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Abstract 
This thesis estimates the market value of equity in Norwegian Air Shuttle ASA as of December 

31st, 2019. All the information applied are based on publicly available information. Norwegian 

is traded at Oslo Stock Exchange under the ticker NAS and throughout the last couple of years, 

they have grown to become one of the biggest airline companies in Europe. However, they have 

struggled to earn a profit lately. Thus, the purpose of this thesis is to estimate the fundamental 

value of the firm by estimating future cash flows, discounted back to present value, using the 

weighted average cost of capital. Hence, through the free cash flow to the firm approach 

(FCFF). 

 

The valuation starts with a strategic- and financial analysis of the industry and the chosen case 

company. The information found in these analysis’ provide a solid foundation to estimate future 

cash flows for the company. Future revenues were estimated using key operating figures within 

the industry. Operating expenses were calculated using a sales-driven approach. This except the 

expense of aviation fuel, which is highly volatile and needed a better estimate. Thus, a linear 

regression on crude oil and jet fuel was performed in order to derive a sensible aviation fuel 

cost. Furthermore, to find the final value of one Norwegian share the weighted average cost of 

capital was estimated at 7.54 percent. In order to test the result of the valuation a sensitivity 

analysis was conducted to see how small changes in key value drivers would affect the valuation 

estimate. The analysis unveiled that the value estimate was sensitive to changes in the cost of 

capital, the growth rate, and the oil price. Following the sensitivity analysis, a relative valuation 

was performed to further stress test the value estimate. This valuation based on multiples, 

revealed that Norwegian was undervalued compared to peers. However, the chosen peers have 

different risk characteristics than Norwegian. Thus, not viewed as truly comparable, and the 

results therefore support the value estimate from the discounted cash flow model.  

 

The thesis has several limitations, one of them is the assumption that Norwegian can refinance 

their debt going forward. Norwegian is found to be a very risky investment, and external factors 

might have significant effect on the company. Discounting the estimated cash flows yielded a 

value estimate of NOK 37.45 per share. This is very close to the share price Norwegian traded 

on at the last day of trading in 2019. The share price of Norwegian closed on NOK 37.75 on 

December 30th, 2019. Thus, a “watch” recommendation is given. 
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1. Introduction 
This preliminary section will present the motivation and background for the chosen case, the 

research question, limitations, and a thorough explanation of the structure of the thesis. 

 

1.1 Motivation 
Norway is mostly known for its petroleum- and salmon export. However, in recent years, a 

company which holds its country’s name, Norwegian Air Shuttle ASA, hereby Norwegian, has 

become a world known player in the global airline industry. In fact, Norwegians have this 

airline to thank for considerably lower priced airline tickets (Johnsen, 2019). Their journey has 

been an adventure. During their 25-year-old history, three propeller aircraft has become 500 

routes, 150 destinations and 37 million of travelers worldwide (Johnsen, 2019). In fact, this 

year, they were awarded the most innovative company in Norway (Norwegian, 2019a). 

Nevertheless, their extreme international growth strategies have had a price which is now 

catching up with them (Johnsen, 2019). The company is heavily leveraged, and the stock price 

has plummeted. Thus, people have been questioning Norwegian´s survival, and as a result the 

company has taken several steps to move their strategy from growth to profitability (Asquith, 

2019; Norwegian, 2019c). In sum, this makes a very interesting case. Hence, to apply the 

knowledge acquired at Copenhagen Business School to perform a fundamental valuation of 

Norwegian could prove especially valuable. This both for future personal investments and 

professional life. Additionally, I think several different stakeholders such as investors, 

employees, customers, and others who are interested in the aviation sector, may find this thesis 

worthwhile. Personally, I find this industry and topic very interesting. 

 

1.2 Research question 
The share price of Norwegian has fallen approximately 65 percent in 2019 (Oslo Børs, 2019a). 

With several uncertainties surrounding the airline today, it is reasonable to seek an answer to 

the following research question: 

  

“What is the intrinsic value of one Norwegian Air Shuttle ASA (NAS) share as of 31.12.2019?” 
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1.3 Limitations 
There are numerous limitations to this thesis. One of the main limitations is the chosen valuation 

date. The reason for this can be divided into two parts. First, by the end of the year, the company 

had a 4.8 percent equity ratio according to the fourth quarter report (Norwegian, 2020a). The 

winter months are normally recognized as low season for the industry and news regarding the 

company can have a great effect on the stock price. Norwegian are in discussions with both 

Boeing and Airbus regarding their future fleet commitments, and they are also discussing a 

compensation from Boeing regarding the grounded MAX fleet. These commitments and 

compensations might have a substantial impact on the price of equity. 

 

Secondly, also on the 31st of December 2019, the Health Commission in Wuhan, China, 

reported about a cluster of cases of pneumonia. 4 days later, the World Health Organization 

(WHO) first reported about the outbreak. WHO labeled the coronavirus as a pandemic on 

March 11th, 2020. (WHO, 2020) The virus has now spread across the world, infecting millions, 

lead to the death of several hundred thousand, and has affected everyone. Countries has closed 

their boarders and restricted inhabitants to travel. The international airline industry has been hit 

with an unprecedented crisis which they have never seen before. According to ICAO (2020), 

international air transport will be reduced between 33 and 74 percent in 2020 compared to last 

year. Airlines are for many countries and their inhabitants crucial for their infrastructure, and 

many governments are now stepping up to the rescue with loans and financing for the industry. 

 

Norwegian will also receive financing from their respective government, but there are demands 

which needs to be met. One of the demands is that Norwegian raises their equity share, and the 

company has presented a proposition where debtholders are requested to convert some of their 

debt to equity. This will wipe out most of the value for existing shareholders, who will remain 

approximately 5 percent ownership of the company after the restructuring. There is no 

guarantee that Norwegian will make it through this crisis. No one knowns how long this 

situation will last for, and when things will get back to normal. When there is so much 

uncertainty in the industry, and there is no demand or revenues, it is hard to value anything. I 

have therefore chosen not to include any information regarding the company after my cut-off 

date which is 31.12.2019, that means the effect of COVID-19 is not considered in this valuation. 

I recognize this as a major limitation of this thesis. 
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In addition, it is also important to mention that the value estimate is highly dependent on the 

chosen assumptions. According to Petersen, Plenborg & Kinserdal (2017) the fundamental 

value of any asset is calculated as the future income generated by that asset, discounted back to 

the present value. The discount factor considers the time value of money and the risk associated 

with that income. Thus, future estimates of cash flow, and the discount rate chosen will have a 

significant effect on the value estimate. (Petersen, et. al., 2017) Therefore, I recognize that 

different assumptions regarding future cash flows and the discount rate would lead to different 

value estimate. Valuations requires a lot of judgement and are only perfect in hindsight. The 

forecasts and assumptions are based on research and theory and stated in the thesis.  

 

1.4 Structure 
The first part of this thesis is separated into three different chapters (1, 2 and 3). Chapter 1, as 

read, explains the motivation for the chosen case, presents the problem formulation and research 

question, in addition to stating some limitations and presenting the thesis structure. The second 

chapter provides general information about the case company and industry, whilst chapter 3 

presents and discusses relevant theory and approaches to be applied to solve the chosen research 

question. Part two analyzes external and internal factors and is separated into two chapters (4 

and 5). Chapter 4 includes a strategic analysis, where the PESTLE model is applied to analyze 

the macro-environment, the Porter’s five forces framework to analyze the profitability of the 

case industry and the VRIO framework to analyze the internal resources and capabilities of the 

case company. The findings in the strategic analysis will be summarized in a SWOT model at 

the end of the analysis. Chapter 5 includes a financial analysis of the case company where 

historical income statements and balance sheets will be presented. Additionally, some key 

performance indicators will be introduced and presented. The third and final part (6, 7, 8 and 

9) of this thesis focuses on the future of the case company and will present the final value 

estimate. Thus, chapter 6 includes forecasting of future cash flows, chapter 7 develops these 

forecasts into a value estimate through the discounted cash flow to firm approach, chapter 8 

includes a sensitivity analysis of the results and in chapter 9 a relative valuation is conducted. 

And lastly, the final chapter 10 concludes the thesis, provides recommendations, and answers 

the research question. 
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Figure 1: Thesis Structure  
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2. Presentation of case company and industry 
This chapter includes a short presentation of the airline industry and Norwegian. This, with a 

focus on both historical and current data. A more in-depth evaluation of external and internal 

factors will, as stated under structure follow in chapter 4. 

 

2.1 The airline industry 
The airline industry is transporting passengers and cargo all around the world, at a continuously 

growing scale. In 2017, 4.1 billion passengers travelled by airplanes, and the annual growth rate 

in passenger air traffic increased by 8.1 percent (IATA, 2019). Business models are also 

constantly evolving, and the industry has experienced innovation and continuous 

improvements, which have made travelling by air affordable and accessible for almost 

everyone. This has increased the market demand, which is benefiting both existing and new 

airline companies. (Taneja, 2017) 

  

The growth within the industry has been enabled by both technological innovations and 

deregulation. The first commercial jet aircraft were introduced in the 1950s, followed by wide-

body jets in the 1970s. In this same time period, the airline industry was heavily regulated, and 

technological improvements and government policy were more important than profitability and 

competition. The economic deregulation of the industry started in the United States (U.S.) in 

1978, and in the European Union (E.U.) in 1992. Before this, the prices were high, and 

competition low. Thus, because countries saw the success that the U.S. had with their economic 

deregulation, most of the world is now liberalized when it comes to the economic regulation of 

the industry. (Belobaba, Odoni, & Barnhart, 2009; European Commission, 2019d) This in 

combination with a world that has become more and more interconnected, has increased both 

the number of air cargo and passenger figures, and thus improved the industry's financial 

performance. Since 2009, the commercial airline industry has seen an annual growth rate of 

around 5.9 percent. Globally, in 2020, the sector is expected to generate 872 billion U.S. dollars 

in revenue. (Mazareanu, 2019) 

 

The commercial airline industry is usually categorized into two different segments. There are 

carriers which are defined as full-service carriers (FSC) and low-cost carriers (LCC). The 

original business model of Low-Cost Carriers (LCC) is to have low operating costs, fly point-
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to-point and let the customer order their own tickets. FSC’s have been around for a longer time, 

are often facilitated by their government, and offer global services through hubs and alliances. 

Additionally, they offer a wider price-service offering, from basic economy all the way to first 

class suites where passengers have their own butler. The FSC’s are feeding traffic into their 

hubs, which customers can travel through to get to their final destination. In that way, more 

people can access the hubs by their local airport, which increases the accessibility for the public, 

while the carriers can offer more departures through their hubs and increasing the load. (Taneja, 

2017) Nonetheless, the lines between FSC and LCC are becoming more blurred every day. 

LCC’s most often offer unbundled fares. Thus, just a ticket for a seat and a carry-on. However, 

most often the passenger can then add luggage, seat selection, priority boarding, food, etc. to 

upgrade their ticket. Additionally, some LCC’s, e.g. Norwegian offer premium cabins with 

better seats, service and lounge access on their long-haul routes. The FSC’s has also introduced 

basic economy fares in order to withstand the competition from price-sensitive customers. 

 

As stated, the competition in the industry is hard. Hence, even though the industry has 

experienced immense growth in the last 20 years, it is a tough market to be in. With fluctuating 

oil prices, fierce competition and political uncertainty, several airline companies have gone out 

of business during the last couple of years. This especially goes for the European airline 

industry, which has a proven lower profitability compared to the industry in North America, 

and there are several airlines here that are under financial distress (CAPA, 2018; Ryanair, 

2018). The airline industry in Europe is very fragmented, and even though the industry is 

reporting record breaking profits, as of late numerous airlines have failed or been taken over 

(Pearce, 2019).  

 

According to Pearce (2019), more than half of the profit in the European airline industry is 

generated by large carriers which he calls “the big four”. The big four are IAG, Air France-

KLM, Lufthansa and Ryanair. Moreover, Pearce (2019) states the three big airline groups (IAG, 

Air France-KLM & Lufthansa) is not dependent on their profits from flights within Europe. 

Their main profit is collected on long-haul routes, especially over the North Atlantic, where 

airlines have established antitrust immunity joint ventures for their alliances. The joint ventures 

were granted due to the Open Skies agreements which makes it easier for new competitors to 

establish themselves when yields are good. Two competitors who have challenged the alliances 
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over the Atlantic are Norwegian and WOW. (Pearce, 2019) WOW is now bankrupt and have 

ceased operations, and Norwegian have been through a lot of financial uncertainty. Bjørn Kjos, 

the former CEO of Norwegian, stated in the Q1 report (2019) that the development in long-haul 

was stronger than short-haul. This message has been repeated under the following quarterly 

reports by acting CEO Geir Karlsen. 

 
Figure 2: European Airline Operating Profits and Size of Revenues (Pearce, 2019) 

 

2.2 Presentation of Norwegian Air Shuttle ASA 
Norwegian is an LCC from Norway with headquarters located in Fornebu, Oslo. They operate 

short-haul routes in Europe, and long-haul routes between Europe and North America, South 

America, Northern Africa, and Asia. The company has grown from a small regional carrier to 

the world’s 5th largest low-cost carrier and employ over 11,000 people. (Norwegian, 2019f) 

 

History 

Norwegian was founded in 1993. Initially, when started, they were operating as a subcontractor 

to the regional carrier Braathens S.A.F.E. on the west-coast of Norway. This cooperation lasted 

until 2002, when Braathens S.A.F.E. was bought by the competitor SAS. SAS then terminated 

the agreement which they had with Norwegian and the company decided to start their own 

national low-cost carrier in direct competition against SAS.  Following, in 2003 they went 

public on the Oslo Stock Exchange and raised 250 million through the issuance of 7,812,000 

new shares. They first made a profit in 2005, where they showed a 63 percent revenue growth. 

Norwegian then expanded in the Nordics and northern Europe, opening bases in Poland, 

Stockholm, and Copenhagen. In 2012, they signed the biggest deal ever in European airline 

history, ordering 222 aircraft, including 22 Boeing 737-800, 100 Boeing 737 MAX-8 and 100 
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Airbus A320neo. Later, they made a deal securing a delivery of eight 787 Dreamliner’s for their 

long-haul operations. Thus, the following year, in 2013, the company started offering low-cost 

long-haul operations, in direct competition to established carriers out from London (Gatwick). 

Since then, they have expanded even further, opened additional routes and won several awards, 

including “Best Low-Cost Long-Haul Airline” and “Best Low-Cost Airline in Europe” issued 

by Skytrax. Hence, Norwegian has been one of the world’s fastest growing airline companies. 

(Norwegian, 2019j) 

 

Organizational structure 

Norwegian Group is divided into four business areas: people and services, aircraft operations, 

assets and financing, and other business areas. ‘People and services’ include the crew, airline 

and crew support and administrative. ‘Aircraft operations’ include Norwegian Air Shuttle ASA 

(NAS), Norwegian Air International Limited (NAI), Norwegian UK Limited (NUK), 

Norwegian Air Norway AS (NAN) and Norwegian Air Sweden AB (NSE) (Norwegian, 2019j). 

Bank Norwegian has been sold (NOFI) (Norwegian, 2019i). ‘Assets and financing’ include 

aircraft financing, leases ownership and the newly established joint venture with China 

Construction Leasing International (CCLI), a 100 percent subsidiary of China Construction 

Bank (CCB). Norwegian will hold a 30 percent share. (Norwegian, 2019d). The fourth business 

area ‘other business areas’ include holiday, cargo, reward and the brand (Norwegian, 2019j). 

 
Figure 3: The Organizational Structure of Norwegian (Norwegian, 2019j) 

 

Fleet 

Norwegian has one of the youngest fleets in the world. This equals higher fuel-efficiency and 

less travel time, which positions them as one of the most environmentally friendly carriers. 
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(Norwegian, 2019g) In total, the company has a total of 156 aircraft. Among them, 37 Boeing 

787 Dreamliner’s, 101 Boeing 737-800s and 18 Boeing 737 MAXs (Norwegian, 2019e). The 

latter are currently grounded as a result of a crash with 157 casualties in Ethiopia (Settæm & 

Tollersrud, 2019). The Dreamliner’s are used on long-haul routes while the Boeing 737’s is 

mainly used on short-haul routes in Europe and the Nordics. 

 
Figure 4: Operating Fleet (Norwegian, 2020a) 

 

Vision and strategy 

Norwegian Group’s overall strategy is “to become a global airline” and their vision is “to be 

the leading long-haul low-cost airline in Europe operating as the engine of global low cost 

growth, and dominating the Nordic short haul low-cost market” (Norwegian, 2019j, p. 96).  

Furthermore, their operational priorities are safety, service and simplicity and they believe in 

“affordable fairs for all” (Norwegian, 2019f). Looking forward, towards 2022, Norwegian has 

four strategic objectives: “be the preferred airline for customers seeking value for money”, 

“return to sustainable profitability”, “fortify position as the leading short-haul carrier in the 

Nordics”, and “build global low-cost alliance with our long-haul operation as the backbone” 

(Norwegian, 2019j, p. 97). 

 

Ownership structure 

Norwegian is publicly traded on the Oslo Stock Exchange, and the company is listed under the 

ticker NAS. The former CEO and founder of Norwegian Bjørn Kjos (HBK Holding AS) is the 

largest shareholder and owns 13.1 percent of the company, whilst Folketrygdfondet is the 

second largest with 5 percent.   
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Figure 5: Top 20 Owners (Norwegian, 2019c) 

 

Share Price Performance 

The figure below illustrates the company stock performance on Oslo Stock Exchange on a five-

year basis. As seen, the stock is very volatile. In 2019, the highest share price was 100.79 and 

the lowest 26.69. On April 12th, 2018, International Airlines Group (IAG) announced that they 

had bought a 4.61 percent ownership share in Norwegian. IAG confirmed that the investment 

was established to initiate discussions with Norwegian for a potential full offer on the company. 

(IAG, 2018) IAG later walked away from the deal, stating that Norwegian had not yet proven 

profitable with the long-haul low-cost business model, but stated that they had successfully 

proven that there exists a market from the customer side (IAG, 2019b). At this point, IAG had 

already started their own long-haul low-cost airline, Level, in 2017, which they now wish to 

grow organically.  

  

After the acquisition deal fell apart, Norwegian had to raise capital in the beginning of 2019, 

the second time in under one year. Bjørn Kjos, the CEO of Norwegian at that time, stated that 

the company had been through a very strong growth phase, and are now changing the strategy 

from growth to profitability. Norwegian will reduce its growth, shut down unprofitable routes, 

postpone investments, and focus on profitability. (DNB, 2019) Shortly after, the Boeing 737 

MAX crashed in Ethiopia. These events, together with the stretched balance sheet, partly 

explains Norwegian’s stock performance over the last two years. 
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Figure 6: Share Price Performance, last 5 years (Oslo Stock Exchange, 2019a) 

 

Market 

Norwegian is a global carrier and offer around 500 different routes, to more than 150 

destinations in Europe, North America, South America, North Africa, Middle East and Asia 

(Norwegian, 2019e). However, their main markets are the Nordics, Europe and the U.S. 

 
Figure 7: Route Network, long haul (Norwegian, 2019e) 

 

For a long time, revenues from Norway had the largest share of the company's revenue, however 

revenue from the U.S. market now holds this position. Currently, Norwegian offers 55 nonstop 

routes between Europe and the U.S. and has become the largest foreign carrier in New York 

and the largest European carrier in Los Angeles (Norwegian, 2019e: Norwegian, 2019k). 
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Figure 8: Revenue Split, by origin (Norwegian, 2019e) 

 

Cooperation 

During the last two years, Norwegian has initiated several new cooperative agreements. First, 

they entered an agreement with EasyJet in order to fill their long-haul operations from Gatwick 

(Høgseth, 2017). Second, they entered an interlining agreement with JetBlue, which allows 

“passengers on both airlines to book thru-flights across both networks in a single transaction” 

(Nikel, 2019, ¶10). Thus, Norwegian will be able to offer their passengers connections from 

Europe to several destinations in the U.S., Caribbean and Latin America with much less 

financial risk (Nikel, 2019). Third, as briefly mentioned under ‘organizational structure’, they 

established a joint venture with China Construction Leasing International (CCLI) (Norwegian, 

2019d). The purpose of the joint venture is “to finance, own and lease aircraft that Norwegian 

has on order. The agreement will strengthen Norwegian’s financials considerably” 

(Norwegian, 2019d, ¶1). 

 

2.3 Competitors/peers 
Norwegian has most of their hubs and operates mainly out of Europe (see figure 7). Therefore, 

their biggest competitors are located here. During the last couple of years, Norwegian has 

launched new long-haul low-cost routes where companies under the IAG umbrella operates. 

This is where three of the big four (Pearce, 2019) make their profits, partly due to lower 

competition and higher yields. Thus, IAG is one of their greatest competitors. EasyJet is one of 

the leading LCC’s in Europe, together with Ryanair. Hence, also big competition. In the 

Nordics, SAS is Norwegian’s main competitor. Based on this, the competitors, or peers applied 

as comparison in this valuation are the two mentioned LCC’s and FSC’s. The span of different 
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carriers, which have similarities to Norwegian in some ways are useful in the valuation of the 

company. 

 

SAS 

Scandinavian Airlines (SAS) is a traditional FSC which was formed from the Danish aviation 

company, the Norwegian aviation company, and the Swedish Intercontinental Air Traffic. The 

Danish aviation company was founded in 1918, and the three companies merged in 1946. In 

1957 SAS was the first airline to offer service around the world by flying over the North Pole. 

SAS was also one the founders of Star Alliance in 1997. (SAS, 2019) 

  

Today, SAS is one of the two biggest airline carriers in the Nordics. SAS flew 30 million 

passengers in 2018, had 157 aircraft in service and offered 288 routes. The two majority owners 

in SAS today is The Swedish Government and The Danish Government, with a 14.8 percent 

ownership each. (SAS, 2019) The Norwegian Government sold their stake in SAS in 2018 

(Nærings- og fiskeridepartementet, 2018). Their business model is to “make life easier for 

people who travel frequently to, from, and within Scandinavia by offering smooth flights for 

business and leisure travel” (SAS, 2019, p. 12).   

 

IAG 

International Airlines Group (IAG), is one of the largest airline groups in the world. In total, 

they have 573 aircraft, are flying to 268 destinations, and carry approximately 118 million 

passengers every year. The company is listed as Spanish and is traded at the London Stock 

Exchange and the Madrid Stock Exchange. Their vision is to be the world’s leading airline 

group, and to maximize sustainable value creation for their shareholders and customers. (IAG, 

2019a) 

 

The group is the parent company of several airlines, including Aer Lingus, British Airways, 

Iberia, Level, Vueling, Avios, IAGCargo and IAGGBS (IAG, 2019c). British Airways is an 

FSC and the largest of the ones mentioned. British Airways operates around 295 airplanes and 

carry more than 46 million passengers during a year. Moreover, they have a significant presence 

in London, which is the world’s largest international aviation market. Currently, they are also 

the number one European carrier across the North Atlantic. (IAG, 2019c) 
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EasyJet 

EasyJet is a European LCC known for short haul point-to-point travel (CAPA, 2019). Their 

focus is on developing strong positions on leading airports within Europe, and to fly “between 

airports people want to travel to with optimized frequency” (EasyJet, 2019b, ¶1) Currently, they 

operate out of 156 airports, fly to 33 countries and offer 979 different routes (EasyJet, 2019a). 

