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[image: image32.emf]Terminal Value 6 340,84

Discounted Terminal Value 4 102,26

Net Debt in 2005 2 922,00

Shareholder's Equity Fair Value 3 791,76

Number of Shares Outstanding 1 082,90

Price 3,50             
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Introduction
British Airways (BA) is one of the most significant airways companies globally, with the number of aircrafts in service at year end reaching 290. Passengers carried in 2003 – 2004 were 36,103, a fact that makes BA one of the leaders in the airways sector. Moreover, BA is a member of ‘One world’ alliance, which serves a network of some 600 airports worldwide in 135 countries; and was the only alliance to achieve a collective profit in 2004. 

BA reports progress in all areas and at the same time BA reports a financial result that represents a significant improvement in the company’s fortune. In a more analytical view, the operating margin improved 1.5 points to 6.9%, approaching the 10% goal that the company has established. Profitability has improved across the network and in short haul the loss has narrowed from £300 million five years ago to £26 million. Furthermore, net debt has fallen to below £3 billion and it is at its lowest level since March 1993, still keeping strong cash position. Proceeding to the operating and the financial review we observe that group profits before tax for the year were £415 million, compared with a £230 million profit in the previous year. At a closer look, operating profit in the year was £540 million, which reflects improvements in turnover up to 3.3%.

As it is obvious, the operating expenses rose as well and reached £7,273 million with the fuel costs presenting the highest raise now expected to be about £400 million more in the coming year. Losses disposals of fixed assets and investments for the year were £26 million compared with losses of £46 million last year. In addition, net interest expense for the year was £157 million; £43 million lower than the previous year. As far as the working capital is concerned on March 31, 2005, net current liabilities were £136 million, down £95 million on last year. A rapid view in the share capital shows that the number of shares allots, called up and fully paid on March 31, 2005 was 1,082,903,000 and for the twelve month period profits attributable to shareholders were £251 million, equivalent to earning of 23.4 pence/share, compared with earnings of 12.1 pence/share last year. 

BA operates in a challenging competitive environment and during the past years the sector faces a lot of problems. Yet BA succeeds to reach numbers, which place the company on the top of the aviation sector.   

Industry analysis
An effective valuation of the present and future performances of a firm implies to take into account risks and opportunities related to its environment.

The purpose of our strategic analysis is thus to determine the overall attractiveness of the industry in which British Airways operates, as well as the sustainability of the competitive advantages of the company. 

The market outlook

The airline industry is characterised by a very large number of players splitting between the low cost carriers and the mainline carriers. Concentration is not substantial for the moment as regulations concerning M&A are still weighting heavily and players prefer to implement strategic alliances through loyalty programs such as Skyteam or OneWorld or “code share agreement” which allow the companies to benefit from synergies. The overcapacity as well as the price pressure specific to the sector added to heavy investments and regulations are setting high barriers to entry and it is therefore quite hard for potential new entrants to launch a successful mainline carrier or a sustainable low cost carrier. 

However, the deregulations which occurred in Europe and in the US has impacted positively the demand by lowering the fares and the market is now driven by a growing demand for business and leisure purposes. The industry is slowly recovering from the 9/11 and the SRAS and the recent enlargement of the EU should be a long term driver for demand inside the continent. This optimistic aspect can be observed in the growth of the Revenue Passenger Kilometres (RPK) which has increased by 9.4%
 between 2004 and 2005 and is projected to increase by an average 5.5%
 each year between 2005 and 2014. 

However, the systematic risks such as epidemics or terrorist attacks as well as the increasing price of the fuel are of high concern for the industry and partly explain the underperformance of the sector with a $6 Bn global loss during 2004. 

The challenges for the mainline industry
Mainline carriers are facing many challenges and difficulties. With the deregulations occurred in the United States and in Europe more recently, low cost carriers have flourished and even not always sustainable they have managed to attack severely the market share of the mainline carriers thanks to aggressive cut in prices. Studies held on the sector show that this phenomenon is not ready to regress but rather to increase, mostly in Europe where the low costs should benefit from the growing demand for short trips to visit the new European countries. As a matter of fact, in the US, mainline carriers have answer to this threat by reducing sharply their fares as well but in Europe, as the phenomenon is more recent, companies have not yet found a counter-attack. However, the main trend for mainline carriers is at cost savings in order to maintain their profit margins which are of about 2% for the whole industry even if this is not eased by the rising price in fuel.

The cost of the fuel appears as a major concern for the whole industry and particularly for the mainline carriers as the latter cannot impact easily the rise in their fares. On the contrary, low cost companies such as Easyjet, have been able to do so by increasing their fares without affecting their price discount position.

British Airways positioning
British Airways benefits from a strong branding of good customer service and reliability. With two thirds of its revenues realized between Europe and the Americas, BA is more than ever threaten by the low cost carriers which are concentrated in those areas. In addition, another critical challenge is raised by the potential merger of the US and EU markets which would give access to a “liberalised global market”. The overcapacity of the US market brings American companies to tap into the EU market, which is a main threat for B.A as the latter realises 75% of its EBIT in America and owns 25% of the market share in Europe. 

For the moment, B.A has only privileged partnerships with Quantas and Iberia through joint business agreement but has not fully exploited its alliance with American Airlines to gain insight of the US market. A closer relationship with American Airlines could thus enable B.A to find a solution to this threat.

In a context of pressure on prices and intensive rivalry, the One World Alliance and all the technological innovations targeting the customers, such as the “manage my booking facility” or the “flat bed” are critical success factors to save costs and attract customer’s loyalty so as to success  in this competitive industry.  In addition, the move to the brand new Terminal 5 at Heathrow is a crucial competitive advantage and a challenge for BA.  The transfer should concentrate all BA’s activities and provide customers a “unique experience” such as reducing their time of transit. On a long time basis, this should result in a growth in capacities and a reduction in operating expenses.

For 2004, employee and fuel expenses have accounted for about 40% of the total sales between 2004 and beginning of 2005. Through a very high and unpopular number of redundancies the company has achieved £450 millions of savings over 2003-2005 and is targeting a £300 million cost saving on employees by 2007. 

This cost savings are made to counterbalance the rising price of the fuel which is projected to cost an extra £400 million next year to BA. Since 1999, oil barrel price increased from $10 to $ 65 today and is expected to increase even more in the future.

The company has thus benefited and will benefit from the hedging of its fuel costs for this year and for the coming year.

Concerning its financial structure, until now the company has used its free cash flows to reduce massively its debt without distributing any dividends and has chosen to pursue this trend for the next year despite a lower borrowing cost. For the moment the company does not need to renew its fleet as the average age of it is quite low (7 to 8 years in average over the last three years) but should consider increasing it with the launch of the Terminal 5 as the latter will increase capacities. The financial structure would therefore change at this stage.

In addition, the transition to the norms IFRS in July 2005 commits BA to recognise its pensions deficit of £1.4 billions in the balance sheet which will impact negatively the reserves and the distributable reserves in particular, which should impact the share price.

Now that we have defined the challenges to which the industry and British Airways in particular are facing, we can implement a valuation of the company based on forecasts linked to different scenarios.

Accounting analysis

The financial statements of British Airways for the year 2005 have been issued according to the UK GAAP. From this point, the statements will be based on IFRS, a fact that will cause an important change on the statements of the company. This change will appear mostly on liabilities, due to pension obligations. The basic categories of the financial statements are the following:

Revenues
The revenues of the company are separated in traffic revenues (90% of total revenues) and in other revenues related to flight services (10% of total revenues). There are no other revenues appearing in the financial statements, so the total revenues of the company account to normal operation.

Expenses
Cost of sales and administration expenses are both directly related to normal operation. Net financial expenses are mostly interest on financial obligations due to finance on equipment. The rest operating expenses are insignificant.

Assets
All assets, apart from the short-term investments, are accounted as operating assets. The most important of these are: properties, plants, equipment, landing rights, goodwill, current operating assets as cash, inventories etc. The effects on the company’s assets under the IFRS will be unimportant and most of them will be valued as they are valued in the UK GAAP. The only change on the assets will be based on IFRS 21. IFRS 21 imposes changes in ‘Foreign Exchange Rates’ and the result will be the increase of net assets approximately to £162m for the year 2005.
Liabilities
A big part of the company’s liabilities are ‘operating liabilities’ and they mostly consist of deferred income taxes and current liabilities, i.e. creditors, accounts payable etc. IFRS will have a great impact on liabilities. According to ‘Standard IAS 19’, ‘Employee Benefits’ liabilities are understated in UK GAAP as an amount of £1.2b. This amount will be recognised in the financial statements for the year 2006.

To summarise, the financial statements of BA are quite straightforward. There are no significant assets or revenues related to business besides the company’s core occupation, and therefore these are accounted as operating revenues/assets. The introduction of IFRS from next year will influence mostly the ‘Reserves in Owners Equity’ and the ‘Liabilities’. ‘Operating income’ and ‘cash flow’ will remain almost the same.

Financial Analysis
Assumptions

· The “Share of Operating Income from Associates” in the Income Statement is considered as part of operating profits.

· We consider Assets and Comprehensive earnings cleaned of Minority Interest

Return of Net Asset
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PM 515%  2.14%  6.00% 1.08%  303%  392%  4.80%

ATO 110 097 1.00 0387 092 102 122

RNOA 567%  2.09%  6.00%  094%  2.79%  4.01%  5.85%





Firstly, we observe that the profit margin goes up after 2002, thus the firm’s ability to keep sales as operating profits becomes better. This evolution arises due to the stabilization of sales after 2002 and due to the diminution of the relative cost of sales. This highlights the efforts of cost savings and the resulted efficiency of the firm. The 2001 events triggered the cost savings policy at British Airways, as well as the tightest competition from low cost companies. 

Secondly, the asset turnover is getting better after 2002. Once again, this shows the ability of British Airways to improve the revenues generated from its operating assets. Actually, BA has managed to keep its revenues while reducing its fleet. Nevertheless, we should also consider the large participation of the ₤1 billon deferred tax that tremendously reduces the net operating assets.

Consequently, the RNOA is going up after 2002 and reaches the level of 1999 in 2005.

Return on Common Equity
[image: image2.png]
Firstly, the net borrowing cost is diminishing over years (except in 2001). This is a result of the growing tax effect and of the quicker decrease of interest expenses in respect to debt.

Secondly, the financial leverage is fluctuating between 1.35 and 3.19. The sharp increase in 2003 is a result of the $1 billion decrease in equity, combined with the ₤1 billion increase in deferred tax. However, the trend is a decrease of the financial leverage, as short-term investments are increasing and capital leases are decreasing over the years.

Consequently, the ROCE is getting higher after 2002, driven by the growing RNOA and the growth of the efficiency in the funding structure.

By breaking down the ROCE in return on sales, asset turnover and leverage, we can once again observe the higher efficiency of BA to extract profits from sales and to produce revenues from assets and the contribution of the capital structure.

Working Capital
[image: image3.emf]1999 2000 2001 2002 2003 2004 2005

Current Asset 2,22 2,6 2,624 2,269 2,45 2,589 2,792

2,323 2,673 2,682 2,522 2,361 2,314 2,421

NWC -103 -73 -58 -253 89 275 371

Current Liabilities


Apart from 2002, the net working capital is growing. As it is obvious in the following graph the current assets are going up, driven by stronger short-term investments, while current liabilities are decreasing slightly. The increase in short-term investments is not really comprehensible and, even if it reduces the liquidity risk for the firms, British Airways should reduce them. Thus BA improves its profit from a higher leverage, (which creates value now; cf. ROCE) and decreases its net working capital. However, the decrease in accounts payable that drives the decrease of current liabilities shows that BA must pay its providers quicker during 2005. If this may be the consequence of a more competitive environment, it is still important to raise a flag.
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When comparing to sales, we really see the drop in payables and the recent slight increase in receivables. The increase in net working capital is lowering the cash flows of British Airways and could damage its reinvestment policy.

Capital Expenditure
[image: image6.emf]1999 2000 2001 2002 2003 2004 2005

CAPEX 1,611 1,019 1,115 745 293 198 301


The CAPEX is going down sharply after 2002. This is mainly due to the fleet reduction decided by the management.

Dividend
[image: image7.emf]1999 2000 2001 2002 2003 2004 2005

242 194 137 0 0 0

Common Dividends


British Airways has not paid any dividend since 2003. The management has engaged the firm in a policy of early repayment of debt and leases. The goal of this policy is to clean the balance sheet and become owner of the planes. The remaining cash flows are invested in short-term instruments and will be used to repay debts and to pay the costs of planes deliveries.

