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Introduction

The module assignment deals with analyzing the strategic and financial information of an international commercial airline, in this case Turkish Airlines. Most of the information used is gathered from the airline's annual reports, which are provided open to the public. The assignment is split into four parts. 

Part A, Analysis of the Communicative Value of the Report - discusses some general aspects of the annual report as well as a specific analysis of how this company tries to position itself through its annual report.

Part B, Financial Analysis - a thorough analysis is made of the financial situation of the airline. It includes comparisons of financial ratios, vertical analysis of the balance sheet and income statement and a horizontal analysis of the income statement.
Part C, Presentation & Hand out - the findings of Part A and the major conclusion of Part B are presented to the module coordinator and the other groups. This has been carried out in week 6 and will not be included in the assignment.
Part D, Airline Comparison - a comparison is made between Turkish Airlines and the airlines chosen by the other groups. This section will determine the financial status of each airline and discuss which are doing well and which are not.
Preface & Acknowledgment

This assignment demonstrates the wealth of information that can be obtained from the annual report of a company, and the willingness of airlines to communicate their corporate and financial information with their stakeholders.

We would like to give our sincere thanks to Mr. Girish Nair for guiding us through this module, both as a coordinator and lecturer. We would like to extend our thanks to Mr. Kwame Neba for the knowledge gained through the Strategic Management workshops.
We, the writers of this assignment, declare that the content herein is our own work and no plagiarism was committed. The sources of all the information applied are declared in the references.
Satisfying the Stakeholders
Part A
Analysis of the Communicative Value of the Report

1 Airline Company Description
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1.1 Brief History

Turkish Airlines is the national airline of Turkey, headquartered in Istanbul. The airline's name in Turkish is Turk Hava Yollari, internationally it is usually abbreviated to THY. It was formed in 1933, but it wasn't until 1955 that it was restructured into a corporation. Turkish Airlines has been privatized in 2003, according to Turkish law.
The airline's main base is at Atatürk International Airport (IST), with secondary hubs at Esenboga International Airport (ESB), Sabiha Gokcen International Airport (SAW), and Adnan Menderes International Airport (ADB).
In 2006, 2007 and 2008, THY carried 17 million, 19.7 million and 22.5 million passengers with total revenues of US$1.48, US$3.0 and US$4.5 billion, respectively. THY is estimated to have carried 23 million passengers in 2008, and it is projected to be Europe's 4th biggest airline in terms of passengers carried in 2008 (behind Lufthansa, British Airways, and KLM-Air France). 

To become a preferred leading European air carrier with global network coverage thanks to its strict compliance with flight safety, reliability, product line, service quality and competitiveness while maintaining its identity of the flag carrier of the Republic of Turkey in the civil air transportation industry.

Turkish Airlines Mission Statement

1.2 Destinations & Fleet
Turkish Airlines currently flies to 31 domestic and 104 international destinations on four continents. It's major customer base revolves around transit flights.
North America: New York, Chicago

Europe: Amsterdam, Athens, Baku, Barcelona, Basel, Batumi, Belgrade, Berlin, Birmingham, Brussels, Bucharest, Budapest, Cologne, Copenhagen, Dnepropetrovsk, Donetsk, Dublin, Dusseldorf, Yekaterinburg, Frankfurt, Geneva, Hamburg, Hannover, Helsinki, Kazan, Kiev, Kishinev, Nicosia, Lisbon, London, Ljubljana, Lyon, Madrid, Manchester, Milan, Minsk, Moscow, Munich, Nice, Nurnberg, Odessa, Oslo, Paris, Prague, Pristina, Riga, Rome, Rostov, Sarajevo, Simferopol, Skopje, Sofia, Stockholm, St. Petersburg, Stuttgart, Tbilisi, Tirana, Venice, Vienna, Warsaw, Zagreb, Zurich.

Asia: Abu Dhabi, Aleppo, Almaty, Amman, Astana, Ashgabat, Baghdad, Bangkok, Bahrain, Beirut, Beijing, Bishkek, Damascus, Doha, Dubai, Dushanbe, Hong Kong, Jeddah, Karachi, Kuwait, Medina, Mumbai, Muscat, New Delhi, Osaka, Riyadh, Sana, Seoul, Singapore, Shanghai, Tabriz, Tashkent, Tehran, Tel Aviv, Tokyo.
Africa: Addis Ababa, Algeria, Cairo, Cape Town, Casablanca, Johannesbough, Khartoum, Lagos, Tripoli, Tunis.
	Aircraft Type
	Number
	Fleet Age
(Years)
	Total Capacity
(Seats)

	A340
	9
	9.92
	2 448

	A332
	5
	2.73
	1 250

	A321
	17
	3.58
	3 291

	A320
	22
	2.03
	3 512

	A319
	4
	1.45
	528

	A310
	2
	19.54
	418

	B737-800
	52
	5.45
	8 572

	B737-700
	1
	0.08
	149

	B737-400
	9
	16.07
	1 446

	B777
	2
	1.41
	624

	TOTAL
	127
	6.04
	22 238


Table 1.2 - Turkish Airlines Fleet
1.3 Employees

This section includes a detailed breakdown of information regarding employees of Turkish Airlines, according to the Human Resources department.