In 2018, they initiated a new strategy with a promise to be “seamlessly connecting Europe with 

the warmest welcome in the sky” (EasyJet, 2018). The company is listed on the London Stock 

Exchange under the ticker EZJ and their headquarters is in the United Kingdom. 

 

Ryanair 

Ryanair is an Irish LCC, currently ranked as Europe’s largest airline group (Ryanair, 2019a). 

Their business model is LC short haul point-to-point, and they operate mainly out of Europe 

(Ryanair, 2018). In 2017, they were the first airline to have carried over 1 billion customers. 

Currently, they carry over 153 million passengers a year, from 86 bases, to over 200 

destinations. Daily they fly more than 2,400 flights. Moreover, they have a fleet consisting of 

a total 430 aircraft. (Ryanair, 2019a) The company seeks to offer low fares which increases 

passenger traffic, while at the same time focus on cost-containment and operating efficiencies 

(Ryanair, 2018). Their objective is to be “Europe’s biggest scheduled passenger airline, 

through continued improvements and expanded offerings of its low-fares service” (Ryanair, 

2018, p.74). 
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3. Theory 
In this chapter, applied theory and methods will be presented and thoroughly explained. First, 

relevant theory and methods are discussed. Second, the choice of theory and methods are 

stated. And finally, the valuation framework is explained. 

 

Several points need to be considered when performing a valuation. According to Penman 

(2016), a valuation must be in accord with well-established theory of finance, but at the same 

time be practical. These features of a valuation are both important aspects in order to arrive at 

a solution. Additionally, he mentions a third important point which relates to the importance of 

good accounting. “The quality of a valuation model is judged by the quality of the accounting 

it employs, and improvement in valuation comes with improvement in the accounting” (Penman, 

2016, p.5). In sum, the choice of valuation approach is one of several important steps when 

valuing a company. 

 

There are numerous valuation models available to use (Petersen, et. al., 2017; Damodaran, 

2012; Penman, 2013). Damodaran (2012) presents three general approaches: discounted cash 

flow valuation, relative valuation, and contingent claim valuation. The discounted cash flow 

approach is also often referred to as fundamental valuation. The approach provides the 

foundation which all other valuation approaches are built upon. Thus, if an analyst understands 

this approach, he or she will be able to understand the other approaches. (Damodaran, 2012) 

The three different approaches to valuation are briefly explained in the section below.   

 

3.1 Discounted Cash Flow Valuation 
The basis behind the discounted cash flow (DCF) approach is that the value of any asset can be 

calculated as the present value of the expected future cash flow that the asset will generate 

(Damodaran, 2012). 

Value =  
𝐶𝐹

(1 + 푟)  

 

Where,  n  = Life of the asset 

  𝐶𝐹   = Cashflow in period t 

  r = Discount rate 
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The expected future cash flows are discounted with the discount rate r, which reflects the 

riskiness of the future cash flows. The riskier the future cash flows are, the higher the discount 

rate. When the cash flows are discounted, the sum of all future yearly cash flows make up the 

assets total value. Therefore, the discount rate is so important. If the discount rate is set too low, 

the value of the asset will be high, and the price will not accurately account for the risk 

associated with the future cash flows. Damodaran (2012) states that the best way to value an 

assets intrinsic value is to be unbiased, forecast the future cash flow from the information 

available and discount at the right rate. Market price on assets fluctuates, and by performing 

unbiased valuations, one can buy assets which are priced low, hoping that the market price will 

converge in the future.  

 

Damodaran (2012) stresses that there are thousands of discounted cash flow models in 

existence, however that they only vary in a couple of dimensions. Petersen et. al. (2017) 

emphasize and specify the discounted cash flow model in two ways. One approach estimates 

the enterprise value, while the other estimates the equity value. Thus, the discount rates are 

different under each (Damodaran, 2012). Another type of equity valuation is the dividend 

discount model. This is the foundation of which the other discounted cash flow value 

approaches are built upon. Here the value of equity is the present value of expected future 

dividends. (Damodaran, 2012) This approach will not be elaborated further as it is not deemed 

as a relevant choice of method for this company. 

 

Free Cash Flow to Equity Holders (FCFE) 

The free cash flow to equity holders (FCFE) path to valuation value the equity stake in the 

business and is acquired by discounting expected cash flows to equity at the cost of equity 

(Damodaran, 2012). Thus, the FCFE model is specified as (Petersen et al., 2017): 

Market value of equity =  
𝐹𝐶𝐹𝐸

(1 + 푟 )  

Where,  𝐹𝐶𝐹𝐸   = Free cash flow to the equity in the time period t 

  푟    = Investors required rate of return 
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The FCFE approach can also be specified as a two-staged model: 

Market value of equity =
𝐹𝐶𝐹𝐸

(1 + 푟 ) +
𝐹𝐶𝐹𝐸

푟 − 푔
×

1
(1 + 푟 )  

Where,  g  = growth rate 

 

Free Cash Flow to the Firm (FCFF) 

While the FCFE path to valuation value only the equity stake in the business, the free cash flow 

to the firm (FCFF) value the entire business. Thus, this path includes not only equity, but also 

other claimholders in the firm such as bondholders or preferred stockholders. By discounting 

expected cash flows to the firm at the weighted average cost of capital (WACC), the value of 

the firm is acquired (Damodaran, 2012). WACC is “the cost of the different components of 

financing used by the firm, weighted by their market value proportions” (Damodaran, 2012, 

p.14). Thus, if an infinite cash flow stream exists, the discounted cash flow model is given as 

(Petersen et al., 2017): 

Enterprise value =  
𝐹𝐶𝐹𝐹

(1 + 푊𝐴𝐶𝐶)  

where  𝐹𝐶𝐹𝐹   = Free cash flow (after tax) to the firm in the time period t 

  WACC = Weighted average cost of capital 

 

The FCFF approach can also be specified as a two-staged model: 

Enterprise value =
𝐹𝐶𝐹𝐹

(1 + 푊𝐴𝐶𝐶) +
𝐹𝐶𝐹𝐹

푊𝐴𝐶𝐶 − 푔
×

1
(1 + 푊𝐴𝐶𝐶)

 

 

The above stated formula calculates the enterprise value of the firm; however, it is necessary to 

deduct the market value of net interest-bearing liabilities from this estimated value in order to 

acquire an estimate of the equity value. (Petersen et al., 2017)   

 

3.2 Relative Valuation 
The second approach presented by Damodaran (2012) is relative valuation. This approach 

values an asset by looking into prices of comparable assets and is standardized by common 

variables such as earnings, cash flows, book value or revenues. (Damodaran, 2012) Thus, the 

value of an asset is derived from the value of a comparable asset. On this notion, relative 
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valuation is known for being less time consuming compared to discounted cash flow models, 

and the approach is therefore also the most frequently used in practice. (Damodaran, 2012) 

However, Petersen et al., (2017) argues that multiples are just as time consuming and 

complicated as the discounted cash flow approach as multiples can be derived from the dividend 

discount model. 

 

When performing a relative valuation, there are several types of multiples available to use 

(Damodaran, 2012). However, the most common are the following: P/E, P/B, EV/EBIT, 

EV/Revenue and EV/EBITDA. Price to earnings (P/E) is one of the most well-known ratio and 

is “a multiple expressing the price to earnings ratio reflects the opinions of investors and how 

much they are willing to pay for earnings in a firm or an industry” (Petersen et al., 2017, p. 

327). Thus, multiples can be useful as complementary information to the discounted cash flow 

approach, as this strongly rely on the expectations of the analyst performing the valuation 

(Petersen et al., 2017). 

 

3.3 Contingent Claim Valuation 
The contingent claim valuation applies option pricing models to measure the value of assets 

that share option characteristics, thus is also sometimes referred to as the option-based approach 

(Damodaran, 2012; Petersen et al., 2017). Because of the complexity and challenges of 

providing reliable estimates, this approach is rarely used in practice (Petersen et al., 2017). 

 

3.4 Chosen Valuation Approach 
As discussed, there are several valuation approaches that could be applied in this thesis. 

Petersen et al. (2017) presents a set of criteria when evaluating different valuation approaches: 

precision (unbiased estimates), realistic assumptions, user-friendly and understandable output. 

Thus, the valuation must yield an unbiased estimate, be based on realistic assumptions, and be 

user-friendly and yield understandable output (Petersen et al., 2017). The discounted cash flow 

approaches yield unbiased estimates; however, they are time consuming and the generated 

estimates are sometimes hard to communicate (Petersen et al., 2017). The relative valuation 

approach on the other hand is less time consuming, however can yield biased estimates. This 

because multiples can be easy to misuse and manipulate. Although discounted cash flow 
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valuation can also have a potential for bias, the one applying this approach is forced to be 

explicit with their assumptions in order to determine the final value. (Damodaran, 2012)  

 

Ideally, one should apply several valuation approaches in order to derive at a good estimate. 

“By using two or more equivalent valuation approaches, the analyst ensures that valuation is 

unbiased in the sense that it does not contain any technical errors” (Petersen et al., 2017, p. 

297). However, due to time constraint and page limitation this valuation cannot include more 

than two approaches. A combination of the discounted cash flow and relative valuation 

approach could be sensible, as Petersen et al. (2017) suggest that they complement each other. 

Additionally, applying two approaches, is better than one, and will strengthen the result. 

Moreover, Petersen et al. (2017) state that several surveys have identified that a combination 

of the two approaches are favored by practitioners when valuing a company and that they are 

applied in almost every case. 

 

3.5 Fundamental Valuation Framework 
The structure of the fundamental valuation will be according to Penman’s (2013) framework. 

He separates the process into five steps: “Knowing the business”, “Analyzing information”, 

“Developing forecasts”, “Converting the forecast to a valuation” and “The investment decision: 

Trading on the valuation”. The different steps are presented below. 

  

Step 1 - Knowing the business: in this step the analyst develops an understanding of the 

company in question. This by looking into different aspects such as the company’s products, 

knowledge base, competition, regulatory constraints, and management. (Penman, 2013)  

 

Step 2 - Analyzing information: following step two, the analyst now has some background 

knowledge of the company. Thus, in order to value the company’s strategy, the goal further is 

to analyze information about the business. This is done by looking at several different sources, 

both external, internal, qualitative and quantitative. Qualitative information includes features 

such as customer tastes, technological change, and the quality of management, whilst 

quantitative information includes analyzing elements in financial statements, such as sales cash 

flows and earnings. An important element in this step is to efficiently separate relevant from 

irrelevant information and dissect financial statements so that they are ready for forecasting. 
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(Penman, 2013) Thus, this step of the valuation is the strategic and financial analysis found in 

chapter 4 and 5.   

 

Step 3 - Developing forecasts: according to Penman (2013, p. 85), this step has two phases, one 

“specify how payoffs are measured” and two “forecast the specified payoffs”.  The validity of 

the valuation depends on how the payoffs are measured. Thus, which payoffs to forecast is an 

important design issue that needs to be settled. (Penman, 2013) The forecasting is conducted in 

chapter 6.  

 

Step 4 - Converting the forecast to a valuation: in this step the valuation itself is made. The 

forecasted streams of expected payoffs are discounted for the time value of money and risk 

(Penman, 2013). The discounted rate, or weighted average cost of capital (WACC) is computed 

and a terminal value is set. The final value estimate is found in chapter 7. 

 

Step 5 - The investment decision: Trading on the valuation: in the final step, the estimated value 

is compared to the market price. Thus, based on the valuation a choice is made, whether to buy, 

hold or sell the stock. This step is found in the final chapter (10). 
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4. Strategic Analysis 
This section of the thesis includes an external and internal analysis. Thus, the macro-

environment, the industry, and the internal resources and capabilities of the company will be 

looked further into. The frameworks and models utilized are the PESTEL model, Porter's Five 

Forces and VRIO. The analysis will provide valuable information about factors which influence 

Norwegian’s future cash flow and risks (Petersen et. al., 2017). As a concluding remark, the 

information retained in the analysis will be summarized in a SWOT model and will lay the 

foundation together with the financial analysis in chapter 5, for the forecasts in chapter 6. 

 

4.1 Macroeconomic analysis - PESTEL 
The PESTEL model is a great tool to analyze the macro-environment. PESTEL categorizes the 

macro-environment into six factors: political, economic, social, technological, ecological and 

legal. The objective with a PESTEL analysis is to view both opportunities and threats in the 

macro-environment which can influence the organization. (Johnson, Whittington, Scholes, 

Angwin, & Regnér, 2017) 

 

4.1.1 Political and Legal 

The political element of PESTEL “highlights the role of the state and other political factors in 

the macro-environment” (Johnson et al., 2017, p. 35). The state can in many cases act as a 

customer, supplier, owner, or as a regulator of businesses. When reviewing political factors, 

civil society organizations are also important. Civil society organizations are organizations 

which can raise political issues, including political lobbyist, campaign groups, social media or 

traditional media. Political and legal factors are closely related; thus, I have chosen to merge 

the two factors. The legal aspect in the PESTEL analysis usually touches upon topics like labor, 

environmental and consumer regulation, taxation and reporting requirements, rules of 

ownership, competition laws and corporate governance (Johnson et al., 2017).  

 

The political environment and the state play an important role within the field of aviation. Open 

skies agreements or bilateral agreements for example, are negotiated between the respective 

countries' governments or by the European Union's politicians (U.S. Department of State, 

2016). The industry is heavily regulated through international agreements and there are laws 

which regulate safety, security, taxes and competition. These laws and regulations enforced on 
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airlines can have a significant effect on the industry. Recently, increased taxation on flights has 

been initiated by individual countries, which in turn can lead to lower demand, and higher prices 

for everyone. Consequently, this can pose as a risk, because a great deal of the growth within 

the industry has come from low priced airline tickets. 

 

Doganis (2010) also stresses that the aviation industry is highly regulated. Airline companies 

which fly internationally must follow domestic-, international- and bilateral rules and 

regulations. Bilateral agreements regulate the operation of air transport between countries, and 

the purpose of them is to control market access and market entry. Often, they include 

specifications on the number of carriers allowed to fly between two states, to which cities they 

can fly, and the allowed frequency on these routes. Today, bilateral agreements are still the 

fundamental part of how the industry is regulated, and over 1,500 of bilateral agreements are 

in existence. (Doganis, 2010) 

 

Within the European Union, airlines majority owned by E.U. investors can fly freely between 

the member states and to the city they desire. European airlines can also fly across the North 

Atlantic to any point in the United States because of an open skies’ agreement between the E.U. 

and the U.S. However, European airlines are not allowed to offer domestic flights within the 

United States, and they are not allowed to open subsidiaries or buy American airlines. When it 

comes to routes to Asian or African countries, only some carriers have the right to fly. Thus, 

sometimes European airlines might not be allowed to fly to a desired destination. Sometimes 

they get approval for one route, however they might have to share this permission with another 

carrier. (Doganis, 2010) For example, only some airlines can fly over Russian airspace on their 

way to Asia, which is by far the fastest route from Northern Europe.  

 

Expanding the route offerings to Asia over the Russian airspace have been a long-lived dream 

for Bjørn Kjos, the former CEO of Norwegian. Because of an old agreement between the Nordic 

countries and Russia, SAS is the only Scandinavian operator which can fly over Russian 

airspace (Aftenposten, 2018). However, Finnair, which is an airline from Finland has been 

granted over 80 overflights over Siberia a week and has experienced a significant growth on 

flights to Asia (Rosendahl, 2017). Flying over the Siberian airspace can save travelers of several 

hours, compared to airlines which do not have the same overflight rights as Finnair. The 
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Norwegian government has put collaboration with the Russian Federation on flying rights over 

their airspace as a focus area in their political platform for the next governmental period 

(Regjeringen.no, 2019). The Norwegian government has had meetings with Russia before, 

without coming to an agreement (Aftenposten, 2018). 

 

Because of its typography, Norway is a geographically challenging country. Especially, when 

it comes to infrastructure and the building of transportation options, such as roads and railroads. 

The country is long-stretched and there are inhabitants all the way from the south to north. 

Thus, the airline industry is a vital part of the infrastructure in Norway. The owner of 46 out of 

52 airports in Norway, Avinor AS, is fully owned by the state. The airports which are not 

economical sustainable gets subsidized by the larger airports which operates with a profit. The 

model is self-sustained, but the sitting government in Norway has increased their spending in 

infrastructure during their period, and even added extra funds to the aviation sector 

(Regjeringen, 2017). The Norwegian government sold their shares in SAS (Scandinavian 

Airlines) on the 27th of June 2018 (Regjeringen, 2018). As of today, Folketrygdfondet AS is 

the second biggest owner in Norwegian Air Shuttle ASA. This ownership is not a direct 

investment like the government had in SAS, but an investment under the mandate of the 

Norwegian Oil fund.  

 

The European Union has a single market when it comes to aviation, and its member states can 

as mention, freely fly between one another. Additionally, the union also negotiates on behalf of 

all its member states. In 2015, the European Commission (2015) launched a comprehensive 

strategy to develop the European aviation sector. The aviation sector is very important for 

economic growth, trade, jobs and mobility. After all, the airline industry connects the E.U. with 

the rest of the world. Thus, to strengthen the competitiveness and sustainability for the sector 

in Europe, the commission initiated the new strategy which sought to: improve market access 

by negotiating new E.U.-level agreements with several countries, provide more connections 

and better prices for passengers, explore new measures to address unfair commercial practices 

from third countries, and create investment opportunities with third countries based on mutual 

liberalization of ownership and control rules. (European Commission, 2019a) 
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An additional political factor affecting the airline industry today, is the current tension in the 

global political environment. As of today, the environment is highly uncertain. In the long run, 

governments have worked on promoting free trade, which can be seen through the 

establishment of the European Union and the World Trade Organization (WTO). However, the 

United States, European Union and the People’s Republic of China are in trade disputes over 

tariffs. The U.S has also put additional sanctions on Iran and North-Korea which adds additional 

political tension. There is an indication that the president of the U.S., Donald Trump, has been 

concerned about China’s economic growth and that he feels threatened China may overtake 

their position as the world’s largest economy. The U.S. put sanctions in place to succeed on 

their foreign policy and security (U.S. Department of the Treasury, 2019), and the president’s 

opinion is that Chinese companies have stolen intellectual property from American ones, and 

that the trade between the two nations has been unfair. The political uncertainty that comes with 

the trade war has made banks and financial institutions scared about a possible recession. 

However, the latest news is that a deal has been made and is set to be signed 15th of January 

2020 (BBC, 2019a). Thus, a political triggered recession is most likely avoided.  

 

Brexit is also an issue which has and is creating political tension. This may pose as a threat to 

the airline industry in Europe. “The UK has the largest aviation industry in Europe, and its 

geographical position in the network is key, with around 80% of all North Atlantic traffic 

passing through the UK or Irish controlled airspace. Changes to the relationship between the 

UK and the EU could potentially have considerable implications for all players in this 

important aviation market” (Taylor Airey, 2018, p.4). However, at this point after the no-deal 

scenario in 2019 E.U. and U.K has an agreement that things will continue to operate as normal 

(Norwegian, 2019b). Additionally, U.K. and U.S has agreed upon an open skies’ agreement for 

post-Brexit flights (BBC, 2019b). Agreements will now be conducted between the United 

Kingdom and individual countries or regions, and not on behalf of the European Union.  

 
4.1.2 Economic  

Economic factors are key macroeconomic indicators which affects how the company performs. 

Factors like currency exchange rates, interest rates, growth rates and unemployment rates have 

a crucial impact on organizations. (Johnson et al., 2017)  
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According to Doganis, R. (2010) the aviation business is very cyclical. The aviation industry is 

heavily affected by external economic factors like economic growth, the price of aviation fuel, 

and currency exchange rates. Thus, these factors will be discussed in this section. 

 

 
Figure 9: Economic Growth (European Commission, 2016, p. 23) 

 

Economic growth. The figure above shows the correlation of real GDP and available seat 

kilometers (ASK) offered by airlines. Gross Domestic Product (GDP) is a good indication to 

measure how much an economy produces every year. GDP is measured as the total value of 

final goods and services produced in a country in each period. If the GDP grows more than the 

prices of goods and services (inflation) that means that the economy is growing, this is called 

real GDP growth. (Callen, 2018) Thus, if the economy is doing well, so is the airline industry. 

 

The International Monetary Fund (IMF) describes in their World Economic Outlook (2019) 

that the growth was strong in 2017, as well as in the beginning of 2018 before the global 

economic activity started to slow down. According to IMF (2019) there are several reasons why 

the economic growth has slowed down. China’s growth has declined following regulatory 

tightening and trade tensions with the United States. Furthermore, the euro area has lost 

momentum due to lower consumer and business confidence. Trade tensions affects the business 

confidence and the sentiment in the financial markets. As a result of this, IMF expects that the 

growth in real GDP for the world to be 3.3 percent in 2019 and 3.6 percent in 2020. On regions, 

IMF forecast that the real annual growth in GDP for 2019 will be 1.6 percent for Europe, 2.2 

percent for North America, and 1.1 percent in South America. IMF’s predictions for 2020 is 

that the real GDP will grow 2.4 percent in South America, 1.9 percent in North America and 
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1.8 percent in Europe. Going forward to 2024, they expect the annual growth to level out around 

1.7 percent in Europe and North America, and 2.8 percent in South America. (IMF, 2019)  

  

The World Economic Outlook was published in April 2019, since then the trade war with China 

has increased, and the central bank of Germany has warned about negative GDP growth in their 

third quarter (Bøe & Bach, 2019). The industry sector in Germany is especially struggling, 

whilst the service sector is doing better (Høyland, 2019). High uncertainty in global trade can 

probably alter how the growth will be in the coming years.  

 

The growth in the Norwegian economy has been strong during the last couple of years, and 

according to the Monetary Policy Report from Norges Bank in June 2019, the economy is 

continuing its growth. Capacity utilization are somewhat over the normal level (unemployment 

going down) and inflation is a little bit higher than the target set by Norges Bank. Norges Bank 

(2019) expect that the growth in GDP in Norway will be 2.6 percent in 2019, and that general 

wages will rise in the following year.  

 

Johnson et al. (2017) argues that a key concept for analyzing the macro-economic trend is the 

economic cycle. According to Hofschire, Emsbo-Mattingly, Weinstein, & Dourney (2019) at 

Fidelity most developed nations are in the late economic cycle with a constrained upside for 

assets prices. The next step in the economic cycle is recession with falling activity, declining 

profits, the credit market dries up, and the central banks starts with policy easing. An airline 

which has maneuvered well in the past during economic crisis, is the low-cost, no-frills carrier 

Southwest (Doganis, 2010). This might be an indication that during crisis, businesses or 

customers choose the most affordable airline tickets when travelling. However, in total, fewer 

people will travel when the economy gets tough.  

