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Abstract: Garuda Indonesia is the flag carrier of Indonesia which has received plenty awards and 

acknowledgements in the last several years. Yet, in the last several months, albeit its accomplishments, there were 

quite plenty bad news spreading, including the poor financial performance which led to loss of shareholders’ trust. 

Besides, Garuda Indonesia is also facing the implementation of the new IFRS 16 which many said would definitely 

change the air transport industry. The new IFRS 16, which will be adapted as PSAK 73, will eliminate the term 

“operating lease” so that it has to be reported as “financial lease”, making airlines who use operating lease strategy 

will be financially affected, especially their financial statement and ratios. 

To understand the effect, using quantitative approach by looking at historical data, the financial statement and ratio 

are projected. The constructive lease capitalization method is used to see the difference between statement and ratio 

with and without capitalization. Two determinant factors which are leased aircraft growth rate and cost of capital 

as discount rate are analyzed to understand the step Garuda Indonesia shall implement to reduce the negative 

impact. The result shows that by doing nothing, the financial statement and ratio will be severely impacted, and by 

reducing those determinant factors, the effects can be reduced to improve its position. In the end, based on the 

analysis, a set of strategies are proposed. Therefore, the senior management can understand what to do to mitigate 

the effects.  

Even though as claimed by IASB that the new standard would not affect the company’s economic value, analysts 

expected that it will still affect the shareholders’ perception as they usually only look at the figures without requiring 

to understand the cause. These could lead to a worse condition for Garuda Indonesia. Therefore, the senior 

management has to treat this matter seriously and arrange a set of strategies to mitigate the negative impacts. 

Limitations in this study include the method of capitalization, the ratios being analyzed which only cover debt and 

profitability ratio, and statements being analyzed do not include cash flow statement and change in shareholder’s 

equity. 
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INTRODUCTION 

 

PT Garuda Indonesia (Persero)[1] Tbk is a state-owned 

airline, a flag carrier of Indonesia, that has been in the 

business for more than 50 years. It has a very long 

history of running a business in one of the most 

competitive industry in the world. Unfortunately, it 

does not ensure that Garuda Indonesia is capable to 

perform well. Its financial statement tells a different 

story. From the 2017 annual report [2], Garuda 

Indonesia booked a comprehensive loss of $155 

million. This publication alert public and Garuda 

Indonesia’s shareholders by showing an alarming 

situation that is currently faced by Garuda Indonesia 

senior management. 

The crisis has also been acknowledged by public 

shareholders since Garuda Indonesia went public. 

Many analysts did not recommend GIAA (stock code 

of Garuda Indonesia) inside investors’ portfolio. Not 

only by external parties, the senior management of 

Garuda Indonesia also received a serious threat from 

the inside. Serikat Karyawan Garuda Indonesia 

(Sekarga) threatened to strike due to the conflict 

between the employees and the senior management, 
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which many economists argued that it will worsen the 

condition of Garuda Indonesia [3]. 

Business Issue 

The implementation of the new IFRS 16 (PSAK 73) [4] 

cannot be neglected. This is because from many 

reports, it has a significant aftermath especially for 

aviation industry [5]. The senior management of 

Garuda Indonesia cannot put too much focus on other 

issues that can lead to a less preparation for the 

implementation. It has to analyze the effect of the 

implementation to the financial statement. Will it be 

beneficial, or will it weaken the financial condition of 

Garuda Indonesia? What shall the senior management 

do to mitigate the effect? Is there any strategy that can 

be implemented to reduce the negative impact of it? 

Notes: to measure the effect, the key financial ratios 

which include debt and profitability ratio will be used 

as comparative variables. The unrecorded assets and 

liabilities will be calculated using constructive lease 

capitalization [6] [7]. The financial statement under the 

implementation of the new leases standard is forecasted 

with rational assumptions based on the proposed 

strategy. 

 

RESEARCH OBJECTIVES 

 

The main objective of this study is to observe the 

change in key financial ratios due to the 

implementation of the new leasing standard by using 

constructive lease capitalization in the time where the 

standard is already effective, by looking at Garuda 

Indonesia’s current fleet strategy and financing 

strategy. To do so, the steps are: 

To analyze current fleet strategy to determine the 

operating lease portion that will affect the lease 

capitalization. 

To calculate the cost of capital based on current 

financing strategy to determine the discount rate that 

will affect the lease capitalization. 

To forecast Garuda Indonesia’s financial statement and 

ratio with the capitalization using rate and assumption 

from historical data. 

 

LITERATURE REVIEW 

 

The IFRS 16 specifically discuss any financial 

reporting items related to leasing activities. Gitman 

described leasing as The process by which a firm can 

obtain the right-of-use of certain fixed assets for which 

it must make a series of contractual, periodic, tax-

deductible payments (2012: 678). It can be associated 

with rental, but with more firm contract period (usually 

multi-years).  