Conclusion on the financial analysis
After the 2001 events and the tightening of the industry competition, British Airways has tremendously improved its efficiency in terms of profits generated from assets and revenues, especially by cutting costs. At the same time, the cost of debt has decreased, resulting in a positive contribution of leverage to the return on equity. Consequently, the return on common equity has increased, reaching 13.17% in year 2005.

The net working capital of British Airways is increasing regularly, and could potentially damage the firm’s cash flows in the future. BA is engaged in a policy of early repayment of debt by using the cash flows generated by the operating activities. No dividend has been paid since 2003 and the CEO has announced that they should not pay dividend in 2006. Consequently, the paradox that leverage is now creating value for the firm and the debt is being quickly reimbursed could be problematic for the company’s performance. Moreover, even though the fleet is relatively young, the non-investment policy could limit the growth opportunity, once the increase in efficiency (return on assets) will reach a limit.
Assumptions made to build the model

We are first going to explain how our model works and then what assumptions we made in order to make our model vary.

The time horizon we have chosen for the forecasts is 5 years, that is to say 2010. As we gathered accurate information for the following three years only, we decided to limit the forecast horizon and to assume that British Airways activities will grow at a constant pace after 2008.

Calculation of the revenues

We compute the total revenues forecasted as the ratio between the traffic revenue from RPK and the percentage of the traffic revenue from RPK over the total revenues obtained from the income statement.

We first forecasted the evolution of the number of planes. From this, we computed the RPK as the average number of planes times the ASK and the load factor, which are given factors. 

In order to obtain the total revenue, we then need to compute the part of the total revenues from the income statement that is dedicated to the traffic revenue from RPK and discount our computed traffic revenue from RPK by this ratio.

The assumptions set for the calculation of each component are as follow:

In order to maintain an average age of the fleet of 7 to 9 years, we assume that the fleet will increase of one aircraft each year from 2008 except in 2007 and 2008 as the selling of the five British Aerospace 146 between 2005 and 2006 and the delivery of 7 new Airbus should lower the average age of the fleet. The company should not therefore need to buy any plane in 2007. In 2008 however, in order to benefit from the increase in capacities brought by the move to the Terminal 5 and the mixed-mode operations, we assume that the net number of aircraft will increase of 5. We thus obtain an average number of aircrafts of 293.5.

We assume that the load factor should increase of 0.5% each year over 5 years as a result of the “manage my booking” facility.

We consider that the ratio of traffic revenue from RPK over the total revenues will remain the same as the one in 2005, namely 83.13% as we do not find any trend.

We assume that the ASK (i.e the capacity ) per aircraft will grow by 5% for the next year but then the growth will decrease of 1% each year due to a high competition and the difficulty to keep marginal increase constant. The RPK will decrease by 3% the next year due to high pressure on prices with a smooth growth of decrease of 0.6% following a straight line so as to have 0% at the end of our explicit forecasting horizon.

Calculation of the cost of sales

The cost of sales is based essentially on three main items: the total operating expenditure, the depreciation and the fuel cost. The employee costs (as part of the total operating expenditure) and the fuel cost are likely to be very volatile in the next years as seen in the strategic analysis (even though there is a hedging policy for the fuel costs). Therefore, we make the assumption that the total operating expenditure over the sales will remain the same as in 2005 (68.49%) regardless of cost savings and fuel costs which are to be deducted. Cost savings are then assumed to be of 3% over 2 years, reflecting savings on employee costs, and of 1% thereafter, traducing the trend of the mainline companies.

For the estimation of the fuel cost, we first estimated the number of barrel per aircraft and conserved the 2005 figure as an estimate for the future years. However, as we know that the fuel and oil should cost to BA an extra 400 millions in 2006 as a result of the high volatility of the prices of those commodities, we assumed that given a constant hedging efficiency the price of the barrel would increase by 36.17% in 2006, then decrease by 5% the year after to adjust for 2006 high volatility, and finally keep the increase at 2% yearly

The depreciation is computed as a percentage of the forecasted NOA. The weight is given by the ratio of the depreciation over the NOA in 2005, that is to say 10.51%.

The operating costs

The selling and administrative costs are linked to the total revenues with a weight of 1.57%, as of 2005, and the goodwill amortization is defined to remain at the same level as of 2005, that is to say £5000 per year. 

As the company has used all its tax credits, it is due to pay tax for the coming year at 35%.

We consider that the "Share of Operating Income from Associates" will be linked to the sales with a weight of 0.20% each year, as of 2005.

The asset turnover

It is defined as the revenues forecasted over the asset turnover. Given the fact that BA is improving its efficiency as said in the financial analysis, we will make the asset turnover grow by 0.20 during next year and then stabilize at 1.42, when it will reach the average figure of the industry.

The capital expenditure

Our calculation of the CAPEX is based on 3 items: the expected costs of purchasing new aircrafts, the landing rights and the investment made for the move to the Terminal 5.

We assumed that the average cost of a plane will be of £36,054.16 that is to say the average of the transportation cost over the number of aircrafts each year. As aircrafts are accounted at historical cost on the balance sheet we adjusted this price by the inflation rate which we set at 10% (according to historical data). We then found that the average over two years of the estimated cost of the purchase of aircraft was accounting for 89.01% of the CAPEX and that we can thus keep this number to forecast the CAPEX relative to the purchase of aircrafts over the years.

The landing rights are estimated to be equal to the average over 4 years, which is of 22.50.

Concerning the CAPEX related to the move to the Terminal 5, as we do not have much information about it, we assume that the remaining cost will be of 50 millions over 3 years.

The deferred taxes

Given that there is no trend for the change in deferred income and taxes, we will assume that it is equal to the deferred tax as of 2005 and that it will then increase at the same pace as for the revenues.
Forecasting beyond 2010

Concerning the growth to perpetuity for free cash flows and earnings, we have decided to be conservative. Indeed, even though we know that analysts are forecasting a 1%-2% growth for the sector and an inflation rate around 2%, we have decided to use a 0.4% growth rate for BA FCF and earnings. Actually, we think that the tighter competition in the sector will reduce the growth figure for BA comparing to the economy; we think that if we assume that BA will manage to stay a top Airlines company, it will have to cut on its margins. As we defined this number on a subjective basis, we will use a 0.2% - 0.6% range.

Calculation of the WACC 

Thanks to data found on Bloomberg we manage to obtain the Beta, the risk free rate and the market risk premium. From then on, we can compute the cost of equity of the firm through the CAPM model. The cost of debt is obtained by adding a 1% spread (due to credit rating under the investment grade) to the company forecasted cost of debt of 5% in 2005
. As the company has kept reimbursing their debts, we assume that the target finance structure of the company by 2010 is 60% on equity and 40% on debt. The tax is set at 21.4% as the average over 6 years of the tax effect over the net financing expenses.

We thus obtain a WACC of 9.1% and a cost of equity of 12%.
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Forecast
Revenues
[image: image9.emf]2005 2006 2007 2008 2009 2010 2011

Aircraft in service at year end  290 291 291 296 297 298 299

Average number of Aircraft during the Year 290.50 290.50 291.00 293.50 296.50 297.50 298.50

ASK / Aircraft in service 496.35        521.17        542.01        558.27        569.44        575.13        575.13      

Change for Following Year 5.00% 4.00% 3.00% 2.00% 1.00% 0.00% 0.00%

Load Factor 74.83% 75.33% 75.83% 76.33% 76.83% 77.33% 77.33%

Change for Following Year 0.50% 0.50% 0.50% 0.50% 0.50% 0.50%

RPK 107,897      114,048      119,603      125,069      129,718      132,313      132,980    

Revenue per RPK 6.02 5.84 5.70 5.60 5.53 5.50 5.50

Change for Following Year -3.00% -2.40% -1.80% -1.20% -0.60% 0.00% 0.00%

Traffic Revenue from RPK 6,495.38     6,659.75     6,816.49     6,999.69     7,172.79     7,272.36     7,309.03   

Total Revenues Forecasted 7,813.34     8,011.05     8,199.60     8,419.98     8,628.20     8,747.97     8,792.08   

% Change 2.53% 2.35% 2.69% 2.47% 1.39% 0.50%


The revenue forecasted for British Airways grows on average of 2.50% each year until 2009 as the result of the higher efficiency of the firm during the past years and the growing number of aircrafts in its fleet. Between 2009 and 2011, the revenue’s growth is stabilizing itself as it has reached equilibrium between optimum efficiency and price pressure.

On this graph, we clearly see the pace slowing down in 2011, because the firm is reaching its optimum revenue.
Cost of Sales
[image: image10.emf]2005 2006 2007 2008 2009 2010 2011

Cost of Sales (except fuel, depreciation & cost savings) 5,351.67     5,487.09     5,616.24     5,767.18     5,909.80     5,991.84     6,022.05   

Change in Cost Savings 3.00% 3.00% 1.00% 1.00% 1.00% 1.00%

Cost of Sales (except fuel and oil & Depreciation) 5,351.67     5,322.48     5,447.75     5,709.51     5,850.70     5,931.92     5,934.13   

Depreciation, amortisation and impairment  673.62 592.93 606.89 623.20 638.61 647.47 650.74

Cost of Sales (except fuel and oil) 6,025.28     5,915.41     6,054.64     6,332.70     6,489.31     6,579.39     6,584.86   

Cost of Barrel (in Pounds) 31.84          43.35          41.18          42.01          42.85          43.70          44.58        

Change for Following Year 36.17% -5.00% 2.00% 2.00% 2.00% 2.00%

Average Number of Barrel by Aircraft ('000) 119.59        119.59        119.59        119.59        119.59        119.59        119.59      

Fuel and Oil Cost 1,105.98     1,505.98     1,433.14     1,474.36     1,519.22     1,554.83     1,591.26   

Costs of Sales 7,131.26     7,421.39     7,487.78     7,807.07     8,008.53     8,134.22     8,176.12   

% Change 4.07% 0.89% 4.26% 2.58% 1.57% 0.52%


Costs of sales are mainly linked to revenues, except for depreciation and fuel. Cost savings allow the growth of BA’s costs to slow down for years 2006 and 2007, since the firm is targeting £300m of cost savings during those two years as a result of its aggressive policy of reduction of its workforce. Consequently, the increase in costs is sharper for the following years. Depreciation decreases in 2006, as BA reduces its assets and takes advantage from a better asset turnover. We then link the pace of the depreciation to the one of the revenues which explains the slightly increasing pace of it. Concerning fuel costs, the fast increase of oil price on markets will have a direct impact in 2006, and should cost an extra £400m compared to 2005 figure. As 2006 will probably be followed by a quieter year for oil prices, our assumptions imply a decrease in fuel costs in 2007 of 5%, and a reasonable 2% increase for the following years.

This graph shows that costs increase in 2006, due to high oil prices, and in 2008, as cost savings go down from 3% to 1%.

Gross Margin
[image: image11.emf]2005 2006 2007 2008 2009 2010 2011

Gross Margin 682,08                589,67                711,83                612,91                619,67                613,75                615,96             

% Revenues 8,73% 7,36% 8,68% 7,28% 7,18% 7,02% 7,01%


Gross margin as a percentage of revenues decreases in 2006, as a result of high oil prices. However, the margin percentage after 2007 is reaching the 2005 level, sustained by the increase in efficiency and the aggressive cost savings policy. During the 2008 – 2011 period, the gross margin decreases at a slow pace but, once again due to high competition from low cost companies, reaching an equilibrium at around 7%.

This graph shows that the gross margin stabilizes after 2008.

Operating Income
[image: image12.emf]2005 2006 2007 2008 2009 2010 2011

Gross Margin 682,08                589,67                711,83                612,91                619,67                613,75                615,96             

% Revenues 8,73% 7,36% 8,68% 7,28% 7,18% 7,02% 7,01%

Selling, General, and Administrative Expense 121,00                126,11                129,08                132,55                135,83                137,71                138,41             

Goodwill Amortization 5,00                   5,00                   5,00                   5,00                   5,00                   5,00                   5,00                 

Operating Income from Sales (before tax) 556,08                458,56                577,75                475,36                478,84                471,04                472,55             

Tax on Operating Income from Sales 194,63                160,49                202,21                166,38                167,59                164,86                165,39             

Share of Operating Income from Associates 15,63                  16,02                  16,40                  16,84                  17,26                  17,50                  17,58               

Operating Income (after tax) 377,08 314,08 391,93 325,82 328,50 323,67 324,74

% 4,83% 3,92% 4,78% 3,87% 3,81% 3,70% 3,69%


Administrative expenses and dividends from associates are linked to revenues while goodwill amortization is kept constant over years and tax is charged at 35% of operating income. Consequently, the operating income after tax evolution over years is comparable to that of gross margin.

