS to expand the existing market through the 

extra traffic generated to and from airline partners. In that way revenue can be increased (Doganis, 2006).  
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In addition a cross border alliance creates potential for cost reduction. First, higher traffic volume generated 

by the alliance, means that there is scope for reducing unit costs through increased frequencies, higher pas-

senger density, switching to larger aircraft and higher utilization of fixed assets such as terminal facilities, 

sales offices etc. Second, synergies in operations and marketing enable alliance members to share or reduce 

some costs. Partner airlines can share sales offices, airport facilities such as passenger lounges and ticketing 

or ground staff. Likewise, by coordinating schedules and aircrafts alliance partners can reduce their fleet 

requirements. Furthermore, joint procurement of good and services such as ground handling, catering, 

maintenance and fuel is a significant source to cost reductions (Ibid).  

However, there are also disadvantages related to the network model. The network model implies that airlines 

fly on a number of smaller routes with higher unit costs in order to feed larger routes with passengers from 

other airports. Consequently, the network model is more complex and hence more expensive than LCCs 

point-to-point model with direct flights. Furthermore, SAS has to pay a fee for the membership in Star Alli-

ance (Lassen, 2012). 

As mentioned previously SAS has reduced operating costs with the implementation of 4XNG. However, 

because of a more complex business model and a number of extra services, SAS is still cost intensive com-

pared to the main competitor Norwegian. Unless SAS turns the whole business model upside down it will 

stay this way. While SAS’ operational expenses per seat kilometer are reduced from 0.85 DKK to 0.72 DKK, 

Norwegians operational expenses per seat kilometer is 0.40 DKK (Lassen, 2012).  

Consequently, the Star Alliance membership is a two-sided affair. Whether the advantages exceed the disad-

vantages is not clear from an external perspective. Furthermore, partnerships and alliances are very normal in 

the aviation industry. Together the three largest alliances – Star Alliance, OneWorld and SkyTeam - have 58 

member airlines (Star Alliance, OneWorld, SkyTeam, 2013). Thus, alliance membership is not a rare re-

source. Based on these consideration SAS’ membership in Star Alliance might be valuable but not a com-

petitive advantage. Rather it permits SAS to compete on equal terms as other network airlines.  

As regards, the cash flow forecast, the advantages and disadvantages related to the Star Alliance membership 

is expected to be included in historical accounting items. Since historical numbers are reflected in our expec-

tations to the future, we do not forecast such financial aspects of the Star Alliance membership. 

 Route Network 2.2.2.5

As mentioned in the section “Description of the company” SAS uses the “Hub and spoke” network, with 

main hubs in Oslo, Stockholm and Copenhagen. SAS’ main focus is Europe while intercontinental routes are 

mainly left for other Star Alliance members to serve (SAS Danmark, 2013a).  
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There are advantages related to the “Hub and spoke” structure. In general the airline is able to serve the same 

number of destinations with a smaller number of routes. Consequently, costs can be reduced and administra-

tion and staff can be concentrated one or few places (Konkurrence- og forbrugerstyrelsen, 2002).  However, 

there are also disadvantages related to SAS’ route network. As mentioned in the previous section SAS’ route 

network is based on the network model, which is more complex and more expensive than LCCs’ point-to-

point system. 

SAS has for many years possessed a strong position in the three Scandinavian main hubs. However, this 

position has been undermined by competition from the low cost carrier Norwegian. Norwegian’s focus on 

cost minimizing permits the airline to offer low prices and consequently Norwegian has intensified competi-

tion on SAS’ routes (Vejle-rejser, 2011).  

However, SAS’ well-developed “Hub and spoke” network ensures higher frequencies and more destinations. 

Since Norwegian is based on a point-to-point system it might be difficult for the airline to compete on these 

parameters. For the same reason change of aircraft is more common when a point-to-point system is used 

and to compensate for this, lower prices are offered (Doganis, 2006). Layovers are rare when travelling with 

SAS as long as the destination is a part of the airline’s own routes. Figure 13 shows daily departures of SAS 

compared with the biggest competitor. 

Figure 13: Daily departures of SAS compared with the biggest competitor 

 

Source: SAS Group, 2013a 

The entrance of Norwegian on intercontinental routes - Bangkok and New York – has intensified competi-

tion on SAS’ routes. However, the question is whether the airline is competitive on these routes. According 

to Baumgarten (2012b) the answer is in favor of SAS. Norwegian only offers approximately three departures 

per week and the price is not significantly lower than the price offered by SAS. Likewise Norwegian is not 

member of an Alliance, which means that travelers might be badly stated if a flight is cancelled.  

Thus, in spite of intense competition from Norwegian, SAS’ route network has important benefits. The two 

airlines have main hubs as well as several destinations in common but they also differ in important aspects. 

Again it is not clear from an external perspective, whether this resource constitutes a competitive advantage 

because of a potential higher costs level. Furthermore, the threat from Norwegian has intensified the preced-
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ing years and has contributed to a considerable decrease in SAS’ number of passenger (cf. Growth analysis). 

If the competition from Norwegian continues to increase at the same rate, a potential competitive advantage 

related to route network might only be sustainable in the short run. 

 Employees 2.2.2.6

The commitment, motivation and competences of employees are very important to SAS. The employees 

constitute the public image of the airline and are crucial for the customer experience. SAS aims to deliver a 

high service level and tries to differentiate from low cost competitors on this parameter. Thus, a high quality 

workforce is crucial (SAS Group, 2013d). 

However, very favorable employment terms are a main reason for the firm’s financial troubles. According to 

Doganis (2006) labor unions are very strong and well developed within the aviation industry contributing to 

a high wage level. Nevertheless, the wage and pension terms in SAS have been above market rates until the 

implementation of 4XNG (SAS Group, 2013a). As mentioned previously, the reason is very expensive col-

lective agreements. The employee expenses got out of control in the period 1981-1993 as a combined result 

of strong labor unions and a monopoly status. Because of monopoly status the bill could be forwarded to 

passengers and consequently the resistance towards labor unions was limited. However, with the liberaliza-

tion of the aviation industry, the situation changed and the cost level became a huge problem. With increased 

competition a reduction in personnel expenses was vital for SAS’ ability to survive, but because of very 

strong labor unions a showdown with collective agreements was not successful until the fall 2012 (Ussing et 

al, 2013b). This issue is reflected in the profitability analysis, which shows that payroll expenses relative to 

revenue have been considerable higher for SAS than for Norwegian and Finnair.  

Even though a true showdown with the power of labor unions did not take place before 2012, previous CEOs 

took up the fight. As a result the productivity increased. However, a consequence was a larger number of 

very expensive strikes with further implication for customer confidence. With the implementation of 4XNG 

the fundamental problem is dealt with, but the relationship between the management and employees has been 

has been affected negative (Ibid).   

Thus, in spite of the airlines focus on a qualified and competent workforce, employees and labor unions have 

been the main force behind the firm’s financial troubles. From this point of view this resource is a double-

edge sword. In preceding years employees might even have constituted a competitive disadvantage. Howev-

er, with the implementation of 4XNG this is expected to change. Dissension between employees and man-

agement is definitely not advantageous to SAS. However, a competent and service-minded workforce is 

highly valuable. Such a resource is not unique though. Thus, the employees might constitute a valuable re-

source but we are reluctant to categorize it as a competitive advantage. 
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 Management 2.2.2.7

The CEO of the SAS consortium, Richard Gustafson, joined the company in March 2011 after a number of 

years with turbulence and cost savings (Bagger, 2010). In spite of former CEOs attempts to deal with the 

fundamental problem – high personnel expenses – they did not succeed.  However, Richard Gustafson man-

aged to break the resistance of labor unions and put an end to very expensive collective agreement. With 

Richard Gustafson at the helm SAS launched the crisis plan 4XNG in the fall 2012. In spite of extreme pres-

sure, he managed to get through with an extensive cost saving program that saved SAS from bankruptcy.  

Because of degraded terms of employment and reduced wages he has been subject to a lot of negative atten-

tion from employees and labor unions. However, the survival of SAS would be doubtful without such chang-

es. For the same reason he received the Swedish price “The CEO of the Year” (Lund, 2013). As regards 

wage reductions his own wage was reduced by 20% from 10 to 8 million SEK (Jensen, 2012). 

Based on these considerations Richard Gustafson seems to be very valuable to SAS. A CEO who is capable 

of taking actions and implementing necessary changes is an important resource. Whether such a personality 

is rare is less clear but fact is that he was the first CEO who managed to address the fundamental problem 

behind SAS’ financial troubles. Based on these considerations, we consider Richard Gustafson as a very 

valuable resource and a competitive advantage. 

 Sub-Conclusion 2.2.2.8

Based on the above analysis, SAS possess a number of both valuable and competitive resources but the air-

lines also struggels with significant challenges. The influence on SAS’ future ability to earn money will be 

examined later on. The main results from the internal analysis are summarized in Table 3. 

Table 3: Resources  

 

Source: Own contribution 

 

Resource Advantages Disadvantages

Strategic competences - Strategic incentives are based on external changes

Brand Strong and well known Negative media attention

Ownership structure Financial safety net Distressed State Airline Syndrome

Star Alliance membership Cost reduction potential + Extra traffic generated Complex and expensive network model

Route network Higher frequencies & more destinations Complex and expensive network model

Employees Competent and qualified workforce Expensive collective agreements and strikes

Management Showdown with fundamental problem -
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 Financial Statement Analysis 2.3

In order to assess the drivers behind growth and profitability in SAS, the financial statement analysis con-

tains a growth analysis and a profitability analysis. Likewise we take a look at the company’s cost structure 

and liquidity. Since the crisis plan 4XNG was negotiated in the end on the year 2012, the effect does not 

appear in the financial analysis. However, the effect of Core SAS and 4Excellence will be evaluated. The 

expected effect of 4XNG is assessed in the Cash flow forecast. 

2.3.1 Reformulation of financial statements 

The financial statement analysis is based on reformulated financial statements (cf. Appendix D). The primary 

reason for reformulating the financial statements is to examine the value drivers in the company. Value crea-

tion is based on SAS’ operational activities and therefore the reformulated income statement and balance 

sheet separate operational items from financial items. As a result, the focus on value creating activity is in-

creased.  

The balance sheet is reformulated into operational assets, financial assets, operational liabilities and financial 

liabilities. Thus, we find the net operational assets and the net financial liabilities. Cash is reported as a fi-

nancial asset. The reason is that cash normally is placed on an interest bearing bank account.  

The reformulated income statement provides the comprehensive income and therefore includes profits for the 

year from the official income statement as well as other income reported directly on the official equity state-

ment, i.e. dirty surplus items. Thus, the comprehensive income includes all operating and financial events 

that have changed the value of the equity. Dirty surplus items related to the financial activity are denoted 

financial items in the reformulated income statement. Dirty surplus items not related to the financial activity 

are denoted other operational profit. Thus, dirty surplus items are not considered as profit directly generated 

from sale (Sørensen, 2009).  

2.3.2 Conversion of operational leasing to debt 

As mentioned in Porter’s five forces the aviation industry is capital intensive. Large investments are needed 

and for example aircrafts have a long horizon from ordering to delivery. Hence, airlines need to be predictive 

when investing in aircrafts and it can therefore be difficult to adapt to changes in the market. Leasing is one 

way to manage this issue. By leasing aircrafts rather than buying, firms obtain more flexibility. However, the 

price for leasing an aircraft is often higher than if the company chose to buy an aircraft. Thus, the choice 

between leasing and buying is a tradeoff between price and flexibility. In a market with changing conditions 

flexibility can be valuable and consequently leasing can be a necessity in order for airlines to adapt to chang-

es in the environment and stay competitive.  
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SAS has entered into both financial and operational leasing commitments. Financial leasing transfer all risk 

and benefits to SAS. All other lease contracts are classified as operational leases. Financial leased assets are 

reported as fixed assets in the balance sheet, and the corresponding liability is reported as debt. Depreciations 

are reported on the income statement. Operational lease commitments are not stated on the balance sheet but 

fees are charged in the income statement on a straight-line basis over the lease term (SAS Group, 2013a).  

Since operational leasing is not reported as debt, SAS’ liabilities are higher than what is reported on the bal-

ance sheet. The reason is that the operational lease obligation has to be met at all times and failure to meet 

this obligation can result in loss of the asset. After all, a firm that signs an operational leasing contract com-

mits to make the leasing payments in future periods. Thus, operational lease commitments should be con-

verted to debt in order to give a more precise picture of the firm’s financial situation (Damodaran, 2006).  

Leasing of aircraft constitute 64% of all lease commitments in SAS. At the end of 2012, SAS had a total fleet 

of 204, of which 107 were leased. Leasing of properties, machinery and equipment constitute the remaining 

36%. However, the annual costs of operational leasing are only stated for aircrafts in the annual report (SAS 

Group, 2013a). Consequently, conversion of operational leasing to debt is only possible for aircrafts. This is 

not considered a major problem since leasing of aircraft constitutes the largest part of leasing commitments. 

However, it will add a bias to our financial analysis. 

The conversion of operational leasing commitments is based on Damodaran’s (2006) instructions. Future 

operational lease commitments are converted to debt, by discounting them to present value, using the pre-tax 

cost of debt as the discount rate (cf. Return on debt). For simplification, it is assumed that the current cost of 

debt is equal to the historical cost of debt. The present value is added to financial liabilities in the reformulat-

ed balance sheet, while the corresponding assets are included in operating assets. To complete the adjust-

ment, the operating income also has to be adjusted: 

Adjusted operating income  = Stated operating income  

  + Operating lease expenses for the current year 

- Depreciation on leased asset  

The method is shown in Table 4.  

Table 4: Conversion of operating leasing to debt 

 

Source: Own contribution (SAS Group, 2006-2013) 

2012 2011 2010 2009 2008 2007 2006 2005

Annual operational leasing cost (×7) 9,827.0 9,706.0 11,984.0 19,502.0 22,016.0 23,191.0 22,567.0 18,967.0

Annual operational leasing cost 1,403.9 1,386.6 1,712.0 2,786.0 3,145.1 3,313.0 3,223.9 2,709.6

Present value of operating lease 10,865.1 10,847.8 11,158.0 12,505.3 14,051.5 15,581.6 16,840.6 17,435.6

Depreciation 488.9 488.2 502.1 562.7 632.3 701.2 757.8 784.6

Return on debt before tax 0.135

Return on debt before tax + 1 1.135
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The annual operational leasing cost (×7) is given in the annual report and is the annual cost of operating leas-

es for aircrafts multiplied by seven. To get the annual operational leasing cost in each year this number is 

divided by seven.  

The present value of the operational lease commitment is found by discounting the annual leasing costs for 

the next 20 years back to present value in each year, with the pre-tax cost of debt as the discount rate. Since 

the balance sheet pictures the last day of the financial year, we discount to the end of each year. After 2012, 

the annual leasing costs are assumed to stay constant. This seems fair since the calculation of WACC is 

based on the assumption of a constant capital structure (cf. WACC). The present value of operational lease is 

added to operating assets under aircrafts in the reformulated balance sheet, while the corresponding liability 

is added to financial liabilities. 

                                                  ∑                         

    

   

 (    )
   

The reason why we chose a discounting period of 20 years is that the annual report for SAS 2012 states a 

depreciation period of 20 years for aircraft. Aircrafts are depreciated to a residual value of 10% on a straight-

line basis. Consequently, the annual depreciation is calculated as below: 

                 
                     

  
 

As a result of the adjustment of operational leasing commitments, the financial liabilities are increased con-

siderable. Thus, SAS’ financial leverage has increased. However, the comprehensive income has improved 

since the added operating lease expenses exceed the subtracted depreciation on the leased asset. Consequent-

ly, SAS’s key indicators will be affected. Since operational leasing has not been converted to debt for Nor-

wegian and Finnair, the comparison of key indicators will be biased.   

2.3.3 Growth analysis 

The growth analysis is based on an indexed trend analysis in order to understand the development in revenue 

and certain cost and balance sheet items (Petersen et. al., 2005). Such an overview is interesting in order to 

assess the effect of the preceding years focus on an improved cost structure. However, it is important to keep 

in mind that the relationship between different financial items is not considered. The growth analysis also 

contains an examination of the residual income (RI).   
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 Trend analysis 2.3.3.1

As shown in Table 5, revenue peaks in 2008. This is partly due to an increase in passenger revenue since 

2006. At first sight it seems strange, taken the financial crises into consideration. However, a reason might be 

a lagged effect. It might take some time before companies start cutting expenses related to business travels 

and take other methods into account such as video- and telephone meetings. Likewise the effect on house-

holds’ demand for leisure travels might react with a lag. However, the main reason for the increase in reve-

nue is an increase in other traffic revenue as well as other operating revenue (cf. Appendix G). Since the 

annual report does not provide more detailed information about these items, the exact reason for a peak in 

revenue in spite of the financial crises is not available. 

Table 5: SAS, Trend analysis of income statement 

 

Source: Own contribution (SAS Group, 2006-2013) 

After 2008 the revenue decreases. The financial crisis probably explains an important part of this decrease. 

However, increased competition from for example Norwegian is also important in this context. Figure 14 

illustrates the development in thousand passengers for SAS, Norwegian and Finnair. The rise in number of 

passengers for Norwegian is striking. Until 2006, SAS managed to stay relatively unaffected by the competi-

tion from Norwegian. However, after 2006 SAS’ number of passengers decreases considerable, while the 

passenger growth for Norwegian continues at a slightly increasing rate. Thus, it is likely that Norwegian 

gains passengers at the expenses of SAS. After 2007 the decline in passengers continues but at a less steep 

rate. Based on this figure it is reasonable that the decrease in revenue of SAS is also caused by increased 

Income statement 2012 2011 2010 2009 2008 2007 2006

Revenue 86% 83% 82% 90% 105% 104% 100%

Payroll expenses 86% 81% 86% 111% 109% 106% 100%

Selling costs 373% 366% 373% 93% 106% 110% 100%

Jet fuel 121% 98% 83% 97% 121% 102% 100%

Government user fees 97% 92% 96% 100% 106% 104% 100%

Catering costs 67% 59% 63% 86% 97% 101% 100%

Handling costs 87% 90% 92% 93% 107% 102% 100%

Technical aircraft maintenance 77% 74% 76% 93% 101% 108% 100%

Computer and telecommunications costs 40% 40% 38% 78% 84% 82% 100%

Other 62% 55% 88% 78% 122% 110% 100%

Depreciation, amortization and impairment 87% 115% 95% 96% 87% 87% 100%

Operating profit from sale (before tax) 22% 65% -13% -54% 42% 121% 100%

Operating profit from sale (after tax) 28% 43% 7% -27% 41% 114% 100%

Other operating profit (after tax) -4% -7% 3% 17% -214% 1% 100%

NOPAT 8% 12% 4% 1% -120% 43% 100%

Net financial expenses 116% 275% 136% 41% 33% 31% 100%

Comprehensive income -3% -15% -9% -3% -136% 44% 100%
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competition from Norwegian. Consequently, the future competitive environment between SAS and Norwe-

gian is crucial for SAS’ ability to earn money on passengers in the future.  

Figure 14: Development in passengers, 000s 

 

Source: Own contribution (SAS Group 2013, Finnair 2013, Norwegian 2013a) 

The comprehensive income decreased considerable over the period. A reason for this is that the cost structure 

has not been adapted sufficiently to the decrease in revenue. Consequently, operating profit from sale before 

tax is subject to a considerable decline (cf. Appendix D). An unflexible cost structure is partly caused by 

expensive collective agreements (cf. Internal analysis). However, it is seen from Table 5 that payroll expens-

es decreased after the implementation of Core SAS in 2009, but in 2012 payroll expenses increased slightly 

again. Thus, 4Excellence has not reduced payroll expenses further. 

Also fluctuations in fuel prices are important in this context. As mentioned in the PESTEL analysis, the price 

of fuel has a major impact on the aviation industry. A reason is that fuel demand is inelastic to price changes. 

In 2008 the industry was hit by a large increase in fuel prices and currently fuel prices are very high as well. 

This is supported by Table 5, which shows that SAS’ fuel expenses were highest in 2008 and 2012. High fuel 

prices in 2008 partly explain why comprehensive income bottoms out in 2008 in spite of a peak in revenue.  

As regards other operating profit not related to sale this item also explains a part of the negative development 

in comprehensive income. In 2006 this item was high due to a sale of subsidiaries (SAS Group, 2007). In 

2008 it was very low because of loss on discontinued operations (cf. Appendix D). However, this has been 

solitary events not directly related to the company’s operations. And in the remaining years the growth in 

this item fluctuated around 0%. Thus, operating profit related to sale might be a more solid measure. But also 

this item is subject to negative growth during the period. 

As regards the development in balance sheet items, Table 6 shows that invested capital has decreased in ac-

cordance with revenue. On the surface this indicates that capital has been adapted to decreasing revenue. 
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However, the decrease in capital took place already in 2007 before the decrease in revenue. Thus, whether 

this development reflects a conscious react of managers to changes in the market is not clear. Alignment 

between decreasing revenue and invested capital is favorable though. 

Table 6: SAS, Trend analysis of balance sheet 

 

Source: Own contribution (SAS Group, 2006-2013) 

In sum, we see an unfavorable trend compared to 2006.  Both operating profit related to sale and comprehen-

sive income has decreased considerable. Likewise, revenue has dropped. But in spite of negative develop-

ments, also positive trends appear. We see a positive development in certain cost items since the implemen-

tation of Core SAS in 2009, where especially payroll expenses have been reduced. Likewise both operating 

profit from sale and comprehensive income have improved. Operating profit from sale has become positive, 

while comprehensive income is still negative. 

 Growth in equity (RI) 2.3.3.2

As shown in Table 7, equity has decreased considerable, mainly due to a decrease in comprehensive income. 

In 2009 SAS responded to the downturn with the cost saving strategy Core SAS and a right issue of 6,057 

MSEK. In 2010 another right issue of 4,960 MSEK took place. The result was a rise in equity. However, 

after 2010 equity was again subject to negative growth, due to negative comprehensive income. 

Table 7: Residual income 

 

Source: Own contribution (SAS Group, 2006-2013) 

 

Balance sheet 2012 2011 2010 2009 2008 2007 2006

Intangible assets 66% 58% 48% 119% 89% 42% 100%

Tangible fixed assets 76% 79% 82% 88% 89% 91% 100%

Inventories 69% 71% 68% 76% 82% 85% 100%

Receivables 43% 63% 64% 89% 71% 72% 100%

Operating assets 68% 74% 75% 85% 81% 84% 100%

Operating liabilities 81% 73% 84% 90% 97% 96% 100%

Invested capital (net operating assets) 60% 74% 69% 82% 71% 76% 100%

Equity 68% 76% 88% 69% 45% 105% 100%

Net interest bearing debt 47% 71% 41% 101% 111% 32% 100%

Invested capital (financing) 60% 74% 69% 82% 71% 76% 100%

2012 2011 2010 2009 2008 2007

ROE -1.7% -6.9% -4.3% -2.1% -66.9% 15.7%

Equity 11,156 12,433 14,438 11,389 7,312 17,149

RI -1,832 -2,888 -1,979 -1,106 -13,720 438
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The residual income measures the growth in equity for the year, beyond what is needed to cover the required 

return on equity, which is found to be 13.06% (cf. Return on equity). The residual income has been negative 

each year after 2007, meaning that shareholders required return has not been covered. Thus, SAS has not 

been able generate a return to shareholders corresponding to the risk profile of their investment. In fact, 

shareholders in SAS had a negative return during the period. A return to shareholders less than what the risk 

profile justifies is a general tendency within the aviation industry. The fact that airlines earn less than the cost 

of capital is a consequence of a highly competitive environment (CAPA, 2012). For SAS this is reflected in 

decreasing revenue. Likewise the cost structure has not been adapted sufficiently to decreasing revenue. This 

issue will be examined further in the following section. 

2.3.4 Profitability analysis 

The profitability analysis is based on the DuPont-pyramid (cf. Appendix C), which states the overall profita-

bility measure ROE and its components. The pyramid divides ROE into operating activity (ROIC) and finan-

cial activity (FGEAR and SPREAD) and highlights the value drivers behind these activities.  

 rROICFGEARROICROE       

The pyramid is divided into three levels: 1) ROE is explained by ROIC, FGEAR and SPREAD, 2) ROIC is 

explained by profit margin and rate of turnover, 3) Profit margin and rate of turnover is explained by under-

lying value drivers.  

 Return on equity (ROE) 2.3.4.1

The key indicators in Table 8 illustrate that SAS has been strongly affected by the financial crisis. In 2006 

the company had a strong profitability with a ROE of 42.4%. In 2007 the financial crisis started and ROE 

declined to 15.7%. In 2008 the situation got worse and the decline continued to -66.9%. In the subsequent 

years ROE stayed negative. In spite of negative ROE we see a positive development, where ROE has in-

creased from -66.9% in 2008 to -1.7% in 2012.  