	Total Staff Number 
	11.520

	           Domestic                                   10.350

	           International                              1.170

	Staff Split
	 


	 
	Management 
	261

	 
	Others 
	10.011

	Personnel Efficiency

	           Passengers per Employee            1.956

	           Employees per Aircraft                91


	Staff Education Level 
	 


	 
	Number of Staff with Ph. D. 
	9

	 
	Number of Staff with Postgraduate Degree 
	307

	 
	Number of University Graduates 
	3.599

	 
	Number of Specialty College Graduates 
	1.495

	 
	Number of High School Graduates 
	4.085

	 
	Number of Primary School Graduates 
	777


	  
	  

	Staff Average Age 
	35

	Gender Distribution 
	49.1 % female, 50.9 % male

	Training Opportunities 
	40 classrooms, 1 conference hall and 62 tutors, managers and support staff are in charge of in-house training in technical, commercial, computer, quality management and behavior subjects.

	Career Opportunities 
	Horizontal and vertical career opportunities according to the performance are available in Turkey or abroad. 

	Social Benefits 
	Social benefits include shuttle bus service for commuting staff, in-house health service, meal and crèche. Discount or free flights are also available besides other social benefits provided by the Labour Law. 


	Military Service 
	Individuals who have completed their obligatory military service are preferred. 

	Working Hours 
	Normal Working hours (08:30-17:30) Two-shift working hours (08:00-14:00 / 14:00-20:00) Three-shift working hours (07:00-15:00 / 15:00-23:00 / 23:00-07:00) 

	Holidays 
	Employees are eligible for annual holidays according to their seniority and service categories. Depending on their categories they can also take day-offs, or extra holidays on disasters, death or birth. 

	Required Social Characteristics 
	Good interpersonal skills, Ability to make right and effective decisions, Ability to think analytically, Paying attention to general outlook, ready to take responsibility and motivated 

	Foreign Language 
	English

	Experience
	Required on certain operations. 

	Internship 
	Opportunities available for specialty college and university students. 


1.4 Levels of Co-Operation

1.4.1 Star Alliance

Founded in 1997, the Star Alliance offers passengers world-wide access and first rate travel experience via the world's first truly global airline alliance.

Turkish Airlines decided to raise and increase their operational levels on April 1, 2008 by joining  the Star Alliance. The airline become the 20th member of the Star Alliance, having completed an array of membership steps in areas ranging from information technology infrastructure, marketing, sales and customer services to ground operations.

Star Alliance membership serves as an international seal for Turkish Airlines’ quality and safety, allowing for access to a broader customer base, it gives many benefits and advantages:
· Global name recognition 

· Rising numbers of international passengers
· Shared frequent flyer program
· Code share agreements with alliance members
· Since becoming a member of the alliance in 2008, Turkish Airlines’ international transit passengers increased by 41.0% and business class passengers increased by 19.0%.

Star Alliance members:
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	· Air Canada

· Lufthansa

· SAS

· Thai Airways

· United Airlines

· New Zealand Airlines

· Air Nippon

· BMI

· Austrian Airlines

· Singapore Airlines

· LOT

· Asiana Airlines
	· Spanair

· Adria Airways

· Blue1

· Croatia Airlines

· US Airways

· TAP Portugal

· South Africa Airways

· Swiss International Airlines

· Shanghai Airlines

· Air China

· Turkish Airlines

· EgyptAir


1.4.2 Turkish DO & CO
In 2007, the catering company Turkish DO&CO has been formed, through a partnership between the Austria-based DO&CO and Turkish Airlines, to fulfill and deliver the passengers' food and beverage needs.
No frozen products are used in the kitchen, where only fresh materials are used in food preparation, and all products are carefully selected for quality and flavor. Passengers are served meals that have been prepared with great expertise and with the best quality products. In 2008, under a concept called “Who’s in the Kitchen?”, Turkish DO&CO began offering passengers new and different flavors from around the world, including Italian, Spanish, French and Asian cuisine, alongside Turkish fare.

In 2008 Turkish Airlines placed third in Europe for In-flight Entertainment (IFE), validating its innovative efforts and enterprise in the delivery the highest levels of service quality.
1.4.3 Turkish Technic Inc.
Turkish Technic Inc. provides engineering and project services in aircraft maintenance and the implementation of flight safety measures and follow-up monitoring to numerous airline companies, first and foremost to Turkish Airlines. 

The size of the global aviation maintenance and repair sector was $45.1 billion in 2008, and over the next 10 years the sector is expected to grow at annual rate of 4.3%, reaching $68.6 billion.

