NORWEGIAN AIR SHUTTLE ASA1
THE COMPANY
Norwegian Air Shuttle ASA (NAS), often referred to only as Norwegian, is a
Norwegian low-cost airline founded in 1993 by Bjørn Kjos. The company is a
continuation of part of the business of Busy Bee of Norway, a Norwegian company that
was owned by Ludvig G. Braathens shipping. Busy Bee of Norway was founded in
1966 and went bankrupt in 1992.
Like Busy Bee of Norway, Norwegian positioned itself to operate the same routes as
former Braathens SAFEs coastal water routes, as was its short-haul routes on the west
coast of Norway. Norwegian began with a fleet of three Fokker 50 machines, which
they bought from Busy Bee when they went bankrupt.
Norwegian Air Shuttle operated these routes until August 2002, when they changed its
operating strategy. The company was repositioned and was a pure low-cost airline. The
company opened its first low-cost routes on the 1st of September 2002. Those routes
operated from Oslo to Bergen, Trondheim, Stavanger and Tromsø. Norwegian had on
that time six Boeing 737-300 machines.
The 18th of December 2003, Norwegian was listed on the Oslo Stock Exchange.
Now the company is the second largest airline in Scandinavia and the third largest lowcost airline in Europe, operating 68 aircraft at the end of 2012 and 85 aircraft at the end
of 2013.
In January 2012, Norwegian placed an order with both Boeing and Airbus to purchase
222 aircraft - whereof 100 Boeing 737 MAX8, 22 Boeing 737-800 and 100 Airbus
A320neo. The order is Europe's largest ever-single aircraft order. When the airline's
older 737-300s are phased out, it will have one of the most modern, efficient and
environmentally friendly fleets in commercial operation. Norwegian has also ordered
eight Boeing 787-8 Dreamliner for its long-haul operation.
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Norwegian has 13 bases in Norway, Sweden, Denmark, Finland, Spain, the UK and
Thailand. They have a route portfolio that stretches across Europe into North Africa
and the Middle East, as well as Thailand and the US. With competitive prices and
customer friendly solutions and service, the company has experienced a significant
growth in recent years. Roughly 17.7 million passengers flew with the airline in 2012
and 20.7 million passengers in 2013. Norwegian operates 391 routes to 125
destinations and has 3,965 FTEs (full time equivalents employees).

VISION
The company has a strong vision, which is, ‘everyone should afford to fly’. By giving
everyone the opportunity to travel by air, they have been attracting customers from all
over the world. Their vision entitles them to offer competitive, low fares and a high
quality travel experience based on operational excellence and helpful, friendly service.
The company values and place strong emphasis on several priorities that give
Norwegian Air a competitive advantage. The firm values simplicity, directness,
relevance, and has an operational priority on safety and service.

OWNERSHIP
NAS is owned in 23% by HBK Invest AS, a company which the CEO of NAS, Bjørn
Kjos, owns 77 % of. The company’s chairman, Bjørn Halvor Kise, owns 8 %. The
CEO and founder of NAS, Bjørn Kjos has a huge amount of control in NAS.
Understanding the ownership structure of the company is critical in entrusting the future
of the firm.

COMPETITORS
Talking about Scandinavian companies, the main competitor is Scandinavian Airlines
(SAS), which is the biggest, but Ryanair is also a large competitor on international
flights from Norway and Sweden. From Copenhagen, EasyJet is the largest low cost
carrier (LCC) competitor on international flights. However, as far as the open skies
policy is a reality in all of Europe, a lot of competitors have to be faced by Norwegian.

QUALITATIVE ANALYSIS
The human capital can be seen as a major strength of the company. Bjørn Kjos has
developed a business strategy that has been proved to succeed, and on top of this, he is
an intelligent, tactical and strategical CEO. The CEO of SAS has a fixed salary of $8.7
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million NOK, that amount is 7.4 million NOK more than the salary of Bjørn Kjos, CEO
in Norwegian. This is a signal to investors that the CEO of Norwegian is willing to take
his potential salary and dump it back into the company for future growth. The business
strategy implemented by the firm can also be seen as a major strength. The company
has been adhering to corporate values, attracting customers and stimulating markets by
offering competitive low fares and a quality travel experience based on low operating
costs.
Norwegian offers a comprehensive network of high frequency business destinations to
main European airports and vast desirable destinations to leisure travelers. The
company uses a state of the art passenger revenue management to ensure continuous
maximizing of revenue coming from any flight. Basically the revenue management
policy tries to maximize the total revenues of a flight, neither the occupancy nor the
average ticket paid.
The company also has a strong brand name, which they have effectively utilized while
they also make use of efficient distribution channels to further increase revenues year
after year. During several years, Norwegian has been nominated by Skytrax2 as the best
European LCC; confirming therefore and being recognized for its good customer
service provided.
The company uses a flat organizational structure which can be effective in the decision
making process by establishing a simple and direct concept, enabling the company to
easily adapt to changes and possibilities in the market environment.
The company also has an innovational approach with good customer focus and positive
reputation among customers. The company also plans on becoming one of the first
long-haul LCCs in the world, as it also tries to expand its reach by establishing new
routes to international destinations.