Table 8: SAS, ROE 

 

Source: Own contribution (SAS Group, 2006-2013) 

Level 1 2012 2011 2010 2009 2008 2007 2006

ROE -1.7% -6.9% -4.3% -2.1% -66.9% 15.7% 42.4%

ROIC (after tax) 2.9% 4.0% 1.4% 0.3% -40.2% 11.9% 21.2%

FGEAR 53.9% 44.6% 58.8% 121.5% 62.5% 42.1% 120.4%

r -11.3% -28.5% -11.2% -2.3% -2.7% -2.7% -3.6%

SPREAD -8.4% -24.5% -9.7% -2.0% -42.8% 9.2% 17.6%
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It is reasonable to believe that this favorable tendency is caused by the cost saving strategies Core SAS and 

4Excellence. Another explanation could be that the number of passengers is increasing due to a recovery 

after the financial crises. However, as shown in the growth analysis this is not the case. Both number of pas-

sengers and revenue have declined since 2008. Thus, a recovery does not seem very likely. The main reason 

for this development in revenue might not be the financial crises though but increased competition from 

Norwegian. 

The development in ROE follow the development in ROIC. In 2006 SAS had a strong ROIC of 21.2%, but 

with the entry of the financial crises in 2007 ROIC declined and bottomed out in 2008 with -40.2%. In the 

subsequent years ROIC improved but stayed far below the level in 2006 and 2007. In 2012 ROIC declined 

again from 4.0% to 2.9%, in spite of the implementation of 4Excellence in 2011. A reason is the bankruptcy 

of the subsidiary Spainair in 2012, which caused SAS a billion loss (SAS Group, 2013a).  

The negative ROIC in 2008 was due to negative net operating profit after tax (NOPAT). After 2008 NOPAT 

became positive, meaning that the operational activity has contributed positively to the company’s ROE. The 

positive effect is small though. In spite of decreasing revenue, ROIC has increased from -40.2% in 2008 to 

2.9% in 2012. A reason for this might be the preceding years focus on the company’s cost structure. ROIC is 

still far below the level in 2006 though, reflecting that operating expenses have not been sufficiently aligned 

with the decrease in revenue. 

The financial activity affects ROE negatively after 2007. The reason is that the return on the operating activi-

ty does not cover the net financial expenses. The negative effect from the financial activity dominates the 

positive effect of the operating activity and consequently ROE becomes negative. This is discussed further in 

section “Return on the financial activity”. 

The key indicators for SAS can be illustrated further by comparing with other companies in the aviation in-

dustry. For this reason, we have calculated the equivalent key indicators for Norwegian and Finnair (cf. ap-

pendix E-F for reformulated financial statements). It has to be mentioned though, that the comparison will be 

biased by the fact that we have converted operational leasing to debt only for SAS.  

As shown in Table 9 the effect of the financial crises is limited for Finnair. ROE has been volatile both be-

fore and after the entry of the financial crises, with positive ROE in 2007 and 2010 and negative ROE the 

remaining years. However, like SAS, Finnair did worst in 2008, probably due to the financial crises.  

The profitability of Finnair is also weak. ROIC is negative most of the period, meaning that Finnair does not 

earn money on the operating activity. As regards the financial activity Finnair has negative return in 2007 

and 2010-2012. Thus, Finnair has a weak profitability with negative return on both the financial and operat-

ing activity most of the period. 
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Table 9: Finnair, ROE 

 

Source: Own contribution (Finnair, 2006-2013) 

Norwegians key indicators are considerable stronger. ROE is positive from 2007 to 2012 and the effect of 

the financial crises has been limited. Again ROE is lowest in 2008 but stayed slightly positive in contrast to 

SAS and Finnair.  

Table 10: Norwegian, ROE 

 

Source: Own contribution (Norwegian, 2006-2013a) 

However, the positive ROE in 2008 was not due to the operational activity, but the financial activity. ROIC 

was -48% this year, probably because of the financial crises. In spite of this exception Norwegian has a posi-

tive return on the operating activity each year. Also the operating profit from sale has been positive each year 

since 2008. This indicates a favorable cost structure, which is aligned with changes in income. However, the 

return on the financial activity has been more volatile, with positive returns in 2008, 2009, 2010 and 2012 

and negative returns the remaining years. In sum, Norwegian has a relatively strong profitability with posi-

tive ROE each year since 2007. Likewise ROIC has been positive each year except from 2008. 

As regards ROE Norwegian seems to have recovered relatively quickly after the financial crisis, while both 

SAS and Finnair still have negative ROE measures. However, the financial crisis is not the only reason for 

SAS’ decreasing revenue. As discussed in the growth analysis the increased competition from Norwegian is 

an important factor. The profitability of Finnair has been quite volatile and whether negative ROE measures 

are due to the financial crises is therefore not obvious.  

The forces behind the profitability measures will be assessed further below. We start with the return on the 

operational activities (ROIC). Afterwards we examine the financial activity. 

Level 1 2012 2011 2010 2009 2008 2007 2006

ROE -1.2% -11.6% 4.4% -5.7% -21.1% 16.6% -8.6%

ROIC (after tax) -0.6% -6.4% 4.9% -5.9% -24.1% 19.4% -9.5%

FGEAR 27.8% 29.4% 22.2% 7.4% -20.6% -16.4% -14.5%

r -1.3% -11.1% -7.2% 7.9% 9.6% -2.3% 3.3%

SPREAD -1.9% -17.5% -2.3% 2.1% -14.5% 17.1% -6.2%

Level 1 2012 2011 2010 2009 2008 2007 2006

ROE 21.1% 6.4% 10.2% 35.4% 0.1% 20.8% -10.9%

ROIC (after tax) 5.8% 8.3% 6.5% 29.8% -48.0% 228.5% 45.5%

FGEAR 150.3% 107.7% 38.6% 8.9% -22.9% -88.3% -123.0%

r 4.3% -10.0% 3.4% 33.3% -162.0% 6.6% 0.4%

SPREAD 10.1% -1.7% 9.8% 63.1% -209.9% 235.2% 45.9%



  Valuation of SAS 

 

 

 

Page 55 of 153 

 Return on operating activity (ROIC) 2.3.4.2

As mentioned above, ROIC measures the profitability of the company’s operational activities. ROIC can be 

divided into profit margin and rate of turnover. The profit margin measures how much SAS earns in net op-

erating profit after tax per 1 SEK received in revenue. The rate of turnover measures how much SAS earns in 

revenue per 1 SEK tied in invested capital (Sørensen, 2009). 

Table 2.8: SAS, ROIC 

 

Source: Own contribution (SAS Group, 2006-2013) 

As mentioned above ROIC has been strongly affected by the financial crisis and has decreased considerable 

since 2006. This is mainly caused by a large decrease in profit margin. The rate of turnover on the other hand 

has stayed relatively constant. The drop in profit margin indicates that the cost structure has not been adjust-

ed sufficiently to decreasing revenue. As mentioned in the external analysis low profit margins are normal in 

the aviation industry. However, expensive collective agreements and strong labor unions put even more pres-

sure on SAS’ profit margins (cf. Internal analysis). Consequently, the strategies Core SAS and 4 Excellence 

were launched in 2009 and 2011. This is reflected in the profit margin which is improved after 2008  in spite 

of decreasing revenue. However, the strategies did not deal with the fundamental problem (i.e. expensive 

collective agreements) and consequently the profit margin stayed low. The crisis plan 4XNG was launched 

in 2012 in order to deal with this issue.  

Again we compare SAS’ key indicators with Finnair’s and Norwegian’s. Compared to Norwegian, both SAS 

and Finnair have a relatively low return on the operational activity.  

Table 11: Finnair, ROIC 

 

Source: Own contribution (Finnair, 2006-2013) 

During most of the period Finnair has a negative return on the operational activity due to negative profit 

margins. This indicates too low revenue or an unfavorable cost structure, where operating expenses exceed 

operating income. Thus, in contrast to Norwegian and SAS, Finnair does not manage to sustain a positive 

profit margin. As regards the rate of turnover, SAS and Finnair perform relatively similar.  

Level 2 2012 2011 2010 2009 2008 2007 2006

ROIC (after tax) 2.9% 4.0% 1.4% 0.3% -40.2% 11.9% 21.2%

Profit margin (after tax) 1.2% 1.9% 0.7% 0.1% -15.1% 5.4% 13.3%

Turnover rate of invested capital 2.4 2.1 2.0 2.2 2.7 2.2 1.6

Level 2 2012 2011 2010 2009 2008 2007 2006

ROIC (after tax) -0.6% -6.4% 4.9% -5.9% -24.1% 19.4% -9.5%

Profit margin (after tax) -0.3% -3.0% 2.5% -2.7% -7.4% 5.9% -2.6%

Turnover rate of invested capital 2.5 2.2 2.0 2.2 3.3 3.3 3.6
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Table 12: Norwegian, ROIC 

 

Source: Own contribution (Norwegian, 2006-2013a) 

Compared to SAS, Norwegian has a higher return on the operational activity each year. This is due to a com-

bination of higher profit margins and higher rate of turnovers. The higher profit margin reflects a constant 

increase in revenue (cf. Appendix F) and a lower cost level, partly due to a cheaper business model (cf. In-

ternal analysis). Likewise a higher rate of turnover indicates that less money is tied in invested capital per 

currency unit earned. 

Common for the three airlines is that the profit margins are low and as mentioned in the external analysis this 

is a general issue in the aviation industry. Porter’s five forces provide an important reason for why this is the 

case. As described in Porter’s five forces both customers and suppliers possess strong negotiation power and 

the competition from substitute products is relatively high. Furthermore the competition among incumbent 

firms is intense and the industry is subject to high exit barriers. Thus, the majority of the competitive forces 

described by Porter contribute to a highly competitive environment. Consequently, it is very difficult to gen-

erate high earnings within the aviation industry, which is reflected in low profit margins. The highly regula-

tory nature of the industry also provides an explanation for low profit margin (cf. PESTEL).  

In sum, SAS’ ROIC is explained by a combination of low a profit margin and a low rate of turnover. As re-

gards profit margin, Norwegian does slightly better than SAS. However, a low profit margin is not unique to 

SAS but in order for SAS to survive the cost structure or revenue has to be improved. The following sec-

tions, will explain the forces behind ROIC further. 

 

 

 

 

 

Level 2 2012 2011 2010 2009 2008 2007 2006

ROIC (after tax) 5.8% 8.3% 6.5% 29.8% -48.0% 228.5% 45.5%

Profit margin (after tax) 2.5% 3.1% 1.8% 5.6% -4.2% 2.4% -0.7%

Turnover rate of invested capital 2.4 2.7 3.7 5.4 11.5 94.2 -63.5
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 Profit margin 2.3.4.3

We will now examine the forces behind the development in profit margin. Table 13 shows the profit margins 

for SAS and how much every costs item constitutes of revenue.  

Table 13: SAS, Profit margin 

 

Source: Own contribution (SAS Group, 2006-2013) 

Table 13 indicates that the two largest cost items are jet fuel and payroll expenses. As regards fuel expenses, 

it is mentioned in the PESTEL analysis, that the aviation industry was hit by increasing fuel prices with the 

entry of the recent recession. The growth analysis support this, by showing that jet fuel expenses, peaked in 

2008. Likewise fuel prices are currently very high (cf. PESTEL), which is reflected in Table 13, where jet 

fuel expenses relative to revenue reach the highest level in 2012. The same tendency is also shown for Fin-

nair and Norwegian in Table 14 and Table 15. The rise in fuel prices also contributes to explain why the 

profit margin of all three airlines bottoms out in 2008. Such a development is hard to control and is a general 

risk in the aviation industry. SAS tries to control this risk in certain ways. This issue is explained further in 

the risk analysis.  

As mentioned in the internal analysis, SAS has suffered from very expensive collective agreements and 

hence wage and pension terms above market rates. This is highlighted when SAS’ payroll expenses relative 

to revenue is compared to Finnair and Norwegian (Table 14 and Table 15). As a result of Core SAS and 

4Excellence payroll expenses in absolute terms have been reduced (cf. Appendix D). However, because of 

decreasing revenue, payroll expenses relative to revenue is unaffected and compared to Finnair and Norwe-

gian SAS’ payroll expenses constitute a very large part of revenue. This supports the issue describe in the 

Level 3 2012 2011 2010 2009 2008 2007 2006

Payroll expenses -32.2% -31.6% -33.8% -40.1% -33.3% -33.1% -32.4%

Selling costs -5.5% -5.7% -5.8% -1.3% -1.3% -1.3% -1.3%

Jet fuel -22.3% -18.8% -16.1% -17.1% -18.2% -15.5% -15.9%

Government user fees -9.8% -9.8% -10.3% -9.8% -8.8% -8.8% -8.8%

Catering costs -2.2% -2.0% -2.1% -2.6% -2.5% -2.7% -2.8%

Handling costs -3.8% -4.1% -4.2% -3.9% -3.8% -3.7% -3.8%

Technical aircraft maintenance -5.6% -5.6% -5.9% -6.5% -6.0% -6.5% -6.3%

Computer and telecommunications costs -2.5% -2.6% -2.5% -4.7% -4.3% -4.3% -5.4%

Other -9.6% -8.8% -14.2% -11.6% -15.4% -14.0% -13.3%

Leasing costs for aircraft 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Depreciation, amortization and impairment -5.1% -7.0% -5.8% -5.4% -4.1% -4.2% -5.0%

Profit marginSale (before taxes) 1.3% 4.1% -0.8% -3.1% 2.1% 6.0% 5.2%

Taxes 0.3% -1.5% 1.2% 1.6% -0.2% -0.6% -0.3%

Profit marginSale (after taxes) 1.6% 2.6% 0.4% -1.5% 1.9% 5.3% 4.9%

Other operating profit (after taxes) -0.4% -0.7% 0.3% 1.6% -17.0% 0.1% 8.4%

Profit margin 1.2% 1.9% 0.7% 0.1% -15.1% 5.4% 13.3%
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internal analysis, that neither Core SAS nor 4 Excellence addressed the fundamental problem suffciently, 

namely the strong power of labor unions. Thus, in order for profit margin to be improved, payroll expenses 

should be reduced even further. This issue is an important aspect of the 4XNG crisis plan. The new collec-

tive agreements involve salary and employment terms at market rates (SAS Group, 2013a).  

Table 14: Finnair, Profit margin 

 

Source: Own contribution (Finnair, 2006-2013) 

Table 15: Norwegian, Profit margin 

 

Source: Own contribution (Norwegian, 2006-2013a) 

In spite of high cost related to jet fuel and payrolls, the main reason for the significant decline in profit mar-

gin in 2008 was a large decrease in other operating profit. Thus, the operations directly related to sale were 

not the main reason for a weak economic performance in 2008. The increase in other operating cost in 2008 

was a solitary event and was mainly due to a loss on discontinued operations. In 2009 the profit margin relat-

ed to other operating profit rises and stays on a more stable level. This explains the improved profit margin 

after 2009. However, the profit margin stays very low until 2012, which is a result of low profit margins 

related to both operating profit from sale and other operating profit.  

 Rate of turnover 2.3.4.4

The rate of turnover is expressed as the inverse rate of turnover. This provides a common denominator and 

makes it possible to examine and sum up the rate of turnover of the individual assets. The inverse rate of 

turnover indicates how much money is tied in net operational assets to generate 1 SEK of sale (Sørensen, 

2009).  

Level 3 2012 2011 2010 2009 2008 2007 2006

Jet fuel -27.4% -24.6% -21.3% -24.5% -24.7% -20.2% -19.4%

Payroll expenses -17.9% -21.1% -22.1% -26.5% -24.0% -24.8% -25.5%

Profit margin -0.3% -3.0% 2.5% -2.7% -7.4% 5.9% -2.6%

Level 3 2012 2011 2010 2009 2008 2007 2006

Jet fuel -29.1% -29.4% -24.3% -19.5% -32.2% -23.4% -23.9%

Payroll expenses -16.1% -17.4% -17.8% -17.8% -17.3% -14.7% -14.0%

Profit margin 2.5% 3.1% 1.8% 5.6% -4.2% 2.4% -0.7%
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Table 16: SAS, Inverse rate of turnover of invested capital 

 

Source: Own contribution (SAS Group, 2006-2013) 

As mentioned previously SAS’ rate of turnover is relatively similar to Finnair’s while Norwegians rate of 

turnover is slightly higher in certain years. In 2008 the inverse rate of turnover is improved, meaning that 

less SEK is tied in invested capital to generate 1 SEK of sale. A reason is that the revenue peaked in 2008. 

Another reason is that Spanair and Aerolineas de Baleares were reclassified to assets held for sale in 2007. 

Consequently, value is moved from operational assets to financial assets in the reformulated balance sheet. 

Likewise SAS Flight Academy and Newco Airport Services were sold. In spite of a higher rate of turnover in 

2008, ROIC bottoms out this year. The reason is that the effect of a negative profit margin is compounded 

when the rate of turnover increases (ROIC = Rate of turnover ∙ Profit margin). 

From 2008 to 2012 the inverse rate of turnover increases again. Thus, more money is tied in invested capital 

to generate 1 SEK of sale. An important reason is a large decrease in revenue since 2008, partly caused by 

increased competition from for example Norwegian (cf. Growth analysis). Thus, the future competitive envi-

ronment between SAS and Norwegian is crucial for SAS’ ability to earn money on the operational activity in 

the future. Both the rate of turnover and the profit margin is strongly affected by declining revenue. 

In sum, SAS’ rate of turnover does not deviate much from Norwegian’s and Finnair’s and stays relatively 

constant during the period. The combination of low profit margin and low rate of turnover causes a low 

ROIC. 

Level 3 2012 2011 2010 2009 2008 2007 2006

Intangible assets 0.042 0.038 0.033 0.027 0.022 0.040 0.068

Tangible fixed assets 0.570 0.615 0.658 0.626 0.541 0.582 0.685

Inventories 0.016 0.017 0.017 0.018 0.016 0.018 0.020

Receivables 0.119 0.149 0.181 0.174 0.132 0.161 0.233

Sum 0.747 0.818 0.889 0.844 0.711 0.800 1.005

Deferred tax liabilities 0.037 0.054 0.063 0.065 0.064 0.069 0.071

Other provision 0.061 0.059 0.070 0.059 0.030 0.017 0.019

Prepayment for customers 0.000 0.000 0.000 0.000 0.000 0.002 0.003

Accounts payable 0.040 0.040 0.042 0.042 0.039 0.052 0.077

Pension and similar commitments 0.000 0.000 0.000 0.000 0.001 0.001 0.001

Tax payable 0.001 0.000 0.001 0.002 0.001 0.000 0.001

Unearned transportation revenue 0.090 0.085 0.083 0.073 0.068 0.069 0.064

Accrued expenses and prepaid income 0.071 0.069 0.073 0.084 0.089 0.095 0.100

Other liabilities 0.028 0.041 0.057 0.059 0.043 0.038 0.044

Sum 0.327 0.349 0.390 0.383 0.335 0.344 0.380

Inverse Rate of Turnover 0.420 0.469 0.499 0.461 0.376 0.456 0.625
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 Return on financial activity 2.3.4.5

The return on financial activity constitutes the other components of ROE. The return on the financial activity 

has been negative each year since 2008. The reason is a combination of positive FGEAR and negative 

SPREAD. A positive FGEAR means that the financial liabilities exceed the financial assets. Thus, the com-

pany has positive financial leverage. A negative SPREAD means that net financial expenses exceed ROIC. 

Thus, the return on the operational activity has not been large enough to cover the net financial expenses. 

Consequently, financial leverage has not added value and the company’s ROE has been affected negatively 

since 2008 (cf. Appendix B for formula).  

Table 17: SAS, Financial activity 

 

Source: Own contribution (SAS Group, 2006-2013) 

In 2008 and 2009 the financial gearing increases due to a very large deficit in 2008. The deficit is reflected in 

the equity which is reduced accordingly. The implementation of Core SAS in 2009 as well as right issues in 

2009 and 2010 cause an increase in equity and hence a decrease in financial gearing. However, in 2012 

FGEAR increases again due to negative comprehensive income and hence a decrease in equity.   

In sum, the financial activity contributes negatively to ROE each year since 2008. The reason is that ROIC is 

too low to cover the net financial expenses. This negative effect explains why ROE is negative in spite of 

positive ROIC. The negative return on the financial activity dominates the positive return on the operational 

activity.  

 Sub-conclusion on profitability analysis 2.3.4.6

The profitability of SAS has declined considerable since 2006. This is reflected in negative ROE measures 

caused by very low return on the operational activity and negative return on the financial activity. Declining 

revenue, high fuel prices and high payroll expenses contribute to explain this negative tendency. However, 

with the implementation of Core SAS and 4Excellence the profit margin has improved slightly, which is 

reflected in the return on the operational activity and hence in the company’s overall profitability. The job is 

far from done though. For the same reason the crisis plan 4XNG was launched in November 2012. 

Level 1 2012 2011 2010 2009 2008 2007 2006

ROIC (after tax) 2.9% 4.0% 1.4% 0.3% -40.2% 11.9% 21.2%

FGEAR 53.9% 44.6% 58.8% 121.5% 62.5% 42.1% 120.4%

r -11.3% -28.5% -11.2% -2.3% -2.7% -2.7% -3.6%

SPREAD -8.4% -24.5% -9.7% -2.0% -42.8% 9.2% 17.6%

Return on financial activity -4.55% -10.92% -5.73% -2.37% -26.79% 3.87% 21.16%
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2.3.5 Liquidity analysis 

Liquidity is essential for a company. Without liquidity the firm cannot meet debt obligations, which will 

eventually lead to bankruptcy. Short-term liquidity is important because it determines if the company is able 

to pay short-term obligations. Long-term liquidity - also defined as solvency - gives an indication of the 

firm’s long-term financial health (Petersen et al., 2012). In order to evaluate these two kinds of liquidity risk, 

we will use respectively a short-term ratio and a long-term ratio. Both ratios are based on numbers from the 

annual report and not on the reformulated statements. Thus, the ratios are suitable as a quick look into the 

financial health of a company. 

As regards short-term liquidity risk, we use a cash flow from operations (CFO) to short-term debt ratio (Cur-

rent ratio). This ratio indicates how much of the current liabilities can be paid with cash flow from operations 

on an annual basis.  

Table 18: SAS, Cash flow from operations to short-term debt 

  

Source: Own contribution (SAS Group, 2006-2013a) 

During the financial crisis the current ratio has been negative due to negative cash flows (cf. Table 18). Con-

sequently, SAS has not been able to pay any of its short-term debt with cash flow from operations. Instead 

SAS has been generating debt from 2008 to 2011. In 2010 and 2011 the ratio approximated zero which was 

probably a result of the two strategies Core SAS and 4Excellence. In 2012 the current ratio improves to 23%. 

Based on Table 19 and Table 20, Norwegian and Finnair do better with regard to the current ratio than SAS’ 

from 2006 to 2011. In 2012 SAS’ ratio improved considerable. Consequently SAS has a higher current ratio 

than Finnair in 2012. Norwegian’s current ratio is significantly better than SAS’ in 2012.  

Table 19: Finnair, Cash flow from operations to short-term debt 

 

Source: Own contribution (Finnair, 2006-2013) 

 

MSEK 2012 2011 2010 2009 2008 2007 2006

Cash flow from operations 3,074 -482 -155 -3,414 -2,651 2,866 2,102

Current liabilities 13,487 12,863 13,455 18,037 16,892 20,347 16,929

Current ratio 23% -4% -1% -19% -16% 14% 12%

MEUR 2012 2011 2010 2009 2008 2007 2006

Cash flow from operations 155 51 61 -121 120 302 96

Current liabilities 865 903 702 837 915 727 649

Current ratio 18% 6% 7% -14% 13% 42% 15%
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Table 20: Norwegian, Cash flow from operations to short-term debt 

 

Source: Own contribution (Norwegian, 2006-2013a) 

The long-term liquidity risk is measured as the D/E ratio. Thus, financial leverage is essential in relation to 

long-term liquidity risk. In general a high financial leverage equals a high long-term liquidity risk. 

Table 21 illustrates that the long-term liquidity risk has fluctuated around the same level since 2006 with 

2008 as the only exception. Since 2010 the financial leverage and hence the long-term liquidity risk has in-

creased slightly. In the same period the short-term liquidity risk decreased. 

Table 21: SAS, Financial leverage 

 

Source: Own contribution (SAS Group, 2006-2013a) 

Finnair’s financial leverage is slightly lower than SAS’. At the same time Norwegian’s financial leverage is 

higher than SAS’ (cf. Table 22 and Table 23). A high financial leverage is in accordance with an industry 

with high entry barriers (cf. external analysis). To enter the aviation industry a firm needs a great amount of 

capital. Consequently high debt ratios are common in the aviation industry. Since Norwegian is a company 

in growth this can explain the high financial leverage. 