The number of personnel employed by Turkish Technic Inc. reached 2,552 in 2008, with an average age of 35.4. The average employee tenure at the company is 10.7 years and 73.0% of the workforce holds technical licenses. Turkish Technic Inc. continues to add new talent to its operations, whose success rests on the reliability of its personnel and professionalism and expertise they exhibit in technical fields.
Recent projects that Turkish Technic has carried out for Turkish Airlines:

· Conversion of Turkish Airlines A310 passenger aircraft into cargo aircraft

· Documentation for Maintenance components has been converted to digital format and loaded into the Technical Documentation System

· Preparing the Esenboga Hanger operation
· Continued Technical Training
1.4.4 Anadolu Jet
Anadolu Jet, a subsidiary of Turkish Airlines, was founded in order to create a more effective and affordable flight network connecting Ankara to the rest of Anatolia and to bring the possibility of flight to a new customer segment. As of April 23, 2008, Anadolu Jet has carried 1.7 million passengers and carved out a strong market position as a rapidly growing and developing sister brand of Turkish Airlines.
Anadolu Jet operates under a new business model, in which inflight services and other similar trappings have been simplified, and the resultant cost savings passed on to ticket prices. Anadolu Jet set out with the aim of introducing a wider segment of the population to the benefits of air travel, and as a result Ankara based passenger numbers have increased by 100.0% and load factor reached 82.0%. Anadolu Jet’s top priority is to promulgate safe, fast and timely air travel at competitive prices, such that flying is accepted in Anatolia as a basic need. Thus, by the third quarter, Anadolu Jet has already achieved its goal for the year of increasing passenger numbers on existing routes from 950,000 to 2 million. The year-end target has now been increased to 2.5 million passengers.
Anadolu Jet’s low-cost service is having a positive impact on the Turkish economy in the name of Turkish Civil Aviation. Rather than seeking to increase the share of an existing market, Anadolu Jet’s marketing strategy instead sought to create a new market, and it has done so very successfully.
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1.5 Organizational Structure
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Figure 1.5 - Organizational Chart

The board of directors constitutes 10 members, who are voted to their positions by the company shareholders. They have control over planning and setting long term strategies, for the benefit of the company's numerous stakeholders.
Within the board of directors exists an executive committee, which is authorized to make decisions on behalf of the entire Board on key matters. The President and CEO of Turkish Airlines is appointed by the board of directors for a specified amount of time.
Key members within Turkish Airlines management, as of 2008:

· Candan Karlitekin - Chairman of the Board

· Hamdi Topçu - Vice Chairman of the Board
· Temel Kotil - President & CEO, Member of the Board
2 Legal Requirements

2.1 Requirements and Standards

The CMB
 of Turkey requires that any publicly traded company make its financial records open to the public. These records need to be analyzed and approved by and independent auditor.
Furthermore, Turkish Airlines uses the following standards for reporting their financial statements:

· Generally Accepted Accounting Principles - includes the standards, conventions, and rules accountants follow in recording and summarizing transactions, and in the preparation of financial statements

· International Financial Reporting Standards - the standards, interpretations and the framework for the preparation and presentation of financial statements adopted by the International Accounting Standards Board.
An independent auditor's report was carried out on 7th April 2009, by Deloitte. The report is enclosed within the following section.

2.2 Auditor's Report

To the Board of Directors of

Türk Hava Yollari A.O.
We have audited the accompanying consolidated balance sheet of Türk Hava Yollari A.O. and its subsidiary (together the “Group”) as at 31 December 2008 and the related consolidated statement of income, consolidated change in shareholder’s equity statement and consolidated cash flow statement for the year ended 31 December 2008, and a summary of significant accounting policies and other explanatory notes.
Management Responsibility on Financial Statements

The management is responsible for preparation and fair presentation of these financial statements in accordance with accounting standards published by Capital Markets Board. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.
Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in accordance with auditing standards published by the CMB. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the Group’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by the Group, as well as evaluating the overall presentation of the financial statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Financial statements of THY Teknik  which is the subsidiary of the company, Gunes Ekspres Havacilik and THY DO&CO which are the affiliates and accounted on the equity method have been audited by other independent audit firms. %6 of total assets and %2 of total sales revenue of accompanying financial statements are contributed by those companies. Those statements were audited by other auditors whose reports have been furnished to us and our opinion, insofar as it relates to the amounts included for these entities is solely based on reports of the other auditors.
Conclusion

In our and other audit firms’ opinion, accompanying consolidated financial statements of the Group as of 31 December 2008 and for the year then ended have been properly prepared, in all material respects in accordance with generally accepted accounting standards issued by Capital Markets Board.
3 Target Groups 
The annual reports that are published yearly by Turkish Airlines are targeted at the whole spectrum of their stakeholders, be they internal or external. The following figure shows in details the various stakeholders of Turkish Airlines.
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Figure 3.1 - Stakeholders of Turkish Airlines
However, the annual reports have limitations and they are generally regarded as a corporate tool used to primarily inform the company's shareholders. Therefore, it is accepted that the shareholders of the company are the primary target group of the published annual reports.

