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Time for airline fleet consolidation; near-term pain to persist
We hosted Kiran Koteshwar, ex-CFO of SpiceJet, for a perspective on the
Indian aviation industry. According to Kiran, the industry can generate
consistent profits only if it is more disciplined in adding capacity, upgrades its
revenue management skills and raises focus on cargo and international business.
Demand could remain subdued in the near term and profitability would hinge
on better fleet utilisation, with some fleet consolidation likely. Government
intervention is required to promote infrastructure growth and reduce costs.

Multiple factors behind poor pricing power: According to Kiran, excessive
capacity addition, lack of adequate human skill sets and shallow revenue
management are prime reasons for the airline industry’s weak pricing power.
Capacities can be expanded at lower capitalisation (lease model). Instead,
undisciplined additions result in fleet buildouts ahead of demand, eroding
pricing power.
Profits volatile despite significant industry consolidation: The fall of Kingfisher
and Jet Airways did allow incumbents to gain market share. However, the
industry is largely to be blamed for its inability to raise prices post consolidation,
as injudicious fleet additions have outpaced available airport infrastructure and
the resulting price wars continue to hurt profitability.
Wet lease model does not allow for stable profitability: Kiran believes
sustainable profitability can only be generated through dry leases, which
are more carefully planned and executed. While the wet lease model
addresses near-term demand, the cost structure is too erratic to generate
consistent profits.
Cargo business has a rosy future in India: Cargo transport is an essential
strategy for any domestic and global airline. While the business requires working
capital, it generates healthy profits and cash flows. It is highly underplayed in
India currently and has significant scope for growth.
Our view: Looking at the current climate of subdued demand, a depreciating
rupee (impacting 65-70% of costs including fuel), rising ATF prices and daily
cash burn, we continue to have a negative stance on the aviation industry.
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Other takeaways


On Air India’s privatisation and GoAir’s IPO: Air India’s privatisation will be
good for the industry, according to Kiran. The acquirer will focus on
international routes – a key asset of Air India – and shed non-profitable
domestic routes, which will result in better pricing for all players. For GoAir,
the equity capital raise will lend a new lease of life to the airlines and enhance
its longevity as well as profitability.



On SpiceJet’s cash crunch and IndiGo’s expansion: Both companies have a
strong, profitable domestic flying network. But SpiceJet will need to garner
some liquidity either through a new partner or by raising capital, resolve
litigations and focus on balance sheet strength. IndiGo, on the other hand,
being a market leader and a strong player, needs to focus on ancillary revenues
– viz. the cargo and international business.



Lessors typically accommodative of defaults: Aircraft lessors across the globe
are more than accommodative, even of defaulters, as (a) they look to maintain
their global balance of fleet, and (b) a flying aircraft even at a defaulting client
is much better maintained than one grounded in a hangar for non-payment.
Lessors acquire an asset post default only if they have another lessee ready for
the aircraft.



Government intervention needed for sustainable growth: The industry has
long asked for a review of duties on engines sent out for repairs and also for
ATF to be brought under GST to level the playing field with other industries.
Government intervention is also required to ramp up India’s airport
infrastructure, privatise airports, rationalise air routes and make cheaper credit
available to the industry.



Demand and profitability outlook: Kiran expects demand to remain at 80%
of normal levels for two years following the pandemic and profitability to
improve once international travel normalises. In his view, higher aircraft
utilisation, systematic revenue management and disciplined capacity adds will
go a long way toward sustaining profits in the growing Indian market.

About the Speaker: Kiran Koteshwar
Kiran Koteshwar is currently the CFO of Lagos-based airline Green Africa and
was most recently CFO at SpiceJet, India’s second-largest budget airline. Kiran is
a veteran in the aviation industry with vast knowledge in building and scaling a value
airline in a challenging market. He was instrumental in the successful turnaround
of SpiceJet and was also involved in two major funding exercises for the airline.
Prior to SpiceJet, he played a key role in launching GoAir where he held several
commercial and financial leadership positions.
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Disclaimer
Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution
As of 31 March 2021, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 42 have BUY ratings, 13 have ADD ratings, 5 are
rated REDUCE and 28 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification
The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers
BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.
BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.
BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.
BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.
This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.
The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in
this material, but regulatory, compliance, or other reasons may prevent us from doing so.
We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
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in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.
No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.
BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of
publication of this report.
The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on
any specific merchant banking, investment banking or brokerage service transactions.
BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.
BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.
BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months.
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