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Maintain Sell because of uncertain earnings growth outlook 
AirAsia's net profit of RM127 million in FYJun06 was in line with ours and market 
expectations. However, net profit would have been 7% below our forecast and 
10% below consensus if we strip out a RM13.6 million deferred tax write-back. 
Pretax profit for FY06 actually declined 7.8% y/y. Going forward, we remain 
concerned about high jet fuel prices, rising gearing and pressure on yields. Hence, 
we think there is downside risk to our forward earnings forecasts. 

Forecasts and ratios      
Year End Jun 30 2005A 2006A 2007E 2008E 2009E

Sales (MYRm) 666.0 855.6 1,428.8 1,836.3 2,291.3

EBITDA (MYRm) 154.0 202.1 372.3 619.1 837.5

Reported NPAT (MYRm) 111.6 126.9 148.6 198.6 208.0

Reported EPS (MYR) 0.05 0.05 0.06 0.08 0.09

OLD Reported EPS (MYR) 0.05 0.05 0.06 0.09 NA

% Change 0.0% 3.7% -1.9% -0.6% NM

DB EPS FD(MYR) 0.05 0.05 0.06 0.08 0.09

DB EPS growth (%) -82.9 13.2 17.1 33.6 4.7

PER (x) 34.7 30.5 21.0 15.7 15.0

EV/EBITDA (x) 13.8 22.1 14.4 10.6 8.7

DPS (net) (MYR) 0.00 0.00 0.01 0.02 0.02

Yield (net) (%) 0.0 0.0 1.0 1.3 1.3
Source: Deutsche Bank estimates, company data 

1 DB EPS is fully diluted and excludes non-recurring items 
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses the 
year end close 
 
Deutsche Bank AG/Hong Kong 

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from 
local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. 

Deutsche Bank does and seeks to do business with companies covered in its research reports. Thus, investors should 
be aware that the firm may have a conflict of interest that could affect the objectivity of this report. 

Investors should consider this report as only a single factor in making their investment decision. 

Independent, third-party research (IR) on certain companies covered by DBSI's research is available to customers of 
DBSI in the United States at no cost. Customers can access this IR at http://gm.db.com, or call 1-877-208-6300 to 
request that a copy of the IR be sent to them. 

DISCLOSURES AND ANALYST CERTIFICATIONS ARE LOCATED IN APPENDIX 1 

Results Review 
 

Sell 
Price at 29 Aug 2006 (MYR) 1.33
Price target - 12mth (MYR) 1.17
52-week range (MYR) 1.88 - 1.27
KLCI 951

 
Key changes 

Sales (FYE) 1,429 to 1,429  -0.0%
Op prof margin (FYE) 14.2 to 14.0 -1.1%
Net profit (FYE) 150.8 to 148.6 -1.4%
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AirAsia BHD (R.H. Scale)

Performance (%) 1m 3m 12m
Absolute 4.7 -17.9 -12.5
KLCI 2.0 2.7 4.5

 
Stock data 

Market cap (MYRm) 3,121
Market cap (USDm) 848
Shares outstanding (m) 2,346.5
Daily volume (USDm) 0.40
Major shareholders Tune Air (45%)
Free float (%) 35

 
Key indicators 

ROE (%) 12.9
Net debt/equity (%) 189.0
Book value/share  (MYR) 0.52
Price/book (x) 2.6
Net interest cover (x) 3.1
Operating profit margin (%) 14.0
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4Q results boosted by deferred tax write-back 
AirAsia decided not to comply with FRS 112 because complying would not 
represent a true and fair view of the company. Hence, the one-off RM13.6 million 
deferred tax write-back. 

High jet fuel and yield pressures cause for concern 
In FY07, high jet fuel continues to be a concern. As AirAsia tries to pass this back 
to consumers via fuel surcharge, we worry that cost-conscious customers of 
AirAsia may reduce their air travels. Also, management has expressed the 
intention to drive down fares to retain high load factors. 

