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Kenya Airways Group (KQ)  

ô A Turbulent Periodõ 

We initiate coverage on Kenya Airways (KQ) with a SPECULATIVE BUY recommenda-

tion after arriving at a fair value of KES 5.70 using a blended discounted cash flow (DCF) 

and price-to-sales multiple model. Our recommendation is informed by the uncertainty sur-

rounding the implementation of a comprehensive and far-reaching capitalization optimiza-

tion plan that will fundamentally alter the groupôs balance sheet and shareholding structure. 

Our projections, based on the current balance sheet structure of the group, point towards a 

steadily declining top-line. We expect revenue to dip 6.0% y/y in FY18 and 7.0% y/y in 

FY19. This view is informed by a reduction in fleet capacity resulting in a decline in passen-

ger numbers and cargo uplifted. Fleet rationalisation and the implementation of various cost 

cutting measures are expected to bring direct costs down by c.6.0% in FY18 and c.8.5% in 

FY19, while fleet costs are forecasted to decline by c.9.0% in the coming financial year. 

Going forward we expect the group to maintain an operating profit over the medium term 

(FY18ðFY20), after 4 consecutive years of negative operating earnings. However, elevated 

finance costs and expenses associated with maintaining currency and fuel derivatives are 

expected to keep the groupôs bottom line in the red over the medium term.     

   

Positives  

¶ Rapidly growing domestic air travel market provides opportunities for extending syner-

gies across existing networks. 

¶ Strong economic growth across regional markets provides opportunity to leverage on 

prominent position to boost customer base. 

¶ Injection of fresh talent in the form of top-level management changes to steward the 

groupôs turnaround strategy. 

¶ Implementation of an unprecedented and overarching capital optimization plan will sig-

nificantly unburden the groupôs balance sheet and redirect cash to business expansion.  
 

Risk Factors 

¶ Increased competition from international airlines with deep pockets and well established 

networks (Ethiopian Airlines, Emirates, Etihad, Air Arabia). 

¶ Risk of exchange rate losses resulting from volatile regional currencies. 

¶ Fleet rationalization program reduces opportunity for expansion into new routes. 
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Share Statistics  

Bloomberg Ticker KNAL.KN 

Reuters Code KQNA.NR 

Recommendation SPEC. BUY 

Fair value (KES) 5.70 

Current price (KES) 4.65 

Issued shares (M) 1,496.5 

52 week low (KES) 3.30 

52 week high (KES) 7.70 

Market cap (KES M) 6,958.6 

Market cap (USD M) 66.9 

Financial year end 31-Mar 

Average Traded Valð3M USD  (k) 42.4 

Return KQ NASI NSE 20 

3m -13.9% 6.7% 4.1% 

6m -21.2% 26.2% 21.5% 

12m 19.2% 23.3% 18.1% 

Source: Bloomberg, ApexAfrica Estimates 

Multiples Table FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F 

Revenue (KES B) 107,897 98,860 106,009 110,161 116,158 106,277 99,900 92,907 85,475 

% change  -8.4% 7.2% 3.9% 5.4% -8.5% -6.0% -7.0% -8.0% 

Direct costs (KES B) (77,217) (77,225) (75,268) (76,059) (67,861) (65,356) (61,439) (56,209) (51,712) 

% change  0.0% -2.5% 1.1% -10.8% -3.7% -6.0% -8.5% -8.0% 

Gross profit (KES M) 20,710 10,457 18,251 8,170 18,719 25,397 21,479 22,298 20,087 

EPS (KES) 3.58 (6.35) (2.25) (17.21) (17.53) (6.82) (5.27) (4.02) (4.14) 

Total Debt/ Total Assets 34.7% 50.5% 59.9% 81.2% 90.0% 95.8% 102.7% 105.4% 105.4% 

Source: Company Filings, ApexAfrica Research          
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Shareholding Structure as at FY17 No. of Shares (M) % holding 

Treasury                                446                    29.8  

KLM Royal Dutch Airlines                                400                    26.7  

SCBK Nominees Non-res A/C KE11752                                143                      9.6  

Mike Maina Kamau                                  64                      4.3  

SCBK Nominees Lts A/C 9187                                  22                      1.4  

Vijay Kumar Ratilal Shah                                  15                      1.0  

SCBK Nominees Ltd A/C 9230                                  15                      0.9 

SCBK Nominees Ltd A/C KE002749                                  11                      0.8  

Galot International Ltd                                  11                      0.7  

Ismail Gulamali                                  10                      0.7  

Other shareholders                                359                    24.0  

Total                              1,496                   100.0  

   

Distribution of Shares No. of Shareholders % holding 

Less than 500                            32,087  0.8 

500 - 5,000                            40,680  4.4 

5,001 - 10,000                              3,179  1.6 

10,001 - 100,000                              3,423  6.3 

100,001 - 1,000,000                                338  5.8 

Over 1,000,000                                  46  81.0 

Source: Company Filings, ApexAfrica Research     
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International access to the East African region is largely 

through air travel and KQ remains a dominant player in this 

space. Furthermore, higher disposable income and technologi-

cal advancements has increased domestic travel & tourism, 

boosting airline revenues on local networks.  

 

Global Demand  

Global demand for air travel is expected to soar in the longer-

term and International Air Transport Association (IATA) esti-

mates indicates a doubling of passenger numbers to 7.2B by 

2035. It is estimated that 1.0% of world GDP is spent on air 

travel. The forecast for passenger growth confirms that one of 

the biggest driver of demand will come from developing and 

emerging markets. Over the last decade, the developing mar-

ketôs share of total passenger traffic has risen from 24.0% to 

40.0%, IATA estimates show. Africa is expected to add an ex-

tra 192.0M passengers a year, increasing growth by 5.1% over 

the longer-term. The rise in intra-Africa air travel will help 

grow KQôs turnover over the longer-term, with the airline lev-

eraging on its wide African route network to bolster earnings.  