The following sections of the assignment will discuss what information is given within the annual reports, and which stakeholders or target groups might benefit the most from this information.
4 Supplied Information
This section details the various types of information that are supplied in the annual report. Although, only the information that is of greatest value to the stakeholders will be discussed and presented in highlights.
4.1 Corporate
4.1.1 Financial Indicators

A brief comparison of the income statements for 2008 and 2007 is given within this section of the annual report, as well as a 5 year comparison of the following financial information:
· Sales Income

· Net Profit

· Earnings per Share

The most important information gained is the large increase in profit from 2007 to 2008, which amounts to 327%. In turn, the earnings per share have also increased significantly for this period. This information is most likely to be of great interest to the stakeholders of the company.
4.1.2 Message from The Chairman of The Board

The letter from the chairman is not directed at any stakeholder in particular, but aims to inform all interested parties about the recent doings of Turkish Airlines. The focus of the message is on the recent increase in passengers carried and net profit made. The following highlight can be surmised from the letter:
· Recent growth compared to competition within the industry
· Purchase of 105 new airplanes with an option to purchase 30 more
· Increase of air cargo network with the addition of an A310 cargo aircraft
· Launching of a new subsidiary airline - Anadolu Jet

· Entrance into the Star Alliance and its benefits
· Details about flight safety and garnered certificates
· Hosting of the IATA Annual General Assembly in Istanbul by Turkish Airlines in June 2008
· The need to cope with strategic threats, such as rising oil prices and environmental taxes
· Turkish Airlines received 3rd place at the Avion Awards in 2008 for in-flight entertainment

· Short term goals: reach 40 million passengers and revenues of $10 billion by 2013.
4.1.3 Other Corporate Highlights
In addition to those already mentioned, the annual report also goes into detail regarding the following information:
· Information about Members of The Board.
· International standards of quality management adopted by Turkish Airlines 
· Organizational structure

· Legal status and brief history of the airline

· Principles of corporate governance

4.2 Operational

4.2.1 Total Traffic Results
This section discusses mainly the growth of passengers carried by Turkish Airlines over the past 5 years, with a special focus on 2008. While Association of European Airlines member companies decreased by an average of 1.7% and rising fuel prices beat down the overall aviation sector, Turkish Airlines grew by 15.1%.
	Passengers
	2008
	% Change from 2007

	International
	11.5 million
	19.5%

	Domestic
	11.1 million
	10.8%

	Total
	22.6 million
	15.1%


Table 4.2 - Passengers carried by Turkish Airlines
Passenger breakdowns by region are also given and compared, where growth has been made in every region except North America. Although 67.4% of all passengers are European, significant gains have been made in Africa and the Middle East with passenger growths of 38.3% and 53.7% for 2008, respectively.
10 year comparisons are also given for the following figures:
· Passenger Load Factor
· Available Seat Kms

· Revenue Passenger Kms

· Kms Flown

· Cargo and Mail Development

· Number of Flights

· Revenue Passengers Carried

It is worth mentioning that Turkish Airlines has made gains in all of the above figures for 2008.

4.2.2 Other Operational Highlights
In addition to those already mentioned, the annual report also goes into detail regarding the following information:

· Fleet size and aircraft specifications

· Human Resources - where personnel has grown by 10.2% and efficiency by 4%

· Training - details about the switch to electronic tickets, manager development programs, distance training, executive MBA program for upper management and the school of administration
· Passenger services - growth of self check in by 20% in 2008
· Flight comfort - details about various services provided on economic, business and first class flights

· Cargo - details about the cargo spectrum of the business, where cargo revenue has reached 324 million US$, a growth of 8% in 2008
· Production planning - aiming to increase daily aircraft utilization at Istanbul International Airport
· Marketing and Sales - the sales department has made gains in 2008, with growth of sales revenues by 26% and operating profit by 25%
· Information Technology - details about the utilization of IT in Turkish Airlines, particularly on the benefit of use of the corporate website to customers. Internet ticket sales have grown by 68% in 2008
· Star Alliance - details about Turkish Airlines joining this major alliance

· Social Responsibility - the measures that Turkish Airlines is taking to incorporate an economically, socially and environmentally sustainable approach into their corporate strategy
· Frequent Flyer program - details about the Turkish Airlines Miles&Smiles program, which now has 1.5 million members

· Subsidieries - Information about Turkish Airlines subsidiers: Anadolu Jet, Turkish DO&CO, Turkish Technic
4.3 Financial

The financial section of the annual report starts with a comparison of liquidity, financial structure and profitability ratios of the company for 2008 and 2007.
And independent auditor's report is also given, the transcript of which can be found in section 2.2 of the assignment. The auditor, Deloitte, has carried out and audit on the following financial statements and has given their notes:
· Balance Sheet

· Income Statement

· Cash Flow Statement

· Changes in Shareholder's Equity

All of the information from this part of the annual report will be presented and analyzed in Part B of the assignment.