Table 22: Finnair, Financial leverage 

 

Source: Own contribution (Finnair, 2006-2013) 

Table 23: Norwegian, Financial leverage 

 

Source: Own contribution (Norwegian, 2006-2013a) 

In sum: the assessment of SAS’ liquidity risk provides two different results. While the short-term liquidity 

risk has improved, the long-term liquidity risk has aggravated in recent years.  

NOK (1000) 2012 2011 2010 2009 2008 2007 2006

Cash flow from operations 2,021,682 673,971 804,628 -3,414 -2,651 2,866 2,102

Current liabilities 4,844,352 3,992,205 2,554,620 2,326,951 1,655,042 605,853 112,528

Current ratio 42% 17% 31% -0.15% -0.16% 0.47% 1.87%

MSEK 2012 2011 2010 2009 2008 2007 2006

Total liabilities 25,598 26,752 27,387 31,106 36,052 31,621 34,776

Equity 11,156 12,433 14,438 11,389 7,312 17,149 16,388

Financial leverage 2.29 2.15 1.90 2.73 4.93 1.84 2.12

MEUR 2012 2011 2010 2009 2008 2007 2006

Total liabilities 1,456 1,605 1,559 1,633 1,303 1,157 1,059

Equity 786 753 853 825 773 987 602

Financial leverage 1.85 2.13 1.83 1.98 1.69 1.17 1.76

NOK (1000) 2012 2011 2010 2009 2008 2007 2006

Total liabilities 9,498,407 7,058,275 4,824,646 3,420,357 2,281,515 1,822,825 801,217

Equity 2,420,651 1,945,589 1,795,904 1,601,607 897,368 508,273 260,727

Financial leverage 3.92 3.63 2.69 2.14 2.54 3.59 3.07
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SAS address the issue of liquidity through a measure of financial preparedness. In the 2012 annual report 

SAS describes a goal of financial preparedness to be of 20%. In 2012 the financial preparedness was 29%. 

Financial preparedness describes the relationship between cash and cash equivalents and fixed costs. Espe-

cially in an industry with high fixed cost, focus on this area is favorable.  

2.3.6 Cost structure 

The relationship between fixed costs and variable costs is important because it indicates how well a company 

can adapt to changes in its surroundings. The ability to adjust to changes is very important in the aviation 

industry. The decrease in number of passengers during the financial crisis (cf. Growth analysis) and the leg-

islation of the industry followed by increased competition are examples of such changes (cf. Internal analy-

sis). A low share of fixed costs increases a company’s flexibility and makes adaption to changes easier. 

Fixed costs are defined as expenses that are not affected by the level of activity. Such cost cannot be changed 

in the short run (Økonomistyrelsen, 2005). Variable costs fluctuate with the sales level. 

In Porter’s five forces it is shown that the aviation industry is subject to high entry barriers. For instance the 

industry requires high level investments and such investments are related to a high level of fixed costs. An 

airline has many expenses no matter what the number of passenger is. It is therefore expected that the level 

of fixed cost relative to variable costs is high. In Table 24 the relationship between fixed costs and variable 

costs for SAS is outlined.  

Table 24: SAS, Cost structure 

 

Source: Own contribution (SAS Group, 2013a) 

Fixed Payroll expenses 11,584          

Other operating expenses 22,105          

Variable Selling costs 1,994           

Variable Jet fuel 8,035           

Variable Government user fees 3,539           

Variable Catering costs 780              

Variable Handling costs 1,372           

Fixed Technical aircraft maintenance 2,025           

Fixed Computer and telecommunicating 898              

Fixed Other 3,462           

Fixed Leasing costs for aircrafts 1,342            

Fixed costs 19,311          

Variable costs 15,720          

Total costs 35,031          

Fixed / variable 1.23              

Fixed / total 55%

MSEKType of cost Costs
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As expected the level of fixed costs are higher than the level of variable costs. Furthermore, the level of fixed 

costs is also higher for SAS than for Norwegian and Finnair (cf. Appendix H). Norwegian and Finnair have 

respectively 42% and 39% fixed costs.  

As shown in the profitability analysis SAS’ cost structure has not been adapted sufficiently to decreasing 

revenue. This is partly caused by very expensive collective agreements and strong labor unions (cf. Internal 

analysis). This issue also contributes to explain why the level of fixed cost relative to total cost is higher for 

SAS than for Norwegian and Finnair. SAS has with the new strategy, 4XNG, increased focus on the amount 

of fixed cost in order to make the cost structure more flexible (SAS Group, 2013a). If SAS succeeds with the 

4XNG plan the company will be better suited to handle recessions and adapt to changes in the market. Fur-

thermore, SAS will be better suited to challenge competition. Especially the competition from the low cost 

airline Norwegian is important in this context.  

 SWOT 2.4

In the analysis of SAS’ business concept we have performed a strategic analysis and a financial analysis. The 

conclusions are summarized in a SWOT analysis. 

Figure 15: SWOT 

 

Source: Own contribution 

Strengths: 

•Brand 

•Star Alliance 

•Management 

•Route network 

•Ownership (financial 
safety net) 

Weaknesses: 

•Employees  

•Ownership (Distressed 
State Airline 
Syndrome) 

•Financial situation 

•Business model 

Opportunities: 

•Passenger growth 

•High entry barriers 

Threats: 

•Price of jet fuel 

•Low Cost carriers 

•Low profit margins 
within the aviation 
industry 
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3 WACC 

This section is divided into five parts. First, we estimate beta. In the second and third part we estimate the 

return on equity and the return on debt. In the fourth part we calculate the capital structure and in the last part 

WACC is estimated. 

 Beta 3.1

Beta is a risk parameter and measures a company’s systematic risk relative to the market. For stocks traded 

on a stock exchange beta is easily found by comparing a given stock’s historic returns with the returns of the 

market. More precise, the stock returns (Rj) are regressed against market returns (Rm) and the slope corre-

sponds to the beta of the stock (Damodaran, 2006)
2
. Since the SAS stock is public traded this method can be 

applied to SAS. We have found the regression beta to be 1.16 based on data from Datastream from 2006 to 

2013. The regression beta is highly significant with a p-value very close to zero (cf. Appendix I). The regres-

sion beta is without doubt affected by the fact, that the period covers the financial crises and years where 

SAS is facing severe financial troubles. However, the entire business cycle is covered and for the same rea-

son the chosen period is considered favorable. See the section “Bottom up beta” for more information about 

the data. 

The problem with the regression beta is that it is merely based on historical observations. This beta does 

therefore not take the future or the underlying risk into account (Petersen et al., 2012). A company’s beta 

should change when factors affecting the systematic risk of the company changes. Because of these limita-

tions, our analysis will not be based on the regression beta. 

Instead we apply two other methods: Fundamental beta and bottom up beta. First we analyze the fundamen-

tal risk related to SAS in order to determine the level of beta. The fundamental beta breaks risk into operat-

ing and financial risk. Afterwards, we use a bottom up approach. The bottom up beta is also based on the 

break down into operating and financial risk. Both methods are forward looking. 

 

                                                      

2
 Rj = a + β ∙ Rm 
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3.1.1 Fundamental analysis of risk 

Our fundamental assessment of beta is based on the framework applied by Petersen et al. (2012). This meth-

od is favorable because it highlights the fundamental risk in the company. However, a limitation is that it can 

be difficult to separate systematic risk from unsystematic risk. 

      (     )  
    

 
 

The first part in this equation constitutes the operating risk while the second part constitutes the financial 

risk. Our risk analysis will therefore be structured around these two kinds of risk. Furthermore, the operating 

risk will be divided into three parts: external risks, strategic risks and operational leverage. In the end of this 

section the level of these different kinds of risks will be evaluated and a total level of risks will be deter-

mined.  

Operating risks relate to SAS’ operations while the financial risks relate to financial leverage, loans and cur-

rency risk. SAS’s ability to manage and control the risks is important in this context. Risks that are control-

lable or manageable for the firm are more appealing than unmanageable and uncontrollable risks. 

 Operating risk 3.1.1.1

3.1.1.1.1 External risk 

External risk refers to factors in SAS’ surroundings that constitute a threat to SAS’ costs or earnings. One 

important external risk is the price of jet fuel. As mentioned in the strategic analysis the expenditures to jet 

fuel amount to about one third of the operating expenses in the aviation industry. Fluctuations in the price of 

jet fuel therefore have a great impact on airlines. SAS control this risk by hedging the price of jet fuel. Of the 

estimated fuel consumption for the next 12 months 40–80% is hedged (SAS Group, 2013a). In 2011 the 

hedged level was reduced and SAS was therefore exposed to a bigger threat with regards to jet fuel prices. 

This turned out to affect the company negatively. While the average price of jet fuel increased with 2% SAS’ 

unit costs rose by 13% (Ibid).  Even though SAS manages the risk of fluctuations in fuel prices, the company 

is still very exposed.  

Another way of controlling the risk of changes in oil prices is to reduce the dependency of jet fuel. One way 

of doing so is with new types of aircrafts. Newer aircrafts use 10-15% less fuel compared to older ones (SAS 

Group, 2013a). SAS also has a general focus on being more environmental friendly which suits the goal of 

fuel saving well (cf. PESTEL). Even with a reduction in fuel consumption, SAS is still very exposed to 

changes in oil prices but the oil dependency is reduced.   
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Macroeconomic developments are another important risk factor in the aviation industry (SAS Group, 2013a). 

Even though we have argued that flying is not as much of a luxury good as it was 20 years ago the industry is 

still very sensitive to fluctuations in business cycles. As shown in the financial statement analysis, the profit-

ability of SAS has been strongly influenced by the financial crisis. Decreasing revenue and higher fuel prices 

has been important forces behind for this development (cf. Financial statement analysis). Especially the main 

segment – business travelers – causes a considerable decrease in the number of passengers during a recession 

(cf. PESTEL). 

The exposure to recessions is very difficult to manage because the time and depth of a recession is hard to 

predict. Increased flexibility in fleet and collective agreements is a part of the 4XNG strategy. The aim is to 

create a more flexible cost structure by lowering the level of fixed costs. Likewise wages has been lowered 

as a part of the 4XNG strategy. The wages in SAS has been above market rates (cf. Description of company) 

and it is therefore beneficial to lower payroll expenses in order to stay competitive in both up and downturns. 

An efficient mix in the fleet will also be advantageous. These changes will probably make the company bet-

ter suited to handle future economic cycles even though such risk is difficult to control. 

Force majeure, i.e. terror attacks, natural disasters, wars, conflicts and so on, constitutes another important 

risk factor. Such events strongly affect the industry. Airlines can be forced to cancel flights and the public’s 

desire to travel is affected negatively. One example is 9/11; the event of one day gave the aviation industry a 

total loss of 13 billion USD in 2001 (Leth, 2011). It is impossible to predict these risks and they cannot be 

truly managed. 

The terror attacks on 9/11 did not only hit the aviation industry through a temporary loss in passengers but 

also through tightening of the legislation. Airlines’ security expenses have risen significantly since 2001 due 

to new safety requirements (cf. external analysis). This is just one example of how a change in legislation 

affects the industry. This kind of risk is very difficult to control. That being said it is not all legislation that 

constitutes a threat to SAS. Some legislation might be an advantage to SAS or the industry in general. SAS is 

for example positive set to the upcoming change in legislation concerning slots (cf. External analysis). 

As regards force majeure, extreme weather conditions affect the industry. The Hurricane Sandy and the Bliz-

zard in the North East of the US are recent examples of extreme weather which has affected the industry. 

Likewise other natural phenomenon such as volcanic eruptions and earthquakes can have servere conse-

quences for the aviation industry. This was the case with the volcanic eruptions and the ash cloud on Iceland 

in 2010. The implications for the aviation industry were tremendous; 100,000 flights were cancelled, more 

than 8 million passengers was affected by these cancellations and the industry suffered an estimated loss of 

11 billion DKK (Bitsch, 2011). 
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3.1.1.1.2 Strategic risk 

LCCs constitute a significant strategic risk to network airlines. As illustrated in Porter’s five forces LCCs 

have continuously taken market shares from network companies. A large amount of SAS’ revenue is based 

on business travelers but leisure travelers are a growing costumer group. It is important for SAS to capture a 

part of the growth in this segment. An advantage for the industry in general is that the number of passengers 

is growing while very few firms are entering the industry (cf. External Analysis). This ought to give incum-

bent firms better conditions. Network companies still possess an advantage relative to the LCCs in the mar-

ket for intercontinental flights. Norwegian does not have any direct routes to the US or Asia from Copenha-

gen. However, the company has direct routes from Oslo and Stockholm to New York and Bangkok (Norwe-

gian, 2013b). Meanwhile SAS has an advantage since the company offer several routes to Asia and the US 

either alone or through Star Alliance. 

As mentioned in the internal analysis air transportation is considered a homogenous good by many travelers. 

Most travelers care about getting from one point to another for a reasonable price but not about the name of 

the airline. This is a problem for airlines that cannot compete with the low prices of LCCs. Because of in-

creasing price sensitivity of both leisure travelers and business travelers, differentiation is difficult. SAS used 

to justify higher prices with a higher service level but such a strategy is no longer competitive. Thus, network 

airlines are forced to adapt to changing market conditions and reduce costs in order to stay competitive. Such 

changes in the market structure constitute a considerable risk and were an important reason for SAS’ finan-

cial troubles.  

3.1.1.1.3 Operational risk 

Also a rigid cost structure constitutes a risk to a company. As shown in the financial statement analysis, SAS 

has a high level of fixed costs compared to variable costs. A firm with high operating leverage will also have 

higher variability in operating income than a firm which produces the same product, with lower operational 

leverage. The reason is that expenses are not easily adapted to changes in the market. This higher variance in 

operating income will lead to a higher beta for a firm with high operating leverage (Damodaran, 2006). Thus, 

the high operating leverage of SAS contributes to a high beta. 

In this context fleet flexibility is important. It is for example expensive to fly with an almost empty aircraft. 

SAS has an advantage by being part of Star Alliance where the airlines cooperate to obtain the most effective 

use of the aircrafts (cf. Description of company). SAS also tries to address this issue with the 4XNG plan 

which aims to make the workforce more flexible and increase productivity (SAS Group, 2013a). Since the 

employees in SAS have had a high wage level compared to other airlines, this change is necessary in order to 

keep up with competitors. SAS are also in the process of outsourcing several areas of the company like 

Ground Handling and Widerøe, customer service and administrative functions as an effort to make the cost 
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structure more flexible and reduce the amount of fixed cost (Ibid). The attempt to manage the cost structure 

and make the company more adaptive to changes is important and reduces risk related to operating leverage.  

A risk to the entire industry is that it is difficult to adapt to changes in market conditions. It takes time to 

purchase or lease new airplanes, open new routes and so on. Airlines that are skilled in reading the market 

and predicting the future will have an advantage. On one hand SAS has been quick to use new technology 

and identify an advantage in strategic alliances. However, on the other hand, SAS has been slow to adapt to 

changes in the market structure after the liberalization of the industry and consequently suffers from a rigid 

cost structure. 

3.1.1.1.4 Sub-conclusion 

Table 25: Operating risks 

 

Source: Own contribution (Petersen et al., 2012) 

 Financial risk 3.1.1.2

3.1.1.2.1 Financial leverage 

The degree of financial leverage is important since leverage increases the variance in earnings per share and 

makes equity riskier (cf. Appendix J).  

In the liquidity analysis the financial leverage for SAS was calculated as a measure of long-term liquidity 

risk. As shown in the liquidity analysis the financial leverage has been increasing since 2010.  

The level of risk SAS’ ability to manage the risks

Jet fuel High

Recession High

Force majeure High

Legislation Neutral

Low cost carriers High

Homogenous good High

Cost structure High

Changes in market conditions Neutral

Types of operating risk

External risks

Strategic risks

Operational risks

General evaluation of the operating risks: High

External, strategic and operational risks constitute threats to the company. Changes are being made in 

regards to better management of strategic and operational risks.  

SAS tries to manage these risks for 

example by hedging but these risks are 

very difficult to manage for any firm.

SAS has a strong brand with respect to 

business travelers. But it is difficult to 

differentiate in the industry.

For some years the risk management has 

been insufficient in this area but the 4XNG 

plan aims to improve this.
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Since financial leverage multiplies the underlying operating risk, firms with high operating risk should be 

reluctant to take on financial risk (Damodaran, 2006). Previously we concluded that SAS is subject to a high 

level of operating risk. From this point of view it seems that SAS’ financial leverage might be too high. The 

combination of high operating risk and a relatively high financial leverage cause a high variance in equity. 

Consequently beta is expected to be high. 

An improved capital structure is a part of the 4XNG crisis plan. The aim is to improve financial preparedness 

and reduce liquidity risk. Thus, SAS is working on this issue. However, in the current situation, the financial 

leverage is still relatively high, taking the operating risk into consideration.  

3.1.1.2.2 Loan characteristics 

Four different traits of loans make a loan more or less risky; time to maturity, the interest rate, the currency 

of the loan and the type of loan. In this section we will take a further look into SAS’ loans. 

SAS has categorized the different loans as bond loans, subordinated loans and other loans. In the category of 

other loans are finance leases, convertible bond, other loans and derivatives (SAS Group, 2013a). We will 

not go further into what the different kind of loans involves.  

As regards time to maturity, approximately one third of the group’s financial liabilities mature in the next 

year and 50% mature in 1-5 years. The rest mature in over 5 years (SAS Group, 2013a). The short-term li-

quidity risk has been high during the financial crisis but has improved significantly in 2012 (cf. liquidity 

analysis). 

The interest rates on other loans are not provided in the annual report but the interest rates for bond loans and 

the subordinated loans are. The subordinated loan is a loan with no maturity date. The interest rate is fixed 

and set for 10-years period at a time. The current interest rate is 2.375%. The loan is in CHF and its total 

market value amounts to 231 MSEK. Based on the information in the annual report, the characteristics of this 

loan are favorable to SAS and the loan has a relatively low risk. 

The bond loans are in SEK and EUR. For two of the bonds the interest rate is floating, for the other two the 

interest rate is fixed. The coupon rates on these four loans are between 9.6% and 14.7%. The majority of 

these loans expire in 1-5 years (SAS Group, 2013a). Ceteris paribus loans with a floating rate are more risky 

than loans with a fixed interest rate.  

In this section we will comment on the currency risk related to SAS’ loans. In the next section we go further 

into currency risks related to SAS’ operations. Again, there are only information on subordinated loans and 

bond loan available.  
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The subordinated loans are denoted in CHF. CHF is for many investors considered a safe haven which 

makes the currency very strong in time of recessions (Dorgan, 2012). The SEK is also a free floating curren-

cy. The SEK has therefore been considered a safe haven during the Euro Credit Crisis (Buchhave, 2011). 

Since both SEK and CHF have risen during the latest recession this could indicate that there has been little 

currency risk with a loan denominated in CHF for a Swedish company under the financial crisis. However, 

there is no guarantee this will be the case in the future.  

The bond loans are in SEK and EUR. In 2011 the SEK was strong in relation to the EUR (Ibid) but in 2012 

the SEK has weakened in relation to the EUR (SAS Group, 2013a). The weakening of SEK increases SAS’ 

expenses in relation to the bond loans denominated in EUR. 

In sum, the risk related to the subordinated loan is considered relatively low. However, the risks on bond 

loans are somewhat higher and SAS pays the price for the poor financial situation with high coupon rates. 

Especially the risk related to floating rate loans is substantial due to SAS’ financial problems.   

3.1.1.2.3 Currency risk  

Currencies fluctuations have a great impact on the economy of SAS because many of the company’s expens-

es and earnings are in foreign currencies. Only 25% of the revenue and 18% of the operating expenses are in 

SEK (SAS Group, 2013a). The company is exposed to both transaction risk and translation risk. 

Translation risk arises when balance sheet items are converted from foreign currencies to SEK. The risk aris-

es because of fluctuations in the different currencies. “To limit translation risk the policy is to keep the finan-

cial net debt mainly in the representative currency of the respective subsidiary. Furthermore, the SAS group 

has hedged its foreign subsidiaries equity through borrowings and derivatives” (SAS Group, 2013a). In 

2012 the effect of currency fluctuations was negative which was due to the weakening of SEK. A company 

like SAS will continue to be exposed to translation risks but the level of risk will decrease as the 4XNG plan 

is carried out. The sale of subsidiaries will lower the currency risks. So will the plan of placing more admin-

istrative staff in Sweden. 

The second kind of currency risk – transaction risk – stems from the time span from a contract is entered to it 

is settled. An example is the purchase of aircrafts, where there is a time span, between the contracts are en-

tered and the aircraft is delivered and paid. SAS’ policy is that the hedge of aircrafts must be 40-80% of the 

price of the aircraft (SAS Group, 2013a). Also future sales of aircrafts can be hedged.  

Even though SAS uses hedging to control the currency risks there are still threats to the company in this 

field. Especially the great part of revenue and costs in other currencies constitute a risk to the company.  
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3.1.1.2.4 Sub-conclusion 

Table 26: Financial risks 

 

Source: Own contribution after Petersen et al., 2012 

 Total risk 3.1.1.3

In the beginning of this section we introduced a regression beta above one. This seems to fit SAS and the 

industry well; it is an industry in growth but the industry is strongly affected by economic cycles (cf. Strate-

gic analysis). Furthermore, the company has experienced financial problems in the preceding years.  

Previously in this section we have outlined the operating and financial risks related to SAS. The operating 

risk is assessed to be high while the financial risk is neutral. Table 27 gives a framework to translate the op-

erating risk and financial risk into a total risk interval in which SAS’ beta is located.  

The level of risk SAS’ ability to manage the risks

Long-term liquidity risk High

Short-term liquidity risk Low

Time to maturity Neutral

Interest rate Neutral

Currency High

Translation risk Neutral

Transaction risk Neutral

High risk related to long-term liquidity and the currency of loans.

Types of financial risk

Financial leverage

Loan characteristics

Currency risk

General evaluation of the financial risks :  Neutral

SAS has managed to lower short-term 

liquidity risk and ought to do the same 

with the long-term risk.

SAS has a variety of loans that are 

diversified.

SAS has a clear policy in this area, but it 

is difficult to manage this risk.
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Table 27: Total risks in SAS 

 

Source: Petersen et al., 2012 

Based on Table 27 SAS’ beta is in the interval 1.15-1.4. This corresponds with the regression beta of 1.16. 

3.1.2 Bottom up beta 

The bottom up beta is based on Damodaran’s framework (2006). This approach also distinguishes between 

operating and financial risk. The unlevered beta refers to the asset beta and measures the firm’s operating 

risk. The levered beta (equity beta) includes both the firm’s operating risk and the risk from financial lever-

age. While the analysis of fundamental risk includes more financial risk factors, the bottom-up beta only 

includes financial leverage. As mentioned previously, financial leverage increases the volatility of equity and 

a rise in financial leverage will therefore increase the levered beta. 

The bottom-up beta is obtained by averaging across regression betas of comparable firms and therefore it 

will be more precise than the regression beta estimate of an individual firm. Thus, the standard error will be 

reduced and the bottom-up beta is therefore more reliable. In addition, the bottom-up beta comes with the 

possibility of changing the financial leverage. Thus, the predicted effect of such a change on levered beta 

(equity beta) can easily be observed (Ibid). 

The first step in the bottom-up approach is to obtain a regression beta from all the peers against the same 

index. We have chosen the Morgan Stanly Capital International European Index (MSCI, 2013) as it repre-

sents a broad variety of companies, from small cap to large cap. In addition Europe is considered as a good 

proxy for the market SAS operates in (cf. Return on equity). Data is gathered from Datastream and we have 

chosen weekly observations of “Total return index” for the last seven years. The data covers the period from 

March 15
th
 2006 through March 20

th
 2013. The period and observation intervals are chosen for two reasons. 

First, we wanted to make sure that we have sufficient observations and that the effect of the financial crisis is 

Operating risk Financial risk Total risk BetaEquity

Low Low Very low 0.4-0.6

Low Neutral Low 0.6-0.85

Low High Neutral 0.15-1.15

Neutral Low Low 0.6-0.85

Neutral Neutral Neutral 0.85-1.15

Neutral High High 1.15-1.4

High Low Neutral 0.85-1.15

High Neutral High 1.15-1.4

High High Very high 1.4 +
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reflected in beta. By including the entire business cycle, beta will reflect the company’s exposure to fluctua-

tions in the economy. Second, a high frequency of observations increases the reliability of the estimate, but it 

can be associated with a bias due to differences in non-trading days between countries. Differences in non-

trading days are likely to bias the beta estimate downwards. To control for this we use weekly observations, 

which can reduce the non-trading bias significantly (Damodaran, 2006). The regression betas are averaged 

using the simple average method (Koller et al, 2010). The averaged regression beta reflects the total levered 

risk in the business (cf. Appendix I for regression ouput).  