 

Innovation  

Even as challenges for Kenyaôs flagship airline mount, KQ has 

continued to innovate in a bid to side-step difficulties arising 

from a worsening financial outlook. Competition in the airline 

industry is intense, and innovation is an important strategy air-

lines employ to secure growth and improve competitiveness.  

Drivers    

Larger domestic market  

Kenya, KQôs host country, has recently experienced significant 

economic growth and prosperity, with GDP growth clocking in 

at 5.5% in 2016 and estimated to remain well above the bench-

mark 5.0% over the medium term. Higher disposable income is 

expected to boost air travel among Kenyaôs c.46.0M people 

over the medium term. Despite recent challenges, Kenya Air-

ways offers travellers with unparalleled access to routes within 

the African region. The African continent is widely cited as the 

frontier for the globeôs next economic growth spurt. While 

structural challenges remain, economic growth in Africa is 

expected to clock in at 3.2% in 2018 and rise to 3.5% in 2019. 

With African countries prioritizing economic growth, we ex-

pect an improvement in overall trade logistics across the re-

gion. As the continent steadily reduces its reliance on agricul-

tural exports, we anticipate an increase in intra-Africa air travel 

as restrictions on labour mobility are steadily eased. In the 

groupôs FY17 financial year, the airline flew a record 4.4M 

passengers, from 3.7M in FY13. Going forward, we expect 

passenger growth to  stabilize at c.10% ð 15% per year over 

the medium term.  Most of current passenger growth is coming 

from Africa, specifically the airlineôs north and east African 

circuits where growth was recorded at 9.6% y/y and 7.1% y/y 

respectively. KQ is expected to add 30 new flights to existing 

African destinations from October 2017. 

 

Tourism  

Despite recent challenges, the East African region remains a 

popular tourist destination. Arrival numbers across the region 

have staged a resurgence and this growth is expected to hold 

over the medium term. International tourist arrivals to Kenya 

increased by 16.7% y/y in 2016, boosted by improved security 

and advertising. High occupancy rates in urban hotels across 

the region underscores the popularity of the region among 

business and leisure travellers. Global hotel chains such as 

Mariott, Sheraton and Movenpick are planning new establish-

ments in Kenya over the next 5-8 years. In total, hotel capacity 

in Kenya is expected to increase by 14.0% over the next 5 

years. This is testament to Kenyaôs potential as a growing re-

gional destination and the country's resilience in the face of 

overwhelming challenges is a key positive.   

Worldwide airline industry 2015 2016 2017 

Spend on air transport (USD B) 752 737 776 

    % of global GDP 1.0% 0.9% 1.0% 

Passenger departures (M) 3,561 3,810 4,085 

World GDP growth 2.7% 2.4% 2.9% 

World trade growth 2.7% 2.2% 3.9% 

Unique city pairs 17,711 18,691 19,699 

Return on Invested Capital (ROIC) 9.9% 9.9% 8.8% 

EBIT margin (% revenue) 8.5% 8.8% 7.5% 

Net post-tax profit (USD B) 35.9 34.8 31.4 

Net post-tax profit (Africa) (USD B) -1.0 -0.1 -0.1 

Adj net debt/ EBITDAR 3.8 3.7 3.7 

Aircraft fleet 26,608 27,585 28,645 

Available seats (M) 3.7 3.9 4.2 

Scheduled flights (M) 34.0 35.8 37.5 

Source: IATA, ApexAfrica Research    
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In the airlineôs 2017 fiscal year, KQ leveraged on the  growth 

in air travel across the continent by increasing frequencies in 

Africa and introducing new routes (LivingstoneðCape Town, 

Victoria FallsðCape Town) while initiating flights from En-

tebbe (Uganda) to Bangui (CAR), a first for any airline. Conse-

quently, Africaôs share of total turnover increased to 52.0% in 

FY17, up from 49.0% in FY15, while passenger load factor 

increased to 72.3% from 63.6% in FY15. The airlineôs low-

cost local brand Jambojet continues to grow in popularity, di-

versifying revenue and boosting its prominence as a stand 

alone brand. Jambojetôs business model of providing low-cost 

local routes for travellers has proven a big hit among travellers 

by substantially reducing logistical challenges of local travel at 

a reasonable cost. Additional frequencies offered by Jambojet 

into Ukunda, Malindi and Lamu saw capacity on the domestic 

front grow substantially. Growth in this business segment saw 

Jambojet invest in a second Dash 8 Q400 aircraft to increase 

capacity. Additionally, Jambojet has obtained government per-

mission to fly international routes, which will likely include 

growing niche destinations such as Kilimanjaro, Mwanza, Har-

geisa, Mogadishu, Goma and Kisangani. Furthermore, the air-

line continues to clinch various awards and accolades (Leading 

airline in AfricaðWTA, leading airline in Business in Africa , 

4 years in a rowðWTA) highlighting the popularity and prom-

inence of KQôs brand in the African airline industry.   

 

Top-level management changes  

KQ announced the appointment of former Safaricom CEO Mr. 

