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 We get to a HOLD recommendation with a price target of 

EUR 15.08 for December 31st, 2015. The price corresponds to an 

upside of 7.80% to the current share price of EUR 13.99. Market 

valuation does not reach a clear consensus. The stock currently 

trades 22.5% below the peer group’s P/E ratio of 29.3 with 22.7. 

 Tough market environment for Lufthansa lowered 2014’s 

results. The EURUSD exchange rate depreciated, till Q3 oil prices 

were high and the cargo business still suffers from a market 

stagnation. Lufthansa had to deal with 11 strikes, which cost the 

company about EUR 200m. 

 The airline industry can expect prosperous growth in the 

near future. Unfortunately, we do not see Lufthansa as one of the 

winners. Due to aggressive pricing, we expect the European low-cost 

carriers to overtake more and more of the short-haul segment and the 

Gulf carriers of the long-haul segment.  

 Key value driver: The outlook of the oil price is promising, 

since a supply shock bothers the producers. We anticipate a long-

term price of USD 90 per barrel. The load factor of Lufthansa is 

79.8%, of the peer group 81.5%. We expect it to steadily increase. A 

constant load factor of 79.8%, ceteris paribus, lowers our valuation by 

about EUR 4. 

Company description 

The Deutsche Lufthansa AG (Lufthansa) is a full-service aviation 
company based in Cologne, Germany. The Group is separated in five 
segments: Passenger airline group, logistics, MRO (maintenance, 
repair and overhaul), catering and IT. Lufthansa operates worldwide 
but generates 61% of their revenues in Europe and 27 % Germany. 
The network produced about EUR 30bn in revenues in 2013. 
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52-week range (€) 10.96-20.30 
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Outstanding Shares (m) 462.77 

Enterprise value (€ m) 13,995 
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Source: Yahoo Finance 

  
(Values in €) 2013 2014E 2015F 

Revenues (m) 30,028 29,732 30,169 

EBITDA (m) 2,322 2,307 2,375 

Net Profit (m) 313 510 430 

EPS 0.68 1.10 0.93 

P/E 22.71 12.55 16.22 

Dividend 0.45 0.574 0.181 

Dividend yield (%) 2.92 4.15 1.12 

EV/EBITDA 5.35 5.40 5.70 

EV/EBIT 16.48 14.09 16.54 

Net debt (m) 2,390 2,270 2,607 

Net debt/EBITDA 0.91 0.98 1.07 

    

Source: Lufthansa, Analyst’s estimations 
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Company profile 

The Deutsche Lufthansa AG (Lufthansa) is a full-service aviation company based in 

Cologne, Germany, part of the world’s largest airline alliance, Star Alliance. The Group 

is separated into five segments: Passenger airline group, logistics, MRO, Catering and 

IT. The IT segment will be outsourced to IBM the following year. Former state-owned 

Lufthansa is operating worldwide but generates 61% of their revenues in Europe and 

27 % in their home market, Germany. The company holds interest in approximately 

500 subsidiaries and associated companies, the network produced about EUR 30bn in 

revenues in 2013. The Passenger airline group contributes the largest share of 

revenues with 76%, IT services the smallest with approximately 1%. In the end of year 

2013 the Lufthansa Group employed 118,214 people.  

Shareholder structure 

Till 1962 Lufthansa was almost 100% state-owned, in 1966 Lufthansa shares were 

listed on the stock exchange for the first time. Until 1994, Lufthansa was the official 

flag carrier of the Federal Republic of Germany. The public sector then reduced its 

share of over 50 per cent to 34 per cent of the shares and since 1997, Lufthansa is 

fully privatized.  

The German Aviation Compliance Documentation Act requires that the majority of the 

outstanding Lufthansa shares is held by German investors. 100% of the Company’s 

461,075,000 outstanding shares are free float. By the end of 2013 63.5% of the 

investors were institutional investors, 36.5% private ones. The company’s biggest 

individual shareholders after Q3 2014 were Templeton Global Advisors Limited with 

5.00%, The Capital Group Companies with 4.91% and BlackRock Inc. with 3.97%. 

Dividend policy 

Lufthansa’s current dividend policy earmarks a payout ratio of 30% to 40% of the 

operating result. Dividends are declared if the German General Accounting Principles 

allow for it regarding accomplished net profit published in the financial statements and 

no other factors preclude it. For 2013 Lufthansa paid a dividend of EUR 0.45 per 

share. This corresponds to the existing dividend policy of approximately 30% of the 

Group’s operating results1. As one can easily see in the graph below Lufthansa has not 

complied with the stated payout ratio in several years. This comes due to restructuring 

or upcoming high capex. Lufthansa published a new dividend policy for 2015 and 

onwards. It will pay 10% to 25% of EBIT, which is due to a change in the depreciation 

policy. Lufthansa claims that the former rule based on the operating result and the new 

                                                 
1 Lufthansa defines: „The operating result is calculated as the profit from operating activities, adjusted for book gains and losses, write-backs of 

provisions, impairment losses, results of financial investments and the measurement of financial liabilities at the end of the period” 

Figure 2: 
Shareholder structure 

Figure 1: 
Revenues per region 

Source: Lufthansa 
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Source: Lufthansa 
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rule based on EBIT will not keep the investors worse off, due to higher figures caused 

by lower depreciation. 

 

 
Source: Lufthansa 

 

Business description 

In 2012 Lufthansa launched the restructuring programme Score, it now comprises 

about 4,200 different projects, afterwards operating profit is supposed to increase by 

EUR 1.5bn in 2015 compared to 2011’s figure. In April 2014, Lufthansa announced 

that Score will not find its end in 2015. Projects differ from heavy structural 

modifications to minor efficiency boosts. The main project is the shift from all non-hub 

Lufthansa European flights to Germanwings, which will save approximately EUR 

200m. Lufthansa recently published the lower chart with the achievements of Score 

(see exhibit 1 for initiated projects), which does not incorporate the costs though. It is 

difficult to receive an objective view on the projects’ impact. Lufthansa claims that the 

savings are not observable in the results since they were offset by external headwinds 

as for example higher fuel prices. 

 

 

 

Figure 4:  
Revnues by segment 

 

Score will be continued, 
project team kept in 
place - consultants 
agree continuous 
improvement teams 
more successful than 
single restructuring 
phase 

Figure 5: 

Joint savings due to initiated Score projects 

Figure 3: 
Historic dividend policy of Lufthansa 

Source: Lufthansa 

Source: Lufthansa 
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Passengers airlines group 

The largest share of revenues is generated by the Lufthansa Passengers Group, which 

has 55,400 employees and is headquartered in Cologne. The Passenger airline group 

includes, next to Lufthansa, Austrian Airlines, Swiss International Air Line, 

Germanwings and partially SunExpress. In recent history the segment increasingly 

suffered under the competition of low-cost carrier (LCC) and Gulf carrier. With the 

restructuring program SCORE, the company is trying to reduce unit cost and work 

against future yield pressure. In 2013 revenues of EUR 23.5bn (of which EUR 22.8bn 

were generated outside the group) and an operating result of EUR 495m were 

achieved, what corresponds to an operating margin of 2.1% and therefore represents 

the lowest of all segments. The passenger segment overall flew 262,450m ASK2. With 

209,464m RPK3 104,587,000 passengers were transported by the Lufthansa 

Passenger Group. A load factor of 79.8% has been reached. 

Logistics 

Lufthansa Cargo is the name of the logistics segment, which is based in Frankfurt and 

employs 4,675 people. Lufthansa Cargo has 20 airplanes themselves and operates 

also via the passengers group’s business. The segment generated EUR 2.4bn in 

revenues (of which only EUR 24m were generated inside the group), and EUR 77m as 

operating result in 2013. This results in an operating margin of 3.2%. The company 

flew 12,490m ATK4 and 8,731m RTK5, leading to a load factor of 69.9%.  

MRO 

The MRO business, Lufthansa Technik (LHT), had 20,003 employees at September 

30th, 2014. Headquarters are located in Hamburg. The range of services are offered 

via six product divisions: maintenance, aircraft overhaul, engines, components, aircraft 

systems and completion and servicing of VIP aircraft. Revenues increased by 4.2% to 

approximately EUR 4.2bn in 2013 (of which EUR 2.6bn were generated outside the 

group) and the operating result by 23.2% to EUR 404m. The MRO business generated 

the highest operating margin in the group with 9.7% in 2013. 

 

 

 

 

                                                 
2 Lufthansa defines: „An available seat kilometre (ASK) denotes one seat offered flown for one kilometre.” 
3 Lufthansa defines: „A revenue passenger kilometre (RPK) denotes one paying passenger transported for one kilometre.” 
4 Lufthansa defines: „An available tonne kilometre (ATK) denotes the offered capacity equivalent of one tonne of load transported for one 

kilometre.” 
5 Lufthansa defines: „A revenue tonne kilometre (RTK) denotes one tonne of load transported for one kilometre.” 

 

 
Source: Lufthansa 

Source: Lufthansa 

Figure 6-9:  
Cost structure of each segment 

 
Source: Lufthansa 
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IT 

The IT service segment, Lufthansa Systems, engages 2,731 employees and is based 

in Kelsterbach. The segment offers consulting and IT services, as the development 

and implementation of customized solutions, to specific industries. The company has 

offices in 17 countries. The IT business will be outsourced to IBM by the end of the first 

quarter in 2015. In 2013 revenues of EUR 640m (of which EUR 265m were generated 

outside the group) and an operating result of EUR 36m were reached, leading to an 

operating margin of 5.6%. 

Catering 

The catering segment, LSG Sky Chefs, employs 32,693 and is headquartered in Neu-

Isenburg. The company operates 210 facilities in 54 countries and provides airline 

catering and all upstream and downstream in-flight services. In 2013 revenues of EUR 

2.5bn (of which EUR 1.9bn were generated outside the group) and an operating result 

of EUR 104m were achieved, this corresponds to an operating margin of 4.1%. 

The passenger airlines group, the MRO and the catering segments generate most 

revenues in Europe. For all segments Americas (North and South America) is the 

second most important market. 

 

 

 

Leverage 

Funding and liquidity 

Lufthansa has 3 bonds outstanding with a combined carrying value of EUR 1.57bn at 

September 30th, 2014 (EUR 1.81bn in 2013). Furthermore, the company received bank 

loans up to an amount of EUR 1.5bn in Q3 2014, EUR 1.25bn in 2013. In total 

Lufthansa has financial debt of EUR 6.04bn at Q3 2014, 6.9% lower than 2013’s EUR 

6.49bn. Lufthansa is not able to control their pension obligations. In Q3 2014, following 

a change of the discount rate from 3.75% to 3.25% pension provisions went up by 

IT segment sold to IBM, 
supposedly saves EUR 
70m annually, for 2015 
one-time expenses of 
EUR 240m 

 
Source: Lufthansa 

Source: Lufthansa 

Figure 10:  

Segment revenues by region 
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EUR 2.68bn compared to December 31st, 2013. The money was shifted from retained 

earnings to pension provision. The net debt to equity ratio (in book values) increased 

from 39.12% to 49.99% from 2013 to Q3 2014. Lufthansa’s liquidity position is strong 

with EUR 0.93bn in cash and EUR 2.71bn in liquid securities, but only a need for 

operating cash of approximately EUR 0.6bn. We assess Lufthansa’s impotence 

regarding the pension obligations and the upcoming high capex as relevant and 

assume it to negatively influence the company’s financial risk. Because of a strong 

liquidity and funding situation though, we do not expect the financial risk to be 

significant enough to influence Lufthansa’s valuation negatively. 