 

Aviation fuel. A major component of an airline’s operating costs (Lim & Hong, 2014). Thus, 

changes in the aviation fuel price has a significant effect on airlines’ financial results. The 

aviation fuel price is strongly correlated with the price of crude oil as illustrated in figure 10 

below. This price is very volatile, which means that aviation fuel prices can also swing quite 

extensively. Consequently, fuel hedging is a common risk management tool among actors 

within the industry (Lim & Hong, 2014). 
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Figure 10: Jet fuel & Crude Oil Price, &/barrel (IATA, 2019b, ¶ 6) 

 

The price of crude oil fell sharply during Q3 2018, to a recent low in December 2018. According 

to IATA (2019b) the price of jet fuel is now 16.5 percent lower than it was last year. The 

uncertainty of the growth in the global economy and the trade war keeps the price of oil down. 

The United States has become a major producer of oil in the recent years, and the International 

Energy Agency (IEA, 2019) expects that by 2024 the U.S. will export more oil than Russia, 

and close in on the production of Saudi Arabia. Further, IEA expects that the demand for oil 

will grow, but at a slower pace than before. There is also a concern about how the IMO 2020 

sulphur limit in the maritime industry will influence the price of oil. Matoulkova (2019) warns 

airlines that it may affect the price of aviation fuel, and that airlines should be prepared for a 

spike in jet fuels when the limit comes into effect. Her advice is therefore that airlines should 

include the IMO 2020 risk in their risk management strategies. Going forward, the oil price is 

estimated to grow (U.S. Energy Information Administration, 2019). 

  

Currency exchange rates. Another economic factor which greatly impacts the airline industry. 

As large carriers have expanded into foreign markets during the last couple of years, foreign 

exchange rates have become of increased importance (Levi, 2009). Airline companies have 

many of their costs denominated in US dollars. Thus, with the current strengthening of the 

dollar against many foreign currencies, including the euro, has made a lot of differences for 

many airlines, as airline costs such as fuel, insurance or aircraft lease payments usually are fixed 

in U.S. dollars (Doganis, 2010). The Norwegian krone (NOK) is known to be affected by 
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changes in oil prices and global uncertainties (Bernhardsen & Røisland, 2000). Currently, the 

Norwegian Krone is week compared to other currencies. This will increase revenues from 

abroad, when foreign currencies are converted to NOK, but also increase many of the airline’s 

costs. 

 

4.1.3 Social 

The social aspect in the macro-environment are factors which can influence a company’s supply 

and demand. Examples of social elements can be demographics, wealth distribution, 

geography, and culture. (Johnson et al., 2017). As there are several social factors which can 

influence the airline industry, the focus will be on the factors believed to have the largest impact 

on demand and supply for commercial airline traffic. 

 

Demographics. The human population is growing, and we live longer. Most of the growth in 

the human population is expected to come from developing nations in Asia and Africa, and the 

middle class is expected to grow significantly. The growth in the human population on a global 

basis is expected to be around 10% for the next decade. (United Nations, 2019) One can also 

see more urbanization, meaning that people move to the cities from rural places. In 2050, United 

Nations (2018) expect that 68% of the world’s population will live in urban areas, compared to 

55% today. An effect of that is that people live closer to commercial airports, with higher 

capacity and competition, which should mean lower prices. The trend in demographics shows 

that humans continue to grow in numbers, there is a growing middle class from developing 

countries which now can afford to travel by airplane and people continuing to move to the 

cities. These trends in the demographic makes it more likely that the demand for air travel will 

increase going forward.  

 

Climate change. In recent years we have started to see the effect of rising levels of carbon 

dioxide (CO2) in the atmosphere. The world has experienced more extreme weather, an 

increased rate of ice melting in the Arctic Sea, retreating glaciers, and general temperature rises 

on land and in the oceans (NASA, 2019). Teenagers have walked out of school to protest for 

the climate and demands that people and organizations take more action to fight climate change 

(NRK, 2019). In Sweden, the word “flight-shaming” has become a household name for the 

movement, which wants us to reduce or abandon travelling by plane all together. The traffic 
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development for airline companies in Sweden have decreased since the word was introduced 

last year, and the movement may have a significant effect on the demand for air travel going 

forward. So far, the effect of flight shaming has not been seen in Norway or the rest of the 

world, but the word and the attention has spread internationally. (Trumpy, 2019: Baron, 2019) 

  

According to Minter (2018), the younger generation born between 1980 and 2000 (millennials 

and generation Z) are more environmentally conscious than older generations. 71 percent of 

millennials consider climate change as a “very serious problem”. The increasing focus on 

environmental issues in society may be beneficial for some airlines. This because some of them 

maintain younger fleets, which reduces the C02 emissions considerably in comparison to the 

ones with older fleets. The younger the aircraft, the more efficient engine and lighter airplane. 

Some have also invested in advance weather systems which provides the captains with more 

accurate weather data, so they can adjust the route to make it more efficient. 

 

Fear of accidents or terror. After the two terrible accidents with the Boeing 737 MAX, it 

would be logical to think that passengers would fear to fly this airplane. According to a survey 

done by Barclays Investment Bank, 44 percent of the participants said they would wait a year 

or longer before they would fly the 737 MAX again. And 52 percent said they would rather fly 

on another airplane. (Gregg, 2019) It is very rare that an airplane gets grounded by the 

authorities (Gapper, 2019). Thus, when government agencies across the world are investigating 

these accidents, rest be assured that the flaws are fixed, and that the airplane is safe to fly when 

it eventually returns to service. After terrorist attacks in Europe in the late 2015 and early 2016 

the passenger traffic fell with an estimated 1.6 percent in the following year according to IATA. 

The demand started to pick up again above the trend in June 2016. IATA’s conclusion is that 

terror attacks have a negative impact on passenger demand, but that they are only temporary. 

(Oxley, 2017) 

 

4.1.4 Technological 

New technology in the macro-environment can open new opportunities for some organizations 

and be a challenge for others. Additionally, they can spread far beyond just one industry. 

(Johnson et al., 2017)  
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There are several improvements and developments in technology which can influence the 

airline industry. First, technological improvements which cut the need for human assistant at 

the airports are already widely spread, customers can now check-in by themselves and scan 

their boarding pass on their cellphones. In Los Angeles, some airlines have already deployed 

biometric facial recognition check-in which reduces the need for boarding passes and increases 

security (Andreasen, 2019). And in the United Kingdom, all security scanners will be upgraded 

to 3D scanners which means that passengers do not have to separate liquids and electronic 

devices when they move through security (Aagaard, 2019). All these improvements make the 

travelers experience more convenient and efficient.  

 

Autonomous aircraft. Recently, there has been a dramatic increase in automation, e.g. self-

driving cars and autonomous ferries. Now, Boeing has just finished their first test on an 

autonomous passenger air vehicle (Hawkins, 2019). Airbus (2018a) is working on autonomous 

aircraft, air mobility vehicles and cargo drones. Additionally, they are using autonomous 

systems in their remotely piloted aircraft (military products for intelligence/surveillance). 

However, the technology is not ready for commercial use yet, and the regulatory system must 

be changed. Autonomous aircraft will reduce crew needed, make the flight safer and more 

efficient. Thus, the technology is constantly evolving, but it takes time to develop. 

 

Airplane technology improvements. New aircraft use significantly less fuel and are lighter 

than previous airplanes. The trend is to use lighter materials and more efficient engines to 

increase range and profitability. Boeing’s new 737 MAX has been called “the game changer” 

by Ryanair, and offers 4 percent more seats, 16 percent fuel savings and less noise than its 

previous generation (Ryanair, 2019). The new airplanes also offer increased range.  

  

Electric airplanes. Another technological trend in the macro-environment is electrification. 

Electric airplanes exist, but do not have enough capacity or range to replace the current 

passenger aircraft. Avinor has developed a program which works on introducing the first 

commercial electric airplane on regional flights in Norway. The goal is that all regional 

commercial routes will be electric by 2040. The initiative is supported by the Norwegian 

government, Widerøe, SAS, Norwegian Airsport Federation and the environmental 

organization ZERO. (Avinor, 2019) 



 

 31 

  

4.1.5 Ecological 

Ecological factors involve issues such as pollution, waste and climate change (Johnson et al., 

2017). Environmental regulations can result in higher costs for companies, but it can also 

provide opportunities. The subject of climate change was touched upon under the section 

“social”, nevertheless will be further elaborated here.  

  

According to EASA, EEA, & EUROCONTROL (2019) the aviation industry accounts for 3.6 

percent of the total greenhouse gas emissions and for 13.4 percent of the emissions in the 

transportation sector within the European Union. On a global basis, the aviation industry stands 

for more than 2 percent of total emissions (European Commission, 2019b). Thus, the aviation 

industry contributes to climate change, noise and polluted air quality. On this notion, significant 

resources are invested to address the environmental issue. While there have been improvements 

in technology, operations and airports, the total emissions are still increasing because of the 

growth within the industry. Since 2005, average fuel consumption has been reduced by 24 

percent, the average noise by 14 percent, but the traffic has increased over 60 percent. (EASA 

et al., 2019) E.U. takes several actions to reduce the environmental footprint of aviation. They 

work with the International Civil Aviation Organization (ICAO) to develop a global scheme to 

offset emissions and support research and development (R&D) actions for green technologies. 

In addition, they work with regulation. 

  

All airlines operating within the European Union are required to monitor, report and verify their 

emissions according to E.U. emissions trading system (EU ETS). EU has decided to limit the 

scope of the EU ETS as they are working with ICAO to develop a global scheme to offset 

emissions. This resolution is called Carbon Offsetting and Reduction Scheme for International 

Aviation (CORSIA). CORSIA is an agreement between ICAO’s 191 member states to stabilize 

CO2 emissions at 2020 levels, by requiring airlines to offset any additional emissions. The 

offsetting is done by airlines to purchase “eligible emissions units”. These eligible emissions 

units are projects that reduce emissions in other sectors (e.g. renewable energy). (European 

Commission, 2019b) 
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According to Wasberg & Lorentzen (2019), analysts at DNB has calculated that the Nordic 

aviation industry has already been met with environmental fees of 3.5 billion NOK every year 

since 2016. This is in addition to the costs effected by EU’s emission trading system (EU ETS). 

The analysts have also calculated that CORSIA might costs the airline industry between 0- to 

2 percent of their annual revenues. The environmental focus in the macro-environment will 

most likely continue, putting a down-ward pressure on profitability and demand. That means 

that airlines should work on reducing their emissions and investing in new technology for the 

better of both the climate and their bottom-line. 

 

4.2 Porter’s Five Forces 
According to Petersen et. al. (2017, p. 271) “the attractiveness of an industry is ultimately a 

result of the possibility of earning acceptable returns”. When Petersen et. al. (2017) says 

“acceptable returns” he means returns equal to or above the cost of capital. Higher competition 

in an industry usually means lower profitability. In order to understand the competition in the 

aviation industry the Porter’s five forces will be applied to determine how these forces are 

affecting the profitability in the industry. According to Porter (2008) the five forces that shape 

industry competition is: threat of new entrants, the power of suppliers, the power of buyers, the 

threat of substitutes, and rivalry among existing competitors. 

 
Figure 11: The Porter's Five Forces Framework (Porter, 2008) 

 

4.2.1 Threat of entry 

“Within an industry, new entrants bring new capacity and a desire to gain market share, which 

puts pressure on prices, costs, and the rate of investment necessary to compete” (Porter, 2008, 

p. 26). Further, Porter (2008) states that the threat of entry in an industry depends on the height 

of entry barriers, and the potential retaliation from existing competitors. Typical barriers to 
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enter an industry is economies of scale, product differentiation, capital requirements, switching 

costs, access to distribution channels and government policy (Petersen et. al, 2017).   

  

The airline industry is an attractive industry to enter, as it has experienced solid growth during 

the last couple of years. In 2017, the industry grew by 6.5 percent and reached a total value of 

$688.8 billion. (Marketline, 2018) And because of deregulation of the industry, it has become 

easier to start an airline company. However, the capital requirements within the industry are 

high. An airline company must buy expensive planes, hire pilots and cabin crew, pay for landing 

rights, ground handling, slots, fuel, and maintenance. Additionally, there are some 

consolidation in many individual European industries, which leaves little room for new entrants 

(Marketline, 2018). Consequently, this indicated high entry barriers.  

 

Economies of scale exists when a larger firm enjoys lower unit costs because they can spread 

their fixed costs on more units. For airline companies this is key to success, as they operate on 

such thin profit margins (Marketline, 2018). According to Bjørn Kjos, Norwegian are on their 

way to profitability because of the benefits of scale which they have built up over the last few 

years on long-haul operations (Norwegian, 2018). Pearce (2019) claims that half of the profits 

in the European industry is generated by Ryanair, IAG, Air France-KLM and Lufthansa. All 

the stated are major airline companies which benefit from their size. Thus, economies of scale 

play an important role in the airline industry, which also indicates high entry barriers. 

 

4.2.2 The power of suppliers 

A supplier group is powerful if it is more concentrated than the industry it supplies, if the group 

does not solely depend on the industry for its revenues, if the industry actors face switching 

costs if they change supplier, if suppliers offer differentiated products, or if there are no 

substitutes for the product or service the supplier provides (Porter, 2008). The list of suppliers 

within the airline industry is long and includes aviation fuel suppliers, aircraft manufacturers, 

aircraft lease suppliers, capital providers, airports, food suppliers and maintenance staff etc. 

Many of these suppliers have high bargaining power.  

 

Out of the many, the main supplier with the most bargaining power is aircraft manufacturers. 

When it comes to commercial aircraft manufacturers, there are only two, Airbus and Boeing. 
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They receive 99 percent of the large commercial aircraft orders, and controls 90 percent of the 

total market (Sprague, 2019). These two giants compete against each other, and many low-cost 

carriers commit to having a single fleet size of just Airbus or Boeing airplanes. That strategy 

makes it cheaper to operate with pilots who only fly one type of aircraft, maintenance, repairs, 

and crew training. There are other aircraft manufacturers like Bombardier and Embraer, but 

they make smaller airplanes which normally operates on regional routes. In 2017 Airbus and 

Bombardier entered an agreement on one of the smaller airplanes from Bombardier (C Series, 

or Airbus A 220). Airbus now owns 50.01 percent of the C series aircraft limited partnership, 

while Bombardier owns approximately 34 percent (Airbus, 2018c). According to Browning 

(2019), Boeing also intends to enter a joint venture with Embraer, but so far, the European 

regulators have not approved the venture jet. The European Commission says its missing 

information about the venture, and fears that venture will lead to higher prices and less choice 

for operators (Browning, 2019).  

 

China has started to build their own aircraft and the company is named Commercial Aircraft 

Corporation of China (Comac), so far, they are not comparable to the rivals of Airbus and 

Boeing (Harrison, 2019). China is investing heavily in becoming the world’s leader within 

High-Tech manufacturing. Thus, although the company might not compete at this time, they 

may surprise in the future. There has also been a rumor that Norwegian are considering ordering 

the Russian Sukhoi Superjet 100 to gain access over the Siberian corridor. The jet has suffered 

a crash and airlines who have bought the plane has experienced reliability issues (Lucky, 2019). 

So far, there is not much competition against Boeing and Airbus, which leads to higher prices 

and profitability for the manufacturers. The producers also have a huge backlog of orders for 

new airplanes which puts them in an even stronger negotiating position.   

 

Aircraft are expensive, and often they are leased. Consequently, because of the high level of 

capital required for aircraft acquisitions, there are not that many providers of such leases. Thus, 

the bargaining power of these suppliers are also strong. Another important supplier is airports. 

The airports are also mutual dependent on the airlines, as their passengers’ traffic are the key 

parts of their business, such as in their shops, parking and hotels (Marketline, 2018). Thus, in 

sum it is sensible to deem the supplier power to be overall strong. 
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4.2.3 The power of buyers 

Buyers have bargaining power if they are few or if each they purchase in volumes (Porter, 

2008). When it comes to buyers within the airline industry, they are generally consumers, 

businesses, travel agencies or freight companies (Marketline, 2018). Customers can, in some 

instances, have a lot of power. According to Porter (2008, p.30), this power can be utilized to 

“capture more value by forcing down prices, demanding better quality or more service (thereby 

driving up costs), and generally playing industry participants off against one another, all at the 

expense of industry profitability”. However, within the airline industry, as most of the buyers 

are individual customers with low financial strength, their buyer power is relatively low. On 

the other hand, travel agencies have some bargaining power as they are larger and stronger 

customers. (Marketline, 2018) 

 

Another indicator of negotiating leverage for a buyer, is if the switching costs are few (Porter, 

2008). Within the airline industry, on most routes, there are often several carriers which offer 

the same route. Customers can easily check prices online and compare price and service before 

they order the tickets. On some routes, a single carrier can dominate and put pressure on new 

entrants. However, the switching costs for costumers is low. Customers within the industry 

seem to be mainly driven by price, despite some carriers promoting high service quality and 

premium options. Nevertheless, most airlines do offer different loyalty programs to advocate 

repurchasing. This has some effect on the switching cost.  

 

“If buyers believe they can always find an equivalent product, they tend to play one vendor 

against another” (Porter, 2008, p.30). When it comes to product differentiation, this is low 

within the industry. Thus, this gives customers some negotiation leverage. As discussed in 

chapter 2, there are FSC’s and LCC’s, and the only difference between their product- or service 

offerings are premium offers and extra service. Either way, the customer gets to fly from one 

point to another. The mentioned customer loyalty programs try to connect passengers to specific 

airlines, but if the prices differ enough, customers are willing to choose another airline if the 

savings outweighs the benefits from the program. Buyers within the industry are as mentioned 

very price oriented, which means that this is mostly what drives them when choosing an airline. 

In fact, customers are so price oriented that they are sometimes willing to choose a travel with 

several transfers if it is cheaper. Some customers have even found loopholes in booking 
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systems, ordering a ticket with a transfer, only to exit the plane at point B instead of C, as this 

is sometimes cheaper than to buy the flight without any transfers. This nifty trick is called 

‘hidden city booking’. (Kaspersen, 2015) In sum, the industry is very price-sensitive, and 

buyers are considered to have moderate power. 

 

4.2.4 The threat of substitutes 

A substitute performs the same or similar function as an industry’s product, but by different 

means. Some substitutes to flying exist, e.g. videoconferencing. (Porter, 2008) This is 

especially true for the business customer segment. Other substitutes to airplanes are cars, busses 

and trains. In Europe and Asia where you have high speed rails, it can be faster to travel by 

train than by air. This because airports are often located outside the main cities, and passengers 

must show up early to go through security and wait in line to board the aircraft. On some routes, 

high-speed rails have outperformed the demand for short-haul flights. (Glesnes, 2009) 

Nonetheless, high-speed rails are expensive, and usually only built between highly populated 

cities.  

 

The environmental movement together with substitutes like trains (and raised taxes on air 

travel) in Sweden has given rise to an 11 percent fall in domestic flights in Sweden in 2019 

(Vosgraff, 2019).  This might show that people and businesses have become more focused on 

sustainability, and therefore use the most environmental alternative when they can. Airplanes 

are still in many cases more efficient than its substitutes. The drive from Oslo, the capital of 

Norway, to Bergen (the second largest city) takes around 7 hours, and 7 hours and 20 minutes 

by train. The flight between these two cities takes an hour. Therefore, these substitutes might 

not pose as a big threat to flying when it comes to efficiency. Trains going by night, 

videoconferencing, and high-speed rails between big cities in Europe, are substitutes to flying, 

and they put a ceiling on the profitability on some short-haul routes. However, on longer 

journeys there is not an alternative. All things considered, the substitutes might not be a big 

threat to the airline industry since video conferences can only substitute a portion of the business 

travels and long journeys cannot compete with the efficiency of air travel. 
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4.2.5 Rivalry among existing competitors 

Rivalry among existing competitors takes many familiar forms, including price discounting, 

new product introductions, advertising campaigns, and service improvements (Porter, 2008, p. 

32). As mentioned in chapter 2, the airline industry is known to be highly competitive with 

strong rivalry between competitors. There are several players, both FSC’s and LCC’s. 

However, with only two dominating business models, they all mainly compete against each 

other. In addition, chapter 2 also mentioned that some FSC’s have also started LCC’s which 

makes the rivalry between competitors even stronger. Additionally, some LCC’s have entered 

the long-haul market increasing the competition even further. 

 

In Europe, the rivalry is highly competitive with numerous different airlines which all compete 

on the same customers. Many of the competitors are also equal in size. In fact, many airlines 

have gone bankrupt during the last years because of the strong competition and low profit 

margins. The exit barriers are also high, during Norwegians Q3 presentation (2019) they were 

asked if they could sell any of their long-haul airplanes. The answer was that other carriers have 

different seat configurations, to rearrange the design of the airplane takes up to 2 years and 

costs a lot of money. So, they cannot just sell excessive airplanes, and this keeps added capacity 

in the industry which keeps the prices down. Healthy carriers do not have to help or buy 

struggling airlines, as they eventually will go run into trouble if they cannot make a profit. Solid 

carriers will then be able to pick up their market share and reap profits in the long run. 

Consequently, healthy carriers can keep prices low on competitive routes while they make their 

profit on routes with less competition. Thus, many airlines are fighting to keep or increase their 

market share. 

 
One alternative for airlines to increase their market share is to open new routes. However, as 

airports and governments regulate landing slots and routes in their respective countries and 

there are high investment costs related to opening new routes, this is difficult. Additionally, 

many airports have no capacity left for new carriers to launch new routes. Consequently, 

expansion is therefore often done by mergers and acquisitions. This, to improve cost efficiency. 

(Marketline, 2018) “Efficiency is the major growth driver in the industry which is reflected by 

certain indicators such as the revenues per mile/km, load factors, and unit costs” (Marketline, 
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2018, p.24). All peers use the same or similar key performance indicators which measures 

revenues, costs, and the efficiency of their flights. 

 

As mentioned earlier, The European Commission (2019c) are working on an ambitious aviation 

strategy for Europe. They are negotiating new EU-level agreements with several countries and 

regions, which will extend the market for European Airline companies, but it will also open the 

market from foreign companies. An important factor in these agreements are that the companies 

can compete on a level playing field. The goal of the strategy is to increase growth, increase 

competition and increase the number of routes and flights as the European airline traffic is 

expected to increase by 50 percent by 2035. (European Commission, 2019c) 

 

4.3 VRIO analysis 
Analysis of a firm's macroenvironment and its industry is not enough to understand its sources 

of competitive advantage. Thus, in order to figure out if a firm has a competitive advantage it 

is necessary to analyze its internal strengths and weaknesses. When performing a VRIO 

analysis it is important to look at the company’s resources and capabilities, which include 

financial, physical, human, and organizational assets (Barney, 1995). VRIO is an acronym 

which stands for Value, Rareness, Imitability and Organization. Resources and capabilities of 

the firm are assessed on these four criteria to see whether they can provide a basis for achieving 

competitive advantage (Johnson et al., 2017). Barney (1995, p. 50) states the following on the 

question of value: “Do a firm’s resources and capabilities add value by enabling it to exploit 

opportunities and/or neutralize threats?” Hence, it is not just about whether the company’s 

resources and capabilities add value, but also about how the company exploits the opportunities 

that follow. When it comes to the rareness criteria, Barney (1995) states that if a resource or 

capability is obtained by several competitors, it is not rare. That does not mean that it is not 

valuable, it can still give the firm a temporary competitive advantage. Further, he states (2019, 

p.53) “if, in addition, competing firms face a cost disadvantage in imitating these resources and 

capabilities, firms with these special abilities can obtain a sustained competitive advantage”. 