Michael Joseph as board chairman in October 2016, sparking 

an immediate rally in the airlineôs stock price. His entry helped 

calm the nerves of stakeholders worried about the effectiveness 

of its turnaround plan after the airline announced record-

breaking losses. Additionally, the airline appointed a new 

CEO, industry-veteran Mr. Sebastian Mikosz, who took over 

the helm from Mr. Mbuvi Ngunze on 1st June 2017. While it 

would be unjustified to blame the airlines financial woes en-

tirely on top-management; the recent changes in top manage-

ment will help clean the slate and allow for the full implemen-

tation of the airlineôs turnaround strategy, aptly labelled, Oper-

ation Pride. The injection of fresh blood into the airlineôs top 

management reaffirms KQôs commitment to its turnaround 

strategy.  

Operation Pride    

The airline partnered with global consulting firm Mckinsey, to 

launch a comprehensive turnaround plan aimed at improving 

the ailing national carrierôs fortune.  The wide-ranging turna-

round strategy focusses on reducing the airlineôs massive loss-

es, while revising KQôs business model to focus more on taking 

advantage of growth in the African continent. Operation pride 

has resulted in organization-wide changes including the stream-

lining of KQôs fleet through the use of leasing and direct sale of 

redundant aircraft, the laying-off of staff to reduce idle capacity 

and reduction of costs by streamlining the groupôs entire busi-

ness model. The airline, through its turnaround strategy, has 

also implemented measures to boost profitability and increase 

competitiveness by introducing new routes in Africa, the Mid-

dle-East and China through code sharing partnerships. The air-

line has also announced its intention to re-negotiate contracts 

with major shareholder KLM and other partners. As of FY17, 

the airline had fully implemented 342 initiatives recommended 

by Operation Pride. Operation pride focuses on three main pri-

oritiesðreturning to profitability through revenue enhancement 

and cost containment, refocusing & resizing the business model 

and restructuring the capital of the company.  

 

Fleet Rationalisation  

The launch of the airlineôs turnaround strategy, Operation 

Pride, saw it implement a comprehensive fleet rationalisation 

strategy to reduce direct and fleet ownership costs. In January 

2016, KQ announced a sale agreement with US-based Omni 

Air international for two of KQôs Boeing 777-200ER aircraft. 

Each aircraft was configured with 28 business and 294 econo-

my class seats. Five other aircraft from KQôs fleet have suc-

cessfully  been leased out to other airlines. The airline has reit-

erated that selling redundant aircraft is a key pillar of its turna-

round strategy. Consequently, fleet ownership costs tumbled 

47.5% y/y in FY17, to KES 15.5B, saving the airline KES 

14.1B and boosting KQôs gross operating  margins. While tight 

fleet capacity will, over the longer term, hinder the airlineôs 

ability to grow and expand its route network, the immediate 

cost savings provide much needed cash-flow relief. Lower fleet 

costs, coupled with higher yields on existing routes will likely 

see an improvement in the gross margin, firming the airlineôs 

path to recovery.  
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Threats & Challenges  

Competition  

The airline industry is defined by a highly competitive environ-

ment, where participants leverage on domestic resources to 

boost their competitiveness on the global arena. A common 

example is the phenomenal success of Middle-Eastern airlines 

(Emirates, Etihad, Gulf Air, Qatar Airways) attributed to lower 

fuel costs in domestic markets and attractive tax subsidies. 

As air travel in and out of the East African region grows, deep-

pocketed airlines have begun taking an interest in setting up 

routes in Kenya and its environs. The Kenyan capital city has, 

in recent years, grown as a prominent hub for international air-

lines looking to gain a foothold in the region. Airlines such as 

Emirates, Etihad, British Airways and Ethiopian Airlines have 

successfully introduced international connections out of Nairo-

bi at attractive prices. Furthermore, African airlines such as 

Ethiopian Airlines have steadily begun encroaching on KQôs 

niche African routes that have historically set KQ apart from 

the pack. A combination of international airlines setting up 

shop in Nairobi and an increase in air traffic in KQôs niche Af-

rican markets is likely to result in increased competition for 

passengers in the region. Additionally, international airlines 

with better financing and route networks will be better posi-

tioned to compete on price and variety, which may lead to a 

compression in KQôs margins. The lack of idle capacity at KQ, 

coupled with ongoing financial difficulties at the airline is like-

ly to hinder the airlines competitiveness and may suppress rev-

enue growth. An increase in the demand for air travel in the 

African continent has resulted in a marked increase in competi-

tion as existing players step-up investment and new entrants 

initiate routes in some lucrative African markets. KQ has, 

through Nairobiôs international hub, historically maintained a 

niche in these often underserviced African routes. The airline, 

through its strategic alliance with KLM and other airlines (Sky 

Team) has been able to provide travellers on underserviced 

African routes with global access at affordable rates. However, 

in recent years, competition along these routes has grown con-

siderably. Deep-pocketed airlines (Etihad, Ethiopian, Emirates) 

have stepped up investment across the continent in an effort to 

capture the growth of air travel across the continent. As a re-

sult, we expect price competition along these routes to intensi-

fy, compressing margins and reducing top-line growth.   

0%

20%

40%

60%

80%

100%

FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F

Turnover by Region

Kenya Europe Asia Middle East Rest of Africa

 3,500

 3,750

 4,000

 4,250

 4,500

 4,750

 5,000

 5,250

 5,500

FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F

P
a

s
s
e

n
g

e
rs

 C
a

rr
ie

d
 (

k
)

60.00%

65.00%

70.00%

75.00%

80.00%

 12,000

 13,000

 14,000

 15,000

 16,000

FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F

Available seats KM (M) Cabin factor (%)

Source: Company Filings, ApexAfrica Estimates 



Kenya Airways Group (KQ) 

6 

 

Crude Prices  

Airline earnings are often highly correlated to the price of 

crude oil. The decline in fuel prices (c.50.0% since 2014) has 

boosted airline earnings across the globe and resulted in a 

marked decrease in the cost of travel.   