 

Aircraft financing 

The Lufthansa Group operates a total amount of 619 aircraft of which about 3.00% are 

operating leases and 6.00% financial leases. Operating leases allow to react flexibly in 

the short-run on changes in demand. Lufthansa’s portion of operating leases declined 

continuously in the last years, see figure 11.. This represents the easiest way to shrink 

the fleet or keep it constant with incoming new aircrafts, respectively, due to the flexible 

return policies of operating leases. The fleet has decreased continuously in the last 

years. From 2012 to 2013 available seat capacity has risen though, since Lufthansa 

switched from smaller to bigger aircrafts. From 2014 to 2025 261 new aircrafts will be 

added to the fleet and replace the less fuel efficient older generation. Due to a fleet 

renewal programme Lufthansa faces major capex in the upcoming years. In the next 

10 years between 17 and 30 aircrafts are delivered annually. With a list price of EUR 

32bn, it is the biggest renewal programme in Lufthansa’s history. By comparing 

historical capex and delivered aircrafts, we reach a discount of 30% on the list prices.  

 

Type Amount Delivery 2014 2015 2016 2017 2018 2019 2020

Long-haul
Airbus A380 4 2014-15 394 394

Boeing 747-8 10 2014-15 1051 700

Boeing 777X 34 2020-2025 370 370 925

Boeing 777 6 2016 943

Boeing 777F 3 2014-15 295 147

Airbus A350 25 2016-2023 422 562 562 562 422

Airbus A330 1 2014 117

Airbus A330 1 2016 117

Short-haul

Airbus A320 family 144 2014-25 441 538 538 803 803 587 636

Airbus A320 family 2 2014 90

Airbus A320 family 1 2016 49

Bombardier C-Series 30 2015-17 266 295 295

TOTAL 261 2387 2046 2364 1661 1736 1520 1983  

Due to Lufthansa’s volatile performance in the last years, financial leases increased 

since net income and reserves couldn’t cover the required capex.  

Source: Lufthansa, analyst’s estimates 

Source: Lufthansa 

Figure 11:  
Portion of operating leases 

 
Source: Lufthansa 

Table 1: 
Lufthansa’s ordered aircrafts and corresponding capital expenditure, delivery from 2014 to 2025 
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Market analysis 

Macroeconomic environment 

After persistent weak growth has burdened the global economy for the last years, 

experts are more optimistic again. Boeing’s GDP growth expectations for the next 20 

years are especially positive for Asia and Africa. Ongoing globalisation, increase in 

working population and productivity (dissemination of technology) support high GDP 

growth in the emerging markets. Only when comparing percentage growth rates of 

different parts in the world Europe and North America seem dented, but both currently 

hold more than 50% of world GDP share in total. Nevertheless, this share is supposed 

to decline to approximately 42% by 2033. 

The aviation market outgrows global GDP increase every year. While GDP is 3-4-fold 

the market of 1970, passenger air traffic is 10-fold and freight air traffic 14-fold the 

market. Boeing forecasts an annual growth rate of 5.0% for passenger air traffic and 

4.7% for air cargo for the next 20 years.  

The airline industry has drastically evolved over the last decades. A few decades ago 

the industry counted as a high margin business due to immense initial investments and 

government regulations to keep business to the mainly state-owned aviation 

companies. In the last years the business has turned around due to a less regulated 

market and operating leases, which decreased the required initial investments. 

Innovations have lowered the price of the aviation industry by 60%, but since the 

market is outstandingly competitive (later upcoming table 9 shows the net margins of 

the air traffic industry of 2.82% and of the overall industry average of 8.06%), all 

savings have been passed on to the customers. This development ensured that flying 

has become affordable to a growing amount of people over the last decades.  

The oil price increased sharply due to high demand, especially from China, in the mid-

2000s. Demand exceeded supply. With increasing oil prices many energy companies 

found it profitable to extract oil, fracking started and the US started horizontal drilling. 

The US has catered for an extra daily 4 million barrels oil on the market since 2008, 

with a global supply of 75m million barrels. USA’s extra supply was offset by a lower 

production of Libya, Iraq and Iran, which suffered under civil wars, post war chaos or 

sanctions. The situation changed in early fall this year when some of these issues 

started to ease and the demand in Europe and Asia decreased. Prices plunged. 

In late November OPEC met in Vienna to discuss the best respond on the dropping 

price. Countries with higher fiscal “breakeven” oil prices6 like Venezuela and Iran 

                                                 
6
 Standard & Poor’s defines: The fiscal breakeven oil price is the average price at which the budget of an oil-exporting country is balanced in a given year. 

 

Figure 12: 
Average annual GDP growth for 
2013-2033 

* includes China and Japan 

 
Source: Boeing 

Figure 13: 
Real price of air transport from 1970-
2010 

 

 

Source: Bloomberg 

Figure 14: 
Historical oil price development 

Source: IATA 
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hoped for a production cutback, but OPEC didn’t agree and decided to keep the 

current amount of production constant in order to cut out the USA from the market. 

OPEC hopes with the falling price of oil that some US producers may become 

unprofitable and leave the market. The International Energy Agency claims that 

approximately 4% of the North American production relies on price north of USD 80 

per barrel in order to stay profitable. On the other side, North Dakota’s Bakken project 

remains profitable as long as the price stays above USD 42 per barrel. Hence, whether 

OPEC’s plan proves to be successful, is unclear. 

 

Market share 

 

 

In North America almost 90% of the aviation market is shared by only 4 airlines. 

American airlines went through a very successful restructuring process and turned the 

business around due to consolidation and capacity restrictions. In Europe the five 

biggest airlines of 2013 hold only about 40% market share. This represents one reason 

why the European market functions under much more pressure. 

 

 

 

 

 

 

 

 

 

Figure 15:  
USA airlines’ market share 

(measured as % of revenue passenger miles) 
 

Source: Bureau of Transportation Statistics 

Source: Company information 

Figure 16:  

Global market share of Lufthansa and its competitors 

 

Source: Euromonitor; Passport 
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In Germany, Lufthansa’s biggest market, the company depicts the clear market leader. 

But especially Air Berlin, Germany’s biggest low cost carrier, gained some market 

share over the last years. Air Berlin is partially owned by Etihad, a Gulf carrier. The 

Gulf carriers benefit from much better cost structures than the European network 

carriers. The table on the left shows the change of the share of flights operated by 

European and Gulf carriers. Also, Emirates has increased their market share from 

0.8% to 2.7% since 2003 also putting pressure on average yields because of 

overcapacity. 

 

Competitors 

Analysis of the Lufthansa Group & Passenger Airlines Group  

The peer group of Lufthansa consists of the network carriers Air France-KLM, IAG, 

SAS and Turkish Airlines and of the LCC Ryanair and EasyJet. The network carriers all 

operate in different commercial segments, just like Lufthansa. The LCCs are direct 

competitors of Lufthansa’s subsidiary Germanwings. Turkish Airlines’ home market is 

mainly Europe but it has a lot in common with the fast growing Gulf carriers. The 

comparison to network carriers is especially important, since the segments Catering 

and MRO by itself lack of a suitable peer group. Most peers’ financial statements are 

either not available or too consolidated. 

Regarding revenues, transported passengers, and employed staff Lufthansa is 

Europe’s largest airline. Considering ASKs and RPKs, Air France KLM is ahead of 

Lufthansa. Air France-KLM and SAS generate relatively similiar share of revenues with 

non-passenger segments. 

 

 

Table 2: 
Segments of Lufthansa and 
competitors 

Company
Pass-

enger
Cargo MRO Catering

Lufthansa x x x x

Turkish 

Airlines
x x x x

Air France 

KLM
x x x x

IAG x x

SAS x x

easyJet x

Ryanair x  

Emerging Carrier correspond to Emirates, Qatar, 
Etihad and Turkish Airlines 
Middle East Carrier correspond to the remaining 
legacy Gulf carriers 
 

Source: The Rise of the Emerging Middle 
East Carriers: Outlook and Implications 
for the Global Airline Industry, by Karim 
Al-Sayeh, MIT 
 

Figure 18:  

European market share of Lufthansa and its competitors 

Figure 17: 
Share of flights from the Middle East 
to Europe  

Source: Company information 

Source: Euromonitor; Passport 
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Revenues
Passenger 

Revenues 
Fleet

Pass-

enger
Cargo Staff ASK RPK

in m EUR in m EUR in m in m tons in m in m

Lufthansa 30028 23513 78,3% 622 105 1,715 117343 262682 209649

Turkish Airlines 7411 6547 88,3% 233 48 0,565 21032 116423 92003

Air France-KLM 25520 20122 78,8% 552 77 1,341 96417 272419 228316

IAG 18569 16264 87,6% 431 67 0,928 60089 230573 186304

SAS 4904 4047 82,5% 139 28 n/a 14127 44629 33451

easyJet 5068 5068 100,0% 209 61 - 8942 74223 67573

Ryanair 5037 5037 100,0% 297 82 - 9501 125394 103755

Company
Passenger 

rev. / total 

revenues

 

Comparing briefly the above stated figures, two issues are salient: The two LCCs 

generate much lower revenues with high numbers of transported passengers but also 

transport these high numbers of passengers with much less staff. The upcoming 

graph7 clearly seperates airlines with high service-orientation (such as Lufthansa) from 

cost-oriented carriers. 

 

    

Lufthansa Passenger generates a yield in line with SAS and IAG, but above the peer 

group. Comparing the unit costs of each airline though, it also reveals that Lufthansa, 

just like SAS, struggles with much higher costs per ASK than its competitors. The 

Lufthansa group has staff cost per ASK of EUR 0.028, the average of the peer group is 

EUR 0.018. Especially the two LCCs lower the average. Ryanair and EasyJet offer 

much less service than the network carrier and thereby do not require as much staff. 

 

 

                                                 
7 Turkish Airlines and IAG do not publish their cost structure by segment but only for the company as a whole, therefore yields are derived from 
the companies’ revenues instead of the revenues generated by the passenger segments in order to compare them to the corresponding unit 
costs. The Air France-KLM and SAS yields and CASK’s are calculated for the passenger segment only whereas CASK ex-fuel and staff cost per 
ASK include the companies’ results rather than the segments’ ones. 
CASK = Operating costs per ASK 

30

38

90

102

113

137

165

190

Ryanair

easyJet

Turkish Airl.