In the previous version of IFRS 16, which is the most 

adapted system by the industry, leasing divided into 

two: operating lease and financial lease. The main 

difference between those two is that in financial lease 

transfers ownership of the fixed assets being leased by 

the end of the leasing contract period. For that reason, 

financial lease is more similar to Long-Term Debt 

(LTD) in fixed assets acquisition, while operating lease 

is more similar to Property, Plant & Equipment (PP&E) 

rental. 

From the explanation by International Accounting 

Standard Board (IASB) [8], IFRS 16 eliminates the 

classification of leases as either operating leases or 

finance leases for a lessee. Instead all leases are treated 

in a similar way to finance leases. Leases are 

‘capitalized’ by recognizing the present value of the 

lease payments and showing them either as lease assets 

(right-of-use assets) or together with property, plant 

and equipment (as shown in Figure 1). If lease 

payments are made over time, a company also 

recognizes a financial liability representing its 

obligation to make future lease payments. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1 Change on the Balance Sheet (left) and 

Income Statement (right) 
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RESULTS & DISCUSSION 

 

The annual reports show the number of fleets being 

operated by Garuda Indonesia Group (both Garuda 

Indonesia & Citilink). In this case, the carrier is not 

considered, Garuda Indonesia’s role as lessor to 

Citilink and the activity of sub-leasing by Citilink is 

neglected, as well as the sale-leaseback activity is only 

considered if it is under operating lease contract. The 

growth and the projection of fleet being operating 

leased by Garuda Indonesia Group can be seen in 

Figure 2. 

The average annual growth by number of fleet being 

operated from 2009 to 2017 is 15.47% per year, with a 

CAGR of 14.79%. The number grew from 67 in 2009 

to 202 in 2017 and projected to be 263 in 2022. The 

average annual growth by number of leased aircraft 

from 2009 to 2017 is 20.35% per year, with a CAGR 

of 19.26%. The number grew from 44 in 2009 to 180 

in 2017. The projections are based on the existing 

contract as explained in the annual report as well as 

respective assumptions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2 Growth of Operating Leased Aircrafts 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3 Portion of Leased and Owned Aircrafts 

 

The portion of leased aircraft and owned aircraft 

increased over time from 34 to 66 in 2009 to 11 to 89 in 

2017, and projected 8 to 92 in 2020 as shown in Figure 

3 This means that Garuda Indonesia utilize lease activity 

more heavily. In addition, from the available data, from 

2009 to 2017, the weighted average contract period is 

8.15 years, and Garuda Indonesia never book a contract 

with a period more than 12 years. 

For this case, the Risk-free Rate is calculated annually 

using the annual average of adjusted BI Rate for the 

period of 2010-2016 and 7-Day Repo Rate for the period 

of 2016-2018. The Beta Coefficient is the correlation 

between Garuda Indonesia’s common stock (GIAA) and 

Jakarta Composite Index (JCI) between 2011 and 2018 

[9]. The market return is calculated from JCI’s historical 

price data between 2010 and 2018. Beta coefficient is 

calculated by finding the slope of stock return and 

market return. 

From the calculation, it is known that beta varies from -

1.20 in 2014 to 0.98 in 2017, with an average of 0.02. 

After that, the market return is calculated by finding the 

geometric average of monthly return for each year. The 

market return also varies from -12.75% in 2015 to 

24.77% in 2017, with an average of 10.32%. After 

finding the risk-free rate, beta coefficient, and market 

return, the cost of equity using CAPM can be defined. 

The cost of equity varies between -9.79% in 2014 to 

24.33% in 2017, with an average of 6.27%. The cost of 

debt and cost of equity are calculated to find the WACC 

for each year, as shown in the graphic below: 

 

 
 

Figure 4 WACC, Cost of Debt, and Cost of Equity 

 

 

 

 

 

 

 

 

 

-20.00%

-10.00%

0.00%

10.00%

20.00%

30.00%

2011 2012 2013 2014 2015 2016 2017

R
at

e

Financial Year

WACC

0

50

100

150

200

250

300

2009 2011 2013 2015 2017 2019 2021

Aircraft Operating Leased by Garuda 
Indonesia Group

ATR72-600
CRJ1000NG
A330-900neo
A330-200
A330-300
A320-200
B737-300
B737-400
B737-500
B737-800NG
B737 MAX8
B747-400
B777-300ER