Change in Net Working Capital
[image: image13.emf]2005 2006 2007 2008 2009 2010 2011

AT 1,22 1,42 1,42 1,42 1,42 1,42 1,42

NOA (BP) 6 409,27             5 641,59             5 774,37             5 929,56             6 076,20             6 160,54             6 191,60          

NWC 369,02                320,44                327,98                336,80                345,13                349,92                351,68             

Change in NWC -82,00 -48,57 7,54                   8,81                   8,33                   4,79                   1,76                 


Having forecasted the revenues, we have assumed that British Airways asset turnover will reach the average level of the sector of 1.42 in 2006. We can thus forecast the net operating assets. The sharp decrease of NOA in 2006 is the consequence of both the policy of assets reduction of the company and the improvement of its general efficiency. The growth of NOA is then comparable to that of revenues. We made the strong assumption that the net working capital will be 4% of revenues, even though this indicator has been very volatile in the past. Then, the NWC evolution over years has the same shape as revenues.

Capital Expenditure
[image: image14.emf]2005 2006 2007 2008 2009 2010 2011

Expected Number of Aircraft Purchased 6 1 0 5 6 7 8

Cost of Aircrafts 237.96        39.66          -              198.30        237.96        277.62        317.28      

Landing Rights 22.50          22.50          22.50          22.50          22.50          22.50          22.50        

89.01% of CAPEX Estimated 260.46        62.16          22.50          220.80        260.46        300.12        339.78      

CAPEX (Before Terminal 5 Project) 292.62 69.84          25.28          248.07        292.62        337.18        381.74      

Terminal 5 Cost 50 50 50

CAPEX 292.62        119.84        75.28          298.07        292.62        337.18        381.74      


The determination of capital expenditure has been explained in the previous section. The investments are very low in years 2006 and 2007, as British Airways reduces its assets. Then, the CAPEX turns around £300m. However, it is hard to know the real impact of Terminal 5 in terms of investment and whether BA will boost its investment policy in the future. The choice of determining stable CAPEX is consistent since we do not think BA can handle projects with high abnormal return in the near future.

This graph shows the stable growth of CAPEX starting from 2009.

Deferred Income and Tax

[image: image15.emf]2005 2006 2007 2008 2009 2010 2011

Change in Deferred Income & Taxes 73.00          73.00          74.72          76.73          78.62          79.72          80.12        


The change in deferred income and tax increases at the revenue pace, as we did not find any trend.
Balance Sheet
[image: image16.emf]2005 2006 2007 2008 2009 2010 2011

NOA (BP) 6 409,27 5 641,59 5 774,37 5 929,56 6 076,20 6 160,54 6 191,60

% BS 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

NFO (BP) 4 222,00 3 000,00 2 880,39 2 762,48 2 630,64 2 464,22 2 476,64

% BS 65,87% 53,18% 49,88% 46,59% 43,29% 40,00% 40,00%

Shareholders Equity (BP) 2 187,27 2 641,59 2 893,98 3 167,08 3 445,56 3 696,33 3 714,96

% BS 34,13% 46,82% 50,12% 53,41% 56,71% 60,00% 60,00%

Debt Payment 1 222,00 119,61 117,91 131,84 166,42

Debt Issuance 12,42


Having linked the NOA to the revenues, the forecast of the balance sheet is straight forward. As BA has been decreasing its debt ratio and has announced its desire to keep on doing so, we have targeted a 40% debt ratio for 2010. We then have chosen to decrease this ratio following a straight line. The shareholders’ equity is then determined according to the following formula:

NOA = NFO + Shareholders’ Equity

We then determine the debt repayment (or issuance) as the difference between the NFO amounts from one year to another.
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The liability part of the balance sheet is growing at the revenue pace during the 2005 – 2010 periods, as we fixed the asset turnover to the industry average. We see that the proportion of equity is growing at a constant rate until it reaches the targeted 60% of the financing structure at the end of 2009.

Valuation
Discounted Free Cash Flows to Bondholders and Equityholders
[image: image18.emf]Free Cash Flows 2005 2006 2007 2008 2009 2010

Operating Profit 377,08 314,08 391,93 325,82 328,50 323,67

Depreciation 673,62 592,93 606,89 623,20 638,61 647,47

- Change in NWC 82,00 48,57 -7,54 -8,81 -8,33 -4,79

- CAPEX -292,62 -119,84 -75,28 -298,07 -292,62 -337,18

Change in Deferred Income & Taxes -73,00 -73,00 -74,72 -76,73 -78,62 -79,72

FCF to Bondholders and Equityholders 840,07 762,75 841,28 565,41 587,54 549,46

Number of Years from Now 0 1 2 3 4 5

Discount Factor 0,91 0,83 0,76 0,69 0,63

Discounted CF 695,31 699,08 428,30 405,70 345,86



[image: image19.emf]FCF Perpetuity Growth 0,40%

WACC 9,10%


Given our assumptions, we find a price of 3.50£ for BA share price by discounting the free cash flows to bondholders and equity holders. The free cash flows of BA decrease sharply after 2008, as the company reinvests in aircrafts, having completed its asset reduction policy. Once again, we assume that cash flows grow at a slow pace, as we use a 0.40% perpetuity growth reflecting price pressure on the industry and fierce competition from low costs carriers; the only way to keep its market share is to cut on its margin.

[image: image20.emf]WACC / Growth 0,0% 0,2% 0,4% 0,6% 0,8% 1,0% 1,2%

7,00% 5,01 5,17 5,34 5,53 5,72 5,93 6,15

8,00% 4,10 4,21 4,34 4,47 4,61 4,76 4,92

9,00% 3,38 3,47 3,57 3,67 3,77 3,88 4,00

9,10% 3,32 3,41 3,50 3,60 3,70 3,81 3,92

10,00% 2,81 2,88 2,96 3,03 3,11 3,20 3,29

11,00% 2,34 2,40 2,46 2,52 2,58 2,65 2,72

12,00% 1,95 2,00 2,05 2,09 2,15 2,20 2,25


This table is a sensibility analysis of BA’s share price using different WACC and growth values around our assumptions. Later on, we will consider the prices obtained using a 9% - 10% range for the WACC, and a 0.2% - 0.6% range for the growth. A move of +1% in the WACC decreases the share price by 0.61£, and a move of +0.2% in the growth increases the price by 0.09£.

Discounted Free Cash Flows to Equity holders
[image: image21.emf]2004 2005 2006 2007 2008 2009 2010

FCF to Bondholders and Equityholders 840,07 762,75 841,28 565,41 587,54 549,46

Qantas Proceed 427,00

NFE 86,94 61,77 59,31 56,88 54,17 50,74

Interest Rate on NFO 2,06% 2,06% 2,06% 2,06% 2,06% 2,06%

Debt Payment 1 222,00 119,61 117,91 131,84 166,42 0,00

Debt Issuance 0,00 0,00 0,00 0,00 0,00 12,42

FCF to Equityholders -41,87 581,37 664,06 376,69 366,95 511,14

Increase in Cash -41,87 581,37 664,06 376,69 366,95 511,14

Starting Cash 78 659,37         1 323,43      1 700,12      2 067,06     


Having determined debt payments and issuances (cf. previous part), and considering that BA will manage to keep its NFE at the low rate of 2.06%, we can easily forecast the free cash flows to equity holders. The last line of the table is the cumulative cash obtained by BA, starting from 2005 cash balance; this line will be useful for the abnormal earnings approach.

[image: image22.emf]2005 2006 2007 2008 2009 2010

FCF to Equityholders -41,87 581,37 664,06 376,69 366,95 511,14

Number of Years from Now 1 2 3 4 5

Discount Factor 0,89 0,80 0,71 0,64 0,57

Discounted FCF to Equityholders 519,08 529,38 268,12 233,20 290,03



[image: image23.emf]Growth to Perpetuity 0,40%

Expected ROE 12,00%


By discounting the free cash flows to equity holders, we find a price of 3.01£. We use the same growth rate for as previously, and an expected return on equity of 12.00%. 

[image: image24.emf]Expected Return / Growth 0,0% 0,2% 0,4% 0,6% 0,8% 1,0% 1,2%

9,00% 4,04 4,09 4,15 4,21 4,28 4,34 4,41

10,00% 3,60 3,64 3,68 3,73 3,77 3,82 3,87

11,00% 3,25 3,28 3,31 3,35 3,38 3,42 3,46

12,00% 2,97 2,99 3,01 3,04 3,07 3,09 3,12

13,00% 2,73 2,75 2,77 2,79 2,81 2,83 2,85

14,00% 2,53 2,55 2,56 2,58 2,60 2,61 2,63

15,00% 2,37 2,38 2,39 2,40 2,42 2,43 2,44


The sensibility analysis shows that this approach is more accurate than the previous one. Considering the prices obtained using a 0.20% - 0.60% range for the growth and a 11% - 12% range for the expected return on equity, we see that a 1% increase in the expected ROE results in a 0.30£ decrease in the share price, and that a 0.20% increase in the growth rate implies 0.03£ increase in the share price.

Abnormal Earnings
[image: image25.emf]Abnormal Earnings 2005 2006 2007 2008 2009 2010

Shareholders Equity (BP) 2 187,27 2 641,59 2 893,98 3 167,08 3 445,56 3 696,33

Operating Profit 377,08 314,08 391,93 325,82 328,50 323,67

NFE 86,94 61,77 59,31 56,88 54,17 50,74

Minority Interest 15 15 15 15 15 15

Cash Balance 78 659,37      1 323,43  1 700,12  2 067,06 

Interest from Cash at Expected ROE 0 9,36 79,12 158,81 204,01 248,05

Net Profit 275,14 246,67 396,75 412,75 463,35 505,98

Expected ROE*SE 262,47 316,99 347,28 380,05 413,47 443,56

Abnormal Earnings -70,32 49,47 32,70 49,88 62,42

Number of Years from Now 0 1 2 3 4 5

Discount Factor 0,89 0,80 0,71 0,64 0,57

Discounted Abnormal Earnings -62,79 39,44 23,28 31,70 35,42


[image: image26.emf]Growth 0,40%

Expected ROE 12,00%


By discounting the abnormal earnings, we find a price of 2.78£. We assume that the company reinvests all its cash flows at its expected return on equity, that is to say 12.00%.

[image: image27.emf]Expected Return / Growth 0,0% 0,2% 0,4% 0,6% 0,8% 1,0% 1,2%

9,00% 3,47 3,49 3,51 3,53 3,55 3,58 3,60

10,00% 3,20 3,21 3,22 3,23 3,25 3,26 3,28

11,00% 2,97 2,97 2,98 2,99 3,00 3,01 3,02

12,00% 2,77 2,78 2,78 2,79 2,80 2,80 2,81

13,00% 2,61 2,61 2,62 2,62 2,62 2,63 2,63

14,00% 2,47 2,47 2,47 2,47 2,47 2,48 2,48

15,00% 2,34 2,34 2,34 2,34 2,34 2,34 2,35


This approach is more accurate, as the range of prices is tight. Assuming a 0.20% - 0.60% growth range and a 11.00% - 12.00% expected ROE range, the price will fall by 0.20£ if the expected ROE increases by 1%, and will increase by 0.01£ if the growth rate goes up by 0.20%.

Price Earning Ratio
[image: image28.emf]PER as of 01/04/2005

Air France 9,9894 2006 Earnings 237,31           

Iberia 10,7767 Earnings Multiple 12,6796

Ryanair 17,2727 Market Value 3 008,98        

Average 12,6796 Number of Share 1 082,90        

2006 Expected Earnings 2006 Share Price 2,78

Operating Income 314,08                               

Interest Payment 61,77                                 

Minority Interest 15 Share Price

Interest From Cash 9,36 PER=11 2,41

Net Profit 237,31                                PER=14 3,07



We first calculate the average price earning ratio for the sector by gathering information about direct competitors in Europe. The average ratio is 12.68. Using 2006 forecasted earnings, we get a price of 2.78£ for BA shares. We will consider an 11 – 14 PER range in the following part of this case
Comparison of different valuation methods 

Assumptions:

· For the FCF EV approach, we will assume a growth range of 0,2% - 0,6% and a WACC range of 9% - 10%

· For FCF Equity Approach, we will assume a growth range of 0.2% - 0.6% and an Expected Return range of 11% - 12%

· For Abnormal Earnings Approach, we will assume a growth range of 0.2% - 0.6% and an Expected Return range of 11% - 12%

· For the PER Approach, we will assume a PER range of 11 - 14

We then get the following chart, showing the price ranges according to different methods:


[image: image29.emf]Comparison Different Methods - Price Ranges
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This chart allows us to find a price satisfying the different methods used in this case. By taking the average between the highest low and the lowest high of the ranges, we find a price of 2.99£. 