Fuel costs accounted for 52.7% of KQôs total direct costs and 

37.7% of total revenue in FY12, down to 35.7% of direct costs 

and 20.9% of total revenue in FY16. Given that the cost of 

aircraft fuel is directly related to the cost of crude prices in the 

global markets, this relationship highlights the reliance of 

KQôs earnings to global crude prices. While airlines often 

hedge exposure to oil prices by taking derivative positions in 

commodity markets, this is neither an exact science nor inex-

pensive. KQ posted a loss of KES 7.5B on fuel derivatives in 

FY15 when it was caught on the wrong side of the fall in crude 

prices. The airline has since considerably scaled down its 

hedging operations, resulting in a gain of KES 312M on fuel 

derivatives in FY17.  

 

Foreign Exchange Volatility  

The airline books income in various currencies across the 

global spectrum of its representative offices. Additionally, 

business and international travellers often prefer to book their 

flights in US Dollars to facilitate easy comparison and pay-

ment. A volatile local currency, will directly impact the 

groupôs bottom line. The airline incurs a significant portion of 

its costs in foreign currency; including fuel, landing fees and 

staff layovers. This presents some foreign-exchange matching 

opportunities, however, the airline remains exposed to volatili-

ty in its domestic currency given that the Kenyan Shillings 

remains KQôs functional and presentation currency. Further-

more, the group maintains and services a significant portion of 

its total long-term debt in foreign currency, further exposing 

the airline to volatility in exchange rates. Unexpected US Dol-

lar strength (+12.9% y/y) in FY16 saw KQ book a foreign ex-

change loss of KES 10.5B. While the Kenyan Shilling has 

remained stable over the past fiscal year, dimming the prospect 

of future FX losses, the potential effects of FX volatility can-

not be eliminated given the nature of KQôs business model.   

 

Global Micro and Macro Economic Challenges  

Even as the prospects of the African airline industry improves, 

African countries remain plagued by a host of challenges that 

undermine the appeal of the continent as a growing business 

and tourism destination. Political uncertainty, civil insecurity, 

foreign exchange volatility and a lack of adequate infrastruc-

ture is hampering the economic growth and investment in the 

continent. For instance, recent civil unrest in South Sudan, the 

DRC and Burundi has resulted in a broad of flight of capital 

from the region. Furthermore, political uncertainty ahead of 

general elections in Kenya and Rwanda has resulted in a slow-

down in business activity in these countries. International in-

vestment and coverage is closely linked to the overall stability 

of the country and bouts of unrest often lead to economic tur-

moil that last for long periods. Civil unrest and violence after 

the 2007/08 General Elections in Kenya led to a slump in coun-

tryôs tourism sector, from which it is yet to fully recover. KQôs 

fortunes interlock inextricably with those of Kenya and the 

African continent; given the airlineôs wide presence in the re-

gion. Kenya Airways derived a total of 61.0% of total revenue 

from the African continent in FY16, up from 59.0% in FY15, 

underscoring the importance of the continentôs political and 

economic stability in KQôs business model. Furthermore, the 

African airline industry is no stranger to turbulence; major 

player South African airlines is awaiting a USD 169.5M gov-

ernment bailout to save the airline from insolvency. According 

to IATA estimates, African carriers recorded an estimated USD 

500M loss in 2016. Nonetheless bright spots remain, with some 

players bucking the overall trend to post attractive returns. 

Ethiopian Airlines is the continentôs largest and most profitable 

airline, a reputation it has carved through clever expansion, 

exceptional service and competitive pricing. In 2016 Ethiopi-

anôs net earnings of USD  221.6M, saw it earn more than all its 

rivals on the continent combined, and is on track to double its 

profits in FY17. Ethiopian Airlinesô success is despite political 

and civil turmoil in its native Ethiopia, lending credence to the 

notion that KQ could succeed despite overwhelming risks & 

challenges in its host country.  
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Fleet Capacity   

The airlineôs recent fleet rationalization strategy has seen KQ 

cut-back on the number of aircraft it operates, directly contrib-

uting to a drop in revenue in FY17. The primary goal of the 

airlineôs fleet rationalization programme is to bring down di-

rect costs and reduce financing costs associated with the pur-

chase and lease of new aircraft. An unintended and somewhat 

unavoidable consequence of the program is the curtailing of 

top-line growth. We expect revenue growth to decline over an 

estimated 7.0% y/y over the medium term, informed by a 

smaller fleet and increased competition. Given that the airline 

is not expected to add any aircraft to its fleet in the near-future, 

the absence of excess capacity will hinder the airlineôs growth. 

Sub-leasing of aircraft, non-renewal of leases and sale of sev-

eral planes saw KQôs fleet drop to 39 planes in FY17, from 47 

in FY16. A further scaling back of capacity in FY17 contribut-

ed to the significant decline in fleet operating costs. The mix of 

aircraft sub-leasing, sales and non-renewal of existing leases is 

expected to discharge a total of nine aircraft from its fleet, 

shrinking the airlineôs fleet to 36 aircraft over the medium 

term. KQôs ambitious expansion program, partly blamed for its 

current financial woes, saw the airline acquire state-of-the-art 

Boeing 787 Dreamliners; funded entirely by debt. The expen-

sive Dreamliners were expected to allow KQ to boost its net-

work to 77 countries and 115 destinations by 2021.  