 

Financing. As touched upon in chapter 2, Norwegian has recently established a joint venture 

with China Construction Bank Leasing International (CCB), a subsidiary of China Construction 

Bank (CCB). The joint venture is formally with Arctic Aviation Assets DAC, a subsidiary of 
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Norwegian. Norwegian will hold a 30 percent ownership share in the joint venture. (Norwegian, 

2019d) The purpose of this joint venture is “to finance, own and lease aircraft that Norwegian 

has on order” (Norwegian, 2019d, ¶1). Norwegian is highly leveraged; thus, this collaboration 

will help Norwegians finances. Additionally, the joint venture will not only have a positive 

equity effect, but also reduce a committed capital expenditure on 27 aircraft by approximately 

$1.5 billion. Some of these aircraft will be delivered in Q1 2020. (Norwegian, 2019d) “CCBLI 

is a 100% owned subsidiary of China Construction Bank Corporation, an industry leader in 

banking, financial services and leasing, and the world’s second largest bank by asset value” 

(Norwegian, 2019d, ¶3). Teaming up with such a solid actor can be viewed as a valuable 

competitive advantage. 

 

Aircraft fleet. Also mentioned in chapter 2, Norwegian has one of the youngest fleets within 

the airline industry and this equals higher fuel-efficiency and less travel time. In turn, this 

positions them as one of the most environmentally friendly carriers. (Norwegian, 2019g) Thus, 

the increasing focus on environmental issues in society may be beneficial for Norwegian.  

According to Graver & Rutherford (2018) with the International Council on Clean Transport, 

Norwegian Air is the most fuel-efficient airline operator on flights across the Atlantic. 

Norwegian are 33 percent more fuel-efficient than the industry average, and 63 percent more 

fuel efficient than their competitor British Airways. This is an area where Norwegian can focus 

more on in their advertisement and attract the demand from the environmentally conscious 

consumers. 

 

Norwegian’s fleet consists of a total 156 aircraft. Among them, 37 Boeing 787 Dreamliner’s, 

101 Boeing 737-800s and 18 Boeing 737 MAXs. When comparing the fleet size to competitors, 

IAG has a total of 573 aircraft, SAS has 158, Ryanair 430 and EasyJet 315. All named 

competitors have new aircraft on the way, which means that they also invest in younger fleets. 

(SAS, 2019:  Ryanair, 2019b: EasyJet, 2018) Thus, although Norwegian’s fleet is a valuable 

advantage, it is not rare or inimitable. 

 

Market position. Norwegian has been one of the world’s fastest growing airline companies 

and is currently rated as the world’s 5th largest low-cost carrier (Norwegian, 2019j). Their 

current market position is unique. They are one of few LCC’s operating between Europe and 
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the U.S. which is one of the FSC’s most profitable routes. As stated in chapter 2, Norwegian is 

in fact the largest foreign carrier in New York and the largest European carrier in Los Angeles 

(Norwegian, 2019e). Drawing further on chapter 2, Norwegian recently entered an interlining 

agreement with JetBlue. This agreement will allow “passengers on both airlines to book thru-

flights across both networks in a single transaction” (Nikel, 2019, ¶10). Thus, this agreement 

will further strengthen their market position in the U.S. Hence, also their transatlantic long-haul 

position. Collaboration agreements such as this one is common for FSC’s, however, not that 

common for LCC’s. Norwegian also collaborates with EasyJet feeding traffic from Gatwick 

into their long-haul routes. Furthermore, Norwegian’s short haul position in Scandinavia is very 

strong, as there are only two big carriers which share most of the market: Norwegian and SAS. 

In sum, as no other LCC holds such a position in Europe, it can be considered both rare and 

valuable. 

 

Innovative. Norwegian is not foreign to change. Innovation is one of their key values, thus at 

the heart of their strategy. The airline is truly a disruptor (Marketline, 2018). Since starting out 

as a small regional carrier, to now offering 500 different routes, they have disrupted the industry 

and are challenging the biggest airline companies in Europe. They understand their customers 

and always strive to meet their needs through the use of innovative technologies and strategies 

such as their fuel-efficient fleet, the provision of free inflight Wi-Fi, the modern design of 

aircraft, the excellent service and their ambitious expansion strategy (Marketline, 2018). 

Norwegian always strive to differentiate. As a result, they have won numerous Skytrax and 

passengers choice awards. In 2018, they were recognized by Innovasjonmagasinet in Norway 

and awarded ‘Most Innovative Company in Norway’. (Norwegian, 2019a) Ultimately, their 

innovative capabilities are both valuable and rare.   

 

Management. Since the company’s beginning, Norwegian has been run by the former CEO 

Bjørn Kjos and his business partner Bjørn Kise. Bjørn Kise has been the chairman of the board 

for the last ten years (Moe & Aga Nilsen, 2019). The business duo had a lot of success during 

their career, but the last couple of years Norwegian has run into financial problems. Kise 

announced his departure as chairman of the board, and Niels Smedegaard from Denmark was 

elected as the new chairman. Smedegaard holds a bachelor and master’s degree from 

Copenhagen Business School and was the CEO of DFDS Seaways before his new role. 
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(Trumpy & Wilke, 2019) Smedegaard receives great remarks for the job he has done in 

transforming DFDS Seaways to the profitable company it is today. During his leadership, the 

company more than doubled in size. (Jakobsen, 2019)  

 

Geir Karlsen, the CFO of Norwegian was rewarded with CFO/ Tresury Team of the Year award 

during the Airline Economics Aviation 100 Awards and has achieved several financial 

milestones during his time as CFO. The award was given based on consistency of performance 

and in recognition for the joint venture deal with CCB. (Norwegian, 2020b) During 2019, Geir 

Karlsen has completed the sale of Norwegians stake in Bank Norwegian, sold the domestic 

operations in Argentina, and implemented several initiatives to turn Norwegian into a profitable 

company. On November 20th, 2019, the successor after Bjørn Kjos was revealed as Jacob 

Schram was appointed the new CEO. Schram has extensive management experience from large 

international companies and expressed his main focus in the press release; “my main focus will 

be to bring the company back to profitability and fortify the company’s position as a strong 

international player within the aviation industry” (Norwegian, 2019l, ¶6).  Schram has no 

previous experience from the airline industry, and big changes in top management can be 

challenging for any company. 

 

Summary of VRIO analysis 

 
Figure 12: VRIO Matrix 
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4.4 SWOT 
A SWOT matrix is a suitable way to summarize a company’s strengths (S), weaknesses (W), 

opportunities (O) and threats (T) discovered in external and internal analyses. Critical external 

factors found in the PESTEL and Porter’s Five Forces provide a better understanding of the 

opportunities and threats in Norwegian’s macro environment, whilst critical internal factors 

found in the VRIO analysis provide a better understanding of the company’s strengths and 

weaknesses. Thus, the external factors give an indication of the industry’s overall attractiveness 

and the internal factors indicate Norwegians competitive advantage in relation to its peers. 

(Petersen, Plenborg & Kinserdal, 2017) 

 
Figure 13: SWOT Matrix 
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5. Financial Analysis 
In this chapter, the historical financial statements of Norwegian will be reformulated and 

prepared for financial ratio analysis against the chosen peers. The financial analysis together 

with the strategic analysis conducted in chapter 4 will lay the foundation for the forecasting 

and thereby the final valuation of Norwegian. The accounting figures are all collected from the 

annual reports, except Norwegian’s figures for 2019 which are retrieved from the quarterly 

reports. 

 

5.1 Reformulation and adjustment of financial statements 
“Financial statements are not only information to help in forecasting, they are also what is to 

be forecasted” (Penman, 2013, p. 86). Hence, to properly prepare them is therefore a very 

important step. According to Petersen et al. (2017) operations within a firm are the main driving 

force for value creation. Thus, separating operating items from financing items is important 

when analyzing the historical income statements and balance sheets. It is easier to copy a 

company’s financial composition than its operation, as this is what makes the company unique. 

Accordingly, the income statement and balance sheet of Norwegian needs to be reformulated 

to forecast the main drivers for value creation going forward. (Petersen et al., 2017) However, 

this is not always easy. Petersen et al. (2017, p.137)  emphasize this and mentions three 

important problems: “the definition of core operation is not unequivocal”, “the income 

statement and balance sheet do not distinguish clearly between operating and financing 

activities”, and “the notes are not sufficiently informative”. 

 

5.1.1 Income statement 

The first step in reformulating income statements is to classify which accounting items belongs 

to operations, and which are financial. Most of the items on the income statement is regarded 

as operational. However, there are several items which needs to be examined closer. IFRS 16 

has been implemented in Norwegians’ quarterly reports for 2019, and there are some changes 

compared to the previous year’s annual reports. Sales and distribution expenses, other aircraft 

expenses and other operating expenses have now been combined to Other operating expenses. 

Other operating expenses from previous annual reports consist of expenses related to “the 

operating of systems, marketing, back office, consultants and other costs not directly 

attributable to the operation of the aircraft fleet” (Norwegian, 2018, p.71). These are all 
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operating expenses, and previous years accounting items have been combined to Other 

operating expenses in the reformulated income statement.  

 

Other losses/(gains) is stated as an operating expense in the income statement. Note 20 in the 

annual report lists the item as “Net losses/(gains) on financial assets at fair value through profit 

or loss, foreign exchange losses/(gains), and losses/(gains) on asset sale” (Norwegian, 2018). 

Fair value adjustments of financial assets regarding fuel hedging and gains & losses on currency 

transactions can be argued to be operational. However, Petersen et al. (2017) does not 

recommend dividing the item into operational and financial components. In sum, the use of 

derivatives and hedging are all financial decisions. Therefore, the item is categorized as 

financial. Additionally, gains and losses on assets sale are typically not recurring and should be 

accounted for through depreciation. As gains and losses fluctuates, and the aim of preparing the 

financial statements is to forecast, these items are eliminated from the reformulated income 

statement. 

 

Prior to 2019, Norwegian listed aircraft leases as an operating expense. Leases before IFRS 16 

where either financial or operating leases. Operating leases were kept off the balance sheet and 

was accounted for as an expense in the income statement. Finance leases were recognized as 

right of use assets (ROU) with corresponding liabilities. The value of the ROU asset is the fair 

value of the physical asset (in this valuation; aircraft and other equipment), whilst the liability 

is the discounted value of the committed lease payments (Petersen et al., 2017). In 2019, 

Norwegian (2020a) recognized 32,797 million as ROU assets and liabilities, the borrowing rate 

at recognition were between 5.1 – 5.4 % for aircraft leases. Leasing is similar to buying an asset 

with debt and needs to be accounted for with interest payments and depreciation in the income 

statement. Thus, expenses on aircraft leases must be divided into an operating item 

(depreciation), and a financial item (interest expense).  

 

Koller et al. (2015) emphasize that the valuation of equity is not affected by capitalizing leases, 

but a critical step in competitive benchmarking. The reason for this is that firms with higher 

operating leases will have a higher ROIC, leading to misperceptions of their performance. There 

are several ways to capitalize historical lease commitments. Koller et al. (2015, p. 438) 

recommends using the following formula: 
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𝐴푠푠푒푡 푉푎푙푢푒 =  
푅푒푛푡푎푙 𝐸푥푝푒푛푠푒

푘 + 1
𝐴푠푠푒푡 퐿푖푓푒

 

Where kd is the pre-tax cost of debt. Petersen et. al. (2017) states that the liability is the 

discounted value of the committed lease payments. Airlines only state the minimum committed 

lease payments, and this method systemically undervalues the assets (Koller et al., 2015). 

according to Norwegian leases the 737 (short haul) aircraft between 3 and 12 years from the 

date of agreement, and 787 (Dreamliner’s) are leased for 12 years (Norwegian, 2018). Leases 

can also be renegotiated, however Norwegian’s annual report (2018) does not state how long 

the average lease commitment are.  

 

A different approach to capitalizing lease liabilities is the use of multiples. A fixed figure is 

multiplied with the operating lease expense to find the capitalized lease liabilities. This is 

considered less difficult and is widely used by analysts and credit rating agencies. The multiple 

is also based on the formula above, which considers the cost of debt and length on the lease 

agreement. (Koller et al.,2015:  Moody’s, 2018) Moody’s (2018) use a multiple of 5 when 

capitalizing leases within the airline industry, whilst Deloitte (2016) states that the industry 

standard is 7. SAS use a multiple of 7, multiplied with the average lease expenses (average of 

lease expenses for the current- and previous year). The last approach yielded a good 

approximation of the capitalized leases and have been applied in this thesis across all peers. 

However, it is important to notion, that when using a multiple across all peers the different 

durations of the operating leases are not accounted for (Deloitte, 2016). 

 

Capitalized leased assets are recognized in the balance sheet as “Right of use assets” under non-

current assets, and “Lease liabilities” under interest bearing liabilities. The lease expense as 

recorded in the income statement is divided into an interest expense and depreciation on leased 

assets, this by using the pre-tax cost of debt. The pre-tax cost of debt for peers are found by 

using the credit ratings assigned by Standard & Poor’s (S&P Global) or by Moody’s on the 

individual firm. The default spread is collected from Damodaran’s home page (2020b) which 

assigns a credit spread to the rating adjusted for the size of the company. The default spreads 

on Damodaran’s home page are obtained from traded bonds, and by adding the risk-free rate, 

the pre-tax cost of debt is retrieved.  
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The approach mentioned above, considering cost of debt, is not applied to Norwegian. This 

because their synthetic rating would assign an unreasonably high cost of debt for their leases. 

According to Koller et al. (2015), aircraft leases are secured in the underlying asset and is 

therefore not as risky as unsecured debt. Thus, the effective interest rate on borrowings, as 

stated by Norwegian in their annual reports, is applied. This cost of debt also matches the 

interest rate used when Norwegian recognized the lease liabilities under IFRS16 in the quarterly 

reports from 2019. 

 

In 2017, Norwegian entered a sale and leaseback agreement regarding 11 of their oldest 737-

800 aircraft. The sale and leaseback agreement resulted in an impairment loss of NOK 656 

million. (Norwegian, 2017) An impairment loss is recognized when realized value of the asset 

is lower than the book value. Petersen et al. (2017, p.633) states: “impairment reduces future 

depreciation and amortization expenses, making it easier for management to improve 

profitability in future periods. Alternatively, a write-off may be regarded as an adjustment to 

previous year’s depreciation and amortization expenses. Management either misjudged the 

true lifetime or engaged in earnings management”. Norwegian state that their typical aircraft 

lease last between 8 and 12 years (Norwegian, 2018). Thus, following the recommendation of 

Petersen et al. (2017), the impairment is smoothed over the previous accounting years. 

Depreciation and amortization is increased by NOK 656 / 10 years = NOK 65.59 million per 

year, for all previous years including 2017 in the analytical income statement. 

 

Norwegian lists share of profit from associated companies on a separate line in the income 

statement. The company owns 50% of OSM Aviation which is in the industry of aviation crew 

management (Norwegian, 2018). OSM aviation (2020) have many international companies as 

costumers, and their services include crew management, recruiting, training, planning, and 

scheduling. As mentioned earlier in the thesis, Norwegian also owned 16.4% of Bank 

Norwegian (NOFI) which was sold during 2019 for NOK 2,218 million (Norwegian, 2019i). 

Prior to the sale, Norwegian listed their holding in NOFI as an investment in associated 

companies according to the equity method. They discontinued the equity method in 2018, which 

meant they recognized the holding as an investment in financial assets. This led to a fair value 

gain of NOK 1,939.8 million which was recognized under other financial income (expenses) in 

the income statement in 2018. The investment in OSM Aviation is said to be “not material to 
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the consolidated financial statements” (Norwegian, 2018, p. 62). The income from associated 

companies in 2018 were NOK 129 million, and in 2019 associated companies recorded a loss 

of NOK 13.6 million. Because the shares in NOFI made up most of this item, investments in 

associated companies is categorized as financial items in the analytical income statement and 

balance sheet. (Norwegian, 2018) 

 

The purpose of reformulating the income statement is to arrive at operating earnings before 

interest and tax (EBIT). EBIT is a key performance measure which shows the value creation in 

a firm regardless of how it is financed. EBIT is a pre-tax measure and the accrued taxes for the 

year must be estimated in order to arrive at net operating profit after tax (NOPAT). Corporations 

with debt pay a lower tax rate since financial expenses are tax deductible. Thus, the tax 

advantage must be added back. This is defined as the tax shield. (Petersen et al., 2017) NOPAT 

can be calculated with the effective tax rate, which you get by dividing income tax expenses by 

earnings before tax. In Norwegians’ case, the effective tax rate in 2015 is positive and 228 

percent, in other years the effective tax is between -4.7 and -41.6 percent. These tax rates are 

not representative for the actual tax rate of Norwegian. The corporation tax in the income 

statement is the sum of tax paid, tax payable and changes in deferred taxes (Petersen et 

al.,2017). Another way to arrive at the accrued taxes is by using the marginal tax rate. Using 

the marginal tax rate assumes that net financial expenses provide a tax value equal to the current 

corporation tax in Norway which is 22% for 2019. Norwegian’s tax on EBIT is therefore 

calculated with the corporation tax in Norway to arrive at NOPAT. The analytical income 

statement can be seen in appendix 2. 

 

5.1.2 Balance sheet 

Items labeled as operating or financial items in the income statement must be marked similarly 

in the analytical balance sheet. Since investments in associates was categorized as a financial 

item in the analytical income statement, this also applies for the balance sheet. (Petersen et al., 

2015) Intangible assets are categorized as an operating item, while Tangible assets are aircraft, 

plant and property which are operational. Prepayment to aircraft manufacturers are payments 

to Boeing and Airbus before delivery of aircraft. The company has borrowing costs on 

prepayment, so it is classified as a financial asset (Norwegian, 2018). Financial lease assets are 

de-icing equipment and electronic flight bag equipment, thus also operational (Norwegian, 
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2014, p. 46). Rights of use assets (ROU) are aircraft used in operations and therefore 

operational. The associated ROU liabilities are financial items, just like ordinary aircraft 

financing.  

 

Other receivables are trade receivables, credit card receivables, deposits, and other claims. 

According to Norwegian’s (2020a), receivables have increased substantially from 2018 to 

2019. The reason for this is that suppliers are demanding more prepayments from the company 

and credit card acquirers have tightened the capacity to Norwegian because of uncertainty in 

the industry and around the financial standing of Norwegian. Receivables are clearly a part of 

the running the business and is therefore operational. Derivative financial instruments are 

foreign currency contracts and contracts related to hedging of jet fuel. Norwegian categorize 

currency- and fuel-derivatives as financial assets and profit and loss are recognized under Other 

gains (losses) (Norwegian, 2018) According to Petersen et al. (2017, p.120) “all operating and 

financial hedges are regarded as being financial decisions. For the same reason, gains and 

losses from derivatives should also be treated as part of financing activities”. Derivative 

financial instruments are therefore treated as financial activities. 

 

Cash and cash equivalents are often considered as excess cash, which the firm can use to pay 

out dividends, buy back shares, or repay their debt (Petersen et. al., 2017). Cash and cash 

equivalents also include operating cash, and in Norwegian’s case, most of the cash would be 

considered operational. However, to analyze financial ratios against peers, it is important that 

the post is treated uniformly across companies. As it could prove difficult to separate operating 

from financial cash across all peers, all cash and cash equivalents are treated as excess cash, 

and thus a financial item. 

 

Provision for periodic maintenance are maintenance costs which the airline is contractually 

committed to through the lease agreements. The planes must be redelivered in a certain 

condition, and Norwegian must follow a maintenance plan according to the aircraft 

manufacturers. These costs are charged through the income statement and is therefore deemed 

operational. Other non-current liabilities are deposits on future aircraft leases and are therefore 

viewed as financial. (Norwegian, 2018)  
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Norwegian has deferred tax assets of NOK 2,672 million on its balance sheet for 2019. IFRS 

requires prudency when the deferred tax assets are recognized. IAS 12 states that deferred tax 

assets should only be recognized when it is probable that taxable profits will be available 

against which the deferred tax asset can be utilized (Petersen et al., 2017, p. 537). The deferred 

tax asset for Norwegian stems from losses and is probably higher than what is recognized on 

the balance sheet. According to Norwegian (2018) the deferred tax asset is substantial both in 

nominal terms, and in relation to total equity. Deferred tax assets and liabilities do not carry 

interest and is therefore categorized as an operating item. The analytical balance sheet is found 

in appendix 4. 
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5.2 Profitability analysis 
In this section an analysis of Norwegian’s financial and operational performance will be 

conducted. The financial analysis will look at key issues such as profitability, liquidity, and key 

performance indicators within the industry. Information retrieved in this section will help 

forecast reliable future income statements and cash flows. All figures and calculations are 

based on the reformulated analytical income statement and balance sheet for Norwegian and 

peers. 

 

Profitability on operations are crucial for any business. The profitability from operations shows 

the sustainability of the business model and provide information on how the company is 

managed. Profits on operations are necessary to service interest and payments on net interest-

bearing liabilities. Furthermore, the value of a firm is primarily driven by the level and growth 

in profitability. ROIC is an acronym which stands for return on invested capital and is a ratio 

which measures profitability on operations. The formula for ROIC is Net operating profit after 

tax (NOPAT)/Invested capital. Since NOPAT is divided on invested capital, the ratio shows 

value creation on net assets employed. This is valuable as investors can compare it to their 

required rate of return. Subtracting WACC from ROIC provides Economic Value Added 

(EVA), which is a measurement for above normal profit. (Petersen et al., 2017) 

 

 
Figure 14: ROIC = NOPAT/Invested capital(average) 

 

The figure above shows the development in ROIC for Norwegian and its peers. The industry 

average is calculated on peers only. As illustrated in the figure above, Norwegian has had a 

negative return on its invested capital during the last three years. Norwegian’s return on 
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invested capital has been poor during the whole historical period. Competitors, especially 

Ryanair, have been able to generate a high ROIC. The level of ROIC generated from peers is 

well above Norwegian, and the annual average for the industry is 16.2 percent. 

 

ROIC can be decomposed into operating profit margin and turnover rate of invested capital to 

see if the development is driven by an increase in the operating margin, or by more efficient 

utilization of the company’s assets. Profit margin can be computed both before and after tax. In 

this thesis, the profit margin is computed after tax as NOPAT/ Revenues. (Petersen et al., 2017) 

 

 
Table 1: Profit margin after tax 

 

The profit margin is not very high within the industry. This confirms the findings from the 

strategic analysis: high competition within the industry, cost management is crucial to retain a 

profit.  

 

Turnover rate of invested capital is the other component which makes up ROIC and is defined 

as Revenue/Invested Capital.  

