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TIGER AIRWAYS | SELL MARKET CAP: USD 599.4M



6 May 2015 Company Update



AVG DAILY TURNOVER: USD 1.0M



MAKING PROGRESS BUT NO TURNAROUND YET



SELL (maintain) Fair value



FY15 core loss within our expectation Better fuel hedging price helps Maintain SELL



• • •



S$0.30



add: 12m dividend forecast



S$0.00



versus: Current price



S$0.32



12m total return forecast



Outlook remains uncertain Tiger Airways (Tigerair) 4QFY15 results saw its net loss narrow by 80.3% YoY to S$18.8m on the back of a 5.0% growth in revenue to S$172.2m driven by better yields and load factor. As part of management’s restructuring efforts to turnaround Tigerair, 4QFY15 continues to see one-off charges such as: 1) S$10.8m on maintenance charges from prior years on accounting policies changes (refer to page 2), and 2) estimated loss of S$17.5m on planned disposal of two aircraft. We also estimate for increases in depreciation and maintenance expenses of ~S$13.5m and S$2.0m per annum to recur going forward. For FY15, Tigerair’s net loss grew 18.5% to S$264.2m resulting from the many one-off charges recorded throughout the year. However, excluding exceptional items, core net loss of S$72.5m were within our expectation of S$71.8m. Cheaper fuel lifts FY16 PATMI forecast The airline industry is expected to remain challenging on overcapacity in the region, with capacity expected to grow ~13% in 2015, according to Centre for Aviation. Even though Tigerair registered strong recovery in yield and load factor in 4QFY15 (refer to page 3), overcapacity issue translates to uncertainty of yield going forward. However, we think lower jet fuel costs will benefit Tigerair with higher savings as its hedging positions improve on expiry of the older and more expensive contracts. Accordingly, we update our assumptions with its new hedging positions as at 31Mar-15. With an average hedging exposure of 40%, we forecast Tigerair to be 65%, 55%, 40%, 25% and 15% hedged for each quarter from 1QFY16 to 1QFY17, at the disclosed average hedged price of US$94.42/barrel.
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Price performance chart



Raise FV; maintain SELL While the effort to collaborate with SIA group is making progress, we think Tigerair’s turnaround still has some way to go with slow recovery expected over the next two years. We reiterate our SELL rating but increase our FV marginally from S$0.29 to S$0.30 (8.0x FY16F EV/EBITDA) on cheaper jet fuel assumptions. Sources: Bloomberg, OIR estimates
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Key financial highlights Year ended Mar 31 (S$m)



FY14



FY15



FY16F



Revenue



736.2



670.2



704.9



748.4



EBITDA



-15.8



-3.0



93.6



115.5



EBIT PATMI Core EPS (S cents) Cons. EPS (S cents) Net profit margin (%) P/E (x) ROE (%) EV/EBITDA (x)



FY17F



-49.9



-39.9



46.5



71.1



-220.9



-264.2



50.6



77.5



-11.1



-3.1



2.0



3.1



na



na



1.2



2.6



-30.0



-39.4



7.2



10.3



NM



NM



15.8



10.3



-79.3



-122.7



19.0



22.6



NM



NM



7.9



5.5 Note: Industry universe defined as companies under identical GICS classification listed on the same exchange. Sources: Bloomberg, OIR estimates
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Exhibit 1: 4Q15 financial highlights 4QFY14 (S$m)



4QFY15 (S$m)



% Chg (YoY)



122.1



131.0



7.4%



560.6



525.5



-6.3%



41.2 0.7



38.4 2.8



-6.9% 292.4%



185.044 0.8



147.4 4.5



-20.3% 459.7%



Total revenue



164.0



172.2



5.0%



746.5



677.4



-9.2%



Fuel costs



-81.4



-65.1



-20.0%



-338.5



-292.6



-13.6%



Other flight related costs SG&A expenses



-65.9 -26.9



-66.6 -31.4



1.1% 16.8%



-269.4 -140.6



-252.9 -118.7



-6.1% -15.6%



Depreciation & amortisation Operating profit/(loss)



-8.4 -22.1



-12.4 -2.3



47.1% -89.8%



-34.1 -52.0



-36.9 -39.9



8.2% -23.4%



Finance income/(expense) Share of associates



-3.6 -21.5



-1.4 0.0



-61.9% nm



-4.6 -95.1



-5.6 -35.3



22.3% -62.8%



Exceptional items Profit/(loss) before taxation



-51.0 -98.2



-17.4 -21.0



-65.9% -78.6%



-79.9 -231.6



-191.8 -272.6



140.1% 17.7%



Taxation Shareholders' profit/(loss)



4.8 -93.4



2.2 -18.8



-53.5% -79.8%



8.6 -223.0



8.3 -264.2



-2.8% 18.5%



(restated) Passenger seat revenue Ancillary revenue Lease rental income



FY14 (S$m)