5 Relation Between Information and Target Groups

This section discusses how each specific target group may benefit from the information provided in the annual reports.
5.1 Shareholders
The primary interests of shareholders would lie in the financial information provided within the annual report, so they would better understand the company's financial position. However, interest would not be limited solely to the financial field. Shareholders also require basic information about operational and corporate statistics, in order to be satisfied with the future growth of the company. Overall the information that would interest shareholders includes the following:
· Basic financial statements and comparisons between them: Balance Sheet and Income Statement

· Highlights of financial growth or decline during a period

· Plans on increasing the number of destinations and fleet

5.2 Customers

Although not specifically mentioned, due to the open availability of the annual reports, customers are one of the primary target groups. It is worth mentioning also that many parties, even shareholders, are regarded as potential customers. Some of the key highlights for customers would include:

· General information about the airline, such as company history, destinations, fleet etc.
· Products offered by the company in the form of different passenger classes - Economic, Business and First Class

· The airline's safety records and certificates

5.3 Community

The community that has major influence over Turkish Airlines would primarily be the population of the Republic of Turkey.

· Company Mission and Vision

· Financial and Operational Growth

· Environmental Record

5.4 Other Groups

The Government would be interested to know that the airline is operating in a lawful manner and according to regulations. The auditor's report provided in the annual report reflects the fact that Turkish Airlines is operating according to its legal requirements.
Financial and operational growth are also interesting figure that is undoubtedly monitored by the company's suppliers. For example, aircraft manufacturers such as Airbus and Boeing might decide to increase the marketing directed at Turkish Airlines, once they have realized that they are able to purchase new aircraft.
6 Part A Conclusion

The annual report that is officially published by Turkish Airlines is very informative, it achieves its goal of communicating the key information to the company's stakeholders in a professional and interesting manner.

The first thing that strikes the reader after going through the annual report is the immense financial gains that the company has made in 2008. However, the financial aspect of the business will be thoroughly analyzed and presented in Part B of the assignment. Some other areas where Turkish Airlines has made significant gains are the following:

· New planes purchased and many more are on order

· Seat capacity increase
· New destinations opened

· Increase in employee base

All this information points us to conclude that Turkish Airlines is doing very well at the moment, and will continue to do so in the foreseeable future. It is our belief that the growth can be attributed to three factors:

1. Excellent strategic management

2. Focus on transit passengers between Europe and the Middle East
3. Benefits received by joining the Star Alliance

Satisfying the Stakeholders
Part B

Financial Analysis
1 Balance Sheet - Vertical Analysis

	
	December 31
	% of Total Assets

	Assets
	2008
	2007
	2008
	2007

	Current Assets
	1,755.6
	1,011.9
	32.8
	30.2

	Cash and cash equivalents
	343.5
	326.7
	6.4
	9.8

	Financial assets
	954.4
	198.6
	17.8
	5.9

	Accounts Receivable
	237.5
	167.0
	4.4
	5.0

	Other Receivables
	42.0
	208.1
	0.8
	6.2

	Inventories
	66.9
	77.3
	1.3
	2.3

	Other Current Assets
	111.3
	34.1
	2.1
	1.0

	
	
	
	
	

	Non Current Assets
	3,599.2
	2,336.7
	67.2
	69.8

	Other Receivables (net)
	15.5
	14.8
	0.3
	0.4

	Financial Assets
	1.2
	2.0
	0.0
	0.1

	Investments Accounted for 
Equity Record
	29.6
	26.1
	0.6
	0.8

	Investment Property
	32.7
	36.5
	0.6
	1.1

	Tangible Assets
	3,435.0
	2,200.3
	64.1
	65.7

	Intangible Assets
	12.0
	7.1
	0.2
	0.2

	Deferred Tax Assets
	1.3
	2.2
	0.0
	0.1

	Other Non-Current Assets
	71.8
	47.6
	1.3
	1.4

	
	
	
	
	

	Total Assets
	5,354.8
	3,348.6
	100.0
	100.0

	
	
	
	
	

	Liabilities
	
	
	
	

	Short Term Liabilities
	1,098.0
	807.3
	20.5
	24.1

	Financial debt
	285.0
	155.7
	5.3
	4.7

	Other Financial Liabilities
	3.7
	0.6
	0.1
	0.0

	Accounts Payable
	296.0
	248.0
	5.5
	7.4

	Other Liabilities
	109.9
	56.7
	2.1
	1.7

	Current Tax Liability
	2.9
	13.5
	0.1
	0.4

	Provisions
	5.1
	3.3
	0.1
	0.1

	Employee Benefits
	32.5
	27.0
	0.6
	0.8

	Passenger Flight Liabilities
	300.5
	258.3
	5.6
	7.7

	Other Short term Liabilities
	62.4
	44.1
	1.2
	1.3

	
	
	
	
	

	Long Term Liabilities
	2,225.0
	1,284.3
	41.6
	38.4

	Financial Debt
	1,903.4
	1,085.6
	35.5
	32.4

	Other Liabilities
	5.4
	4.8
	0.1
	0.1

	Retirement Pay Liability
	96.9
	89.8
	1.8
	2.7

	Deferred Tax Liability
	198.2
	87.7
	3.7
	2.6

	Other Long Term Liabilities
	21.2
	16.4
	0.4
	0.5

	
	
	
	
	

