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EADS (EAD.PA) 
 (Still) Positive on EADS for 2012 
  

 Conclusion — EADS may be up 11% in the past month, but it remains one of our top 
picks for 2012 due to strong EPS growth from a depressed base (65% CAGR 2011E-
2013E), visibility (a €500m order backlog / 6-7 years of production), and valuation (c9x 
2013E P/E). In this note, we raise our EPS forecasts by 3% in 2012E and 7% in 2013E 
(revised FX rate + lower net interest forecasts) and reiterate our Buy rating. 

 ‘Cash Machine’ — A different angle to the EADS investment case. Following detailed 
analysis of cash flows, we conclude that EADS should become very cash generative in 
the medium-term as EBIT rises & investment plateaus. EADS is trading on a 2% FCF 
yield in 2012E, rising to 13% in 2013E and >20% from 2015E. Financial deleveraging & 
strong EBIT growth could see €80/share on a 3-5 year view (at 10x 2016E EV/EBIT). 

 Currency — EADS is a major beneficiary of $ strength vs. the €. We now assume 
$1.27/€ (prev. $1.36/€). A $71.8bn hedge book (average rate $1.38/€) mitigates the 
impact on near-term EPS, but valuation is sensitive. Every 1 $ cent change in the 
effective rate (after hedging) impacts EBIT by c€100m (vs. our forecast of €2.5bn in 
2012E and €3.5bn in 2013E). A 10% FX movement impacts our DCF by >30%. 

 4 Catalysts — (1) New Year Press Conference, 17 January. We expect EADS to guide 
for 2012E book-to-bill of >=1x. Management changes could also be announced. (2) 
Boeing results, 25 January. Good results and an upbeat outlook could have a positive 
read-across for EADS. (3) EADS FY11 Results, 8 March. Strong 4Q deliveries (161 vs. 
116 in 3Q10A) could result in another positive earnings surprise. We see upside risk to 
our FY11 EBIT of €1.56bn (vs. guidance €1.45bn). (4) Indian Fighter Jet Decision, tbc. 
EADS is part of the Eurofighter consortium & owns 49% of Dassault (Rafale). 

 Target Raised to €31 (from €27) — This reflects higher EPS forecasts and revised FX 
assumptions. For prudence, our valuation models now assume €1.5bn of A350XWB 
charges (€2.50/share). Our Target Price implies 11.6x 2013E P/E (vs. long-run average 
forward P/E of 13.7x) and is now based on a DCF rather than P/E to reflect EPS 
growth prospects from 2013E onwards and the long-term impact of FX on valuation.  
 

Equities  

 

EADS (EUR) 
       

Year to 31 Dec 
 

2009A 2010A 2011E 2012E 2013E 

Sales (€M)  42,822.0  45,752.0  49,192.8  55,670.0  60,050.0 

Net Income (€M)  1,078.2  659.3  832.2  1,485.8  2,181.1 

Diluted EPS (€)  1.33  0.81  1.02  1.82  2.68 

Diluted EPS (Old) (€)  1.33  0.81  1.02  1.77  2.50 

PE (x)  18.7  30.6  24.3  13.7  9.3 

EV/EBITDA (x)  7.9  9.7  9.9  7.2  5.4 

DPS (€)  0.00  0.22  0.30  0.55  0.80 

Net Div Yield (%)  0.0  0.9  1.2  2.2  3.2 

Buy 1
Price (11 Jan 12) €24.90
Target price €31.00

from €27.00   
Expected share price return 24.5%
Expected dividend yield 1.2%
Expected total return 25.7%
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        Fiscal year end 31-Dec 
 

2009 
 

2010 
 

2011E 
 

2012E 
 

2013E 
         Valuation Ratios     

        P/E adjusted (x) 18.7 30.6 24.3 13.7 9.3 
        EV/EBITDA adjusted (x) 7.9 9.7 9.9 7.2 5.4 
        P/BV (x) 1.9 2.3 2.1 1.9 1.6 
        Dividend yield (%) 0.0 0.9 1.2 2.2 3.2 
        Per Share Data (€)     
        EPS adjusted 1.33 0.81 1.02 1.82 2.68 
        EPS reported -0.94 0.68 0.80 1.82 2.68 
        BVPS 13.01 10.91 11.62 13.12 15.26 
        DPS 0.00 0.22 0.30 0.55 0.80 

        Profit & Loss (€m)     

        Net sales 42,822 45,752 49,193 55,670 60,050 
        Operating expenses -43,278 -44,666 -47,973 -53,321 -56,710 
        EBIT -456 1,086 1,219 2,349 3,340 
        Net interest expense -147 -99 -33 -155 -136 
        Non-operating/exceptionals -369 -171 -151 16 30 
        Pre-tax profit -972 816 1,035 2,210 3,234 
        Tax 220 -244 -367 -707 -1,035 
        Extraord./Min.Int./Pref.div. -11 -19 -16 -17 -18 
        Reported net income -763 553 653 1,486 2,181 
        Adjusted earnings 1,078 659 832 1,486 2,181 
        Adjusted EBITDA 3,782 2,731 3,004 4,049 5,140 
        Growth Rates (%)     
        Sales -1.0 6.8 7.5 13.2 7.9 
        EBIT adjusted -35.4 -40.7 17.5 67.2 42.2 
        EBITDA adjusted -20.0 -27.8 10.0 34.8 27.0 
        EPS adjusted -45.7 -38.8 25.8 78.2 46.8 

        Cash Flow (€m)     

        Operating cash flow 2,438 4,996 3,852 2,786 3,929 
        Depreciation/amortization 1,768 1,536 1,600 1,700 1,800 
        Net working capital 15 2,819 2,382 250 610 
        Investing cash flow -1,853 -2,289 -3,724 -2,333 -2,428 
        Capital expenditure -1,957 -2,250 -2,300 -2,400 -2,500 
        Acquisitions/disposals 77 -80 -1,492 0 0 
        Financing cash flow -82 -2,953 -1,382 -546 -747 
        Borrowings -151 -2,367 -508 -2 0 
        Dividends paid -166 -7 -182 -244 -447 
        Change in cash 453 -246 -1,254 -92 753 

        Balance Sheet (€m)     

        Total assets 80,304 83,187 87,793 93,310 97,882 
        Cash & cash equivalent 15,093 16,196 15,890 15,798 16,551 
        Accounts receivable 5,587 6,632 7,400 8,400 9,100 
        Net fixed assets 12,586 13,504 15,123 15,823 16,523 
        Total liabilities 69,663 74,251 78,315 82,573 85,393 
        Accounts payable 8,217 8,546 9,800 9,300 10,700 
        Total Debt 4,644 3,746 4,235 4,235 4,235 
        Shareholders' funds 10,641 8,936 9,478 10,737 12,489 

        Profitability/Solvency Ratios (%)     

        EBITDA margin adjusted 8.8 6.0 6.1 7.3 8.6 
        ROE adjusted 10.0 6.8 9.1 14.8 18.9 
        ROIC adjusted 10.2 4.7 5.1 7.7 10.4 
        Net debt to equity -98.2 -139.3 -123.0 -107.7 -98.6 
        Total debt to capital 30.4 29.5 30.9 28.3 25.3 

        

For further data queries on Citi's full coverage universe 
please contact CIRA Data Services Europe at 
CIRADataServicesEMEA@citi.com or +44-207-986-
4050 
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Figure 1. EADS – 3-Year Share Price and Price Relative Performance  Figure 2. EADS – 1-Year Share Price and Price Relative Performance 
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Despite the fact that the shares are up by 11% in the past month, EADS remains 
one of our top picks for 2012 on account of strong earnings growth prospects from a 
depressed base (65% EPS CAGR 2011E-2013E on 10% Sales CAGR as EBIT 
margins rise from 2.8% to 5.9%), excellent visibility afforded by a €500bn order 
backlog (6-7 years worth of production), and an attractive valuation at c9x 2013E 
P/E. We view EADS as a leveraged play on the civil OE1 cycle, upon which we 
remain positive.  

In this note, we reiterate our Buy rating with an updated DCF-based one year Target 
Price of €31/share (previously €27), which implies 11.6x 2013E P/E vs. EADS long 
run average 12 month consensus P/E of 13.7x since 2000. We have raised our EPS 
forecasts by 3% in 2012E and 7% in 2013E to reflect a revised FX assumption of 
$1.27/€ (previously $1.36/€) and lower net interest costs (following a detailed review 
of cash flows).  

Our fundamental views on EADS and civil aerospace remain unchanged — see 
Growth, Visibility, Value (14 November) and 2012 Outlook (21 December). However, 
this note introduces a number of new elements.  

1. A deep dive into EADS’ cash flows suggests that EADS could become highly 
cash generative in the medium-term as profitability rises and investment 
plateaus. This introduces another angle to the EADS story, in our view. Aside 
from the fact that EADS has €11.6bn of Net Cash (2011E) already, we expect 
FCF to grow rapidly from €0.56/share in 2012E (2% yield) to €3.19/share (13% 
yield) in 2013E and >€5/share in 2016E (>20% yield). Strong cash conversion 
helps justify a higher P/E valuation, in our view. Moreover, a combination of 
strong EBIT growth (from €2.5bn in 2012E to €6.7bn in 2016E) and financial 
deleveraging (we expect Adjusted Net Debt to fall from €9.2bn 2011E to fall to 
€2.3bn at 2015E) suggests significant share price upside, with €80/share 
possible on a 3-5 year view (based on 10x 2016E EV/EBIT)! See Figure 7, p3.  

2. Earnings forecasts and valuation updated for an FX rate of $1.27/€ (previously 
$1.36/€). EADS is a major beneficiary of $ strength vs. the €. The impact on 
short-term EPS is mitigated by significant hedging, but currency has a 
significant impact on valuation, in our view, with a 10% move in the spot rate 

                                                                        
1 Original Equipment 

(Still) Positive on EADS for 2012 

We reiterate our Buy rating with an 

updated Target Price of €31/share (prev 

€27). EPS forecasts raised by 3% in 

2012E and 7% in 2013E to reflect 

stronger cash flows and a FX rate of 

€1.27/€ (prev. $1.36/€). 
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raising our DCF value by >30%, ceteris paribus. EADS guides that a 1 $ cent 
change in the effective rate (after hedging) impacts EBIT by c€100m (vs. 
€2.5bn EBIT in 2012E and €3.5bn in 2013E). EADS’ $71.8bn hedge book has 
an average rate $1.38/€. 

3. Previews of 4 forthcoming catalysts, including EADS’ New Year Press 
Conference (17 January) and FY11 results, where we see scope for a strong 
4Q margin in Airbus Commercial driven by record deliveries in the quarter. On 5 
January, Bloomberg reported that Airbus deliveries could be "several more than 
530" in 2011 vs. our previous forecast of 525 and EADS’ guidance of 520-530 
aircraft. We assume 535, implying 161 aircraft in 4Q11E vs. 116 in 3Q10A. 
Given high incremental margins per aircraft (c€10-20m EBIT per aircraft), 4Q11 
could be very strong and we see upside risk to our forecast of €1.56bn EBIT for 
FY11E (which is already above EADS’ guidance of €1.45bn). See Figure 10. 

Figure 3. EADS – Summary Income Statement, 2005A-2016E (€ millions) 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E CAGR 2012E-16E 
              
Airbus deliveries 378 434 453 483 498 508 535 582 620 662 682 703 5% 
growth 18% 15% 4% 7% 3% 2% 5% 9% 7% 7% 3% 3%  
              
Sales € 34,206 € 39,434 € 39,123 € 43,265 € 42,822 € 45,752 € 49,193 € 55,670 € 60,050 € 66,130 € 69,700 € 73,870 7% 
growth 8% 15% -1% 11% -1% 7% 8% 13% 8% 10% 5% 6%  
              
Clean EBIT €2,852 € 3,759 € 3,626 € 3,330 € 2,148 € 1,340 € 1,560 € 2,525 € 3,530 € 4,885 € 5,750 € 6,735 28% 
margin 8.3% 1.0% 0.1% 6.5% -0.8% 2.7% 2.8% 4.5% 5.9% 7.4% 8.2% 9.1%  
growth 17% 32% -4% -8% -35% -38% 16% 62% 40% 38% 18% 17%  
              
Underlying EPS  € 2.31 € 3.05 € 2.51 € 2.45 € 1.33 € 0.81 € 1.02 € 1.83 € 2.68 € 3.85 € 4.61 € 5.49 32% 
growth 27% 32% -18% -2% -46% -39% 26% 78% 47% 43% 20% 19%  
              
DPS 0.65 € 0.12 € 0.12 € 0.20 € 0.00 € 0.22 € 0.30 € 0.55 € 0.80 € 1.15 € 1.38 € 1.65 32% 
growth 0% -82% 0% 67% -100% na 36% 83% 45% 44% 20% 20%   

Source: Company reports and Citi Investment Research and Analysis 

 
4. Earnings forecasts extended to 2016 to demonstrate EADS’ strong growth 

potential beyond 2013 (Figure 3). We expect very strong EPS growth in the 
near term (+83% YoY in 2012E and +45% in 2013E) from a depressed base, 
driven by strong sales growth and margin expansion. This is a trend that we 
expect to continue beyond 2013 and forecast 32% EPS CAGR 2012E-2016E. 
Our forecasts assume an Airbus Commercial margin of 9.2% in 2015E, which is 
in line with EADS’ target of 10%, before the dilutive impact of early A350XWB 
deliveries. At the 9M11 results, EADS CFO Hans Peter Ring commented that 
EADS continues to “…anticipate earnings growth throughout the decade”. 