Conclusion
The value of British Airways stock is hard to determine given the numerous challenges that the firm will have to face in the future. 
Firstly, the highly volatile oil price in 2005 is a potential source of bias for the valuation as they are not fully predictable and it depends on the company’s hedging policy.
 Secondly, the sector is changing at a fast pace with the surge of low costs companies such as Easyjet and Ryanair. Thirdly, British Airways is running an aggressive cost savings and asset reduction program that is hard to forecast. Last but not least, the impact of British Airways Terminal 5 Project on the stock value is almost unpredictable, given the lack of information about it.

Even though we think that our assumptions are comprehensive, we have decided to undertake different methods and especially one that is not based on our assumptions (PER), to reduce the error risk.

Finally, we find a price of 2.99£ for the stock, which is above its quote on the markets on March 31, 2005. We thus strongly recommend investors to buy this stock, as the market price bears a 15% discount comparing to our price.
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Data

		

		Airline operations scheduled services										2005		2004		2003		2002		2001

		Traffic and capacity

		Revenue passenger km (RPK) m										107,892		103,092		100,112		106,270		123,197

		Available seat km (ASK) m										144,189		141,273		139,172		151,046		172,524

		Passenger load factor %										74.8		73		71.9		70.4		71.4

		Cargo tonne km (CTK) m										4,954		4,461		4,210		4,033		4,735

		Total revenue tonne km (RTK) m										15,731		14,771		14,213		14,632		16,987

		Total available tonne km (ATK) m										22,565		21,859		21,328		22,848		25,196

		Overall load factor %										69.7		67.6		66.6		64		67.4

		Sales from Traffic										6,495.10		6,494.80		6,587.37		7,088.21		7,847.65

		Passengers carried ’000										35,717		36,103		38,019		40,004		44,462

		Tonnes of cargo carried ’000										877		796		764		755		914

		Frequent flyer RPKs as a percentage of total RPKs (Note 2) %										3.2		4		4.4		3.7		2.6

		Revenue aircraft km m										661		644		635		685		737

		Revenue flights ’000										378		391		413		492		499

		Break-even overall load factor %										64.3		63.6		63.9		65		64.4

		Financial

		Passenger revenue per RPK p										6.02		6.3		6.58		6.67		6.37

		Passenger revenue per ASK p										4.51		4.59		4.74		4.69		4.55

		Cargo revenue per CTK p										9.73		10.38		11.5		11.98		12.22

		Average fuel price (US cents/US gallon)										136.44		94.49		86.01		81.29		103.94

												57.3048		39.6858		36.1242		34.1418		43.6548

		Operations

		Unduplicated route km ’000										623		657		693		814		755

		Punctuality – within 15 minutes %										76		81		76		81		79

		Regularity %										98.8		98.8		98.2		98.6		98.4

		Total Group operations										2005		2004		2003		2002		2001

		Financial

		Interest cover times										3.2		2.1		1.6		0.3		1.7

		Dividend cover times										n/a		n/a		n/a		n/a		0.6

		Operating margin %										6.9		5.4		3.8		-1.3		4.1

		Earnings before interest, tax, depreciation, amortisation,

		rentals and Concorde retirement charges (EBITDAR) m										1,530		1,422		1,425		1,128		1,509

		Net debt/total capital ratio %										42.7		54.1		60.9		66.2		64.7

		Net debt/total capital ratio including operating leases %										48.2		58.4		64.9		69.6		68.9

		Total traffic revenue per RTK p										44.4		47.1		49.8		51.7		49.6

		Total traffic revenue per ATK p										30.94		31.81		33.17		33.14		33.47

		Net operating expenditure per RTK p										40.95		44.33		47.7		52.49		47.4

		Net operating expenditure per ATK p										28.55		29.96		31.78		33.62		31.96

		Operations

		Average manpower equivalent (MPE)										47,472		49,072		53,440		60,468		62,844

		RTKs per MPE ’000										331.4		301		266		242		270.3

		ATKs per MPE ’000										475.3		445.4		399.1		377.9		400.9

		Aircraft in service at year end										290		291		330		360		338

		Aircraft utilisation (average hours per aircraft per day)										9.83		9.21		8.91		8.32		8.79

												497.2034482759		485.4742268041		421.7333333333		419.5722222222		510.426035503

												1,128		922

												1128000		922000

												19684.2149348746		23232.4912185215

												290.5		310.5

												67.7597760237		74.8228380629





Revenue ASK

				2005		2004		2003		2002		2001		Average

		ASK		144,189		141,273		139,172		151,046		172,524

		Load Factor		74.83%		72.97%		71.93%		70.36%		71.41%

				2.54%		1.45%		2.24%		-1.47%

		RPK		107,892		103,092		100,112		106,270		123,197

		Revenue per RPK		6.02		6.3		6.58		6.67		6.37

				-4.44%		-4.26%		-1.35%		4.71%

		Traffic Revenue from RPK		6,495,098		6,494,796		6,587,370		7,088,209		7,847,649

		Total Revenues from IS		7,813,000		7,560,000		7,688,000		8,340,000		9,278,000

		% Traffic Revenue from RPK / Total Revenues		83.13%		85.91%		85.68%		84.99%		84.58%		84.86%

		Aircraft in service at year end		290		291		330		360		338

		Average number of Aircraft during the Year		290.5		310.5		345		349

		ASK		144,189		141,273		139,172		151,046		172,524

		ASK / Aircraft in service		496.35		454.99		403.40		432.80

		Assumptions:		We'll use a 74.83% load factor for 2005, and add 0,5% each year until 2010																								0.50%

				We'll use a 83,13% ratio for traffic revenues / Total revenues

				Growth in ASK / Aircraft in service is 5% for the following year, and then this growth will go down 0.5% each year																								5%		1.00%

				Revenue per RPK, we'll decrease by 3% the first year, and then the growth rate will decrease following a staight line with a goal of 0% the final year																								3%		0.30%

				We will consider "Share of Operating Income from Associates" of 0.20% of the sales																								0.20%





Cost of Sales

		£ million				2005		2004

		Employee costs				2,273		2,180

		Aircraft operating lease costs				106		135

		Engineering and other aircraft costs				502		511

		Landing fees and en route charges				556		549

		Handling charges, catering and other operating costs				930		934

		Selling costs				488		554

		Accommodation, ground equipment costs and currency differences				603		691

		Total operating expenditure (except fuel and oil cost & depreciation)				5,458		5,554

		Depreciation, amortisation and impairment				687		679

		Total operating expenditure (except fuel and oil cost)				6,145		6,233

		Fuel and oil costs				1,128		922

		Total operating expenditure				7,273		7,155

		Cost of Sales From Stylized IS				7,131		7,003

		Ratio Stylized / Book				98.05%		97.88%

		£ million				2005		2004

		Employee costs				2,229		2,134

		Aircraft operating lease costs				104		132

		Engineering and other aircraft costs				492		500

		Landing fees and en route charges				545		537

		Handling charges, catering and other operating costs				912		914

		Selling costs				478		542

		Accommodation, ground equipment costs and currency differences				591		676

		Total operating expenditure (except fuel and oil cost & depreciation)				5,351		5,436

		Depreciation, amortisation and impairment				674		666

		Total operating expenditure (except fuel and oil cost)				6,025		6,102

		Fuel and oil costs				1,106		902

		Total operating expenditure				7,131		7,004

		Including Cost Saving				152.33

		Sales				7,813		7,560

		% Sales				2005		2004

		Employee costs				28.52%		28.22%

		Aircraft operating lease costs				1.33%		1.75%

		Engineering and other aircraft costs				6.30%		6.62%

		Landing fees and en route charges				6.98%		7.11%

		Handling charges, catering and other operating costs				11.67%		12.09%

		Selling costs				6.12%		7.17%

		Accommodation, ground equipment costs and currency differences				7.57%		8.95%

		Total operating expenditure (except fuel and oil cost & depreciation)				68.49%		71.90%

		Depreciation, amortisation and impairment				8.62%		8.81%

		Total operating expenditure (except fuel and oil cost)				77.12%		80.71%

		Fuel and oil costs				14.16%		11.94%

		Total operating expenditure				91.27%		92.65%

		Including Cost Savings				1.95%

		NOA (Beginning of period)				6,409		7,398

		Depreciation, amortisation and impairment				674		666

		Depreciation / NOA				10.51%		9.00%

		Assumptions:

		We will consider that cost / sales will be constant over time (as of 2005), except for fuel and oil, given the high volatility in prices and the hedging policy of BA, and for depreciation, which we will link to AT

		Cost Savings will be 3% during two years and 1% for the ramaining years						3%		1%

		We will link depreciation to the NOA (BP) at 10,51%								10.51%





Jet Oil Cost

				2005		2004

		Average fuel price (US cents/US gallon)		136.44		94.49

		Number of Gallons in a Barrel		42		42

		Cost of a Barrel ($)		57.30		39.69

		Cost of Barrel (Assuming 1£=1,8$)		31.84		22.05

		Fuel and oil costs (m£)		1,105.98		902.41

		Number of Barrel Consumed		34,739,811.09		40,930,097.11

		Average number of Aircraft during the Year		290.50		310.50

		Average Number of Barrel by Aircraft		119,586.27		131,819.96

		Assumption:

		We will assume that BA's Average Number of Barrel by Aircraft will stay equal to 2005 figure																								119,586.27

		We will also assume that, given the trend of fuel price and keeping the efficiency of BA hedging constant, the price of the barrel will increase by 36,17% in 2006, decrease by 10% the year after to adjust for 2006 high volatility, and then keep the increa																								36.17%		-5%		2%

		As BA expects to pay £400 m more in 2006, for fuel cost, we then have:

		Fuel Cost		1,105.98

		+ 400		1,505.98

		Average Aircraft in 2006		290.50

		Implied Barrel Price		43.35

		Implied Change in Barrel Price		36.17%





Other Operating Costs

		DESCRIPTION		1999		2000		2001		2002		2003		2004		2005

		Operating Income from Sales						7847.6489		7088.209		6587.3696		6494.796		6495.0984

								0.845834113		0.8499051559		0.8568378772		0.8591		0.8313193908

		Revenues		8,915,000.00		8,940,000.00		9,278,000.00		8,340,000.00		7,688,000.00		7,560,000.00		7,813,000.00

		Cost of Sales		8,296,000.00		8,678,000.00		8,708,000.00		8,285,000.00		7,257,000.00		7,003,000.00		7,131,000.00

		Gross Margin		619,000.00		262,000.00		570,000.00		55,000.00		431,000.00		557,000.00		682,000.00

		Selling, General, and Administrative Expense		177,000.00		177,000.00		187,000.00		79,000.00		46,000.00		147,000.00		121,000.00

				1.99%		1.98%		2.02%		0.95%		0.60%		1.94%		1.55%		1.57%

		Goodwill Amortization		- 0		1,000.00		3,000.00		6,000.00		6,000.00		5,000.00		5,000.00

		Operating Income from Sales (before tax)		442,000.00		84,000.00		380,000.00		-   30,000.00		379,000.00		405,000.00		556,000.00

		Tax on Operating Income from Sales		- 0		13,034.48		-   2,000.00		-   9,633.03		112,153.06		148,500.00		197,947.64

				0.00%		15.52%		-0.53%		32.11%		29.59%		36.67%		35.60%

		Operating Income from Sales (after tax)		442,000.00		70,965.52		382,000.00		-   20,366.97		266,846.94		256,500.00		358,052.36

		Other Operating Expenses (after tax)

		Non-Recurrent Operating Expenses		15,000.00		-   99,689.66		-   3,000.00		-   56,348.62		19,714.29		20,900.00		25,115.18

				0.17%		-1.12%		-0.03%		-0.68%		0.26%		0.28%		0.32%

		Goodwill Written Back on Disposal (CI)		NA		-   7,000.00		-   173,000.00		-   20,000.00		-   8,000.00		-   14,000.00		-   59,000.00

		Other Comprehensive Income (CI)		NA		25,000.00		30,000.00		-   15,000.00		38,000.00		-   16,000.00		37,000.00

		Total Other Operating Expenses (after tax)		15,000.00		-   81,689.66		-   146,000.00		-   91,348.62		49,714.29		-   9,100.00		3,115.18