High P/E valuation; key risks.  
Despite the stock’s 18% decline over the past three months, its P/E valuation of 
21x FY07 still seems unattractive relative to execution risk. TP of RM1.17/share is 
based on 18x FY07 P/E. The key risk to our call is a better-than-expected pickup in 
yields and loads as a result of the domestic route rationalization. A quick and rapid 
decline in jet fuel price is also a risk. 
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Y/E 30 June 2002 2003 2004 2005 2006 2007E 2008E 2009E

SUMMARY

Reported EPS (RM) -0.03 0.36 0.28 0.05 0.05 0.06 0.08 0.09

P/E ratio (Reported) (x) na na na 34.4 30.5 21.0 15.7 15.0

Reported EPS growth (%) nm nm -22.6 -82.9 13.2 17.1 33.6 4.7

DB EPS FD (RM) -0.03 0.36 0.28 0.05 0.05 0.06 0.08 0.09

P/E ratio (DB) (x) na na na 34.4 30.5 21.0 15.7 15.0

Operating CFPS (RM) -0.42 0.17 0.10 -0.04 0.11 0.13 0.19 0.26

Free CFPS (RM) -0.55 -0.14 -0.75 -0.23 -0.41 -0.73 -0.50 -0.31

P/CFPS (x) na na na nm 14.5 10.4 6.9 5.1

DPS (RM) 0 0 0 0 0 0.01 0.02 0.02

Dividend yield (%) na na na 0 0 1.0 1.3 1.3

BV/Share (RM) 0.05 0.94 0.86 0.41 0.46 0.52 0.58 0.65

Price/BV (x) na na na 4.02 3.23 2.58 2.28 2.03

Weighted average shares (m) 52 52 175 1,489 2,346 2,346 2,346 2,346

Average market cap (RM m) na na na 2,448 3,872 3,121 3,121 3,121

Enterprise Value (RM m) na na na 2,101 4,475 5,375 6,538 7,253

EV/Sales na na na 3.2 5.2 3.8 3.6 3.2

EV/EBITDA na na na 13.6 22.1 14.4 10.6 8.7

EV/EBIT na na na 17.5 37.6 26.8 20.4 21.3

EV/Operating Capital na na na 3.4 2.6 1.5 1.4 1.3

INCOME STATEMENT (RM m)

Sales revenue 217 330 393 666 856 1,429 1,836 2,291

Operating EBITDA 0 14 71 154 202 372 619 838

Depreciation 1 3 11 34 83 172 299 497

Amortisation 0 0 0 0 0 0 0 0

Operating EBIT -1 11 60 120 119 200 320 341

Net interest income (expense) 0 0 -1 7 -10 -65 -140 -188

Associates/affiliates 0 0 0 0 6 18 23 60

Investment and other income/expense 0 0 0 -1 0 0 0 0

Exceptionals/extraordinaries 0 0 0 0 0 0 0 0

Income tax expense 0 -7 9 14 -11 6 5 5

Minorities/preference dividends 0 0 0 0 0 0 0 0

Net income -2 19 49 112 127 149 199 208

CASH FLOW (RM m)

Cash flow from operations -22 9 18 -53 267 301 450 617

Movement in net working capital 0 -6 6 -45 0 0 0 0

Capex -7 -16 -150 -289 -1,235 -2,010 -1,616 -1,351

Free cash flow -29 -7 -132 -342 -968 -1,709 -1,166 -734

Other investing activities 0 0 0 0 0 0 0 0

Equity raised/(bought back) 109 0 52 0 11 0 0 0

Dividends paid 0 0 0 0 0 0 -9 -12

Net inc/(dec) in borrowings 0 0 95 -95 1,053 1,525 1,124 785

Other financing cash flows -101 27 18 700 -5 100 105 105

Total cash flows from financing 8 27 166 605 1,058 1,625 1,220 878

Net cash flow -20 20 34 262 95 -134 -64 10

Movement in net debt/(cash) 20 -20 62 -358 957 1,659 1,188 775

BALANCE SHEET (RM m)