SAS

Lufthansa

IAG

KLM

Air France

 

Table 3: 
Key figures of Lufthansa and competitors 

Source: Company information 

Figure 20: 
Comparison of yield and unit costs of Lufthansa and its competitors 

Source: Company information 

Figure 19: 
Employees per aircraft 

Source: JPMorgan & company information 
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For Lufthansa, Air France-KLM and SAS the biggest share goes to the companies’ 

staff, whereas the other airlines either pay the most for fuel or for the infrastructure. 

The high staff costs represent a salient competitive disadvantage compared to the 

LCCs and the airlines rooted in lower-income countries like Turkey and the Gulf states. 

Apart from hedging, fuel is externally priced and airlines do not have any influence on 

the price, but on the amount. In the left table the fuel costs per ATK are stated. It is 

rather difficult to deduce how fuel-efficient the airlines are from these values. Fuel 

costs equal amount times price. An “unlucky” hedging strategy might distort the total 

fuel cost because of the unit price even though the total required amount might be 

rather low. Lufthansa has a comparably low operating lease expenditure, this is due to 

the fleet renewal program, near term it is simpler to return the leased aircrafts than 

selling aircrafts. The upper three charts show much lower MRO expenditure than the 

lower ones this due to the fact thatLufthansa, IAG and Air France-KLM have MRO 

segments at their own disposal. 

 

 

 

 

Fuel 

expense
ATK

Fuel cost 

per ATK

in m EUR in m in EURc

Lufthansa 7058 41218 17,12

Turkish Airlines 2594 17519 14,81

Air France-KLM 6897 43213 15,96

IAG 5949 28483 20,89

SAS 1052 5527 19,03

easyJet 1407 7422 18,95

Ryanair 2013 12539 16,05

Company

 

Figure 21: 

Cost structure of operating expenditure in comparison of Lufthansa and its peer group  

Source: Company information 

Source: Company information & Bloomberg 

Table 4: 

Fuel cost per ATK in FY2013 
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Values of FY 2013
EBIT 

margin

EBITDA 

margin

EBITDAR 

margin

Net profit 

margin
RoE RoA ROIC

Adj. current 

ratio

Deutsche Lufthansa 2,8% 8,7% 9,0% 1,0% 6,5% 1,1% 4,9% 1,114

Turkish Airline 6,6% 12,9% 17,8% 3,5% 14,2% 3,0% 9,9% 1,059

Air France-KLM 0,5% 7,3% 10,9% n/a -50,9% -7,2% 1,4% 0,903

IAG 2,8% 9,6% 12,2% 0,8% 4,9% 0,7% 6,5% 0,729

SAS 3,3% 8,3% 12,5% 0,4% 1,6% 0,5% 6,6% 0,605

easyJet 11,7% 14,3% 16,7% 9,3% 22,0% 8,9% 17,5% 1,169

Ryanair 13,1% 20,1% 22,1% 10,4% 16,0% 5,9% 15,5% 2,489

Average 5,8% 11,6% 14,4% 4,2% 2,0% 1,9% 8,9% 1,153  

 

Table 5 compares the profitability of Lufthansa and its peer group. Lufthansa, Air 

France KLM, IAG and SAS all show much lower EBIT margins than the two LCCs and 

Turkish Airlines. This was to be expected due to a heavier cost structure. The same 

holds true for the EBITDA and the EBITDAR margin, the difference between the two 

ratios stems from the airlines’ amount of aircrafts held through operating leases. 

Already Figure 21 demonstrates the difference in operating lease expenses of 

Lufthansa and its competitors. Lufthansa is better of when comparing the EBITDA 

margin. The average RoE of 2.00% is heavily influenced by the outlier Air France-KLM. 

The median is 6.50%. Again the European network carriers cannot keep up with 

Ryanair, EasyJet and Turkish Airlines. Turkish Airlines is to be determined as 

comparably highly levered with a book equity over debt ratio of 0.66, but EasyJet and 

Ryanair show a negative net debt. As the net profit margin already indicates, the three 

companies utilize their equity base very efficiently. In our opinion the ROIC8 for Air 

France-KLM, IAG and SAS are high because of relatively high portions of current non-

interest bearing liabilities to current assets, which has a negative influence on the 

liquidity situation of the airlines. Lufthansa cannot compete against the LCC’s return. 

LCCs gain more and more market share, reaching 36% in Europe in 2013 by offering 

as less service as possible to keep the costs and therefore prices as low as possible. 

Especially, leisure travellers are very price sensitive and care less about comfort, 60% 

of all air traffic passengers are leisure travellers. As a consequence several European 

network carriers introduced or acquired own LCCs to overtake unprofitable routes 

because of high competition by other LCCs. Lufthansa initiated Germanwings, Air 

France-KLM Transavia and IAG Vueling. 

Next to the LCCs Lufthansa competes against the state-doped Gulf airlines, which 

surge the market with unprecedented low fares. The market mechanisms are no longer 

demand driven due to de facto state financed offers via subsidized fuel, reduced 

airport fees9 and hardly any tax, see exhibit 2 for a deeper analysis. Traffic is 

                                                 
8  
9 “Why airlines make such meagre profits” by The Economist - http://www.economist.com/blogs/economist-explains/2014/02/economist-explains-5 

Source: JPMorgan 

 

 

Figure 22:  

EBIT margin forecast  

Source: Boeing 

Table 5: 

Profitability ratios of Lufthansa and its peer group 

Adj. current ratio = Current assets/Current non-interest bearing liabilities 
 

Source: JPMorgan 

 
 

Figure 23: 
LCC market share per region ‘13 

 
Source: Boeing 
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deliberately redirected from Europe to the Gulf hubs. Furthermore, Lufthansa is facing 

several taxes, as air-traffic tax and income tax, and charges, as for example the 

required emission certificates for inner-European traffic, which make the location 

Germany very unattractive. The new German government stated in their coalition 

agreement that they “will improve the air traffic location Germany and will support the 

maintaining of its international competitiveness”. Lufthansa tries to drag the 

government’s attention on a stricter air transport agreement with the Gulf States. The 

company criticizes that Etihad, Qatar and Emirates base their growth story on 

overcapacities and low prices. The next chart shows the Gulf carriers’ recent 

development in Europe. Table 6 compares the growth of Lufthansa and the Gulf 

carriers of the last five years. 

 

 

Analysis of Lufthansa Cargo 

The airfreight business corresponds to 24m tonnes of freight. It still smarts from a 

market stagnation, consequences are declining yields due to chastened demand and 

overcapacities. Besides, increasing operating costs due to high fuel costs were to face 

in the last 2-3 years. The competitors include airlines with major freight capacities Air 

France-KLM, IAG and Singapore Airline’s SIA Cargo, mixed cargo and passenger 

airlines and sheer freighter companies as DHL, Cargolux, and Fedex. DHL, Fedex and 

Emirates do not generate sufficiently detailed financial statements for a valuable 

analysis. 

 

 

 

 

 

 

Source: The Rise of the Emerging Middle 
East Carriers: Outlook and Implications 
for the Global Airline Industry, by Karim 
Al-Sayeh, MIT 
 

Source: DHL 

Figure 24: 
Weekly capacity growth in Europe by Gulf carriers 

 

Figure 25: 
Regional amount of airfreight in 2012 

Emirates Etihad Qatar
Luft-

hansa

Passengers 12.65% 16.26% 15.83% 12.94%

ASKs 14.19% 18.66% 20.41% 10.71%

RPKs 14.37% 21.84% 19.28% 10.32%

Fleet Size 11.68% 11.50% 16.24% 4.44%  

Table 6: 
Annual growth of Gulf carriers and 
Lufthansa from 2007-12 
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ATK RTK Revenues
Operating 

 result
Freight

in m in m in m EUR in m EUR in m tons

Lufthansa 12490 8731 69.9% 2442 24 1715 20 0.28 0.197 0.031 1.42
Air France-KLM 17519 11571 66.0% 2816 n/a 1341 14 0.26 0.177 n/a 2.10
IAG 9463 5653 59.7% 1073 n/a 928 n/a 0.19 n/a n/a 1.16
Cargolux 8452 5722 67.7% 1473 45 754 20 0.26 0.130 0 1.95
SIA Cargo 10661 6764 63.4% 1508 -104 1145 12 0.22 0.152 0.016 1.32

Revenue

/freight
Company 
 Fleet

Load 

factors
Yield CATK

Staff 

cost /ATK

 

Load factors in the cargo business are lower, Lufthansa leads the peer group with a 

load factor of 69.9%. Out of the peer group Lufthansa transported the most freight 

tonnes. In comparison DHL transported 3,949m tonnes. Lufthansa generates the 

highest yield, but also suffers the highest unit costs with CATK of EUR 0.197. An 

operating margin of 0.98% is the result.  

 

Analysis of Lufthansa Technik 

 

The biggest competitors for LHT are 

the MRO divisions of Air France, IAG 

and Singapore Airlines, the 

independent MROs SR Technics, ST 

Aerospace (Mubadala Aerospace) 

and FL Technics and the original 

equipment manufacturers (OEM) 

Rolls-Royce Aerospace, Airbus, 

Boeing, General Electrics. Regarding 

revenues Lufthansa represents the 

largest player under the non-OEM. 

MRO businesses connected to 

airlines have several advantages 

over independent providers, as for 

example economical support and 

dispatching assurance (also 

advantage compared to OEMs),                                                  

.                                                                              advance in knowledge due to a 

closer contact to the OEMs, reputation and licences for documents and material for all 

different type of aircraft. OEMs have a major advantage over Lufthansa since they can 

replace equipment to manufacturer’s price, but airline connected MRO business can 

provide a more customer friendly product mix from a single source, while OEMs can 

only offer the components of their own company. 

Revenues

in m EUR

GE Engine Services USA OEM 5469

Pratt & Whitney USA OEM 5003

Rolls-Royce Aerospace UK OEM 4420

Lufthansa Technik Germany MRO 4103

Air France Industries-

KLM Engineering
France MRO 3204

Honeywell Aerospace USA OEM 2336

AMR Corporation USA MRO 2279

Goodrich Corporation USA OEM 1939

MTU Maintenance Germany OEM 1335

ST Aerospace Singapore MRO 1286

SR Technics Switzerland MRO 934

US Airways USA Airline 881

Singapore Airlines Singapore MRO 730

HAECO Hong Kong MRO 596

Sabena Technics France MRO 486

Delta TechOps USA MRO 476

Ameco Beijing China MRO 387

Turkish Technic Turkey MRO 371

Embraer Brazil OEM 357

AAR Corporation USA MRO 357

Timco USA MRO 202

TAP Maintenance

 & Engineering
Portugal MRO 190

Malaysia Airlines E&M Malaysia MRO 103

Company Country Type

Table 8: 
Revenues of MRO companies and segments of 2012 

Table 7: 

Cargo key values of Lufthansa and competitors in comparison 

Source: Reyyan Demir, Koc University 

Source: Company information, analyst’s estimations 
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In the USA mainly OEMs are settled, whereas in Asia and Europe mainly independent 

MRO and connected airline MRO companies.  