5. Updated Valuation Models. In addition to making a number of minor changes to 
our calculation of Enterprise Value following the recent EADS Global Investor 
Forum, we also now factor in further charges of €1.5bn in respect of A350XWB 
into our valuation models. This is simply for prudence/completeness and does 
not reflect a change in view on the risks associated with A350XWB. Our 
€31/share Target is based on a DCF but we also value EADS using a range of 
alternative approaches, including EV/Sales (€38/share at 0.75x 2012E 
EV/Sales), EV/EBIT (€28/share at 10x 2013E EV/EBIT, discounted back by one 
year), SOTP (€29/share) and P/E (€33/share based on 13.7x 2013E P/E, 
discounted back by one year).  
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Our previous EADS notes have focused largely on earnings as opposed to cash 
flows. Following a detailed rethink of our cash flow statement, we conclude that 
EADS should become highly cash generative in the medium-term as profitability 
rises and capex plateaus. We believe that this introduces another angle to the 
EADS story, which we believe has possibly been overlooked. On a number of 
occasions at 2011 Global Investor Forum, CFO Hans Peter Ring described EADS 
as a “cash machine”, which we believe is an apt description, not just because of its 
€11.6bn of Net Cash, but also due to its strong FCF generation.  

Figure 4. EADS – Simplified Cash Flow Statement, 2005A-2016E (€ millions) 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
             
Clean EBIT 2,852 3,759 3,626 3,330 2,148 1,340 1,560 2,525 3,530 4,885 5,750 6,735 
D&A 1,653 1,691 1,772 1,667 1,826 1,582 1,600 1,700 1,800 1,900 2,000 2,001 
Tax -265 -239 -73 -393 -32 -215 -328 -707 -1,035 -1,482 -1,775 -2,112 
Associates/JVs -174 -106 -257 -161 -107 -104 -106 -109 -118 -131 -138 -146 
Movement in Provisions 175 2,150 2,268 1 1,767 334 -650 -650 -650 -650 -650 -650 
Working Capital 1,065 -1,303 1,175 155 421 2,756 2,200 550 610 670 710 750 
Customer Financing 174 1,160 61 -327 -406 63 182 -300 0 0 0 0 
Net Interest -155 -121 -199 36 -147 -99 -33 -155 -136 -95 -42 25 
Capex -2,818 -2,708 -2,028 -1,837 -1,957 -2,250 -2,300 -2,400 -2,500 -2,500 -2,500 -2,500 
Other -153 -2,334 -3,236 141 -3,005 -620 -506 0 0 0 0 0 
Free Cash Flow  2,354 1,949 3,109 2,612 508 2,787 1,620 453 1,501 2,598 3,355 4,103 
FCF per share € 2.96 € 2.44 € 3.87 € 3.24 € 0.63 € 3.44 € 1.99 € 0.56 € 1.84 € 3.19 € 4.12 € 5.04 
FCF Yield        2% 7% 13% 16% 20% 
             
Net Acquisitions/Disposals 59 80 245 -53 77 -80 -1,492 0 0 0 0 0 
Pension Contributions 0 0 -303 -436 -173 -553 -500 -300 -300 -300 -300 -300 
Equity Issued -101 59 46 63 12 -51 -58 0 0 0 0 0 
Dividends Paid -396 -552 -98 -107 -166 -7 -182 -244 -447 -651 -936 -1,123 
Other -388 -2,796 -204 90 346 25 -134 0 0 0 0 0 
Change in Net Debt  1,528 -1,260 2,795 2,169 604 2,121 -746 -90 753 1,647 2,119 2,680 
             
Net Cash (excl Minority & Non Recourse) 6,080 5,133 7,883 9,930 10,449 12,450 11,653 11,563 12,316 13,963 16,083 18,763 
Net Cash per share € 7.65 € 6.41 € 9.82 € 12.31 € 12.90 € 15.36 € 14.35 € 14.21 € 15.14 € 17.16 € 19.77 € 23.06  

Source: Company Reports and CIRA Estimates 

 
Forecasting EADS’ cash flows is inherently difficult. Historically cash flows have 
been volatile. However, in the period 2005A to 2011E, EADS generated an average 
FCF of €2.65/share (range €0.63-3.87). Cash has also surprised positively at every 
recent set of results, in part due to strong Airbus order flows. Figure 4 shows a 
summarised cash flow statement, starting at Clean EBIT. Our cash flow 
assumptions for some of the more historically volatile and less straightforward line 
items are discussed below:  

 Movement in Provisions — We adjust EBIT by €650m pa to reflect cash losses 
on problematic programmes (A400M, A380). At the 2011 Global Investor Forum 
in the section dedicated to calculating Enterprise Value, EADS disclosed €4.0bn 
of provisions for problematic programmes, so our forecasts assume that this 
impacts earnings for 6-7 years. Interesting to note that, historically, provision 
outflows have only been negative in one of the past 5 years (€-1.3bn in 2006A), 
suggesting that our forecast of €650m could prove too conservative.  

 Customer Financing — We assume €300m cash outflows for customer financing 
in 2012E vs. EADS guidance of a “modest outflow”. Our forecast for 2012E is 
slightly less than the €300-400m pa in the credit crunch period of 08/09. Our 
overall view is that lessors, Middle East and Asian banks will pick up the slack 
following the exit of some French banks from the aircraft financing market. 

‘Cash Machine’ 

We believe that rapid FCF growth is an 

angle to the EADS investment case that 

has possibly been overlooked. 

In the period 2005A to 2011E, EADS 

generated an average FCF of €2.65/share 

(range €0.63-3.87). 
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Figure 5. EADS – Working Capital Analysis 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
             
A) Airbus Orders (@ List Price) € 78,254 € 53,367 € 117,323 € 82,041 € 23,461 € 68,210 € 100,000 € 46,202 € 50,710 € 55,838 € 59,210 € 62,817 
B) Average FX rate $1.24 $1.26 $1.37 $1.47 $1.39 $1.33 $1.39 $1.27 $1.27 $1.27 $1.27 $1.27 
C=A*B) $ Orders $97,416 $67,048 $160,835 $120,707 $32,720 $90,719 $139,000 $58,676 $64,401 $70,915 $75,197 $79,777 
             
D) Gross Aircraft Orders 1,111 824 1,458 900 310 644 1,525 625 666 712 733 755 
E) Deliveries 378 434 453 483 498 508 535 582 620 662 682 703 
F=D/E) Book-to-bill 2.9x 1.9x 3.2x 1.9x 0.6x 1.3x 2.9x 1.1x 1.1x 1.1x 1.1x 1.1x 
             
G=C/D) $ Order Value per Aircraft $88 $81 $110 $134 $106 $141 $91 $94 $97 $100 $103 $106 
H) Estimated Discount  40% 40% 40% 40% 40% 40% 40% 40% 40% 40% 40% 40% 
I=G-H) Net Order Value per Aircraft $53 $49 $66 $80 $63 $85 $55 $56 $58 $60 $62 $63 
             
J) Estimated Deposit as % of Aircraft Value 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 2% 
K=I*J) Est. $ Deposit Receipts / Aircraft $1.1 $1.0 $1.3 $1.6 $1.3 $1.7 $1.1 $1.1 $1.2 $1.2 $1.2 $1.3 
             
L=D*K/B) Est Airbus Aircraft Deposits € 939 € 640 € 1,408 € 984 € 282 € 819 € 1,200 € 554 € 609 € 670 € 711 € 754 
M) Other Working Capital Items € 126 -€ 1,943 -€ 233 -€ 829 € 139 € 1,937 € 1,000 -€ 4 € 1 € 0 -€ 1 -€ 4 
N) Working Capital Cash flow  € 1,065 -€ 1,303 € 1,175 € 155 € 421 € 2,756 € 2,200 € 550 € 610 € 670 € 710 € 750  

Source: Citi Investment Research and Analysis and company reports 

 
 Working Capital — Historically very volatile and arguably the hardest item to 

forecast. We see working capital (excluding customer financing) as 2 distinct 
elements: i) deposits on Airbus aircraft ordered; ii) traditional working capital 
associated with day-to-day operations. Figure 5 attempts to split this out. Based 
on an assumed 40% discount to list prices and a deposit at 2% of the aircraft 
price, we forecast deposit inflows of €554-754m pa from 2012E to 2016E, 
assuming just over 1x book-to-bill. Traditional working capital flows are harder to 
predict. We forecast zero on the basis that EADS is in the privileged position of 
having minimal working capital requirements due to customer pre-delivery 
payments, but acknowledge that as production rates increase, working capital 
requirements may also be commensurately higher.  

 Other — Figure 4 shows that the “Other” line in EADS’ cash flow statement has 
been extremely volatile historically, raging from €-3.2bn to €+141m. We forecast 
zero going forward. Mark-to-market revaluations of derivative instruments, the 
unwinding of discounted provisions, exceptional gains/losses, and other non-
cash items have all been constituents of the “Other” line historically.  

We expect EADS to become very cash generative in the medium-term. We expect 
FCF to rise dramatically from 2012 onwards as underlying EBIT rises and capex 
requirements plateau. We forecast FCF €0.56/share in 2012E rising to €1.84/share 
rising in 2013E, to €3.19 in 2013E and eventually to €>5.00/share in 2016E. 

However we expect FCF to be weaker in 2012E than in 2011E (€0.56/share vs. 
€1.99/share), despite higher underlying profitability, due to lower Airbus deposit 
receipts (we expect €+0.5bn in 2012E vs. €+1.2bn in 2011E based on 625 orders in 
2012E vs. >1,500 in 2011E per Figure 5), increased capex requirements (€-2.4bn 
vs. €-2.3bn per Figure 4), and increased customer financing (€-300m vs. €+182m). 

We forecast a sharp increase in FCF from 

€0.56/share in 2012E to >€5/share in 

2016E as underlying EBIT grows and 

investment requirements plateau. 
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Figure 6. EADS Cash Conversion (FCF / Underlying EPS) 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
             
FCF per share € 2.96 € 2.44 € 3.87 € 3.24 € 0.63 € 3.44 € 1.99 € 0.56 € 1.84 € 3.19 € 4.12 € 5.04 
Underlying EPS (Citi) € 2.31 € 3.05 € 2.51 € 2.45 € 1.33 € 0.81 € 1.02 € 1.83 € 2.68 € 3.85 € 4.61 € 5.49 
Conversion 128% 80% 154% 132% 47% 423% 195% 31% 69% 83% 89% 92%  

Source: Company Reports and CIRA Estimates 

 
Strong cash conversion is supportive of a higher P/E rating, in our view, as EPS is 
“cash backed”. We forecast cash conversion of 31% in 2012E rising to 69% in 
2013E and >90% by 2016E. In the period 2005A-2011E, EADS’ FCF has averaged 
161%. Valuation also looks attractive on a FCF yield basis, with EADS currently 
trading at a 2% FCF yield in 2012E, rising to 7% in 2013E, 13% in 2014E and 16% 
in 2015E (Figure 4).  

 Figure 7. EADS – EV/EBIT Valuation 

 2012E 2013E 2014E 2015E 2016E 
      
Clean EBIT 2,525 3,530 4,885 5,750 6,735 
Target EV/EBIT Multiple 10.0x 10.0x 10.0x 10.0x 10.0x 
Enterprise Value 25,250 35,300 48,850 57,500 67,350 
Adjusted Net Debt -9,238 -8,696 -7,310 -5,032 -2,283 
Suggested Equity Value 16,012 26,604 41,540 52,468 65,067 
per share € 19.70 € 32.70 € 51.10 € 64.50 € 80.00  

Source: Citi Investment Research and Analysis 

 
A combination of strong EBIT growth (from €2.5bn in 2012E to €6.7bn in 2016E) 
and financial deleveraging (we expect Adjusted Net Debt to fall from €9.2bn at 31 
Dec 2011 to fall to €2.3bn at 31 Dec 2015) suggests significant share price upside, 
with €80/share possible on a 3-5 year view (based on 10x 2016E EV/EBIT). This is 
>3x EADS’ current share price. See Figure 7. 