FY15 (S$m)



% Chg (YoY)



(restated)



Source: Company financials



Changes to accounting policies and its impact To align with SIA group, Tigerair made changes to its accounting policies, summarised as follow: 1. Revision of useful life of aircraft and residual value • Useful life reduced from 23 years to 15 years while residual value reduced from 15% to 10% of original cost • Changes to be applied prospectively from 1-Jan-15 • Change in accounting estimates resulted in increase in 4QFY15 depreciation charge by S$4.3m • Effect on future years is an increase in depreciation charge by S$1.5m/aircraft per annum • Based on our estimated number of owned aircraft over the next two years, we forecast for a recurring increase of ~S$3.5m/year in depreciation expenses from 1QFY16 onwards 2. Return costs and/or compensation fees payable to lessors upon return of operating leased aircraft • Due to return of aircraft from associates, Tigerair reassessed such costs/fees payable to lessors upon return and establish provision to fulfil legal obligations to lessors as at 31-Mar • Changes to be applied prospective from 1-Apr-14 • Effect of this change on 4QFY15 includes one-off charge of S$10.8m for the true-up of maintenance charges based on prior years’ operating statistics, and a S$2m increase in provision of maintenance cost for FY15 • We estimate such increase in maintenance charge for future years to be S$2m as well Accordingly, after incorporating these accounting policies changes, our model now includes higher depreciation and maintenance costs by the estimated amounts as stated above.
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Highlights of 4QFY15 operating statistics On the back of a 10.7% YoY capacity reduction, Tigerair’s traffic declined by 6.1% while number of booked passengers dropped 9.2%. Accordingly, with a larger decrease in capacity than the decline in traffic, passenger load factor (PLF) grew 3.9 ppt YoY to 79.0%. The top-line growth was also contributed by the 12.0% YoY improvement in yield to 7.32 S-cents per revenue passenger-kilometre. On first look, Tigerair’s unit cost increased 2.1% YoY to 5.95 S-cents per available seat-kilometre (ASK) but stripping out the two non-cash adjustment arising from the accounting policies changes, unit cost would have instead decreased by 1.7% to 5.73 S-cents/ASK. Tigerair also reported a 6.9% decline in aircraft utilisation to 11.8 hours/aircraft per day. Going forward, we expect Tigerair to continue its disciplined capacity management and route rationalisation, as part of the efforts to improve yield and also to drive up PLF. Exhibit 2: Projected fleet growth for Southeast Asian LCCs in CY15 Rank Carrier Country LCC Group 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23



Lion Air AirAsia Cebu Pacific Air Thai AirAsia Citilink Wings Air Indonesia AirAsia Malindo Air VietJet Air Nok Air Tigerair AirAsia X Thai Lion Air Jetstar Asia Philippines AirAsia / Zest AirAsia* Jetstar Pacific Scoot Tigerair Philippines Thai AirAsia X Golden Myanmar Airlines Indonesia AirAsia X Thai VietJet Air NokScoot Total



Projected Fleet (31-Dec-15) 110 80 52 45 37 33 29 29 28 28 24 21 19 18 14



Existing Fleet (1-Jan-15) 103 80 48 40 32 30 29 19 18 24 24 23 9 18 16



Indonesia Malaysia Philippines Thailand Indonesia Indonesia Indonesia Malaysia Vietnam Thailand Singapore Malaysia Thailand Vietnam Philippines



Lion AirAsia Cebu Pacific AirAsia (Garuda) Lion AirAsia Lion VietJet Nok Tigerair AirAsia X Lion Jetstar AirAsia



Vietnam Singapore Philippines Thailand Myanmar



Jetstar (Singapore Airlines) Cebu Pacific AirAsia X Golden Myanmar



10 9 5 5 3



8 6 4 2 3



Indonesia Thailand Thailand



AirAsia X VietJet Nok



3 3 3 608



0 0 0 536



* Philippines AirAsia and Zest AirAsia are combined here as the AirAsia Group plans to merge the two carriers in CY15, pending regulatory approvals. Source: CAPA - Centre for Aviation, OIR
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Exhibit 3: Tigerair (SG) operating statistics



100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%



40% 30% 20% 10% 0% (10%) (20%) Jan-13



Jun-13



Nov-13



PLF (RHS)



Apr-14 ASK YoY



Sep-14



Feb-15



RPK YoY



Sources: Company, OIR



Exhibit 4: Tigerair yield breakdown (S-cent/rpk)



8.00 7.00 6.00 5.00 4.00 3.00 2.00 1.00 0.00 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 Passenger yield