Furthermore, the degree of financial leverage is necessary in order to calculate the bottom up beta. As de-

scribed in the methodology, the market value of equity is found as the market cap on the 15
th
 February 2013 

for SAS and the comparable firms. Likewise, the value of debt is found in the 2012 annual reports. We as-

sume that the market value of debt is equal to the book value and only interest bearing liabilities are consid-

ered (Ibid). 

Thus, in this section SAS’ D/E ratio is not based on the reformulated balance sheet and does not include the 

conversion of operating leasing to debt. The reason is that consistency in the calculation of D/E ratios be-

tween SAS and comparables are very important for the reliability of the result. Consequently, SAS’ D/E ratio 

in this section differs from the D/E ratio applied in the calculations of WACC. 

Table 28 shows the levered betas obtained from regression, the financial leverage, the tax rates as well as the 

cash-to-firm value ratio. The averages are only based on the peer group.  

Table 28: Input to Bottom-up beta 

 

Source: Own contribution and Euroinvestor, SAS Group, Norwegian, Finnair, Lufthansa, Ryanair, EasyJet, 2013 

The regression betas for the peer group are below one. However, for SAS it is somewhat higher. This is in 

accordance with the profitability analysis which indicates that SAS has been more affected by the financial 

crisis than Norwegian and Finnair. 

To unlever the regression beta we use the average D/E ratio, which is the indicator of the degree of financial 

leverage in the business.  

Company Regression beta D/E Ratio Tax rate Cash / Firm value

SAS 1.16 2.4 22.0% 0.16

Norwegian 0.93 0.9 28.0% 0.14

Finnair 0.58 1.5 24.5% 0.07

Lufthansa 0.93 1.0 29.8% 0.10

Ryanair 0.50 0.4 12.5% 0.29

EasyJet 0.73 0.3 24.0% 0.16

Average for comparables 0.74 0.8 23.8% 0.15
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As regards the D/E-ratio, the tax rate is important as it provides the tax-shield obtained from financial lever-

age. The tax shield arises from interest payments on debt liabilities. We assume that the peer group obtains 

debt and pay taxes in the home country of the parent company. We will therefore use the corporate tax rates 

of each country to calculate the tax shields. Table 28 shows the tax rates for the peer group and the average is 

23.8%.  

With the obtained average regression beta, average financial leverage and average tax rate, we can now ad-

just for financial leverage in the business. The adjustment requires the assumption that all of the firm’s mar-

ket risk is borne by the stockholder. In other words the beta of debt is zero. See Appendix K for derivation of 

the formula.  
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Where:  

U = Average unlevered beta (asset beta) 

L = Average levered beta (equity beta) 

t = Average tax rate 

D/E = Average debt/equity ratio  

The unlevered beta of 0.45 reflects only the operating risk (cf. Fundamental analysis of risk). In the funda-

mental analysis of risk we argued that the main risk parameter must be operating risk which is confirmed by 

the below calculation, stating that: 

                                              

The unlevered beta of the peer group is used to calculate the levered beta for SAS. Thus, it is assumed that 

the unlevered beta of SAS is equal to the unlevered beta of the peer group. However, we have to adjust for 

cash, since cash is likely to have a beta of zero. This is done below.  
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Now we are ready to calculate the levered beta of SAS. This is done by including financial leverage. 

        1.532.40.22110.53EDt11βSASβ UL 
 

The levered beta of 1.53 fits well with our qualitative estimated beta which was in the interval 1.15-1.4, even 

though the bottom-up beta is slightly higher. For this reason we assume that our assumptions regarding the 
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bottom-up beta estimate are appropriate. A big issue in estimating the bottom-up beta is choosing the index 

for comparison. This is due to the fact that if the beta between the companies and the index is flawed, it will 

be repeated and possibly worsened throughout the calculations. 

3.1.3 Sub conclusion  

Each of the three approaches indicates a beta above one. Thus, the volatility of the SAS share is larger than 

the volatility of the market portfolio. Based on historical data we obtained a regression beta on 1.16, while 

the analysis of fundamental risk indicated a beta between 1.15 and 1.4. In the bottom-up analysis, which is 

also based on fundamentals, we obtained a beta of 1.53. Since beta is not determined by the past, but on fun-

damental risk related to the firm’s current operations and financial situation, we weight the betas based on 

fundamentals higher than the regression beta. By combining the bottom-up beta and the conclusion from the 

fundamental analysis of risk we estimate beta to be 1.4. This is the upper limit of the interval obtained in the 

fundamental risk analysis but slightly below the bottom-up beta. A beta of 1.4 is justified by a relatively high 

level of fundamental risk. Not least force majeure constitutes considerable operating risks within the aviation 

industry.  

 Return on equity 3.2

In this section the return on equity is determined. This is done on the basis of the Capital Asset Pricing Mod-

el (CAPM). Even though there are pitfalls in the model it is still assessed to be the best model for this pur-

pose (Koller et al., 2010).  CAPM defines the required rate of return on equity as: 

        (     )           

The CAPM model consists of two market specific measures (the risk-free interest rate and the market risk 

premium) and one firm specific measure, namely beta. In the previous section, we estimated beta to be 1.4. 

Thus, to calculate the return on equity for SAS we need to find the risk-free interest rate and the market risk 

premium. 

3.2.1 Risk-free interest rate 

The risk-free interest rate is the opportunity cost for investors and illustrates the expected return of an in-

vestment in a risk-free asset. The risk-free rate is defined as the return on a portfolio with no covariance with 

the market. Thus, the beta of the portfolio is 0. Such a portfolio could be constructed in theory. However, in 

practice the costs and complexity would be high. Therefore the standard approach to estimate the risk-free 

interest rate is to apply the yield on default-free government bonds. There might be risk related to govern-

ment bonds, however beta of these bonds is very low (Koller et al, 2010).  
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To define the relevant risk-free interest rate for SAS we need to investigate the following issues; the currency 

of the risk-free rate and the time to maturity of the bond.  But first the current financial situation’s impact on 

the risk-free rate is considered.  

Due to the financial crisis the current risk-free interest rate illustrated by government bonds is very low. One 

needs to take this into account when setting the risk-free rate. Damodaran (2011) argues that a dynamic ap-

proach to estimating the risk-free interest rate is the most correct. With the dynamic approach ones analysis 

is based on the current economic situation instead of historical numbers. Thus, the current risk-free rate will 

be used. To secure consistency in the CAPM equation, the other variables should also be based on a forward 

looking approach rather than on historical data. This implies that beta is estimated based on a fundamental 

analysis instead of historical observations. Also the market risk premium will be estimated based on the dy-

namic approach (i.e. forward looking). 

The next step is to determine which government bond the risk-free interest rate should be based upon. A rule 

of thumb is that the cash flow of the company determines what government bond to use, i.e. the government 

bond and the cash flow of the company ought to be denominated in the same currency (Koller et al, 2010). 

On the other hand Stulz (1995) argues that as markets become interrelated investors should use an interna-

tional CAPM rather than a national CAPM. The argument is that because of the integration of financial mar-

kets local markets will be affected by worldwide shocks. Hence, investors should recognize this risk in 

CAPM. 

To meet both of these arguments our estimation of SAS’ CAPM will be based on the European market. 

Koller et al. (2010) argues that the currency of the government bond and the cash flow in the company 

should be denominated in the same currency. The parent company of SAS is located in Sweden but only 

25% of the generated revenue is in SEK (cf. Risk analysis). Since SAS’ main market is Europe, we assume 

that the majority of the remaining revenue is generated in other European currencies. In addition, SAS has 

subsidiaries in the Scandinavian countries.  

Another issue in relation to the choice of government bond is the ownership of the company. Half of SAS’ 

shares are owned by three Scandinavian governments. Furthermore, the remaining shareholders listed in the 

annual report are mainly Scandinavian foundations or companies. As the risk-free interest rate is an oppor-

tunity cost for investors the interest rate should reflect the market the investors operate in. Hence, a Swedish 

risk-free interest rate would reflect neither the cash flow nor the investors of SAS.  

If we should follow the argumentation of Stulz (1995) a world risk-free rate should be applied. Since such a 

rate cannot be found investors often use the yield on US Treasury bonds as a proxy for this. A risk-free inter-

est rate denominated in USD does not reflect the cash flow of the company. Neither does it reflect the inves-
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tors of SAS since the breakdown of share capital by country shows that 91% of the share capital is located in 

Scandinavia (SAS Group, 2013a). However, there is no risk-free interest rate for Scandinavia alone. Thus, 

we find that a risk-free rate denominated in Euro is the best choice for SAS. 

In relation to comparable firms, Europe also seems to be the market to base the analysis on. The European 

Union requires airlines with an European operating license to be majority-owned and controlled by investors 

from within the European Union (EU, 2008b). Since Finnair, Lufthansa, Ryanair and Easyjet are located in 

EU member countries this rule applies to these companies. For SAS’ main competitor, Norwegian, 91% of 

the investors are located in Europe (Norwegian, 2012). Thus, Europe is also the main market for SAS’ com-

petitors. 

The next issue in relation to the risk-free interest rate is the time to maturity of the chosen bond. The correct 

method would be to discount each cash flow by the yield on a government bond with the same maturity as 

the cash flow. However this is difficult to do in practice and for simplicity most investors therefore chose a 

single yield to maturity. When the risk-free rate is used for valuation purpose 30-year bonds might be the 

best match. But because of the illiquidity of 30-year bonds, the current value is not reflected in the current 

price and yield. Thus, a 10-year bond is recommended (Koller et al, 2010).  

Based on the considerations in this section, we have chosen 10-year EuroBonds as our risk-free interest rate. 

The yield for 10-year EuroBonds on February 15
th
 2013 was 2.010% (ECB, 2013). 

3.2.2 Market risk premium 

The second term of the CAPM equation is the market risk premium. This term gives the difference between 

the return on the market portfolio and a risk-free investment characterized by the risk-free interest rate. The 

market risk premium can be difficult to estimate and there can be both regional and country-wide variation in 

the premium (Petersen et al., 2012).  

The market risk premium can be estimated based on historical returns or with forward looking models. Since 

the dynamic method suggested by Damodaran (2011) is used to estimate the risk-free rate, also the market 

risk premium is based on this approach in order to gain consistency in the variables of CAPM. 

As mentioned in the previous section, the risk free interest rate is based on the European market. In order to 

ensure consistency, also the market risk premium will be based on the European market. Consequently, 

CAPM becomes regional rather than country based. 

Our region is Western Europe which complies with the MSCI index used in the bottom-up beta, since the 

MSCI index for Europe primarily consists of countries form Western Europe. Damodaran (2013) has identi-
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fied market risk premiums on country and regional levels. He finds the market risk premium for Western 

Europe to be 7.89%.  

A survey performed by Fernandez et al (2013) estimates market risk premium based on a survey among pro-

fessors, analysts and business managers. The required market risk premium for Denmark, Norway and Swe-

den in 2012 was in the range 5.5-5.9%. Thus, the market risk premium estimated by Damodaran (2013) is 

somewhat higher. A reason is that the European market includes South European countries as Greece, Spain 

and Italy with considerable financial troubles. Consequently, the European market risk premium is higher 

than the Scandinavian market risk premium. Since SAS’ main market is Europe, the airline is also subject to 

risks is Southern Europe. For the same reason the market risk premium estimated by Damodaran (2013) is 

applied in the analysis.  

As mentioned previously the risk free interest rate is currently low due to the financial situation in Europe.  

A high market risk premium compensates for the low risk-free interest rate (Damodaran, 2011).  

3.2.3 Calculation 

With the different variables defined the required return on equity for SAS becomes: 

                                  

 Return on debt 3.3

The required return on debt is estimated based on the following equation: 

   (     )  (   ) 

The cost of debt is expressed as an after-tax measure of how much a company must pay to obtain debt. The 

credit risk spread reflects the financial situation of the company. In the previous section the risk-free interest 

rate was determined. Hence, the credit risk spread and the tax rate are the variables to be estimated in this 

section. 

First, we will determine which measure of debt to use. Petersen et al. (2012) argue that net interest bearing 

debt (NIBD) is the correct measure of debt in the calculation of WACC.  
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3.3.1 Credit risk spread 

The credit risk of a company is analyzed with the aim of predicting the probability of default. If a company is 

expected to have a high default risk creditors will demand a higher risk premium as a compensation for the 

higher credit risk (Petersen et al., 2012). 

The risk premium is a measure of how much a company in a given financial situation must pay above the 

risk-free interest rate for a loan. The financial situation of a company is often expressed through the credit 

rating of the company. Even though credit ratings are used to assess the financial risks in a company there is 

still big differences in how much companies are charged in risk premium on debt. These fluctuations can 

indicate that the premium is not static (Ibid).  

Petersen et al. (2012) apply a method where the credit risk spread is found on the basis of a firm’s credit 

rating. SAS is credit rated by Standard & Poor’s which downgraded SAS from a B- credit rating to CCC+ in 

November 2012 (Reuters, 2012). This implies that SAS is perceived as a company with a relatively high 

default risk (Petersen et al., 2012). However, we have not been able to find credit risk spreads for companies 

with a credit rating lower than B. Thus, this method is not applicable to SAS.  

Koller et al. (2010) defines the cost of debt as the yield to maturity of the company’s long-term option-free 

bonds. This method is appropriate when the company has bonds traded on the market. However, information 

needed to calculate credit risk spread with this method is not given in SAS’ annual report.  

Sørensen (2009) suggests using the interest rate SAS can borrow for today, as the cost of debt, when other 

methods are not applicable. This is the method we use. 

Since SAS has different kinds of debt the first issue is to determine what kind of debt the costs should relate 

to. Damodaran (2006) argues that debt should include all interest bearing liabilities. Furthermore, the pre-tax 

cost of debt should be related to long-term debt. The reason is that we want the rate to reflect long-term bor-

rowing and not short-term borrowing. Afterall, a company that funds long-term projects with short-term debt 

will have to return to the market for refinancing.  

In order to estimate the cost of debt for SAS, we will take a further look into the firm’s interest rates on the 

bond loans. The analysis is based on the two bond loans with floating rates since these loans are expected to 

reflect market terms. The bond loans are a part of SAS’ long-term liabilities (SAS Group, 2013a) and as 

argued above the cost of debt should be based on long-term debt. Two of SAS’ four bond loans have a float-

ing rate. When the coupon rate is floating it adapts to current market conditions and the situation of the com-

pany. Hence, it is considered as a good indicator of SAS’ current market interest rates. The floating rate has 

most probably been adapted to the current financial situation of SAS. From 2011 to 2012 the coupon rate of 
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the two floating rate bond loans has increased with more than 10 percentage points (SAS Group, 2012a). 

This implies that investors perceive SAS as a much riskier investment today than they did one year ago. 

To find the cost of debt for SAS we use the two bond loans with a floating rate. The coupon rates of these 

two loans are respectively 14.7% and 12.3% (SAS Group, 2013a). The credit risk spread for SAS is meas-

ured as an average of these two interest rates less the risk-free interest rate which was found to be 2.01%. 

Hence the credit risk spread for SAS is 11.49%.  

3.3.2 Tax rate 

In order to make the cost of debt an after-tax measure the last term in the calculation of the required return on 

debt is the tax rate. The parent company is located in Sweden, hence the Swedish corporate tax rate is ap-

plied. The corporate tax rate was 26.3% in Sweden in 2012. In 2013 the tax rate was reduced to 22% 

(Dyrskjøt, 2012). The corporate tax rate is rarely the same as the effective tax rate for a company. This is 

among other things due to foreign subsidiaries, tax shield generated by debt and deferred taxes. Because of 

the difference between the effective tax rate and the corporate tax rate investors have to choose which one to 

use when calculating WACC. According to Petersen et al. (2012), it is most adequate to use the effective tax 

rate, which is stated in the annual report as 20.9% (SAS Group, 2013a), because it reflects the firm’s current 

situation. 

Since we are going to use WACC in our DCF valuation of SAS, it is important that the tax rate is forward 

looking. Damodaran (2006) argues that the effective tax rate cannot deviate systematic from the marginal tax 

rate in the long run. A reason is that taxes cannot be deferred in perpetuity and for the same reason an effec-

tive tax rate below the corporate tax rate is not sustainable in the long run. Thus, in the long run the effective 

tax rate should approach the marginal tax rate. Furthermore, the difference between the effective tax rate for 

SAS in 2012 and the corporate tax rate in Sweden from 2013 is relatively small. In the 2012 annual report it 

is stated that the main part of tax is paid in Sweden and only a minor tax shield arises from subsidiaries in 

foreign countries. SAS is in the process of selling Widerøe and Ground Handling. Furthermore, it is a part of 

4XNG to sell more assets and to move administrative jobs from Denmark and Norway to Sweden (cf. Inter-

nal analysis). Thus, the effective tax rate is expected to approach the Swedish corporate tax rate. The mar-

ginal tax rate of 22% is therefore used in the calculations of WACC. 

 

 



  Valuation of SAS 

 

 

 

Page 82 of 153 

3.3.3 Calculation 

The required return on debt is: 

   (             )  (      )         

The return on debt is relatively high. The reason for this is probably the financial distress the company has 

suffered from for quite some time. Investors are likely to perceive SAS as a risky investment and therefore 

demand a higher return.  

 Capital structure 3.4

With return on equity and cost of debt estimated, the capital structure of SAS must be determined. There are 

two important issues to deal with in relation to the capital structure. The first issue is which values to use; 

book values or market values. The second issue relates to capital structure itself and address whether to use 

the actual capital structure or a target capital structure.  

An analysis of the capital structure must be based on market values (Koller et al, 2010). However, this can 

cause some problems since market values cannot be found as easily as book values. However, as mentioned 

previously we assume that the market value of debt is equal to the book value (Damodaran, 2006). The mar-

ket value of equity is estimated as the market cap. The market cap for SAS was calculated in the internal 

analysis to be 4,523,750,000 SEK. 

To find the book value of debt we use the reformulated financial statement, since it gives the net interest 

bearing debt (NIBD). In 2012 the value of NIBD is 5,061MSEK. 

Thus, the total value of SAS becomes: 

                                            

The debt ratio is: 

    

 
 
             

             
        

The equity ratio is: 

      

 
 
             

             
        

The second issue in relation to the capital structure is whether to use the actual capital structure or a target 

capital structure. Here it is important to keep the purpose of WACC in mind. The purpose of WACC in this 
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study is a DCF valuation where WACC is used as the discount factor and therefore has to be forward look-

ing. Thus, the capital structure should be based on target ratios rather than on the current capital structure. 

Differences in target capital structure and the current capital structure can be due to many things, for exam-

ple can changes in stock price or other imbalances not yet rebalanced by management cause an imbalance in 

the capital structure. Likewise the company can be in a situation with too much debt. If the difference be-

tween the current weights and the target weights is massive and the rebalance is expected to happen over a 

longer period of time, analyst can chose to rebalance the WACC throughout the budget period until the target 

capital structure is achieved. However, this procedure is complex since you need to calculate new cost of 

equity and debt for each capital structure (Koller et al., 2010). Thus, for simplicity we will use a constant 

WACC throughout the period.  

When deciding to use target capital structure rather than current capital structure another problem arises; few 

firms has a clear policy for capital structure. In Petersen et al. (2012) a study of comparable firm’s capital 

structure based on the European stock market is applied as target capital structure. We will also base our 

target capital structure on this study. Firm characteristics and institutional differences among countries can 

influence the capital structure of firms. This is important to keep in mind (Petersen et al., 2012). However, 

the number of firms in the sample is big enough to create a well-defined picture of the industry. By using 

firms traded in the European market we ensure consistency with the other variables in our WACC analysis. 

Table 29: Capital structure in the air transport industry 

Source: Petersen et al., 2012 

In Table 29: Capital structure in the air transport industry the average capital structure in the Air Transport 

industry is shown. As it can be seen the capital structure in the industry is relatively different from the calcu-

lated capital structure for SAS. In the calculated capital structure for SAS over half of the company’s value 

consists of debt. However, for the industry average only one third of the value of a company is debt.  A low 

level of debt in the industry is consistent with the high operational risk level we have identified in the fun-

damental analysis of risk. An industry with high operational risks can limit total risk by reducing financial 

risks. This is for example done by keeping a relatively low leverage. 

To make sure the capital structure is forward looking we will use the average industry capital structure as the 

target capital structure for SAS. With the 4XNG strategy several changes are being made and these changes 

will affect the capital structure. Likewise the share price might rise if investors have positive expectations to 

the changes caused by 4XNG. In that case the financial leverage will decline due to an increase in the market 

value of equity.  

Industry Number of firms E / (NIBD + E) NIBD / (NIBD + E)

Air Transport 49 67.50% 32.50%
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 Estimation of WACC 3.5

Now SAS’ WACC can be calculated: 

     
      

(           )
    

    

(           )
    

Table 30: Weighted average cost of capital for SAS 

 

Source: Own contribution 

In Table 30 the different results of this section is summarized. As shown, WACC based on the current capital 

structure and the target capital structure is relatively similar. However, for the purpose of this study the target 

capital structure is the most correct measure. Thus, the WACC of 12.24% is applied in the discounted cash 

flow valuation. The impact on the valuation of changes in WACC is examined in the sensitivity analysis. 

As mentioned in the fundamental analysis of risk SAS is subject to major risks. Furthermore, the company 

has suffered from financial distress in recent years (cf. financial statement analysis). For the same reason a 

WACC of 12.24% is considered reasonable.   

 

 

 

Beta 1.4 Credit risk spread 11.49%

Risk-free interest rate 2.01% Risk-free interest rate 2.01%

Market risk premium 7.89% Tax rate 22.00%

Return on equity 13.06% Return on debt 10.53%

NIBD 52.80% NIBD 32.50%

Equity 47.20% Equity 67.50%

11.72% 12.24%

WACC - target capital structureWACC - current capital structure

Required return on equity Required return on debt

Cost of capital

Capital structure

Weighted Average Cost of Capital

Current capital structure Target capital structure
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4 DCF VALUATION 

In this section we forecast SAS’ cash flow and estimate the fundamental share price based on the DCF ap-

proach. Afterwards, we examine the sensitivity of the obtained value to changes in important assumtions. 

 Cash flow forecast 4.1

Our DCF analysis is based on the free cash flow to the firm (FCFF). FCFF is a pre-debt cash flow generated 

for all claimholders in the firm after reinvestment needs have been covered. Thus, FCFF refers to the cash 

flow generated from the firm’s operating activity and determines the company’s ability to comply with debt 

obligations and pay dividends to shareholders (Damodaran, 2006). 

The forecasting of FCFF is based on pro forma statements (cf. Table 31). Instead of forecasting each item in 

the financial statements separately, the forecasting is based on key indicators. These financial value drivers 

reflect our expectations for the company’s ability to create value in the future (Sørensen, 2009). Thus, sum-

marized cost items are used to derive SAS’ future cash flow. The extra value added by a detailed forecasting 

of the individual cost and revenue items, would be very limited. The reason is that we take the position as 

external investors and therefore have limited information available. Consequently, a more detailed approach 

would be subject to large uncertainties. Appendix L provides summarized explanations for the development 

in key indicators each year. 

FCFF is calculated as the net operating profit after tax minus the change in non-current net operating assets 

minus the change in net working capital (NWC). The change in non-current net operating assets represents 

capital expenditures minus depreciations
3
. Depreciations are deducted from capital expenditures since they 

do not represent a drain on the firm’s cash flow (Damodaran, 2006). The summarized value of changes in 

non-current net operating assets and NWC represent the total change in net operating assets. 

FCFF  =  NOPAT – (Capital expenditures – Depreciation) - Δ NWC 

 =  NOPAT – ∆ Non-current net operating assets - ∆ NWC 

 =  NOPAT - ∆ Net operating assets   (Sørensen, 2009) 

The pro forma statements distinguish between the historical period, the budget period and the terminal peri-

od. In theory the DCF model is based on discounting of infinite cash flows. However, since this is not possi-

                                                      

3
 Non-current net operating assets t = Non-current net operating assets t-1 + Capital expenditures – Depreciation  

  ∆ Non-current net operating assets = Capital expenditures – Depreciation 
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ble in practice, the forecasting is done for a limited number of years after which it is assumed that each item 

in the pro forma statements grow by a constant rate (Sørensen, 2009).  

Because of the implementation of 4XNG, changes will take place in the coming years. The changes are ex-

pected to take place in the years up to 2015 (SAS Group, 2013a) and as a derived effect of 4XNG we expect 

growth above market rates in 2015-2017. Hereafter the growth is expected to decline to a level equal to the 

general economy. Thus, the budget period is set to 5 years starting in 2013. This period is expected to cover 

the changes related to 4XNG and the derived growth possibilities (cf. Revenue Growth for a more detailed 

explanation).  