 

 
Table 2: Turnover rate of invested capital = Revenue/Invested capital 

 

A high amount of tangible and intangible assets (expensive aircraft) is something that defines 

the airline industry. The turnover rate of invested capital shows how much revenue is generated 

Profit margin 2014 2015 2016 2017 2018 2019
NAS -0.2% 5.7% 4.8% -0.9% -1.0% -1.1%
SAS 1.7% 3.9% 6.0% 3.5% 5.5% 3.7%
Ryanair 11.9% 16.6% 20.6% 20.9% 21.2% 12.5%
EasyJet 10.4% 12.2% 9.8% 6.7% 6.7% 6.1%
IAG 6.9% 9.0% 9.7% 10.0% 13.2% 7.7%
Industry 7.7% 10.4% 11.5% 10.3% 11.7% 7.5%

Turnover rate (IC) 2014 2015 2016 2017 2018 2019
NAS 1.56 1.09 0.90 0.89 0.97 0.83
SAS 2.56 2.50 2.20 1.97 2.10 2.05
Ryanair 1.33 1.50 1.78 1.51 1.41 1.34
EasyJet 2.01 1.81 1.57 1.61 1.92 1.85
IAG 2.37 2.09 1.65 1.69 1.91 1.83
Industry 2.07 1.97 1.80 1.70 1.84 1.77
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on invested capital. “A high turnover rate is achieved by tight cost control throughout the value 

chain, while invested capital is held at a minimum” (Petersen et al., p. 157, 2017). As illustrated 

in the table above, Norwegian has a lower turnover rate on invested capital than the industry, 

following significant investments in aircraft. 

 

Return on equity (ROE) is another important financial ratio which takes financial leverage into 

consideration. Financial leverage can be great if borrowing costs are lower than return on 

invested capital. However, if financial expenses are higher than the return, then financial 

leverage can be devastating on the equity. Return on equity is computed as NOPAT/Book value 

of equity. 

 

 
Table 3: Return on equity = NOPAT/Book value of equity 

 

As illustrated in the table above, Norwegian’s return on equity has been terrible for the last 

couple of years. With high financial leverage, and high financial costs, the net operating profit 

generated has not been nearly sufficient enough to cover their financial expenses. Therefore, 

Norwegian has been forced to raise capital three times through the issuing of new shares. In 

2019, they also sold their equity stake in Bank Norwegian and refinanced their outstanding 

bonds. To get approval from the bond holders, Norwegian put slots on London Gatwick down 

as collateral on these previously unsecured bonds. According to Norwegian, these actions will 

be sufficient to secure the financing for the company for 2020 and beyond. (Haugen, 2019; 

Lorentzen & Kvale, 2019) 

 

Another crucial aspect of financial analysis is liquidity. Without liquidity, a company will have 

trouble covering their short-term and long-term commitments. Thus, risk of going bankrupt. 

One of the best ratios to measure long-time liquidity risk is the equity ratio (Petersen et al., 

Return on equity 2014 2015 2016 2017 2018 2019
NAS -20% 31% 13% -40% -22% -144%
SAS -22% 9% 17% 8% 15% 7%
Ryanair 16% 26% 32% 37% 33% 20%
EasyJet 22% 25% 19% 11% 13% 11%
IAG 24% 40% 35% 35% 42% 26%
Industry 10% 25% 26% 23% 26% 16%
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2017). The reason for this is that a company with a low equity ratio is vulnerable to unexpected 

losses. 

 
Figure 15. Equity ratio = book value of equity/total assets 

 

The industry average equity ratio is approximately 25%. Thus, the industry peers are better 

equipped to handle unexpected events. There have been several incidents during the last decade, 

e.g. terror attacks, ash clouds etc. which have disrupted the normal operations for airlines. 

Norwegian’s equity ratio has been low since they started low-cost long-haul. 

 

The interest coverage ratio measures if a company generate enough cash flow to pay interest 

and instalments on their financial liabilities. The ratio is defined as operating profit (EBIT) / 

Net financial expenses (NFE). “The higher the ratio, the lower the long-term liquidity risk” 

(Petersen et al., p. 224, 2017).  

 

 
Table 4: Interest coverage ratio = EBIT/NFE 

 

Norwegian and SAS has the lowest interest coverage ratios. A ratio of 1.44 means that SAS can 

cover their net financial expenses 1.44 times with the profit generated from their operations. 
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Interest coverage ratio 2013 2014 2015 2016 2017 2018 2019
NAS 0.86 -0.56 1.57 1.68 -0.35 -17.19 0.00
SAS 1.71 0.48 1.39 1.83 1.50 2.00 1.44
Ryanair 8.02 7.72 13.52 19.23 18.41 22.15 14.14
EasyJet 13.08 25.08 26.03 21.37 10.52 10.46 12.86
IAG 1.57 3.64 3.79 9.64 7.95 10.16 7.73
Industry 6.10 9.23 11.18 13.02 9.60 11.19 9.04
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A ratio on short-term liquidity risk is the current ratio. Current ratio is defined as Current assets 

/ Current liabilities. “The basic idea is that the larger the ratio, the greater the likelihood that 

the proceeds from a liquidation of current assets would cover current liabilities” (Petersen et 

al., p. 231, 2017).  Airlines receive prepayments from costumers when they order their tickets 

in advance. These prepayments are labeled as “air traffic settlement liabilities” and are 

obligations which the company fulfills when they transport the passengers (Norwegian, 2018). 

Thus, the current ratio for the airline industry is low. However, developments in the current 

ratio over time can signal potential liquidity problems. (Petersen et. al., 2017) As illustrated in 

table below, Norwegian has a lower current ratio than the industry, but the ratio has increased 

in 2019.  

 

 
Table 5: Current ratio = Current assets / Current liabilities 

 

5.3 Operational key figures 
The industry uses several different standards to measure key operational and financial 

performance. The most frequently used standards will be introduced and compared between 

Norwegian and peers. 

 

5.3.1 Available seat kilometers (ASK) 

Available seat kilometers measure an airlines capacity. ASK is calculated as the number of 

seats in an aircraft, multiplied by the distance flown in kilometers. The higher ASK, the higher 

capacity the airline provides to the market. The following figure illustrates the yearly 

percentage growth in capacity for Norwegian and peers. The industry average (peers) had an 

annual growth in ASK of 7 percent in the historical period. Norwegian’s growth in capacity has 

been 22 percent on average, every year from 2013 to 2019. This massive growth during the 

period stem from their acquired long-haul aircraft. As mentioned earlier in the thesis, 

Norwegian has opened new bases and launched numerous new long-haul routes since 2013. In 

Current ratio 2013 2014 2015 2016 2017 2018 2019
NAS 0.74 0.45 0.48 0.43 0.56 0.43 0.61
SAS 0.61 0.79 0.86 0.78 0.81 0.88 0.78
Ryanair 1.97 1.51 1.72 1.43 1.56 1.23 0.93
EasyJet 1.05 0.89 0.72 0.92 1.04 0.97 0.87
IAG 0.72 0.76 0.80 1.05 1.01 0.91 0.89
Industry 1.09 0.99 1.03 1.04 1.10 1.00 0.87
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2013, Norwegian had 3 Dreamliner’s, now they have 37. Long-haul aircraft also contribute 

more to ASK than smaller aircraft since they carry more passengers and fly longer distances. 

However, a high level of new capacity into an existing market puts a downward pressure on 

prices, unless the growth from demand grows by the same amount. 

 
Figure 16: Available-seat-kilometers (ASK), yearly percentage growth 

 

5.3.2 RPK and load factor 

Revenue passenger kilometers (RPK) measures number of seats sold multiplied by the distance 

flown (Norwegian, 2018) If all tickets are sold, RPK would equal ASK. RPK divided on ASK 

yields the company’s load factor. The load factor describes in percentage how full the flights 

are. The cost of flying an aircraft is pretty much the same if it operates at 80% or 90% load 

factor. LCC typically tries to maximize the load factor, increasing operating- and ancillary 

revenues. FSCs business model tends to have a higher focus on flexibility, connectivity, and 

service, and make up for the lower load factor by charging a premium on the passengers’ tickets. 

The table below shows the load factor of Norwegian and its peers. 

 

 
Table 6: Load factor 
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Load factor 2013 2014 2015 2016 2017 2018 2019
NAS 78.3% 80.9% 86.2% 87.7% 87.5% 85.8% 86.6%
SAS 75.0% 76.9% 76.3% 76.0% 76.8% 75.7% 75.2%
Ryanair 82.2% 82.7% 88.3% 92.8% 94.4% 95.5% 95.2%
EasyJet 91.0% 91.7% 92.6% 92.9% 93.6% 94.0% 92.8%
IAG 80.8% 80.4% 81.4% 81.6% 82.6% 83.3% 84.6%
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5.3.3 RASK and yield 

Revenue per available seat kilometer (RASK) and Yield are key indicators which measure 

passenger revenue. Yield is defined as passenger revenue divided by RPK, whilst RASK is 

passenger revenue divided on total capacity (ASK) (Norwegian, 2018). The yield figures in the 

table below is calculated based on passenger revenue, not total revenue. In addition to passenger 

revenue (tickets), airlines earn revenue on ancillary and other revenue. Ancillary revenues are 

everything added to a ticket, e.g. priority boarding, seat selection, baggage, etc. Additional 

income is generated from cargo, leasing owned aircraft, etc. Ancillary revenue were 19 percent 

of Norwegians passenger revenue last year, while other revenue contributed with approximately 

5%. (Norwegian, 2018; Norwegian, 2020a) 

 

 
Table 7: Yield = passenger revenue / RPK 

 

The table above is calculated using the average yearly currency rate as provided by Norges-

Bank (2020b). As illustrated, FSC’s receive a higher ticket price per seat sold than LCC’s. 

Norwegian has experienced a reduction in their yield during the historical period, however, 

experienced an increased by 6.3 percent in 2019. 

 

5.3.4 CASK 

 
Table 8: CASK 

 

CASK is a measure of total operating costs including depreciation, divided on ASK. The table 

above have been calculated from the analytical income statements and converted to NOK by 

Yield (NOK) 2013 2014 2015 2016 2017 2018 2019
NAS 0.50 0.43 0.44 0.42 0.39 0.38 0.41
SAS 0.86 0.76 0.86 0.81 0.79 0.80 0.84
Ryanair 0.31 0.31 0.34 0.35 0.31 0.30 0.29
EasyJet 0.53 0.48 0.52 0.52
IAG 0.68 0.74 0.82 0.76 0.75 0.76 0.77

CASK (NOK) 2013 2014 2015 2016 2017 2018 2019
NAS 0.43 0.43 0.43 0.42 0.44 0.42 0.43
SAS 0.80 0.76 0.81 0.74 0.75 0.74 0.79
Ryanair 0.28 0.29 0.32 0.33 0.30 0.31 0.35
EasyJet 0.46 0.51 0.58 0.54 0.51 0.56 0.57
IAG 0.61 0.63 0.67 0.62 0.61 0.60 0.67



 

 57 

using the annual average currency rate as given by Norges-Bank (2020b). As illustrated, FCC’s 

have a higher cost per kilometer than their low-cost competitors. Norwegian’s CASK is still a 

lot higher than Ryanair. 
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6. Forecasting 
This section includes the key strategic and financial value drivers and assumptions for the 

forecasted period. The forecasting is based on the strategic analysis, the financial analysis, 

guiding from Norwegian, and comparisons against peers. The technical design of the forecast 

follows a sales-driven approach as suggested by Petersen et al. (2017), and key issues will be 

discussed here. 

 

6.1. Income statement 

6.1.1 Revenues 

The company is guiding a reduction in ASK of 13-15 percent in 2020 compared to 2019 

(Norwegian, 2020a). Since ASK is the key income generating parameter (routes offered), the 

revenues are estimated from ASK. The guiding implies an ASK of 86,027 in 2020. After a 

strong reduction in capacity in 2020, cutting unprofitable routes and lowering the winter 

production, it can be expected that the company will increase frequency and production when 

routes have matured. Airbus (2018b) expects a yearly growth in traffic of 4.4 percent, however, 

as discussed earlier; Norwegian have been through an enormous growth, and the focus now is 

to come back to profitability. According to the estimates from Airbus (2018b), much of the 

growth is expected to come from emerging markets. It can therefore be assumed that the growth 

in capacity will increase by 3.5% in 2021 and 2022. Thereafter 2% per year. 

 

Passenger revenues is retrieved by multiplying yield with RPK. To estimate RPK we need the 

load factor. Cutting capacity un unprofitable routes leads to a higher load factor, but the effect 

is still unknown. Norwegian changed some of their airports from secondary airports to primary 

airports in 2019, e.g. Miami and San Francisco (Lorentzen, 2019). Main airports are often more 

attractive for business travelers and offer more connecting flights. It can be expected that these 

measures will increase load factor and other revenue e.g. cargo. Initiative for cooperation with 

JetBlue also supports a higher load factor. The growth in load factor was only 1 percent in 2019. 

However, Norwegian increased their ticket prices with 6.3 percent (yield). Based on these 

actions and considerations, the assumptions are that the load factor will increase with 1.5 

percent in 2020, 1.5 percent in 2021, and thereafter 0.5 percent yearly growth until it ends at 

93.3 percent. 
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Norwegian is relatively new on many of their long-haul routes, and it can be expected that it 

takes some time before the routes gets settled on a higher price level. Additionally, compared 

to peers, it can be expected that Norwegian will end up with a load factor below Ryanair, but 

well above the FSC’s. Increasing yield and other revenues are crucial to transform Norwegian 

into a profitable company. The yield development has been downward sloping in the industry 

as high competition, capacity improvements, cost efficiency and high exit barriers has forced 

prices down. All low-cost peers have seen a reduction in yield during the historical period. 

However, as discussed in the strategic analysis, the consolidation we have seen in the industry 

have led to higher yields in 2019. Norwegian also launched their long-haul routes with very 

low-priced tickets to fill the aircraft. As the routes mature, it can be expected that the yield 

development will continue to rise going forward. The level on yield is also significant higher 

for FSC’s, and it can be expected that Norwegian can increase their yield as they are the only 

dominant LCC on long-haul traffic across the Atlantic Ocean. 

 

In 2019, ancillary revenues accounted for 18.9% of passenger revenue. As Norwegian have 

introduced priority boarding and changed luggage policy to not include a carry-on, it can be 

expected that ancillary revenues will increase within the next couple of years. Ryanair is known 

for their high ancillary revenues, in 2019 they accounted for 46.3 percent of the passenger 

revenues. EasyJet has a more modest level with 27 percent ancillary revenue in 2019. Other 

revenues for Norwegian, e.g. cargo, accounted for 4.7 percent of passenger revenue in 2019. 

Thus, as stated above with increased frequency and attractive airports, it is sensible to assume 

that other revenues will increase to 5% of passenger revenue going forward. Hence, other 

revenue is assumed to stay constant at 5% during the forecast period, whilst it is expected a 

growth in ancillary revenue, from 19 percent to 23 percent over a 3-year period. Historical and 

forecasted items in the income statement can be found in appendix 5. 

 
Table 9: Key operating figures used to estimate passenger revenue 

 

Terminal
Revenue 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
ASK 86,027  89,038  92,154  93,997  95,877  97,794  99,750  101,745 103,780 105,856 107,973 
% growth -14.0% 3.5% 3.5% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
RPK 75,607  79,427  82,618  84,692  86,818  88,997  91,231  93,520  95,868  98,274  100,741 
% growth -12.7% 5.1% 4.0% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
Load factor 87.9% 89.2% 89.7% 90.1% 90.6% 91.0% 91.5% 91.9% 92.4% 92.8% 93.3%
% growth 1.5% 1.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5%
Yield 0.42      0.43      0.43      0.44      0.44      0.45      0.45      0.46      0.46      0.46      0.47      
% growth 3.0% 2.0% 1.5% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%

Short-term Medium-term
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6.1.2 Operating expenses & aviation fuel 

Operating expenses, except fuel, are estimated from the historical period as a percentage of 

passenger revenue. However, it is necessary to adjust the figures and growth rates regarding 

realistic expectations going forward. E.g., cutting costs and building a more sustainable and 

cost-effective organization takes time. Thus, Norwegian’s operating expenses are not expected 

to fall with the same rate as revenues when capacity cuts are imposed. As cost-efficiency 

measures settle, the constant rates assume that costs grow with the same percentage as 

passenger revenue. Furthermore, airlines biggest operating expense are aviation fuel. Therefore, 

a linear regression on crude oil and jet fuel has been conducted to estimate the aviation fuel 

price going forward. Data for the regression is retrieved from IndexMundi (2020). The 

forecasted crude oil prices until terminal year is retrieved from U.S. Energy Information 

Administration (EIA) (2019). Norwegian has experienced an average reduction in fuel 

consumption per ASK of 1.83 percent during the historical period. It is assumed that they can 

continue this annual reduction until 2022. Thereafter, the ratio will stay flat. The exchange rate 

used to estimate the fuel costs is fixed at USD/NOK = 9.01. The estimated aviation fuel cost, 

and the regression for predicting jet fuel prices from crude oil is found in appendix 7. 

 

 
Table 10: Aviation fuel cost 

 

6.1.3 Depreciation, tax & net financial expenses 

Depreciation is calculated as a percentage of intangible and tangible assets. As Norwegian 

reported according to IFRS16 in 2019, and included operating leases in their financial 

statements, the percentage of 10 percent depreciation on intangible and tangible assets is used 

throughout the forecasted period. Tax on EBIT is calculated using the corporate tax rate in 

Norway, 22 percent. However, since Norwegian has deferred tax assets of NOK 2,672, and 

assumed to have substantial financial expenses going forward, it is necessary to estimate the 

deferred taxes in the forecasted period. The calculations can be seen in appendix 6. An 

assumption done in this valuation is that Norwegian do not pay taxes during the forecasted 

1 2 3
Terminal

Aviation fuel 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Aviation fuel cost (MNOK) 9,898    10,210   10,369   10,821   11,466   12,034   12,723   13,362   13,916   14,472   15,031   
Fuel consumption (1,000 mt) 1,619    1,645    1,672    1,705    1,740    1,774    1,810    1,846    1,883    1,921    1,959    
Price per ton 6,112    6,205    6,202    6,345    6,592    6,782    7,030    7,238    7,391    7,535    7,673    
ASK (million) 86,027   89,038   92,154   93,997   95,877   97,794   99,750   101,745 103,780 105,856 107,973 
Fuel consumption per ASK 1.9E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05 1.8E-05

Short-term Medium-term
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period. Tax shield is set equal to tax payable and deducted from tax on operating profit, thus 

EBIT = NOPAT.  Net financial expenses are calculated as the average of net interest-bearing 

liabilities (NIBL) times the market cost of debt for Norwegian.  

 
Table 11: Forecasted Income Statement 

 

6.2. Balance sheet and cash flow statement 
 
6.2.1 Intangible, tangible assets & investments 

Intangible and tangible assets are forecasted as a percentage of revenues. Another assumption 

here is that Norwegian will dispose of old aircraft, and replace them with new Boeing 737 

MAX. According to the annual report of 2018, Norwegian will receive the last 5 deliveries of 

Dreamliner’s in 2020. Norwegian has committed for another 165 aircraft as stated in the annual 

report for 2018. However, it is highly uncertain if and how Norwegian can finance all these 

commitments. The commitments for Airbus aircraft are assumed to be sold to the newly 

established join venture with CCB. In the last quarterly report Norwegian stated “Following the 

shift in strategic focus from growth to profitability, the company is reducing liquidity risk 

exposure by divesting aircraft, postponing aircraft deliveries and managing capacity with 

credit card acquirers” (Norwegian, 2020a, p.10). Norwegian ordered these aircraft in 2012 as 

Terminal
Forecasted income statement 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Passenger revenue 31,663   33,928   35,820   37,086   38,397   39,755   41,160   42,615   44,121   45,681   47,296   
Ancillary revenue 6,649     7,464     8,239     8,530     8,831     9,144     9,467     9,801     10,148   10,507   10,878   
Other revenue 1,583     1,696     1,791     1,854     1,920     1,988     2,058     2,131     2,206     2,284     2,365     
Total operating revenue 39,895  43,088  45,849  47,470  49,148  50,886  52,685  54,547  56,475  58,472  60,539  

Personnel expenses (6,649)    (6,786)    (7,164)    (7,046)    (7,295)    (7,553)    (7,820)    (8,097)    (8,383)    (8,679)    (8,986)    
Aviation fuel (9,898)    (10,210)  (10,369)  (10,821)  (11,466)  (12,034)  (12,723)  (13,362)  (13,916)  (14,472)  (15,031)  
Airport and ATC charges (3,800)    (5,089)    (4,657)    (5,563)    (5,760)    (5,963)    (6,174)    (6,392)    (6,618)    (6,852)    (7,094)    
Handling charges (5,066)    (5,089)    (5,015)    (5,192)    (5,376)    (5,566)    (5,762)    (5,966)    (6,177)    (6,395)    (6,621)    
Technical maintenance expenses (3,166)    (3,053)    (3,224)    (3,709)    (3,840)    (3,975)    (4,116)    (4,262)    (4,412)    (4,568)    (4,730)    
Other operating expenses (4,433)    (4,411)    (5,015)    (5,192)    (5,376)    (5,566)    (5,762)    (5,966)    (6,177)    (6,395)    (6,621)    
Total operating expenses (33,012) (34,637) (35,443) (37,523) (39,112) (40,657) (42,359) (44,045) (45,683) (47,363) (49,084) 

EBITDA 6,883    8,451    10,406  9,947    10,036  10,229  10,326  10,502  10,792  11,109  11,455  

Depreciation and amortization (6,410)    (6,491)    (6,676)    (6,674)    (6,910)    (6,643)    (6,614)    (6,573)    (6,522)    (6,459)    (6,688)    

EBIT 473       1,960    3,730    3,273    3,126    3,585    3,713    3,929    4,270    4,650    4,768    

Tax on EBIT (104)      (431)      (821)      (720)      (688)      (789)      (817)      (864)      (939)      (1,023)    (1,049)    
Deferred tax assets 104        431        821        720        688        789        817        864        939        1,023     1,049     
NOPAT 473       1,960    3,730    3,273    3,126    3,585    3,713    3,929    4,270    4,650    4,768    

NFE before tax (3,863)    (3,927)    (3,993)    (3,995)    (4,048)    (3,990)    (3,801)    (3,674)    (3,508)    (3,294)    (3,154)    
Tax shield 850        864        879        879        891        878        836        808        772        725        694        
Net earnings (2,540)   (1,103)   615       157       (32)        473       748       1,063    1,534    2,081    2,307    

Short-term Medium-term
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briefly mentioned under history about the company. The deal was the biggest single aircraft 

purchase ever done in European aviation history, and the CEO at the time was very pleased 

with the conditions on the agreement (Norwegian, 2012).  

 

In 2019, Norwegian recorded other gains of NOK 845.8 million which includes gains and losses 

on aircraft sales, currency transactions and hedging of fuel. The company do not specify the 

amount recorded as gains on assets sold in the quarterly report, but they did state the loss on 

currency and oil. Here it can be approximated a gain of NOK 150 million from aircraft sold in 

the fourth quarter. The annual reports from 2018 and 2017 records a combined gain from 

aircraft sales at NOK 419 million (Norwegian, 2018). Other losses/(gains) are however treated 

as non-recurrent and a special item and therefore not accounted for in this valuation. Intangible 

and tangible assets as a percentage of revenues were examined against the chosen peers. The 

same with investments as a percentage of revenues. Ryanair has the highest tangible assets and 

intangible assets as a percentage of revenues, and on average 117 percent of revenues. EasyJet, 

IAG and SAS are all under 100 percent of revenues for tangible and intangible assets. Thus, 

assumptions on intangible assets and investments are well above peers, however considering 

the commitments and Norwegian’s strategy on having new and fuel-efficient aircraft, the 

assumptions are deemed reasonable. However, investments, tangible and intangible assets have 

a significant impact on the free cash flow to the firm. The estimates are highly uncertain, and 

are therefore a weakness in this valuation. 