On the other hand, Norwegian is not a member of any airline alliance. The frequency
of flights to international destinations is low, but increasing. Competitors, such as other
LCCs or even some flag companies, are now attempting to mock the strategy of
Norwegian due to their current success.
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Skytrax created the Air Travel review website (www.airlinequality.com) as an independent customer
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Norwegian Air has been fighting Norway’s labor unions and politicians over plans by
the company’s CEO, to use low-wage Asian crewmembers on Norwegian-registered
aircraft - a measure that has been scuttled by Oslo officials. A significant weakness is
that Norway is the most expensive country in the world, and if the company wishes to
compete in the low cost market, they have to consider their high wage salaries that
employees demand.
Moreover, the high tax rates can be considered a weakness for the firm, which could
potentially affect profits, comparing to other international companies. The company
also charges additional fees for in-flight meals as well as a baggage fee for flights that
are considered non-long distance. Finally, a significant weakness is the fact that SAS
is government owned by Norway, Sweden and Denmark who supports SAS, giving it
a competitive edge over Norwegian. Of course, as all airline companies, the rising cost
of fuel is considered a weakness. Better marketing campaigns undertaken by rivals may
dilute brand image as well.

OPERATING MEASURES
There are several specific Key Performance Indicators (KPIs) used in the airline
industry, being the most significant the following:
CASK: Cost per available seat kilometer, an industry-wide cost level indicator. It is
usually represented as an operating expense before depreciation and amortization over
produced seat kilometers (ASKs). The CASK of Norwegian has decreased over the
years, as it can be seen in the Figure 1.
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Figure 1: Evolution CASK
Source: Annual Accounts Norwegian

It is true that the CASK decreases as far as the average length of a flight decreases; due
to the fact that the fixed costs, that do not have any relation with the length of the trip
are divided by more kilometers. Even being important the decrease, the increase of long
haul flights could be affecting this comparison.
The operating CASK is one of the lowest in the industry; as it is shown in Figure 2:
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Figure 2: Comparison of CASK with other LCC competitors

Load factor: The passenger load factor of an airline, sometimes simply called the load
factor, is a measure of capacity utilisation. It informs about how much of an airline's
passenger carrying capacity is used. It is passenger-kilometres flown as a percentage
of seat-kilometres available. The load factor of Norwegian is around 80% a little bit
lower than Ryanair and Easyjet, as we can see in Figure 3:
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Figure 3: Evolution Norwegian load factor
Source: Annual Accounts Norwegian

Threats and opportunities in the Aviation Industry
Threats


Looking at the aviation industry we see that one of the main threat is the
fluctuation in jet fuel prices as mentioned.



The CEO of the International Air Transport Association (IATA), Tony Tyler
stated that, “The airline industry is fragile. The fall in oil prices was good news
in 2012, but unfortunately the price fall came too late and ended up in the
shadow of weaker demand, more capacity and less coating on the planes.”



He also points out the troubled economic conditions in Europe and falling
consumer confidence, as two signs of weakness in the airline industry.



“The airlines were expected to deliver a profit of three billion U.S. dollars in
2012 of revenues of 631 billion dollars. This would give a margin of 0.5 per
cent”, says the IATA chief. This shows that the industry is fragile and that the
companies operate on razor margins.
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The industry has a high rivalry because of an intensive competition coming from
new LCCs as market participants, low prices and aggressive market share
capturing. The airlines compete against each other on ticket prices, service,
punctuality, passenger loyalty to the company and much more.



The airline industry is a volatile and growing industry and the threat of new
competitors entering the market and pushing the prices down is high.