After 2017 growth is assumed to drop to a constant and positive long term rate. In addition the cost reduction 

incentives have been implemented and no major changes are expected. Thus, operating expenses grow with 

the same rate as revenue. This ensures that the profit margin stays constant. Furthermore the company is 

assumed to reach a steady state where depreciations equal investments and net operating assets grow with the 

same rate as revenue. As a result of these assumptions, the cash flow will grow with a constant rate in the 

terminal period. In practice the growth in the terminal period will not be constant, but it is not expected to 

deviate systematic from the constant rate (Sørensen, 2009). 

4.1.1 Revenue growth 

As discussed in the financial statement analysis, SAS has experienced a drop in revenue since 2006. In con-

trast, the aviation industry has been subject to considerable growth and hence an increase in number of pas-

sengers. Increased prosperity and cheaper tickets are important reasons for this growth. In addition, other 

types of transportations are unable to compete with the aviation industry on long hauls (cf. External analy-

sis). However, it is possible that the growth rate in passengers might be affected negatively by the crisis in 

Southern Europe. Europe is SAS’ main market and financial troubles in a large part the main market is likely 

to decrease demand for leisure as well as business travels (cf. PESTEL). Consequently, the growth rate in the 

European market might diminish the coming years. However, growth in other markets is likely to increase. 

In emerging markets as for example China more and more people can afford to travel and this tendency con-

tinues (CAPA, 2012). Emerging markets represent important growth possibilities for the aviation industry. If 

SAS manage to gain a foothold on such markets, it is likely to affect SAS’ revenue growth positively. As 

mentioned previously, SAS formed a joint venture with Singapore Airlines in 2012. Thus, SAS is already in 

the process of capturing market shares in the Asian market. 

In spite of historical high growth rates in the aviation industry, SAS has not managed to take part in this 

growth the preceeding years. Increased competition from Norwegian is an important reason for this unfavor-

able tendency. Especially the leisure segment is growing and since these travelers are relatively price sensi-
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tive LCCs possess a strong position. However, with the implementation of 4XNG, SAS will reduce unit costs 

and for the same reason the airline will be able to offer lower prices. With lower prices SAS is expected to 

become more competitive and hence capture a larger part of the growth in leisure travelers (cf. Description 

of the company).  

As regards the business segment the strategy is to defend the leading position. As mentioned previously, the 

business segment was subject to negative growth within Europe in 2012, indicating that the attractiveness of 

business travelers is declining relative to leisure travelers. For the same reason SAS has closed down busi-

ness class and replaced it with Plus. A reason for this unfavorable development in the business segment is the 

financial crisis. In the PESTEL analysis it is shown that the number of business travelers is very sensitive to 

economic fluctuations. However, according to Bencke (2013) business travelers is a dying segment. Physical 

meetings can be substituted by telephone or video meetings and many companies prefer economy class over 

business class. In spite of this, SAS still possess a strong position towards the remaining part of the business 

segment and business travelers have been subject to an important part of SAS’ strategic focus the preceding 

years. The strategic alliance with Singapore Airlines was for example entered mainly in order to stay attrac-

tive to this segment. However, in spite of a strong position towards business travelers, the segment is subject 

to negative growth. Based on these considerations, the growth in leisure travelers are becoming very im-

portant and constitute the essential part of the airline’s future growth possibilities. 

Growth in the aviation industry is also expected to affect other Star Alliance members, and consequently 

more traffic will be brought to SAS from strategic partners. Thus, as a derived effect of growth in strategic 

partners, SAS’ passenger load is expected to increase. 

An increase in SAS’ number of passengers is supported by the limited entrance of new companies in the 

industry (cf. Porters five forces). Growth in the industry is shared by already existing firms and with a 

stronger competitive position SAS is able to capture a larger part of this growth.  

Another issue that is expected to affect SAS’ revenue positively, is a potential competitive advantage related 

to route network (cf. Internal analysis). Since it is costly for competitors to open up new routes or increase 

departure frequencies, such an advantage cannot be decomposed in the short run. The delivery of new air-

crafts can for example take several years. Thus, in the short run a competitive advantage related to SAS’ 

route network is expected to affect SAS’ revenue positively. However, after a number of years this ad-

vantage can be copied by competitors, contributing to a decline in revenue growth. Norwegian is for example 

currently waiting for a delivery of eight Boeing aircrafts for long hauls, which will be located in the airports 

of Copenhagen, Oslo and Stockholm (Munk, 2013). This is expected to intensify competition on certain 

routes. 
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In sum, passenger growth and a competitive advantage related to route network is expected to affect SAS’ 

future revenue positively. However, other factors have the opposite effect. As mentioned, SAS is expected to 

capture an increasing part of the growth in the leisure segment. However, this growth will partly arise from a 

drop in prices. Thus, reduced prices limit the positive effect on revenue of passenger growth. 

In addition, the sales of Ground Handling and Widerøe will have a negative effect on revenue. Widerøe ac-

counted for 9% of SAS’ total revenue, while Ground Handling accounted for approximately 3% (SAS 

Group, 2013a). Widerøe is still not sold, but 51% of Ground Handling has already been divested
4
.  

Another issue that might affect revenue negatively is a potential drop in customer confidence. SAS was on 

the edge to bankruptcy in the fall 2012 and the firm’s financial troubles were subject to a lot of negative me-

dia attention. Likewise SAS has been subject to several strikes, resulting in cancellation of flights, as well as 

serious incidents with the aircraft type Dash 8 in 2007 (cf. Internal analysis). As a consequence of such 

events customers might be reluctant to buy their flight ticket with SAS. However, as mentioned in the inter-

nal analysis SAS is still the preferred airline among Danish people above 44 years, while the younger part of 

the population prefers Norwegian. A decline in brand value in the younger segment is considered problemat-

ic and mights affect SAS’ revenue negatively in the future. 

Likewise, competition among existing firms is fierce. As mentioned in the external analysis the entrance of 

LCCs intensified competition in the aviation industry, which has been reflected in SAS’ key indicators (cf. 

Financial analysis). In addition, the industry is subject to high exit barriers, competition from substitute 

products and strong customer and supplier negotiation power. These forces contribute to a highly competi-

tive environment. Thus, a high growth rate does not seem realistic.  

In sum, opposite effects influence the future growth in revenue. The aviation industry has been subject to 

passenger growth for several years. This is expected to continue in the coming years. Growth in the Europe-

an market might diminish due to the crisis in Southern Europe, but emerging markets such as China repre-

sent important growth potential within the aviation industry. With the implementation of 4XNG, SAS is ex-

pected to capture a larger part of the positive growth in the industry. However, in spite of a rise in passen-

gers, other factors influence SAS’ revenue negatively. With a drop in prices, reduced customer confidence 

and the sale of subsidiaries the positive effect on revenue is reduced. Likewise the aviation industry is sub-

ject to intense competition and SAS’ competitive advantage related to route network might not be sustainable 

in the long run. Consequently, we do not expect a high long-term growth rate in revenue. In fact, we expect 

                                                      

4
 Widerøe was sold in May 2013, but since this event took place after our cut-of date for new information this is not 

included in our analysis (Ritzau, 2013c). 
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revenue to decrease in 2013 and 2014 mainly due to the sale of Ground Handling and Widerøe. Since Wid-

erøe is not expected sold before the second half of 2013 the full effect on revenue is largest in 2014. Conse-

quently, growth in revenue becomes -4.5% in 2013 and -6.0% in 2014. As mentioned previously the total 

decline in revenue caused by these sales might be approximately -12%. However, positive effects reduce the 

large decline in revenue. In 2015 4XNG is fully implemented and the decline in passengers, caused by the 

sale of subsidiaries, is already reflected in revenue. Consequently, we expect a positive revenue growth rate 

slightly above market rates due to increased competiveness and derived growth in leisure travelers. SAS’ 

revenue growth rate is expected to be 5.0% in 2015, 4.5% in 2016 and 3.5% in 2017. As indicated, SAS 

competitive advantages caused by 4XNG are relatively short term due to a highly competitive environment. 

Thus, the strategic changes in SAS and the external environment are expected to affect revenue most until 

2017. In this period SAS experiences a rise in passengers, due to increased competitiveness caused by cost 

reduction incentives. Consequently, SAS is able to capture a larger part of the industry growth. However, 

gaining market shares is not realistic for SAS in the long run, due to intense competition. LCCs possess a 

strong competitive position towards price sensitive travelers and according to CAPA (2012) LCCs are ex-

pected to experience proportionally higher growth than the average, meaning that LCCs continue to take 

market shares from network companies. Furthermore, SAS’ strategic incentives are developed in order to 

adapt to changes in the competitive environment created by competitors and are not based on internal identi-

fication of unsatisfied customer needs (cf. Internal analysis). Thus, it is hard to believe that SAS will be able 

to outcompete LCCs in the long run with a high terminal growth rate. It is likely that the high industry 

growth rate will continue more than five years from now, mainly due to growing markets as for example 

China. However, based on these considerations most of this growth is expected to be captured by LCCs. In 

addition the aviation industry is subject to strong competitive forces, putting even more pressure on growth 

possibilities. Consequently, SAS revenue growth is expected to decline to a rate equal to the general econo-

my after 5 years. The increased competitiveness caused by 4XNG is already fully reflected in SAS’ revenue 

and competitive advantages of SAS are expected to be decomposed by competitors. Based on these consid-

erations, the growth rate in the terminal period is set to 2.5%. It might be a bit low, but taking the competi-

tive intensity into account it seems to be a fair estimate of a long term growth rate. In addition, we prefer a 

conservative approach, since the terminal growth rate strongly affects the enterprise value. Furthermore, 

2.5% also seems like a fair approximation of an average long term inflation rate. 

A terminal growth rate above zero is based on a going concern assumption. A reason is that the high growth 

rate of LCCs is unlikely to continue at the current pace forever. Furthermore, we expected the competitive-

ness of SAS to increase as a result of 4XNG. Likewise we find it hard to believe that the Norwegian, Swe-

dish and Danish governments will allow SAS to go bankrupt (cf. Internal analysis).Thus, we do not expect 

that SAS will be fully outcompeted by LCCs.  



  Valuation of SAS 

 

 

 

Page 90 of 153 

4.1.2 Operating expenses as percentage of revenue 

Operating profit from the reformulated income statement is in focus, since FCFF does not include financial 

income and expenses. 

As mentioned previously, the aim of 4XNG is to reduce operating expenses with 3,000 MSEK. Among other 

things this is achieved by cutting payroll expenses and selling the subsidiaries Widerøe and Ground Han-

dling. Reduced payroll expenses are achieved, by cutting the number of employees from 15,000 to 9,000, 

reduce wages and change pension and employment terms. Richard Gustafson’s showdown with the power of 

labor unions and hence the expensive collective agreements enables such changes (cf. Internal Analysis). 

The expectation of a decrease in operational expenses is supported by the forecasted development in oil pric-

es. According to CAPA (2012) oil prices are expected to decline in 2013. As mentioned in the PESTEL 

analysis, the profitability of the aviation industry is very sensitive to fluctuations in oil prices, since no sub-

stitute exists. Very high oil prices affected SAS negatively in 2012, but some relief is expected on this front. 

Likewise, SAS has signed operational leasing contracts for 26 new fuel efficient aircrafts in 2013-2014 and 

placed an order for the purchase of 30 new fuel efficient Airbus planes with delivery starting in 2016. This is 

expected to affect SAS’ fuel expenses positively as well. Thus, it does not seem realistic to assume fuel ex-

penses to stay at the currently very high level. The estimated effect of reduced fuel prices and a more fuel 

efficient fleet is calculated below. 

First, we calculate average fuel expenses since 2005 as a fair estimate of future fuel expenses before the de-

livery of new aircrafts. The average is 8,189 MSEK. The difference between 9,642 MSEK (fuel expenses in 

2012) and 8,189 MSEK (= 1,453 MSEK) is subtracted from operating expenses related to sale in the budget 

period.  

Second, the effect of a more fuel efficient fleet is estimated. SAS currently has 195 aircrafts in operation. 

Since we do not know whether the new aircrafts are meant to replace older ones or expand the existing fleet, 

we assume that half of them replace older ones while the other half expands the existing fleet. Thus, the fu-

ture number of aircraft becomes: 

                              
     

 
     

Thus, the total fleet becomes 223 of which new aircraft constitute 25%: 
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The fuel consumption of new aircrafts is 10-15% less than older aircraft. Thus, roughly speaking fuel ex-

penses are reduced by: 

                                                   

                                              

Since the delivery of new aircrafts is spread out over a longer period we divide 246 by the number of years in 

the budget period and subtract the value from operating expenses related to sale each year.  

                                                                      
   

 
         

Thus, 50 MSEK is subtracted from operating expenses related to sale each year in the budget period. In the 

terminal period fuel expenses are expected to increase with the same rate as revenue.  

Another issue that might affect SAS’ profit margin positively is the proposal made by the European commis-

sion regarding compensation to customers when a flight is delayed. If the proposal is implemented compen-

sation expenses will be reduced and consequently, SAS will experience a positive effect on profit margins. 

However, since it is impossible to predict the outcome of such proposal we ignore this in our forecast. 

Based on these considerations, operating expenses related to sale declines with 1,453 compared to 2012 and 

50 MSEK each year due to fuel saving. In addition, operational expenses related to sale decline with 3,000 

MSEK caused by 4XNG. The 3,000 MSEK is divided over the period 2013-2015, since the effect of 4XNG 

is not expected fully implemented before 2015. Thus, operating expenses is reduced by 1,000 MSEK each 

year this period. However, in spite of a drop in operational expenses we see an increase in operational ex-

penses as percentage of revenue. The reason is that revenue is expected to decline until 2014. From 2015 the 

growth in revenue becomes positive, which is reflected in a decline in operational expenses as percentage of 

revenue. Consequently, operating expenses as percentage of revenue becomes 97.29% in 2013, 100.80% in 

2014 and 93.42% in 2015. After 2015 operating expenses is expected to rise with an inflation rate of 2.5% 

equal to the growth rate in the terminal period. Thus, operating expenses as percentage of revenue become 

91.51% in 2016, 90.51% in 2017 and in the terminal period. This is an improvement compared to historical 

levels. Because of an expensive business model we do not find a much lower level of operational expenses 

reasonable (cf. Internal analysis). 
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4.1.3 Depreciations as % of non-current net operating assets 

From 2009 through 2012 depreciations have fluctuated around 10.7% of non-current net operating assets. 

Since depreciations are spread out over time and the historical level has been rather stable it seems fair to 

assume that this will continue in the future. In addition we are not aware of any upcoming changes in recog-

nition of depreciation. Thus, we use the average depreciation level for the last 4 years as a reasonable esti-

mate of depreciations in future periods. Consequently, depreciation as percentage of non-current net operat-

ing assets becomes 10.7% each year. 

4.1.4 Profit margin from sale (before tax) 

As mentioned previously, revenue is expected to decline in 2013 and 2014 after which we expect a limited 

but positive growth rate. Likewise we expect a decrease in operational expenses. Thus, a number of factors 

indicate that profit margins will improve after a couple of years. However, as mentioned in Porter’s five 

forces, the aviation industry is subject to intense competition and high profit margins are therefore not sus-

tainable. Price sensitive customers, competition from substitute products as well as intense competition 

among existing firms, put a limit on profit margins within the industry. Not least the entrance of LCCs in-

creased competition and since competition has intensified the preceding years, a high profit margin seems 

unlikely. This corresponds with our forecast. Based on our expectation of the development in revenue, opera-

tional expenses and depreciations we achieve a profit margin related to sale (before tax) of -3.18% in 2013, -

6.68% in 2014, 1.23% in 2015, 2.93% in 2016 and 3.82% in 2017. In the terminal period the profit margin 

remains 3.82%. Thus, as a result of 4XNG we see an improvement in profit margin from sale (before tax) 

from 2016. After tax the profit margin is still above the historical level from 2016, even though it is still rela-

tively low, reflecting a very competitive environment. 

4.1.5 Tax rate on operating profit from sale 

To compute the after-tax operating profit, we multiply operating profit from sale (before taxes) by an esti-

mated tax rate. However, the procedure is complicated by wide differences between effective and marginal 

tax rates in historical periods. A reason is that operating losses can be carried forward and save taxes in fu-

ture periods. SAS has both deferred tax assets and deferred tax liabilities, causing the effective tax rate to 

deviate from the marginal tax rate. Consequently, we face a choice between the effective tax rate and the 

marginal tax rate (Damodaran, 2006). 

SAS has operations in different countries and income is therefore taxed at different tax rates. As mentioned 

in the section “WACC”, the parent company is located in Sweden and the main part of taxes is paid in Swe-

den, while only a minor tax shield arises from subsidiaries in foreign countries (SAS Group, 2013a). Fur-
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thermore, SAS is in the process of selling Ground Handling and Widerøe as a part of 4XNG and administra-

tive jobs are moved from Denmark and Norway to Sweden. Furthermore, the Danish corporate tax rate is 

reduced to 22%, which is equal to the Swedish corporate tax rate (Ritzau, 2013d). Consequently, tax rate 

difference declines. Thus, the effective tax rate is expected to approach the Swedish corporate tax rate in the 

future.  

As shown in Table 31 the effective tax rate on operating profit has been volatile the preceding years and has 

deviated substantially from the Swedish corporate tax rate of 22%. However, based on the implicit assump-

tion that SAS cannot defer taxes in the future the Swedish corporate tax rate of 22% is a fair estimate of the 

future effective tax rate. This assumption might not be truly valid though; especially because we expect 

negative operating profit from sale (before tax) in 2013 and 2014. Thus, there is potential for significant tax 

savings the first years when SAS again generates positive earnings. However, when the net operating losses 

carried forward decreases, the tax rates will climb toward the marginal tax rate. Likewise deferred tax liabili-

ties have to be paid eventually. Thus, an effective tax rate below the marginal tax rate cannot be sustained in 

perpetuity (Damodaran, 2006). In sum, a future tax rate equal to the Swedish corporate tax rate of 22% is a 

fair approximation in the long run. In the short run it might not be truly valid but for simplicity this is ig-

nored. 

Based on these considerations a tax rate of 22% is used as an approximation of SAS’s future effective tax 

rate on operating profit from sale. 

4.1.6 Profit margin from other operating profit (after tax) 

Other operating profit consists of dirty surplus items and other operating profit not directly related to sale. 

After-tax items in the reformulated income statement refer to dirty surplus items, which are reported directly 

on the official equity statement. Since such items are very hard to forecast - especially for an external inves-

tor – we assume that they will summarize to zero each year. Thus, dirty surplus items are not included in our 

forecast. 

Other operating profit not directly related to sale, includes the sale of subsidiaries. Since we know that Wid-

erøe, Ground Handling and other assets are in the process of being sold, this is included in our forecast. Ac-

cording to Sydbank’s analyst Jacob Pedersen, a total price of approximately 2,500 MSEK seems realistic. 

Some of the assets have already been sold, while for example Widerøe is close to a sale (Ritzau, 2013b). 

Currently 51% of Ground Handling has been sold to Swissport but also the last 49% will be acquired by 

Swissport in time. Thus, it does not seem realistic that the full amount of 2,500 MSEK will be earned in 

2013. For the same reason 2,500 MSEK is divided between 2013, 2014 and 2015. Thus, 833.3 MSEK is 
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added to other operating profit (after-tax) in the pro forma statements each year this period. We assume that 

taxes related to the sale of subsidiaries and other assets will have no cash flow effect.  

SAS has wanted to divest the shares in Air Greenland for a number of years. SAS was co-founder of Air 

Greenland in 1960 and owns 37.5% of the shares. However, the shares have proven difficult to sell and none 

of the current major owners – the Governments of Greenland and Denmark – wants to buy SAS’ stake (Ri-

tzau, 2012a). Thus, a possible sale of the stake in Air Greenland is not included in other operating profit. For 

the same reason we assume that SAS will continue to have a positive income from Air Greenland in the fu-

ture. The same is the case with the share of income in other affiliated companies, which are not in the pro-

cess of being divested. Thus, the item “Share of income in affiliated companies” is assumed to growth with 

an inflation rate of 2.5% each year from 2013. 

Consequently, SAS’ profit margin from other operating profit becomes 2.10% in 2013, 2.24% in 2014 and 

2.13% in 2015 and 0.08% in 2016 and 2017. In the terminal period this key indicator remains 0.08%. Partly 

because of dirty surplus items, profit margin from other operating profit has fluctuated around zero with both 

positive and negative signs the preceding years. But since, we assume dirty surplus items to be zero we get a 

positive sign throughout the period. 

4.1.7 Inverse rate of turnover  

FCFF is computed after reinvestment. Estimation of reinvestment is based on two components: 1) Invest-

ment in non-current net operating asset minus depreciations, which is given by the change in non-current net 

operating asset, 2) Investment in working capital, which is the given by the change in NWC. Increases in 

these items tie up more cash and hence drains cash. Conversely, a decrease releases cash and increases cash 

flows (Damodaran, 2006). 

Non-current net operating asset and NWC are calculated as percentage of revenue or more precise “Inverse 

rate of turnovers”. The total inverse rate of turnover is the sum of non-current net operating assets divided by 

revenue and NWC divided by revenue. This key indicator is forecasted in order to estimate net operating 

assets in future periods. The calculation of net operating assets is based on the following formula (Sørensen, 

2009):  

                      
       

                
 

As shown in the profitability analysis, SAS’ rate of turnover has stayed relatively constant over time. Thus, 

investments have been aligned with changes in revenue. In addition, the rate of turnover has stayed relatively 

low during the period, which - based on the comparison with Finnair and Norwegian – seems to be normal 
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within the aviation industry. A reason is that large investments are required. A low rate of turnover is ex-

pected to continue. 

As mentioned previously, the sale of Widerøe, Ground handling and other assets is expected to bring in ap-

proximately 2,500 MSEK. We are aware that the market value is likely to deviate from book value, but since 

we do not have information about the book value of the assets, the market value is our best estimate. Thus, 

we assume that non-current net operating assets decline with 2,500 MSEK. However, as mentioned previous-

ly SAS has signed operational leasing contracts for 26 new aircraft with delinery in 2013-2014. Since opera-

tional leasing should be transferred to the balance sheet the effect will be an increase in net operating assets 

(cf. Financial statement analysis). Thus, the decline in net operating assets, caused by the sale of subsidiaries, 

is reduced. Likewise, revenue is negatively affected by the sale of subsidiaries, which is reflected in negative 

revenue growth in 2013-2014. Thus, in 2013 and 2014 we assume that the opposite effects equal out and 

consequently the inverse rate of turnover remains 0.55. 

In 2015 we expect a positive increase in revenue due to a positive growth in passengers. With a decline in 

non-current net operating assets (caused by the sale of subsidiaries) and an increase in revenue, the inverse 

rate of turnover is expected to decline to 0.50 in 2015; a small but positive improvement. 

However, SAS has placed an order for the purchase of 30 new Airbus Aircraft, with delivery starting in 

2016. Thus, net operating assets are expected to increase again in 2016 and 2017. The purchase might be 

placed in order to capture a larger part of growth in passengers. Thus, in this case revenue is also expected to 

increase. If the order has not been placed in order to capture the growth in passengers, the new aircrafts are 

probably meant to replace older depreciated aircrafts. In both cases, the effect on the inverse rate of turnover 

is reduced. However, as a result of the increase in net operating assets, we expect the inverse rate of turnover 

of non-current net operating assets to rise slightly again in 2016 and 2017. Consequently, the inverse rate of 

turnover becomes 0.52 in 2016 and 0.53 in 2017 and in the terminal period. 

As regards the inverse rate of turnover of NWC, this key indicator has been rather constant from 2009 to 

2012, fluctuating around the average of -0.11. Since, we are not aware of any upcoming changes in the level 

of NWC we assume that this key indicator will stay unaffected in the coming years. Revenue is expected to 

undergo some changes but NWC is likely to be adjusted to the development in revenue. Thus, it seems fair to 

expect that the inverse rate of turnover of NWC will remain at the same level. Hence, this key indicator is 

expected to be -0.11 each year in the budget and terminal period. 
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4.1.8 Cash flow 

Based on the above estimation of financial value drivers in the budget and terminal period the cash flow will 

be -2,085 MSEK in 2013. This is a significant deterioration compared to 2012. The reason is negative 

growth in revenue mainly caused by the sale of Widerøe and Ground Handling. The situation improves in 

2014 with a cash flow of -64 MSEK. The cash flow is still negative though, which is a consequence of a 

continued drop in revenue. In 2015 the cash flow becomes positive and rises to 2,442 MSEK. This is a result 

of positive revenue growth and a decline in net operating assets caused by the sale of subsidiaries and other 

assets. In 2016 the cash flow turns negative due to investment in new aircrafts. In 2017 the cash flow be-

comes positive again which continues in the terminal period where we obtain a value 447 MSEK.  