	Shareholders' Equity
	2,031.8
	1,257.1
	37.9
	37.5

	Share capital
	119.0
	119.0
	2.2
	3.6

	Restatement Effect on 
Shareholder's Equity
	1,138.0
	1,183.0
	21.3
	35.3

	Share Premium
	0.0
	0.6
	0.0
	0.0

	Restricted Reserves Assorted 
From Profit
	0.0
	41.5
	0.0
	1.2

	Foreign Currency 
Translation Differences
	3.1
	0.0
	0.1
	0.0

	Retained Earnings
	0.0
	(267.7)
	0.0
	(8.0)

	Net Profit for the Period
	771.6
	180.6
	14.4
	5.4

	
	
	
	
	

	Total Liabilities and 
Shareholders' Equity
	5,354.8
	3,348.6
	100.0
	100.0


2 Income Statement - Vertical Analysis

	
	Amounts
	Percent of Net Sales

	
	2008
	2007
	2008
	2007

	
	
	
	
	

	Sales revenue
	4,082.0 
	3,239.7 
	100.0 
	100.0 

	Cost of sales
	(3,100.1)
	(2,403.9)
	(75.9)
	(74.2)

	Gross Profit / Loss
	981.9 
	835.7 
	24.1 
	25.8 

	
	
	
	
	

	Marketing, selling and distribution expenses
	(423.9)
	(384.5)
	(10.4)
	(11.9)

	General administrative expenses
	(135.9)
	(113.7)
	(3.3)
	(3.5)

	Other Operating income
	37.8 
	151.0 
	0.9 
	4.7 

	Other Operating expenses
	(68.4)
	(6.6)
	(1.7)
	(0.2)

	Operating Profit / Loss
	391.5 
	481.9 
	9.6 
	14.9 

	
	
	
	
	

	Share at Profit on Investments
Accounted for Equity Methods
	2.4 
	10.3 
	0.1 
	0.3 

	Financial Income
	951.9 
	206.1 
	23.3 
	6.4 

	Financial Expenses
	(475.6)
	(450.7)
	(11.7)
	(13.9)

	Profit Before Taxes
	870.3 
	247.5 
	21.3 
	7.6 

	
	
	
	
	

	Current Tax expense for that period
	(5.1)
	(81.7)
	(0.1)
	(2.5)

	Deferred tax benefit/expense
	(109.1)
	11.1 
	(2.7)
	0.3 

	Tax Income/Expense
	(114.2)
	(70.5)
	(2.8)
	(2.2)

	
	
	
	
	

	Profit for the Period
	756.1 
	177.0 
	18.5 
	5.5 

	
	
	
	
	

	Earnings per share ($1)
	0.432 
	0.101 
	
	


3 Income Statement - Horizontal Analysis

	
	Amounts
	Change 07/08
	Amounts
	Change 06/07

	
	2008
	2007
	Difference
	Percent
	2007
	2006
	Difference
	Percent

	
	
	
	
	
	
	
	
	

	Sales revenue
	4,082.0 
	3,239.7 
	842.33 
	26 
	3,239.7 
	2,700.9 
	538.80 
	19.9 

	Cost of sales
	(3,100.1)
	(2,403.9)
	(696.20)
	29 
	(2,403.9)
	(2,168.4)
	(235.53)
	10.9 

	Gross Profit / Loss
	981.9 
	835.7 
	146.13 
	17 
	835.7 
	532.5 
	303.27 
	57.0 

	
	
	
	
	
	
	
	
	

	Marketing, selling and 
distribution expenses
	(423.9)
	(384.5)
	(39.33)
	10 
	(384.5)
	- 
	- 
	

	General administrative expenses
	(135.9)
	(113.7)
	(22.13)
	19 
	(113.7)
	- 
	- 
	

	Other Operating income
	37.8 
	151.0 
	(113.20)
	(75)
	151.0 
	- 
	- 
	

	Other Operating expenses
	(68.4)
	(6.6)
	(61.80)
	936 
	(6.6)
	(474.9)
	- 
	

	Operating Profit / Loss
	391.5 
	481.9 
	(90.33)
	(19)
	481.9 
	57.6 
	424.27 
	736.6 

	
	
	
	
	
	
	
	
	

	Share at Profit on Investments
Accounted for Equity Methods
	2.4 
	10.3 
	(7.93)
	(77)
	10.3 
	- 
	- 
	

	Financial Income
	951.9 
	206.1 
	745.87 
	362 
	206.1 
	184.1 
	22.00 
	12.0 

	Financial Expenses
	(475.6)
	(450.7)
	(24.87)
	6 
	(450.7)
	(115.5)
	- 
	

	Profit Before Taxes
	870.3 
	247.5 
	622.73 
	252 
	247.5 
	126.2 
	121.33 
	96.1 

	
	
	
	
	
	
	
	
	

	Current Tax expense for that period
	(5.1)
	(81.7)
	76.53 
	(94)
	(81.7)
	- 
	- 
	

	Deferred tax benefit/expense
	(109.1)
	11.1 
	(120.20)
	(1,080)
	11.1 
	- 
	- 
	

	Tax Income/Expense
	(114.2)
	(70.5)
	(43.67)
	62 
	(70.5)
	(7.1)
	(63.47)
	898.1 

	
	