The airline industry is also a popular industry to “attack” during wage conflict,
because the industry affects many people and itself is seen as a threat to its own
operations.



Since the aviation industry is a high-regulated industry, changes in the
regulations can have a huge impact on the companies.



Additionally, the lack or the feeling of lack of the security in airports and
airlines could affect the increase in the number of passengers in the next years.

Opportunities


Good prospects for GDP (Gross Domestic Product) for the coming years. As
there is a close relationship between GDP and passenger growth (see Figure 5)
air travel is expected to grow five per cent a year on average over the next 20
years, where India and China account for the largest growth.



Since there is an increasing demand in the market for air travel, the companies
have the opportunity to adjust and take measures to capture the growth and gain
more market share.



It has become cheaper to travel and the industry is growing towards more longhaul flights.



With higher purchasing power and a higher demand in what consumer is
concerned, the companies have the opportunity to focus on other areas, and not
only the air transportation.



As Norwegian has done by offering a credit card, Wi-Fi on the planes and much
more, they have increased their revenues by increasing ancillary revenues and
becoming the preferred company to travel with.

8



Since there is still an increasing demand trend, the companies can look to other
sources of revenues, because the purchasing power of the consumers allows
them to do so.

Share price evolution
Within the last 3 years, the stock price has increased by 100%. We can see this from
the following Figure 4 obtained by Bloomberg:

NAS

SAS

Source: Bloomberg
Figure 4: Evolution Norwegian stock price compared with SAS (from 2011 to 2013)
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Source: Amunsen M. (2015: An analysis of airline’s financial performance and its
influencing factors, Aarhus University)
Figure 5. Relationship between GDP and passenger growth

Questions for discussion

1. Which are the key success factors in the airline industry?
2. Identify the main strengths and weaknesses of the company.
3. Which is the evolution of the financial situation of the company?
4. Make a proposal of a strategy map for this company
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Appendix. Auditor’s opinion, financial statements and ratios of Norwegian
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Norwegian Financial Ratios

Current assets/Current liabilities
Debt / Assets
Debt / Equity
Cash flow / Loans
Sales/Assets
FA Turnover Sales / Fixed assets
CA Turnover Sales / Current assets
Net Profit/Sales
ROI Net Income / Total Assets
ROE Net profit / Equity

Average
industry
20133
0,55
0,65
2,03
0,31
1,01
1,38
3,7
1,5%
4,9%
15,4%

2013

2012

2011

2010

2009

2008

0,74

0,59

0,62

0,81

0,99

1,025

0,81
4,26
1,10
1,05
1,4
3,9
2%
2,1%
11,6%

0,80
4,00
0,31
1,08
1,4
4,5
3%
3,6%
18.1%

0,78
3,54
0,26
1,17
1,6
4,3
1%
1,6%
7.2%

0,73
2,70
0,61
1,30
1,9
4,2
2%
2,3%
8.6%

0,68
2,12
1,60
1,38
2,5
3,0
4%
4,8%
18.9%

0,65
1,85
1,38
1,97
3,7
4,2
0%
0,1%
0.4%

Source: Amunsen M. (2015).

IATA (2015): ECONOMIC PERFORMANCE OF THE AIRLINE INDUSTRY.
https://www.iata.org/whatwedo/documents/economics/iata-economic-performance-of-theindustry-end-year-2014-report.pdf
3

14

Source: Amunsen M. (2015).

Source: IATA (2015)

Source: Amunsen M. (2015).

Earnings before taxes / Revenue. Source:

Amunsen M. (2015).

15

Operating expenses / Revenue from operations. Source:

Amunsen M. (2015).

In the next Figure, some financial and operating ratios from Norwegian are provided:
EBITDAR: Earnings before interest, taxes, depreciation, amortization and rents.
EBITDA: Earnings before interest, taxes, depreciation and amortization.
CASK: cost of available seat kilometer. It is equal to the number of seats available
multiplied by the number of miles or kilometres flown.
ASK: available seat kilometer.
RPk: Revenue passenger kilometres. (RPMs). Is a measure of traffic for an airline
flight, calculated by multiplying the number of revenue-paying passengers aboard the
aircraft by the distance travelled.
Load factor: capacity utilization of seats. It is generally used to assess how efficiently
a transport provider fills seats and generates fare revenue. According to
the International Air Transport Association, the worldwide load factor for the passenger
airline industry during 2013 was 79.7%.
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