  Valuation of SAS 

 

 

 

Page 97 of 153 

Table 31 

 



  Valuation of SAS 

 

 

 

Page 98 of 153 

 Value of SAS – DCF approach 4.2

In a DCF valuation the future cash flow is in focus. We have chosen an indirect approach, meaning that we 

do not valuate the equity directly. Instead we discount FCFF in the budget and terminal period to present 

value with a risk adjusted rate (WACC), in order to estimate the enterprise value, i.e. the value of the firm’s 

operating activity. In the terminal period the growth rate is expected to reach a stable level equal to the aver-

age nominal growth in the economy. As argued in the section “Cash flow forecast”, g is estimated to be 

2.5%. The calculation of enterprise value is based on the following formula (Sørensen, 2009): 
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Afterwards, net interest bearing debt is subtracted in order to estimate the value of equity. This calculation is 

based on the target capital structure (cf. WACC). Below is shown the derivation of the formula for equity 

value (Petersen et al., 2012). The theoretical price per share is calculated as the value of equity divided by 

the number of shares: 

                       

                                                                                         

                                                                        

Table 32: DCF valuation, SAS 

 

Source: Own contribution 

The value is found on the 15
th
 of February 2013, which is the publication date of the annual report. As shown 

in Table 32, we find the SAS share to be overvalued. Whereas the actual share price on the 15
th
 of February 

2013 was 13.75 SEK, we find the theoretical value to be 4.60 SEK. However, we are aware that it might take 

Terminal Period

2013 2014 2015 2016 2017 2018

FCFF -2,084.93 -64.33 2,441.87 -559.18 295.98 447.10

Time weighted FCFF -1,884.79 -51.81 1,752.26 -357.51 168.59

WACC 12.24%

Growth rate in terminal period 2.50%

PV - Budget period -373.25

PV - Terminal Value 2,614.73

Enterprise Value 2,241.48

Net interest bearing debt 32.50% 728.48

Estimated value of Equity 67.50% 1,513.00

Number of shares 329.00

Theoretical price per share
*

4.60

Actual price per share
*

13.75

* Theoretical price per share and Actual price per share are not in millions

Budget period
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more than one day before all information in the annual report is incorporated in the stock price. For the same 

reason we compare with the stock price one week later. On the 22
nd

 of February 2013 the price of one SAS 

stock was 14.30 SEK (Euroinvestor, 2013). Thus, apparently investors have adjusted their expectation to the 

share slightly upward. This stands in contrast to our analysis of the company’s value and the information 

provided in the annual report 2013. Thus, based on our DCF analysis, the SAS share seems to be overvalued. 

A reason might be that the market expects a higher growth rate than we find realistic. Two other possible 

reasons are discussed in the section “Perspective”. 

Since our valuation is based on subjective assumptions and expectations it has to be treated with caution. In 

addition, we do not have complete information due to our position as external analysts. For these reasons we 

perform a sensitivity analysis, with the aim of measuring the sensitivity to changes in certain assumptions. 

This is done in the next section. In addition we perform a multiple analysis in order to provide a broader 

insight into the value of SAS. The use of two different valuation methods is expected to reduce the uncertain-

ty and subjectivity of our valuation. 

 Sensitivity analysis 4.3

As external analysts we are required to make several assumptions since we do not have access to internal 

information. Consequently, a valuation based on the DCF approach is characterized by subjectivity and un-

certainty. For the same reason it is sensible to test the sensitivity of the obtained value to changes in certain 

assumptions. 

Petersen et al. (2012) argue that a sensitivity analysis should be based on the analysis of the business con-

cept. One approach to accommodate this recommendation could be to analyze the impact of changes in key 

value drivers. One example could be the impact of a 1% fall in payroll expenses. Such an analysis can pro-

vide knowledge about the inputs that drive the valuation. However, this approach also have shortcomings; 

inputs rarely change in isolation and when more than one input is changed the result are rarely the same as 

the sum of the isolated changes (Koller et al., 2010).  

In this sensitivity analysis the cash flow forecast is our best estimate of a middle case scenario and for the 

same reason we do not examine the effect of changes in forecasted key indicators. Instead we examine the 

effect on the share price when two essential variables are changed. These two variables are WACC and 

growth in the terminal period. These variables are very important in a DCF analysis and affect the value con-

siderable. Furthermore, they reflect different issues discussed in the analyses of business concept and 

WACC. 
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The discount factor, WACC, is an essential part of a DCF valuation and has a major impact on the value of 

the company. Hence, even small changes and uncertainties in WACC will have an impact on the value of the 

company. In addition, WACC reflects the risk associated with SAS and the required return demanded by 

claimholders. Thus, a change in WACC reflects a change in the risk of the company. Based on these consid-

erations we find it important to investigate how robust the estimated share price is to changes in WACC.  

The other variable, the growth rate in the terminal period, is also essential. The reason is that the terminal 

value constitutes a big part of the total value obtained in a DCF valuation. It is therefore important to be care-

ful when the terminal growth rate is determined. Furthermore, the terminal growth rate reflects SAS’ strate-

gic and competitive situation. We have estimated a growth rate for SAS that is lower than the one the indus-

try in general expects. The reason is that, even though the number of passengers is expected to increase we 

assume that LCCs will capture the largest part of this increase (cf. Cash flow forecast).  

In Table 33 we examine how the share price is affected when we change the underlying assumptions related 

to WACC and the terminal growth rate in our DCF analysis. The terminal growth rate is changed within the 

interval of 0% - 4%, while WACC is changed within the interval of 8% - 24.92%. The share price obtained 

in the DCF analysis is marked with blue. 

Table 33: Sensitivity analysis of theoreti share price, SEK 

 

Source: Own contribution 

Table 33 identifies different theoretical share prices if WACC and/or the terminal growth rate are changed. 

In the DCF valuation we obtained a theoretical share price of 4.60 SEK per share. In Table 33 it is easily 

seen that a change in a prerequisite will have a considerable effect on the share price. The table also shows 

that for the share price to equal 0 SEK it requires a growth rate of 0 % and a WACC of 24.92%. A WACC of 

nearly 25% seems unrealistic. Thus, the SAS share is expected to have a positive value. This supports our 

going concern assumption. Furthermore, the sensitivity analysis indicates that the current market share price 

0.0 % 0.5 % 1.0 % 1.5 % 2.0 % 2.5 % 3.0 % 3.5 % 4.0 %

8.00% 7.35 7.87 8.47 9.17 9.97 10.93 12.08 13.48 15.23

9.00% 6.11 6.50 6.94 7.44 8.02 8.68 9.45 10.37 11.46

10.00% 5.12 5.42 5.76 6.13 6.56 7.04 7.59 8.22 8.96

11.00% 4.31 4.55 4.81 5.10 5.43 5.79 6.19 6.65 7.18

12.00% 3.65 3.84 4.05 4.27 4.53 4.80 5.11 5.46 5.85

12.24% 3.50 3.68 3.88 4.10 4.34 4.60 4.89 5.21 5.58

13.00% 3.09 3.24 3.41 3.59 3.79 4.01 4.25 4.52 4.81

14.00% 2.61 2.74 2.88 3.02 3.19 3.36 3.55 3.76 3.99

15.00% 2.20 2.31 2.42 2.54 2.68 2.82 2.97 3.14 3.32

16.00% 1.84 1.93 2.03 2.13 2.24 2.36 2.49 2.62 2.77

24.92% 0.00 0.03 0.05 0.08 0.11 0.14 0.17 0.20 0.24

W

A

C

C

Growth in the terminal period
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is overvalued. If we were to obtain the market price in our analysis a WACC of 8% and a growth rate above 

3.5% is required. Based on our analysis, this does not seem realistic either.  

In the following table we have calculated the percentage change in SAS’ share price based on the obtained 

share prices from Table 33. Table 34 shows how a little change in either WACC or the terminal growth rate 

can have a large percentage impact on the theoretic share price.  

Table 34: Percentage change in share price 

 

Source: Own contribution 

Two main points can be concluded from the sensitivity analysis: first, the analysis supports our going con-

cern assumption. Second, the analysis also indicates that the SAS share is overvalued by the market.  

5 RELATIVE VALUATION 

In the DCF analysis, we estimated the value of SAS, given the firm’s expected cash flow, growth and risk 

characteristics. In this section, the objective is to value the firm based on how comparable firms are currently 

priced by the market. Thus, to do relative valuation we need to identify comparable firms and obtain their 

market values. Market values have to be standardized, since the absolute price cannot be compared. This is 

done by converting market values into multiples by dividing by a common variable. Afterward the multiple 

for SAS can be compared to the average multiple for the peer group, in order to assess whether SAS is over- 

or undervalued (Damodaran, 2006).  

However, simple multiples do not take into account differences in fundamentals across firms. Thus, the as-

sessment of whether SAS is over- or undervalued based on simple multiples obtained from a peer group, is 

very roughly founded and might not reveal much about SAS’ actual value. The key source to this issue has to 

be found in the peer group. Identification of comparable firms is a challenging task since no firms are exactly 

alike. As argued in the section “Description of the company” the product offered within the aviation industry 

0.0 % 0.5 % 1.0 % 1.5 % 2.0 % 2.5 % 3.0 % 3.5 % 4.0 %

8.00% 60% 71% 84% 99% 117% 138% 163% 193% 231%

9.00% 33% 41% 51% 62% 74% 89% 105% 125% 149%

10.00% 11% 18% 25% 33% 43% 53% 65% 79% 95%

11.00% -6% -1% 5% 11% 18% 26% 35% 45% 56%

12.00% -21% -17% -12% -7% -2% 4% 11% 19% 27%

12.24% -24% -20% -16% -11% -6% 0% 6% 13% 21%

13.00% -33% -30% -26% -22% -18% -13% -8% -2% 5%

14.00% -43% -40% -37% -34% -31% -27% -23% -18% -13%

15.00% -52% -50% -47% -45% -42% -39% -35% -32% -28%

16.00% -60% -58% -56% -54% -51% -49% -46% -43% -40%

24.92% -100% -99% -99% -98% -98% -97% -96% -96% -95%

W

A

C

C

Growth in the terminal period
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is rather standardized. This makes a comparison of firms more reliable. However, in spite of a rather stand-

ardized product firms still differ in cash flows, growth potential, risks and capital structure. Such differences 

in fundamentals might explain differences in multiples between firms. Consequently, a simple multiple ob-

tained from a peer group cannot be used to assess the value of another firm, without significant uncertainties 

(Ibid). The question of how to control for these differences in fundamentals is the key in this section. 

This section value SAS based on three different multiples. For each multiple we first estimate whether SAS 

is over- or undervalued based on simple multiples obtained from the peer group. Second, we try to control 

for differences in fundamentals between firms by introducing regression. More precise each multiple is re-

gressed on financial proxies for fundamentals in order to examine the driving forces behind the size of the 

multiple. By applying the obtained regression models to SAS with the firm’s measures for the independent 

variables, the predicted multiples for SAS can be estimated. Comparison of the predicted multiple with SAS’ 

actual multiple indicates whether SAS is over- or undervalued. This method takes fundamentals into account 

and hence improves the quality of the relative valuation approach. 

In order to strengthen the reliability of the results obtained in this section, our relative valuation is based on 

more than one multiple. Likewise, we find it appropriate to use multiples based on both firm value and equi-

ty value in order to provide a broader and more complete picture of the actual share price and the underlying 

drivers.  

 Price / Book value of equity 5.1

A consistently defined multiple is favorable. More precise, both the value (the numerator) and the standardiz-

ing variable (denominator) should relate to the same claimholders (Damodaran, 2006). However, as regards 

equity multiples our choice is limited by the fact that SAS has negative earnings in 2012. Thus, a P/E multi-

ple is not appropriate. In order to meet the consistency criteria we use a “Price of equity / Book value of eq-

uity” multiple (P/BVE). The multiple for each firm in the peer group as well as the average multiple are 

shown in Table 35
5
. SAS is not included in the average, since the estimated value of SAS should be based on 

values obtained from the peers. This applies throughout this section. 

                                                      

5
 Price of equity and book value of equity are in millions. Currencies are not relevant for the multiple. The market value 

of equity is obtained on the 15
th

 of February 2013. The book value is obtained from the 2012 annual reports. This ap-

plies throughout this section. 



  Valuation of SAS 

 

 

 

Page 103 of 153 

Table 35: Price of equity / Book value of equity 

 

Source: Own contribution (Euroinvestor, SAS Group, Norwegian, Finnair, Lufthansa, Ryanair, Easyjet, 2013)
 
 

By applying a simple P/BVE multiple we obtain an average ratio of 1.6 from the peer group. With an actual 

P/BVE ratio of 0.4, SAS seems to be strongly undervalued. However, other factors might drive SAS’ rela-

tively low P/BVE ratio. Thus, whether SAS actually is undervalued cannot be concluded based on this sim-

ple approach. 

According to Damodaran (2006), the P/BVE ratio of a firm is among other things determined by the excess 

return on equity, i.e. the difference between the return on equity (ROE) and the required return on equity 

(  ). Thus, a company that generates a ROE lower than its cost of equity should trade at a P/BVE ratio lower 

than one. As mentioned in the growth analysis, SAS has negative residual income (i.e.    exceeds ROE). 

Thus, this might explain why SAS’ P/BVE ratio is below the average for peer group. To investigate whether 

this is the case, we regress the P/BVE ratio on the difference between ROE and   . Hence, P/BVE is the de-

pendent variable while the difference between ROE and     is the independent variable. The calculations of 

ROE and    for each firm are shown in appendix M. The regression output is shown in Table 36.  

Table 36: P/BVE ration regressed on ROE – re 

 

Source: Own contribution 

Firm Price of equity BV of equity P / BVE

SAS 4,523.75 11,156 0.4

Norwegian 6,345.80 2,420.7 2.6

Finnair 394.67 785.5 0.5

Lufthansa 7,069.98 8,298.0 0.9

Ryanair 8,296.60 3,306.7 2.5

EasyJet 2,998.50 1,794.0 1.7

Average for comparables 5,021.1 3,321.0 1.6

Regression Statistics

Multiple R 0.9365

R Square 0.8771

Adjusted R Square 0.8361

Standard Error 0.3858

Observations 5

ANOVA

df SS MS F Significance F

Regression 1 3.1876 3.1876 21.4125 0.0190

Residual 3 0.4466 0.1489

Total 4 3.6342

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.9480 0.2271 4.1741 0.0250 0.2252 1.6707 0.2252 1.6707

ROE - R(E) 13.9216 3.0085 4.6274 0.0190 4.3471 23.4961 4.3471 23.4961
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As shown the independent variable “ROE –   ” is highly significant with a P-value of 0.0190 and the direc-

tion of the sign is positive as expected
6
. Thus, an increase in the excess return on equity, increase the P/BVE 

ratio. In addition R
2
 is 0.8771, meaning that 87.71% of the variation in the P/BVE ratio between firms is 

explained by the difference between ROE and   . Furthermore, the F-value is highly significant. This applies 

for each of our regression models (cf. Appendix S). Thus, this regression seems to perform very well (Guja-

rati et al, 2009). With ROE -    equal to -23.66% the predicted P/BVE ratio of SAS can be estimated based 

on this regression: 

Predicted P/BVE ratio for SAS = 0.9480 + 13.9216 ∙ (-0.2366) = -2.3459 

With a negative predicted P/BVE ratio this regression indicates that the value of SAS’ equity is zero
7
. This 

result challenges our going concern assumption. However, it can support our result from the DCF analysis, 

indicating that the SAS share is overvalued. With an actual P/BVE ratio of 0.4 SAS seems to be overvalued 

when one relevant fundamental is controlled for. Thus, the difference between ROE and    might explain 

why the actual P/BVE ratio of SAS is below the average P/BVE ratio for the peer group. 

According to Damodaran (2006), growth in revenue is another factor that drives the P/BVE ratio. In order to 

assess the impact of revenue growth on the multiple, growth in revenue from 2011 to 2012 is applied (cf. 

Appendix M). An average growth rate over a historical period could also be applied, but the most recent 

growth rate is considered most relevant in a valuation context.  

In addition, the level of risk is likely to affect the P/BVE ratio. Beta would be ideal, in order to capture the 

risk level’s impact on an equity multiple. However, since risk is already reflected in    the addition of beta as 

an independent variable would create a multicollinearity problem
8
. Likewise financial leverage is likely to 

affect the P/BVE ratio, since financial leverage increases the volatility of equity (cf. Appendix J). However, 

the risk from financial leverage is already included in beta (cf. Bottom up beta) and hence in   . Thus, the 

addition of financial leverage as an independent variable in the model would also create a multicollinearity 

problem. 

                                                      

6
 If the difference between ROE and    increases by 0.01 or 1%, the P/BVE ratio increases by 0.139216 in absolute 

terms. 

7
 Shareholders have a positive return when the total value of the firm is larger than the value of debt. If the total value of 

the firm is less than the value of debt, shareholder’s return is zero and debt holders have the loss. Thus, the equity is like 

a call option, with strike price equal to the value of debt. Consequently, the market value of equity cannot get below 

zero (Brealey et al, 2011). 

8
 The multicollinearity problem arises when the independent variables are correlated with each other. Multicollinearity 

makes the coefficients of the regression unreliable (Gujarati et al, 2009). 
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Based on the above considerations, we only add growth as independent variables to our regression model in 

order to examine whether the previous result is robust to this change. As shown in Table 37 the independent 

variables are highly significant on a 1% significance level. Likewise R
2
 has increased to 99.92%, while ad-

justed R
2
 is 99.85%

9
. Thus, the fit is very good and the independent variables seem to explain a very high 

degree of the variation in the P/BVE ratio. The signs on the independent variables are in accordance with our 

expectations. An increase in growth or in the difference between ROE and er  lead to an increase in the 

P/BVE ratio
10

. 

Table 37: P/BVE ration regressed on ROE - rE and growth in revenue 

 

Source: Own contribution 

Based on this regression output we estimate the P/BVE ratio of SAS: 

Predicted P/BVE ratio for SAS = 0.2890 + 7.8606 ∙ (-0.2366) + 7.1917 ∙ 0.043 = -1.262 

Thus, our previous result is unaffected by the inclusion of growth in revenue. Again a negative predicted 

P/BVE ratio challenges our going concern assumption. However, as before, our model might explain why 

SAS’ actual P/BVE ratio is lower than the one obtained from the peer group. Thus, based on this regression 

analysis, the SAS share does not seem to be undervalued as indicated by the simple multiple approach. Dif-

ferences in fundamentals between firms seem to explain why the P/BVE ratio for SAS is low compared to 

                                                      

9
 Adjusted R

2
 are used to compensate for the addition of extra independent variables. When more independent variables 

are added to the regression, unadjusted R
2
 will always increase even if the new variables do very little to improve the 

explanatory power of the model. To compensate for this, adjusted R
2
 is corrected for the number of independent varia-

bles in the model (Gujarati et al, 2009). 

10
 If the difference between ROE and     increases by 0.01 or 1%, the P/BVE ratio increases by 0.078606 in absolute 

terms. If growth increases by 0.01 or 1%, the P/BVE ratio increases by 0.071917 in absolute terms. 

Regression Statistics

Multiple R 0.9996

R Square 0.9992

Adjusted R Square 0.9985

Standard Error 0.0375

Observations 5

ANOVA

df SS MS F Significance F

Regression 2 3.6314 1.8157 1291.4699 0.0008

Residual 2 0.0028 0.0014

Total 4 3.6342

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0.2890 0.0432 6.6949 0.0216 0.1033 0.4747 0.1033 0.4747

ROE - R(E) 7.8606 0.4493 17.4958 0.0033 5.9275 9.7938 5.9275 9.7938

Growth 7.1917 0.4048 17.7668 0.0032 5.4501 8.9333 5.4501 8.9333
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the peer group. Thus, this analysis supports the result from the DCF analysis, indicating that the SAS share is 

overvalued. 

 Firm value / EBITDA 5.2

The previous equity multiple supported the conclusion from the DCF analysis, stating that SAS seems to be 

overvalued. We now examine whether a firm value multiple provides the same result. 

While the previous equity multiple focus on the value of equity, firm value multiples aim to value the firm. 

The “Firm value / EBITDA” multiple (V/EBITDA) has several advantages: First, the multiple can be com-

puted even for firms with net losses, since EBITDA is usually positive. This is also the case for SAS. Sec-

ond, the multiple takes operational expenses into account which is highly relevant in relation to SAS. As 

shown in the “Financial statement analysis”, SAS has very high operational expenses compared to revenue, 

which is one of the main reasons for the firm’s financial troubles. We want our analysis to reflect this issue. 

If the price-to-sales ratio was chosen instead this issue would not be reflected in the result. Third, for firms in 

certain industries, which require a substantial investment in for example infrastructure, this multiple is ap-

propriate. By looking at operating earnings before capital expenditures and hence depreciations, it may pro-

vide a better estimate of value. Last but not least; by looking at the value of the firm the multiple allows for 

comparison between firms with different financial leverage. In addition, this multiple fulfill the consistency 

criteria (Damodaran, 2006). The simple multiples are shown in Table 38
11

. 

Table 38: Firm value/EBITDA 

 

Source: Own contribution (SAS Group, Norwegian, Finnair, Lufthansa, Ryanair, Easyjet, 2013)
 
 

                                                      

11
 Firm values and EBITDA are in millions.  

The market value of debt is assumed to be equal to the book value of interest bearing liabilities stated in the annual 

reports. The market value of equity is obtained on the 15
th

 of February 2013. EBITDA is obtained by adding deprecia-

tions to operating income. In order to obtain an estimate for a 12 month period for SAS (instead of only 10 month), 

EBITDA is divided by 10 and multiplied by 12. 

Firm Firm value (D+E) EBITDA Firm value / EBITDA

SAS 15,338.8 1,368.0 11.2

Norwegian 12,063.1 789.0 15.3

Finnair 984.6 175.7 5.6

Lufthansa 14,178.0 3,270.0 4.3

Ryanair 11,921.6 992.4 12.0

EasyJet 3,955.5 436.0 9.1

Average for comparables 8,620.6 1,132.6 9.3
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The simple V/EBITDA multiple indicates that SAS is overvalued compared to its peers. The reason is that 

the average multiple for comparables is 9.3 while the actual multiple for SAS is 11.2. This is in accordance 

with our result from the DCF analysis. However, in order to investigate whether a high multiple is justified, 

we develop a regression model. Again the aim is to examine how fundamentals affect the size of the multiple 

and hence control for differences between firms. 

According to Damodaran (2006), the V/EBITDA multiple is driven by tax rate, the return on invested capi-

tal, the growth rate in revenue and WACC. While an increase in ROIC and growth is expected to increase the 

V/EBITDA ratio, an increase in tax rate and WACC is expected to cause a decline in the V/EBITDA ratio. 

By developing a regression model, we investigate how these variables explain the variation in the 

V/EBITDA ratio across firms.  

WACC of comparable firms are stated in the annual reports. However, WACC do not perform very well in 

our regression. As shown in the regression output (cf. Appendix N) the p-value is almost 100% while R
2
 is 

zero. Thus, against expectations WACC does not explain any of the variation in the V/EBITDA ratio be-

tween firms. Furthermore, the sign on WACC is positive, which contradict our expectation. According to 

theory an increase in WACC should lead to a decrease in firm value. A reason might be that the reliability of 

the WACCs stated in the annual reports is limited. For example Lufthansa state a WACC of 6.2% which is 

considered very low, taking the systematic risk of the aviation industry into consideration (cf. Fundamental 

analysis of risk). The management’s incentive to report a low discount rate in order to obtain a high firm 

value might explain the low level of WACCs. Another possible reason is that the comparable firms have not 

used the same measures for the risk free rate and the market risk premium. Consistency is very important in 

order to obtain reliable regression output. Because of the poor performance of WACC in our regression 

model, WACC is not included as an independent variable. 

In addition, both the effective tax rates for comparable firms as well as the corporate tax rates have very little 

explanatory power (cf. Appendix O). Thus, neither the tax rate enters our regression model. 

This leaves us with ROIC and growth in revenue as the only independent variables (cf. Appendix P). Both, 

ROIC and growth in revenue performs well in our model. As shown in Table 39 the fit of the regression is 

high with a R
2
 of 0.9932 and an adjusted R

2
 of 0.9865. In addition, both variables have positive signs as ex-

pected
12

. However, while growth is highly significant with a p-value of 0.0115, ROIC is less significant with 

a p-value of 0.1311. For this purpose, we find a p-value of 0.1311 acceptable. 