	
	
	
	
	
	
	

	Profit for the Period
	756.1 
	177.0 
	579.07 
	327 
	177.0 
	119.1 
	57.87 
	48.6 

	
	
	
	
	
	
	
	
	

	Earnings per share ($1)
	0.432 
	0.101 
	0.331 
	326 
	0.101 
	0.1 
	0.03 
	49.0 


4 Financial Ratios 
	
	2008
	2007
	Change
	% Change

	Profitability
	
	
	
	

	Return on Ordinary Shareholder's Funds
	37.21 
	14.08 
	23.13 
	164.29 

	Return on Capital Employed
	43.03 
	19.86 
	23.17 
	116.63 

	Net Profit Margin
	21.32 
	7.64 
	13.68 
	179.03 

	Gross Profit Margin
	24.05 
	25.80 
	(1.74)
	(6.76)

	
	
	
	
	

	Efficiency
	
	
	
	

	Average Stock Turnover Period
	N/A
	N/A
	N/A
	N/A

	Average Settlement Period for Debtors
	21.24 
	18.82 
	2.42 
	12.86 

	Average Settlement Period for Creditors
	N/A
	N/A
	N/A
	N/A

	Sales Revenue to Capital Employed
	2.02 
	10.24 
	(8.23)
	(80.30)

	Sales Revenue per Employee
	0.35 
	0.31 
	0.04 
	14.33 

	
	
	
	
	

	Liquidity
	
	
	
	

	Current Ratio
	1.60 
	1.25 
	0.35 
	27.56 

	Acid Test Ratio
	1.54 
	1.16 
	0.38 
	32.85 

	
	
	
	
	

	Gearing
	
	
	
	

	Gearing Ratio
	94.11 
	87.12 
	7.00 
	8.03 

	Interest Cover Ratio
	6.00 
	5.55 
	0.45 
	8.11 

	
	
	
	
	

	Investment
	
	
	
	

	Dividend Payout Ratio
	N/A
	N/A
	N/A
	N/A

	Dividend Yield Ratio
	N/A
	N/A
	N/A
	N/A

	Earnings per Share
	0.43 
	0.10 
	0.33 
	326.32 

	Price/Earning Ratio
	N/A
	N/A
	N/A
	N/A


4.1 Ratio Analysis

This section analyses the various financial ratios that have previously been calculated. The focus is on how the airline is currently doing, which is why only 2008 will be taken into account. The comparison and changes between 2007 and 2008 are part of the conclusion.

4.1.1 Profitability

· ROSF - measures the rate of return on the ownership interest (shareholders' equity) of the common stock owners. It measures a firm's efficiency at generating profits from every unit of shareholders' equity. This ratio is used for yearly comparisons.
· ROCE - measures the returns that a company is realizing from its capital employed. This ratio is used for yearly comparisons.

· Net Profit Margin - assesses the profitability of an organization after including fixed costs. This ratio is used for yearly comparisons.
· Growth Profit Margin - used to assess the profitability of a firm's core activities, excluding fixed costs. This ratio is used for yearly comparisons.
4.1.2 Efficiency
· Avg. Settlement Period for Debtors - calculates how long, on average, credit customers take to pay the amounts which they owe to the business. The value of 21.24 is generally considered a low and acceptable figure, since it is less than one month.
· Sales Revenue to Capital Employed - examines how effectively the assets of the business are being used to generate sales revenue. A value of 2.02 suggests that the capital is being used productively in the generation of revenues.
· Sales Revenue per Employee - relates sales revenue generated to a particular business resource, that is, labor. It provides a measure of the productivity of the workforce.
4.1.3 Liquidity
· Current Ratio - compares the liquid assets of business with the current liabilities. The value of 1.6 is acceptable, since it is generally accepted that a ratio of 2 is ideal for most business.
· Acid Test Ratio - is similar to the current ratio, except that it excludes stock. Again, Turkish Airlines had a very respectable ratio of 1.54
4.1.4 Gearing
· Gearing Ratio - measures the contribution of long-term lenders to the long-term capital structure of a business.
· Interest Coverage Ratio - measures the amount of profit available to cover interests payable. A value of 6 is relatively high and means that there is less risk to lenders that interest payments will not be met.
4.1.5 Investment

· Earning per Share - of a company relates the earnings generated by the company during a period and available to shareholders to the number of shares in issues. This ratio is used for yearly comparisons.
5 Part B Conclusion
The information used in this part of the assignment has been retrieved from the annual reports of 2007 and 2008. Originally, all figures are reported in Turkish Liras, but in order to make comparisons possible with competing airlines all currencies used within this assignment have been converted to $US. However, there were certain limitations. Reports prior to 2007 were either unavailable in English or contained insufficient information in order to carry out a proper analysis.
After analysing the information found within the financial statements, we have come up with the following highlights:
· 65% of Total Assets are Tangible Assets. This is expected for an airline company, since most of the investments would be used for purchase of aircraft.