 

Regulatory framework 

In 2012 the rule was established that all airlines that arrive in or depart from the 

European Union have to exhibit CO2 emission certificates. This was revised later on 

and only inner-European Union air traffic’s CO2 emissions need to be covered with 

certificates. In between Lufthansa acquired all the certificates needed to be in line with 

the first rule for about EUR 11 per unit. When the rule was changed the price per 

certificate already declined. Assuming a current price of EUR 5 to 6, Lufthansa spends 

about EUR 20m on emission certificates annually. 

In the beginning of 2011 an air-traffic tax was introduced in Germany. On a short-haul 

flight EUR 8 are charged, on a flight between 2500km and 6000km EUR 25 are 

charged and on a long-haul flight EUR 45. Four years later newspapers claim that the 

German ministry of transport considers to phase out the air-traffic tax. Airlines allege 

that part of the business were shifted to airports close to the German border and to 

other ways of transport. In 2013 the company paid EUR 353m in air-traffic tax.  

IATA conducted research on the influence of nationwide and supra-nationwide price 

increases on demand. A nationwide price increase is represented by the German air-

traffic tax. IATA’s research ascertains a price elasticity of -0.8.                                 

Therefore, for a 1% change in price demand decreases by                                     

0.8%. The requirement for emission certificates for flights 

departing and arriving in the European Union reflects a supra-

nationwide price increase. A price elasticity of -0.6 was 

figured out. 

European airlines moan that the regulatory framework leads 

to disruptions between Europe and the Gulf states. The table 

on the left analyses the differences between Germany and 

the UAE, published by Lufthansa this year. In the Gulf region 

no restrictions as the night ban or regulatory costs as the air 

traffic tax and emission certificates are obliged on the airlines. The stated differences 

enable the Gulf carriers to create much better ticket offers due to lower costs. The 

Lufthansa graph on the right shows the shift of share of passengers on the routes 

Europe-India and Europe-Southeast Asia. The trend is obvious. 

Figure 27: 
Share of passengers Europe-India 
& -Southeast Asia 2013 vs. 2005 

Source: Lufthansa 

Figure x: 
Business environment Germany vs 

UAE 

Source: Lufthansa 

Source: Reyyan Demir, Koc University 

Figure 26: 
Comparison of the locations 

Germany and UAE  
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Porter’s five forces 

 

Rivalry among existing competitors is outstandingly high. Key characteristics of an 

airline are competition and the lack of product/service differentiation. The industries net 

profit margin lay at 2.82% in January this year, whereas the market average was 

8.06%.Airlines have hardly any success in providing differentiation through branding, 

quality differences or specific technical features. New products are quickly imitated 

among peers as for example the self-check in facilities. The savings made by the 

airlines are forwarded to the end consumer instead of increasing the yield because of 

the high pressure under the competitors. For business-class passengers airlines can 

differentiate by providing specific connections and frequent-flyer programs. Leisure 

travellers though are mainly price sensitive and therefore LCCs threaten Lufthansa. 

Due to the high competition ticket prices decline constantly, the urge for increasing 

load factors puts even more pressure on the price - high sunk costs per aircraft, low 

marginal revenue per passenger. Costs for providing capacity are largely sunk in the 
Source: New York University Stern 
School of Business 

Industry Name Net Margin

Aerospace/Defense 6.64%

Air Transport 2.82%

Apparel 6.72%

Auto Parts 4.00%

Bank 27.21%

Beverage (Alcoholic) 22.63%

Biotechnology 6.88%

Investment Banking 9.72%

Building Materials 1.91%

Chemical (Diversified) 7.74%

Computer Software 20.47%

Environmental & Waste 4.40%

Farming/Agriculture 1.05%

Financial Svcs. 21.77%

Food Wholesalers 2.02%

Healthcare Products 4.26%

Healthcare Services 2.42%

Homebuilding 14.11%

Internet software & services 14.18%

Machinery 7.72%

Oil/Gas, Production & Exploration 7.68%

Oil/Gas Distribution 4.14%

Pharma & Drugs 20.31%

Power 7.26%

Steel -2.44%

Tobacco 24.69%

Transportation 3.36%

Utility (General) 6.28%

Utility (Water) 14.20%

Total Market 8.06%  

Table 9: 
Margins by sector as of January 
2014 

Source: Lufthansa 

 

Figure 28: 
LCC-intra Europe service 

Source: Boeing 
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short term. Economies of scale are limited and therefore Lufthansa’s size doesn’t bear 

any advantage. The European Commission merger regulation limits the ability for 

airlines to buy rivals. 

 

Key value driver 

Oil price 

In the year 2013 kerosene costs accounted for 22.5% of the airline’s expenses. As 

applicable on the left the percentage of fuel costs of overall opex is relatively lower due 

to the higher staff costs and fees for network carriers compared to the LCCs. The risk 

of an unexpected increase in the oil price is narrowed via crude oil hedges. 

The cheapest and most effective way of hedging corresponds to passing on the fuel-

volatility risk to passengers and other costumers. This reduces volatility on Lufthansa’s 

results. The remaining exposure to fuel price volatility has to be hedged with derivative 

financial products. Lufthansa hedges 5% monthly for up to 24 months, so a maximum 

of 85% of total fuel costs are hedged. European airlines tend to hedge relatively high 

amounts. With a hedging ratio of 85% Lufthansa is in between our peer group. 

Lufthansa, as most of the airlines, mainly hedges crude oil, since long-term jet fuel 

hedges are illiquid and require high premiums. Closer to maturity Lufthansa also 

invests in spread options, where 

the payoff depends on the 

difference in prices of two 

underlying assets. In the long run 

this does not lower expenditure 

on jet fuel but reduces its 

volatility. At the end of 2013, 

Lufthansa owns derivatives for 

fuel price hedging with a fair 

value of EUR 126m. 

Lufthansa ordered 261 new airplanes. The Federation of German aviation industry, 

BdL, states that each new generation of aircraft lowers fuel consumption by 

approximately 20%. The airline industry said to improve fuel efficiency by 1.5% 

annually to 2020. Germany’s average kerosene consumption per passenger per 

100km in 2013 was 3.68 litres. Even though Lufthansa has improved, it’s far away from 

the German or the global average, as you can see on the left. The authors of the table 

on the left consider fuel consumption of the freight and the passenger business and 

assume a passenger equivalent freight mass of 91kg.  

 

Source: Lufthansa 

 

 

Figure 29: 
Fuel costs as % of total operating 

expenses 

Source: S. Chandra et al., Journal of Aviation 
Technology and Engineering 
 
LATAM corresponds here to the airline 
*ROW = rest of the world 
‘ 

Table 10: 
Rankings of airlines by fuel efficiency 

(= fuel consumed/RTK) 

Source: Company information 

Airline L/RTK

SAS 0,287
Ryanair 0,336
Singapore Airlines 0,345
LATAM 0,358
QANTAS (Group) 0,387
Air France/KLM (Group) 0,392
Global Average 0,400
Lufthansa 0,402
Air China (Group) 0,403
American Airlines 0,438
British Airways 0,440
Southwest 0,462
United Continental 0,549

European average 0,371
ROW average 0,373
North America average 0,483

 

Figure 30: 
Lufthansa hedging policy 

The rule of thumb says that 
each generation of aircrafts 
lowers fuel consumption and 

CO2 emissions by 20%  
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With the fleet renewal programme new aircrafts and bigger aircrafts lead to a 

decreasing number of flights but still an increasing number of passengers. This will 

lower the kerosene consumption per flown passenger. Furthermore, we assume 

Lufthansa’s load factor to increase by approximately 0.3% per year till 2017 which also 

impacts positively. 2013, was the second year in a row absolute consumption of 

kerosene decreased even though the amount of transported passengers increased. 

We agree with Goldman Sachs’ forecast and assume the long-term oil price to move 

around USD 90 per barrel from 2017 onwards.  

 

 

By analysing the weekly prices of Brent crude oil and kerosene for the past 5 years, we 

reach an average crack spread of 14.8% and a median crack spread of 14.52%. The 

crack spread represents the price difference between the crude oil price and refined 

petroleum products, in our case kerosene. We consider it as remarkable that the 

spread especially in times of low crude oil prices tends to extreme values. This leads to 

a value of USD 103.32 per barrel of kerosene.  

 

 

 

Figure 33: 

Crack spread of last 5 years (in %) 

 

Figure 32: 

Crack spread of last 5 years (in %) 

Figure 31: 

Lufthansa’s fuel consumption in litres per 100 passenger kilometres 

Source: Lufthansa 

Source: Bloomberg 

Source: Department of Energy, Goldman Sachs Global Investment Research 
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GDP development 

In times of recession demand for leisure and business travel decreases. Business 

travels are cut down and replaced by conversations via modern communication 

technologies or less expensive ways of travelling. Leisure travellers shift from more 

expensive and exotic trips to closer getaways.  

Correlation between GDP growth and RPK growth is 0.995, the one between GDP 

growth and FTK is 0.954. 

In 2013, Europe’s economy showed a positive growth rate for the first time after five 

quarters of negative growth due to low interest rates and a less strict approach to 

austerity. The European economy is expected to grow modestly but constantly with low 

interest rates, growing exports and accumulated demand for durables. North America 

performs very well. The housing market recovers, unemployment decreases and 

production, also of oil and its refined products, flourishes. In the emerging markets 

growth rates are still strong but declined in the last quarters, mainly because of lower 

demand from developed countries, but also from phasing out of government stimulus 

and a lowered demand for capital as U.S. bond yields rise. With increasing demand 

from developed countries and domestic macroeconomic reforms growth is supported in 

the emerging countries again.  

 

Region 2013 2014 2015 2016 2017 2018 2019

World 3,0% 3,6% 3,9% 4,0% 3,9% 3,9% 3,9%

North America 1,9% 2,7% 2,9% 3,0% 2,8% 2,5% 2,2%

European Union 0,2% 1,6% 1,8% 1,9% 1,9% 1,9% 1,9%

Commonwealth of Independent States 2,1% 2,3% 3,1% 3,2% 3,1% 3,1% 3,2%

Emerging and developing Asia 6,5% 6,7% 6,8% 6,7% 6,6% 6,5% 6,5%

Emerging and developing Europe 2,8% 2,4% 2,9% 3,2% 3,3% 3,4% 3,4%

ASEAN-5 5,2% 4,9% 5,4% 5,6% 5,6% 5,6% 5,6%

Latin America and the Caribbean 2,7% 2,5% 3,0% 3,3% 3,5% 3,5% 3,6%

Middle East and North Africa 2,2% 3,2% 4,5% 4,7% 4,4% 4,5% 4,4%

Sub-Saharan Africa 4,9% 5,4% 5,5% 5,8% 5,5% 5,6% 5,4%  

 

Figure 35: 
GDP, RTK and FTK growth over the 
last 10 years 

Source: ICAO 

Source: IMF 

Source: Bloomberg 

Figure 34: 
Historical development of Brent crude oil and jet fuel 

Table 11: 
Real GDP forecast 
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IATA states that economic growth can explain most of the growth of air traffic and that 

the average income elasticity equals 1.4.  