Cash deployment is probably a topic best left for another note. With a strong 
balance sheet and €11.6bn of Net Cash (before adjustments and €9.2bn of Adjusted 
Net Debt after), we see acquisitions as the main risk to the EADS investment case. 
EADS wishes to balance Airbus and non-Airbus activities by 2020E. Given strong 
growth at Airbus (which EADS’ CEO Louis Gallois describes as a “luxury problem”) 
and slower growth in the non-Airbus businesses, this necessitates acquisitions. At 
the recent Global Investor Forum, EADS did not give much away in terms of 
potential acquisition targets, but the company appears to be considering targets in 
all areas, including defence. Recent acquisitions have focused on services 
businesses. We believe that EADS sees itself as pivotal in the potential future 
consolidation of the European A&D sector. Our view, which we suspect is held by 
many shareholders, is that EADS should focus on the Airbus and European 
segments (long-term growth markets) and de-prioritise defence (a market likely to 
continue to contract in real terms in the long-run).  

 

Based on our Net Debt and EBIT 

forecasts to 2016E and a target EV/EBIT 

multiple of 10x, we believe that EADS 

shares could be worth up to €80/share on 

a 5-year view.  
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In this note, we adjust our earnings forecasts and valuation to reflect a spot rate of 
$1.27/€ (previously $1.36/€) to reflect a significant weakening of the € against the 
US dollar since the 9M11 results in October. This is the main reason for raising our 
EPS forecasts (by 3% in 2012E and 7% in 2013E). Figure 8 shows EADS' historical 
share price relative vs. the €/$ rate. We continue to believe that EADS to be an 
excellent play on € weakness.  

Figure 8. EADS share price relative vs. €/$ FX rate: Jan 2010-date 
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EADS is a major long-term beneficiary of $ strength vs. the € on account of 
significant transactional FX exposure within the core Airbus Commercial business 
(63% of 2011E Sales). Almost 100% of Airbus Commercial's sales are made in $, of 
which around half are naturally hedged by $ purchases. The remaining costs are in 
Euros. While EADS has made some progress in its aim to sell more aircraft in Euros 
to reduce transactional FX exposure, the majority of aircraft sold globally are still 
priced in US dollars. In our view, EADS' FX sensitivity is one of the factors that 
differentiate its investment case from that of Boeing: whereas EADS benefits from € 
weakness, Boeing does not.  

Figure 9. EADS – FX Exposure 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
             
Average Spot Rate $1.24 $1.26 $1.37 $1.47 $1.39 $1.33 $1.39 $1.27 $1.27 $1.27 $1.27 $1.27 
change 0% -1% -8% -7% 5% 5% -4% 9% 0% 0% 0% 0% 
             
Hedge Rate $1.04 $1.10 $1.14 $1.18 $1.26 $1.35 $1.38 $1.37 $1.38 $1.38 $1.39 $1.38 
change 6% 6% 4% 4% 7% -7% -2% 1% -1% 0% -1% 1% 
             
Hedges   $16,300 $16,400 $16,500 $18,500 $18,900 $20,900 $19,600 $14,500 $9,600 $1,800 
Net Currency Position $10,900 $13,300 $15,700 $16,400 $16,500 $18,500 $18,900 $19,800 $20,800 $21,800 $22,900 $24,000 
% Hedged 100% 100% 100% 100% 100% 100% 100% 98% 89% 67% 42% 8% 
             
Effective Rate $1.04 $1.10 $1.14 $1.18 $1.26 $1.35 $1.38 $1.37 $1.37 $1.34 $1.32 $1.28 
movement -$0.06 -$0.06 -$0.04 -$0.04 -$0.08 -$0.09 -$0.02 $0.01 $0.00 $0.03 $0.02 $0.04 
change -6% -5% -4% -3% -6% -7% -2% 1% 0% 2% 2% 3% 
Sequential Impact on EBITA -€ 640 -€ 700 -€ 500 -€ 490 -€ 890 -€ 940 -€ 250 € 70 € 0 € 300 € 300 € 600  

Source: Citi Investment Research and Analysis and company reports 

Currency: Beneficiary of € Weakness 

Updating for a spot rate assumption of 

$1.27/€ (from $1.36/€). 

EADS is a major long-term beneficiary of 

$ strength.  
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Moving to a spot rate of $1.27/€ (previously $1.36/€) raises our 2012E EPS forecast 
by c2% and our 2013E EPS forecast by c5% (which accounts for the majority of the 
EPS movements in this note of 3% and 7%, respectively). However, currency 
actually has a relatively limited impact on short-term earnings forecasts, because 
EADS has significant hedging in place in the medium-term. At 9M11, EADS' hedge 
book was $71.8bn at an average rate of $1.38/€, which makes EADS one of the 
largest FX counterparties in the world. We estimate EADS to be almost fully hedged 
for 2012E, 89% hedged for 2013E and 67% hedged in 2014E (Figure 9). Assuming 
that the € falls by a further 10 % against the $ (from $1.27/€ to $1.15/€), this would 
raise our EPS forecasts by a further 1% in 2012E and 6% in 2013E, respectively.  

While hedging mitigates the impact of currency on short-term earnings, EADS’ long-
term valuation is more sensitive as the effects of hedging are only temporary. 
Because EADS has transactional (as opposed to translational) FX exposure, 
currency will also impact EADS' achievable mid-cycle margin. In a duopoly with 
Boeing, a weaker € will either allow EADS to make a higher margin or price its 
aircraft more aggressively to increase market share.  

EADS guides that every 1 $ cent movement in the effective exchange rate (after 
hedging) impacts EBIT by ~€100m (vs. an expected EBIT of €2.5bn in 2012E rising 
to €3.5bn in 2013E). In the period 2004A-2011E, we estimate that EADS suffered a 
cumulative EBIT headwind of €4.4bn as EADS' effective exchange rate (after 
hedging) has worsened from $1.04/€ in 2004A to $1.38/€ in 2011E. At the current 
spot rate of $1.27/€, this looks set to reverse as hedges expire between now and 
2017. Based on a spot rate of $1.27/€, we expect EADS to benefit from a 
cumulative FX tailwind of €1.3bn from 2012E to 2016E as the effective FX rate 
improves (Figure 9). 

Our base-case DCF of €31.20/share (Figure 13) assumes a spot rate of $1.27/€ 
and a mid-cycle margin assumption of 7.5% for EADS (Airbus 8.0%). Assuming that 
the € falls by a further 10 % against the $ (from $1.27/€ to $1.15/€), this would raise 
our DCF valuation to €43.30/share, based on a revised group mid-cycle margin of 
10% (Airbus 10%). So all other things being equal and assuming that no FX 
benefits are passed back to the customer, a 10% movement in the FX rate 
potentially moves fair value by >30%.  

Significant hedging means that currency 

has a limited impact on EPS. 

Per EADS, every 1 $ cent movement in 

the effective exchange rate (after 

hedging) impacts EBIT by ~€100m 

We estimate that a 10% movement in the 

FX rate assumption potentially moves 

fair value by >30%.  
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There are a number of forthcoming catalysts for EADS, as listed below. Additionally 
it is worth noting that given that the start of A350 final assembly is not until mid-
2012, further charges are unlikely in the FY11 or 1Q12 results, in our view.  We see 
upside risk to our FY11E EBIT forecast of €1.56bn, which is already 7% ahead of 
company guidance of €1.45bn, given very strong Airbus deliveries in 4Q11E (161 
vs. 128 in 4Q10A and 116 in 3Q11E).  

1) New Year Press Conference (17 January)  

EADS will host its annual New Year Press Conference at 1030am CET on Tuesday, 
17 January. A webcast will be accessible using the following links: www.eads.com 
and www.airbus.com. We expect EADS to issue order and delivery guidance for 
2012, but do not expect EADS to issue financial guidance for 2012 until the FY11 
results (8 March). Our expectations are as follows:  

 535 Airbus deliveries in 2011 vs. company guidance of 520-530. According to a 
Bloomberg article (5 Jan 2012), Airbus' deliveries in 2011 are likely to be "several 
more than 530". We believe that additional deliveries are likely to contribute to a 
strong 4Q for EADS.  

 582 Airbus deliveries in 2012E based on production rates of 40/month for narrow 
body, 9/month for wide body and 30 A380 deliveries in the year.  

 1,550 gross Airbus orders in 2011 vs. guidance of “around 1,500” as guided at 
the 9M11 results and 1,521 reported as at the end of November.  

 600-650 gross Airbus orders in 2012E (c1.1x) book-to-bill. We expect EADS to 
guide for a book-to-bill ratio equal to or greater than 1x in 2012, which is in 
keeping with comments made at the December 2011 Global Investor Forum. This 
represents a significant step down vs. book-to-bill of almost 3x in 2011E. We 
believe that execution and earnings growth, not orders, will be the main driver of 
share price performance from now.  

As a reminder, Airbus currently schedules the following production rates for A320: 
36/month from start 2011; 38/month from August 2011; 40/month from 1Q12; and 
42/month from 4Q12. For A330, Airbus plans for 9/month from early 2012E rising to 
10/month in early 2012E.  

There is a possibility that EADS could announce new C-level management at the 
New Year Press Conference. As a reminder, the current CEO (Louis Gallois), CFO 
(Hans Peter Ring) and Chairman (Daimler board member Bodo Uder) are all due to 
stand down in mid-2012 as part of a 5 year rotational agreement. Their 
replacements have not yet been announced. We believe that the most likely 
candidates are current Airbus Chief Tom Enders for CEO, Arnauld Lagadere for 
Chairman, and an internal candidate for CFO.  

2) Boeing FY11 Results (25 January)  

Citi Analyst Jason Gursky remains very bullish on Boeing, on account of strong 
expected order flow (driven by the 737MAX), improving sentiment on 787 and 
stronger cash generation (with higher dividends and share buybacks likely). For 
more details, see Jason’s 2012 outlook note entitled “Flight Plan 2012: What to Buy 
This Year”, which also contains a detailed preview for Boeing. While the investment 
cases for EADS and Boeing are different, strong results and an upbeat outlook for 
Boeing on 25 January is likely to have a positive read-across for EADS, in our view.  

 

Catalysts 

We do not expect financial guidance for 

FY12 at the NY press conference, but 

expect EADS to guide for book-to-bill 

>=1x in 2012E and c580 deliveries. 

Strong results and an upbeat outlook, 

driven by increased aircraft production, 

is likely to read across positively to 

EADS, in our view. 

http://www.eads.com/�
http://www.airbus.com/�
https://ir.citi.com/I2pvK%2Bl0EhPAWQAG%2FbrWvra%2F%2BjjFrCiYVeaVtE7Ij3Q%3D�
https://ir.citi.com/I2pvK%2Bl0EhPAWQAG%2FbrWvra%2F%2BjjFrCiYVeaVtE7Ij3Q%3D�
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Details and expectations are as follows:  

 Conference call 1030am EST, dial in 612-288-0329, password Boeing.  

 FY11E Sales: Citi $68.4bn (+6.3% YoY) vs. Consensus $68.5bn. 

 FY11E Operating Income: $1,426m (7.2% margin). 

 FY11E EPS: $4.48 vs. consensus $4.46 (range $4.00-4.69) and company 
guidance $4.30-4.40. 

We do not expect a change in stance on production rate increases and expect 611 
deliveries in 2012E (+28% YoY), driven mainly by 737 and 787. We also look for an 
update on the 787 delivery ramp up and the ability to catch up on slowed deliveries.  

3) EADS FY11 Results (8 March)  

We believe that there is a chance of a positive earnings surprise at the FY11 results, 
driven by higher than previously guided Airbus deliveries. Margins in the Airbus 
Commercial business have surprised positively for the past 3 quarters, and given 
very strong deliveries, we see scope for a repeat in 4Q11. Strong margin 
performance in 4Q11 is likely to reassure the market of EADS’ ability to achieve its 
Airbus Commercial margin target of 10% in 2015E, before the dilutive impact of 
A350XWB deliveries. Our key expectations for the FY11E results are as follows:  

 Sales: Citi €49.2bn (+8% YoY) vs. Consensus €47.7bn and company guidance of 
an increase of “more than 4% compared to €45.8bn in 2010. 

 EBIT before one-off: Citi €1.56bn (3.2% margin) vs. Consensus €1.32bn (2.7% 
margin) and guidance of “around € 1.45bn”. (NB we believe that consensus EBIT 
is potentially unreliable as it will contain a mix of pre- and post-exceptional 
forecasts).  

 EPS before one-off: Citi €1.02 vs. Consensus €0.91 and guidance of “around 
€0.90”.  