 

6.2.2 Net working capital, equity, and net interest-bearing liabilities 

Net working capital is calculated as a fixed percentage of revenues. The fixed figure is the 

average during the historical period which is 23 percent. The forecast assumes net losses in 

2020 and 2021. The assumption applied in this valuation is that Norwegian will be able to 

refinance and increase their liabilities during the forecasted period. Net interest-bearing 

liabilities (NIBL) starts at 90% of invested capital and fluctuates thereafter. Invested capital on 

the equity and liability side of the balance sheet is set equal to Invested capital from the 

operating side. NIBL are then estimated as Invested capital – equity (end of period). Thus, the 

assumption is that all free cash flow generated will be used for down payments on net interest-

bearing liabilities. This increase equity owners share of the company. However, this is a 

limitation, as it is highly uncertain if Norwegian will be able to refinance their debt on terms 
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which benefit the equity holders. The forecasted balance sheet and cash flow statement can be 

seen in table 12 and 13 below. 

 

 

 
Table 12: Forecasted balance sheet 

 

 
Table 13: Forecasted cash flow statement 

 
  

Forecasted balance sheet 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Assets
Intangible and tangible assets 63,832  64,632  66,482  66,458  68,808  66,152  65,856  65,457  64,947  64,319  66,593  
% of revenue 160% 150% 145% 140% 140% 130% 125% 120% 115% 110% 110%
Net working capital (9,339)   (10,086) (10,733) (11,112) (11,505) (11,912) (12,333) (12,769) (13,220) (13,688) (14,172) 
% of revenue -23% -23% -23% -23% -23% -23% -23% -23% -23% -23% -23%
Invested capital (net operating assets)54,493  54,545  55,749  55,346  57,303  54,240  53,523  52,688  51,726  50,631  52,421  

Equity and liabilities
Equity, beginning of period 5,648    3,108    2,004    2,619    2,776    2,744    3,218    3,965    5,029    6,562    8,643    
+Net earnings (2,540)   (1,103)   615      157      (32)       473      748      1,063    1,534    2,081    2,307    
Equity, end of period 3,108    2,004    2,619    2,776    2,744    3,218    3,965    5,029    6,562    8,643    10,951  
Net interest-bearing liabilities (NIBL) 51,385  52,541  53,130  52,570  54,558  51,022  49,558  47,659  45,164  41,988  41,471  
Invested capital (equity + NIBL) 54,493  54,545  55,749  55,346  57,303  54,240  53,523  52,688  51,726  50,631  52,421  

Cash flow statement 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
NOPAT 473     1,960     3,730     3,273     3,126     3,585     3,713     3,929     4,270     4,650     4,768     
+Depreciation and amortisation 6,410  6,491     6,676     6,674     6,910     6,643     6,614     6,573     6,522     6,459     6,688     
- Δ Net working capital (1,514) (747)      (646)      (379)      (393)      (407)      (421)      (436)      (451)      (467)      (484)      
-Net investments (non-current assets) (5,940) (7,291)    (8,526)    (6,651)    (9,259)    (3,987)    (6,318)    (6,174)    (6,012)    (5,832)    (6,688)    
= Free cash flow to the firm (FCFF) (571)   412        1,234     2,917     384        5,835     3,587     3,892     4,328     4,810     4,284     
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7. Valuation 
This chapter includes the calculations and considerations regarding cost of capital. The final 

value estimate retrieved from the discounted cash flow model will be presented at the end of 

the chapter. 

 
7.1 Cost of capital 
Risk is an essential part of running a business. Lenders of capital and equity investors require 

a compensation for providing funds to risky projects. This compensation cost is known as cost 

of capital. When discounting the free cash flow to the firm (FCFF) the discount rate that will 

be used is the weighted average cost of capital (WACC). (Petersen et al., 2017) 

 

7.1.1 Risk-free interest rate  

The risk-free rate is the expected return we can get on a risk-free asset. According to Damodaran 

(2012) two conditions must be met. The first is that there can be no default risk, the second is 

that there can be no reinvestment risk. Petersen et al. (2017) recommends using zero coupon 

bonds issued by the government as they fulfill these conditions. Additionally, he states that the 

bond should be denominated in the same currency as the underlying cash flows. 

The risk-free rate chosen in this valuation is the 10-year government bond, annual average of 

daily quotes, computed by Norges-Bank (2020a) for 2019, which is 1.49%.  

 

7.1.2 Equity risk premium 

The market risk premium is the excess return you can earn by investing in the market. Petersen 

et al. (2017, p. 345) states “that the return on the market portfolio is ideally based on the return 

on all types of assets but is usually based on stock returns for firms listed on a stock exchange”. 

PWC (2019) releases an annual report about the equity risk premium in the Norwegian equity 

market. The report from 2019 are based on responses from 148 members in the Norwegian 

Society of Financial Analysts. This society consists of analysts and economists who works with 

investments, valuations, and financial analysis. The findings from the report is that the equity 

risk premium in Norway is 5%. This risk-premium is consistent from previous years reports 

and based on a wide sample of financial analysts. Thus, regarded as a reliable source. Therefore, 

the risk-premium of 5% will be used in this valuation. 
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7.1.3 Equity owner’s required rate of return 

To estimate equity investors required rate of return, the capital asset pricing model (CAPM) is 

generally used. The formula for equity owners required rate of return is according to CAPM: 

 

푟 = 푟 +  훽 ∗ (푟 − 푟 ) 

 

Where re is equity owners required rate of return, rf is the risk-free rate as described above, (rm-

rf) is the equity risk premium. βe is the systematic risk on equity (levered beta). Thus, beta 

measures the relative risk of a stock compared to the general market. The general stock market 

(market portfolio) has a beta of 1, and interpretations of beta is therefore that a beta below 1 

means the investment has a lower risk then the market, while a beta above 1 indicates that the 

investment is more risky than the market. (Petersen et al., 2017) 

 

7.1.4 Beta 

“The conventional approach for estimating the beta of an investment is a regression of returns 

on the investment against returns on a market index” (Damodaran, p. 183, 2012) The regression 

shows the co-variation between the returns on the market and the individual stock. Thus, 

estimations of beta are based on historical stock returns. Regressions are conducted on 

Norwegian and peers, against the respective main stock index in each country where the 

company is listed. All data for historical returns on the indices and companies were collected 

from Yahoo Finance (2019). The data for Norwegian and OSEBX are retrieved from Oslo Børs 

(2019a; 2019b) and manually sorted to match the dates in Yahoo’s dataset. OSEBX is the main 

index in Norway and Norwegian are included in it. The index is heavily weighted within the 

oil industry and might therefore not be the best proxy of a market index which should include 

all assets (Damodaran, 2012).  

 

Regressions are conducted on both 5-year monthly data, and 2-year weekly data. The beta 

retrieved from the regressions varies from 1.28 (2-year weekly) to 1.47 (5-year monthly). 

Norwegian has grown and changed their risk profile significantly during the last 5 years. Since 

beta is a measure of risk in a company, the 5-year monthly data were not viewed as a good 

proxy. This is supported by the standard deviation of that regression, which is 0.70. I.e. the true 

value of the beta for Norwegian could range from 0.77 to 2.18 with 67% confidence. Beta 
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regressions of Norwegian’s returns are also run against the following indices: S&P500, 

FTSE100 and EURO100 on 2-year weekly data. The results are 1.04, 1.47 and 0.99. The lowest 

standard deviation is found against the S&P500 index, where the standard deviation was 0.44. 

R-squared showed a value of 0.05. According to Damodaran (2012), “the economic rationale 

behind r-squared is that it provides an estimate of the proportion of the risk of a firm that can 

be attributed to market risk” (Damodaran, 2012, p.184). One minus r-squared is then the firm-

specific risk. 

 

The beta results differ, and according to Damodaran (2012) most financial service companies 

e.g. Bloomberg, adjust their beta towards 1 which relies on empirical studies that implies that 

the beta for most companies will tend to move towards the market beta. According to 

Damodaran’s home page (2020), the levered beta within the airline industry in Europe is 1.01. 

Therefore, it is sensible to choose an average out of the 2-year regression beta (against OSEBX) 

with the average of the European industry, as retrieved from Damodaran’s home page. The 

formula for adjusting the beta is the one that Bloomberg uses: 

𝐴푑푗푢푠푡푒푑 푏푒푡푎 = 1.28 ∗
2
3

+ 1.01 ∗
1
3

 

 

The adjusted beta calculated above is 1.19. This is the same beta as retrieved from taking the 

arithmetic mean of all regression’s beta on Norwegian against the market indices. 

 

7.1.5 Debt holder’s required rate of return 

According to Petersen et al. (2017), the required rate on return on net interest-bearing liabilities 

(NIBL) after tax is calculated as: 

푟 = 푟 + 푟 ∗ (1 − 푡) 

Where rd is the required rate of return on NIBL. rf is the risk-free interest rate chosen above. t 

is the corporate tax rate and rs is the credit spread, also called the risk-premium on NIBL. 

 

The credit spread can be determined by investigating the firms default risk. According to 

Damodaran (2012) the default risk is a combination of two variables, the first is the company’s 

capacity to generate cash flow from operations, the second is its committed financial 

obligations, e.g. interest and principal payments. Damodaran also states that the volatility of 
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the operating cash flows influences the default risk. As mentioned under the financial analysis, 

Norwegian have a negative interest coverage ratio. According to a report from S&P Global 

Market Intelligence (2019), Norwegian’s financial ratios categorized as a triple C rated 

company, suggesting a credit spread according to Damodaran (2020b) of 8.20%. Norwegian 

also issued a convertible bond in late 2019 which had a fixed interest of 6.375% per annum. 

The option to convert the bond to shares lowers the interest rate charged on the bond, thus, the 

newly issued bond supports the credit spread of approximately 8.20% which will be applied in 

this thesis. 

 

7.1.6 Capital structure 

When computing the weighted average cost of capital, the capital structure must be based on 

market values (Petersen et. al., 2017). This can be problematic when computing the market 

value of debt since few firms have all their debt outstanding as bonds. Most of Norwegians debt 

are lease commitments and aircraft financing given by export credit agencies in the United 

States and EU (Norwegian, 2018). Damodaran (2020c) recommends treating the entire debt as 

a one coupon bond, with the coupon set equal to the interest expenses on all the debt and 

maturity set equal to the face-value weighted average maturity of the debt. Following, the 

coupon bond is valued at the current cost of debt for the company. As stated under chapter 5, 

Norwegian leases their aircraft between 3 and 12 years. The outstanding bonds matures within 

a couple of years, and owned aircraft are divided into two parts and depreciated over their useful 

life (maintenance parts and aircraft frame). Useful life is approximated to be 8 years. Using the 

NIBL of NOK 52,353 million for 2019, the interest expense of NOK 3,075 million, the cost of 

debt of 7.56 percent and 8 years as maturity yields a market value of debt of NOK 47,197 

million.  

 

The share price of Norwegian traded at NOK 37.75 at December 30th, 2019 (Oslo Børs, 2019a). 

Total shares outstanding at the end of 2019 were 163,558,377 (Norwegian, 2020a). Multiplying 

the share price with outstanding shares gives us the market capitalization or market value of 

equity of the company. Norwegians market value of equity at the end of the year were NOK 

6,174 million. Thus, the equity weight is 12% and the weight of the debt is 88%.  



 

 68 

7.1.7 Weighted average cost of capital (WACC) 

The combination of equity owners required rate of return and lenders required rate of return 

make up the weighted average cost of capital for the company. The formula for WACC is: 

 

푊𝐴𝐶𝐶 =
푁퐼𝐵퐿

푁퐼𝐵퐿 + 𝐸푞푢푖푡푦
∗ 푟 ∗ (1 − 푡) +

𝐸푞푢푖푡푦
푁퐼𝐵퐿 + 𝐸푞푢푖푡푦

∗ 푟  

 

Where NIBL is the market value of net interest-bearing liabilities, while equity is the market 

value of equity. rd is the required rate of return on NIBL as computed above, and re is equity 

owners required rate of return. t is the corporate tax rate. (Petersen, et. al., 2017) 

The equity owners required rate of return using the CAPM model yields re = 1.49% + 1.19 * 

5% = 7.44%. The required return for debt owners is calculated as; rd = (1.49% + 8.20%) * (1-

22%) = 7.56%. Using the formula above for WACC, and the weights estimated under capital 

structure above yields a WACC of 7.54%. 

 
7.2 Final Value estimate 
The value of one share in Norwegian is estimated using the discounted cash flow approach. 

The free cash flows to the firm is discounted with the weighted average cost of capital of 7.54 

percent. The growth rate in the continuing period is set equal to 2 percent. Sum of the present 

value in the forecasted horizon and the terminal value make up the enterprise value of the 

company. The market value of net interest-bearing liabilities is deducted from the enterprise 

value to retrieve at the estimated market value of equity. The share price retrieved from the 

discounted cash flow model is NOK 37.45 per share. This is very similar to the actual market 

price, on the 30th of December 2019 which was NOK 37.75.  

 
Table 14: Final Value Estimate 

Discounted cash flow model 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Free cash flow to the firm (FCFF) (571)     412    1,234  2,917  384    5,835  3,587  3,892  4,328  4,810  4,284  
WACC 7.54% 7.54% 7.54% 7.54% 7.54% 7.54% 7.54% 7.54% 7.54% 7.54% 7.54%
Discount factor 0.930 0.865 0.804 0.748 0.695 0.647 0.601 0.559 0.520 0.483 0.483
Present value, FCFF (531)     356    992    2,181  267    3,772  2,157  2,176  2,250  2,325  2,071  

WACC 7.54%
Growth in terminal value 2%
PV of FCFF, forecast horizon 15,945  
PV of FCFF, continuing period 37,377  
Estimated Enterprise value 53,322  
Net interest-bearing liabilities (47,197) 
Estimated market value of equity 6,125   
# of shares 164       
Price per share 37.45   
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8. Sensitivity analysis 
A sensitivity analysis is conducted to see how sensible the share price estimate is to the inputs 

used in the discounted cash flow model. The present value of the FCFF in the terminal period 

accounts for 70% of the enterprise value of Norwegian. Thus, a sensitivity analysis on the 

growth rate in the terminal period and WACC has been conducted. 

 

 
Table 15: Sensitivity analysis (WACC and growth rate) 

 

A small change in the weighted average cost of capital or the growth rate has a significant effect 

on the share price estimate. By changing the growth rate to 1.75 percent in terminal period, the 

value would drop to 30 NOK per share. A WACC of 8.25 percent would lead to a negative 

equity ratio, meaning that the market value of debt would be higher than the estimated 

enterprise value.  

 

The price of oil is also a significant cost driver for Norwegian. Small changes in the oil price, 

or the currency (fixed throughout the forecasted period) would lead to a significant impact on 

the share price estimate, as verified in the table below. The present value approach is very 

sensitive to changes in key value drivers (Petersen, et. al, 2017), and therefore a lot of time has 

been spent in order to prepare realistic forecasts. 

 
Table 16: Oil price and USD/NOK sensitivity analysis 

37.45     6.75% 7.00% 7.25% 7.50% 7.75% 8.00% 8.25%
1.25% 62 44 28 12 -1 -14 -26
1.50% 74 55 37 21 6 -7 -20
1.75% 87 66 47 30 15 0 -13
2.00% 101 79 59 40 24 8 -6
2.25% 117 93 71 51 33 17 2
2.50% 135 108 85 63 44 27 11
2.75% 155 126 100 77 56 37 20

WACC

37.45     60 65 70 73 75 77 79
8.6             315 235 155 103 76 44 12
8.7             297 216 135 82 54 21 -11
8.9             280 197 114 60 32 -1 -34
9.0             262 178 94 39 10 -24 -57
9.2             244 159 73 17 -12 -46 -81
9.3             226 140 53 -4 -34 -69 -104
9.5             209 120 32 -25 -56 -91 -127

Oil price
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9. Relative valuation 
 
Relative valuation, or multiples can be used to stress test the estimates retrieved from the 

discounted cash flow model. The general idea behind multiples, are that perfect substitutes 

should sell for the same price (Petersen, et al., 2017). However, the peers used in this thesis all 

generate positive earnings, have a higher equity ratio, and therefore do not share the same risk 

characteristics as Norwegian. As the company has reported negative earnings during the last 

three years, this limits the use of earnings multiples. 

 

Damodaran (2020d) publishes multiples for different industries on his webpage. Multiples for 

the European Airline industry is based on 39 companies, and the table below shows 

Norwegian’s share price based on these multiples. All the input used in the relative valuation 

below, are figures for Norwegian at 31st of December 2019. The market value of NIBL are 

deducted from the enterprise values on EV/Sales and EV/EBITDA. 

 

 
Table 17: Industry multiples retrieved from Damodaran (2020d) 

 

Multiples for peers where computed based on figures for the fiscal year of 2019 and the market 

value of equity per December 31st, 2019. 

 

 
Table 18: Average multiples for peers  

Multiple Damodaran Enterprise value Equity value Per share
EV/SALES 1.47       63,820 16,623 101.63    
EV/EBITDA 8.61       55,660 8,463   51.74     
P/B 2.17       8,966   54.82     
P/S 0.87       37,749 230.80    
Median shareprice 78.22    
Average shareprice 109.75  

Peers Share price # shares Market cap Sales P/S P/B
SAS 15.15         383               5,796          46,736 0.12 1.08       
RYA 13.63         1,133            15,448        7,697   2.01 2.96       
EZJ 14.25         397               5,658          6,408   0.88 1.85       
IAG 6.25           1,992            12,450        25,506 0.49 1.82       
Average multiples for peers 0.88 1.84       

Peer multiples for Norwegian Equity Per share
P/S 38,104 232.97    
P/B 7,581    46.35       
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The multiple analysis shows that companies within the airline industry in Europe is priced at a 

higher price level than Norwegian. Multiples can be decomposed to show which factors that 

drives the value on different multiples. For equity-based multiples, return on equity, required 

rate of return on equity and the growth rate determines the value. Enterprise multiples can be 

decomposed to various elements of ROIC, WACC, the growth rate, tax rate, depreciation rate 

and EBITDA margin. (Petersen, et. al., 2017) Since Norwegian has a lower ROIC, higher 

WACC and lower ROE than peers, it is expected that Norwegian will have a lower equity value 

than peers. Norwegian should not be priced on the same levels as financially sound peers. The 

peers are more stable, earn a profit and are therefore more resilient to external shocks than 

Norwegian. 
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10. Conclusion 

The purpose of this thesis is to investigate whether Norwegian Air Shuttle ASA is priced 

correctly on the Oslo Stock Exchange, as of December 31st, 2019. In order to answer the 

research question, a thorough analysis of the airline industry, a strategic analysis of Norwegian, 

and a financial analysis against peers has been conducted. As uncovered in the strategic 

analysis, the airline industry is characterized by high competition, low margins, and high exit-

costs. Nevertheless, Norwegian has managed to grow extensively during the last decade and 

achieved a unique market position as the leading low-cost long-haul airline between Europe 

and the U.S. Furthermore, Norwegian has a strong brand and has won numerous costumer- and 

airline awards. However, this growth has not come cheap, as seen in the financial analysis. 

Norwegian has reported negative earnings for the last three years, which makes it a difficult 

company to value. 

 

The findings from the analysis’, laid the foundation for forecasting realistic assumptions on key 

value drivers going forward. However, it is important to acknowledge that there are limitations 

to the assumptions, as different assumptions would have yielded a different result. Especially 

future investments and intangible assets as a percentage of revenues, have a big effect on the 

final value estimate. Additionally, the sensitivity analysis also unveiled that the value estimate 

is sensitive to changes in the cost of capital, the growth rate, and the oil price. Thus, again, 

small changes in the value drivers significantly affect the value estimate. Nevertheless, by using 

the discounted cash flow model, the market value of one share of equity was retrieved. The 

price of one share of equity in Norwegian Air Shuttle ASA per 31st of December 2019 is 

estimated at NOK 37.45. This seems to be a reasonable estimate as it happens to be almost the 

same as the market price on the last day of trading on 2019. Furthermore, the relative valuation 

illustrates that Norwegian is undervalued compared to peers and the European industry as of 

31st of December 2019. This because, Norwegian does not share the same characteristics on 

risk, profitability, and cost of capital as the peers. 

 

The fundamental analysis assumes that Norwegian will be able to refinance or increase their 

borrowings going forward. This is a limitation as Norwegian’s expected earnings are forecasted 

to be negative for the next two years. In the case of failure to meet commitments from bond 

holders and aircraft producers, the existing shareholders risk losing control of the company. It 
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is expected that Norwegian will receive a compensation from Boeing regarding the grounding 

of the 737 MAX aircraft. This has not been accounted for in the discounted cash flow, and thus 

important to recognize. 