 

Load factor 

The load factor represents how much of an airline’s capacity is occupied by regularly 

paying passengers. Due to the heavy fixed costs and the capital intensive business the 

efficiency with which the airplanes are used is determining for the company’s cost 

structure. High load factors represent an efficient utilization of capacity. Yields in the 

airline industry are tight. In the peer group Lufthansa pokes along in the middle as one 

can see in figure 36, as the passenger load factor evolves hesitantly. In general, the 

passenger load factor in Europe has improved over the last years which can be 

ascribed on the competitive market. Recently airlines from the Gulf flood the European 

long-haul market with overcapacity. This puts pressure on yields. 

 

Company FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

Network carriers

Lufthansa 75,2% 77,4% 78,9% 77,9% 79,3% 77,6% 78,8% 79,8%

Turkish airlines 68,7% 72,7% 73,9% 70,9% 73,7% 72,6% 77,7% 79,0%

Air France-KLM 81,4% 80,8% 79,7% 80,7% 81,6% 82,0% 83,1% 83,8%

IAG - - - - 79,0% 79,1% 80,3% 80,8%

SAS 73,6% 74,5% 72,3% 72,7% 75,6% 74,9% 76,7% 75,0%

TAP 73,1% 71,1% 67,0% 68,5% 74,5% 76,3% 76,8% 79,4%

FinnAir 75,2% 75,5% 75,2% 75,9% 76,5% 73,3% 77,6% 79,5%

LCC

easyJet 84,8% 83,7% 84,1% 85,5% 87,0% 87,3% 88,7% 89,3%

Ryanair 83,0% 82,0% 82,0% 81,0% 82,0% 83,0% 82,0% 83,0%

Air Berlin 75,3% 77,3% 78,4% 77,5% 76,8% 84,5% 83,6% 84,9%

Norwegian 79,0% 80,1% 78,7% 78,2% 77,4% 79,3% 78,5% 78,3%

WizzAir 80,0% 84,0% 85,0% 83,4% 84,0% 84,0% 85,7% 86,0%  

In general the European LCCs have higher load factors than the network carriers. This 

derives mainly from the lower price policy.  

In the last years Lufthansa has revolutionized its fleet management to obtain a more 

cost sensitive fleet structure. The airline deploys bigger aircrafts but schedules less 

flights per day per route. This way the airline is able to transport a rather equal amount 

of passengers but with lower costs. Therefore, the choice of aircraft became very 

important over the last years. On the other hand the use of bigger airplanes also 

complicates the achievement of a satisfying load factor. Start of the fleet renewal 

programme at Lufthansa was 2013, costs per ASK improved after 2012. Costs per 

passenger slightly increased in 2013, but are expected to decrease in 2014. 

 

 

Figure 37:  

Seat load factor by region  

Source: CAPA; IATA, Lufthansa 

Figure 36: 

Seat load factor of peer group 

 
Source: Company information 

Source: Company information 

 

Table 12:  
Seat load factor of selected European airlines  
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Staff costs 

Staff costs are a major problem Lufthansa faces and a major disadvantage to the 

LCCs and Gulf carriers. The company does not seem to gain control over the issue.  

 

 

Recently the 9th wave of strikes in 2014 was enforced by Vereinigung Cockpit (VC). 

Before the latest strike, the eight strikes before cost Lufthansa approximately EUR 

170m on their operating profit. The company is also called the “flying pension plan”, 

against an attempt to contain the company’s pension costs, pilots are striking since 

months. The German government is analysing a draft proposal of restricting the power 

of smaller unions and providing stronger incentives for a peaceful solution of disputes 

between competing unions. The impact of the proposal would be that only the union 

Source: Lufthansa 

Figure 38:  
Cost development at Lufthansa Passenger Group 

In EUR In EUR cents 

Source: Company information, analyst calculations 

Figure 39:  
Comparison of cost and revenue per employee for Lufthansa and its competitors 
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with the biggest amount of Lufthansa staff can call out a strike. VC is rather small and 

could not strike. Whether the proposal actually passes and how much it would change 

is unclear. We are rather critical whether a new law will be passed and if it would really 

unburden Lufthansa’s situation.  

The gap between invested assets and pension obligations depends on interest rates. 

After a fall of the discount rate from 3.75% to 3.25% pension provisions just went up 

EUR 2.7m. Ceteris paribus this lowered the price per share by about EUR 3.00. 

 

Segment forecast and strategy 

Passenger Airlines Group 

Lufthansa’s passenger business currently finds itself in a major restructuring process. 

The cost structure is not competitive due to the strong pressure by LCCs and the Gulf 

airlines. The company works on the cost structure and tries to increase revenues.  

In the revenues forecast we incorporated several assumptions. As mentioned before 

the emerging markets, especially Middle East, Asia Pacific, China, and LatAm10 

represent the growing air traffic markets. Lufthansa is primarily represented in Europe 

though with about 61%. Boeing forecasts the global air traffic market to grow 5% 

annually till 2034 considering GDP growth and the growth in demand. Lufthansa 

makes an effort to enter commercial joint ventures with airlines out of the emerging 

markets, the fast growing air traffic markets. A new partnership agreement with Air 

China starts with the 2014 winter flight timetable, Air China holds a domestic market 

share of about 25%. The European market might grow 3.5% as Boeing says, but 

mainly the LCCs are growing in the upcoming years in our opinion. Lufthansa’s 

capacity develops as following: 

 

Company Group 2013A 2014F 2015F 2016F 2017F 2018F 2019F 2020F

In Millions of EUR 31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020

Available seat kilometers (m) 262450 262450 262450 262450 262450 262450 262450 262450

Revenue passenger kilometers (m) 209464 216462.687 223510.174 230799.928 238340.742 246141.742 254212.4 262562.57

Revenues per RPK 0.1038 0.1016 0.1016 0.1004 0.0992 0.0980 0.0968 0.0957

Passenger load factor 79.8% 79.8% 80.1% 80.4% 80.6% 80.8% 81.0% 81.2%  

With the high competition yields constantly under pressure, Lufthansa assumes an 

annual decline of 1.00%. We are more pessimistic, mainly because of the increasing 

market share of the Gulf carriers and the LCCs but also because of decreasing fuel 

prices. The demanded fuel premium will be lowered due to the high competition. The 

trend as applicable in Figure 41 will be inverted. Lufthansa worked intensively on 

lowering their overall costs, fixed and variable ones due to the Score project “Shape”. 

                                                 
10 LatAm represents the region Latin America and not the airline 

Figure 40: 
Air China’s domestic seat share in 
Oct. 2013 

 
Source: CAPA 

Table 13:  

Forecast of the revenues inputs  

Source: Analyst’s estimations 
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Lufthansa forecasted from 2015 savings of EUR 180m by streamlining the 

administrative functions. Due to network connectivity though, service provision and 

brand recognition network carriers are limited in cost cutting. We expect that the fleet 

renewal programme along with lowering the weight of the average aircraft and flying 

the optimal routes due to new software and open sky agreements will decrease the 

average fuel consumption per RPK by 1.5% annually. The fewer number of flights 

decreases the required landing slots and emission certificates, as well as, personnel 

costs. Furthermore, this partially avoids capacity restrictions at the company’s hub 

airports in the medium-term. We expect airport fees to increase by approximately 3.8% 

annually due to airports’ monopoly power. 

 

 

MRO spending will decrease in the next 5-10 years because of the ongoing fleet 

renewal. MRO expenses per ASK already declined significantly over the last years 

already as observable in figure 43. Warranties will be given on the new aircrafts 

covering some maintenance and newer airplanes cause less maintenance work. 

Besides, operating leases are rather costly since the airplanes have to be returned in a 

very good shape. The group focuses on specific aircraft types in order to reduce 

complexity, hence, maintenance costs. 

Germanwings operates under lower 20% unit costs than Lufthansa, but they are still 

higher than the one of other LCCs. Pilots have Lufthansa group-wide labour contracts, 

whereas the cabin crew has specific Germanwings labour contracts with the target to 

lower cabin crew costs by 30% per block hour. Nevertheless, an explicit analysis of 

Germanwings is difficult, since Lufthansa does not publish financial statements for 

Germanwings. One fifth (see exhibit 3) of Lufthansa’s European business was 

overtaken by Germanwings. All flights departing from non-hub cities will be operated 

by Germanwings in 2015. Just recently, Lufthansa published that its European 

Figure 42: 
Analysis of capacity levels at Lufthansa’s hub airports 

Figure 41: 
Fuel surcharges on Lufthansa’s and 
British Airways’ short- and long-haul 

flights 

Several airports in Europe 
suffer from congestion of 
their landing strips at peak 
hours 

Source: Fraport, Zurich Airport, Vienna International Airport, Munich Airport 

 

 

Figure 43: 
Passenger segment’s MRO expenses 

per ASK 

Source: Lufthansa; Analyst’s estimate 

Source: Air Transport Department, 
Cranfield University 
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business finally operates in the black again. In the left graph Germanwings’ targets for 

2015 are depicted. 

With the mentioned challenges for the future yields, we assume decreasing yields, but 

due to the fleet renewal and the cost restructuring we also assume decreasing 

operating costs. 

 

 

 

 

Lufthansa Technik 

The MRO business is influenced by flight demand, technology development and to a 

considerable proportion by the aircraft manufacturers via the quality of aircraft 

delivered, retrofitting and cooperation. Revenue growth is very dependent on regions. 

LHT will focus on North America and Asia. This is result to the fact that, among others, 

Canadian Aveos terminated its business in 2012 which served 2.6m airframe 

maintenance man-hours to its customers (in comparison Lufthansa 4.1m). Because of 

the absolute increase of the Asian market, we believe in growth plans in Asia, but we 

are rather sceptical regarding the plan to focus on the USA. We do not see any 

specific potential, since the market is expected to hardly increase. The ongoing fleet 

renewal programmes affect demand for MRO services negatively due to initial 

warranties and customer retention to the OEM. LHT is so far mainly represented in the 

low growth market Europe. Because of the high market share in Europe, the strategy is 

mainly to focus here on retaining customers. Lufthansa plans to take over some market 

share from competitors in the USA. We assume slightly negative nominal growth of the 

MRO market in the USA and are therefore very critical of the success of the latter. We 

expect LHT to move similarly to the graph below which represents global MRO 

spending, but incorporate the negative influence of the fleet renewal programs in 

Europe and North America. 