 Free Cash Flow: Citi €1.6bn (before acquisitions) vs. company guidance of 
“significantly above €1bn” before acquisitions. At 9M11, EADS reported FCF of 
€0.7bn, with 4Q usually a strong quarter for cash flows.  

 FY12 Guidance: We expect EADS to issue full guidance for FY12 at the FY11 
results in March. We currently expect EBIT before one-off items of €2.5bn vs. 
consensus €2.3bn. At present, EADS guides that EBIT before one-off items will 
“…materially improve thanks to Airbus, with volume increase, better pricing and 
A380 improvement.”  

We forecast Clean EBIT of €1.56bn (3.2% margin) for EADS in FY11, which is 
already ahead of company guidance of €1.45bn (see above). This implies a 3.0% 
margin in 4Q11E, which is in line with the 3.3% reported in 9M11 and slightly below 
3.6% reported in 4Q10A. We see scope for a positive earnings surprise driven by 
the Airbus Commercial division, as mentioned previously.  

We believe that 4Q could be another 

strong quarter for Airbus Commercial 

given record deliveries. 

We forecast Clean EBIT of €1.56bn, 

which is ahead of company guidance of 

€1.45bn, but still see some upside risk as 

a result of strong deliveries in 4Q11 at 

Airbus Commercial.  
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Figure 10. Airbus Commercial – Earnings Forecasts, 2008-2013E (€ millions) 

 2008 2009 1Q10 2Q10 3Q10 4Q10 2010 1Q11 2Q11 3Q11 4Q11E 2011E 2012E 2013E 
               
Sales € 26,232 € 26,370 € 5,989 € 6,976 € 7,481 € 7,227 € 27,673 € 6,707 € 7,757 € 6,656 € 9,683 € 30,803 € 36,000 € 39,800 
growth 4.0% 0.5% 7.6% -10.7% 34.2% -2.6% 4.9% 12.0% 11.2% -11.0% 34.0% 11.3% 16.9% 10.6% 
               
Clean EBIT € 2,006 € 1,036 € 76 € 175 € 27 € 3 € 281 € 165 € 168 € 43 € 84 € 460 € 1,350 € 2,310 
margin 7.6% 3.9% 1.3% 2.5% 0.4% 0.0% 1.0% 2.5% 2.2% 0.6% 0.9% 1.5% 3.8% 5.8% 
               
One-off items € 300 -€ 650 -€ 70 € 60 € 60 -€ 40 € 10 -€ 40 -€ 70 € 40 € 0 -€ 70 € 0 € 0 
               
EBIT PGE € 2,306 € 386 € 6 € 235 € 87 -€ 37 € 291 € 125 € 98 € 83 € 84 € 390 € 1,350 € 2,310 
margin 8.8% 1.5% 0.1% 3.4% 1.2% -0.5% 1.1% 1.9% 1.3% 1.2% 0.9% 1.3% 3.8% 5.8% 
               
Deliveries 483 498 122 128 130 128 508 119 139 116 161 535 582 620 
growth 6.6% 3.1% 5.2% -7.2% 25.0% -8.6% 2.0% -2.5% 8.6% -10.8% 25.8% 5.3% 8.7% 6.6%  

Source: Company reports and Citi Investment Research and Analysis 

 
We expect Airbus Commercial to report EBIT before one-off items of €460m (1.5% 
margin) in FY11E, which implies €84m (0.9% margin) in 4Q11E, as shown above in 
Figure 10. Our earnings forecasts assume 535 deliveries in FY11E, which is in line 
with the Bloomberg article (5 January), but slightly ahead of company guidance of 
520-530. Either way, this implies a very strong 4Q for deliveries (we forecast 161 
and guidance implies 146-156 for 4Q).  

In 3Q11A, Airbus Commercial reported €84m EBIT (0.9% margin) based on 116 
deliveries and €3m (0.0% margin) in 4Q10A, based on 128 deliveries. In 4Q11E, we 
expect 161 deliveries. Assuming incremental EBIT of €10m per single-aisle aircraft 
and €20m per twin-aisle would suggest that 4Q11E EBIT could be as high as €290-
500m vs. our forecast of €84m. Accurately forecasting profitability at Airbus on a 
quarterly basis is very difficult and costs also do not accrue evenly throughout the 
year. However, risks look weighted to the upside into 4Q11, in our view.  

4) Indian Fighter Jet Decision (TBC) 

We expect a decision to be in early 2012 (possibly imminently) on the M-MRCA 
Indian fighter jet competition for 126 aircraft (plus options for 63 more). This has 
been a protracted process to date, but the competition is down to 2 aircraft: the 
Eurofighter (in which Germany/EADS has a 48% work share and is the nominated 
prime contractor for India) and the Dassault Rafale (EADS also owns a 49% stake 
in Dassault Aviation).  

We estimate that the contract could have a headline value of $10-15bn, with the 
potential for further aftermarket revenues. The contract is likely to include 2 years of 
support (for aircraft that are likely to have an in-service life of >30 years), weapons, 
some transfer of technologies and 50% of the value of the tender to be re-invested 
back in India in defence-related industries (a typical offset arrangement).   

Despite the contract having a large headline value ($10-15bn), we estimate that the 
deal will be just 1-2% EPS accretive for EADS, BAE Systems and Finmeccanica, on 
account of being split between the 3 companies and spread over 5-10 years. 
Aftermarket work could increase this, but we are unlikely to get full details of the 
deal and pricing could be tough, in our view. A Eurofighter win would at least allow 
OE production to continue post-2017 and would no doubt be good for sentiment, not 
just for EADS, but also for BAE Systems and Finmeccanica.  

 

EADS has a 48% work share in the 

Eurofighter and also owns 49% of 

Dassault.  
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In this note, we raise our EPS forecasts by 3% in 2012E and by 7% in 2013E, to 
reflect i) a revised FX assumption of $1.27/€ (previously $1.36/€) and ii) lower net 
interest costs as a result of stronger expected FCF following a reassessment of our 
cash flow forecasts (see earlier). We have also marginally increased our A320 
delivery forecasts to reflect stronger than previously anticipated deliveries in 2011E. 

Figure 11. EADS – Summary of Earnings Forecast Changes 

  2011E   2012E   2013E  
 New Old Diff New Old Diff New Old Diff 
          
Airbus Commercial 30,803 30,300 2% 36,000 34,400 5% 39,800 38,000 5% 
Airbus Military  3,000 3,000 0% 3,100 3,100 0% 3,200 3,200 0% 
Eurocopter 5,300 5,300 0% 5,800 5,800 0% 6,100 6,100 0% 
EADS Astrium 5,300 5,300 0% 6,000 5,900 2% 6,200 6,100 2% 
Cassidian 5,600 5,600 0% 5,600 5,600 0% 5,600 5,600 0% 
HQ/Other -810 -810 0% -830 -830 0% -850 -850 0% 
Sales 49,193 48,690 1% 55,670 53,970 3% 60,050 58,150 3% 
          
Airbus Commercial 460 460 0% 1,350 1,310 3% 2,310 2,150 7% 
Airbus Military  20 20 0% 25 25 0% 30 30 0% 
Eurocopter 420 420 0% 460 460 0% 490 490 0% 
EADS Astrium 300 300 0% 330 320 3% 340 340 0% 
Cassidian 390 390 0% 390 390 0% 390 390 0% 
HQ/Other -30 -30 0% -30 -30 0% -30 -30 0% 
Clean EBIT 1,560 1,560 0% 2,525 2,475 2% 3,530 3,370 5% 
          
Airbus Commercial 1.5% 1.5% -2bps 3.8% 3.8% -6bps 5.8% 5.7% 15bps 
Airbus Military  0.7% 0.7% 0bps 0.8% 0.8% 0bps 0.9% 0.9% 0bps 
Eurocopter 7.9% 7.9% 0bps 7.9% 7.9% 0bps 8.0% 8.0% 0bps 
EADS Astrium 5.7% 5.7% 0bps 5.5% 5.4% 8bps 5.5% 5.6% -9bps 
Cassidian 7.0% 7.0% 0bps 7.0% 7.0% 0bps 7.0% 7.0% 0bps 
Clean EBITA margin 3.2% 3.2% -3bps 4.5% 4.6% -5bps 5.9% 5.8% 8bps 
          
EBIT 1,375 1,375 0% 2,525 2,475 2% 3,530 3,370 5% 
Exceptional Items -52 -52 nm 0 0 na 0 0 na 
Net Interest -33 -31 6% -155 -166 -7% -136 -191 -29% 
Other Financial Result -255 -255 0% -160 -160 0% -160 -160 0% 
PBT (Reported) 1,035 1,037 0% 2,210 2,149 3% 3,234 3,019 7% 
          
Income Tax -367 -367 0% -707 -688 3% -1,035 -966 7% 
Minority Interests -16 -16 0% -17 -17 0% -18 -18 0% 
Net Income (Reported) 653 654 0% 1,486 1,444 3% 2,181 2,035 7% 
          
Reported EPS € 0.80 € 0.81 0% € 1.83 € 1.78 3% € 2.68 € 2.50 7% 
Underlying EPS (Citi) € 1.02 € 1.03 0% € 1.83 € 1.78 3% € 2.68 € 2.50 7% 
DPS € 0.30 € 0.30 0% € 0.55 € 0.40 38% € 0.80 € 0.55 45% 
          
FCF (after customer financing) 128 699 -82% 453 6 nm 1,501 490 207% 
Net Cash 11,172 11,743 -5% 11,082 11,006 1% 11,835 10,670 11% 
          
Airbus Deliveries:          
A320 424 414 2% 460 450 2% 483 472 2% 
A330 86 86 0% 91 91 0% 101 101 0% 
A380 25 25 0% 30 30 0% 35 35 0% 
Total 535 525 2% 582 571 2% 620 608 2%  

Source: CIRA Estimates 

 
Our revised EPS forecasts are now 6% ahead of consensus in 2012E and 15% 
ahead in 2013E. We have also introduced EPS forecasts to 2016E (Figure 3 and 
Figure 36) to demonstrate our expectation of continued strong earnings growth 
beyond 2013. 

EPS Forecasts Raised by 3-7% 

We have raised our 2012E EPS forecast 

by 3% to reflect an FX rate of $1.27/€ 

(prev. $1.36/€) and lower net interest 

costs.  
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We raise our Target Price to €31 (previously €27), which offers 25% expected total 
return from last night’s closing price of €25.03. Following more detailed disclosure at 
December’s Global Investor Forum, we have made a number of changes to our 
valuation models and approach.  

 DCF-based Target Price — Firstly, we move from a P/E-based approach to a 
DCF approach to value EADS. A P/E approach may be simpler, but we believe 
that valuing EADS on a multiple of near-term earnings ignores both the long-term 
upside as a result of € weakness vs. the $ (as the near-term impact is mitigated 
by significant hedging) and strong EPS growth prospects beyond 2013. Our 
DCF-based one year Target Price of €31/share implies 11.6x 2013E P/E, which is 
not dissimilar to the implied 2013E P/E of 10.9x at our previous Target Price of 
€27 and is below EADS’ long-run average 12-month consensus P/E of 13.7x. 

Figure 12. EADS – Reconciliation between Reported and Adjusted Net Debt 

 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
            
Net Debt / (Cash) -5,133 -7,883 -9,930 -10,449 -12,450 -11,653 -11,563 -12,316 -13,963 -16,083 -18,763 
Pension Provision 4,704 3,875 3,934 4,437 4,233 4,700 4,700 4,700 4,700 4,700 4,700 
Government Launch Aid 5,418 5,315 4,920 5,294 6,020 5,869 5,869 5,869 5,869 5,869 5,869 
Off Balance Sheet Customer Financing 526 440 415 429 427 500 500 500 500 500 500 
Provisions on Programmes 0 3,300 2,700 2,500 1,850 4,000 3,350 2,700 2,050 1,400 750 
Customer Advances 6,308 8,420 8,843 8,931 9,085 9,241 9,241 9,241 9,241 9,241 9,241 
MV Dassault Stake -3,141 -2,991 -1,885 -1,936 -3,235 -2,761 -2,761 -2,761 -2,761 -2,761 -2,761 
Minority Interests 137 85 104 106 95 43 60 78 97 117 138 
Other 0 0 0 0 0 -700 -700 -700 -700 -700 -700 
Adjusted Net Debt 8,819 10,561 9,101 9,312 6,025 9,238 8,696 7,310 5,032 2,283 -1,026  

Source: Company reports and Citi Investment Research and Analysis 

 
 Updated Enterprise Value Adjustments — We expect reported Net Cash of 

€11.6bn at 31 Dec 2011. However, in our calculation of Enterprise Value we use 
an Adjusted Net Debt figure of €9.2bn, as shown above (Figure 12). Following a 
session at December’s Global Investor Forum dedicated to the calculation of EV, 
we have made a number of small changes to our EV calculation (the most 
material being €4bn of Provisions on Programmes vs. our previous assumption 
of c€2bn). In addition to the company’s suggested EV adjustments, we also 
adjust for Government Launch Aid and long-term Customer Advances, as before.  