Cash and other liquid assets 14 34 66 329 426 292 229 239

Tangible fixed assets 7 20 158 231 1,261 3,099 4,417 5,271

Goodwill 0 0 0 0 0 0 0 0

Other intangible assets 0 0 0 0 0 0 0 0

Associates/investments 0 6 0 0 0 0 0 0

Other assets 31 64 125 562 716 822 972 1,174

Total assets 51 124 350 1,123 2,402 4,214 5,618 6,684

Interest bearing debt 0 0 95 0 1,053 2,577 3,701 4,486

Other liabilities 49 75 104 170 259 366 472 589

Total liabilities 49 75 200 170 1,312 2,944 4,174 5,075

Shareholders' equity 3 49 150 953 1,091 1,209 1,368 1,535

Minorities 0 0 0 0 0 0 0 0

Total shareholders' equity 3 49 150 953 1,091 1,209 1,368 1,535

Net working capital -24 -26 18 389 433 431 454 481

Net debt/(cash) -14 -34 29 -329 627 2,285 3,472 4,247

Capital -11 16 180 624 1,718 3,495 4,840 5,782

RATIO ANALYSIS

Sales growth (%) nm 51.8 19.0 69.6 28.5 67.0 28.5 24.8

Op. EBITDA/sales (%) -0.1 4.3 18.1 23.1 23.6 26.1 33.7 36.6

Op. EBIT/sales (%) -0.7 3.4 15.2 18.0 13.9 14.0 17.5 14.9

Payout ratio (%) nm 0 0 0 0 20.0 20.0 20.0

ROE (%) -64.6 73.0 49.2 20.2 12.4 12.9 15.4 14.3

Return on Capital (%) nm 843.2 51.0 26.3 11.7 8.1 8.0 7.4

Operating Return on Capital (%) nm nm 53.2 26.5 10.2 7.4 7.5 6.3

Capex/sales (%) 3.0 4.9 38.2 43.5 144.4 140.7 88.0 59.0

Capex/depreciation (x) 4.8 5.5 13.1 8.5 14.9 11.7 5.4 2.7

Net debt/equity (%) -534.7 -68.3 19.5 -34.6 57.5 189.0 253.7 276.7

Net interest cover (x) nm nm 68.6 nm 12.5 3.1 2.3 1.8

Running the Numbers Analysis Deutsche Bank
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Details of 4QFY06 results  

AirAsia’s 4Q FYJun06 results were boosted by a one-off RM13.6 million deferred tax write-
back as the company has decided not to comply with FRS 112. The company thinks that 
applying FRS 112 will not present a true and fair view of financial position of the company. 
FRS 112 does not allow the company to recognize unutilized investment allowances as 
deductible temporary differences. Pretax profit in 4Q FY06 was actually flat y/y, but net profit 
is up 143% because of the tax write-back. There was a 12% q/q increase in 4Q FY06 pretax 
profit because of the 5.7% q/q pickup in average fares and an 8.0% q/q rise in RPK. 

If we look at pre-tax profits of RM115.5 million in FYJun06 (which allows us to compare 
results without tax implications), it was actually 7.8% lower y/y, compared to net profit that 
was 13.7% higher y/y. This is despite the top-line growth of 28.4% y/y. Average fares 
declined 4.2% y/y in FY06 and fuel cost escalated 21.4% y/y. 

Figure 1: AirAsia quarterly earnings trend 
Year Ending 30 June Q106 Q206 Q306 Q406 Q/Q Y/Y FY06

RM mm Sep-05 Dec-05 Mar-06 Jun-06 chg chg

Turnover  186.3 225.9 201.7 241.7 19.8% 21.1% 855.6 

EBITDA  20.5 64.0 40.2 65.4 62.8% 104.3% 190.2 

EBITDA margins (%) 11.0 28.3 19.9 27.1 35.8% 68.6% 86.3 

Depreciation  (12.8) (22.0) (21.8) (26.5) 21.7% 250.0% (83.0)

EBIT  7.7 42.1 18.4 38.9 111.2% 59.2% 107.1 

EBIT margins (%) 4.1 18.6 9.1 16.1 76.2% 31.4% 48.0 

Interest expense  (0.1) (1.9) (6.9) (12.8) 85.5% 3065.8% (21.7)

Other income 4.3 8.9 9.9 1.0 -90.2% -58.1% 24.0 

Associates  0.1 5.0 1.9 (1.0) -150.1% 359.7% 6.0 

Pretax profit  12.0 54.0 23.4 26.2 11.7% -0.1% 115.5 

Tax  (0.2) (0.6) (0.6) 12.8 n.m. -226.0% 11.4 

Tax rate (%) (0.0) (0.0) (0.0) 0.5 n.m. -226.1% 0.4 

Minorities  (0.1) (0.0) 0.0 0.1 n.m. 98.6% (0.0)

Net profit  11.7 53.4 22.8 39.1 71.5% 142.7% 126.9 

EPS (sen) 0.6 2.5 1.1 1.7 54.5% 123.7% 5.4 
Source: Company data 

The company turned into a net debt position (net gearing of 0.58x) from a net cash position a 
year ago as a result of the 7 A320s it took delivery of during FY06. 