                                                      

12
 If growth increases by 0.01 or 1%, the V/EBITDA ratio increases by 0.520114 in absolute terms. If ROIC increases 

by 0.01 or 1%, the V/EBITDA ratio increases by 0.152922 in absolute terms. 
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Table 39: V/EBITDA ratio regressed on growth and ROIC 

 

Source: Own contribution 

Based on this regression we estimate the V/EBITDA ratio of SAS: 

Predicted V/EBITDA ratio for SAS = 1.0135 + 52.0114 ∙ 0.043 + 15.2922 ∙ (-0.054) = 2.4273 

With an actual V/EBITDA ratio of 11.2 this result also indicates that SAS is overvalued. The low predicted 

ratio is caused by negative ROIC and a low growth rate compared to the peer group. In accordance with the 

P/BVE multiple, we also obtain a negative equity value (or equity value equal to zero) with the V/EBITDA 

multiple: 

Firm value (E + D) = Predicted V/EBITDA multiple ∙ EBITDA = 2.4273 ∙ 1,368 = 3320.5464 

Equity value = Firm value – Debt = 3,320.5264 – 10,815 < 0   0 

Thus, again our going concern assumption is problematized and our result indicates that the SAS share is 

overvalued. In this case our regression model supports the result obtained with the simple multiple, meaning 

that the result of an overvalued share remains, even when differences in fundamentals are controlled for. 

Thus, both approaches indicate that the market value of SAS is above the fundamental value. 

 Price of equity / EBITDA 5.3

The price of equity / EBITDA multiple (from now P/EBITDA) are inconsistently defined. However, as men-

tioned previously EBITDA is very relevant and for the same reason we want to examine whether the same 

result is obtained when it is used to standardize the price of equity.  

To compensate for the inconsistency between price and EBITDA, we control for financial leverage. This is 

done by including the D/E ratio as an independent variable in our regression model. This also allows us to 

investigate the impact of financial leverage on equity value. As mentioned earlier, financial leverage increas-

Regression Statistics

Multiple R 0.9966

R Square 0.9932

Adjusted R Square 0.9865

Standard Error 0.5256

Observations 5

ANOVA

df SS MS F Significance F

Regression 2 81.0283 40.5141 146.6546 0.0068

Residual 2 0.5525 0.2763

Total 4 81.5808

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 1.0135 0.5452 1.8589 0.2041 -1.3324 3.3595 -1.3324 3.3595

Growth 52.0114 5.6319 9.2351 0.0115 27.7791 76.2437 27.7791 76.2437

ROIC 15.2922 6.1592 2.4828 0.1311 -11.2088 41.7933 -11.2088 41.7933
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es the volatility of equity (cf. Appendix J) and for the same reason we expect a decrease in the P/EBITDA 

multiple, when the D/E ratio increases. However, first we apply a simple multiple approach. 

Table 40: Price of equity/EBITDA 

 

Source: Own contribution (Euroinvestor, SAS Group, Norwegian, Finnair, Lufthansa, Ryanair, Easyjet, 2013)
 
 

As shown in Table 40
13

, the average multiple for the peer group is 5.5, while the actual multiple for SAS is 

3.3. Thus, in accordance with the simple P/BVE approach, the simple P/EBITDA approach also indicates 

that SAS is undervalued. However, again we have to control for fundamentals in order to test the validity of 

this result.  

As mentioned previously, financial leverages is expected to affect the P/EBITDA ratio. In order to investi-

gate whether a relatively high financial leverage compared to comparables, explain why SAS’ multiple is 

lower than the one obtained from the peer group, we regress the P/EBITDA ratio on the D/E ratio. 

In addition, growth in revenue is again included in the regression model. In the previous two multiple ap-

proaches, growth has been highly significant. Thus, it seems that differences in this variable explain an im-

portant part of differences in multiples and hence in firm value as well as equity value. This is no surprise 

based on our DCF valuation and sensitivity analysis.  

In accordance with the P/BVE multiple, the difference between ROE and    is also expected to explain a part 

of the difference in P/EBITDA ratio. The reason is that both multiples are equity based and for the same 

reason the excess return on equity is highly relevant. However, the addition of this variable might create a 

multicollinearity problem, since the risk associated with financial leverage would be reflected both in D/E 

and ROE –   . Furthermore, the explanation power added by ROE –    is very limited. This variable is only 

significant on a 28% level and the direction of the sign is opposite from what we would expect (cf. Appendix 

Q). For the same reason this variable is omitted from our regression model. Consequently, we only control 

                                                      

13
 Price of equity and EBITDA are in millions.  

Firm Price of equity EBITDA Price / EBITDA

SAS 4,523.8 1368.0 3.3

Norwegian 6,345.8 789.0 8.0

Finnair 394.7 175.7 2.2

Lufthansa 7,070.0 3270.0 2.2

Ryanair 8,296.6 992.4 8.4

EasyJet 2,998.5 436.0 6.9

Average for comparables 5,021.1 1,132.6 5.5
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for growth and financial leverage in our prediction of SAS’ P/EBITDA multiple. Revenue growth and the 

D/E ratio for each firm are shown in appendix R.  

Table 41: P/EBITDA ratio regressed on growth and D/E 

 

Source: Own contribution 

As shown in Table 41, both independent variables are highly significant with p-values of respectively 0.0086 

and 0.0198. In addition, the signs are as expected. An increase in revenue growth leads to an increase in the 

P/EBITDA ratio. In contrast, an increase in financial leverage has a negative impact on the P/EBITDA ratio 

and hence on equity value
14

. Furthermore, both R
2
 and adjusted R

2 
approximate 100% indicating a very high 

explanatory power of the model. In sum, growth in revenue and financial leverage seems to explain a very 

high degree of variations in the P/EBITDA ratio between firms. Thus, based on this regression model, SAS’ 

P/EBITDA ratio is predicted: 

Predicted P/EBITDA ratio for SAS = 3.9479 + 31.0072 ∙ 0.043 – 3.0480 ∙ 2.4 = -2.0342 

Predicted equity value = P/EBITDA ∙ EBITDA = -2.0342 ∙ 1,368 < 0   0 

Again our going concern assumption seems to fail. With a negative equity multiple we obtain an equity value 

of zero. Thus, the result from the simple P/EBITDA approach does not hold when differences in fundamen-

tals are controlled for. More precise the SAS share does not seem to be undervalued, as implied by the sim-

ple multiple approach. In contrast a high financial leverage and a low growth rate compared to the peer group 

seem to explain why the P/EBITDA ratio is below the ratio obtained from comparable firms. In sum, with an 

actual P/EBITDA ratio of 3.3 also this regression model indicates that the SAS share is overvalued. 

                                                      

14
 If growth increases by 0.01 or 1%, the P/EBITDA ratio increases by 0.310072 in absolute terms. If D/E increases by 

0.01 or 1%, the P/EBITDA ratio declines by 0.030480 in absolute terms. 

Regression Statistics

Multiple R 0.9963

R Square 0.9926

Adjusted R Square 0.9851

Standard Error 0.3771

Observations 5

ANOVA

df SS MS F Significance F

Regression 2 37.9803 18.9902 133.5596 0.0074

Residual 2 0.2844 0.1422

Total 4 38.2647

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 3.9479 0.6476 6.0963 0.0259 1.1615 6.7343 1.1615 6.7343

Growth 31.0072 2.8921 10.7214 0.0086 18.5635 43.4508 18.5635 43.4508

D/E -3.0480 0.4356 -6.9967 0.0198 -4.9224 -1.1736 -4.9224 -1.1736
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 Discussion of the regression approach 5.4

As mentioned previously one important advantage of the regression methodology is that differences in fun-

damentals between comparables firms are controlled for. Thus, even though no firms are exactly alike and 

therefore might not be truly comparable in a simple multiple context, the regression approach takes differ-

ences into account and hence improves the quality of the analysis. 

However, the approach is not without shortcomings. Different multiples rarely provide the same value esti-

mate. Thus, the approach is related to considerable uncertainties and might not be appropriate to estimate an 

“exact” value. However, the method can be used to obtain a level in which the fundamental value is expected 

to lie. In addition the approach can indicate whether a share is over- or undervalued. In our case each of the 

three regression models came up with the same result; namely that the value of the SAS share is zero and 

hence overvalued by the market. Consistency between predictions provided by different models increases the 

reliability of our result. 

Another shortcoming of the regression approach is that the basic regression assumes a linear relationship 

between the multiple and the financial variables. That might not be true in practice. Thus, linear regression 

might not be appropriate. In addition, the relationship between the multiple and financial variables might not 

be stable, and if it shifts from year to year, the predictions of the models may not be reliable.  

Multicollinearity is another important issue in the regression methodology. However, as mentioned previous-

ly we have tried to control for this problem in our choice of independent variables. It is possible though that 

the problem has not been completely eliminated. For example high risk firms tend to have high growth rates 

(Damodaran, 2006). Since proxies for both growth and risk enter two of the regression models the reliability 

of our predictions might be affected negatively. This is the case for the P/BVE and the P/EBITDA regression 

models. In order to examine the size of the multicollinearity problem we calculate the correlation between 

the independent variables: 

Table 42: Correlation between independent variables 

 

Source: Own contribution 

 

 

P/BVE P/EBITDA

ROE - R(E) D/E

Growth in revenue 0.7593 -0.4013
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As shown in Table 42, the correlation between the independent variables in the P/BVE regression model is 

0.7593. This is relatively high, and for the same reason the reliability of the coefficients and hence the pre-

diction of this model might be limited. The correlation between the independent variables in the P/EBITDA 

regression model is somewhat lower.  

In spite of a possible multicollinearity issue, the regression models still retain the property BLUE (best linear 

unbiased estimator). More precise, the average or expected value of the coefficients is equal to the true value. 

Furthermore, they have minimum variance compared to all other linear unbiased estimators. However, alt-

hough BLUE the coefficients have large variances making precise estimation difficult (Gujarati et al., 2009). 

We do not expect the problem to be pronounced though. The reason is that all three regression models pro-

vide the same predictions. Thus, in spite of a possible multicollinearity problem with especially the P/BVE 

models, the result does not deviate from the result provided by the other two models. 

A last issue worth mentioning is the limited number of comparable firms. A larger group of comparable 

firms would most likely improve the quality of our regression results. However, we find it important that the 

firms chosen are comparable to SAS to the highest possible extent. For example the market in which the 

firms operate is considered very important in this context, not least because of the institutional environment 

such as legislation etc. Adding more firms to the peer group would indeed increase the size of our sample but 

the quality of the sample would most likely decline. For the same reason we only include the firms, which 

SAS considers to be most comparable.  

 Sub-conclusion  5.5

While each of the simple multiples indicates that the SAS share has a positive value, the result is different 

when fundamentals are controlled for. Each of the three regression models indicates that the value of the 

SAS share is zero. Thus, SAS’ fundamentals such as growth rate, financial leverage, ROIC and the differ-

ence between ROE and    seems to be poor compared to the peer group and might not even justify a going 

concern assumption. However, in the DCF analysis we obtained a positive value per share and as mentioned 

earlier the market price is also above zero. In the next section “Discussion of results” we discuss possible 

reasons for this paradox. 
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6 DISCUSSION OF RESULTS 

Both the DCF analysis and the relative valuation approach indicate that the SAS share is overvalued. How-

ever, while we obtain a positive value with the DCF approach the multiple analysis indicates that the value of 

the SAS share is zero. A reason might be that SAS did not go bankrupt because of credit facilities provided 

by banks and the Scandinavian governments. Thus, if SAS had been operating truly on market terms it is 

very likely that a bankruptcy had been the outcome of the recent crises. More precise, SAS’ financial situa-

tion might not justify a going concern assumption. However, because of the interest of major shareholders 

we find a bankruptcy unlikely. This is supported by the fact that Norwegian and Ryanair have brought the 

case to the European Commission. They argue that the credit facilities provided by major shareholders dis-

torts competition and that SAS do not operate on market terms like competitors (cf. Description of the com-

pany). Consequently, SAS might not be fully comparable to some of the firms in the peer group, if these 

firms to a higher extent are subject to market terms. In sum; the fundamental value of SAS might be zero, 

when financial variables are considered isolated. However, when the ownership structure and the interest of 

major shareholders are taken into account, it is very likely that SAS has a future potential and hence a posi-

tive value. Such factors are not reflected in the relative valuation approach though, which might explain why 

the result in the multiple analysis differs from the result obtained in the DCF analysis. Consequently, our 

going concern assumption might not fail after all. 

In spite of this difference between the results obtained in the DCF analysis and the multiple analysis, both 

methods predict that the SAS share is highly overvalued by the market. This is supported by the sensitivity 

analysis. The sensitivity analysis indicates that only the combination of a WACC ≤ 8% and a terminal 

growth rate > 3.5% justifies a share price above the market price, while all other combinations provides a 

theoretical price below the market price. From our point of view, a WACC below or equal to 8% and a ter-

minal growth rate above 3.5% seem unrealistic. Thus, according to our analysis the market price is too high. 

However, based on the discussion concerning the value obtained in the relative valuation analysis, we also 

believe that the SAS share has a value above zero. This is also supported by the sensitivity analysis. Conse-

quently, the value obtained in the DCF analysis becomes our best estimate of a middle case scenario. Thus, 

we estimate the fundamental value of one SAS share to approximate 4.60 SEK. In contrast, the market price 

on the 15
th
 of February 2013 was 13.75 SEK.  

The future outcome might deviate from our predictions and for the same reason we do not claim to have 

obtained an exact result. A reason is that our analysis – not least the DCF analysis – is affected by subjectivi-

ty even though we aim an objective perspective. In addition, the information applied is subject to certain 

shortcomings. As external analysts we do not have access to internal information. We have tried to compen-
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sate for this, by including a wide range of external sources in order to create the most subtle picture of SAS 

and the industry. However, very large amounts of information and data related to SAS is available and be-

cause of limited cognitive information capacity it is impossible to include and process everything in the 

analysis (Paas et al, 2004). Thus, relevant information might not have been taken into account. Furthermore, 

external information is not a perfect substitute for internal information. These issues limit the quality of our 

appraisal.  

In addition, the information provided by SAS might be biased by the firm’s incentive to draw the most posi-

tive picture. Annual reports and information on the webpage have been important information sources in our 

analysis. By including public available information not written by SAS, we seek to compensate for such 

biases. Another shortcoming related to the information base, is that mainly Danish articles have been applied 

to gain knowledge about SAS. However, a broader information base could probably have increased our in-

sight related to the firm’s strategic and financial position. Such limitations are important to keep in mind and 

might explain why the market price differs from our estimate. As regards the aviation industry, we have 

aimed a more international perspective by including more international articles.  

However, based on our analysis, the market value of a SAS share exceeds the fundamental value. There 

might be several reasons for why this could be the case and some of these can be found in other areas within 

the economic and finance field. More precise, topics related to Corporate Governance and Behavioral Fi-

nance provides possible explanations. This is discussed in the next section. 

7 PERSPECTIVE 

As mentioned in the previous section, we estimate the SAS share to be highly overvalued by the market. In 

this section, we seek to explain why this could be the case by introducing topics related to other economic 

and financial fields.  

 Corporate Governance: Ownership structure 7.1

In this section we discuss how the ownership structure can cause the market price to exceed the fundamental 

value. As mentioned in “Description of the company” SAS is owned by three Scandinavian governments. 

Sweden owns 21.4% of the shares while Denmark and Norway each own 14.3% of the shares. The remain-

ing shares are owned by both private and institutional investors. Except for one investor all the remaining 

investors own less that 2% of the shares.  
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According to Holderness (2003) the effect of ownership concentration on firm value is not clear. Blockhold-

ers
15

 have an incentive to monitor management and hence increase firm value, but they also have an incen-

tive to consume corporate resources. However, Thomsen et al. (2006) argues that the prevalence of a block-

holder have a negative impact on firm value due to private benefits of control
16

. In the case of SAS the share 

seems to be overvalued and the company has several blockholders. Maury et al. (2005) study the relationship 

between several blockholders and firm value. Like Thomsen et al. (2006), they find that one large sharehold-

er has a negative effect on firm value due to private benefits of control. On the other hand, this article also 

finds that several large shareholders, and a more equal distribution of voting rights among them, can have a 

positive effect on firm value. 

One blockholder might exploit the company for private benefits but several blockholders are likely to moni-

tor each other which make it difficult for each blockholder to consume private benefits from the company. 

For several blockholders to increase firm value it is required that they do not form a coalition that cooperates 

on consuming private benefits from the company. In companies with three blockholders it is difficult for the 

blockholders to form coalitions and consequently the firm value is higher (Maury et al., 2005).  

Based on these considerations the presence of multiple blockholders might explain the overvaluation of SAS. 

However, the corruption of Scandinavian governments is very low (Porta et al., 2000). Thus, we find it un-

likely that the blockholders of SAS will exploit private benefits of control. For the same reason, we are reluc-

tant to conclude that the presence of three government blockholders can explain a large overpricing. 

In accordance, Laeven et al. (2007) find that the negative relationship between firm value and dispersion of 

ownership among different blockholders becomes less pronounced in economies with stronger investor pro-

tection. Thus, countries with strong legal systems and enforcement of laws are less prone to blockholder’s 

expropriation of minority shareholders. This is supported by Djankov et al. (2008). They argue that investor 

protection is closely tied to financial development and consequently highly developed stock markets de-

crease self-dealing significantly
17

. Thus, shareholders are protected by the legal system and do not need a 

certain ownership structure to protect them. Based on these considerations, the presence of multiple share-

holders could prevent self-dealing of blockholders and hence explain a potential overpricing, if the Scandi-

navian financial markets and legal systems had been less developed. However, Scandinavian has highly de-

                                                      

15
 Maury et al. (2005) define a blockholder as a shareholder who owns at least 10% of the shares. 

16
 Private benefits of control arise when blockholders use their voting power to consume corporate resources or to enjoy 

corporate benefits that are not shared with minority shareholders (Holderness, 2003). 

17
 Self-dealing arises when those who control a company can use their power to divert corporate wealth to themselves 

rather than sharing it with other investors (Djankov et al., 2008) 
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veloped financial markets and legal systems. Thus, we find it unlikely that investors are willing to pay over-

price for a SAS share because of the presence of multiple shareholders.  

It has to be mentioned though that the study by Maury et al. (2005) is based on the Finnish market and the 

results should therefore be applicable to the other Scandinavian markets. Thus, it cannot be ruled out that the 

presence of multiple blockholders contributes to explain a potential overpricing of the SAS share. However, 

based on these considerations, we do not find it possible to conclude it. 

It is possible that overpricing might rather be a result of the type of blockholders than the ownership concen-

tration. Some investors might find it comforting that governments are the main shareholders since it is ex-

pected that these shareholders to a large extent are able to prevent SAS from bankruptcy (cf. Discussion of 

results). However, as mentioned in the internal analysis, government ownership can also constitute a disad-

vantage due to the distressed state airline syndrome. 

In sum; we are reluctant to conclude that the ownership concentration can explain why the market price ex-

ceeds the fundamental price. It is possible though, that the overvaluation is related to the type of blockhold-

ers. However, a very large overpricing is hard to justify. In order to cast more light on the issue we investi-

gate whether a potential overvaluation can be explained by differences in belief among investors.  

 Behavioral Finance: Differences in belief  7.2

The basic risk-return tradeoff implied by CAPM has not been empirically confirmed. More precise, high risk 

stocks do not give the extra return that theory predicts they should (Black, 1972). This is supported by Friend 

et al. (1970) who find that high-risk portfolios have a poor performance while low-risk portfolios have a 

good performance.  

Hong et al. (2012) seek to explain this high risk, low return puzzle. They argue that high beta stocks are more 

exposed to overpricing than low beta stocks. The reason is that high beta stocks are more affected by macro-

economic factors and consequently they are more sensitive to disagreement than low beta stocks. Thus, when 

disagreement about common factors is high, investors’ payoff forecasts diverge more for high beta stocks 

than for low beta stocks. If investors are short sell constrained – for example for institutional reasons – only 

the optimists buy the high beta stocks while the pessimists are sidelined. Consequently, the market price will 

reflect only the belief of the optimistic investors. This creates overpricing of high beta stocks compared to 

low beta stocks. Thus, when disagreement about macro-economic factors is large, expected return initially 

increases but then decreases with beta. However, when disagreement is low CAPM holds and expected re-

turn increases with beta. The concept is roughly illustrated below.  
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Figure 16: CAPM and disagreement 

 
 

Source: Hong et al, 2012 

The poor empirical performance of high beta stocks is also investigated by Frazzini et al. (2011). They argue 

that investors who are constrained from using leverage overweight risky securities in their portfolio. Conse-

quently, demand for high beta stocks increases, causing prices to rise and they therefore generate lower re-

turn. 

These findings might explain a potential overpricing of the SAS share. In the section “WACC” we estimated 

beta to be 1.4. This is relatively high indicating that SAS is very sensitive to fluctuations in macro-economic 

factors. At the same time, disagreement about macro-economic factors in SAS’ main market is currently 

likely to be very large. According to Hong et al. (2012), aggregate disagreement is highly correlated with 

economic uncertainty. The preceding years SAS’ main market has been subject to large economic uncertain-

ty due to the financial crisis and financial instability in Southern Europe. Thus, the combination of a high 

beta stock and large disagreement among investors might explain the overpricing of a SAS share. If many 

investors are short-sell constrained only the optimists buy the stock. Consequently, only the belief of the 

optimists will be reflected in the price.  

It is possible though, that not only systematic risk is relevant in this context. SAS is currently subject to high 

unsystematic risk and the uncertainty related to this type of risk may enhance the phenomena just described. 

If investors strongly disagree about firm specific factors and hence about the future potential of SAS the 

overpricing effect might be boosted. Because many investors are unable to short sell, only the optimists buy, 

causing the price to rise.  Thus, while Hong et al. (2012) argue that uncertainty related to systematic risk is 

the main source to overpricing, we believe that also unsystematic risk is relevant in this context. Thus, high 

levels of both systematic and unsystematic risk might explain why we find the SAS share to be overvalued. 
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The explanation provided by Frazzini et al. (2011) is also relevant. If many investors are not only constrained 

from short selling but also from using leverage, the demand for high beta stocks – including the SAS stock – 

might increase, causing the price to rise even further.  

In sum; behavioral aspects of economic theory potentially cause the market price of SAS to exceed the fun-

damental value. 

  Sub-conclusion 7.3

Based on our DCF analysis and multiple analysis we estimated the SAS share to be overvalued. In this sec-

tion we discuss potential reasons for such overpricing. As regards the ownership structure, it is possible that 

the type of blockholders, namely governments, rather than the actual ownership concentration, contributes to 

explain a potential overpricing. Another potential reason is provided by differences in belief among inves-

tors. A high beta combined with high uncertainty can cause a share to be overpriced.  

8 Conclusion 

The purpose of this paper has been to estimate the fundamental share price of SAS AB with two different 

approaches; the discounted cash flow method and a relative valuation approach.  

In order to perform the valuation, we first examine the strategic and financial situation of SAS and the avia-

tion industry. We find that the industry is subject to low profit margins due to industry and market character-

istics. In Porter’s forces we explain how strong competitive forces put a downward pressure on profit mar-

gins. Especially competition from low cost carriers and high exit barriers are important determinants in this 

context. Furthermore, high bargaining power of customers and suppliers as well as competition from substi-

tute products contribute to an intense competitive environment. In the PESTEL analysis we discuss how SAS 

is affected by economic cycles and fluctuations in oil prices. Furthermore, the regulatory environment of the 

industry makes it difficult for especially European airlines to generate high earnings.   

These strategic challenges are reflected in weak financial key indicators for SAS. However, the main reason 

for the firm’s financial troubles has been very expensive collective agreements and strong labor unions. The 

cost reduction strategies Core SAS or 4 Excellence improved the financial situation of the firm. However, 

the true showdown with the fundamental problem did not succeed before the implementation of 4XNG in the 

fall 2012. With changed employment terms, SAS’ operating cost is reduced considerable and consequently 

the firm possesses a stronger competitive position.  

In order to perform a DCF valuation, WACC is determined. Beta is estimated by a combination of three 

methods: A historical regression beta, an analysis of fundamental risks and a bottom up approach. The re-
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gression approach provides us with a historical beta of 1.16. In the fundamental risk analysis, we find that 

SAS is subject to especially high operating risk, which leads to a beta of 1.15-1.4. In the bottom-up beta op-

erational risk and financial risk (illustrated by financial leverage) are included and a beta of 1.53 is found. By 

weighing each approach we estimate beta to be 1.4.  