 Factoring in €1.5bn of Further A350XWB Charges — EADS has so far booked 
€200m of charges on the A350XWB programme. We expect further charges to 
be booked between now and first delivery (scheduled for 1H14A) in the range of 
€1-1.5bn. We believe that this is a broadly in line with consensus expectations 
and is as previously published in our research. However, we now factor in a 
conservative €1.5bn (€2.50/share) into our valuation models. This is simply for 
prudence and does not reflect a change in view on the risks associated with the 
A350XWB programme. 

As before, we have tried to assess EADS’ fair value using a number of different 
techniques, which suggest a valuation range of €28-44/share.  

Target Raised to €31 (from €27) 

Our updated DCF-based Target Price of 

€31 (previously €27) offers c25% 

expected total return and implies 11.6x 

2013E P/E.  
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Discounted Cash Flow (€31/share) 

Figure 13. EADS – Discounted Cash Flow (€ millions) 

 2012E  2013E  2014E  2015E  2016E  TV 
       
Airbus Commercial 36,000 39,800 45,300 48,200 51,700 53,300 
Airbus Military  3,100 3,200 3,300 3,400 3,500 3,500 
Eurocopter 5,800 6,100 6,400 6,700 7,000 7,100 
EADS Astrium 6,000 6,200 6,400 6,700 7,000 7,100 
Cassidian 5,600 5,600 5,600 5,600 5,600 5,600 
Other Businesses 1,260 1,300 1,340 1,380 1,420 1,400 
Headquarters/Consolidation -2,090 -2,150 -2,210 -2,280 -2,350 -2,400 
Sales 55,670 60,050 66,130 69,700 73,870 75,600 
       
Airbus Commercial 16.9% 10.6% 13.8% 6.4% 7.3% 3.0% 
Airbus Military  3.0% 3.0% 3.0% 3.0% 3.0% 0.0% 
Eurocopter 3.0% 3.0% 3.0% 3.0% 3.0% 1.5% 
EADS Astrium 3.0% 3.0% 3.0% 3.0% 3.0% 1.5% 
Cassidian 3.0% 3.0% 3.0% 3.0% 3.0% 0.0% 
Other Businesses 3.0% 3.0% 3.0% 3.0% 3.0% 1.5% 
growth 13.2% 7.9% 10.1% 5.4% 6.0% 2.3% 
       
Airbus Commercial 1,350 2,310 3,630 4,440 5,380 4,264 
Airbus Military  25 30 35 40 45 53 
Eurocopter 460 490 510 540 560 568 
EADS Astrium 330 340 350 370 390 391 
Defence & Security 390 390 390 390 390 392 
Other Businesses 20 20 20 20 20 21 
Headquarters/Consolidation -50 -50 -50 -50 -50 0 
EBITA 2,525 3,530 4,885 5,750 6,735 5,688 
       
Airbus Commercial 3.8% 5.8% 8.0% 9.2% 10.4% 8.0% 
Airbus Military  0.8% 0.9% 1.1% 1.2% 1.3% 1.5% 
Eurocopter 7.9% 8.0% 8.0% 8.1% 8.0% 8.0% 
EADS Astrium 5.5% 5.5% 5.5% 5.5% 5.6% 5.5% 
Defence & Security 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 
Other Businesses 1.6% 1.5% 1.5% 1.4% 1.4% 1.5% 
margin  4.5% 5.9% 7.4% 8.2% 9.1% 7.5% 
       
Taxation -808 -1,130 -1,563 -1,840 -2,155 -1,820 
NOPAT 1,717 2,400 3,322 3,910 4,580 3,868 
       
Capital Expenditure -2,400 -2,500 -2,500 -2,500 -2,500 -2,386 
% of Sales 4.3% 4.2% 3.8% 3.6% 3.4% 3.2% 
Depreciation 1,700 1,800 1,900 2,000 2,001 2,169 
% of Sales 3.1% 3.0% 2.9% 2.9% 2.7% 2.9% 
Capex/Depreciation  1.4x 1.4x 1.3x 1.3x 1.2x 1.1x 
       
Free Cash Flow 1,017 1,700 2,722 3,410 4,081 3,651 
       
Enterprise Value 36,149 € 44.40     
Adjusted Net Debt -9,238 -€ 11.40     
Estimated Further A350 
Charges 

-1,500 -€ 1.80     

Equity Value 25,410 € 31.20      

Source: CIRA Estimates 

 
Our updated Target Price of €31/share is based on our DCF value of €31.20 (Figure 13). 
We assume 10% WACC, 2.3% long-term growth and a mid-cycle margin assumption of 
7.5% for the group and 8.0% for Airbus Commercial (at $1.27/€) vs. company guidance 
of a 10% Airbus margin in 2015E, before the dilutive impact of A350XWB.  

Our updated Target Price of €31/share is 

based on our DCF value of €31.20, 

rounded, based on a conservative set of 

assumptions. 
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Figure 14. DCF Sensitivity – WACC (Y) vs., Long Term Growth (X)  Figure 15. DCF Sensitivity – WACC (Y) vs., Airbus Long Term Margin (X) 

€ 31.20 1.3% 1.8% 2.3% 2.8% 3.3%
8.0% € 41.40 € 44.80 € 48.90 € 53.70 € 59.60
8.5% € 37.10 € 40.00 € 43.40 € 47.30 € 52.00
9.0% € 33.50 € 35.90 € 38.70 € 42.00 € 45.80
9.5% € 30.20 € 32.30 € 34.70 € 37.40 € 40.60

10.0% € 27.40 € 29.20 € 31.20 € 33.50 € 36.20
10.5% € 24.90 € 26.50 € 28.20 € 30.20 € 32.40
11.0% € 22.60 € 24.00 € 25.50 € 27.20 € 29.10
11.5% € 20.60 € 21.80 € 23.10 € 24.60 € 26.30
12.0% € 18.80 € 19.90 € 21.00 € 22.30 € 23.70

 € 31.20 7.0% 7.5% 8.0% 8.5% 9.0%
8.0% € 43.90 € 46.40 € 48.90 € 51.40 € 53.80
8.5% € 38.90 € 41.20 € 43.40 € 45.60 € 47.80
9.0% € 34.70 € 36.70 € 38.70 € 40.70 € 42.70
9.5% € 31.10 € 32.90 € 34.70 € 36.50 € 38.30

10.0% € 28.00 € 29.60 € 31.20 € 32.90 € 34.50
10.5% € 25.20 € 26.70 € 28.20 € 29.70 € 31.20
11.0% € 22.80 € 24.10 € 25.50 € 26.90 € 28.30
11.5% € 20.60 € 21.90 € 23.10 € 24.40 € 25.70
12.0% € 18.70 € 19.80 € 21.00 € 22.20 € 23.40

Source: Citi Investment Research and Analysis  Source: Citi Investment Research and Analysis 

 
Our DCF assumes a WACC of 10%, which we believe broadly equals the cost of 
equity for EADS. This reflects the fact that EADS currently has reported Net Cash of 
€11.6bn in 2011E (although it has Adjusted Net Debt of €9.3bn as discussed 
earlier). A more efficient capital structure could materially raise valuation, in our 
view. A 50 bps reduction in WACC (from our 10% base case assumption) raises our 
DCF by 11% to €34.70 (vs. €31.20 base case), per Figure 14. Flexing our Airbus 
Commercial margin assumption from 8% to 9% raises our DCF by 11% to €34.50 
(Figure 15).  

EV/Sales (€38/Share) 

An EV/Sales approach suggests a valuation of €38.30/share assuming a 7.5% mid-
cycle margin (Figure 16). We forecast a Clean EBIT margin of 3.2% for EADS in 
2011E, rising to 5.9% in 2013E and 8.2% in 2015E. EADS’ previous peak margin 
has been 9.5% (2006A).This approach assumes that a company with a 10% EBIT 
margin should trade on 1.0x EV/Sales, so based on a mid-cycle margin of 7.5%, 
EADS should trade at 0.75x EV/Sales.  

Figure 16. EADS --- EV/Sales-based Valuations (€ millions) 

 2012E 2013E 2014E 2015E 2016E 
      
Sales 55,670 60,050 66,130 69,700 73,870 
Mid Cycle Margin 7.5%     
Target EV/EBIT Mulitple 0.75x 0.75x 0.75x 0.75x 0.75x 
Enterprise Value 41,890 45,180 49,750 52,440 55,580 
Adjusted Net Debt -9,238 -8,696 -7,310 -5,032 -2,283 
Suggested Equity Value 32,652 36,484 42,440 47,408 53,297 
per share € 40.10 € 44.80 € 52.20 € 58.30 € 65.50 
      
Discount Rate 10%     
Factor 1.00 0.91 0.83 0.75 0.68 
Valuation € 40.10 € 40.70 € 43.10 € 43.80 € 44.70 
      
Estimated A350XWB Charges -1,500 -1,500 -1,500 -1,500 -1,500 
per share -€ 1.80 -€ 1.80 -€ 1.80 -€ 1.80 -€ 1.80 
      
Valuation € 38.30 € 38.90 € 41.30 € 42.00 € 42.90  

Source: Citi Investment Research and Analysis 

 
We accept that some investors may find our mid-cycle EBIT margin of 7.5% for 
EADS (and 8.0% for Airbus Commercial) optimistic. However, even at a 6.0% 
margin assumption (and 0.6x EV/Sales), suggested valuation is €27.90. 

An EV/Sales approach suggests of 

€38.30/share assuming a 7.5% mid-cycle 

margin. The current share price appears 

to be pricing in a mid-cycle margin of just 

over 5.5%.  
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Figure 17. EADS – Historical Forward EV/Sales 
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Source: CIRA, DataStream 

 
EADS is currently trading at 0.52x 2012E EV/Sales vs. its historical average of 
c0.7x forward EV/Sales and peak of c1.0x (Figure 17). 

EV/EBIT (€28/Share) 

An EV/EBIT approach suggests a valuation of €28/share, based on a target 
EV/EBIT multiple of 10x applied to 2013E EBIT, discounted back at a 10% cost of 
equity (Figure 18). We choose to value based on 2013E and discount back, rather 
than use 2012E as a base year, to reflect significant EBIT growth in 2013E. A 10x 
EV/EBIT multiple is similar to that used to value other Euro Civil Aero companies.  

Figure 18. EADS --- EV/EBIT based Valuations (€ millions) 

 2012E 2013E 2014E 2015E 2016E 
      
Clean EBIT 2,525 3,530 4,885 5,750 6,735 
Target EV/EBIT Multiple 10.0x 10.0x 10.0x 10.0x 10.0x 
Enterprise Value 25,250 35,300 48,850 57,500 67,350 
Adjusted Net Debt -9,238 -8,696 -7,310 -5,032 -2,283 
Suggested Equity Value 16,012 26,604 41,540 52,468 65,067 
per share € 19.70 € 32.70 € 51.10 € 64.50 € 80.00 
      
Discount Rate 10%     
Factor 1.00 0.91 0.83 0.75 0.68 
Valuation € 19.70 € 29.70 € 42.20 € 48.50 € 54.60 
      
Estimated A350XWB Charges -1,500 -1,500 -1,500 -1,500 -1,500 
per share -€ 1.80 -€ 1.80 -€ 1.80 -€ 1.80 -€ 1.80 
      
Valuation € 17.90 € 27.90 € 40.40 € 46.70 € 52.80  

Source: Citi Investment Research and Analysis 

 
As noted earlier, this approach suggests significant upside in the long-term as a 
result of strong EBIT growth (28% CAGR 2012E-2016E) and financial deleveraging.  

An EV/EBIT approach suggests a 

valuation of €28/share, based on a target 

EV/EBIT multiple of 10x applied to 2013E 

EBIT, discounted back at a 10% cost of 

equity. 
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SOTP (€29/Share) 

A SOTP approach suggests €29/share (=0.6x 2012E EV/Sales), again assuming a 
€1.5bn charge on A350XWB and additionally a 10% conglomerate discount. SOTP 
is not our preferred approach, due to a lack of comparable listed peers for all 
divisions (e.g. Airbus Military, Astrium).  