· The largest amount of Liabilities lie in Financial Debt which has been 35% and 32% of Total Assets for 2008 and 2007, respectively.
· The vertical analysis of the Income Statement has revealed that Net Profit makes up only 18.5% of total sales revenue. However, this is an increase over 2007, where the figure was at 5.5%.

· The most important figure that the horizontal analysis of the Income Statement has shown is the increase of Net Profit between 2007 and 2008, by a staggering 327%. In order to better demonstrate this increase, the following chart shows Net Profit for the past 5 years.
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Figure 5.1 Net Profit 2004-2008 (US$ millions)
· The most important figures from the ratio analysis are Net Profit Margin and Earning per Share. These figures have increased by 180% and 326%, respectively, between 2007 and 2008. Both increases can be attributed to the increase of Net Profit.
Satisfying the Stakeholders
Part D

Financial Comparison
1 Airline Comparison
In this section a comparison will be made between the financial status of the previous two years between a number of international commercial airlines. The information will be compared through the vertical analysis of the Balance Sheet and Income Statements, as well as financial ratios. We have received financial information from the following airlines:

· American Airlines
· Air France

· Austrian Airlines

· Emirates Airlines

· Japan Airlines

· Royal Jordanian

· Singapore Airways

1.1 Limitations

During the comparisons, we have come across a number of limitations due to missing or wrong information. The greatest problem is that some airlines have reported their financial figures in a non-standard currency, which is in this case $US. If no currency is mentioned, it is assumed that the figures are stated in $US. However, even though the currencies do not match, the ratios would still be correct and usable in a comparison. Below is a list of problems we have run into with the various hand outs:

· Emirates Airlines - all currencies are in AED

· Japan Airlines - no ratios for 2007 or 2008, all figures are in Japanese Yen, no vertical or horizontal analysis
1.2 Financial Information

This section compares some of the key financial figures of 2008 for each airline in order to determine each airline's financial position relevant to the competition within the commercial air traffic industry. All figures are expressed in millions of $US, the missing figures are not available due to the limitations previously mentioned. Only the most important figures will be mentioned, with highlights for the best and worst performers.
	Financial Figure
	Turkish Airlines
	Air France

KLM
	Austrian Airlines
	Emirates Airlines
	Royal Jordanian
	Singapore Airways
	American Airlines
	Japan Airlines

	Profit / Loss

for 2008
	756
	467
	(429)
	N/A
	(23)
	2136
	(504)
	N/A

	Profit Growth

%
	327
	19
	N/A
	60
	(14)
	(0.1)
	(118)
	N/A

	ROSF
	37
	25
	(167)
	29
	(27)
	14
	N/A
	N/A

	ROCE
	43
	7
	(25)
	0.16
	18.3
	12
	(3.7)
	N/A

	Net Profit Margin
	21
	7.3
	(13)
	14
	4
	16
	(4.8)
	N/A

	Avg. Settlement period for Debtors
	21
	48
	18
	72
	128
	46
	N/A
	N/A

	Current Ratio
	1.6
	0.8
	0.41
	1.22
	0.6
	1.4
	0.7
	N/A

	Gearing Ratio
	94
	75
	80
	45
	30
	26
	1
	N/A

	Interest Cover Ratio
	6
	1.15
	(4.6)
	6.9
	(6.7)
	N/A
	1.2
	N/A

	Earnings Per Share
	0.43
	N/A
	N/A
	N/A
	N/A
	1.71
	N/A
	N/A


2 Part D Conclusion
2008 has been a very challenging year for the commercial aviation sector, due to rising oil prices and the onset of the global financial crisis. Thus it is not surprising that there are more than a few airlines that are doing poorly. However, there are still companies that have managed to make a profit for the year and even those that have grown. The report will divide the 8 airlines into two separate groups, depending on their financial performance.
2.1 Sustainable Airlines
· Turkish Airlines has the most positive financial figures overall out of all the airlines that have been compared, mainly due to the profit growth that was experienced in 2008 (327%). The ratios that have been analyzed indicate that the airline will continue to do well in the future.
· Singapore Airlines has achieved no profit growth in the previous year, but their net profit is still impressive, standing at $2.1 billion which is triple that of Turkish Airlines.
· Emirates Airlines has a range of positive ratios, even though none of them stick out compared to the other airlines. However, they have still managed to increase their profit by 60% in 2008 and all financial facts point to a stable and successful company.
· Air France / KLM has achieved a profit increase of 20% and is generally doing financially well. While the financial ratios are only mediocre by industry standards, they still show that the company is able to cope during a difficult period for the aviation industry.
2.2 Problematic Airlines
· Austrian Airlines is the worst performing airline out of all 8, with cause for concern over all financial figures. Their only positive figure is the average settlement period of debtors, which is only 18 days.
· American Airlines has had the largest drop in net profit, which is 118% between 2007 and 2008. Like Austrian Airlines, they have also lost approximately $500 million in the previous year.
· Royal Jordanian has lost the least out of the 3 problematic airlines, however the financial ratios are not reassuring and show that the company will not be doing well for some time to come. Particularly worrying is the average settlement period for debtors, which is at the moment more than 4 months.
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