 

Figure 44: 
Historic evolution and forecast of Lufthansa’s key values  

Source: Lufthansa 

Figure 45: 
Regional share of MRO market 

 
Source: Team SAI Consulting 
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From 2015 on we incorporated the impact of Lufthansa’s Score project “NETwork” 

By far the largest and hardly controllable cost point in the MRO business are material 

costs. Replacement parts and manufacturers are codified by aviation regulations and 

only by great effort, e.g. by Design Authority, and by licensing of alternative 

replacement parts changeable. The proportion of aircraft MRO’s total material cost is 

usually between 60-80%. 

Furthermore, license fees have to be paid to OEMs for sharing the maintenance 

documents and spare parts supply and high costs arise in order to receive the general 

MRO license by aviation authorities (EASA Part 145 Repair Certificate or similar) and 

receive a cost point . 

 

Lufthansa Cargo 

Boeing forecasts that the airfreight business will shift its usage to larger freighters due 

to significant efficiency advantages. This leads to a cost advantage of 20% to 30%. In 

the ongoing fleet renewal programme Lufthansa Cargo will also receive five Boeing 

777 Freighter with a maximum revenue payload of 102 tonnes. This, among others, 

lowers fuel consumption per revenue tonne kilometre about 1% annually and we 

expect MRO expenses per ATK to decrease by about 2% compared to 2013 because 

of less flights operated by newer aircrafts. Especially the mixed cargo and passenger 

airlines are interested in the large freighters for the long-haul business, in the medium- 

and short-haul business freight is stored on passenger flights.  

We worked with Boeing’s air cargo forecast on growth rates, which mainly depend on 

GDP growth, and considered the historical development of Lufthansa’s results as well 

Table 14: 
Cargo market growth in 2013 and 
growth forecast for 2013-2033 

Region
Growth

2013

Growth

2013-33

World 0,9% 4,7%

Asia-North America -2,2% 5,4%

Europe-Asia 1,4% 5,3%

Intra-Asia -0,2% 6,5%

Europe-North America -1,2% 3,1%

Intra-North America 1,1% 2,1%

Domestic China 6,5% 6,7%

Europe-LatAm 3,7% 4,8%

LatAm-North America 0,6% 5,2%

Africa-Europe -3,9% 4,3%

South Asia-Europe 2,5% 4,7%

Middle East-Europe 13,6% 4,0%

Intra-Europe 1,5% 2,0%  

Figure 47: 
Estimated global MRO spending for 2001-2022 

Source: Aviation Week “10-year global MRO forecast” April 2012 

Source: Boeing 
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as Lufthansa’s geographical focus. In the last decade the short-haul freight business 

decreased drastically. It gets mainly handled by shipping and land transportation, the 

real growth rate of Lufthansa’s European business is just above zero. 

 

2013A 2014E 2015E 2016E 2017E 2018E 2019E 2020E

31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020

Available cargo-tonne kilometers (m) 12490 12040 12321 12610 12927 13255 13593 13942

Revenue cargo-tonne kilometers (m) 8731 8459 8686 8920 9162 9413 9672 9939

Cargo load factor 69.9% 70.2% 70.5% 70.8% 71.0% 71.2% 71.4% 71.6%

Logistics

 

We expect yields to slightly decrease in the upcoming 5 to 10 years and to reach a 

plateau afterwards. We primarily believe this because of ongoing overcapacities and 

due to the night-time ban at Cargo’s headquarter. 

The main driver for international trade, and following the airfreight business, is the 

development of GDP. After the last years were heavily influenced by austerity 

programs, recessions, natural catastrophes, political disputes and shifting business 

back to the pre-crisis level, the world is confident that GDP bounces back. Furthermore 

the airfreight market depends on exchange rates, custom duties, taxes and the 

transportation costs themselves. The currently discussed Transatlantic Trade 

Investment Partnership (TTIP) between Europe and the USA, for example, would 

cause a positive impact on the European and American cargo businesses since it 

encourages trade between Europe and the USA leading to a joint economy growth of 

EUR 215bn11. We expect the partnership agreement to pass and the trade volume of 

the USA and Europe to increase correspondingly. 

 

LSG Sky Chefs 

The Catering segment, LSG Sky Chefs, tries to strengthen its standing with different 

approaches in different regions. In Europe and North America where markets are very 

mature, LSG Sky Chefs focuses on the non-aviation market and on on-board products 

for the low cost carrier segment. One of the Score projects is LSG’s new business 

segment train catering in Europe. Products and services supplied to LCCs (mainly 

Germanwings) include the whole supply chain. In the USA the company grows with 

their 7-11 convenience stores. Furthermore, for the long-haul business LSG Sky Chef 

works on the first- and business-class catering to remain competitive with the Middle 

East carriers. 

LSG Sky Chefs seems to have found a way to circumvent the less growing European 

and American aviation market by broadening its product and service portfolio and by 

focusing on promising and higher-margin businesses. We are confident that LSG Sky 

                                                 
11 http://trade.ec.europa.eu/doclib/docs/2013/september/tradoc_151787.pdf 

Source: Analyst’s estimates 

TTIP expected to stimulate EU 
economy by around EUR 
120bn (or 0.5% of GDP) and US 
economy by EUR 95bn (or 0.4% 
of GDP) 

 

Source: Association of the German 
Aviation Industry; Lufthansa 

Figure 48: 
Top 5 air cargo export nations 

(Based on value of goods) 

LSG Sky Chefs is the market 
leader of global airline catering 

with a market share of 29% 

Table 15: 
Estimated global MRO spending for 2001-2022 

 
Source: Lufthansa 

Figure 49: 
LSG Sky Chefs market share 
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Chefs’ revenues will grow overseas with the demand for air traffic and in Europe with 

demand for medium- and long-haul travelling. The operating expenses are mainly staff 

costs and cost of raw materials and purchased products. 

 

Outlook 

Lufthansa seems to finally approach some major flaws. For the company, its 

shareholders, its customers, and the non-pilot staff one may hope that the argument of 

the pilot’s pension plan will come to an end without Lufthansa management bending. 

The company can no longer afford its growing pension obligations. Besides, the new 

CEO, Carsten Spohr, recently announced Lufthansa’s intentions to launch a low-cost 

long-haul branch. Workers are supposedly employed by Sun Express to circumvent 

Lufthansa’s high salaries. Exploiting cost advantages of the low-cost business is much 

more challenging on the long-haul than on the short-haul business. So far only 

Norwegian Air Shuttle has been successful in the long-haul low-cost business in 

Europe. 

The chart on the left is one of many that demonstrate Lufthansa’s long-term problem. 

The demographic change in Central Europe lowers the flying population and therefore 

demand massively. As long as Lufthansa’s focus is on Europe a long-term growth 

above the European inflation target is pointless, hence, we assume a perpetuity growth 

rate of 2%. 

 

Valuation 

The target value for December 31st, 2015 of EUR 15.08 originates from our valuation 

based on the discounted cash flow model. This value is derived by considering our 

base case assumptions, please see the chapter “Segment forecast”. The operating 

result of each segment is forecasted independently. 

WACC 

In order to understand Lufthansa and the airline segment better we calculate the 

company’s cost of capital. Lufthansa heads for fixed debt to EV and equity to EV target 

ratios considering market values. This allows us to discount the cash flows with the 

weighted average cost of capital. The company aims a target debt- and equity to EV 

ratio of 50%. For the WACC we need net debt, but analysing the historical ratios, it 

seems that Lufthansa’s 50% is not based on net debt but rather on debt. Therefore, we 

adjusted debt for excessive cash as well as current securities and receive a net debt to 

EV ratio of 25%. 

Source: IATA 

 

Figure 50: 
Demographic change in 2014-2034 
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The cost of equity is calculated with the help of the CAPM12. A good proxy for the risk 

free rate is normally a 10 year government bond dominated in the same currency as 

the company’s statements are. At the moment the German Bunds as well as other 

long-term bonds of AAA-rated countries do not reflect a risk free rate since yields are 

unusually low because of the current European monetary policy. Yields do not even 

cover inflation. Since the WACC is supposed to be a forward looking discount rate and 

a yield below inflation does not seem sustainable in the long-run, it does not represent 

reality in our view. Because of this we average the weekly yield of a 10-year German 

government bond of the last 5 year and obtain a risk free rate of 2.9%. The market risk 

premium has been examined closely by several experts. We rely on the estimate of 

McKinsey & Company13 of 5.5%. The beta is calculated with the above mentioned peer 

group except of Ryanair and EasyJet. The comparable companies should be active in 

the same segments as Lufthansa is. While Lufthansa operates, next to the passenger 

business, also a catering, logistics and MRO business, Ryanair and EasyJet solely 

operate in the passengers’ business. The comparables’ levered betas are provided by 

Reuters. Due to Lufthansa’s high amount of excessive cash and current securities, net 

debt is relatively low and beta is 1.08. Cost of equity is 8.81%. 

In Lufthansa’s case we assume that the debt does not carry any market risk and that 

beta debt is therefore zero. This is a popular assumption for companies unlikely to go 

bankrupt and leads to a cost of debt equal to the risk-free rate. We adopt this since 

Lufthansa received an investment-grade rating from S&P in April 2014. Lufthansa 

simplifies its income tax rate to an average of 25.00%. 

This leads to a WACC for Lufthansa of 7.15%. 

Sensitivity analyses of the inputs of Lufthansa’s cost of capital show that the slightest 

movements cause major increases or decreases in the share price. Assuming the risk-

free rate to equal the current yield on the 10-year German government bond increases 

the share price by about EUR 10.00, a relative increase of 65.68%. 

 

 

MRP
Share 

price
Beta

Share 

price

Risk-free 

rate

Share 

price

4.8% 17.39 0.93 17.45 0.9% 24.99

5.0% 16.55 0.98 16.59 1.4% 21.58

5.3% 15.79 1.03 15.80 1.9% 18.94

5.5% 15.08 1.08 15.08 2.4% 16.82

5.8% 14.43 1.13 14.41 2.9% 15.08

6.0% 13.82 1.18 13.79 3.4% 13.63  

 

                                                 
12 All used formulas can be found in Exhibit 4 
13 „Valuation – Measuring & Managing the value of companies“, 5th edition by Tim Koller, Mark Goedhart, David Wessels published by Wiley, 
page 237 

Figure 52: 
Sensitivity analyses on inputs of Lufthansa’s cost of capital 

 

Figure 51: 
Yield on German 10-year 

government bond 

Source: Bloomberg 

Dropped below 1% 

Source: Analyst’s estimate 

Source: Analyst’s estimate 

Table 16: 
Lufthansa’s cost of capital 

Risk-free rate 2.90%

Average unlevered beta 0.80

Target D/E 33.33%

Relevered equity beta 1.08

Market risk premium 5.50%

Cost of equity 8.81%

Debt beta 0.00

Cost of debt 2.90%

Tax rate 25.00%

Target E/(D+E) 75.00%

Target D/(D+E) 25.00%

WACC 7.15%

Lufthansa
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DCF 

For the DCF analysis all operating and non-operating values were forecasted for 2014 

till 2020. The operating cash flow of 2015 is negative mainly due to a high capex 

because of the fleet renewal program. Using the above derived discount rate and a 

perpetual growth rate of 2.00% one receives a value of operations of EUR 16.35bn. 