Consolidated Income Statement 
FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F 

KES M KES M KES M KES M KES M KES M KES M KES M KES M 

Revenue 107,897  98,860  106,009  110,161  116,158  106,277  99,900  92,907  85,475  

Direct costs (77,217) (77,225) (75,268) (76,059) (67,861) (65,356) (61,439) (56,209) (51,712) 

Fleet ownership costs (9,970) (11,178) (12,490) (25,932) (29,578) (15,524) (16,983) (14,401) (13,676) 

Gross profit 20,710  10,457  18,251  8,170  18,719  25,397  21,479  22,298  20,087  

Overheads (19,404) (18,643) (20,972) (24,503) (22,812) (24,500) (19,481) (18,117) (16,668) 

Operating profit/ (loss) 1,306  (9,012) (2,721) (16,333) (4,093) 897  1,998  4,181  3,419  

Net finance costs (1,097) (486) (1,601) (4,581) (7,039) (7,330) (7,185) (7,216) (7,184) 

Other gains & losses (1,019) (1,700) (1,511) (1,346) (10,812) (4,081) (2,997) (2,787) (2,564) 

Profit/ (loss) before income tax 2,146  (10,826) (4,861) (29,712) (26,099) (10,202) (7,884) (6,008) (6,201) 

Income tax (expense)/ credit (486) 2,962  1,479  3,969  (126) (5) -  -  -  

Profit for the year 1,660  (7,864) (3,382) (25,743) (26,225) (10,207) (7,884) (6,008) (6,201) 

EPS (KES) 3.58  (6.35) (2.25) (17.21) (17.53) (6.82) (5.27) (4.02) (4.14) 

Source: Company Filings, ApexAfrica Estimates 
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Consolidated Statement of Cash Flows FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F 

  KES M KES M KES M KES M KES M KES M KES M KES M KES M 

Cash flows from operating activities             

Cash generated from operations 5,639  334  4,532  5,904  13,404  13,273  12,987  11,149  10,257  

Interest paid (1,341) (1,907) (2,424) (4,734) (6,893) (7,390) (7,185) (7,216) (7,184) 

Net cash from operating activities 4,378  (537) 2,738  1,214  6,362  5,845  5,802  3,933  3,073  

Cash flows from investing activities             

Purchase of property plant and equipment (3,258) (22,221) (22,326) (75,551) (561) (747) (527) (500) (490) 

Proceeds from disposal of property, plant & equipment 188  17  28  4  7,215  5,734  1,008  790  300  

Deposits refunds received 318  50  2,805  191  420  128  316  300  294  

Net cash used in investing activities (5,125) (39,466) (31,878) (76,766) 5,715  644  798  590  104  

Cash flows from financing activities             

Borrowings received 5,207  42,659  39,274  84,078  14,424  22,729  1,640  (1,122) (647) 

Net cash from/ (used in) financing activities 2,537  47,556  25,965  67,601  (10,517) (2,210) 1,640  (1,122) (647) 

Net increase in cash and cash equivalents 1,790  7,553  (3,175) (7,951) 1,560  4,279  8,240  3,401  2,530  

Cash and cash equivalents at beginning of year (adj.) 5,050  6,840  14,393  11,218  3,267  4,684  8,963  17,203  20,603  

Cash and cash equivalents at end of year 6,840  14,393  11,218  3,267  4,827  8,963  17,203  20,603  23,133  

Source: Company Filings, ApexAfrica Research          

Consolidated Statement of Financial Position 
FY12 FY13 FY14 FY15 FY16 FY17 FY18F FY19F FY20F 

KES M KES M KES M KES M KES M KES M KES M KES M KES M 

Non-current assets 55,599  94,088  119,021  141,011  128,705  119,397  108,069  102,666  100,613  

Property, plant and equipment 49,373  71,502  88,389  125,422  120,871  112,054  105,331  100,064  98,063  

Intangible assets 1,423  2,029  1,619  1,163  802  377  632  600  588  

Aircraft deposits 4,364  19,095  27,505  10,391  2,177  4,915  2,107  2,001  1,961  

Current assets 21,833  28,608  29,636  41,052  29,710  26,747  31,888  34,261  35,698  

Inventories 2,683  2,532  2,461  1,897  1,922  1,829  1,698  1,579  1,453  

Trade and other receivables 10,219  10,413  13,706  14,819  15,084  13,383  12,987  12,078  11,112  

Bank and cash balances 6,840  14,393  11,218  3,267  4,827  9,177  17,203  20,603  23,133  

Total Assets 77,432  122,696  148,657  182,063  158,415  146,144  139,957  136,926  136,311  

Equity             

Share capital 2,308  7,482  7,482  7,482  7,482  7,482  7,482  7,482  7,482  

Share premium            -    8,670  8,670  8,670  8,670  8,670  8,670  8,670  8,670  

Cash flow hedging reserve            -    (1,995) (1,593) (10,042) (14,864) (14,156) (14,246) (14,531) (14,677) 

Revaluation surplus            -    3,557  3,557  3,557  5,497  4,911  3,929  5,893  9,968  

Reserves (retained earnings) 20,280  13,441  10,070  (15,676) (42,503) (51,871) (59,755) (65,763) (71,964) 

Total equity 23,023  31,209  28,229  (5,963) (35,667) (44,915) (53,870) (58,204) (60,467) 

Non-current liabilities 30,653  40,646  56,672  106,273  120,606  119,758  123,748  124,693  129,621  

Borrowings (loans) 19,154  31,421  50,120  104,175  113,216  113,067  118,720  121,095  122,306  

Deferred income tax liability 8,318  6,398  5,084  1,487  2,264  2,013  3,732  2,820  6,693  