		Total Operating Income (after tax)		427,000.00		152,655.17		528,000.00		70,981.65		217,132.65		265,600.00		354,937.17

		Share of Operating Income from Associates		32,000.00		39,000.00		29,000.00		19,000.00		16,000.00		31,000.00		20,000.00

		Net Financing Expense

		Interest Expense		378,000.00		383,000.00		413,000.00		374,000.00		326,000.00		256,000.00		218,000.00

		Capitalized Interest		-   54,000.00		-   38,000.00		-   35,000.00		-   7,000.00		-   10,000.00		-   1,000.00		- 0

		Interest Income		-   71,000.00		-   85,000.00		-   92,000.00		-   96,000.00		-   63,000.00		-   63,000.00		-   83,000.00

		Net Financing Expense (before tax)		253,000.00		260,000.00		286,000.00		271,000.00		253,000.00		192,000.00		135,000.00

		Tax Effect		- 0		-   40,344.83		- 0		-   87,018.35		-   74,867.35		-   70,400.00		-   48,062.83

		Net Financing Expense (after tax)		253,000.00		219,655.17		286,000.00		183,981.65		178,132.65		121,600.00		86,937.17

		Non-Equity Minority Interests		- 0		11,000.00		12,000.00		13,000.00		12,000.00		14,000.00		14,000.00

		Equity Minority Interests		- 0		- 0		2,000.00		- 0		1,000.00		1,000.00		1,000.00

		Comprehensive Income		NA		-   39,000.00		257,000.00		-   107,000.00		42,000.00		160,000.00		273,000.00

		Net Income		206,000.00		-   21,000.00		114,000.00		-   142,000.00		72,000.00		130,000.00		251,000.00

		Tax Workings:

		Tax as Reported		- 0		-   9,000.00		-   2,000.00		-   70,000.00		29,000.00		66,000.00		136,000.00

		Tax on Other Operating Expenses		- 0		-   18,310.34		- 0		-   26,651.38		8,285.71		12,100.00		13,884.82

		Tax on Financial Items		- 0		40,344.83		- 0		87,018.35		74,867.35		70,400.00		48,062.83

		Tax on Operating Income from Sales		- 0		13,034.48		-   2,000.00		-   9,633.03		112,153.06		148,500.00		197,947.64

		Effective Tax Rate		0.00%		15.52%		0.00%		32.11%		29.59%		36.67%		35.60%

		Assumptions:

		Selling, General, and Administrative Expense will stuck at 1,57%						1.57%

		Tax rate at 35%						35%

		Goodwill amortization will stuck at 5000 a year						5000





Asset

				1999		2000		2001		2002		2003		2004		2005

		Revenues		8,915		8,940		9,278		8,340		7,688		7,560		7,813

		Net Operating Assets (Beginning of period)		8,098		9,172		9,281		9,623		8,349		7,398		6,409

		Asset Turnover		1.10		0.97		1.00		0.87		0.92		1.02		1.22

		Current Asset		2,583		2,592		2,446		2,559		2,725		2,765		2,790

		Current Liabilities		2,323		2,673		2,682		2,522		2,361		2,314		2,421

		Net Working Capital		260		-81		-236		37		364		451		369

		NWC / Revenues		2.92%		-0.91%		-2.54%		0.44%		4.73%		5.97%		4.72%

		Change in NWC				-341		-155		273		327		87		-82

		Assumption:

		We will make the AT grow by 0.20 the next year, and we will keep constant after, given that BA is improving its efficiency (cf. Financial Analysis) and 1.42 is the industry average																								1.22		1.42

		The NWC will be linked to the revenues, and we will use the ratios 4% for the time horizon																								4%

		As BA is investing in a Terminal 5 project for 2008, we will assume that BA will have to pay 50 m£ each year until 2008 included																								50
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CAPEX

				2001		2002		2003		2004		2005		Average		Standard Deviation

		Transportation Equipment		12,591,000		12,307,000		11,455,000		10,732,000		10,800,000

		Aircraft in service at year end		338		360		330		291		290

		Average Cost of Aircraft		37,251.48		34,186.11		34,712.12		36,879.73		37,241.38		36,054.16		3.68%

		Change in Aircraft Cost				-8.23%		1.54%		6.24%		0.98%

		Inflation				1.30%		1.40%		1.30%

		Change - Inflation Adjusted				-9.53%		0.14%		4.94%

		Number of Aircraft Bought								4		6

		Estimated Cost				- 0		- 0		158,638.3		237,957.5

		Landing Rights		22,500.00		22,500.00		22,500.00		22,500.00		22,500.00

		Total Estimated		22,500.00		22,500.00		22,500.00		181,138.32		260,457.48

		CAPEX		1,115,000		745,000		293,000		198,000		301,000

		Difference CAPEX / Estimated Cost								-   16,861.7		-   40,542.5

		%								-8.52%		-13.47%		-10.99%

		Assumption:

		As BA buys different kind of planes, it is hard to assess an average price and a trend. We will then use the average cost of aircraft over 5 years, increased by 10% to take in account the inflation.																				36,054.16		39,659.58

		We will assume that the purchase of aircraft accounts for 89,01% of the CAPEX.																				89.01%

		We will assume that BA pays 22,500 k£ every year for landing rights (average on 4 last years)																				22.5





Deferred

				1999		2000		2001		2002		2003		2004		2005

		Deferred Income						207,000.00		236,000.00		272,000.00		326,000.00		293,000.00

		Deferred Income Taxes		- 0		- 0		- 0		1,031,000.00		1,062,000.00		1,137,000.00		1,243,000.00

		Change in Deferred Income & Taxes								1,060,000.00		67,000.00		129,000.00		73,000.00

		Assumption:

		Given that there is no trend for the change in deferred income and taxes, we will assume it will be 73,000 k£ in 2006 and make it grow at the revenue pace																73





Assumptions

		Description				Assumptions

		We'll use a 74.83% load factor for 2005, 
and add 0,5% each year until 2010				74.83%		0.50%

		We'll use a 83,13% ratio for traffic revenues / Total revenues				83.13%

		Growth in ASK / Aircraft in service is 5% for the following year, and 
then this growth will go down 1% each year				5%		1.00%

		Revenue per RPK, we'll decrease by 3% the first year, and then the 
growth rate will decrease by 0,30% a year				3%		0.60%

		We will consider "Share of Operating Income from Associates" of 
0.20% of the sales				0.20%

		We will consider that cost / sales will be constant over time 
(as of 2005), except for fuel and oil, given the high volatility in 
prices and the hedging policy of BA, and for depreciation, 
which we will link to AT				cf. Cost of Sales

		Cost Savings will be 3% during two years and 1% for the ramaining years				3%		1%

		We will link depreciation to the NOA (BP) at 10%				10.51%

		We will assume that BA's Average Number of Barrel by Aircraft will 
stay equal to 2005 figure				119,586.27

		We will also assume that, given the trend of fuel price and keeping the 
efficiency of BA hedging constant, the price of the barrel will increase 
by 36,17% in 2006, decrease by 5% the year after to adjust for 2006 
high volatility, and then keep the incr				36.17%		-5%		2%

		Selling, General, and Administrative Expense will stuck at 1,57%				1.57%

		Tax rate at 35%				35%

		Goodwill amortization will stuck at 5000 a year				5000

		We will make the AT grow by 0.20 the next year, and we will keep constant after, 
given that BA is improving its efficiency (cf. Financial Analysis) and 1.42 is the 
industry average				1.22		1.42

		The NWC will be linked to the revenues, and we will use the ratios 4% for the 
time horizon				4%

		As BA is investing in a Terminal 5 project for 2008, we will assume that BA will 
have to pay 50 m£ each year until 2008 included				50

		As BA buys different kind of planes, it is hard to assess an average price and 
a trend. We will then use the average cost of aircraft over 5 years, increased by 10% to take in account the inflation.				36,054.16		39,659.58

		We will assume that the purchase of aircraft accounts for 89,01% of the CAPEX.				89.01%

		We will assume that BA pays 22,500 k£ every year for landing rights (average on 
4 last years)				22.5

		Given that there is no trend for the change in deferred income and taxes, we will 
assume it will be 50,000 k£ in 2006 and make it grow at the revenue pace				73.00





Balance Sheet

		2004		2005		2006		2007		2008		2009		2010		2011

		NOA (BP)		6,409.27		5,641.59		5,774.37		5,929.56		6,076.20		6,160.54		6,191.60

		% BS		100.00%		100.00%		100.00%		100.00%		100.00%		100.00%		100.00%

		NFO (BP)		4,222.00		3,000.00		2,880.39		2,762.48		2,630.64		2,464.22		2,476.64

		% BS		65.87%		53.18%		49.88%		46.59%		43.29%		40.00%		40.00%

		Shareholders Equity (BP)		2,187.27		2,641.59		2,893.98		3,167.08		3,445.56		3,696.33		3,714.96

		% BS		34.13%		46.82%		50.12%		53.41%		56.71%		60.00%		60.00%

		Debt Payment		1,222.00		119.61		117.91		131.84		166.42

		Debt Issuance												12.42

		FCF to Bondholders and Equityholders		840.07		762.75		841.28		565.41		587.54		549.46

		Qantas Proceed		427.00

		NFE		86.94		61.77		59.31		56.88		54.17		50.74

		Interest Rate on NFO		2.06%		2.06%		2.06%		2.06%		2.06%		2.06%

		Debt Payment		1,222.00		119.61		117.91		131.84		166.42		0.00

		Debt Issuance		0.00		0.00		0.00		0.00		0.00		12.42

		FCF to Equityholders		-41.87		581.37		664.06		376.69		366.95		511.14

		Increase in Cash		-41.87		581.37		664.06		376.69		366.95		511.14

		Starting Cash				78		659.37		1,323.43		1,700.12		2,067.06		2,578.20
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Forecasts

				2005		2006		2007		2008		2009		2010		2011				83.13%

		Aircraft in service at year end		290		291		291		296		297		298		299

		Average number of Aircraft during the Year		290.50		290.50		291.00		293.50		296.50		297.50		298.50

		ASK / Aircraft in service		496.35		521.17		542.01		558.27		569.44		575.13		575.13

		Change for Following Year		5.00%		4.00%		3.00%		2.00%		1.00%		0.00%		0.00%

		Load Factor		74.83%		75.33%		75.83%		76.33%		76.83%		77.33%		77.33%

		Change for Following Year		0.50%		0.50%		0.50%		0.50%		0.50%		0.50%

		RPK		107,897		114,048		119,603		125,069		129,718		132,313		132,980

		Revenue per RPK		6.02		5.84		5.70		5.60		5.53		5.50		5.50

		Change for Following Year		-3.00%		-2.40%		-1.80%		-1.20%		-0.60%		0.00%		0.00%

		Traffic Revenue from RPK		6,495.38		6,659.75		6,816.49		6,999.69		7,172.79		7,272.36		7,309.03

		Total Revenues Forecasted		7,813.34		8,011.05		8,199.60		8,419.98		8,628.20		8,747.97		8,792.08

		% Change				2.53%		2.35%		2.69%		2.47%		1.39%		0.50%

		Cost of Sales (except fuel, depreciation & cost savings)		5,351.67		5,487.09		5,616.24		5,767.18		5,909.80		5,991.84		6,022.05

		Change in Cost Savings				3.00%		3.00%		1.00%		1.00%		1.00%		1.00%

		Cost of Sales (except fuel and oil & Depreciation)		5,351.67		5,322.48		5,447.75		5,709.51		5,850.70		5,931.92		5,934.13

		Depreciation, amortisation and impairment		673.62		592.93		606.89		623.20		638.61		647.47		650.74

		Cost of Sales (except fuel and oil)		6,025.28		5,915.41		6,054.64		6,332.70		6,489.31		6,579.39		6,584.86

		Cost of Barrel (in Pounds)		31.84		43.35		41.18		42.01		42.85		43.70		44.58

		Change for Following Year		36.17%		-5.00%		2.00%		2.00%		2.00%		2.00%

		Average Number of Barrel by Aircraft ('000)		119.59		119.59		119.59		119.59		119.59		119.59		119.59

		Fuel and Oil Cost		1,105.98		1,505.98		1,433.14		1,474.36		1,519.22		1,554.83		1,591.26

		Costs of Sales		7,131.26		7,421.39		7,487.78		7,807.07		8,008.53		8,134.22		8,176.12

		% Change				4.07%		0.89%		4.26%		2.58%		1.57%		0.52%

		Gross Margin		682.08		589.67		711.83		612.91		619.67		613.75		615.96

		% Revenues		8.73%		7.36%		8.68%		7.28%		7.18%		7.02%		7.01%

		Selling, General, and Administrative Expense		121.00		126.11		129.08		132.55		135.83		137.71		138.41