The sensitivity analysis on the perpetual growth rate on the left shows the impact. In 

order to get to the enterprise value we must account for the non-operating activities of 

the Lufthansa group. The biggest share hereby is represented by the pension costs. 

After adjusting for this, deducting the amount of debt, which is as Lufthansa targets 

50%, and the minority interest we receive a value of equity of EUR 6.9bn. We do not 

assume that an equity issuance is planned in the upcoming year and keep the number 

of shares outstanding therefore constant. This leads us to a share price of EUR 15.08. 

Company Group 2015F 2016F 2017F 2018F 2019F 2020F

In Millions of EUR 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020
1 2 3 4 5 6

EBIT 447 1,132 1,576 1,625 1,858 1,742

(-) Notional income taxes -112 -283 -394 -406 -464 -435

(+) Tax adjustments 0 0 0 0 0 0
NOPLAT 335 849 1,182 1,219 1,393 1,306

(+) Depreciation 1,600 1,708 1,739 1,775 1,787 1,845

Operating gross cash flow 1,936 2,557 2,921 2,994 3,181 3,151

Operating assets and liabilities

(-) Capex (PP&E and intangibles) -2,316 -2,843 -2,084 -2,176 -1,942 -2,470

(-) Change in NWC 42 -60 73 82 84 87

(-) Other changes in operating assets 3 23 29 29 30 30
Operating free cash flow 41 -8 1,309 1,234 1,494 887

Terminal value 17,574
Discount factor 0.87 0.81 0.76 0.71 0.71
Present values 1140 1003 1134 628 12443
Value of operations 16,348

Non-current financial investments 958
Assets held for sale 71
Current and non-current securities 3,552
Excess cash 808
Pension provisions -6,822
Provisions (current and non-current) -1,015

Total Enterprise Value 13,901
Debt @ market-vaue -6,947
Minority interest 52
Equity @ market-value 6,895

Shares outstanding 462,772,266
Price per share 14.90
Expected capital gain 4.0%
Shareholder's cash in/out 0.18
Price per share 15.08
Dividend yield 1.3%  

 

Figure 53: 
Sensitivity analysis on the per-
petual growth rate 

 

Source: Analyst’s estimate 
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Sensitivity analysis 

Next to the impact of the discount rate and the perpetual growth rate on the model, 

some of the macroeconomic, industry wide and company specific inputs have an 

especially big impact on the target share price. In the section Key value driver the 

values with the biggest impact are introduced.  

The first key value driver we want to analyse is GDP. GDP has a direct impact on 

demand for air travel and on international trade which influences cargo the market 

heavily. The analysis shows that a drop in GDP of only 0.2% causes the share price to 

decrease by EUR 2.36. 

The first key value driver we scope is kerosene. The price of kerosene consists of two 

inputs: the price of crude oil and the crack spread. The correlation of the price of crude 

oil and the crack spread is ambiguous. If the price of kerosene is influenced by a 

supply shock (as it is at the moment), the correlation between the crack spread and 

crude oil is negative. On the other hand if the shock occurs on the demand side the 

correlation is positive.14 With altering oil prices or crack spreads in the upcoming tables 

we receive share prices between EUR 22.77 and EUR 3.55 or EUR 19.48 and EUR 

10.44, respectively. Since the whole industry would suffer from increasing fuel costs, 

airlines use fuel premiums. In this case higher yields would partially offset the higher 

kerosene costs as one can see in table 18. The grey zone represents the reasonable 

correlation between the two values. 

Furthermore, the depreciation or 

abbreviation of the EURUSD 

exchange rate influences the 

share price of Lufthansa. 

Lufthansa has higher USD 

expenditure than income, mainly 

because of the constant purchase of oil. The above stated figure shows the impact. 

 

2013’s overall load factor was 79.8%. In the base case we assume an increase of 

0.2% annually from 2017 on. In this analysis the annual 

increase is altered. The higher load factors have a 

positive effect on the share price, because of increasing 

revenues by almost constant operating costs. The costs 

are almost constant in the short-term. But a higher load 

factor can come with a lower yield. Just altering the 

load factor (right table), the prices vary between EUR 

                                                 
14 Hamed Ghoddusi, Sheridan Titman, Stathis Tompaidi, “Transmission of Risk in a Supply Chain”, 
http://haskayne.ucalgary.ca/files/haskayne/titman_refinery%20talk.pdf 

Source: Analyst’s estimate 

Table 19: 
Sensitivity analysis on yield 
decline and load factor change 

Source: Analyst’s estimate 

Source: Analyst’s estimate 

Table 17: 
Sensitivity analysis on crack 
spread and oil price per barrel 

Table 18: 
Analysis on yield decline and 
kerosene price per barrel 

Source: Analyst’s estimate Source: Analyst’s estimate 

Crack 

spread

Share 

price
Oil

Share 

price
EURUSD

Share 

price

7.50% 19.48 80 22.77 1.15 8.15

10.0% 17.97 85 18.93 1.20 11.76

12.5% 16.47 90 15.08 1.25 15.08

14.8% 15.08 95 11.24 1.30 18.15

17.5% 13.45 100 7.39 1.35 20.98

20.0% 11.95 105 3.55

22.5% 10.44

0.098 0.123 0.148 0.173 0.198

80 25.45 24.11 22.77 21.43 20.09

85 21.77 20.35 18.93 17.50 16.08

90 18.09 16.59 15.08 13.57 12.07

95 14.42 12.83 11.24 9.65 8.06

100 10.74 9.07 7.39 5.72 4.04

105 7.06 5.31 3.55 1.79 0.03  

Source: Analyst’s estimate 

 

Figure 54: 

Sensitivity analysis on GDP 

1.0% 1.1% 1.2% 1.3% 1.4%

91.8 25.98 24.37 22.77 21.17 19.58

97.6 22.14 20.53 18.93 17.33 15.73

103.3 18.29 16.68 15.08 13.48 11.89

109.1 14.45 12.84 11.24 9.64 8.05

114.8 10.61 9.00 7.39 5.79 4.20

120.5 6.76 5.15 3.55 1.95 0.36  

1.10% 1.15% 1.20% 1.25% 1.30%

-0.50% 8.98 8.20 7.42 6.65 5.88

-0.20% 12.27 11.48 10.70 9.91 9.13

0.00% 14.48 13.68 12.89 12.09 11.30

0.20% 16.68 15.88 15.08 14.28 13.48

0.50% 20.01 19.19 18.38 17.57 16.76

1.00% 25.56 24.73 23.90 23.07 22.25  
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7.42 and EUR 23.90, altering the load factor and the yield decline (table 19), between 

EUR 8.98 and EUR 22.25. 

In nine month from December 31st, 2013 to September 30th, 2014 the pension 

obligations changed by EUR 2.68bn because of a change in the underlying discount 

rate. The last sensitivity analysis modifies 2015’s pension obligations, varying the 

pension provisions by about EUR 3.00bn influences the share price by EUR 3.27. 

 

Market valuation 
 

Values of FY 2013
Market 

cap
EV EPS P/E 

EV/ 

EBITDAR 
EV/EBIT P/Book 

Peer ratio * - - 0,4 29,3 6,3 19,1 1,8

Lufthansa Group ratio 7110 13166 0,68 22,7 4,9 15,5 1,2

Premium - - 79,2% -22,6% -21,9% -19,0% -35,6%

Turkish Airlines 3002 5354 0,19 11,6 4,1 10,9 1,3

Air France-KLM 2279 4521 -6,09 N/A 1,6 34,8 1,0

IAG 9832 14048 0,07 66,9 6,2 24,6 2,3

SAS 729 1991 0,06 35,2 3,2 9,3 0,6

easyJet 6037 8461 1,19 12,7 10,0 14,3 2,5

Ryanair 10568 13821 0,38 20,2 12,4 21,0 3,2  

Looking at the competitors’ valuation ratios no clear consensus is currently observable 

in the industry. Most European network carriers are in the middle of a restructuring 

phase themselves, hence, invest in exceptional restructuring projects. Lufthansa’s EPS 

is the only key value higher than the peer ratio. But ignoring the outlier IAG, 

Lufthansa’s P/E ratio leads us to the conclusion that investors are willing to pay more 

for Lufthansa than for the peers. Analysing the remaining values Lufthansa is mainly in 

range with the other network carrier. We conclude that Lufthansa is not the best 

investment. EV/EBITDAR and EV /EBIT clearly state the superiority of Ryanair and 

EasyJet. The LCC’s P/Book-ratios show the high return they earn on their assets. 

Since the market values are forward looking, expectations are incorporated. The 

values clearly state the high growth expectations the market has for the LCCs but not 

for Lufthansa. 

 

ROIC vs. WACC 

For the global airline industry the return on invested capital is generally decidedly lower 

than its cost of capital measured by the WACC. Furthermore the industry smarts from 

a very volatile ROIC. That two graphs show that this holds true globally and for the two 

main business models, network carriers and LCCs. 

Figure 56: 
Market valuation of Lufthansa and its peer group 

Source: Company information 
* EPS “Peer ratio” excludes Air France-KLM value, due to negative EPS 
* EV = book debt + market cap 
 

 

*Values in million EUR 

 
Source: Analyst’s estimate 

Figure 55: 
Sensitivity analysis on 
pension obligations 
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With the current market outlook and our forecasts, Lufthansa can expect a promising 

ROIC compared to its cost of capital 7.15% in the upcoming years.  

 

Company Group 2013A 2014F 2015F 2016F 2017F 2018F 2019F 2020F

In Millions of EUR 31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020

NOPLAT 319 664 630 1,075 1,558 1,416 1,459 1,329

Invested Capital 12,477 14,062 14,650 15,733 15,982 16,164 16,128 16,570

ROIC 2.51% 5.32% 4.48% 7.34% 9.90% 8.86% 9.02% 8.24%

Reinvestment rate 79.7% 37.6% 44.7% 27.3% 20.2% 22.6% 22.2% 24.3%  

Thus, Lufthansa will have to invest for a return on capital of 4.41%, considering an 

annual growth rate of 2% a year, 45.3% of its operating income back in 2015.  