Current liabilities 23,756  50,841  63,756  81,753  73,476  71,301  70,079  70,438  67,156  

Sales in advance of carriage 6,628  9,087  10,786  11,270  13,004  15,504  11,988  13,936  11,966  

Trade and other payables 9,040  10,357  12,150  18,244  24,040  24,470  22,977  23,227  23,933  

Borrowings 7,715  30,544  38,892  43,609  29,316  26,982  24,975  23,227  21,369  

Provision for liabilities and charges            -    467  902  1,672  2,441  3,338  9,340  9,488  9,553  

Total liabilities 54,409  91,487  120,428  188,026  194,082  191,059  193,827  195,130  196,777  

Source: Company Filings, ApexAfrica Research          



Kenya Airways Group (KQ) 

9 

 

KQ posted a 7.4% y/y increase in overheads to KES 24.5B, 

largely attributed to the impact of one-off restructuring costs. 

 

Gross profit turns positive after  4 years: Lower direct and 

fleet ownership costs resulted in the group posting a gross prof-

it of KES 897.0M, up from a loss of KES 4.1B in FY16. Con-

sequently, gross margin improved to 0.8% from negative 3.5% 

in FY15.  Going forward, we anticipate an improvement in 

gross margin on the back of aggressive cost containment. 

Nonetheless, absolute growth in gross profit may remain con-

strained on account of a shrinking top-line.  

 

Finance costs undermines recovery: The airline posted a 

4.1% y/y increase in net finance costs, to KES 7.3B in FY17. 

Finance costs accounted for 6.9% of total FY17 revenue, up 

from 6.1% y/y in FY16. Historically, finance costs remain ele-

vated, up six fold since FY12, and heavily contributing to the 

airlineôs recent financial difficulties. Going forward, we expect 

the effects of a broad capital optimization strategy to rationalize 

net-finance costs to sustainable levels. However, the airlineôs 

long-term borrowings are here to stay and even though the in-

terest rates on these borrowings remains competitive, higher net 

finance costs as a proportion of revenue is here to stay.   

 

Pre-tax loss tumbles on lower derivative losses: The nation-

al carrier posted a pre-tax loss of KES 10.2B, down 64.5% y/y. 

This was driven by a 62.3% y/y drop in miscellaneous losses to 

KES 4.1B and a KES 312.0M gain on fuel derivatives, com-

pared to a KES 4.2B loss in FY16.   

 

Negative equity position for third consecutive year on high-

er leverage, lower asset base: Total assets declined 7.7% y/y 

to KES 146.1B, on the back of a 7.2% y/y drop in non-current 

assets to KES 119.4B. Long term borrowings remained largely 

unchanged at KES 113.1B, while short-term borrowings de-

clined 8.0% y/y to KES 26.9B.  

 

Cash generated from core operations remained largely un-

changed at KES 13.4B, despite an 8.5% y/y dip in revenue. 

Interest paid increased 7.2% y/y to KES 7.4B, resulting in a 

6.5% y/y decline in net cash generated from operations to KES 

7.4B 

Financial HighlightsñFY17  

A Tenuous Turnaround 

 

Revenue dips on lower capacity and yield: Kenya Airways, 

posted an 8.5% y/y dip in turnover to KES 106.3B, due to a 

reduction in capacity (ASKs) which dipped 4.0% y/y. An in-

crease in passenger numbers was offset by a drop in yield, neg-

ative exchange rate impact and increased competition.   

Additionally, cargo volumes declined due to lower capacity 

resulting from the phasing out of the groupôs Boeing 777. 

Loads uplifted dipped 15.0% y/y to 57Kilo Tonnes, while the 

average rate per kilogramme uplifted dipped 5.3% (in USD 

terms) in line with market pressures. Nonetheless, passenger 

numbers climbed 5.4% y/y despite increased competition, 

while cabin factor (a metric for capacity utilization) climbed 

4.0% y/y to 72.3% highlighting increased efficiency.  

Lower capacity resulted in a 4.0% y/y decrease in Available 

Seat Kilometres (ASK), while hours flown jumped 5.3% y/y.  

Going forward, we expect turnover to hover around current 

levels and dip slightly given the effects of increased competi-

tion resulting in lower yields. The airline is not expected to add 

capacity in the medium term and as such, we cannot justify a 

significant growth in top line over the medium term.    

 

Direct costs dip in line with revenue, feet ownership costs 

tumble on turnaround strategy: Direct operating costs 

dipped 3.7% y/y to KES 65.4B, in line with a drop in revenue. 

Fleet operating costs tumbled by KES 14.1B (-47.5% y/y) to 

KES 15.5B as the group embarked on a fleet rationalisation 

programme that saw KQ cut back on the number of aircraft it 

flies. The airline sub-leased certain aircraft held on operating 

and finance lease rentals at lease rentals that are lower than 

those charged by the primary lessors, resulting in an onerous 

lease provision of KES 1.6B in FY17.  KQ leased two Boeing 

787s to Oman Air for three years and three Boeing 773s to 

Turkish Airlines for four years, at a total loss of c.KES 4.0B on 

the entire transaction.   

Going forward, we expect the airline to remain firm on its 

commitment to scale back capacity and reduce the number of 

empty seats on long-haul flights, which may result in the leas-

ing out of more aircraft and elimination of loss-making routes 

to further cut costs.   
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Net cash used in investing activities tumbled 89.2% y/y to 

KES 615.0M as the airline drastically scaled back its investing 

activities in line with the current financial environment. 