Ancillary yield



Sources: Company, OIR



Exhibit 5: Tigerair (SG) PLF YoY change



10.0 ppt 5.0 ppt 0.0 ppt 0.2 ppt (5.0) ppt (10.0) ppt (15.0) ppt Jul-12 Nov-12 Mar-13 Jul-13 Nov-13 Mar-14 Jul-14 Nov-14 Mar-15 Sources: Company, OIR
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Exihibit 6: Tigerair (SG) capacity vs. load YoY change



40% 35% 30% 25% 20% 15% 10% 5% 0% (5%) (10%) (15%) (20%) Jan-12



Jun-12



Nov-12



Apr-13



Sep-13 Feb-14



Capacity YoY Change Source: Company, OIR
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Company financial highlights



Income statement Year ended Mar 31 (S$m)



FY14



FY15



FY16F



FY17F



736.2 -15.8 -34.1 -49.9 -4.6 -95.1 -79.9 -229.4 8.6 -220.9



670.2 -3.0 -36.9 -39.9 -5.6 -35.3 -191.8 -272.6 8.3 -264.2



704.9 93.6 -47.1 46.5 0.3 0.0 0.0 46.8 3.7 50.6



748.4 115.5 -44.4 71.1 0.7 0.0 0.0 71.7 5.7 77.5



FY14



FY15



FY16F



FY17F



170.6 216.0 569.5 956.1 360.1 317.4 677.4 278.7 0.0 956.1



282.6 255.2 453.5 991.3 307.0 468.9 775.9 215.4 0.0 991.3



365.7 235.4 426.9 1,028.1 307.0 455.1 762.1 266.0 0.0 1,028.1



473.9 241.8 403.3 1,119.1 307.0 468.6 775.6 343.4 0.0 1,119.1



FY14



FY15



FY16F



FY17F



-20.4 -84.6 -105.1 -365.2 -105.1 -470.3 629.2 53.8 116.8 170.6



-8.6 14.6 6.0 -40.7 5.7 -35.1 141.0 112.0 170.6 282.6



93.9 9.7 103.6 -20.5 103.6 83.2 -103.6 83.2 282.6 365.7



116.1 12.8 129.0 -20.8 129.0 108.2 -129.0 108.2 365.7 473.9



Key rates & ratios



FY14



FY15



FY16F



FY17F



Core EPS (S cents) NTA per share (S cents) EBIT margin (%) Net profit margin (%) P/E (x) P/NTA (x) EV/EBITDA (x) Dividend yield (%) ROE (%) Net gearing (%)



-11.1 28.2 -6.8 -30.0 NM 1.1 NM 0.0 -79.3 68.0



-3.1 8.6 -5.9 -39.4 NM 3.7 NM 0.0 -122.7 11.3



2.0 10.6 6.6 7.2 15.8 3.0 7.9 0.0 19.0 net cash



3.1 13.8 9.5 10.3 10.3 2.3 5.5 0.0 22.6 net cash



Revenue EBITDA Depreciation & amortisation EBIT Net interest Associates and JVs Exceptional items Profit before tax Income tax expense PATMI



Balance sheet As at Mar 31 (S$m) Bank and cash balances Other current assets Property, plant, and equipment Total assets Debt Liabilities excluding debt Total liabilities Shareholders equity Minority interests Total equity and liabilities



Cash flow statement Year ended Mar 31 (S$m) Op profit before working cap. chg. Working cap, taxes and int Net cash from operations Purchase of PP&E Other investing flows Investing cash flow Financing cash flow Net cash flow Cash at beginning of year Cash at end of year



Sources: Company, OIR forecasts
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SHAREHOLDING DECLARATION: The analyst/analysts who wrote this report holds/hold NIL shares in the above security.



DISCLAIMER FOR RESEARCH REPORT This report is solely for information and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other person without our written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a commitment to invest in the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected and associated corporations together with their respective directors and officers may have or take positions in the securities mentioned in this report and may also perform or seek to perform broking and other investment or securities related services for the corporations whose securities are mentioned in this report as well as other parties generally. Privileged / confidential information may be contained in this document. If you are not the addressee indicated in this document (or responsible for delivery of this message to such person), you may not copy or deliver this message to anyone. Opinions, conclusions and other information in this document that do not relate to the official business of OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected and associated corporations shall not be understood as neither given nor endorsed.



RATINGS AND RECOMMENDATIONS: - OCBC Investment Research’s (OIR) technical comments and recommendations are short-term and trading oriented. - OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment horizon. - As a guide, OIR’s BUY rating indicates a total return in excess of 10% based on the current price; a HOLD rating indicates total returns within +10% and -5%; a SELL rating indicates total returns less than -5%.
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Cebu Pacific Air. Philippines. Cebu Pacific. 52. 48. 4. Thai AirAsia. Thailand. AirAsia. 45. 40. 5. Citilink. Indonesia. (Garuda). 37. 32. 6. Wings Air. Indonesia. Lion. 
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