 

Source: McKinsey and IATA 

Figure 57: 
Global airline industry – ROIC vs. WACC 

Figure 58: 
ROIC vs. WACC by region and business model (2004-11) 

Source: McKinsey and IATA 

Source: Analyst’s estimations 

Table20: 
Forecasted development of ROIC and reinvestment rate 
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Appendix 

 

Exhibit 1: Measures of the SCORE programme 

Project Measures Cost Savings

New Germanwings Transfer of all non-hub services to LCC EUR 200m 

Focus on efficient processes, 

synergies and reduction of cost
Reduction of overall staff costs EUR 500m 

Headquarter Reduction of personnel cost and cost of material EUR 18.7m 

Shape!
Streamlining, simplification and flexibilisation of processes at 

Lufthansa Passenger Airlines
EUR 180m savings p.a. from 2015

NETwork
More than 200 projects in order to restructure administrative 

functions at Lufthansa Technik
EUR 30m savings p.a. from 2015

GLOBE Implementation of Global Business Services (LGBS) EUR ~200m from 2013 to 2018 and 
Optimisation of neighborhood traffic Contribution from coordinated planning and 
steering EUR 30m

Driving fuel efficiency Consistent fuel efficiency measures throughout 
the Group EUR 90m

Procurement upgrade SCORE contribution of external suppliers at least EUR 500m  

 

Exhibit 2: Cost advantage of Gulf carriers  

 
 

 

Exhibit 3: Germanwings in 2015 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: Lufthansa 

Figure x:  
Flights from non-hub airports shifted to Germanwings 

Figure x: 
Germanwings’ goals for ‘15 

Source: Lufthansa 

Source: Lufthansa 

 

Source: The Rise of the Emerging Middle East Carriers: Outlook and Implications for the Global Airline 
Industry, by Karim Al-Sayeh, MIT 
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Exhibit 4: WACC calculation 

Comparables Beta levered
MV Net Debt

in million EUR

Market cap

in million EUR
D/E ratio Unlevered beta

Turkish Airlines 1.10 3584 3002 1.19 0.50

KLM/Air France 1.54 6794 2279 2.98 0.39

IAG 1.84 2085 9224 0.23 1.50

SAS 1.71 774 729 1.06 0.83

Average 1.55 3309 3808 1.37 0.80

Median 1.63 2835 2640 1.13 0.67  

Source: Reuters; company information 
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Financial Statements 

Balance sheet 
Company Group 2013A 2014F 2015F 2016F 2017F 2018F 2019F 2020F

In Millions of EUR 31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020

Assets

Inventories 641 636 645 655 669 683 698 713

Trade receivables and other receivables 3,577 3,687 3,741 3,798 3,879 3,962 4,047 4,135

Derivative financial instruments 460 372 377 383 391 400 408 417
Securities 3,146 3165 3532 3926 3902 3906 3825 3949

Cash & cash equivalents 1,550 1391 1411 1433 1463 1495 1527 1560

Other current assets 289 348 353 350 352 362 371 379

Current assets 9,663 9,598 10,060 10,544 10,656 10,808 10,876 11,152

Intangible assets with an indefinite useful life 1,188 1,177 1,194 1,212 1,238 1,264 1,292 1,320

Other intangible assets 381 381 377 383 389 397 406 414

Aircraft and reserve engines 12,354 13,541 14,121 15,028 15,213 15,449 15,468 15,907

Repairable spare parts for aircraft 959 1,035 1,079 1,149 1,163 1,181 1,182 1,216

PP&E 2,058 2,045 2,076 2,107 2,152 2,198 2,245 2,294

Investment property 0 0 0 0 0 0 0 0

Other equity investments 500 500 500 500 500 500 500 500

Non-current securities 20 20 20 20 20 20 20 20

Non-current assets 19,421 20,777 21,438 22,462 22,738 23,094 23,219 23,798

Total Assets 29,084 30,375 31,498 33,007 33,393 33,902 34,095 34,950

Liabilities & Shareholders' Equity

Other provisions 861 861 861 861 861 861 861 861

Borrowings 1,514 1150 1282 1427 1422 1425 1397 1442

Trade payables and other financial liabilities 4,546 4535 4621 4567 4597 4764 4914 5040

Liabilities from unused flight documents 2,635 2571 2609 2648 2705 2763 2822 2883

Advance payments received, deferred income

and other non-financial liabilities
961 948 962 976 997 1019 1041 1063

Effective income tax obligations 247 167 169 172 176 179 183 187

Current provisions and liabilities 10,947 10,475 10,750 10,903 11,014 11,272 11,485 11,750

Pension provisions 4,718 6822 6822 6822 6822 6822 6822 6822

Other provisions 581 585 585 585 585 585 585 585

Borrowings 4,823 4924 5489 6114 6090 6104 5982 6175

Other financial liabilities 148 158 176 196 195 196 192 198

Advance payments received, deferred income

and other non-financial liabilities
1,187 1217 1235 1253 1280 1307 1336 1364

Derivative financial instruments 426 199 202 205 209 214 218 223

Deferred tax liabilities 146 146 146 146 146 146 146 146

Non-current provisions and liabilities 12,029 14,050 14,654 15,321 15,326 15,373 15,281 15,513

Total Liabilities 22,976 24,525 25,405 26,224 26,340 26,646 26,766 27,262

Issued capital 1,180 1185 1185 1185 1185 1185 1185 1185

Capital reserve 1,395 1395 1395 1395 1395 1395 1395 1395

Retained earnings 2,002 1542 1865 2135 1919 2263 2287 2783

Other neutral reserves 1,166 1166 1166 1166 1166 1166 1166 1166

Net profit/loss 313 510 430 850 1,336 1,195 1,245 1,107

Equity attributable to shareholders 6,056 5,798 6,041 6,730 7,001 7,204 7,277 7,636

Minority interest 52 52 52 52 52 52 52 52

Shareholders' equity 6,108 5,850 6,093 6,782 7,053 7,256 7,329 7,688

Total Liabilities & Equity 29,084 30,375 31,498 33,007 33,393 33,902 34,095 34,950  
 
 
 
 
 
Income statement 
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Company Group 2013A 2014F 2015F 2016F 2017F 2018F 2019F 2020F

In Millions of EUR 31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020

Revenue 30,028 29,732 30,169 30,628 31,280 31,951 32,638 33,342

+ Changes in inventories & work performed by entity 

and capitalised 158

+ Other operating income 2,042 1,798 1,927 1,956 1,998 2,041 2,085 2,130

- Cost of materials and services -17,510 -17,052 -17,373 -17,171 -17,284 -17,910 -18,477 -18,951

- Staff costs -7,350 -7,389 -7,302 -7,360 -7,487 -7,617 -7,721 -7,828

- Depreciation, amortization and impairment -1,766 -1,423 -1,596 -1,694 -1,719 -1,750 -1,757 -1,809

- Other operating expenses -4,753 -4,888 -4,910 -5,110 -4,898 -5,017 -5,015 -5,308

Reconciliation 106 111 115 118 120 123 126

IT outsourcing 0 -188 70 70 70 70 70

Profit/loss from operating activities 849 885 840 1,434 2,077 1,888 1,945 1,772

+ Result of equity investments accounted for using the 

equity method 92 25 25 25 26 26 27 27

+ Result of other equity investments 33 40 40 40 40 40 40 40

+ Interest income 162 179 199 221 220 220 216 222

- Interest Expense -508 -431 -513 -570 -564 -563 -550 -568

- Other financial items -83 0 0 0 0 0 0 0

Financial result -304 -187 -249 -283 -278 -277 -268 -278

Profit/loss before income taxes 545 697 591 1,151 1,799 1,611 1,677 1,493

- Income Tax Expense -219 -174 -148 -288 -450 -403 -419 -373

Profit/loss from continuing operations 326 523 443 863 1,349 1,208 1,258 1,120

- Profit/loss from discontinued operations 0 0 0 0 0 0 0 0

Profit/loss after income taxes 326 523 443 863 1,349 1,208 1,258 1,120

  - Minority Interests -13 -13 -13 -13 -13 -13 -13 -13

Net profit /loss 313 510 430 850 1,336 1,195 1,245 1,107  
 
 
Cash flow map 
Company Group 2013A 2014F 2015F 2016F 2017F 2018F 2019F 2020F

In Millions of EUR 31.12.2013 31.12.2014 31.12.2015 31.12.2016 31.12.2017 31.12.2018 31.12.2019 31.12.2020

Revenues 30,028 29,732 30,169 30,628 31,280 31,951 32,638 33,342

Total operating costs (net of other income) -27,413 -27,425 -27,734 -27,500 -27,483 -28,313 -28,935 -29,761

Depreciation -1,766 -1,423 -1,596 -1,694 -1,719 -1,750 -1,757 -1,809

EBIT 849 885 840 1,434 2,077 1,888 1,945 1,772

(-) Notional income taxes -212 -221 -210 -358 -519 -472 -486 -443

(+) Tax adjustments -318 0 0 0 0 0 0 0

NOPLAT 319 664 630 1,075 1,558 1,416 1,459 1,329

(+) Depreciation 1,766 1,423 1,596 1,694 1,719 1,750 1,757 1,809

Operating gross cash flow 2,085 2,086 2,226 2,770 3,277 3,165 3,216 3,138

Operating assets and liabilities

(-) Capex (PP&E and intangibles) -2,320 -2,662 -2,263 -2,726 -1,995 -2,085 -1,861 -2,367

(-) Change in NWC 558 -325 62 -70 1 129 113 89

(-) Other changes in operating assets and liabilities 189 -20 17 18 25 25 26 27

Operating free cash flow 512 -921 41 -8 1,309 1,234 1,494 887

Non-operating assets and liabilities

After-tax finance income 122 134 149 166 165 165 162 167

After-tax income from equity investments 94 49 49 49 50 50 50 51

After-tax income from other financial result -62 0 0 0 0 0 0 0

(-) Change in securities (current & non-current) 383 -19 -367 -394 24 -4 81 -124

(-) Other changes in assets 200 -104 14 14 12 -9 -9 -9

Sum changes in assets 586 60 -154 -165 250 202 284 84

Sum changes in liabilities -105 2,131 0 0 0 0 0 0

Non-operating free cash flow 481 2,191 -154 -165 250 202 284 84

Total free cash flow to the firm 993 1,270 -113 -172 1,559 1,436 1,779 972

Cash flows from financing

(+) Change in financial debt (incl. derivatives) -609 -166 698 773 -57 -8 -181 216

(-) Financing costs -508 -431 -513 -570 -564 -563 -550 -568

(+) Tax shield 127 108 128 142 141 141 138 142

(+) Change in equity -3 -781 -200 -173 -1,078 -1,005 -1,185 -762

Total cash flow from financing -993 -1,270 113 172 -1,559 -1,436 -1,779 -972  
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Disclosures and Disclaimer 

Research Recommendations 

Buy Expected total return (including dividends) of more than 15% over a 12-month 
period. 

Hold Expected total return (including dividends) between 0% and 15% over a 12-month 
period. 

Sell Expected negative total return (including dividends) over a 12-month period. 
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