66% 71% 71% 79% 81% 86% 88% 89% 89% 91% 92% 92% 93% 93%

34% 29% 29% 21% 19% 14% 12% 11% 11% 9% 8% 8% 7% 7%

0%

20%

40%

60%

80%

100%

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

2
0

2
2

Leased vs Owned

Leased Owned



Ryan/ Journal of Engineering and Science Research, 2(5) 2019, Pages: 28-34 

 

31 
 

The WACC decreased from 2011 to 2014 and 

rebounded. The highest WACC happened in 2017 with 

16.54%. The cost of capital is very high because many 

factors including the unappealing company’s financial 

performance and stock performance. The cost of debt 

is pretty low with highest amount in 2017 of 9.78%, 

while the cost of equity varies due to the expected 

market return. The WACC also varies between -1.40% 

in 2014 to 16.54% in 2017, with weighted average of 

6.76%. The WACC then will be used as discount rate 

in the constructive lease capitalization calculation. 

To see the effect on implementing the new lease 

standard, the financial statement and ratio will be 

projected as it is. In the constructive capitalization 

method, the determinant factors that relate to those 

conditions are the projected operating lease 

commitment which is represented through the annual 

growth of operating leased aircraft, and the discount 

rate which is represented by the cost of capital. The 

assumptions based on analysis in the previous chapters 

that will be used for projections are: 

 

Table 1 Assumptions for Each Conditions 

 

 

Cond

ition 

1 

Cond

ition 

2 

Cond

ition 

3 

Con

ditio

n 4 

Operating Lease 

Commitment 

Growth Rate 

19.2

6% 

15.0

0% 

19.2

6% 

15.0

0% 

Cost of Capital 

(WACC) 

6.76

% 

6.76

% 

5.64

% 

5.64

% 

 

Due to limited available information in projecting the 

financial statement, a simplification is carried out. The 

rules of this simplifications based on the statement to 

project the financial statement for condition 1 are: 

The first statement to be projected is the operating lease 

commitment to find the unrecorded lease liabilities. 

The projection is done in the Total Future Operating 

Lease Commitment, while for the items as part of it are 

projected as a portion of it. The projection is using 

CAGR of leased aircraft which is 19.26% and using 

assumed leased aircraft growth rate of 15.00%. 

 

The balance sheet is then projected. The total assets 

projection is using CAGR of 10.76%, and total 

liabilities of 11.00%. 

Lastly, the projection of income statement is performed 

to see the change in the net income. The items that are 

projected are: 

Total operating revenues from airline services is 

projected using CAGR of 9.27%. 

Total operating revenues is projected using CAGR of 

9.82%. 

Aircraft rental & charter expense is projected as 

average portion of total operating revenues from airline 

services, which is 20.77%. 

Earning Before Tax (EBT) is projected as average ratio 

to total operating revenues, which is -0.22%. 

Net Profit is projected as average ratio to EBT, which 

is 81.36%. 

 

While for the lease capitalization, several assumptions 

are used. These include: 

Operating Lease Commitment (OLC): based on the 

condition. 

Discount Rate (r): based on the condition. 

Lease Period (n): 13 years (from fleet analysis which 

shows that Garuda Indonesia never lease more than 12 

years. The lease period includes the payment of the 

current year). 

Total Useful Life (TL): 23 years (as defined by Garuda 

Indonesia in the financial statement for airframe and 

engine which is between 18-27 years, the median 

which is 22.5 years, rounded to 23 years, is used). 

Used Life (UL): 8.15 years (from fleet analysis which 

shows that the average age of leased assets If it is 

assumed that the age of the aircraft is zero in the date 

of the contract. 

Remaining Life (RL) = TL – UL 

Residue Value: 20% of the acquisition cost of lease 

assets. 

The expense on acquiring the operating lease contract 

is neglected. 

 

The financial statements that are being concerned in 

this case are balance sheet and income statement only. 

The cash flow statement as well as the change in the 

shareholder’s equity are not considered. To see the 

difference in situations between no lease capitalization 

and with lease capitalization, the projected financial 

statement in 2022 to represent the projection are 

compared. The comparison is made for 4 conditions as 

described in proposed strategy. 
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Table 2 Financial Statement Comparison in 2022 

 Condition 1 Condition 2 Condition 3 Condition 4 

Assets (No Capitalization) 6,273,412,046 6,273,412,046 6,273,412,046 6,273,412,046 

Assets (With Capitalization) 16,545,109,274 14,837,032,015 17,457,956,465 15,598,082,138 

Percent Change in Assets 163.73% 136.51% 178.28% 148.64% 

Liabilities (No Capitalization) 4,760,956,182 4,760,956,182 4,760,956,182 4,760,956,182 

Liabilities (With Capitalization) 17,140,068,780 15,081,550,092 17,916,378,941 15,728,767,883 