		Goodwill Amortization		5.00		5.00		5.00		5.00		5.00		5.00		5.00

		Operating Income from Sales (before tax)		556.08		458.56		577.75		475.36		478.84		471.04		472.55

		Tax on Operating Income from Sales		194.63		160.49		202.21		166.38		167.59		164.86		165.39

		Share of Operating Income from Associates		15.63		16.02		16.40		16.84		17.26		17.50		17.58

		Operating Income (after tax)		377.08		314.08		391.93		325.82		328.50		323.67		324.74

		%		4.83%		3.92%		4.78%		3.87%		3.81%		3.70%		3.69%

		AT		1.22		1.42		1.42		1.42		1.42		1.42		1.42

		NOA (BP)		6,409.27		5,641.59		5,774.37		5,929.56		6,076.20		6,160.54		6,191.60

		NWC		369.02		320.44		327.98		336.80		345.13		349.92		351.68

		Change in NWC		-82.00		-48.57		7.54		8.81		8.33		4.79		1.76

		Expected Number of Aircraft Purchased		6		1		0		5		6		7		8

		Cost of Aircrafts		237.96		39.66		- 0		198.30		237.96		277.62		317.28

		Landing Rights		22.50		22.50		22.50		22.50		22.50		22.50		22.50

		89.01% of CAPEX Estimated		260.46		62.16		22.50		220.80		260.46		300.12		339.78

		CAPEX (Before Terminal 5 Project)		292.62		69.84		25.28		248.07		292.62		337.18		381.74

		Terminal 5 Cost				50		50		50

		CAPEX		292.62		119.84		75.28		298.07		292.62		337.18		381.74

		Change in Deferred Income & Taxes		73.00		73.00		74.72		76.73		78.62		79.72		80.12
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		Capital Structure		%		Cost

		Equity		60%		11.20%

		Debt		40%		9%		0.05525

		Tax Rate				35%

		WACC				8.93%





PER

		Free Cash Flows		2005		2006		2007		2008		2009		2010

		Operating Profit		377.08		314.08		391.93		325.82		328.50		323.67

		Depreciation		673.62		592.93		606.89		623.20		638.61		647.47

		- Change in NWC		82.00		48.57		-7.54		-8.81		-8.33		-4.79

		- CAPEX		-292.62		-119.84		-75.28		-298.07		-292.62		-337.18

		Change in Deferred Income & Taxes		-73.00		-73.00		-74.72		-76.73		-78.62		-79.72

		FCF to Bondholders and Equityholders		840.07		762.75		841.28		565.41		587.54		549.46

		Number of Years from Now		0		1		2		3		4		5

																		FCF Perpetuity Growth		0.40%

		Discount Factor				0.92		0.84		0.77		0.71		0.65

																		WACC		9.10%

		Discounted CF				699.13		706.79		435.40		414.70		355.47

		Terminal Value		6,340.84

		Discounted Terminal Value		4,102.26

		Net Debt in 2005		2,922.00

		Shareholder's Equity Fair Value		3,791.76

		Number of Shares Outstanding		1,082.90

		Price		3.50

		WACC / Growth		0.0%		0.2%		0.4%		0.6%		0.8%		1.0%		1.2%

		7.00%		5.01		5.17		5.34		5.53		5.72		5.93		6.15

		8.00%		4.10		4.21		4.34		4.47		4.61		4.76		4.92

		9.00%		3.38		3.47		3.57		3.67		3.77		3.88		4.00

		9.10%		3.32		3.41		3.50		3.60		3.70		3.81		3.92

		10.00%		2.81		2.88		2.96		3.03		3.11		3.20		3.29

		11.00%		2.34		2.40		2.46		2.52		2.58		2.65		2.72

		12.00%		1.95		2.00		2.05		2.09		2.15		2.20		2.25
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Comparison

				2005		2006		2007		2008		2009		2010		2011

		FCF to Equityholders		-41.87		581.37		664.06		376.69		366.95		511.14

		Number of Years from Now				1		2		3		4		5

		Discount Factor				0.89		0.80		0.71		0.64		0.57

		Discounted FCF to Equityholders				519.08		529.38		268.12		233.20		290.03

		Terminal Value		2,510.29

		Discounted Terminal Value		1,424.41

		Shareholder's Equity Fair Value		3,264.22														Growth to Perpetuity		0.40%

		Number of Shares Outstanding		1,082.90														Expected ROE		12.00%

		Price		3.01

		Expected Return / Growth		0.0%		0.2%		0.4%		0.6%		0.8%		1.0%		1.2%

		9.00%		4.04		4.09		4.15		4.21		4.28		4.34		4.41

		10.00%		3.60		3.64		3.68		3.73		3.77		3.82		3.87

		11.00%		3.25		3.28		3.31		3.35		3.38		3.42		3.46

		12.00%		2.97		2.99		3.01		3.04		3.07		3.09		3.12

		13.00%		2.73		2.75		2.77		2.79		2.81		2.83		2.85

		14.00%		2.53		2.55		2.56		2.58		2.60		2.61		2.63

		15.00%		2.37		2.38		2.39		2.40		2.42		2.43		2.44
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		Abnormal Earnings		2005		2006		2007		2008		2009		2010

		Shareholders Equity (BP)		2,187.27		2,641.59		2,893.98		3,167.08		3,445.56		3,696.33

		Operating Profit		377.08		314.08		391.93		325.82		328.50		323.67

		NFE		86.94		61.77		59.31		56.88		54.17		50.74

		Minority Interest		15		15		15		15		15		15

		Cash Balance				78		659.37		1,323.43		1,700.12		2,067.06

		Interest from Cash at Expected ROE		0		9.36		79.12		158.81		204.01		248.05

		Net Profit		275.14		246.67		396.75		412.75		463.35		505.98

		Expected ROE*SE		262.47		316.99		347.28		380.05		413.47		443.56

																		Growth		0.40%

		Abnormal Earnings				-70.32		49.47		32.70		49.88		62.42

																		Expected ROE		12.00%

		Number of Years from Now		0		1		2		3		4		5

		Discount Factor				0.89		0.80		0.71		0.64		0.57

		Discounted Abnormal Earnings				-62.79		39.44		23.28		31.70		35.42

		Terminal Value				540.23

		Discounted Terminal Value				306.54

		Equity Fair Value				3,015.17

		Number of Shares Outstanding				1,082.90

		Share Price				2.78

		Expected Return / Growth		0.0%		0.2%		0.4%		0.6%		0.8%		1.0%		1.2%

		9.00%		3.47		3.49		3.51		3.53		3.55		3.58		3.60

		10.00%		3.20		3.21		3.22		3.23		3.25		3.26		3.28

		11.00%		2.97		2.97		2.98		2.99		3.00		3.01		3.02

		12.00%		2.77		2.78		2.78		2.79		2.80		2.80		2.81				-0.20

		13.00%		2.61		2.61		2.62		2.62		2.62		2.63		2.63

		14.00%		2.47		2.47		2.47		2.47		2.47		2.48		2.48

		15.00%		2.34		2.34		2.34		2.34		2.34		2.34		2.35
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				PER as of 01/04/2005

		Air France		9.9894				2006 Earnings		237.31				Range		We will calculate BA share price with a 11- 14 PER range

		Iberia		10.7767				Earnings Multiple		12.6796

		Ryanair		17.2727				Market Value		3,008.98						Share Price

		Average		12.6796				Number of Share		1,082.90				PER=11		2.41

								Share Price		2.78				PER=14		3.07

				2006

		2006 Expected Earnings		2006

		Operating Income		314.08

		Interest Payment		61.77

		Minority Interest		15

		Interest From Cash		9.36

		Net Profit		237.31





		Assumption:

		For the FCF EV approach, we will assume a growth range of 0,2% - 0,6% and a WACC range of 9% - 10%

		For FCF Equity Approach, we will assume a growth range of 0.2% - 0.6% and an Expected Return range of 11% - 12%

		For Abnormal Eanings Approach, we will assume a growth range of 0.2% - 0.6% and an Expected Return range of 11% - 12%

		For the PER Approach, we will assume a PER range of 11 - 14

				Minimum		Maximum

		FCF EV Approach		2.88		3.67						PV EV		2.96		2

														3.67		2

		FCF Equity Approach		2.99		3.35

												FCF Equity		2.99		3

		Abnormal Earnings Approach		2.78		2.99								3.35		3

		PER Aproach		2.41		3.07						PV AE		2.78		4

														2.99		4

												P/E		2.41		1

														3.07		1

														PRICE

														2.99

																		0.1455938697
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		2005

		2006

		2007

		2008
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Total Revenues Forecasted

Revenue (m£)

7813.3351873457

8011.0549598625

8199.6026854138

8419.9758232832

8628.1984176354

8747.9709322741

8792.0783487393



Data

		

		Airline operations scheduled services										2005		2004		2003		2002		2001

		Traffic and capacity

		Revenue passenger km (RPK) m										107,892		103,092		100,112		106,270		123,197

		Available seat km (ASK) m										144,189		141,273		139,172		151,046		172,524

		Passenger load factor %										74.8		73		71.9		70.4		71.4

		Cargo tonne km (CTK) m										4,954		4,461		4,210		4,033		4,735

		Total revenue tonne km (RTK) m										15,731		14,771		14,213		14,632		16,987

		Total available tonne km (ATK) m										22,565		21,859		21,328		22,848		25,196

		Overall load factor %										69.7		67.6		66.6		64		67.4

		Sales from Traffic										6,495.10		6,494.80		6,587.37		7,088.21		7,847.65

		Passengers carried ’000										35,717		36,103		38,019		40,004		44,462

		Tonnes of cargo carried ’000										877		796		764		755		914

		Frequent flyer RPKs as a percentage of total RPKs (Note 2) %										3.2		4		4.4		3.7		2.6

		Revenue aircraft km m										661		644		635		685		737

		Revenue flights ’000										378		391		413		492		499

		Break-even overall load factor %										64.3		63.6		63.9		65		64.4

		Financial

		Passenger revenue per RPK p										6.02		6.3		6.58		6.67		6.37

		Passenger revenue per ASK p										4.51		4.59		4.74		4.69		4.55

		Cargo revenue per CTK p										9.73		10.38		11.5		11.98		12.22

		Average fuel price (US cents/US gallon)										136.44		94.49		86.01		81.29		103.94

												57.3048		39.6858		36.1242		34.1418		43.6548

		Operations

		Unduplicated route km ’000										623		657		693		814		755

		Punctuality – within 15 minutes %										76		81		76		81		79

		Regularity %										98.8		98.8		98.2		98.6		98.4

		Total Group operations										2005		2004		2003		2002		2001

		Financial

		Interest cover times										3.2		2.1		1.6		0.3		1.7

		Dividend cover times										n/a		n/a		n/a		n/a		0.6

		Operating margin %										6.9		5.4		3.8		-1.3		4.1

		Earnings before interest, tax, depreciation, amortisation,

		rentals and Concorde retirement charges (EBITDAR) m										1,530		1,422		1,425		1,128		1,509

		Net debt/total capital ratio %										42.7		54.1		60.9		66.2		64.7

		Net debt/total capital ratio including operating leases %										48.2		58.4		64.9		69.6		68.9

		Total traffic revenue per RTK p										44.4		47.1		49.8		51.7		49.6

		Total traffic revenue per ATK p										30.94		31.81		33.17		33.14		33.47

		Net operating expenditure per RTK p										40.95		44.33		47.7		52.49		47.4

		Net operating expenditure per ATK p										28.55		29.96		31.78		33.62		31.96

		Operations

		Average manpower equivalent (MPE)										47,472		49,072		53,440		60,468		62,844

		RTKs per MPE ’000										331.4		301		266		242		270.3

		ATKs per MPE ’000										475.3		445.4		399.1		377.9		400.9

		Aircraft in service at year end										290		291		330		360		338

		Aircraft utilisation (average hours per aircraft per day)										9.83		9.21		8.91		8.32		8.79