Figure 2: AirAsia operating statistics 
Operating statistics Q106 Q206 Q306 Q406 Q/Q chg Y/Y chg

YE Jun    

 Passengers carried   1,192,692        1,343,795  1,559,794  1,623,130 4.1% 34.9%

 RPK (m)          1,358               1,532         1,833         1,979 8.0% 36.8%

 ASK (m)          1,953               2,009         2,296         2,388 4.0% 25.5%

 Average fares (RM)  144 156 123 130 5.7% -13.3%

 Passenger load factor (%)  69.5% 76.3% 79.8% 82.9% 3.8% 9.0%

 Revenue per RPK (sen)          13.72               14.75         11.00         12.21 11.0% -11.4%

 Cost per ASK (sen)            9.16                 9.15           7.96           8.45 6.2% -7.4%

 Cost per ASK (sen) excl fuel            4.70                 5.21           4.33           5.35 23.6% 11.9%

 Sectors flown        11,436             11,516 12637 12750 0.9% 12.7%

 # of aircraft at period/year end  21.00 23.00 24 26 8.3% 36.8%

 Average number of aircraft  18.76 19.65 21.55 21.84 1.3% 24.4%
Source: Company data 
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Its Thai operations registered a RM1 million loss in 4Q FY06 because of a THB36 million forex 
loss from a currency hedge. Thai operations would have been profitable excluding the forex 
loss. The losses at the Indonesian operations continued: RM8.9 million loss in 4Q compared 
with RM8.8 million loss in the preceding quarter. 

Earnings outlook 

Going forward we remain worried about the following areas in AirAsia: 

1. Fuel costs are totally unhedged and we expect to see a doubling of fuel costs in 
FY07. Our forecasts have assumed average jet fuel cost of US$77/barrel, which 
appears low relative to current spot price of US$90/barrel. 

2. Aggressive expansion strategy. AirAsia is expected to take delivery of 100 aircraft 
from now until 2012 at total cost of around US$3.5 billion. As a result, we think net 
gearing will balloon from current 0.6x to 2.8x at the end of FY08. 

3. Management has expressed its intention to lower fares to drive up load factors. 
Management thinks that yields will be flat, which means that there could be 
downside risk to our 7% yield pickup forecast in FY07. 

Our target price of RM1.17/share is based on 18x FY07 P/E. We think the company should 
trade below its historical range (18-30x) given the earnings uncertainties relating to yield 
erosion, rising net gearing and high jet fuel prices. Foreign shareholding is a high 43.5% as at 
end July 2006. 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

Disclosure checklist 
Company Ticker Recent price* Disclosure 
AirAsia BHD AIRA.KL 1.33 (MYR) 29 Aug 06 NA 
 
*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors.  Data is sourced from Deutsche Bank and subject companies. 

 
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject 
issuer and the securities of the issuer.  In addition, the undersigned lead analyst(s) has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Joe Liew 
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Historical recommendations and target price: AirAsia BHD (AIRA.KL) 

 (as of 8/29/2006) 
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Previous Recommendations 

Strong Buy 
Buy 
Market Perform 
Underperform 
Not Rated  
Suspended Rating 

Current Recommendations 

Buy 
Hold 
Sell 
Not Rated  
Suspended Rating 

*New Recommendation Structure 
as of September 9, 2002 

 

 1. 3/2/2005: Sell, Target Price Change MYR1.53 

2. 24/2/2005: Sell, Target Price Change MYR1.49 

3. 6/5/2005: Sell, Target Price Change MYR1.40 

4. 25/5/2005: Sell, Target Price Change MYR1.36 

5. 28/8/2005: Upgrade to Hold, Target Price Change MYR1.60 

 6. 20/9/2005: Hold, Target Price Change MYR1.56 

7. 10/2/2006: Upgrade to Buy, Target Price Change MYR2.05 

8. 1/6/2006: Downgrade to Sell, Target Price Change MYR1.45 

9. 20/6/2006: Sell, Target Price Change MYR1.32 

10. 26/7/2006: Sell, Target Price Change MYR1.17 
 

Equity rating key  Equity rating dispersion and banking relationships 

Buy: Expected  total return (including dividends) of 10% 
or more over a 12-month period. 
Hold: Expected  total return (including dividends) 
between -10% and 10% over a 12-month period. 
Sell: Expected  total return (including dividends) of -
10% or worse over a 12-month period. 
Notes: 
1.    Published research ratings may occasionally fall 
outside these definitions, in which case additional 
disclosure will be included in published research and on 
our disclosure website (http://gm.db.com); 
2.    Newly issued research recommendations and 
target prices always supersede previously published 
research. 
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Regulatory Disclosures 

Disclosures required by United States laws and regulations 

See company-specific disclosures above for any of the following disclosures required for covered companies referred to in 
this report: acting as a financial advisor, manager or co-manager in a pending transaction; 1% or other ownership; 
compensation for certain services; types of client relationships; managed/comanaged public offerings in prior periods; 
directorships; market making and/or specialist role. 
 