Figure 19. EADS – SOTP Valuation (€ millions) 

Total / share Basis EV/Sales* EV/EBIT*
2012E 2013E 2014E 2012E 2013E 2014E

Airbus Commercial 27,100 € 33.30 0.80x 2012E EV/Sales 0.75x 0.68x 0.60x 20.1x 11.7x 7.5x
Airbus Military 200 € 0.20 8.0x 2012E EV/EBIT 0.06x 0.06x 0.06x 8.0x 6.7x 5.7x
Eurocopter 4,400 € 5.40 0.75x 2012E EV/Sales 0.76x 0.72x 0.69x 9.6x 9.0x 8.6x
EADS Astrium 3,000 € 3.70 0.5x 2012E EV/Sales 0.50x 0.48x 0.47x 9.1x 8.8x 8.6x
Defence & Security 2,540 € 3.10 6.5x 2012E EV/EBIT 0.45x 0.45x 0.45x 6.5x 6.5x 6.5x
Other Businesses -330 -€ 0.40 11.0x 2012E EV/EBIT 0.40x 0.39x 0.38x 11.0x 11.0x 11.0x
Enterprise Value 36,910 € 45.40 0.66x 0.61x 0.56x 14.6x 10.5x 7.6x

Adjusted Net Debt -9,238 -€ 11.40
Estimated A350XWB Charges -1,500 -€ 1.80
Equity Value 26,172 € 32.20
Conglomerate Discount (10%) -2,617 -€ 3.20
Equity Value, Net 23,555 € 29.00

Source: Citi Investment Research and Analysis. *Implied.  

 
Airbus Commercial accounts for 73% of the Enterprise Value in our SOTP model. 
We value Airbus Commercial at 0.8x 2012E EV/Sales, which is consistent with our 
long-term Airbus margin assumption of 8% and implies a relatively high 20.1x 
2012E EV/EBIT for Airbus Commercial, falling to 7.5x in 2014E as EBIT margins 
recover from a low base.  

P/E (€33/Share) 

Figure 20. EADS --- Historical 12m Consensus P/E, 2000-date  Figure 21. Historical 12m Consensus P/E, 1990-date 

0x

5x

10x

15x

20x

25x

30x

00 01 02 03 04 05 06 07 08 09 10 11

12m rolling consensus P/E Average 12m rolling consensus P/E  

 

0x

5x

10x

15x

20x

25x

30x

35x

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12

12m rolling consensus P/E Average 12m rolling consensus P/E  

Source: DataStream  Source: DataStream 

 
Since 2000, EADS has traded on an average 12-month consensus P/E of 13.7x 
(Figure 20), which is an 8% premium to the CAC40. Peer Boeing has also traded at 
an average premium of 6% of the S&P500, with an average 12-month consensus 
P/E of 16.4x since 1990 (Figure 21).  
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Figure 22. EADS – P/E Valuation (€ millions) 

 2012E 2013E 2014E 2015E 2016E 
      
EPS € 1.83 € 2.68 € 3.85 € 4.61 € 5.49 
growth na 47% 43% 20% 19% 
      
Target P/E  13.7x 13.7x 13.7x 13.7x 13.7x 
      
Valuation € 25.00 € 36.70 € 52.70 € 63.20 € 75.20 
      
Discount Rate 10%     
Factor 1.00 0.91 0.83 0.75 0.68 
Valuation € 25.00 € 33.40 € 43.60 € 47.50 € 51.40  

Source: Citi Investment Research and Analysis 

 
Applying EADS’ average P/E rating of 13.7x to our 2012E EPS forecast of €1.83 
suggests a valuation of €25.00/share (Figure 22). However, using 2013E as base 
year and discounting back at a 10% cost of equity, to reflect strong EPS growth in 
2013E (+47%YoY), suggests a valuation of €33.40/share.  

We acknowledge that the entire European market is currently trading significantly 
below its long-term average P/E rating. According to the European Strategy team, 
the DJ Stoxx is currently trading at a 2012E P/E of c10x. If EADS trades at an 8% 
premium to the market, this would suggest a target P/E of 10.8x and €26.40/share 
based on 2013E EPS, discounted back. However, our Strategy team argues that 
consensus forecasts are probably still too high and that the true 2012E P/E of the 
European market is probably closer to 13x. Applying an 8% premium to this 
suggests a target P/E of c14x for EADS.  

Applying EADS’ historical average P/E of 

13.7x to 2013E EPS and discounting back 

by 1 year suggests a valuation of €33.40. 
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Mid-Cycle EPS (€44/Share) 

We believe that a mid-cycle P/E approach is less volatile and more accurately 
recognises EADS’ long-term earnings potential than using a multiple of near term 
earnings. Applying a mid-cycle P/E of 13.7x to EADS’ theoretical mid-cycle EPS at a 
7.5% margin suggests a valuation of €44.10 per share (Figure 23). 

Figure 23. EADS --- Mid-Cycle EPS Valuation (€ millions) 

 Base Mid-Cycle Blue Sky Comments 
 2012E 7.5% 9%  
     
Airbus  36,000 36,000 36,000  
Non-Airbus 19,670 19,670 19,670  
Sales 55,670 55,670 55,670 2012E Base Year 
     
Airbus  1,350 2,880 3,600  
Non-Airbus 1,175 1,309 1,309  
Clean EBITA 2,525 4,189 4,909  
     
Airbus margin 3.8% 8.0% 10.0% Blue Sky scenario assumes 10% margin at Airbus Commercial 
Non-Airbus margin 6.0% 6.7% 6.7%  
Clean EBITA margin 4.5% 7.5% 8.8%  
     
Net Interest -155 -155 -155  
Other Financial Results -160 -160 -160  
Clean PBT 2,210 3,874 4,594  
     
Underlying Tax  -707 -1,240 -1,470  
Rate 32.0% 32.0% 32.0%  
Minorities -17 -17 -17  
Net Income 1,486 2,617 3,107  
     
Average Shares 814 814 814  
EPS € 1.83 € 3.22 € 3.82  
     
Target P/E 13.7x 13.7x 13.7x  
     
Valuation € 25.00 € 44.10 € 52.30   

Source: Citi Investment Research and Analysis 

 
We forecast €1.83 EPS in 2012E based on an expected Clean EBIT margin of 
4.5%. Were EADS to achieve our estimated mid-cycle margin of 7.5% in 2012 
(which assumes an 8.0% margin at Airbus Commercial at a spot rate of $1.27/€), 
mid-cycle EPS would be €3.22/share. Capitalising this at 13.7x P/E suggests 
€44.10/share (Figure 23). We expect EADS to achieve mid-cycle EPS between 
2013E and 2014E (Figure 36).  

Our “blue sky” scenario assumes that EADS can earn an 8.8% mid-cycle EBIT 
margin, based on a 10% EBIT margin at Airbus Commercial. This is in-line with that 
achieved by Boeing Commercial Aircraft and is consistent with EADS 
management’s long-term target. We calculate a “blue sky” EPS of €3.82, based on 
2012E’s sales. This is similar to our 2014E EPS estimate of €3.85 (based on 
€66.1bn Sales and a 7.4% EBIT margin). 

 

We calculate mid-cycle EPS based on 

2012E sales and a 7.5% mid-cycle margin 

of €3.22. This assumes 8.0% mid-cycle 

margin for Airbus.  

Placing Airbus on Boeing Commercial’s 

10% margin would raise our mid-cycle 

EPS to €3.82. 
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While we are positive on both EADS and Boeing (covered by Jason Gursky in the 
US), largely on account of our constructive stance on the civil aerospace OE cycle, 
we appreciate that many investors view the sector from a global perspective and 
that the investment cases of both EADS and Boeing are different. This section 
compares and contrasts key metrics for both stocks.  

We believe that the investments case of both Airbus and Boeing are attractive for 
different reasons, but believe that EADS offers potentially greater share price upside 
than Boeing as earnings recover from a depressed base, but with commensurately 
higher risks (execution, governance, FX). In terms of size, EADS has a market cap 
of €18bn ($25bn) vs. $50bn for Boeing. EADS has a significantly stronger balance 
sheet than Boeing, with Net Cash of €11.0bn vs. Net Debt of c$3.2bn (31 Dec 
2010).  

1) Market Share 

Airbus’ market share of deliveries is broadly similar to Boeing’s (Figure 25), having 
entered the market in the early 1970s and achieved equilibrium in the early 2000s.  

Figure 24. Airbus & Boeing Market Share (%) – Orders  Figure 25. Airbus & Boeing Market Share (%) – Deliveries 
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Source: Company Reports  Source: Company Reports 

 
We would note that the historical precedent set by Airbus suggests that the threat of 
Chinese competition (COMAC) is very long-term in nature, as it took Airbus around 
30 years to achieve market equilibrium with Boeing.   

However, Airbus is currently winning the order race, with 51% share in 2010 and 
c72% in 2011E. This is primarily driven by the success of the re-engined A320NEO, 
which was announced in December 2010, whereas the re-engined Boeing 737 MAX 
was not announced until July 2011. We see potential for Boeing to catch up in 2012 
as order momentum for the 737 MAX picks up. In the long term, we believe that the 
equilibrium between Airbus and Boeing will be maintained.  

Global Perspective: EADS vs. Boeing 
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2) Share Price Performance  

EADS’ price relative has significantly outperformed Boeing’s price relative since 
mid-2011, which we attribute in part to the order success of the A320NEO. Given 
that Boeing has now introduced the 737MAX, 2012 could well be a catch-up year 
for Boeing orders.  

Figure 26. EADS & Boeing Price Relative: Jan 2001-date  Figure 27. EADS & Boeing Price Relative: Jan 2011-date 
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Figure 26 shows EADS and Boeing’s share price relative performance since 2001 
and Figure 27 in the year to date. The price relative performance has been similar 
for both stocks since 2007, but EADS has materially outperformed Boeing in 2011 
(by 26% on an absolute basis and by about 54% relative to their respective 
markets).  

3) Valuation 

EADS’ current 12 month consensus P/E is slightly lower than that of Boeing (14.1x 
vs. 15.0x for Boeing). On a 2013E P/E basis, EADS is considerably cheaper than 
Boeing (9.9x consensus 2013E P/E vs. Boeing’s 13.0x). This reflects stronger EPS 
growth from a depressed base (margin improvements) at EADS. 

Figure 28. EADS & Boeing 12-Month Consensus P/E: 2001-date  Figure 29. EADS & Boeing 12-Month P/E Premium (Discount): 2001-date 
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Figure 28 shows the current 12-month consensus P/E for EADS vs. Boeing and 
Figure 29 shows P/E relative for both stocks since 2001. EADS is currently trading 
on a 12m consensus P/E of 14.1x (a 57% premium to the CAC40) vs. its long-run 
average of 13.7x (a 8% premium to the CAC40). Boeing is currently trading on a 
12m consensus P/E of (a 26% premium to the S&P) vs. its long-run average of 
16.1x (a 7% premium to the S&P).  

4) Emerging Market Exposure   

Figure 30. Airbus Geographical Exposure: Emerging vs. Developed 
Markets (2010A Revenue) 

 Figure 31. Boeing Geographical Exposure: Emerging vs. Developed 
Markets (2010A Revenue) 
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EADS has slightly more EM exposure than Boeing, both in terms of Sales (2010A) 
per Figure 30 and Figure 31 and its order backlog, per Figure 34 and Figure 35. 

Figure 32. Airbus - Order Backlog by Region (30 Sep 2011)  Figure 33. Boeing – Order Backlog by Region (30 Sep 2011) 

China 
9%

India
10%

Asia-Pac, excl China 
& India

22%

Europe
15%

Latin America and 
Caribbean

6%

Middle East / Africa
12%

North America
11%

Lessor
14%

Unallocated
1%

 China 
6% India

3%

Asia-Pac, excl China 
& India
19%

Europe
17%

Latin America and 
Caribbean

6%

Middle East / Africa
10%

North America
20%

Lessor
11%

Unallocated
8%

Source: Citi Investment Research and Analysis  Source: Citi Investment Research and Analysis 

 



EADS (EAD.PA) 
12 January 2012 

 

Citigroup Global Markets 24 
 

End-Market Exposure 

Whereas Boeing’s portfolio of businesses is evenly balanced between Civil 
Aerospace and Defence, EADS is more weighted towards Civil Aerospace.  

Figure 34. EADS and Boeing End-Market Exposures: 2010A Revenues 
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However, EADS’ Vision 2020 aims to rebalance the portfolio through organic growth 
and acquisitions (see the Investment Risks section of this note) to balance exposure 
away from Airbus and reduce transaction FX risk ($ exposure).  