												497.2034482759		485.4742268041		421.7333333333		419.5722222222		510.426035503

												1,128		922

												1128000		922000

												19684.2149348746		23232.4912185215

												290.5		310.5

												67.7597760237		74.8228380629





Revenue ASK

				2005		2004		2003		2002		2001		Average

		ASK		144,189		141,273		139,172		151,046		172,524

		Load Factor		74.83%		72.97%		71.93%		70.36%		71.41%

				2.54%		1.45%		2.24%		-1.47%

		RPK		107,892		103,092		100,112		106,270		123,197

		Revenue per RPK		6.02		6.3		6.58		6.67		6.37

				-4.44%		-4.26%		-1.35%		4.71%

		Traffic Revenue from RPK		6,495,098		6,494,796		6,587,370		7,088,209		7,847,649

		Total Revenues from IS		7,813,000		7,560,000		7,688,000		8,340,000		9,278,000

		% Traffic Revenue from RPK / Total Revenues		83.13%		85.91%		85.68%		84.99%		84.58%		84.86%

		Aircraft in service at year end		290		291		330		360		338

		Average number of Aircraft during the Year		290.5		310.5		345		349

		ASK		144,189		141,273		139,172		151,046		172,524

		ASK / Aircraft in service		496.35		454.99		403.40		432.80

		Assumptions:		We'll use a 74.83% load factor for 2005, and add 0,5% each year until 2010																								0.50%

				We'll use a 83,13% ratio for traffic revenues / Total revenues

				Growth in ASK / Aircraft in service is 5% for the following year, and then this growth will go down 0.5% each year																								5%		1.00%

				Revenue per RPK, we'll decrease by 3% the first year, and then the growth rate will decrease following a staight line with a goal of 0% the final year																								3%		0.30%

				We will consider "Share of Operating Income from Associates" of 0.20% of the sales																								0.20%





Cost of Sales

		£ million				2005		2004

		Employee costs				2,273		2,180

		Aircraft operating lease costs				106		135

		Engineering and other aircraft costs				502		511

		Landing fees and en route charges				556		549

		Handling charges, catering and other operating costs				930		934

		Selling costs				488		554

		Accommodation, ground equipment costs and currency differences				603		691

		Total operating expenditure (except fuel and oil cost & depreciation)				5,458		5,554

		Depreciation, amortisation and impairment				687		679

		Total operating expenditure (except fuel and oil cost)				6,145		6,233

		Fuel and oil costs				1,128		922

		Total operating expenditure				7,273		7,155

		Cost of Sales From Stylized IS				7,131		7,003

		Ratio Stylized / Book				98.05%		97.88%

		£ million				2005		2004

		Employee costs				2,229		2,134

		Aircraft operating lease costs				104		132

		Engineering and other aircraft costs				492		500

		Landing fees and en route charges				545		537

		Handling charges, catering and other operating costs				912		914

		Selling costs				478		542

		Accommodation, ground equipment costs and currency differences				591		676

		Total operating expenditure (except fuel and oil cost & depreciation)				5,351		5,436

		Depreciation, amortisation and impairment				674		666

		Total operating expenditure (except fuel and oil cost)				6,025		6,102

		Fuel and oil costs				1,106		902

		Total operating expenditure				7,131		7,004

		Including Cost Saving				152.33

		Sales				7,813		7,560

		% Sales				2005		2004

		Employee costs				28.52%		28.22%

		Aircraft operating lease costs				1.33%		1.75%

		Engineering and other aircraft costs				6.30%		6.62%

		Landing fees and en route charges				6.98%		7.11%

		Handling charges, catering and other operating costs				11.67%		12.09%

		Selling costs				6.12%		7.17%

		Accommodation, ground equipment costs and currency differences				7.57%		8.95%

		Total operating expenditure (except fuel and oil cost & depreciation)				68.49%		71.90%

		Depreciation, amortisation and impairment				8.62%		8.81%

		Total operating expenditure (except fuel and oil cost)				77.12%		80.71%

		Fuel and oil costs				14.16%		11.94%

		Total operating expenditure				91.27%		92.65%

		Including Cost Savings				1.95%

		NOA (Beginning of period)				6,409		7,398

		Depreciation, amortisation and impairment				674		666

		Depreciation / NOA				10.51%		9.00%

		Assumptions:

		We will consider that cost / sales will be constant over time (as of 2005), except for fuel and oil, given the high volatility in prices and the hedging policy of BA, and for depreciation, which we will link to AT

		Cost Savings will be 3% during two years and 1% for the ramaining years						3%		1%

		We will link depreciation to the NOA (BP) at 10,51%								10.51%





Jet Oil Cost

				2005		2004

		Average fuel price (US cents/US gallon)		136.44		94.49

		Number of Gallons in a Barrel		42		42

		Cost of a Barrel ($)		57.30		39.69

		Cost of Barrel (Assuming 1£=1,8$)		31.84		22.05

		Fuel and oil costs (m£)		1,105.98		902.41

		Number of Barrel Consumed		34,739,811.09		40,930,097.11

		Average number of Aircraft during the Year		290.50		310.50

		Average Number of Barrel by Aircraft		119,586.27		131,819.96

		Assumption:

		We will assume that BA's Average Number of Barrel by Aircraft will stay equal to 2005 figure																								119,586.27

		We will also assume that, given the trend of fuel price and keeping the efficiency of BA hedging constant, the price of the barrel will increase by 36,17% in 2006, decrease by 10% the year after to adjust for 2006 high volatility, and then keep the increa																								36.17%		-5%		2%

		As BA expects to pay £400 m more in 2006, for fuel cost, we then have:

		Fuel Cost		1,105.98

		+ 400		1,505.98

		Average Aircraft in 2006		290.50

		Implied Barrel Price		43.35

		Implied Change in Barrel Price		36.17%





Other Operating Costs

		DESCRIPTION		1999		2000		2001		2002		2003		2004		2005

		Operating Income from Sales						7847.6489		7088.209		6587.3696		6494.796		6495.0984

								0.845834113		0.8499051559		0.8568378772		0.8591		0.8313193908

		Revenues		8,915,000.00		8,940,000.00		9,278,000.00		8,340,000.00		7,688,000.00		7,560,000.00		7,813,000.00

		Cost of Sales		8,296,000.00		8,678,000.00		8,708,000.00		8,285,000.00		7,257,000.00		7,003,000.00		7,131,000.00

		Gross Margin		619,000.00		262,000.00		570,000.00		55,000.00		431,000.00		557,000.00		682,000.00

		Selling, General, and Administrative Expense		177,000.00		177,000.00		187,000.00		79,000.00		46,000.00		147,000.00		121,000.00

				1.99%		1.98%		2.02%		0.95%		0.60%		1.94%		1.55%		1.57%

		Goodwill Amortization		- 0		1,000.00		3,000.00		6,000.00		6,000.00		5,000.00		5,000.00

		Operating Income from Sales (before tax)		442,000.00		84,000.00		380,000.00		-   30,000.00		379,000.00		405,000.00		556,000.00

		Tax on Operating Income from Sales		- 0		13,034.48		-   2,000.00		-   9,633.03		112,153.06		148,500.00		197,947.64

				0.00%		15.52%		-0.53%		32.11%		29.59%		36.67%		35.60%

		Operating Income from Sales (after tax)		442,000.00		70,965.52		382,000.00		-   20,366.97		266,846.94		256,500.00		358,052.36

		Other Operating Expenses (after tax)

		Non-Recurrent Operating Expenses		15,000.00		-   99,689.66		-   3,000.00		-   56,348.62		19,714.29		20,900.00		25,115.18

				0.17%		-1.12%		-0.03%		-0.68%		0.26%		0.28%		0.32%

		Goodwill Written Back on Disposal (CI)		NA		-   7,000.00		-   173,000.00		-   20,000.00		-   8,000.00		-   14,000.00		-   59,000.00

		Other Comprehensive Income (CI)		NA		25,000.00		30,000.00		-   15,000.00		38,000.00		-   16,000.00		37,000.00

		Total Other Operating Expenses (after tax)		15,000.00		-   81,689.66		-   146,000.00		-   91,348.62		49,714.29		-   9,100.00		3,115.18

		Total Operating Income (after tax)		427,000.00		152,655.17		528,000.00		70,981.65		217,132.65		265,600.00		354,937.17

		Share of Operating Income from Associates		32,000.00		39,000.00		29,000.00		19,000.00		16,000.00		31,000.00		20,000.00

		Net Financing Expense

		Interest Expense		378,000.00		383,000.00		413,000.00		374,000.00		326,000.00		256,000.00		218,000.00

		Capitalized Interest		-   54,000.00		-   38,000.00		-   35,000.00		-   7,000.00		-   10,000.00		-   1,000.00		- 0

		Interest Income		-   71,000.00		-   85,000.00		-   92,000.00		-   96,000.00		-   63,000.00		-   63,000.00		-   83,000.00

		Net Financing Expense (before tax)		253,000.00		260,000.00		286,000.00		271,000.00		253,000.00		192,000.00		135,000.00

		Tax Effect		- 0		-   40,344.83		- 0		-   87,018.35		-   74,867.35		-   70,400.00		-   48,062.83

		Net Financing Expense (after tax)		253,000.00		219,655.17		286,000.00		183,981.65		178,132.65		121,600.00		86,937.17

		Non-Equity Minority Interests		- 0		11,000.00		12,000.00		13,000.00		12,000.00		14,000.00		14,000.00

		Equity Minority Interests		- 0		- 0		2,000.00		- 0		1,000.00		1,000.00		1,000.00

		Comprehensive Income		NA		-   39,000.00		257,000.00		-   107,000.00		42,000.00		160,000.00		273,000.00

		Net Income		206,000.00		-   21,000.00		114,000.00		-   142,000.00		72,000.00		130,000.00		251,000.00

		Tax Workings:

		Tax as Reported		- 0		-   9,000.00		-   2,000.00		-   70,000.00		29,000.00		66,000.00		136,000.00

		Tax on Other Operating Expenses		- 0		-   18,310.34		- 0		-   26,651.38		8,285.71		12,100.00		13,884.82

		Tax on Financial Items		- 0		40,344.83		- 0		87,018.35		74,867.35		70,400.00		48,062.83

		Tax on Operating Income from Sales		- 0		13,034.48		-   2,000.00		-   9,633.03		112,153.06		148,500.00		197,947.64

		Effective Tax Rate		0.00%		15.52%		0.00%		32.11%		29.59%		36.67%		35.60%

		Assumptions:

		Selling, General, and Administrative Expense will stuck at 1,57%						1.57%

		Tax rate at 35%						35%

		Goodwill amortization will stuck at 5000 a year						5000





Asset

				1999		2000		2001		2002		2003		2004		2005

		Revenues		8,915		8,940		9,278		8,340		7,688		7,560		7,813

		Net Operating Assets (Beginning of period)		8,098		9,172		9,281		9,623		8,349		7,398		6,409

		Asset Turnover		1.10		0.97		1.00		0.87		0.92		1.02		1.22

		Current Asset		2,583		2,592		2,446		2,559		2,725		2,765		2,790

		Current Liabilities		2,323		2,673		2,682		2,522		2,361		2,314		2,421

		Net Working Capital		260		-81		-236		37		364		451		369

		NWC / Revenues		2.92%		-0.91%		-2.54%		0.44%		4.73%		5.97%		4.72%

		Change in NWC				-341		-155		273		327		87		-82

		Assumption:

		We will make the AT grow by 0.20 the next year, and we will keep constant after, given that BA is improving its efficiency (cf. Financial Analysis) and 1.42 is the industry average																								1.22		1.42

		The NWC will be linked to the revenues, and we will use the ratios 4% for the time horizon																								4%

		As BA is investing in a Terminal 5 project for 2008, we will assume that BA will have to pay 50 m£ each year until 2008 included																								50
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CAPEX

				2001		2002		2003		2004		2005		Average		Standard Deviation

		Transportation Equipment		12,591,000		12,307,000		11,455,000		10,732,000		10,800,000

		Aircraft in service at year end		338		360		330		291		290

		Average Cost of Aircraft		37,251.48		34,186.11		34,712.12		36,879.73		37,241.38		36,054.16		3.68%

		Change in Aircraft Cost				-8.23%		1.54%		6.24%		0.98%

		Inflation				1.30%		1.40%		1.30%

		Change - Inflation Adjusted				-9.53%		0.14%		4.94%

		Number of Aircraft Bought								4		6

		Estimated Cost				- 0		- 0		158,638.3		237,957.5

		Landing Rights		22,500.00		22,500.00		22,500.00		22,500.00		22,500.00

		Total Estimated		22,500.00		22,500.00		22,500.00		181,138.32		260,457.48

		CAPEX		1,115,000		745,000		293,000		198,000		301,000

		Difference CAPEX / Estimated Cost								-   16,861.7		-   40,542.5

		%								-8.52%		-13.47%		-10.99%

		Assumption:

		As BA buys different kind of planes, it is hard to assess an average price and a trend. We will then use the average cost of aircraft over 5 years, increased by 10% to take in account the inflation.																				36,054.16		39,659.58