In the further determination of WACC, Europe is chosen as the main market. This means that both the risk-

free interest rate and the market risk premium are based on the European market. Consequently, we obtain a 

risk-free interest rate on 2.01% and a market risk premium of 7.89%. Together with beta this gives a required 

return on equity of 13.06%. Based on SAS’ bond loans and the Swedish corporate tax rate, the after-tax cost 

of debt is estimated to be 10.53%. A target capital structure based on the European industry average is ap-

plied and WACC is determined to be 12.24%. 

The cash flow forecast is based on our expectations to the future development in the strategic and financial 

value drivers. The budget period is set to five years and is expected to cover the changes related to the im-

plementation of 4XNG. The terminal growth rate is estimated to 2.5%, mainly due to intense competition. 

Based on WACC and the cash flow forecast we obtain a fundamental share price of 4.60 SEK. Compared to 

the market price of 13.75 our DCF result indicates that SAS is highly overvalued. However, our analysis is 

subject to uncertainty such as subjective assumptions and expectations and for the same reason the result is 

tested in a sensitivity analysis. Here we measure the sensitivity of our result to changes in two essential vari-

ables, namely WACC and the terminal growth rate. The sensitivity analysis illustrates that the value is quite 

sensitive to changes in prerequisites. However, it also supports a share price above zero and below the mar-

ket price. Thus, also the sensitivity analysis indicates that the SAS share is overvalued by the market.  

In order to increase the reliability of our valuation, we also perform a relative valuation analysis. Because no 

firms are truly comparable a simple multiple approach has important shortcomings. Simple multiples do not 

take the driving forces behind the multiple into account and consequently differences in fundamentals be-

tween comparable firms are ignored. In order to control for differences in fundamentals we develop three 

regression models. A chosen multiple constitute the dependent variable while financial proxies for funda-

mentals enter the models as explanatory variables. Each regression model provides the same result, namely a 

share price of zero. Consequently, an overvaluation is supported but a going concern assumption is chal-

lenged. 

A value of zero contradicts our DCF result. A reason might be found in the ownership structure. In the fall 

2012 the government owners prevented a bankruptcy of the company. Thus, compared to competitors SAS 

might not be operating truly on market terms. This issue is not controlled for in our regression models. Thus, 

even though SAS’ fundamentals might not justify a going concern assumption, it is likely that SAS has a 
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future potential and hence a positive value when the interest of government shareholders is considered. Con-

sequently, our DCF result of 4.60 SEK per share becomes our best estimate of the fundamental value. 

Thus, based on our analysis SAS seems to be highly overvalued. A straight forward reason could be that the 

market expects a higher growth rate than we find to be realistic. Two other potential reasons are provided by 

theories related to Corporate Governance and Behavioral Finance. As regards Corporate Governance the 

presence of multiple large shareholders can prevent self-dealing and hence increase the share price. Howev-

er, because of very well-developed legal systems in Scandinavian we are reluctant to conclude that this can 

justify a very high overpricing. As regards Behavioral Finance, differences in belief among investor can 

cause a share to be overpriced when beta and disagreement among investors are high. This issue might pro-

vide a possible explanation for a potential overvaluation. However, we do not have evidence that this is actu-

ally the case, and consequently the exact reason for an overvaluation remains unknown. 
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10   Appendix 

Appendix A:  Abbreviations 

SAS AB SAS 

LCC Low Cost Carrier 

RI Residual income 

NOPAT Net operating profit after tax 

ROE Return on equity 

ROIC Return on invested capital 

FGEAR Financial gearing 

r Net financial expenses in percentage 

NIBD Net interest Bearing Debt 

FCFF Free cash flow to the firm 

CAPM Capital Asset Pricing Model 

WACC Weighted Average Cost of Capital 

NWC Net working capital 

E  Value of equity 

D Value of debt 

V Value of the company (D+E) 

EV  Enterprise Value (value of operating activity) 

U  Unlevered beta  

L  Levered beta  

t  Tax rate 

D/E  Debt/equity ratio  

βe Equity beta  

fr  Risk-free interest rate 

mr  Return on the market portfolio 

mR  Market risk premium 

er  Required return on equity 

dr  Required return on debt  
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Appendix B: Key Indicators and Formulas 

 

The key indicators are based on average balance sheet items (Elling and Sørensen, 2005).
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Appendix C: DuPont Pyramid – Decomposing ROE 

 

 

 

ROE:  Return on equity 

ROIC:  Return on invested capital 

OG:  Profit margin 

AOH:  Rate of turnover 

NDA:  Net operating assets 

DO:  Operating profit 

Source: Sørensen, 2009 
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Appendix D: Reformulated Financial Statements for SAS 
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Appendix E: Reformulated Financial Statements for Finnair  
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Appendix F: Reformulated Financial Statements for Norwegian 
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Appendix G: Growth in revenue 

 

 

 

 

 

  

2008 2007 2006

Traffic revenue

Passenger revenue 104% 105% 100%

Charter 94% 110% 100%

Mail and Freight 72% 82% 100%

Other 128% 91% 100%

Other operating revenue

In-flight sales 105% 104% 100%

Ground handling 106% 117% 100%

Technical 69% 85% 100%

Terminal and forward 99% 105% 100%

Sales 81% 102% 100%

Other 177% 116% 100%

Total revenue 105% 104% 100%
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Appendix H: Cost structure for Finnair and Norwegian 

Cost structure, Finnair 

 

Source: Own contribution (Finnair, 2013) 

 

Cost structure, Norwegian 

 

Source: Own contribution (Norwegian, 2013a) 

Fixed Emplyee benefit expenses 439.2      

Material and services 1,251.8   

Variable Materials and supplies for aircraft maintenance 55.1       

Variable Ground handling and catering charges 224.3     

Variable Fuels for flight operations 670.3     

Variable Expenses for tour operations 96.8       

Fixed Aircraft maintenance and service 110.1     

Fixed Data administration services 43.4       

Fixed Other items 51.8       

Other operating expenses 636.9      

Fixed Lease payments for aircraft 66.2       

Variable Rental of cargo capacity 18.4       

Variable Other rental of flight capacity 63.3       

Fixed Office and other rents 41.8       

Variable Traffic charges 226.0     

Variable Sale and marketing expenses 74.3       

Fixed IT expenses and booking fees 41.1       

Fixed Other items 105.8     

Fixed costs 899.4      

Variable costs 1,428.5   

Total costs 2,327.9   

Fixed / variable 0.63        

Fixed / total 39%

MEURType of cost Costs

Fixed Payroll 2,068,202       

Operational expenses 9,131,425       

Variable Sales and distribution expenses 274,954          

Variable Aviation fuel 3,740,508       

Fixed Aircraft leases 1,032,915       

Variable Airport charges 1,730,217       

Variable Handling charges 1,077,334       

Fixed Technical maintenance expenses 792,565          

Fixed Other operating expenses 482,932          

Fixed Other operating expenses 534,336          

Fixed costs 4,910,950       

Variable costs 6,823,013       

Total costs 11,733,963     

Fixed / variable 0.72                

Fixed / total 42%

NOK (1000)Type of cost Costs
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Appendix I: Regression output 

 

 

 

SAS: SUMMARY OUTPUT

Regression Statistics Regression Statistics

Multiple R 0,4760

R Square 0,2265

Adjusted R Square 0,2244

Standard Error 0,0752

Observations 366

ANOVA

df SS MS F Significance F

Regression 1 0,6021 0,6021 106,6056336 4,32936E-22

Residual 364 2,0560 0,0056

Total 365 2,6581

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept -0,0053 0,0039 -1,3510 0,1775 -0,0130 0,0024 -0,0130 0,0024

Regression beta 1,1646 0,1128 10,3250 0,0000 0,9428 1,3864 0,9428 1,3864

Norwegian: SUMMARY OUTPUT

Regression Statistics

Multiple R 0,4338

R Square 0,1882

Adjusted R Square 0,1860

Standard Error 0,0675

Observations 366

ANOVA

df SS MS F Significance F

Regression 1 0,3851 0,3851 84,3965 3,13846E-18

Residual 364 1,6608 0,0046

Total 365 2,0459

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0,0042 0,0035 1,1877 0,2357 -0,0028 0,0111 -0,0028 0,0111

X Variable 1 0,9313 0,1014 9,1868 0,0000 0,7320 1,1307 0,7320 1,1307
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Finnair: SUMMARY OUTPUT

Regression Statistics

Multiple R 0,4627

R Square 0,2141

Adjusted R Square 0,2119

Standard Error 0,0388

Observations 366

ANOVA

df SS MS F Significance F

Regression 1 0,149187572 0,149187572 99,139444 8,17486E-21

Residual 364 0,547756514 0,001504826

Total 365 0,696944086

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept -0,00323 0,00203 -1,59123 0,112427 -0,00722 0,00076 -0,00722 0,00076

X Variable 1 0,57969 0,05822 9,95688 0,000000 0,46520 0,69418 0,46520 0,69418

Lufthansa: SUMMARY OUTPUT

Regression Statistics Regression Statistics

Multiple R 0,43384

R Square 0,18822

Adjusted R Square 0,18599

Standard Error 0,06755

Observations 366

ANOVA

df SS MS F Significance F

Regression 1 0,38508 0,38508 84,39648 3,1385E-18

Residual 364 1,66084 0,00456

Total 365 2,04592

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0,00420 0,00353 1,18768 0,23574 -0,00275 0,01114 -0,00275 0,01114

X Variable 1 0,93133 0,10138 9,18676 0,00000 0,73197 1,13069 0,73197 1,13069
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Ryanair: SUMMARY OUTPUT

Regression Statistics

Multiple R 0,32569

R Square 0,10607

Adjusted R Square 0,10362

Standard Error 0,05097

Observations 366

ANOVA

df SS MS F Significance F

Regression 1 0,11219 0,11219 43,19145 1,72149E-10

Residual 364 0,94548 0,00260

Total 365 1,05766

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0,00258 0,00267 0,96870 0,33334 -0,00266 0,00782 -0,00266 0,00782

X Variable 1 0,50269 0,07649 6,57202 0,00000 0,35227 0,65311 0,35227 0,65311

EasyJet: SUMMARY OUTPUT

Regression Statistics Regression Statistics

Multiple R 0,40992

R Square 0,16804

Adjusted R Square 0,16575

Standard Error 0,05685

Observations 366

ANOVA

df SS MS F Significance F

Regression 1 0,23763 0,23763 73,51924 2,89513E-16

Residual 364 1,17650 0,00323

Total 365 1,41413

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 0,00405 0,00297 1,36282 0,17378 -0,00179 0,00990 -0,00179 0,00990

X Variable 1 0,73160 0,08532 8,57434 0,00000 0,56381 0,89939 0,56381 0,89939
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Appendix J: Leverage and riskiness of equity 

 

Leverage increases the variance in earnings per share and makes equity riskier. This is shown below. In bal-

ance sheet 1 the company is fully equity financed. When the value of assets changes by 10%, the value of 

equity also changes by 10%. However, when leverage increases, the volatility of equity also increases. This 

is shown in balance sheet 2, where the company is financed with 50% equity and 50% debt. In this case, 

equity changes by 20% when assets changes by 10%. Thus, leverage has an important impact on the overall 

riskiness of a company. 

 

 

 

 

 

 

 

 

 

 

 

Assets Liabilities Assets Liabilities

E = 100 E = 50

D = 0 D = 50

100 100 100 100

+10%  = 110 → +10% +10%  = 60 → +20%

A E A E

-10% = 90 → -10% -10% = 40 → -20%

Balance sheet 1 Balance sheet 2
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Appendix K: Derive formula for levered beta 
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Appendix L: Summarized explanation for forecasted key indicators 

 

Revenue growth: 

 

2013 

 

 

-4.5% 

 

The sale of Ground Handling and Widerøe and competition from mainly Norwegian 

affects revenue negatively. However, the full effect of the sale of Widerøe is still not 

reflected in revenue, since Widerøe is not expected sold before the second half of 

2013. In addition, a decrease in customer confidence and brand value might affect 

revenue negatively as well. 

 

2014 

 

 

-6.0% 

 

Since Widerøe is not expected sold before the second half of 2013 the full effect on 

revenue is largest in 2014. Furthermore, intense competition from especially Norwe-

gian affects revenue negatively. 

 

2015 

 

 

5.0% 

 

Revenue growth becomes positive due to increased competitiveness. The implemen-

tation of 4XNG has improved the cost structure and hence allowed SAS to reduce 

prices. Consequently, the number of passengers increases. Thus, in 2015 SAS gains 

market shares and as a result the revenue growth rate increase above market rates. 

 

2016 

 

 

4.5% 

 

A highly competitive environment, limits the growth possibilities for SAS and conse-

quently we expect the positive growth to diminish again already in 2016. Thus, the 

competitive advantages caused by 4XNG are relatively short term. 

 

2017 

 

3.5% 

 

For the same reason, the growth in revenue declines further in 2017 

 

Terminal 

period 

 

2.5% 

 

A positive growth rate is based on a going concern assumption. However, intense 

competition from mainly LCCs as well as high customer and supplier negotiation 

power and substitute products, limits growth possibilities in the terminal period. 

 

Operating expenses as % of revenue: 

 

2013 

 

 

97.29% 

 

4XNG is expected to reduce operating expenses with 3,000 MSEK. Since the effect 

of 4XNG is not expected fully implemented before 2015, the 3,000 MSEK is divid-

ed over the period 2013-2015. Thus, 1000 MSEK is subtracted from operating ex-

penses each year in 2013-2015. 

Furthermore, from 2013 fuel expenses are expected to decrease to the historical 

average of 8,189 MSEK because of a decrease in oil prices. In addition a more fuel 

efficient fleet contribute with a decline in fuel expenses of 50 MSEK each year.  

Because of a decrease in revenue, operating expenses as % of revenue increases. 
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2014 

 

 

100.80% 

 

Operating expenses decline further because of a decrease in operating expenses 

caused by 4XNG and reduced fuel expenses. However, because of a continued de-

crease in revenue, operating expenses as % of revenue increases. 

 

2015 

 

 

93.42% 

 

Operating expenses decline further because of a decrease in operating expenses 

caused by 4XNG and reduced fuel expenses. Likewise, revenue growth becomes 

positive. Consequently operating expenses as % of revenue declines. 

 

2016 

 

 

91.51% 

 

Operating expenses decline further because of reduced fuel expenses. Likewise, 

revenue growth is positive. Consequently operating expenses as % of revenue de-

clines. 

 

2017 

 

 

90.51% 

 

Operating expenses decline further because of reduced fuel expenses. Likewise, 

revenue growth is positive. Consequently operating expenses as % of revenue de-

clines. 

 

Terminal 

period 

 

90.51% 

 

Operating expenses growth with the same rate as revenue and operating expenses as 

% of revenue stays constant. This is a necessary assumption in the terminal period, 

in order to achieve a constant profit margin. 

 

Depreciations as % of non-current net operating assets 

 

2013 -

Terminal 

period 

 

10.70% 

 

The average depreciation level for the last 4 years is used as a reasonable estimate 

for depreciations in future periods.  

 

Profit marginSale (before tax) 

 

2013 

 

 

-3.18% 

 

In spite of a reduction in operational expenses, the profit margin from sale declines 

due to a drop in revenue. Thus, the negative effect from a decline in revenue domi-

nates the positive effect from a reduction in operational expenses. 

 

2014 

 

-6.68% 

 

In spite of a reduction in operational expenses, the profit margin from sale declines 

even more in 2014 due to a further decrease in revenue.  

 

2015 

 

1.23% 

 

The profit margin from sale becomes positive due to an increase in revenue and a 

drop in operational expenses. 
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2016 2.93% 
 

The profit margin from sale continues to increase due to an increase in revenue and 

a drop in operational expenses. 

 

2017 

 

3.82% 

 

The profit margin from sale continues to increase due to an increase in revenue and 

a drop in operational expenses. 

 

Terminal 

period 

 

 

3.82% 

 

The profit margin from sale becomes constant, meaning that operating expenses 

growth with the same rate as revenue. This is a necessary assumption in the termi-

nal period. 

Compared to historical levels, the profit margin has improved as a result of 4XNG 

and reduced fuel expenses. The key indicator stays low though, which is in accord-

ance with a highly competitive environment. 

 

Profit marginOther (after tax) 

 

2013 

 

 

2.10% 

 

Other operating profit not directly related to sale, includes the sale of subsidiaries, 

i.e. Widerøe, Ground Handling and other assets. A total price of approximately 

2,500 MSEK is expected. The assets are expected sold within the period 2013-

2015. For the same reason 2,500 MSEK is divided between 2013, 2014 and 2015. 

Thus, 833.3 MSEK is added to other operating profit (after tax) in the pro forma 

statements each year this period. 

The item “Share of income in affiliated companies” is expected to growth with an 

inflation rate of 2.5% each year from 2013 (e.g. Air Greenland). 

 

2014 

 

2.24% 

 

833.3 MSEK + “Share of income in affiliated companies” is added to other operat-

ing profit 

 

2015 

 

2.13% 

 

833.3 MSEK + “Share of income in affiliated companies” is added to other operat-

ing profit 

 

2016 

 

0.08% 

 

“Share of income in affiliated companies” is added to other operating profit 

 

2017 

 

0.08% 

 

“Share of income in affiliated companies” is added to other operating profit 

 

Terminal 

period 

 

 

0.08% 

 

“Share of income in affiliated companies” is added to other operating profit  

The profit margin from other operating profit becomes constant, meaning that other 

operating profit growth with the same rate as revenue. This is a necessary assump-

tion in the terminal period. 
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NWC/Revenue: 

NWC as % of revenue has been rather constant from 2009 to 2012, fluctuating around the average of -0.11. 

Since, we are not aware of any upcoming changes in the level of NWC we assume that this key indicator will 

stay unaffected in the coming years. Revenue is expected to undergo some changes, but NWC is likely to be 

adjusted to the development in revenue. Thus, we expect that NWC/Revenue will remain at the same level.  

Non-current net operating asset / Revenue 

 

2013 

 

 

0.55 

 

Non-current net operating assets decline as a result of the sale of Widerøe, Ground 

Handling and other assets, but the reduction is reduced because of an increase in 

operational leasing liabilities (transferred to the balance sheet). In addition, revenue 

is also expected to decline as a result of the sale Widerøe and Ground Handling. 

Consequently this key indicator remains at the same level as in 2012. 

 

2014 

 

0.55 

 

The same as in 2013. 

 

2015 

 

 

0.50 

 

With a decline in non-current net operating assets (caused by the sale of subsidiar-

ies) and an increase in revenue, the inverse rate of turnover is expected to decline; a 

small but positive improvement. 

 

2016 

 

0.52 

 

Non-current net operating assets increases due to a purchase of new aircrafts. Con-

sequently, the key indicator rises 

 

2017 

 

0.53 

 

The same as in 2016. 

 

Terminal 

period 

 

0.53 

 

The key indicator is expected to stay at the same level as in 2017. 

Non-current net operating assets growth with the same rate as revenue. This is a 

necessary assumption in the terminal period. 
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Appendix M:  ROE-R(E) and growth in revenue 

 

The P/BVE regression model includes “ROE – R(E)” and “growth in revenue” as independent variables. 

 

Source: Own contribution /SAS Group, Norwegian, Finnair, Lufthansa, Ryanair, Easyjet, 2013) 

 

ROE – R(E): 

- Regression betas are used for comparables (cf. Bottom up beta).  Beta for SAS is the same as the one 

used in the DCF analysis. 

- Return on equity is based on the market risk premium and the risk free rate, estimated in the section 

“WACC”. 

- R(E) is based on CAPM:  R(E) = Rf + Beta ∙ RM  

- ROE is based on the formula:  ROE = Net income / Shareholder equity 

Growth in revenue: 

- Growth in revenue from 2011 to 2012 

 

 

 

 

Rf 2.01%

RM 7.89%

Beta R(E) ROE ROE - R(E) Growth in rev.

SAS 1.40 13.06% -10.60% -23.66% 4.3%

Norwegian 0.93 9.36% 18.90% 9.54% 22.1%

Finnair 0.58 6.58% 1.50% -5.08% 8.5%

Lufthansa 0.93 9.36% 12.10% 2.74% 5.2%

Ryanair 0.50 5.98% 16.90% 10.92% 19.1%

Easyjet 0.73 7.78% 14.20% 6.42% 11.6%
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Appendix N: V/EBITDA regressed on WACC 

 

 

Source: Norwegian, Finnair, Lufthansa, Ryanair and Easyjet (2013)
18

 

 

 

 

As shown in the regression output the p-value is almost 100% while R
2
 is zero. Thus, against our expecta-

tions WACC does not explain any of the variation in the V/EBITDA ratio between firms. Furthermore, the 

sign on WACC is positive, which contradict our expectations. According to theory an increase in WACC 

should lead to a decrease in firm value. 

 

 

                                                      

18
 WACC is on an after tax basis. However, for Easyjet only the pre-tax WACC is reported and for the same reason the 

after-tax WACC is an approximation.  SAS’ WACC is calculated in the section “WACC”. 

 

WACC

SAS 12.24%

Norwegian 7.9%

Finnair 10.0%

Lufthansa 6.2%

Ryanair 7.7%

Easyjet 8.5%

Regression Statistics

Multiple R 0.0011

R Square 0.0000

Adjusted R Square -0.3333

Standard Error 5.2147

Observations 5

ANOVA

df SS MS F Significance F

Regression 1 0.0001 0.0001 0.0000 0.9986

Residual 3 81.5807 27.1936

Total 4 81.5808

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 9.2335 15.4514 0.5976 0.5922 -39.9397 58.4066 -39.9397 58.4066

WACC 0.3635 189.5081 0.0019 0.9986 -602.7358 603.4628 -602.7358 603.4628
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Appendix O: Explanatory power of tax rates  

 

 

 

 

 

  

Regression Statistics

Multiple R 0.2920

R Square 0.0852

Adjusted R Square -0.2197

Standard Error 4.9875

Observations 5

ANOVA

df SS MS F Significance F

Regression 1 6.9541 6.9541 0.2796 0.6336

Residual 3 74.6267 24.8756

Total 4 81.5808

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 6.6441 5.4317 1.2232 0.3086 -10.6420 23.9303 -10.6420 23.9303

Effective tax rate 13.9555 26.3943 0.5287 0.6336 -70.0429 97.9538 -70.0429 97.9538

Regression Statistics

Multiple R 0.3114

R Square 0.0970

Adjusted R Square -0.2041

Standard Error 4.9555

Observations 5

ANOVA

df SS MS F Significance F

Regression 1 7.9101 7.9101 0.3221 0.6100

Residual 3 73.6707 24.5569

Total 4 81.5808

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 14.2181 9.0081 1.5784 0.2126 -14.4495 42.8858 -14.4495 42.8858

Corporate tax rate -20.8560 36.7475 -0.5675 0.6100 -137.8030 96.0909 -137.8030 96.0909
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Appendix P: ROIC and growth in revenue 

 

 

Source: Own contribution 

 

Growth in revenue: 

- Growth in revenue from 2011 to 2012 

ROIC: 

- 
capitalofBV

incomeNet
ROIC  19

 

 

 

 

 

 

 

                                                      

19
 Investopedia2013 

  BV of capital = Book value of equity + Book value of interest bearing debt  

Growth in rev. ROIC

SAS 4.3% -5.4%

Norwegian 22.1% 18.8%

Finnair 8.5% 0.9%

Lufthansa 5.2% 6.5%

Ryanair 19.1% 8.1%

Easyjet 11.6% 9.3%
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Appendix Q: P/EBITDA regressed on growth, D/E and ROE – R(E) 

 

 

 

Source: Own contribution 

 

Appendix R:  Growth and D/E 

 

 

Source: Own contribution 

 

  

Regression Statistics

Multiple R 0.9993

R Square 0.9987

Adjusted R Square 0.9946

Standard Error 0.2270

Observations 5

ANOVA

df SS MS F Significance F

Regression 3 38.2132 12.7377 247.2356 0.0467

Residual 1 0.0515 0.0515

Total 4 38.2647

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%

Intercept 4.5526 0.4826 9.4342 0.0672 -1.5789 10.6842 -1.5789 10.6842

Growth 36.1111 2.9656 12.1767 0.0522 -1.5703 73.7925 -1.5703 73.7925

D/E -3.9451 0.4968 -7.9408 0.0798 -10.2577 2.3675 -10.2577 2.3675

ROE - R(E) -10.9545 5.1528 -2.1259 0.2799 -76.4275 54.5185 -76.4275 54.5185

Growth in rev. Debt Equity D/E

SAS 4.3% 10,815.0 4,523.75 2.4

Norwegian 22.1% 5,717.3 6,345.8 0.9

Finnair 8.5% 589.9 394.7 1.5

Lufthansa 5.2% 7,108.0 7,070.0 1.0

Ryanair 19.1% 3,625.0 8,296.6 0.4

Easyjet 11.6% 957.0 2,998.5 0.3
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Appendix S: ANOVA table 

 

 