Percent Change in Liabilities 260.01% 216.78% 276.32% 230.37% 

Equity (No Capitalization) 1,512,455,863 1,512,455,863 1,512,455,863 1,512,455,863 

Equity (With Capitalization) -594,959,507 -244,518,077 -458,422,476 -130,685,745 

Percent Change in Equity -139.34% -116.17% -130.31% -108.64% 

Net Profit (No Capitalization) -12,048,824 -12,048,824 -12,048,824 -12,048,824 

Net Profit (With Capitalization) -1,441,641,066 -1,031,872,671 -1,451,999,604 -1,040,508,691 

Percent Change in Net Profit 11864.99% 8464.09% 11950.97% 8535.77% 

The comparison between conditions in financial year 

of 2022 shows that there is a negative change in equity 

if the financial statement is presented with lease 

capitalization. This is due to the huge operating lease 

to total fleet portion so that the lease liabilities become 

much larger than the lease assets added to the total 

assets. This can also be observed in the change in assets 

and change in liabilities where the change in liabilities 

are near to twice but the change in assets only stand at 

1.15 to 1.25 with capitalization. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5 Comparison of Balance Sheet Before and With Lease Capitalization 

 

 

The net profit with capitalization also become much 

worse. This is because the depreciation expense and the 

lease finance cost due to lease capitalization are bigger 

than the operating lease expense, therefore it will 

decrease the net profit, making it more unattractive. As 

can be seen that the total assets (which equal to total 

liabilities plus equity) with lease capitalization is twice 

the total assets without lease capitalization. For 

example, the total assets in 2022 without lease 

capitalization is USD 6,273,412,046, and with lease 

capitalization is USD 15,598,082,138 which is almost 

tripled with an increase of 148.64%. 

 

As explained earlier that to measure the effect, the key 

financial ratios which include debt and profitability ratio 

will be used as comparative variables. The ratios that are 

considered include Debt to Equity Ratio (DER), Debt to 

Assets Ratio (DAR), Return on Equity (ROE), and 

Return on Assets (ROA). Same with previous analysis, 
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to see the difference in situations between no lease 

capitalization and with lease capitalization, the projected 

financial ratio in 2022 to represent the projection are 

compared. The comparison for 2022 are listed in the 

table below. 

 

 

Table3 Financial Ratio Comparison in 2022 

 

Particularly in 2022, because of the equity becomes 

negative since 2021, the ratios on equity are invalid and 

cannot be compared. Therefore, the comparison is only 

performed for DAR and ROA. The main difference 

between ratio in 2017 and 2022 is happened in the 

change in ROA. The change becomes very significant 

because of small projected net profit and huge leased 

assets. 

Without lease capitalization, Garuda Indonesia’s DER is 

at 2.0-3.0 with CAGR of 2.78%. Even though, as 

explained in the Chapter 2. which shows that the trend 

of DER in comparable international peers is lower than 

1.0, the figure can be considered as normal. Yet, with 

lease capitalization, the DER increased with a maximum 

value of 1775.28 in 2020 due to a very high amount of 

lease liabilities compared to its equity exactly before it 

becomes negative. After that, the ratio decreased and 

touched negative number in 2021 with a DER of -255.18 

because the equity already became negative. 

When comparing the total debts to the total assets, the 

DAR with the capitalization increased with an average 

of 135.99%, and the increments remains steady at the 

same rate. The difference appears because the ratio 

between unrecorded lease assets and unrecorded lease 

liabilities is 83.06%, and the assumption used in each 

year is equal. Therefore, there is no significant 

difference between them. Lastly, ROA also shows a 

similar story with ROE. The ROA are mostly negative 

because of the lossess occured in 2014, 2017, and years 

ahead. The trend of ROA is negative because the growth 

of the total assets are more significant than the growth 

of the net income. 

 

CONCLUSION 

 

The analysis shows that the implementation of the new 

standard will mostly bring negative impact indicated by 

the financial statement projection as well as the key 

financial metrics. This will affect a lot of business 

practices such as the increasing cost of borrowing, the 

breach on debt covenants, and the regulatory on capital 

requirements. The condition will challenge the senior 

management to make a bold move so that the 

catastrophic expected result can be mitigated. 

Therefore, it can be concluded that the implementation 

of the new standard is a serious matter. It cannot be 

neglected, and must be considered carefully to avoid 

misperception both internally and externally. In 

response to this condition, author proposed 3 different 

conditions that are analyzed to understand the effect of 

implementing those, which include the reduction in 

operating leased aircraft growth and the reduction on 

cost of capital. From those 3 strategies, it can be 

observed that by implementing both strategy, the 

negative impact can be reduced to improve the financial 

condition of Garuda Indonesia under the 

implementation of the new standard. 
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