The following are additional required disclosures: 

Ownership and Material Conflicts of Interest: DBSI prohibits its analysts, persons reporting to analysts and members of their 
households from owning securities of any company in the analyst's area of coverage. 
Analyst compensation: Analysts are paid in part based on the profitability of DBSI, which includes investment banking 
revenues. 
Analyst as Officer or Director: DBSI policy prohibits its analysts, persons reporting to analysts or members of their households 
from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. 
Distribution of ratings: See the distribution of ratings disclosure above. 
Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if 
with respect to multiple companies which are the subject of this report, on the DBSI website at  
http://gm.db.com. 
 
Additional disclosures required under the laws and regulations of jurisdictions other 
than the United States 

The following disclosures are those required by the jurisdiction indicated, in addition to those already made pursuant to United 
States laws and regulations. 
 
Analyst compensation: Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which 
includes investment banking revenues 
 
Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU: A general description of how Deutsche Bank AG identifies and manages conflicts of interest in Europe is contained in our 
public facing policy for managing conflicts of interest in connection with investment research. 
Germany: See company-specific disclosures above for (i) any net short position, (ii) any trading positions (iii) holdings of five 
percent or more of the share capital. In order to prevent or deal with conflicts of interests Deutsche Bank AG has 
implemented the necessary organisational procedures to comply with legal requirements and regulatory decrees. Adherence 
to these procedures is monitored by the Compliance-Department. 
Hong Kong: See http://gm.db.com for company-specific disclosures required under Hong Kong regulations in connection with 
this research report.  Disclosure #5 includes an associate of the research analyst.  Disclosure #6, satisfies the disclosure of 
financial interests for the purposes of paragraph 16.5(a) of the SFC's Code of Conduct (the "Code").  The 1% or more interests 
is calculated as of the previous month end.  Disclosures #7 and #8 combined satisfy the SFC requirement under paragraph 
16.5(d) of the Code to disclose an investment banking relationship. 
Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securities Finance Company. 
Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a licence in the Russian Federation. 
South Africa: Publisher: Deutsche Securities (Pty) Ltd, 3 Exchange Square, 87 Maude Street, Sandton, 2196, South Africa. 
Author: As referred to on the front cover. All rights reserved. When quoting, please cite Deutsche Securities Research as the 
source. 
Turkey: The information, interpretation and advice submitted herein are not in the context of an investment consultancy 
service. Investment consultancy services are provided by brokerage firms, portfolio management companies and banks that 
are not authorized to accept deposits through an investment consultancy agreement to be entered into such corporations and 
their clients. The interpretation and advices herein are submitted on the basis of personal opinion of the relevant interpreters 
and consultants. Such opinion may not fit your financial situation and your profit/risk preferences. Accordingly, investment 
decisions solely based on the information herein may not result in expected outcomes. 
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United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in 
the rules of the Financial Services Authority, should read this research in conjunction with prior Deutsche Bank AG research on 
the companies which are the subject of this research. 



  

Global Disclaimer 
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively “Deutsche Bank”).  The information herein is believed by Deutsche Bank to be reliable and has been obtained 
from public sources believed to be reliable.  With the exception of information about Deutsche Bank, Deutsche Bank makes no representation as to the accuracy or completeness of such information. 

This published research report may be considered by Deutsche Bank when Deutsche Bank is deciding to buy or sell proprietary positions in the securities mentioned in this report. 

For select companies, Deutsche Bank equity research analysts may identify shorter-term opportunities that are consistent or inconsistent with Deutsche Bank's existing, longer-term Buy or Sell recommendations.  This 
information is made available on the SOLAR stock list, which can be found at http://gm.db.com. 

Deutsche Bank may trade for its own account as a result of the short term trading suggestions of analysts and may also engage in securities transactions in a manner inconsistent with this research report and with respect to 
securities covered by this report, will sell to or buy from customers on a principal basis.  Disclosures of conflicts of interest, if any, are discussed at the end of the text of this report or on the Deutsche Bank website at 
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Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report.  They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without 
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Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor’s home jurisdiction . In the U.S. this report is approved and/or distributed by Deutsche Bank 
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