		We will assume that the purchase of aircraft accounts for 89,01% of the CAPEX.																				89.01%

		We will assume that BA pays 22,500 k£ every year for landing rights (average on 4 last years)																				22.5





Deferred

				1999		2000		2001		2002		2003		2004		2005

		Deferred Income						207,000.00		236,000.00		272,000.00		326,000.00		293,000.00

		Deferred Income Taxes		- 0		- 0		- 0		1,031,000.00		1,062,000.00		1,137,000.00		1,243,000.00

		Change in Deferred Income & Taxes								1,060,000.00		67,000.00		129,000.00		73,000.00

		Assumption:

		Given that there is no trend for the change in deferred income and taxes, we will assume it will be 73,000 k£ in 2006 and make it grow at the revenue pace																73





Assumptions

		Description				Assumptions

		We'll use a 74.83% load factor for 2005, 
and add 0,5% each year until 2010				74.83%		0.50%

		We'll use a 83,13% ratio for traffic revenues / Total revenues				83.13%

		Growth in ASK / Aircraft in service is 5% for the following year, and 
then this growth will go down 1% each year				5%		1.00%

		Revenue per RPK, we'll decrease by 3% the first year, and then the 
growth rate will decrease by 0,30% a year				3%		0.60%

		We will consider "Share of Operating Income from Associates" of 
0.20% of the sales				0.20%

		We will consider that cost / sales will be constant over time 
(as of 2005), except for fuel and oil, given the high volatility in 
prices and the hedging policy of BA, and for depreciation, 
which we will link to AT				cf. Cost of Sales

		Cost Savings will be 3% during two years and 1% for the ramaining years				3%		1%

		We will link depreciation to the NOA (BP) at 10%				10.51%

		We will assume that BA's Average Number of Barrel by Aircraft will 
stay equal to 2005 figure				119,586.27

		We will also assume that, given the trend of fuel price and keeping the 
efficiency of BA hedging constant, the price of the barrel will increase 
by 36,17% in 2006, decrease by 5% the year after to adjust for 2006 
high volatility, and then keep the incr				36.17%		-5%		2%

		Selling, General, and Administrative Expense will stuck at 1,57%				1.57%

		Tax rate at 35%				35%

		Goodwill amortization will stuck at 5000 a year				5000

		We will make the AT grow by 0.20 the next year, and we will keep constant after, 
given that BA is improving its efficiency (cf. Financial Analysis) and 1.42 is the 
industry average				1.22		1.42

		The NWC will be linked to the revenues, and we will use the ratios 4% for the 
time horizon				4%

		As BA is investing in a Terminal 5 project for 2008, we will assume that BA will 
have to pay 50 m£ each year until 2008 included				50

		As BA buys different kind of planes, it is hard to assess an average price and 
a trend. We will then use the average cost of aircraft over 5 years, increased by 10% to take in account the inflation.				36,054.16		39,659.58

		We will assume that the purchase of aircraft accounts for 89,01% of the CAPEX.				89.01%

		We will assume that BA pays 22,500 k£ every year for landing rights (average on 
4 last years)				22.5

		Given that there is no trend for the change in deferred income and taxes, we will 
assume it will be 50,000 k£ in 2006 and make it grow at the revenue pace				73.00





Forecasts

				2005		2006		2007		2008		2009		2010		2011		2012		2013		2014		2015				83.13%

		Aircraft in service at year end		290		291		291		296		297		298		299		300		301		302		303

		Average number of Aircraft during the Year		290.50		290.50		291.00		293.50		296.50		297.50		298.50		299.50		300.50		301.50		302.50

		ASK / Aircraft in service		496.35		521.17		542.01		558.27		569.44		575.13		575.13		575.13		575.13		575.13		575.13

		Change for Following Year		5.00%		4.00%		3.00%		2.00%		1.00%		0.00%		0.00%		0.00%		0.00%		0.00%		0.00%

		Load Factor		74.83%		75.33%		75.83%		76.33%		76.83%		77.33%		77.33%		77.33%		77.33%		77.33%		77.33%

		Change for Following Year		0.50%		0.50%		0.50%		0.50%		0.50%		0.50%

		RPK		107,897		114,048		119,603		125,069		129,718		132,313		132,980		133,425		133,870		134,314		134,759

		Revenue per RPK		6.02		5.84		5.70		5.60		5.53		5.50		5.50		5.51		5.55		5.60		5.66

		Change for Following Year		-3.00%		-2.40%		-1.80%		-1.20%		-0.60%		0.00%		0.30%		0.60%		0.90%		1.20%		1.50%

		Traffic Revenue from RPK		6,495.38		6,659.75		6,816.49		6,999.69		7,172.79		7,272.36		7,309.03		7,355.47		7,424.27		7,515.97		7,631.35

		Total Revenues Forecasted		7,813.34		8,011.05		8,199.60		8,419.98		8,628.20		8,747.97		8,792.08		8,847.95		8,930.71		9,041.02		9,179.81

		% Change				2.53%		2.35%		2.69%		2.47%		1.39%		0.50%		0.64%		0.94%		1.24%		1.54%

		Cost of Sales (except fuel, depreciation & cost savings)		5,351.67		5,487.09		5,616.24		5,767.18		5,909.80		5,991.84		6,022.05		6,060.31		6,117.00		6,192.56		6,287.62

		Change in Cost Savings				3.00%		3.00%		1.00%		1.00%		1.00%		1.00%		1.00%		1.00%		1.00%		1.00%

		Cost of Sales (except fuel and oil & Depreciation)		5,351.67		5,322.48		5,447.75		5,709.51		5,850.70		5,931.92		5,934.13		5,971.83		6,027.69		6,102.15		6,195.82

		Depreciation, amortisation and impairment		673.62		592.93		606.89		623.20		638.61		647.47		650.74		654.87		661.00		669.16		679.44

		Cost of Sales (except fuel and oil)		6,025.28		5,915.41		6,054.64		6,332.70		6,489.31		6,579.39		6,584.86		6,626.71		6,688.69		6,771.31		6,875.26

		Cost of Barrel (in Pounds)		31.84		43.35		41.18		42.01		42.85		43.70

		Change for Following Year		36.17%		-5.00%		2.00%		2.00%		2.00%

		Average Number of Barrel by Aircraft ('000)		119.59		119.59		119.59		119.59		119.59		119.59

		Fuel and Oil Cost		1,105.98		1,505.98		1,433.14		1,474.36		1,519.22		1,554.83		1,244.57		1,252.48		1,264.19		1,279.81		1,299.46

		Costs of Sales		7,131.26		7,421.39		7,487.78		7,807.07		8,008.53		8,134.22		7,829.44		7,879.19		7,952.88		8,051.12		8,174.71

		% Change				4.07%		0.89%		4.26%		2.58%		1.57%

		Gross Margin		682.08		589.67		711.83		612.91		619.67		613.75		962.64		968.76		977.82		989.90		1,005.10

		% Revenues		8.73%		7.36%		8.68%		7.28%		7.18%		7.02%		10.95%		10.95%		10.95%		10.95%		10.95%

		Selling, General, and Administrative Expense		121.00		126.11		129.08		132.55		135.83		137.71		138.41		139.29		140.59		142.33		144.51

		Goodwill Amortization		5.00		5.00		5.00		5.00		5.00		5.00		5.00		5.00		5.00		5.00		5.00

		Operating Income from Sales (before tax)		556.08		458.56		577.75		475.36		478.84		471.04		819.24		824.47		832.23		842.57		855.59

		Tax on Operating Income from Sales		194.63		160.49		202.21		166.38		167.59		164.86		286.73		288.57		291.28		294.90		299.45

		Share of Operating Income from Associates		15.63		16.02		16.40		16.84		17.26		17.50		17.58		17.70		17.86		18.08		18.36

		Operating Income (after tax)		377.08		314.08		391.93		325.82		328.50		323.67		550.09		553.60		558.81		565.76		574.49

		%		4.83%		3.92%		4.78%		3.87%		3.81%		3.70%		6.26%		6.26%		6.26%		6.26%		6.26%

		AT		1.22		1.42		1.42		1.42		1.42		1.42		1.42		1.42		1.42		1.42		1.42

		NOA (BP)		6,409.27		5,641.59		5,774.37		5,929.56		6,076.20		6,160.54		6,191.60		6,230.95		6,289.23		6,366.91		6,464.65

		NWC		369.02		320.44		327.98		336.80		345.13		349.92		- 0		- 0		- 0		- 0		- 0

		Change in NWC		-82.00		-   48.57		7.54		8.81		8.33		4.79		-   349.92		- 0		- 0		- 0		- 0

		Expected Number of Aircraft Purchased		6		1		0		5		6		7

		Landing Rights		22.50		22.50		22.50		22.50		22.50		22.50

		CAPEX Estimated Before Ratio		260.46		62.16		22.50		220.80		260.46		300.12

		CAPEX (Before Terminal 5 Project)		292.62		69.84		25.28		248.07		292.62		337.18

		Terminal 5 Cost				50		50		50

		CAPEX		292.62		119.84		75.28		298.07		292.62		337.18

		Change in Deferred Income & Taxes		73.00		73.00		74.72		76.73		78.62		79.72
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PV FCF

		

		Capital Structure		%		Cost

		Equity		60%		11.20%

		Debt		40%		9%		0.05525

		Tax Rate				35%

		WACC				8.93%





PER

		Free Cash Flows		2005		2006		2007		2008		2009		2010

		Operating Profit		377.08		314.08		391.93		325.82		328.50		323.67

		Depreciation		673.62		592.93		606.89		623.20		638.61		647.47

		- Change in NWC		82.00		48.57		-7.54		-8.81		-8.33		-4.79

		- CAPEX		(292.62)		(119.84)		(75.28)		(298.07)		(292.62)		(337.18)

		Change in Deferred Income & Taxes		(73.00)		(73.00)		(74.72)		(76.73)		(78.62)		(79.72)

		FCF		840.07		762.75		841.28		565.41		587.54		549.46

		Number of Years from Now		0		1		2		3		4		5

																		FCF Perpetuity Growth		1.20%

		Discount Factor				0.89		0.80		0.71		0.64		0.57

																		WACC		12.00%

		Discounted CF				681.03		670.67		402.45		373.39		311.78

		Terminal Value		5,148.60

		Discounted Terminal Value		2,921.45

		Net Debt in 2005		2,922.00

		Shareholder's Equity Fair Value		2,438.76

		Number of Shares Outstanding		1,082.90

		Price		2.25

		WACC / Growth		0.0%		0.2%		0.4%		0.6%		0.8%		1.0%		1.2%

		7%		5.01		5.17		5.34		5.53		5.72		5.93		6.15

		8%		4.10		4.21		4.34		4.47		4.61		4.76		4.92

		9%		3.38		3.47		3.57		3.67		3.77		3.88		4.00

		9.2%		3.26		3.35		3.44		3.53		3.63		3.73		3.84

		10%		2.81		2.88		2.96		3.03		3.11		3.20		3.29

		11%		2.34		2.40		2.46		2.52		2.58		2.65		2.72

		12%		1.95		2.00		2.05		2.09		2.15		2.20		2.25



Anne Tourne La Macro!!



Comparison

				PER as of 01/04/2005

		France Telecom		9.9894				2006 Earnings		237.31				Range		We will calculate BA share price with a 11- 14 PER range

		Iberia		10.7767				Earnings Multiple		12.6796

		Ryanair		17.2727				Market Value		3,008.98						Share Price

		Average		12.6796				Number of Share		1,082.90				PER=11		2.41

								Share Price		2.78				PER=14		3.07

				2006

		NFO (Beginning of Period)		3,000.00

		NBC		2.06%

		Interest Payment		61.77

		Minority Interest		15

		Assumption:

		The NBC of BA will stuck at 2,06% for year 2006				2.06%

		Minodrity Interests will be at 2005 level, that is to say 15m£				15

		2006 Expected Earnings		2006

		Operating Income		314.08

		Interest Payment		61.77

		Minority Interest		15

		Net Profit		237.31





		Assumption:

		For the DCF approach, we will assume a growth range of 0,4% - 0,6% and a WACC range of 9% - 10%

		For the PER Approach, we will assume a PER range of 11 - 14

				Minimum		Maximum

		DCF Approach		2.88		3.67								2.96		2

														3.67		2

		PER Aproach		2.41		3.07

														2.41		1

														3.07		1

																				6.02

																				3.01





		2.9568743963		2.4105550367

		3.668470395		3.0679791376
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