 

To conclude, this thesis uncovers that there is a significant risk involved in Norwegian. The 

company is exposed to external threats, and favorable- or unfavorable circumstances can have 

a significant impact on the stock price. Therefore, a watch recommendation on Norwegian is 

hereby given.  
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Appendices: 
Appendix 1: Income Statement (as reported) - NAS 

 
 
 
  

NOK (Million) 2013 2014 2015 2016 2017 2018 2019
Passenger revenue 13,381  16,255  18,506  21,096  24,719  32,560  35,216  
Ancillary revenue 1,758    2,727    3,275    3,929    4,823    6,267    6,652    
Other revenue 440       558       710       926       1,407    1,439    1,654    
Total operating revenue 15,580 19,540 22,491 25,951 30,948 40,266 43,522 

Personnel expenses 2,478    3,209    3,434    3,971    5,316    6,665    6,818    
Aviation fuel 4,707    6,321    5,184    5,053    7,339    12,562  12,607  
Airport and ATC charges 2,183    2,724    2,949    3,304    3,760    4,373    4,140    
Handling charges 1,339    1,855    2,337    2,996    3,685    5,201    5,260    
Technical maintenance expenses 928       1,290    1,717    1,865    2,707    3,494    3,379    
Other operating expenses 1,662    2,374    2,702    3,481    4,625    4,807    4,850    
Other losses/(gains) (502)     584       474       (678)     (432)     994       (846)     
Total operating expenses 12,796 18,356 18,797 19,992 27,000 38,095 36,208 

EBITDAR 2,784   1,184   3,694   5,958   3,949   2,171   7,314   

Aircraft leasing 1,284    1,846    2,213    2,842    3,890    4,354    -       
EBITDA 1,499   (662)     1,481   3,116   59        (2,183)  7,314   

Depreciation and amortization 530       748       1,133    1,296    1,405    1,668    6,458    
Impairment -       -       -       -       656         -       -       
EBIT 970      (1,411)  348      1,820   (2,002)  (3,851)  856      

Interest income 150       52        74        44        71        118       205       
Interest expense 257       303       463       686       959       1,160    3,075    
Other financial income (expenses) (472)     (23)       13        118       35        2,274    340       
NFE (579)     (274)     (376)     (525)     (852)     1,232   (2,530)  

Profit (loss) from associated companies 47        58        103       213       292       129       (14)       
EBT 437      (1,627)  75        1,508   (2,562)  (2,490)  (1,688)  

Income tax expense (income) 116       (557)     (171)     373       (769)     (1,036)   (79)       
Net profit (loss) 322      (1,070)  246      1,135   (1,794)  (1,454)  (1,609)  

Effective tax rate -26.5% -34.3% 228.0% -24.8% -30.0% -41.6% -4.7%
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Appendix 2: Analytical Income Statement - NAS 

 
  
 
 
 
 
 
 
 
Appendix 3: Balance sheet (as reported) - NAS 

NOK (Million) 2013 2014 2015 2016 2017 2018 2019
Passenger revenue 13,381    16,255    18,506    21,096    24,719    32,560    35,216    
Ancillary revenue 1,758      2,727      3,275      3,929      4,823      6,267      6,652      
Other revenue 440        558        710        926        1,407      1,439      1,654      
Total operating revenue 15,580  19,540  22,491  25,951  30,948  40,266  43,522  

Personnel expenses (2,478)    (3,209)    (3,434)    (3,971)    (5,316)    (6,665)    (6,818)    
Aviation fuel (4,707)    (6,321)    (5,184)    (5,053)    (7,339)    (12,562)   (12,607)   
Airport and ATC charges (2,183)    (2,724)    (2,949)    (3,304)    (3,760)    (4,373)    (4,140)    
Handling charges (1,339)    (1,855)    (2,337)    (2,996)    (3,685)    (5,201)    (5,260)    
Technical maintenance expenses (928)       (1,290)    (1,717)    (1,865)    (2,707)    (3,494)    (3,379)    
Other operating expenses (1,662)    (2,374)    (2,702)    (3,481)    (4,625)    (4,807)    (4,850)    
Total operating expenses (13,298) (17,773) (18,323) (20,670) (27,432) (37,101) (37,054) 

EBITDA 2,282    1,767    4,168    5,280    3,516    3,165    6,468    

Depreciation and amortization (595)       (814)       (1,199)    (1,361)    (1,471)    (1,668)    (6,458)    
Depreciation on leases (895)       (1,353)    (1,631)    (2,028)    (2,665)    (2,911)    -         
EBIT 791       (399)      1,339    1,891    (619)      (1,414)   10         

Tax on EBT (116)       557        171        (373)       769        1,036      79          
Tax shield (258)       (192)       (231)       (281)       (428)       (19)         (560)       
NOPAT 417       (34)        1,279    1,236    (279)      (397)      (471)      

Interest income 150        52          74          44          71          118        205        
Interest expense (257)       (303)       (463)       (686)       (959)       (1,160)    (3,075)    
Other financial income (expenses) (472)       (23)         13          118        35          2,274      340        
Interest on leases (389)       (493)       (582)       (814)       (1,225)    (1,443)    -         
Profit (loss) from associated companies 47          58          103        213        292        129        (14)         
NFE (922)      (710)      (855)      (1,126)   (1,785)   (82)        (2,544)   
Tax shield from NFE 258        192        231        281        428        19          560        
NFE after tax (664)      (518)      (624)      (844)      (1,357)   (63)        (1,984)   

Net earnings without special items (246)      (552)      655       392       (1,636)   (460)      (2,455)   

Special items
Other (losses)/gains 502        (584)       (474)       678        432        (994)       846        

Marginal tax rate 28% 27% 27% 25% 24% 23% 22%
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ASSETS: 2013 2014 2015 2016 2017 2018 2019
Non-current assets
Intangible assets:

Intangible assets 225       207       207       198       201       212       198     
Deferred tax asset 29        519       594       241       1,019    2,674    2,672    

Total intangible assets: 254       726       800       440       1,220    2,886    2,870    
Tangible assets:

Owned aircraft, parts and installations on leased aircraft7,527    12,528  18,508  22,572  25,862  31,064  27,392  
Right of use assets aircraft and parts -       -       -       -       -       -       33,245  
Other fixed assets owned (equipment, fixtures & buildings)88        336       365       372       370       481       462       
Right of use assets other -       -       -       -       -       -       333       
Prepayment to aircraft manufacturers 2,515    4,103    5,939    7,156    5,219    8,561    4,947    

Total tangible assets: 10,130  16,967  24,812  30,100  31,451  40,106  66,379  
Fixed asset investments:

Financial lease asset 21        19        -       -       -       -       -       
Derivative financial instruments -       -       -       114       31        4          -       
Financial assets available for sale 83        83        83        83        3          -       -       
Investment in associate 165       224       328       609       833       70        70       
Other receivables 199       421       502       624       790       1,142    1,415  

Total asset investments 468       747       913       1,430    1,656    1,216    1,485    

Total non-current assets 10,851 18,439 26,525 31,969 34,328 44,209 70,734 

Current assets
Assets held for sale -       -       -       -       -       851       1,205    
Inventory 74        83        104       102       102       167       176       
Trade and other receivables 1,623    2,174    2,551    3,014    4,358    6,753    10,133  
Derivative financial instruments 37        -       -       353       616       33        -       
Financial assets available for sale 11        -       -       -       80        -       -       
Investments in financial assets -       -       -       -       -       2,052    -       
Cash and cash equivalents 2,166    2,011    2,454    2,324    4,040    1,922    3,096    
Total current assets 3,912   4,268   5,109   5,793   9,195   11,777 14,609 

TOTAL ASSETS 14,763 22,706 31,634 37,763 43,523 55,985 85,342 
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EQUITY AND LIABILITIES 2013 2014 2015 2016 2017 2018 2019
Equity
Share capital 4          4          4          4          4          5          
Share premium 1,094    1,094    1,232    1,232    1,232    2,687    
Other paid-in equity 73        87        94        111       128       133       
Other reserves (11)       455       876       773       641       1,012    
Retained earnings 1,591    469       760       1,919    82        (2,149)   
Shareholders' equity 2,750    2,108    2,965    4,038    2,086    1,687    4,101    
Non-controlling interest -       -       -       11        12        17        24        
Total equity 2,750   2,108   2,965   4,049   2,098   1,705   4,125   

Non-current liabilities
Borrowings:

Bond issue 594       543       3,222    2,937    3,070    1,182    4,547    
Aircraft prepayment financing -       527       -       47        263       281       285       
Aircraft financing 5,143    8,880    13,322  15,722  18,727  21,067  17,682  
Lease liabilities -       -       -       -       -       -       30,080  

Total non-current borrowings 5,737    9,950    16,543  18,706  22,060  22,530  52,593  
Other non-current liabilities:

Derivative financial instruments -       -       -       28        -       38        -       
Financial lease liability 7          3          -       -       -       -       -       
Pension obligation 128       202       135       107       150       147       147     
Provision for periodic maintenance 413       835       1,178    1,376    2,679    3,188    3,692  
Other non-current liabilities -       -       80        85        137       145       145     
Deferred tax 444       170       -       -       -       615       615     

Total other non-current liabilities 991       1,210    1,392    1,597    2,966    4,132    4,598.3 
Total non-current liabilities 6,728   11,161 17,936 20,303 25,027 26,662 57,192 

Current liabilities
Borrowings:

Bond issue -       288       -       1,218    1,250    2,401    250       
Credit facility -       -       -       325       675       1,125    -       
Aircraft prepayment financing 147       2,041    1,473    1,369    353       3,861    95        
Aircraft financing 547       997       1,568    1,857    1,967    3,923    4,245    
Loan facility 71        -       -       -       -       -       -       
Lease liabilities 4          5          -       -       -       -       4,195    

Total current borrowings 768       3,330    3,041    4,769    4,245    11,309  8,784    
Air traffic settlement liabilities 2,567    2,965    4,014    4,666    6,494    6,907    6,107    
Other current liabilities:

Derivative financial instruments -       459       783       86        42        1,359    -       
Tax payable -       2          32        8          50        31        -       
Trade and other payables 1,950    2,680    2,863    3,882    5,568    8,012    9,136  

Total other current liabilities 1,950    3,142    3,677    3,976    5,660    9,403    9,136    
Total current liabilities 5,285   9,437   10,733 13,411 16,398 27,619 24,026 

Total liabilities 12,013 20,598 28,669 33,714 41,424 54,281 81,218 

TOTAL EQUITY AND LIABILITIES14,763 22,706 31,634 37,763 43,523 55,985 85,343 
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Appendix 4: Analytical balance sheet - NAS 

 

Invested capital (NOK million): 2013 2014 2015 2016 2017 2018 2019
Non-current assets
Intangible assets 254       726       800       440       1,220    2,886    2,870    
Owned aircraft 7,527    12,528  18,508  22,572  25,862  31,064  27,392  
Right of use assets aircraft and parts 8,111    10,956  14,207  17,693  23,560  28,853  33,578  
Other fixed assets owned 88        336       365       372       370       481       462       
Financial lease asset 21        19        -       -       -       -       -       
Other receivables 199       421       502       624       790       1,142    1,415    
Total non-current operating assets 16,199  24,986  34,382  41,700  51,803  64,427  65,717  

Current assets
Inventory 74        83        104       102       102       167       176       
Trade and other receivables 1,623    2,174    2,551    3,014    4,358    6,753    10,133  
Total current operating assets 1,697    2,256    2,655    3,116    4,460    6,920    10,309  
Total operating assets 17,897 27,242 37,037 44,816 56,262 71,347 76,026 

Operating liabilities
Non-current liabilities
Financial lease liability 7          3          -       -       -       -       -       
Provision for periodic maintenance 413       835       1,178    1,376    2,679    3,188    3,692    
Deferred tax 444       170       -       -       -       615       615       
Total non-current liabilities 864       1,009    1,178    1,376    2,679    3,802    4,307    

Current liabilities
Air traffic settlement liabilities 2,567    2,965    4,014    4,666    6,494    6,907    6,107    
Tax payable -       2          32        8          50        31        -       
Trade and other payables 1,950    2,680    2,863    3,882    5,568    8,012    9,136    
Total current liabilities 4,516    5,648    6,909    8,556    12,112  14,951  15,242  

Total operating liabilities 5,380   6,657   8,087   9,932   14,791 18,753 19,549 

Invested Capital (net operating assets) 12,517 20,586 28,950 34,884 41,471 52,594 56,477 
Average Invested capital 16,551  24,768  31,917  38,178  47,033  54,536  
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Invested capital (NOK million): 2013 2014 2015 2016 2017 2018 2019
Total equity 2,750   2,108   2,965   4,049   2,098   1,705   4,125   

Interest bearing liabilities
Non-current liabilities
Bond issue 594       543       3,222    2,937    3,070    1,182    4,547    
Aircraft prepayment financing -       527       -       47        263       281       285       
Aircraft financing 5,143    8,880    13,322  15,722  18,727  21,067  17,682  
Lease liabilities 8,111    10,956  14,207  17,693  23,560  28,853  30,080  
Derivative financial instruments -       -       -       28        -       38        -       
Pension obligation 128       202       135       107       150       147       147       
Other non-current liabilities -       -       80        85        137       145       145       
Total non-current liabilities 13,975  21,108  30,965  36,619  45,908  51,713  52,885  
Current liabilities
Bond issue -       288       -       1,218    1,250    2,401    250       
Credit facility -       -       -       325       675       1,125    -       
Aircraft prepayment financing 147       2,041    1,473    1,369    353       3,861    95        
Aircraft financing 547       997       1,568    1,857    1,967    3,923    4,245    
Loan facility 71        -       -       -       -       -       -       
Lease liabilities 4          5          -       -       -       -       4,195    
Derivative financial instruments -       459       783       86        42        1,359    -       
Total current liabilities 768       3,789    3,824    4,855    4,286    12,669  8,784    
Total Interest bearing liabilities 14,744 24,898 34,789 41,475 50,194 64,382 61,669 

Interest bearing assets
Non-current interest bearing assets
Prepayment to aircraft manufacturers 2,515    4,103    5,939    7,156    5,219    8,561    4,947    
Derivative financial instruments -       -       -       114       31        4          -       
Financial assets available for sale 83        83        83        83        3          -       -       
Investment in associate 165       224       328       609       833       70        70        
Total non-current interest bearing assets 2,762    4,409    6,350    7,963    6,086    8,635    5,017    
Current interest bearing assets
Assets held for sale -       -       -       -       -       851       1,205    
Derivative financial instruments 37        -       -       353       616       33        -       
Financial assets available for sale 11        -       -       -       80        -       -       
Investments in financial assets -       -       -       -       -       2,052    -       
Cash and cash equivalents 2,166    2,011    2,454    2,324    4,040    1,922    3,096    
Total current interest bearing assets 2,215    2,011    2,454    2,677    4,736    4,857    4,300    
Total interest bearing assets 4,977   6,420   8,804   10,639 10,821 13,492 9,317   

Net-interest bearing liabilities 9,767   18,478 25,985 30,835 39,373 50,890 52,353 

Invested Capital 12,517 20,586 28,950 34,884 41,471 52,594 56,477 
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Appendix 5: Operating expenses % of passenger revenue 

 
 

 
 
Appendix 6: Deferred taxes 

avg. 2-y avg.
% of passenger revenue 2013 2014 2015 2016 2017 2018 2019
Passenger revenue 100% 100% 100% 100% 100% 100% 100% 100% 100%
Ancillary revenue 13% 17% 18% 19% 20% 19% 18.9% 18% 19%
Other revenue 3% 3% 4% 4% 6% 4% 4.70% 4% 5%
Total operating revenue 116% 120% 122% 123% 125% 124% 124% 122% 124%

Personnel expenses -19% -20% -19% -19% -22% -20% -19% -20% -20%
Aviation fuel -35% -39% -28% -24% -30% -39% -36% -33% -37%
Airport and ATC charges -16% -17% -16% -16% -15% -13% -12% -15% -13%
Handling charges -10% -11% -13% -14% -15% -16% -15% -13% -15%
Technical maintenance expenses -7% -8% -9% -9% -11% -11% -10% -9% -10%
Other operating expenses -12% -15% -15% -17% -19% -15% -14% -15% -14%
Total operating expenses -99% -109% -99% -98% -111% -114% -105% -105% -110%

EBITDA 17% 11% 23% 25% 14% 10% 18% 17% 14%

Depreciation and amortization -4% -5% -6% -6% -6% -5% -18% -7% -12%
Depreciation on leases -7% -8% -9% -10% -11% -9% 0% -8% -4%

EBIT 6% -2% 7% 9% -3% -4% 0% 2% -2%

Historical period

Terminal
% of passenger revenue 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Passenger revenue 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Ancillary revenue 21.0% 22.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0% 23.0%
Other revenue 5.0% 5% 5% 5% 5% 5% 5% 5% 5% 5% 5%
Total operating revenue 126% 127% 128% 128% 128% 128% 128% 128% 128% 128% 128%

Personnel expenses -21% -20% -20% -19% -19% -19% -19% -19% -19% -19% -19%
Aviation fuel -31% -30% -29% -29% -30% -30% -31% -31% -32% -32% -32%
Airport and ATC charges -12% -15% -13% -15% -15% -15% -15% -15% -15% -15% -15%
Handling charges -16% -15% -14% -14% -14% -14% -14% -14% -14% -14% -14%
Technical maintenance expenses -10% -9% -9% -10% -10% -10% -10% -10% -10% -10% -10%
Other operating expenses -14% -13% -14% -14% -14% -14% -14% -14% -14% -14% -14%
Total operating expenses -104% -102% -99% -101% -102% -102% -103% -103% -104% -104% -104%

EBITDA 22% 25% 29% 27% 26% 26% 25% 25% 24% 24% 24%

Depreciation and amortization -20% -19% -19% -18% -18% -17% -16% -15% -15% -14% -14%
Depreciation on leases 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%

EBIT 1% 6% 10% 9% 8% 9% 9% 9% 10% 10% 10%

Short-term Medium-term
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Appendix 7: Regression on jet fuel 

 
 
Appendix 8: Historical fuel costs 

 
 
Appendix 9: Forecasted fuel consumption 
 
 
Appendix 10: Fuel costs estimates 

 
Appendix 11: Cost of capital 

Deferred taxes 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
Deferred tax, beginning of period 2,672   3,418    3,851    3,909    4,067    4,270    4,359    4,379    4,323    4,155    3,857    
Tax shield from NFE 850      864      879      879      891      878      836      808      772      725      694      
Tax on EBIT (104)     (431)     (821)     (720)     (688)     (789)     (817)     (864)     (939)     (1,023)   (1,049)   
Deferred tax, end of period 3,418   3,851    3,909    4,067    4,270    4,359    4,379    4,323    4,155    3,857    3,502    

Regression Statistics
Multiple R 0.9896
R Square 0.9794
Adjusted R Square 0.9793
Standard Error 0.1163
Observations 237

ANOVA
df SS MS F Significance F

Regression 1 150.8302 150.8302 11147.94011 5.1406E-200
Residual 235 3.1795 0.0135
Total 236 154.0098

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0%
Intercept 0.1059582 0.01814 5.8411 1.71688E-08 0.0702 0.1417 0.0702 0.1417
X Variable 1 0.0267339 0.00025 105.5838 5.1406E-200 0.0262 0.0272 0.0262 0.0272

Jet fuel regression

Aviation fuel 2013 2014 2015 2016 2017 2018 2019
Aviation fuel cost (MNOK) 4,707    6,321    5,184    5,053    7,339    12,562   12,607   
Fuel consumption (1,000 mt) 735       966       1,015    1,190    1,465    1,956    1,918    
Price per ton 6,403    6,546    5,106    4,246    5,009    6,422    6,573    
ASK (million) 34,318   46,479   49,028   57,910   72,341   99,220   100,031 
Fuel consumption per ASK 2.1E-05 2.1E-05 2.1E-05 2.1E-05 2.0E-05 2.0E-05 1.9E-05
% reduction in fuel consumption per ASK -3.02% -0.31% -0.77% -1.44% -2.65% -2.75%
Average yearly reduction -1.83%

1 2 3
Terminal

Aviation fuel 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Forward crude oil price 73.27   74.43   74.40   76.21   79.32   81.73   84.87   87.50   89.42   91.25   92.98   
Jet fuel price (per gallon) 2.065 2.096 2.095 2.143 2.227 2.291 2.375 2.445 2.496 2.545 2.592
Jet fuel price (per mt) 678.39 688.64 688.33 704.25 731.59 752.76 780.27 803.38 820.27 836.34 851.58
USD/NOK 9.01 9.01 9.01 9.01 9.01 9.01 9.01 9.01 9.01 9.01 9.01
Fuel price NOK per ton 6,112    6,205    6,202    6,345    6,592    6,782    7,030    7,238    7,391    7,535    7,673    
Estimated fuel price 9,898    10,210   10,369   10,821   11,466   12,034   12,723   13,362   13,916   14,472   15,031   

Jet fuel, density (kg/l) 0.8040
Jet fuel, liter per ton 1243.78
Liters per gallon 3.79
Jet fuel, gallon per ton 328.57

Short-term Medium-term
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Equity owners required rate of return:
Risk free rate 1.49%
Market risk premium 5.00%
Beta equity 1.19
Equity cost of capital (CAPM) 7.44%

Debt owners required rate of return:
Risk free rate 1.49%
Credit spread 8.20%
Tax rate 22%
Requried rate of return on debt 7.56%

Market value of equity: 2019
Shares outstanding 163,558,377         
Share price 30th december 2019 37.75                  
Market value of equity 6,174.33              

Market value of NIBL (NOK - in millions) 2019
NIBL (book value) 52,353                 
Interest expense FY2019 3,075                  
Average maturity of the debt 8
Cost of debt 7.56%
Market value of NIBL 47,197                 

Weights
Equity/NIBL+Equity 12%
NIBL/NIBL+Equity 88%

1

WACC 7.54%

Cost of capital
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Appendix 12: Analytical Income Statement – SAS 

 
 

 
 
Appendix 13: Analytical Balance Sheet - SAS 

Analytical Income statement
SEK (Million) 2013 2014 2015 2016 2017 2018 2019
Revenue 42,182  38,006  39,650  39,459  42,654  44,718  46,736  
Payroll expenses (11,307) (9,181)   (9,622)   (9,105)   (9,205)   (9,441)   (9,934)   
Other operating expenses (25,442) (25,122) (24,558) (24,552) (27,489) (28,338) (30,253) 
Share of income in affiliated companies 25        30        37        39        4          35        (10)       
EBITDA 5,458    3,733    5,507    5,841    5,964    6,974    6,539    

13% 10% 14% 15% 14% 16% 14%
Depreciation, amortization and impairment (1,658)   (1,443)   (1,466)   (1,367)   (1,635)   (1,763)   (1,924)   
Depreciation on leased aircraft (1,239)   (1,442)   (1,767)   (1,889)   (2,074)   (2,058)   (2,386)   
EBIT 2,561   848      2,274   2,585   2,255   3,153   2,229   

Tax on EBIT (451)     (184)     (740)     (199)     (753)     (700)     (486)     
NOPAT 2,111   664      1,534   2,386   1,502   2,453   1,744   

Income from other securities holdings 1          (43)       (300)     1          1          -       -       
Financial income 50        102       124       91        148       129       172       
Financial expenses (999)     (1,130)   (632)     (553)     (611)     (609)     (544)     
Interest on leases (547)     (685)     (826)     (951)     (1,042)   (1,098)   (1,175)   
NFE (1,495)   (1,756)   (1,634)   (1,412)   (1,504)   (1,578)   (1,547)   
Tax shield from NFE 263       381       532       109       502       350       337       
NFE after tax (1,232)  (1,375)  (1,102)  (1,303)  (1,002)  (1,227)  (1,210)  

Net earnings (without special items) 878      (711)     432      1,083   500      1,225   533      

Special items
Income from sale of shares (subsidiaries and affiliated companies)700       6          -       (7)         (21)       (4)         -       
Income from sale of aircraft (118)     (16)       777       265       995       479       112       

SAS
Operating leases: 2012 2013 2014 2015 2016 2017 2018 2019
Aircraft leasing 1,342    1,786    2,127    2,593    2,840    3,116    3,156    3,561    
Lease multiple 7 7 7 7 7 7 7
ROU assets recognized 10,948  13,696  16,520  19,016  20,846  21,952  23,510  
Pre-tax cost of debt 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Interest payments on ROU assets 547        685        826        951        1,042    1,098    1,175    
Depreciation on leases 1,239    1,442    1,767    1,889    2,074    2,058    2,386    

Cost of debt:
rf 1.49%
Credit spread 3.51% Damodaran
Cost of debt 5.00%
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SAS (Analytical Balance Sheet, SEK (Million))
Invested capital (SEK million): 2013 2014 2015 2016 2017 2018 2019
Non-current assets
Intangible assets 1,802     1,905     1,798     1,923     1,581     1,498     1,416     
Tangible fixed assets 9,677     8,901     9,596     11,195   10,692   12,240   15,569   
Right of use assets aircraft and parts 10,948   13,696   16,520   19,016   20,846   21,952   23,510   
Equity in affiliated companies 352       395       421       398       374       417       14         
Deferred tax assets 800       1,111     375       854       219       174       750       
Total non-current operating assets 23,579  26,008  28,710  33,386  33,712  36,281  41,259  