 

Repayment of borrowings: During the FY17 fiscal year, the 

airline repaid KES 34.7B worth of borrowings while taking an 

additional KES 24.2B in new borrowings, of which KES 9.8B 

were loans used to pay pre-delivery payments. Consequently, 

KQ used KES 2.2B (-79.0% y/y) in net financing activities.  

The group posted a KES 7.4B increase in cash and cash equiv-

alents, for the period, taking its total cash position to KES 

9.2B.  

 

Caveat ñ Capital Optimization  

ôProject Safari to the Rescueõ  

This July, the group announced that it had secured conditional 

agreements from key stakeholders to initiate a financial and 

capital optimization plan, dubbed ôProject Safariô, involving a 

fundamental restructuring of the airlineôs balance sheet and its 

financial liabilities. The primary aim of the program is to alle-

viate mounting pressure on the groupôs cash flow. The transac-

tion, which was approved by shareholders in an Extraordinary 

General Meeting (EGM), will have no impact on daily opera-

tions. The salient aspects of the financial, strategic and opera-

tional aspects of the Optimization Plan include:  

 

§ Reducing the groupôs current KES 242B (USD 2.3B) gross 

debt exposure by approximately KES 51B (USD 486M). 

§ Obtain cash-flow relief of approximately KES 37B (USD 

360M) through restructuring the timing and form of pay-

ments from operating and finance lessors for the airlineôs 

fleet of aircraft over periods of up to 5 years. 

§ Conversion, into equity of existing government loans of 

USD 238M (plus accrued interest) and provision of USD 

750M of credit support to the companyôs financial stake-

holders via the issue of contingent guarantees. 

§ Conversion, into equity of USD 221M of loans from cer-

tain Kenyan banks.  

§ Provision of USD 175M via a new multi-purpose facility 

from certain Kenyan banks to enable the company to meet 

its financial needs. 

§ Existing minority (ordinary) shareholders will be offered 

the opportunity to invest in the company via a new dis-

counted share issue shortly after the completion of the opti-

mization plan. 

 

The successful adoption of the capital optimization plan will 

result in a fundamental alteration of the groupôs shareholding 

structure. The National Treasury will see its shareholding in-

crease to 46.5% from 29.8%, while the consortium of lenders 

will, through a newly formed company (KQ Lenders Company 

2017), will own 35.7%. KLM Royal Dutch Airlinesô stake will 

significantly reduce to 13.7% from 26.7%. The proposed capi-

tal optimization plan has been met with stiff opposition by 

some banks, which have taken their grievances to the courts. 

The plan is as a result of a long-term objective of the group to 

de-leverage its balance sheet and reduce cash used in servicing 

of existing debt. The groupôs financial obligations have been 

cited as an important cause of its current economic difficulties. 

While the group has continued to cite its intention of on board-

ing a strategic shareholder to provide financial relief and strate-

gic guidance, we think this option is unlikely in the medium-

term, given that KQ must have explored this option extensively 

prior to approaching the banks and initiating Project Safari. The 

capital optimization plan is expected to bring back the groupôs 

shareholder equity into positive territory (KES 11.8B) and put 

the airline into a path of sustainable, long-term recovery. None-

theless, the effects of the profound shareholder dilution in the 

immediate aftermath of the capital optimization plan will likely 

be messy & unpredictable. Additionally, banks are not in the 

business of, and do not traditionally take equity positions in the 

entities they lend to. Should the capital optimization plan move 

forward, it is likely that the banks involved will hold their equi-

ty stakes at fair value on their balance sheet, with the intention 

to offload their stake at a favourable price once any lock-in 

period associated with the stake expires. This will likely skew 

open market supply and demand dynamics of the groupôs stock, 

consequently suppressing the airlineôs share price over the me-

dium term. Furthermore, the plan also threatens to complicate 

matters in the boardroom. Board members representing core 

shareholders, including KLM, the National Treasury and Share-

holder banks will likely have different objectives for the airline, 

threatening paralysis of strategic policy.  
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Valuation & Projections   

ôCharting the Futureõ  

Valuing the company in the wake of the capital optimization is 

tricky given the uncertainty arising from various moving parts. 

While the capital optimization is a long-term positive and will 

secure the survival of the airline (at least for the medium term), 

the short-term effects are likely to be unpredictable. Matters are 

further complicated by the airlineôs negative earnings and 

shareholder equity, which render common valuation models 

difficult to implement. Nonetheless, we value KQ using a 

blended model of cash-flow multiples coupled with a price-to-

sales approach.   

For comparison purposes, we then value the group using multi-

ple approaches including; a price-to-book approach, based on 

the pro-forma balance sheet prepared by the group based on the 

assumption of the successful implementation of the capital op-

timization plan. This approach leads to a fair value of KES 

5.70, presenting a potential upside of  22.7% from the current 

share price of KES 4.65.  

 

 

 

 

Proforma Consolidated Statement of Financial Position Actual  Proforma 

(Post Capital Optimization) KES M KES M 

Assets   

Non-current assets       119,397           123,556  

Current assets         26,747             29,321  

Bank and cash balances          9,177             11,751  

Total Assets       146,144           152,877  

Total Equity        (44,915)            11,806  

Non-current liabilities       119,758             86,293  

Borrowings (loans)       113,067             79,602  

Current liabilities         71,301             54,778  

Onerous lease provision             999                 999  

Sales in advance of carriage         15,504             15,504  

Trade and other payables         24,470             21,753  

Borrowings         26,982             13,177  

Total liabilities       191,059           141,071  

Source: Company Filings, ApexAfrica Research   

Shareholder Structure (Post Capital Optimization) Shares (M) % Shareholding 

Cabinet Secretary to the National Treasury        13,927  46.5% 

KQ Lenders Company 2017 Limited       10,681  35.7% 

KLM Royal Dutch Airlines         4,102  13.7% 

ESOP           569  1.9% 

Other Shareholders           651  2.2% 

Total       29,929  100.0% 

{ƻǳǊŎŜΥ /ƻƳǇŀƴȅ CƛƭƛƴƎǎΣ !ǇŜȄ!ŦǊƛŎŀ wŜǎŜŀǊŎƘ   

Peer Comparison Net Margin (%) P/E (x) P/B (x) P/S (x) ROA (%) 