6) R&D and Product Life Cycle 

Figure 35. Airbus Commercial & Boeing Commercial R&D as % of Sales: 2000-13E 
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While R&D is likely to stay high for EADS in the medium term as A350XWB is 
developed, it could fall for Boeing as the 787 is delivered.  
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Figure 36. EADS - Income Statement 2005-2016E (€ millions) 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
             
Airbus Commercial 22,179 25,190 25,216 26,232 26,370 27,673 30,803 36,000 39,800 45,300 48,200 51,700 
Airbus Military  763 2,200 1,140 2,759 2,235 2,684 3,000 3,100 3,200 3,300 3,400 3,500 
Eurocopter 3,211 3,803 4,172 4,486 4,570 4,830 5,300 5,800 6,100 6,400 6,700 7,000 
EADS Astrium 2,698 3,212 3,550 4,289 4,799 5,003 5,300 6,000 6,200 6,400 6,700 7,000 
Cassidian 5,636 5,864 5,392 5,668 5,363 5,933 5,600 5,600 5,600 5,600 5,600 5,600 
Other Businesses 1,155 1,257 1,407 1,338 1,096 1,182 1,220 1,260 1,300 1,340 1,380 1,420 
Headquarters/Consolidation -1,436 -2,092 -1,754 -1,507 -1,611 -1,553 -2,030 -2,090 -2,150 -2,210 -2,280 -2,350 
Sales 34,206 39,434 39,123 43,265 42,822 45,752 49,193 55,670 60,050 66,130 69,700 73,870 
growth 8% 15% -1% 11% -1% 7% 8% 13% 8% 10% 5% 6% 
             
Airbus Commercial 2,307 2,788 2,693 2,006 1,036 281 460 1,350 2,310 3,630 4,440 5,380 
Airbus Military  48 75 -155 107 36 21 20 25 30 35 40 45 
Eurocopter 212 257 211 293 263 303 420 460 490 510 540 560 
EADS Astrium 58 130 174 234 261 283 300 330 340 350 370 390 
Cassidian 201 348 345 408 449 477 390 390 390 390 390 390 
Other Businesses -171 -288 84 43 21 25 20 20 20 20 20 20 
Headquarters/Consolidation 197 449 274 239 82 -50 -50 -50 -50 -50 -50 -50 
EBIT Before One-Offs 2,852 3,759 3,626 3,330 2,148 1,340 1,560 2,525 3,530 4,885 5,750 6,735 
margin 8.3% 9.5% 9.3% 7.7% 5.0% 2.9% 3.2% 4.5% 5.9% 7.4% 8.2% 9.1% 
             
Airbus Commercial 2,307 -572 -881 2,306 386 291 390 1,350 2,310 3,630 4,440 5,380 
Airbus Military  48 75 -155 -493 -1,754 21 20 25 30 35 40 45 
Eurocopter 212 257 211 293 263 183 300 460 490 510 540 560 
EADS Astrium 58 130 174 234 261 283 300 330 340 350 370 390 
Cassidian 201 348 345 408 449 457 390 390 390 390 390 390 
Other Businesses -171 -288 84 43 21 25 30 20 20 20 20 20 
Headquarters/Consolidation 197 449 274 39 52 -29 -55 -50 -50 -50 -50 -50 
EBIT PGE (pre-goodwill/exceptionals) 2,852 399 52 2,830 -322 1,231 1,375 2,525 3,530 4,885 5,750 6,735 
margin  8.3% 1.0% 0.1% 6.5% -0.8% 2.7% 2.8% 4.5% 5.9% 7.4% 8.2% 9.1% 
             
Exceptional Items -140 -121 -85 -58 -58 -44 -52 0 0 0 0 0 
EBIT (Reported) 2,712 278 -33 2,772 -380 1,187 1,323 2,525 3,530 4,885 5,750 6,735 
             
Net Interest -155 -121 -199 36 -147 -99 -33 -155 -136 -95 -42 25 
Other Financial Result -22 -123 -538 -508 -445 -272 -255 -160 -160 -160 -160 -160 
PBT (Reported) 2,535 34 -770 2,300 -972 816 1,035 2,210 3,234 4,630 5,548 6,600 
Underlying PBT (EADS) 2,557 3,495 3,140 3,078 1,636 1,021 1,195 2,210 3,234 4,630 5,548 6,600 
Underlying PBT (Citi) 2,697 3,616 3,225 3,136 1,694 1,065 1,247 2,210 3,234 4,630 5,548 6,600 
             
Income Tax -825 81 333 -703 220 -244 -367 -707 -1,035 -1,482 -1,775 -2,112 
rate 33% -238% 43% 31% 23% 30% 35% 32% 32% 32% 32% 32% 
Underlying Tax -872 60 261 -720 203 -306 -383 -707 -1,035 -1,482 -1,775 -2,112 
rate 34% -2% -8% 23% -12% 30% 32% 32% 32% 32% 32% 32% 
             
Minority Interests -34 -16 -9 -25 -11 -19 -16 -17 -18 -19 -20 -21 
Net Income (Reported) 1,676 99 -446 1,572 -763 553 653 1,486 2,181 3,129 3,753 4,467 
Underlying Net Income (EADS) 1,756 2,431 2,189 2,130 1,134 696 797 1,486 2,181 3,129 3,753 4,467 
Underlying Net Income (Citi) 1,854 2,515 2,249 2,170 1,175 727 832 1,486 2,181 3,129 3,753 4,467 
             
EPS (IFRS) € 2.11 € 0.12 -€ 0.56 € 1.95 -€ 0.94 € 0.68 € 0.80 € 1.83 € 2.68 € 3.85 € 4.61 € 5.49 
Underlying EPS (EADS) € 2.21 € 3.04 € 2.73 € 2.64 € 1.40 € 0.86 € 0.98 € 1.83 € 2.68 € 3.85 € 4.61 € 5.49 
Underlying EPS (Citi) € 2.31 € 3.05 € 2.51 € 2.45 € 1.33 € 0.81 € 1.02 € 1.83 € 2.68 € 3.85 € 4.61 € 5.49 
growth  27% 32% -18% -2% -46% -39% 26% 78% 47% 43% 20% 19% 
DPS € 0.65 € 0.12 € 0.12 € 0.20 € 0.00 € 0.22 € 0.30 € 0.55 € 0.80 € 1.15 € 1.38 € 1.65 
Average Shares 795 800 803 807 810 811 812 814 814 814 814 814 
Average Diluted Shares 800 804 806 808 811 811 813 815 815 815 815 815  

Source: Company Reports and CIRA Estimates 
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Figure 37. EADS - Cash Flow Statement 2005-2016E (€ millions) 

 2005 2006 2007 2008 2009 2010 2011E 2012E 2013E 2014E 2015E 2016E 
             
Net Income 1,676 99 -446 1,572 -763 553 653 1,486 2,181 3,129 3,753 4,467 
Minority Interests 34 16 9 25 11 19 16 17 18 19 20 21 
Depreciation and Amortisation 1,653 1,691 1,772 1,667 1,826 1,582 1,600 1,700 1,800 1,900 2,000 2,001 
Valuation Adjustments/others 324 1,553 1,000 1,215 -20 -138 -39 160 160 160 160 160 
Cash Tax Adjustment 560 -320 -406 310 -252 29 39 0 0 0 0 0 
Disposal of NonCurrent assets -170 -336 -125 -31 -31 -75 -17 0 0 0 0 0 
Associates/JVs -210 -152 -210 -188 -115 -127 -132 -176 -190 -210 -221 -234 
Movement in Provisions 175 2,150 2,268 1 1,767 334 -650 -650 -650 -650 -650 -650 
Working Capital/Other 1,239 -143 1,236 -172 15 2,819 2,382 250 610 670 710 750 
Cash from Op. Activities 5,281 4,558 5,098 4,399 2,438 4,996 3,852 2,786 3,929 5,019 5,772 6,515 
             
Capex (Gross) -2,818 -2,708 -2,028 -1,837 -1,957 -2,250 -2,300 -2,400 -2,500 -2,500 -2,500 -2,500 
Net Acquisitions/Disposals 59 80 245 -53 77 -80 -1,492 0 0 0 0 0 
Dividends from Asso./JVs 36 46 39 50 27 41 50 67 72 79 83 88 
Other -145 53 0 0 0 0 18 0 0 0 0 0 
FCF 2,413 2,029 3,354 2,559 585 2,707 128 453 1,501 2,598 3,355 4,103 
FCF Pre Cust Financing 2,239 869 3,293 2,886 991 2,644 -54 753 1,501 2,598 3,355 4,103 
             
Contribution to Plan Assets 0 0 -303 -436 -173 -553 -500 -300 -300 -300 -300 -300 
Dividends -396 -552 -98 -107 -166 -7 -182 -244 -447 -651 -936 -1,123 
Puttable Instruments -93 -2,879 0 0 0 0 0 0 0 0 0 0 
Equity Issued/Redeemed -101 59 46 63 12 -51 -58 0 0 0 0 0 
FX 17 -57 -117 -50 -50 0 0 0 0 0 0 0 
Other -312 140 -87 140 396 25 -134 0 0 0 0 0 
Change in Net Debt 1,528 -1,260 2,795 2,169 604 2,121 -746 -90 753 1,647 2,119 2,680 
             
Net Debt/(Cash) b/f -3,961 -5,489 -4,229 -7,024 -9,193 -9,797 -11,918 -11,172 -11,082 -11,835 -13,482 -15,602 
Net Debt/(Cash) c/f -5,489 -4,229 -7,024 -9,193 -9,797 -11,918 -11,172 -11,082 -11,835 -13,482 -15,602 -18,282  

Source: Company Reports and CIRA Estimates 
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EADS 
 
Company description 

EADS is a European aerospace and defence company centred on Airbus 
Commercial, which represents c60% of group sales. Airbus Commercial is an 
"airframer" which manufactures large commercial jet aircraft. The other businesses 
include Airbus Military (military transport and refueling aircraft), Eurocopter 
(helicopters), Cassidian (with exposure to MBDA missiles and the Eurofighter 
programme) and Astrium (satellites and launchers). EADS also has also a 50% 
stake in ATR, a regional aircraft manufacturer (alongside Finmeccanica). 
 
Investment strategy 

We rate EADS Buy. We believe EADS is attractive, forming half a duopoly with Boeing. Civil 
aerospace remains a long-term growth story, in our opinion. For EADS we forecast strong 
EPS growth from a depressed growth driven by rising aircraft deliveries, underpinned by the 
large order backlog. Reduced losses on A380 should also provide an additional boost to 
EBIT. Although the A350-XWB programme has suffered some delays, the programme 
continues to receive close management scrutiny which should limit the scale of overall 
schedule slippages, we believe. EADS' strong balance sheet (with a large net cash position) 
is also attractive in the current environment of macroeconomic uncertainty. 
 
Valuation 

Our one-year Target Price of €31/share is based on our DCF valuation using a 
conservative set of assumptions, including a 10% WACC, 2.3% long-term growth 
and a mid-cycle margin assumption of 7.5% for the group and 8.0% for Airbus 
Commercial (at $1.27/€) vs. company guidance of a 10% Airbus margin in 2015E, 
before the dilutive impact of A350XWB. Our DCF based TP implies 11.6x 2013E 
P/E (vs. EADS' long run average consensus 12m P/E of 13.7x) and 9.2x 2013E 
EV/EBIT. Our Target Implies 0.6x 2012E EV/Sales vs. mid cycle assumption of 
7.5% and 4.5% in 2012E, rising to 5.9% in 2012E. 
 
Risks 

The key risks to our investment thesis on EADS are: (1) potential further cost 
overruns on the A350XWB programme; (2) execution risks surrounding Airbus' 
plans to ramp up narrow-body production; (3) transactional FX risk; (4) cyclicality 
and typical aviation risks including terrorism/war and external shocks; (5) increase 
in demand for vendor financing, worsening cash flows, if credit markets tighten or 
continued export credit agency support is not forthcoming; (6) Power 8 cost cutting 
plan failing to achieve the targeted cost savings as incremental savings prove 
harder to attain. Conversely, restructuring may exceed expectations; (7) continued 
difficulties ramping up A380 production; (8) continued cost overruns on the A400M 
military transporter programme; (9) the potential for a late-cycle decline in civil 
aircraft deliveries; (10) re-engining the A320 could prove technically and 
commercially risky, and lead to even higher R&D costs at Airbus Commercial;  

(11) complex nature of the business, making it difficult to model and hard to value. 
Recurring non-recurring items can make estimating the underlying profitability of the 
business tricky. 

If any of these risk factors has a greater downside impact than we anticipate, the share 
price will likely have difficulty attaining our target price. Conversely, if the impact of any of 
these upside risks is greater than we anticipate, the stock could exceed our target price. 
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BAE Systems (BAES.L; £3.07; 1) 

Valuation 

Our 12-month target price of 300p is based c7.3x 2012E EPS, which is a 30% discount to the 
current 2012E P/E of the FTSE100. This is greater than BAE’s long-run average historical 
discount to the market to reflect significant uncertainty in the outlook for defence spending in 
US and Europe. Our target price implies 2012E EV/EBIT of 6.2x. Our DCF valuation suggests 
a fair value of 318p/share based on an 8.4% WACC and no terminal growth. 

