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Avation* - Agreement to supply Virgin Blue/Skywest strategic
alliance with up to 18 aircraft. Reiterate buy at 89.5p with a
target price of 150p

Key Data

Avation, the aircraft leasing company announced on 10th EPIC AVAP
January that it had entered into an agreement with Skywest :
Airlines and Virgin Blue Airlines to provide a fleet of up to 18 ohare Price 89.5p
new aircraft which will operate in Australia. The aircraft will Spread 87p - 92p
be purchased by Avation who will grant standard 10 year Total no of -
operating leases to Skywest, who will in turn operate the Shares 28.53 million
aircraft on behalf of Virgin Blue under a 'wet' lease and Market Cap £95 5 million
codeshare arrangement.

NMS 4,000
The Board believes that given the quality of the lessee, the 12 Month 57p - 89.5
fixed term and the fact the aircraft are new, Avation PLC is Range P P
well placed to utilise Government-backed Export Credit Market Full List
Agency Financing. Avation will shortly be making an Website www.avation.net
application for finance facilities. Di-versifiec-j
In a recent conference call the joint Chairman of Skywest Sector Industrials
and Avation, Jeff Chatfield indicated that Skywest may also Jeff Chatfield
seek to upgrade its existing fleet, which currently stands at (Chairman) Tel:
18 aircraft. Given its increasing bargaining power, Avation Contact +44 (0)7783 :
would seem to be a likely choice of provider. 942 553

The Skywest/Virgin Blue strategic alliance is a highly

significant step for Avation who stands to more than double

its fleet in the medium term. Given that the first planes are likely to be delivered in the middle of
calendar year 2011, we assume no financial impact for the current financial year. The company
has guided that 6-8 further planes are likely to be in operation by the end of the year ending June
2012.

We have used this opportunity to introduce 2012 forecasts. We estimate that the deal will enhance
revenues by some 20% in 2012 based on an average of 3 extra planes being leased across the
course of the year. We estimate that this will help operating profits to rise 25% to GBP8.27 million.
However our forecasts show that increased finance charges will mean that pre-tax profits and
earnings per share will grow at a slower but still impressive 19%.



The exact pace of the roll out of new planes remains to be seen. The key factors driving this will be
the ease by which Avation is able to obtain the financing it requires, and the level of demand for
Skywest and Virgin Blue's new joint services. However we anticipate that the roll out should be
complete by the year ending June 2014. On this basis we are confident that Avation will be able to
double its earnings per share to 12.6p. Our target price of 150p implies a price to earnings
multiple of just shy of 12x, which we believe is appropriate given the growth profile. Should the
partnership prove successful, there is scope for the fleet to grow even further. Our stance is buy.

Year to 30th Revenue |Pre-tax Diluted |Price Dividend Dividend

June (GBP Profit Earnings Earnings Per Share Yield (%)
million) (GBP Per Share Ratio (p)
million) (p)
2009A 16.3 4.99 9.2 9.7 0.5 0.6%
2010A 17.6 3.55 6.3 14.2 0.6 0.7%
2011E 17.6 3.55 6.3 14.2 0.6 0.7%
2012E 21.1 4.22 7.4 12.0 0.7 0.8%

Source: Growth Equities & Company Research
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*Avation and Skywest Airlines are corporate clients of Bishopsgate Communications, which is
owned by Rivington Street Holdings, the ultimate owner of GE&CR. Skywest Airlines is also a
research client of GE&CR and shares in Skywest are owned by the SF t1ps Smaller Companies
Growth Fund, which is managed by another subsidiary of Rivington Street Holdings.



This research note cannot be regarded as impartial as GE&CR has been commissioned to
produce it by Avation, it should be regarded as a marketing communication.

The information in this document has been obtained from sources believed to be reliable, but
cannot be guaranteed. Growth Equity & Company Research is owned by T1ps.com Limited
which is commissioned to produce research material under the GE&CR label. However the
estimates and content of the reports are, in all cases those of T1ps.com Limited and not of the
companies concerned.

This research report is for general guidance only and T1ps.com Limited cannot assume legal
liability for any errors or omissions it might contain.

The value of investments can go down as well as up and you may not get back all of the money
you invested; You should also be aware that the past is not necessarily a guide to the future
performance. Finally, some of the shares that are written about are smaller company shares and
often the market in these shares is not particularly liquid which may result in significant trading
spreads and sometimes may lead to difficulties in opening and/or closing positions. Before
investing, readers should seek professional advice from a Financial Services Authorised
stockbroker or financial adviser.

T1ps.com Limited is authorised and regulated by the Financial Services Authority (FSA
Registration no. 192801) and can be contacted at 3rd Floor, 3 London Wall Buildings, London,
EC2M 5S8Y

email philip.morrish@aqecr.co.uk - fax 020 7628 3815 tel 0207 562 3371