Current assets
Expendable spare parts and inventories 359       342       345       312       321       401       346       
Prepayment to suppliers 2           8           -        -        -        -        -        
Accounts receivable 1,376     1,067     1,249     1,406     1,363     1,219     1,233     
Receivables from affiliated companies 1           -        2           1           2           1           -        
Other receivables 866       1,263     867       1,193     931       866       543       
Prepaid expenses and accrued income 858       937       1,093     1,153     850       829       846       
Total current operating assets 3,462    3,617    3,556    4,065    3,467    3,316    2,968    

Total operating assets 27,041  29,625  32,266  37,451  37,179  39,597  44,227  

Operating liabilities
Non-current liabilities
Deferred tax liability -        -        -        -        361       359       183       
Provisions 1,361     2,088     1,992     2,089     3,461     4,044     1,966     
Other liabilities 161       161       188       3           -        116       1,926     
Total non current liabilities 1,522     2,249     2,180     2,092     3,822     4,519     4,075     

Current liabilities
Prepayments from customers 16         4           22         -        11         13         23         
Accounts payable 1,689     1,499     1,528     1,755     1,448     1,675     1,700     
Tax liabilities 36         -        -        21         32         32         17         
Unearned transportation liability 3,932     4,244     4,482     5,318     5,064     5,681     6,049     
Current portion of provisions 855       709       479       457       1,499     1,028     1,559     
Other liabilities 722       679       964       872       712       582       732       
Accrued expenses and prepaid income 3,416     4,355     4,684     5,336     3,334     3,309     3,202     
Total current liabilities 10,666   11,490   12,159   13,759   12,100   12,320   13,282   
Total operating liabilities 12,188  13,739  14,339  15,851  15,922  16,839  17,357  

Invested Capital (net operating assets) 14,853  15,886  17,927  21,600  21,257  22,758  26,870  
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SAS (Analytical Balance Sheet, SEK (Million))
Invested capital (SEK million) 2013 2014 2015 2016 2017 2018 2019
Total equity 3,226   4,907   6,339   6,026   8,058   7,268   5,372   

Interest bearing liabilities
Non-current interest bearing liabilities
Subordinated loans 956       1,003    1,104    1,157    1,067    1,161    1,240    
Bonds 2,641    2,713    2,184    2,183    386       3,040    3,063    
Other loans 5,054    4,419    4,807    4,390    4,088    3,291    5,147    
Lease liabilities 10,948  13,696  16,520  19,016  20,846  21,952  23,510  
Total non-current interest bearing liabilities 19,599  21,831  24,615  26,746  26,387  29,444  32,960  

Current interest bearing liabilities
Current portion of long-term loans 2,517    2,082    1,264    1,827    2,868    2,272    784       
Short-term loans 231       462       229       320       166       328       1,049    
Total current interest bearing liabilities 2,748    2,544    1,493    2,147    3,034    2,600    1,833    
Total Interest bearing liabilities 22,347 24,375 26,108 28,893 29,421 32,044 34,793 

Interest bearing assets
Other holdings of securities 292       273       3          3          3          3          9          
Pension funds, net 3,428    3,778    4,368    2,615    4,871    4,025    2,004    
Other long-term receivables 2,249    1,928    1,951    2,331    2,512    2,770    2,519    
Cash and cash equivalents 4,751    7,417    8,198    8,370    8,836    9,756    8,763    
Total interest bearing assets 10,720 13,396 14,520 13,319 16,222 16,554 13,295 

Net-interest bearing liabilities 11,627 10,979 11,588 15,574 13,199 15,490 21,498 

Invested Capital 14,853 15,886 17,927 21,600 21,257 22,758 26,870 
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Appendix 14: Analytical Income Statement – Ryanair 

 
 

 
 
Appendix 15: Analytical Balance Sheet - Ryanair 

Analytical Income Statement
EUR (Million) 2013 2014 2015 2016 2017 2018 2019
Scheduled revenues 3,820     3,790     4,260     4,967     4,868     5,134     5,261      
Ancillary revenues 1,064     1,247     1,394     1,569     1,780     2,017     2,436      
Total operating revenues 4,884     5,037     5,654     6,536     6,648     7,151     7,697      

Fuel and oil (1,886)    (2,013)    (1,992)    (2,071)    (1,913)    (1,903)    (2,427)     
Airport and handling charges (612)      (617)      (713)      (831)      (865)      (939)      (1,062)     
Staff costs (436)      (464)      (503)      (585)      (633)      (739)      (984)       
Route charges (487)      (522)      (547)      (623)      (656)      (702)      (745)       
Marketing, distribution and other (198)      (193)      (234)      (293)      (322)      (410)      (547)       
Maintenance, materials and repairs (121)      (116)      (135)      (130)      (141)      (148)      (191)       
Share of associate losses -        -        -        -        -        -        (16)         
Total operating expenses (3,738)    (3,925)    (4,124)    (4,533)    (4,530)    (4,840)    (5,956)     

EBITDA 1,146    1,112    1,530    2,003    2,118    2,311    1,741     
23% 22% 27% 31% 32% 32% 23%

Depreciation (330)      (352)      (378)      (427)      (498)      (561)      (641)       
Depreciation on leases (78)        (80)        (87)        (91)        (65)        (64)        (66)         
EBIT 738       680       1,065    1,484    1,555    1,685    1,035     

Tax on EBIT (93)        (79)        (125)      (140)      (163)      (168)      (69)         
NOPAT 646       601       940       1,344    1,392    1,517    966        

Finance income 27         17         18         18         4           2           4            
Finance expense (99)        (83)        (74)        (71)        (67)        (60)        (59)         
Interest on leases (20)        (21)        (23)        (24)        (21)        (18)        (18)         
NFE (92)        (88)        (79)        (77)        (84)        (76)        (73)        
Tax shield from NFE 12         10         9           7           9           8           5            
NFE after tax (81)        (78)        (70)        (70)        (76)        (68)        (68)        

Net earnings without special items 565       523       870       1,274    1,317    1,448    897        

Special items
Gain on sale of financial asset -        -        -        318        -        -        -         
Foreign exchange gain/(loss) 5           (1)          (4)          (3)          (1)          2           (4)           
Gain on sale of associate -        -        -        -        -        -        6            

Operating leases: 2012 2013 2014 2015 2016 2017 2018 2019
Aircraft leasing 91         98         102       109       115       86         82         84         
Lease multiple 7 7 7 7 7 7 7
ROU assets recognized 661       699       738       786       704       589       582       
Pre-tax cost of debt 3.05% 3.05% 3.05% 3.05% 3.05% 3.05% 3.05%
Interest payments on ROU assets 20         21         23         24         21         18         18         
Depreciation on leases 78         80         87         91         65         64         66         

Cost of debt:
rf 1.49%
Credit spread 1.56% Damodaran
Cost of debt 3.05%
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Appendix 16: Analytical Income Statement - EasyJet 

Invested capital (EUR million): 2013 2014 2015 2016 2017 2018 2019
Non-current assets
Property, plant and equipment 4,906   5,060   5,471   6,262   7,214   8,123   9,030   
Right of use assets 661       699       738       786       704       589       582       
Intangible assets 47         47         47         47         47         47         146       
Deferred tax -        -        -        -        -        -        43         
Total non-current operating assets 5,614   5,806   6,256   7,094   7,965   8,760   9,801   

Current assets
Inventories 3            3            2            3            3            4            3            
Other assets 68         124       139       149       222       236       238       
Current tax -        1            1            -        -        -        -        
Trade receivables 56         58         60         66         54         58         60         
Total current operating assets 127       186       202       218       280       297       300       

Total operating assets 5,741   5,992   6,458   7,312   8,244   9,056   10,101 

Operating liabilities
Trade payables 138       150       197       231       294       250       574       
Accrued expenses and other liabilities 1,341   1,561   1,938   2,113   2,257   2,502   2,992   
Current tax 0            -        -        21         3            36         32         
Provisions 136       134       181       149       138       138       136       
Deferred tax 347       369       462       386       473       395       461       
Total operating liabilities 1,962   2,214   2,778   2,899   3,166   3,321   4,194   

Invested Capital (net operating assets) 3,778   3,778   3,680   4,413   5,079   5,735   5,908   
Invested capital (EUR million) 2013 2014 2015 2016 2017 2018 2019
Total equity 3,273      3,286      4,035      3,597      4,423      4,469      5,215       

Interest bearing liabilities
Current maturities of debt 400          468          400          450          456          435          309           
Lease liabilities 661          699          738          786          704          589          582           
Derivative financial instruments 32            95            812          555          2               191          190           
Derivative financial instruments 50            43            73            112          3               416          8                
Other creditors 128          90            56            33            12            3               -            
Non-current maturities of debt 3,098      2,616      4,032      3,573      3,929      3,528      3,335       
Total Interest bearing liabilities 4,369      4,012      6,111      5,508      5,105      5,161      4,424       

Interest bearing assets
Available for sale financial asset 221          260          371          -           -           -           -            
Derivative financial instruments 5               0               555          89            23            3               228           
Derivative financial instruments 78            17            744          269          286          212          309           
Restricted cash 25            13            7               13            12            35            35             
Financial assets: cash > 3 months 2,293      1,498      3,605      3,062      2,905      2,131      1,484       
Cash and cash equivalents 1,241      1,730      1,185      1,259      1,224      1,515      1,676       
Total interest bearing assets 3,863      3,519      6,466      4,692      4,450      3,895      3,731       

Net-interest bearing liabilities 506          492          (355)        816          656          1,266      693           

Invested Capital 3,778      3,778      3,680      4,413      5,079      5,735      5,908       



 

XV 
 

 

 
  

Analytical Income Statement

Pound (Million) 2013 2014 2015 2016 2017 2018 2019
Passenger revenue -        -        -        -        4,061     4,688     5,030     
Ancillary revenue -        -        -        -        986        1,210     1,378     
Total revenue 4,258    4,527    4,686    4,669    5,047    5,898    6,408    

Fuel (1,182)    (1,251)    (1,199)    (1,114)    (1,062)    (1,184)    (1,416)    
Airports and ground handling (1,078)    (1,107)    (1,122)    (1,267)    (1,465)    (1,649)    (1,848)    
Crew (454)      (479)      (505)      (542)      (645)      (761)      (859)      
Navigation (294)      (307)      (313)      (336)      (381)      (400)      (409)      
Maintenance (212)      (212)      (229)      (237)      (274)      (335)      (387)      
Selling and marketing (101)      (103)      (102)      (107)      (122)      (143)      (157)      
Other costs (226)      (245)      (276)      (296)      (389)      (600)      (477)      
Other income -        -        -        -        -        13         29         
Total operating expenses (3,547)    (3,704)    (3,746)    (3,899)    (4,338)    (5,059)    (5,524)    

EBITDA 711       823       940       770       709       839       884       
17% 18% 20% 16% 14% 14% 14%

Depreciation (102)      (106)      (125)      (157)      (181)      (199)      (240)      
Depreciation on leases (81)        (100)      (89)        (69)        (89)        (133)      (150)      
Amortisation of intangible assets (10)        (12)        (13)        (12)        (14)        (15)        (15)        
EBIT 518       605       713       532       425       492       479       

Tax on EBIT (87)        (136)      (144)      (73)        (88)        (96)        (88)        
NOPAT 431       469       570       458       337       396       391       

Interest receivable and other financing income 5           11         9           10         10         12         38         
Interest payable and other financing charges (24)        (11)        (11)        (13)        (29)        (30)        (38)        
Interest on leases (21)        (24)        (25)        (22)        (21)        (29)        (37)        
NFE (40)        (24)        (27)        (25)        (40)        (47)        (37)        
Tax shield from NFE 7           5           6           3           8           9           7           
NFE after tax (33)        (19)        (22)        (21)        (32)        (38)        (30)        

Net earnings 398       450       548       437       305       358       361       
Operating leases: 2012 2013 2014 2015 2016 2017 2018 2019
Aircraft leasing 91        102      124      114      91        110      162      187      
Lease multiple 7 7 7 7 7 7 7
ROU assets recognized 674      791      833      718      704      952      1,222    
Pre-tax cost of debt 3.05% 3.05% 3.05% 3.05% 3.05% 3.05% 3.05%
Interest payments on ROU assets 21        24        25        22        21        29        37        
Depreciation on leases 81        100      89        69        89        133      150      

Cost of debt:
rf 1.49%
Credit spread 1.56% Damodaran
Cost of debt 3.05%
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Appendix 17: Analytical Balance Sheet – EasyJet 

 

Invested capital (GBP million): 2013 2014 2015 2016 2017 2018 2019
Non-current assets
Goodwill 365      365      365      365      365      365      365      
Other intangible assets 102      113      127      152      179      181      196      
Property, plant and equipment 2,280    2,542    2,877    3,252    3,525    4,140    4,732    
Right of use assets 674      791      833      718      704      952      1,222    
Other non-current assets 185      156      130      112      74        122      142      
Total non-current operating assets 3,606   3,967   4,332   4,599   4,847   5,760   6,657   

Current assets
Trade and other receivables 194      200      206      205      275      406      380      
Current tax assets -       -       -       -       -       -       24        
Total current operating assets 194      200      206      205      275      406      404      

Total operating assets 3,800   4,167   4,538   4,804   5,122   6,166   7,061   

Operating liabilities
Provisions for liabilities and charges 171      147      165      235      218      335      382      
Deferred tax 144      186      176      237      249      343      310      
Trade and other payables 546      523      495      565      714      1,023    1,065    
Unearned revenue 547      572      619      568      727      877      977      
Current tax payable 58        53        43        16        35        9          17        
Provisions for liabilities and charges 81        94        61        53        104      118      190      
Total operating liabilities 1,547   1,575   1,559   1,674   2,047   2,705   2,941   

Invested Capital (net operating assets)2,253   2,592   2,979   3,130   3,075   3,461   4,120   
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Invested capital (GBP million) 2013 2014 2015 2016 2017 2018 2019
Total equity 2,017   2,172   2,249   2,694   2,802   3,233   3,054   

Interest bearing liabilities
Borrowings 592       472       322       664       963       968       1,377     
Lease liabilities 674       791       833       718       704       952       1,222     
Derivative financial instruments 41         23         101       49         44         7           72         
Non-current deferred income 68         62         47         36         25         18         6           
Post-employment benefit obligation -        -        -        -        -        29         47         
Borrowings 87         91         182       92         8           9           43         
Lease liabilities -        -        -        -        -        -        -        
Derivative financial instruments 60         87         368       275       82         24         138       
Total Interest bearing liabilities 1,522   1,526   1,853   1,834   1,826   2,007   2,905   

Interest bearing assets
Derivative financial instruments 13         36         44         154       87         175       126       
Equity investment 7           -        -        -        -        -        -        
Restricted cash 12         9           6           7           7           11         4           
Derivative financial instruments 17         53         128       268       131       220       133       
Money market deposits 224       561       289       255       617       348       291       
Cash and cash equivalents 1,013     447       656       714       711       1,025     1,285     
Total interest bearing assets 1,286   1,106   1,123   1,398   1,553   1,779   1,839   

Net-interest bearing liabilities 236      420      730      436      273      228      1,066   

Invested Capital 2,253   2,592   2,979   3,130   3,075   3,461   4,120   
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Appendix 18: Analytical Income Statement – IAG 

 

 
  

EUR (Million) 2013 2014 2015 2016 2017 2018 2019
Passenger revenue 16,158   17,825   20,330   19,924   20,285   21,401   22,468   
Cargo revenue 1,073     992        1,094     1,022     1,132     1,173     1,117     
Other revenue 1,338     1,353     1,434     1,621     1,463     1,684     1,921     
Total revenue 18,569  20,170  22,858  22,567  22,880  24,258  25,506  

Employee costs (4,221)    (4,585)    (4,905)    (4,824)    (4,988)    (4,352)    (5,634)    
Fuel, oil costs and emissions charges (5,945)    (5,987)    (6,031)    (4,831)    (4,610)    (5,283)    (6,021)    
Handling, catering and other operating costs (1,932)    (2,063)    (2,571)    (2,664)    (2,687)    (2,740)    (2,972)    
Landing fees and en-route charges (1,422)    (1,555)    (1,882)    (2,151)    (2,151)    (2,184)    (2,221)    
Engineering and other aircraft costs (1,252)    (1,276)    (1,395)    (1,701)    (1,792)    (1,828)    (2,092)    
Property, IT and other costs (927)      (927)      (833)      (870)      (922)      (930)      (811)      
Selling costs (785)      (859)      (912)      (896)      (982)      (1,046)    (1,038)    
Currency differences (45)        (221)      (45)        (100)      (14)        (73)        7           
Total operating expenses (16,529)  (17,473)  (18,574)  (18,037)  (18,146)  (18,436)  (20,782)  

EBITDA 2,040    2,697    4,284    4,530    4,734    5,822    4,724    

Depreciation, amortisation and impairment (1,014)    (1,117)    (1,307)    (1,287)    (1,184)    (1,254)    (2,111)    
Depreciation on leases (400)      (439)      (530)      (608)      (712)      (700)      -        
EBIT 626       1,141    2,447    2,635    2,838    3,868    2,613    

Tax on EBIT (209)      241        (387)      (457)      (540)      (654)      (643)      
NOPAT 416       1,382    2,060    2,178    2,298    3,213    1,970    

Finance income 31         32         42         33         45         41         50         
Finance costs (301)      (237)      (294)      (279)      (225)      (231)      (611)      
Net financing credit relating to pensions (53)        (4)          (12)        12         (28)        27         26         
Net currency retranslation credit/(charges) 12         (27)        (56)        (25)        38         (19)        201        
Other non-operating charges 11 35 -197 137 -11 -9 -4
Interest on leases (99)        (112)      (129)      (151)      (176)      (190)      
NFE (399)      (313)      (646)      (273)      (357)      (381)      (338)      
Tax shield from NFE 133        (66)        102        47         68         64         83         
NFE after tax (265)      (379)      (544)      (226)      (289)      (316)      (255)      

Net earnings 151       1,003    1,516    1,952    2,009    2,897    1,715    
Operating leases: 2012 2013 2014 2015 2016 2017 2018 2019
Aircraft leasing 425          499          551          659          759          888          890           900        
Lease multiple 7 7 7 7 7 7 7
ROU assets recognized 3,234        3,675        4,235        4,963        5,765        6,223        6,265     
Pre-tax cost of debt 3.05% 3.05% 3.05% 3.05% 3.05% 3.05% 3.05%
Interest payments on ROU assets 99            112          129          151          176          190           191        
Depreciation on leases 400          439          530          608          712          700           709        

Cost of debt:
rf 1.49%
Credit spread 1.56% Damodaran
Cost of debt 3.05%
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Appendix 19: Analytical Balance Sheet – IAG 

 

 

Invested capital (EUR million): 2013 2014 2015 2016 2017 2018 2019
Non-current assets
Property, plant and equipment 10,228      11,784      13,730      12,227      11,846      12,437      19,168      
ROU assets 3,234        3,675        4,235        4,963        5,765        6,223        
Intangible assets 2,196        2,438        3,195        3,037        3,018        3,198        3,442        
Deferred tax assets 501          769          723          526          523          536          546           
Other non-current assets 197          188          365          499          376          309          273           
Total non-current operating assets 16,356    18,854    22,248    21,252    21,528    22,703    23,429     

Current assets
Non-current assets held for sale 12            18            5              38            -           -           -           
Inventories 411          424          520          458          432          509          565           
Trade receivables 1,196        1,252        1,196        1,405        1,463        1,597        2,255        
Other current assets 631          602          1,235        899          958          1,175        1,314        
Current tax receivable -           9              79            228          258          383          186           
Total current operating assets 2,250      2,305      3,035      3,028      3,111      3,664      4,320       

Total operating assets 18,606    21,159    25,283    24,280    24,639    26,367    27,749     

Operating liabilities
Deferred tax liability 884          278          426          176          526          453          572           
Provisions 1,796        1,967        2,049        1,987        2,113        2,268        2,416        
Other long-term liabilities 225          226          223          238          222          198          71            
Trade and other payables 3,297        3,281        3,803        3,305        3,723        3,959        4,344        
Deferred revenue on ticket sales 3,496        3,933        4,374        4,145        4,742        4,835        5,486        
Current tax payable 11            57            124          101          78            165          192           
Provisions 398          504          605          771          547          559          631           
Total operating liabilities 10,107    10,246    11,604    10,723    11,951    12,437    13,712     

Invested Capital (net operating assets) 8,499      10,913    13,679    13,557    12,688    13,930    14,037     
Invested capital (EUR million) 2013 2014 2015 2016 2017 2018 2019
Total equity 4,216    3,793    5,534    5,664    6,933    6,720    6,829    

Interest bearing liabilities
Interest-bearing long-term borrowings 4,535     5,904     7,498     7,589     6,401     6,633     12,411   
Lease liabilities 3,234     3,675     4,235     4,963     5,765     6,223     
Employee benefit obligations 738        1,324     858        2,363     792        289        328        
Derivative financial instruments 66         359        282        20         114        423        286        
Current portion of long-term borrowings 587        713        1,132     926        930        876        1,843     
Derivative financial instruments 528        1,313     1,328     88         111        656        252        
Total Interest bearing liabilities 9,688    13,288  15,333  15,949  14,113  15,100  15,120  

Interest bearing assets
Investments accounted for using the equity method 25         27         41         29         30         31         31         
Other equity investments 1,092     84         74         73         79         80         82         
Employee benefit assets 485        855        957        1,028     1,023     1,129     524        
Derivative financial instruments 35         80         62         169        145        221        268        
Derivative financial instruments 135        178        198        329        405        155        324        
Other current interest-bearing deposits 2,092     3,416     2,947     3,091     3,384     2,437     2,621     
Cash and cash equivalents 1,541     1,528     2,909     3,337     3,292     3,837     4,062     
Total interest bearing assets 5,405    6,168    7,188    8,056    8,358    7,890    7,912    

Net-interest bearing liabilities 4,283    7,120    8,145    7,893    5,755    7,210    7,208    

Invested Capital 8,499    10,913  13,679  13,557  12,688  13,930  14,037  
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Appendix 20: Beta regressions 

 
 

Var_S&P 500 0.000435
Var_FTSE 100 0.000262
Var_EURONEXT100 0.000330 Regression Statistics
Var_OMXS30 0.000483
Var_OSEBX 0.000313

NAS SAS RYA EZJ IAG
Cov[r_i,r_S&P500] 0.000451 0.000335 0.000290 0.000156 0.000227
Cov[r_i,r_FTSE100] 0.000385 0.000229 0.000273 0.000186 0.000242
Cov[r_i,r_EURO100] 0.000326 0.000339 0.000391 0.000262 0.000253
Raw beta [S&P500] 1.04 0.7705 0.6675 0.3576 0.5227
Raw beta [FTSE 100] 1.47 0.8735 1.0413 0.7096 0.9223
Raw beta [EURO100] 0.99 1.0289 1.1860 0.7959 0.7675

1.19
Average Bloomberg 1.19037098

NAS SAS RYA EZJ IAG
Cov[r_i, r_mrkt] 0.0004003 0.0004292 0.0002731 0.0001861 0.0002419
Var[r_mrkt] 0.0003126 0.0004830 0.0002623 0.0002623 0.0002623
Beta[r_i, r_mrkt] 1.2805565 0.8884396 1.0413246 0.7096145 0.9223295

Regression Statistics
Average 2 yr weekly industry: 0.8904271