Kenya Airways Ltd -9.7 - - 0.1 -7.0 

Delta Air Lines Inc 11.0 9.9 2.6 0.9 7.2 

American Airlines Group Inc 6.7 9.1 6.2 0.7 4.0 

JetBlue Airways Corp 11.4 9.5 1.5 1.0 7.0 

Virgin Atlantic Airways Ltd 8.0 - - - 10.8 

Qantas Airways Ltd 5.3 12.7 2.9 0.7 5.0 

Air New Zealand Ltd 7.5 9.6 1.8 0.8 5.3 

Air Mauritius Ltd 5.5 1.4 0.4 0.1 7.7 

Source: Bloomberg, ApexAfrica Research      

  
Composite 

(KES) 
Weight Fair Value (KES) 

Price-to-Book (Post Cap Optimization) 2.44 20% 0.488 

Price/ Sales  6.68 40% 2.672 

Discounted Cash Flow 6.36 40% 2.544 

Blended Fair Value (KES) 5.70   

Current Price (KES) 4.65   

Upside (KES) 1.05   
Upside (%) 22.7%     

Source: ApexAfrica Estimates    

Source: Company Filings, ApexAfrica Estimates 
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The Final Word  

ô A New Beginningõ 

Kenya Airways is one of the countryôs most visible brands, 

and is credited with bringing the world to Kenya while taking 

Kenya to the world. The group employs over 3,500 people and 

contributes indirectly to employment within the logistics, ca-

tering and transportation sectors. The milestones achieved by 

the group since privatization in 1996 have been significant and 

the national airline has played an undeniably crucial role in the 

growth of the local economy. However, the airlineôs subse-

quent fall from grace has been nothing short of spectacular. A 

poisonous cocktail of poor management, macroeconomic chal-

lenges, increased competition and a slump in tourism resulted 

in the airline posting record breaking losses; sending its stock 

into a tailspin and eroding billions in shareholder wealth. 

There is little doubt that if the group were operating as a fully 

private entity and without government support, its survival 

under its current financial conditions would have been unlike-

ly. Nonetheless, as the only local airline and with a large gov-

ernment shareholding, it is more than likely that the govern-

ment will intervene and do all that is required to keep the 

groupôs planes in the air. While this is a key positive for some 

stakeholders, it is unlikely that the interests of ordinary share-

holders will be prioritized during the drawing up of any surviv-

al plans. Sure enough, the main aim of the recently tabled capi-

tal optimization plan was to ensure that the airline continues to 

function as a going concern by reducing short-term cash flow 

strain from increased debt. Expectedly, some banks have 

fiercely resisted this plan, citing that it remains onerous to their 

business interests and have since taken their grievances to 

court. Despite the opposition, in our view, the capital optimiza-

tion plan will in all likelihood go through; after some strong-

arming by the government and additional assurances from the 

treasury to sweeten the deal for the banks.   

Admittedly, the threat of impending dilution for ordinary 

shareholders takes the shine off the groupôs historically low 

share price of KES 4.65. Nonetheless, we view Project Safari 

as a long-term positive and a step in the right direction to en-

sure the survival and subsequent revival of the ailing national 

carrier. In our view, the market has yet to fully price in the 

consequences of the airlineôs capital optimization strategy. the 

impact on ordinary shareholders is significant and permanent  

The impact on ordinary shareholders is significant and we ex-

pect a commensurate reaction in share price once the plan is 

implemented fully. 

To allow ordinary shareholders to mitigate the dilutive effects 

of Project Safari and to raise further equity, a key tenet of the 

plan is to give ordinary shareholders a chance to increase their 

holdings through a discounted rights issue sometime in the fu-

ture. Anchor shareholders including the government, KLM and 

shareholder banks are not expected to participate in the issue.   

While a rights issue will provide ordinary shareholders an op-

portunity to increase their holdings and offset the dilutive ef-

fects of Project Safari, the group will face an uphill task in 

drumming up enthusiasm over the issue given the dismal per-

formance of the groupôs share price over the past 5 years. 

In summary, while challenges remain, KQôs current stock price 

offers an attractive entry point for an investor with a high-risk 

appetite combined with a long-term investment horizon.  
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Disclaimer 
 
ApexAfrica and its parent company AXYS Group seek to do business with com-

panies covered in their research reports. Consequently, a conflict of interest may 

arise that could affect the objectivity of this report. This document should only be 

considered a single factor used by investors in making their investment deci-

sions. The reader should independently evaluate the investment risks and is 

solely responsible for their investment decisions. The opinions and information 

portrayed in this report may change without prior notice to investors.  

 

This publication may not be distributed to the public media or quoted or used by 

the public media without prior and express written consent of ApexAfrica or 

AXYS Group.  

 

This document does not constitute an offer, or the solicitation of an offer, for the 

sale or purchase of any security. Whilst every care has been taken in preparing 

this document, no representation, warranty or undertaking (express or implied) is 

given and no responsibility or liability is accepted by Apex Africa or any of its 

employees as to the accuracy of the information contained and opinions ex-

pressed in this report. 
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