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HollAnd

Advisors
Holland Views — Ryanair (Price: €4.56, MCap: €6.5bn) Buy

War of Attrition

Itis all too easy to dismiss stocks based on preconceived notions. Ryanair is a great example of
a business that, were it in any other sector, would be deemed a clear ‘Buy’. Of particular note is:

e A unique business model with structural cost advantages: Ryanair’s unit prices are -
23% below Easylet’s unit costs. Compounded sales growth of 21% and average ROEs
of 15% since 2002 demonstrate the power of the Ryanair model thus far.

e The relentless (and self-imposed) suppression of Ryanair’s prices in recent years point
to some untapped pricing power today: Yields have been below unit costs since 2009.

e Our initial concern that slowing capacity growth (highlighted by the 2010 special-
dividend) might have been an indication of a business model that is ‘cashing in” were
unfounded. The business model and management team seem as robust as ever.

e We conclude that the dominant and most successful businesses — especially those
within commoditised sectors - employ similar business tactics and strategy even across
sectors. Our work on retailers like Colruyt thus provided helpful parallels.

e Given the relative youth of Ryanair’s business, SouthWest’s 25-year head-start suggests
that further organic growth is very plausible. Few companies have this organic growth
and return prospects at a starting P/E of 11.5x historic earnings.

Fig.1: The extent of Ryanair’s Yyield and (especially) cost suppression might surprise you

13.0 .
30 Yields e

12.0
Costs

6.0 - Se-=o

|
< [=| .
50 - SouthWest ($c) === Ryanair (€c) Sso . .

|

~ [ (2} o I o 2] < n © ~ [ (2} o —
2 2 2 8 8 8 8 8 8 8 8 8 8 8 8 Ryanair Vueling Wizzair easylet Air Berlin Iberia British
NNNNNNNNNNNNNNN Airways

Source: Capital 1Q, EasyJet analyst presentation

Ought We Be Admitted to AA (‘Airlines Anonymous’)?

Are we mad? Buffett’s caustic views on the airline industry are well known and yet we dare to
consider one. In the interests of opening client eyes to would be franchises on this side of the
Atlantic however we must allow ourselves some latitude. Additionally our previous work on JD
Wetherspoon showed that it is indeed possible to find good franchises in sectors which, on
aggregate find it tough to make compelling returns.

It is with such pragmatism that we approached Ryanair - a disruptive but innovative business
with impressive returns that dominates what is unarguably a gruesome industry. Whilst Ryanair
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is a well-known and ought to be a well-analysed business, our experience in identifying quality
franchises across diverse industries allows us, we hope, to put Ryanair’s business model in a
new and possibly more useful context for investors.

SouthWest Airlines is deemed an obvious comparison and with a twenty-five year headstart,
possibly offers comfort to Ryanair’s growth prospects over the next decade. Less obvious
perhaps are the similarities with some of the great high-volume global retail franchises — in
particular our favourite European discounter, Colruyt and JD Wetherspoon. Structurally lower
capacity growth in the European airline industry does not mean that Ryanair’s business model is
broken or has peaked, as its valuation (EV/EBIT of 9.3x) might imply. Rather it is Ryanair’s
relative growth prospects - effectively its market share of traffic - that will determine the
sustainability of its business moat we believe. In short this is a business that ticks an awful lot of
the boxes we look for: It has wide moat, allocates capital very well and is run by a hugely
capable founder who is highly incentivised - if it were in any other sector, it would be a ‘Buy’.

Fig.2: Ryanair’s Return on Capital — not bad at all (especially for an airline)
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Ryanair — A Diamond In The Rough

"Ryanair is probably the most robust airline model we have encountered”
- Eric Hild, Boeing's Director of Sales (UK & IRL), 1998

Ryanair’s dominance of its sector and its good returns come from a savvy understanding of how
to thrive in a commodity business. Just like Belgian retailer Colruyt, it runs the business for
volume whilst keeping costs low in absolute terms and importantly prices always lower than
competitors in relative terms. The virtuous circle of greater traffic that results from such a
strategy is very clear from the company’s historic financials (see appendix).

Consequently, the question foremost on our mind (post the 2010 special dividend
announcement and capacity slowdown) was: What is happening to the Ryanair business model?
Does a greater cash payout and slower growth imply a weakening of it? Interestingly the current
11.5x PE when compared to its past valuation and most likely growth implies Mr Market is
questioning the model too.
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Disclaimer

This document does not consist of investment research as it has not been prepared in accordance with UK legal
requirements designed to promote the independence of investment research. Therefore even if it contains a research
recommendation it should be treated as a marketing communication and as such will be fair, clear and not misleading
in line with Financial Services Authority (FSA) rules. Holland Advisors is authorised and regulated by the Financial
Services Authority (FSA). This presentation is intended for institutional investors and high net worth experienced
investors who understand the risks involved with the investment being promoted within this document. This
communication should not be distributed to anyone other than the intended recipients and should not be relied upon
by retail clients (as defined by FSA). This communication is being supplied to you solely for your information and
may not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose.
This communication is provided for information purposes only and should not be regarded as an offer or solicitation
to buy or sell any security or other financial instrument. Any opinions cited in this communication are subject to
change without notice. This communication is not a personal recommendation to you. Holland Advisors takes all
reasonable care to ensure that the information is accurate and complete; however no warranty, representation, or
undertaking is given that it is free from inaccuracies or omissions. This communication is based on and contains
current public information, data, opinions, estimates and projections obtained from sources we believe to be reliable.
Past performance is not necessarily a guide to future performance. The content of this communication may have been
disclosed to the issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in general involve
some degree of risk therefore Prospective Investors should be aware that the value of any investment may rise and
fall and you may get back less than you invested. Value and income may be adversely affected by exchange rates,
interest rates and other factors. The investment discussed in this communication may not be eligible for sale in some
states or countries and may not be suitable for all investors. If you are unsure about the suitability of this investment
given your financial objectives, resources and risk appetite, please contact your financial advisor before taking any
further action. This document is for informational purposes only and should not be regarded as an offer or solicitation
to buy the securities or other instruments mentioned in it. Holland Advisors and/or its officers, directors and
employees may have or take positions in securities or derivatives mentioned in this document (or in any related
investment) and may from time to time dispose of any such securities (or instrument). Holland Advisors manage
conflicts of interest in regard to this communication internally via their compliance procedures.