Risks 

The key risks to our investment thesis on BAE Systems are: (1) Following almost a 
decade of investment account budgetary growth, US Defence Budgets are likely to 
slow/shrink as the government tries to reduce the unsustainably large fiscal deficit, (2) 
long-term uncertainty in the UK Defence market due to the MoD's large funding gap, (3) 
contract execution risk on large programmes, (4) a slowdown in organic sales growth 
could encourage BAE to seek acquisitions, raising the risk profile of the stock, (5) 
difficulty forecasting contracted revenues (and reliance on company guidance) leaves 
potential for negative/(positive) earnings surprises, (6) Saudi Arabian defence spending 
may slow if oil prices decline. KSA (and the region) in general continues to face unrest 
and (7) translational FX exposure with US operations. 

If any of these risk factors has a greater downside impact than we anticipate, the 
share price will likely have difficulty attaining our target price. Conversely, if the 
impact of any of these upside risks is greater than we anticipate, the stock could 
exceed our target price. 

Boeing Co. (BA.N; US$74.61; 1) 

Valuation 

In our view, BA shares should trade in line with commercial aerospace peers in light 
of the market's focus on the commercial side of BA's business. We find peers 
currently trade at a FTM P/E of 15x, a premium to the market which in our view is 
driven by aerospace's resiliency. Our target price of $87 applies a 15x multiple to 
our updated FTM EPS estimate one year from now. 

Risks 

The commercial aerospace industry is intrinsically risky given its vulnerability to 
unpredictable shocks that cannot be incorporated into earnings models, such as 
terrorism, volatile oil prices, and epidemics. Furthermore, the industry is highly 
correlated to economic growth, and relies on economic expansion for air traffic 
growth. The company’s other exposure is the defense market, which is subject to 
changes in public opinion, global threats to the U.S. and its allies, the state of the 
federal budget, and the condition of existing U.S. and allied military equipment.  

Boeing’s shares may materially underperform our target price should the broader 
economy slip back into recession, resulting in decreased airline traffic and plane 
orders. Shares would also underperform to the extent that DoD budgets were 
severely cut. The company is also subject to intense commercial competition with 
Airbus, especially in the narrow-body segment, where defending market share could 
come at the expense of margin. If the impact on the company from any of these 
factors proves to be greater/less than we anticipate, we believe the stock will likely 
have difficulty achieving our target price or could outperform it. 
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Finmeccanica (SIFI.MI; €2.93; 3) 

Valuation 

Our target price of €2.60/share is based on 6.0x 2012E EV/EBIT, which is lower 
than the implied EV/EBIT multiple at our target price for its closest European 
defence peer, reflecting Finmeccanica’s weaker cash flows, restructuring challenges 
and corporate governance issues. Our target price implies a 2012E P/E of c4.0x 
which is a significantly lower multiple than Finmeccanica’s long run average of c12x 
since 2003, reflecting a lower growth outlook for defence markets generally and 
increased gearing at Finmeccanica (with Net Debt per share of €8.08/share at 30 
Sep 2011). Our discounted cash flow valuation, based on an 11% WACC and 1% 
terminal growth rate, suggests fair value of €3.10/share. Our SoPT valuation, after 
including a 10% conglomerate discount, also suggests a fair value of €3.10/share. 

Risks 

The key risks to our investment thesis on Finmeccanica are as follows:  

Upside Risks: (1) The ongoing restructuring programme could prove more 
successful in raising margins and improving cash conversion than we expect. (2) 
Finmeccanica's civil/commercial exposed businesses could start recovering from 
2012E. (3) Finmeccanica may be able to dispose off its non-core assets 
(Transportation, Energy) sooner and/or at a better price than we currently anticipate.  

Downside Risks: (1) US Defence Budgets may slow/shrink, following almost a 
decade of investment account budgetary growth. Around 25% of Sales are exposed 
to the US. (2) Italian defence spending looks likely to remain under pressure for 
some time. 20% of Sales are exposed to Italy. (3) The performance of acquired US 
business DRS may not be as good as expected. (4) Market concerns over debt may 
continue to weigh on the share price. (5) Translational FX exposure with US 
operations. (7) Contract execution risk. (8) Restructuring risk. 

If any of these risk factors has a greater downside impact than we anticipate, the 
share price will likely have difficulty attaining our target price. Conversely, if the 
impact of any of these upside risks is greater than we anticipate, the stock could 
exceed our target price. 
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9 7-Oct-11 *1 3.20 2.69

10 21-Dec-11 1 *3.00 2.73

Date Rating Target Price Closing Price
1 20-Feb-09 1M *4.60 4.05

2 31-Jul-09 1M *4.10 3.07

3 5-Oct-09 *1H 4.10 3.38

4 26-Feb-10 1H *4.25 3.74

Date Rating Target Price Closing Price
5 18-Feb-11 1H *4.20 3.43

6 20-Jul-11 1H *3.40 3.02

7 16-Aug-11 1H *3.20 2.62

8 7-Oct-11 Stock rating system changed

Date Rating Target Price Closing Price
9 7-Oct-11 *1 3.20 2.69

10 21-Dec-11 1 *3.00 2.73

BAE Systems (BAES.L)
Ratings and Target Price History
Fundamental Research
Analyst: Jeremy Bragg

GBP

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered

 



EADS (EAD.PA) 
12 January 2012 

 

Citigroup Global Markets 36 
 

2.0

2.5

3.0

3.5

4.0

F M A M J J A S O N D J
2010

F M A M J J A S O N D J
2011

F M A M J J A S O N D J
2012

1 2

Date Rating Target Price Closing Price
1 11-Feb-11 *ADD MP - 3.57

Date Rating Target Price Closing Price
2 6-May-11 *REM MP - 3.26

Date Rating Target Price Closing Price
1 11-Feb-11 *ADD MP - 3.57

Date Rating Target Price Closing Price
2 6-May-11 *REM MP - 3.26

BAE Systems (BAES.L)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Jeremy Bragg

GBP

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Date Rating Target Price Closing Price
1 16-Mar-09 1H *12.00 9.00

2 5-Oct-09 *1M *13.50 11.96

3 1-Feb-10 1M *11.50 9.95

4 13-May-10 *2M *10.50 9.63

Date Rating Target Price Closing Price
5 29-Mar-11 2M *9.70 9.05

6 4-May-11 2M *9.40 8.98

7 20-Jul-11 2M *8.00 7.53

8 16-Aug-11 *3H *4.00 5.12

Date Rating Target Price Closing Price
9 7-Oct-11 Stock rating system changed

10 7-Oct-11 *3 4.00 5.17

11 28-Nov-11 3 *2.60 2.99

Date Rating Target Price Closing Price
1 16-Mar-09 1H *12.00 9.00

2 5-Oct-09 *1M *13.50 11.96

3 1-Feb-10 1M *11.50 9.95

4 13-May-10 *2M *10.50 9.63

Date Rating Target Price Closing Price
5 29-Mar-11 2M *9.70 9.05

6 4-May-11 2M *9.40 8.98

7 20-Jul-11 2M *8.00 7.53

8 16-Aug-11 *3H *4.00 5.12

Date Rating Target Price Closing Price
9 7-Oct-11 Stock rating system changed

10 7-Oct-11 *3 4.00 5.17

11 28-Nov-11 3 *2.60 2.99

Finmeccanica (SIFI.MI)
Ratings and Target Price History
Fundamental Research
Analyst: Jeremy Bragg

EUR

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
Not covered
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Date Rating Target Price Closing Price
1 6-May-11 *ADD LP - 9.19

Date Rating Target Price Closing Price
1 6-May-11 *ADD LP - 9.19

Finmeccanica (SIFI.MI)
Ratings and Target Price History
Best Ideas Research
Relative Call (3 Month)
Analyst: Jeremy Bragg

EUR

* Indicates change Rating/target price changes above reflect Eastern Standard Time

Covered
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Boeing Co.. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from EADS, 
Boeing Co., BAE Systems, Finmeccanica. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from EADS, Boeing 
Co., BAE Systems, Finmeccanica in the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): EADS, Boeing Co., BAE 
Systems, Finmeccanica. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: EADS, Boeing Co., BAE Systems, Finmeccanica. 
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: EADS, Boeing Co., BAE Systems, Finmeccanica. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 

The Firm is a market maker in the publicly traded equity securities of BAE Systems. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis 
product ("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: 
Legal/Compliance [E6WYB6412478]. In addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical 
disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com.   Valuation and Risk assessments can be found in the text of the most 
recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research & Analysis Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 31 Dec 2011 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 57% 34% 9% 10% 79% 10%

% of companies in each rating category that are investment banking clients 45% 41% 40% 49% 43% 41%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks. 
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned. 
Investment Ratings: CIRA's investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return ("ETR") 
and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months.  The Investment 
rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not assigned a Buy 
or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment catalysts to derive a 
positive or negative investment view, they may elect with the approval of CIRA management not to assign a target price and, thus, not derive an ETR. 
Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) 
affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will publish a note 
re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our ratings 
distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.  
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most 
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific 
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the 
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration, 
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which 
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to 
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is 
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings 
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation. 

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both 
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a 
function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, analysts 
could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting 
the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by management and 
as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets (US, UK, Europe, 
Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or more for Medium-
Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% for Medium-Risk 
stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging markets (Asia 
Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for Low-Risk stocks, 
20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-Risk stocks, 
10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change 
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to 
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made 
only after evaluating the stock's expected performance and risk. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets Ltd Jeremy Bragg 
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Citigroup Global Markets India Private Limited Devang Doshi 
Citigroup Global Markets Inc Jason Gursky 

OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 11 January 2012 01:39 PM on the issuer's primary market. 

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to EADS, Boeing Co., BAE Systems. (For an explanation of the 
determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at www.citigroupgeo.com.) 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from 
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy 
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had 
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the 
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and 
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis 
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research 
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity 
constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision 
to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be 
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use 
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports. 
Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney 
LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures. 
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by 
the same person who reviewed this research report on behalf of CIRA. This could create a conflict of interest. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant 
of the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product 
is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty 
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any 
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup 
companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available in Brazil by 
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - 
Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global 
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 
2M3.  This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the 
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets 
Limited, which is authorised and regulated by Financial Services Authority.  1-5 Rue Paul Cézanne, 8ème, Paris, France.  The Product is distributed in 
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, 
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Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws 
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup 
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong 
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank 
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on 
or any matters arising from or in connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited, 
which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia 
through PT Citigroup Securities Indonesia.  5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any 
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with 
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been 
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, 
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which 
constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Foro Buonaparte 16, Milan, 20121, 
Italy.  The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities 
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under 
license.  In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Global Equities Online (GEO) 
website.  If you have questions regarding GEO, please call (81 3) 6270-3019 for help.   The Product is made available in Korea by Citigroup Global Markets 
Korea Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment 
Association (KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 110-180, Korea.   KOFIA makes available registration information of research analysts 
on its website.  Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea 
Securities Ltd.  http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02.  The Product is made available in 
Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. 
CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala 
Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product.  The Product is made available in Mexico by Acciones y Valores 
Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is 
regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to 
‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 
832 and AFSL No. 240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities & 
Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan 
branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 
4889, Karachi-74200.  The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., 
which is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the 
Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by 
The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., 
which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made 
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the 
general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal 
Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned 
in this report within the territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the 
meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 
Gasheka Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital 
markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 1 Temasek Avenue, #39-02 Millenia Tower, 
Singapore 039192, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup 
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. 
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this 
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 
289).  This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent 
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you 
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as 
defined under the Securities and Futures Act (Cap. 289).   Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company 
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is 
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services 
contained herein are not available to private customers in South Africa.  The Product is made available in Spain by Citigroup Global Markets Limited, which 
is authorised and regulated by Financial Services Authority.  29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain.  The Product is made available in 
the Republic of China through Citigroup Global Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan 
and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective 
license scope of each entity and the applicable laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and 
Futures Bureau of the Financial Supervisory Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the 
Republic of China by the press or any third parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not 
allowed to be offered or traded in the Republic of China, neither the Product nor any information contained in the Product shall be considered as advertising 
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the securities or making recommendation of the securities in the Republic of China. The Product is for informational purposes only and is not intended as an 
offer or solicitation for the purchase or sale of a security or financial products. Any decision to purchase securities or financial products mentioned in the 
Product must take into account existing public information on such security or the financial products or any registered prospectus.  The Product is made 
available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 
29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand.  The Product is made available in Turkey through Citibank AS which is regulated 
by Capital Markets Board.  Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the 
"Materials") are communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center 
("DIFC") and licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should 
not be relied upon or distributed to Retail Clients. A distribution of the different CIRA ratings distribution, in percentage terms for Investments in each sector 
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