Exhibit 1: Map of India and key economic indicators
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Key Economic Indicators

	Country
	India
	China

	GDP (US$ bn)
	485.2
	1180.1

	GDP per head (US$)
	471
	928

	GDP per head (US$ at PPP)
	2,489
	5,575

	Consumer price inflation (av; %)
	3.7
	0.7

	Current-account balance (US$ bn)
	-3
	20.1

	% of GDP
	-0.6
	1.7

	Exports of goods fob (US$ bn)
	44.8
	264.1

	Imports of goods fob (US$ bn)
	-54.9
	-232.6

	External debt (US$ bn)
	101.5
	146

	Debt-service ratio, paid (%)
	13.3
	6.3


Notes:

1. The projected inflation rate for India over next 15 years is 5%.

2. The projected inflation rate for U.S. over next 15 years is 2%.

 Exhibit 2: Disinvestment process and consitutents

1.
Beginning of the Disinvestment process: 

· The disinvestment policy of GoI can be seen to be implemented broadly in 2 phases

· The recommendations of the disinvestment commission set up in 1996, which for the backbone of the Phase I of disinvestment, can be summed up as :

[image: image1.png]Mode of disinvestment recommended

A Invohing change in ownership / managerent

Number of

PSEs

1. Strategic sale 3

2. Trade sale [

B Involving no change in ownership / managerent

Offer of shares 5

C. No change

1. Disinvestrent defered 11

2. No disinvestrment 1

D. Closure / sale of assets 4
Grand Total 58





· Phase II – October 1999 onwards. The main feature of the policy can be culled out from the 2000-2001 budget speech as follows :

· To restructure and revive potentially viable PSEs and to close down PSEs which cannot be revived. To emphasize strategic sales of identified PSEs

· To bring down Government equity in all non-strategic PSEs to 26% or lower. To establish a systematic policy approach to disinvestment and to give a fresh impetus to this programme, by setting up a new Ministry of Disinvestment

· To fully protect the interest of workers

2.
Main constituents:

· The Cabinet Committee on Disinvestment is the apex decision making body in the disinvestment process 

· The Ministry of Disinvestment is the key constituent and manages the routine functioning of the disinvestment process.

· MODI is helped by the relevant ministry and various other Government 

departments and ministries during the process.
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Note:

For the American Airlines, the age is as per Airclaims Ltd. Autumn, 1999

For the European carries the age is in December 1999

AI age of fleet as in July 2000

Fleet Profile of Some Key Airlines


3.
Divestment Process and Role of MODI
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Exhibit 3: Recent global trends in the Airline Industry

· Bilateral to Multilateral: The existing bilateral system envisages one to one agreements between the governments regarding the relative rights of the airlines flying between the two countries. However there has been experienced a need to move away from this bilateral framework. The first step in this direction is ‘Open Skies’ agreements to reduce the regulation on airlines operations.  The existing bilateral system is likely to be inadequate to meet the challenges that the industry would face in the future. This would be because of continuing restrictions in the areas of ownership and investment, as well as limitations on wet leasing and government-financed transportation. Plurilateral approaches might address these issues more effectively.  The next step that is envisaged is the movement towards multilateral or “plurilateral’ agreements. A multilateral approach is when more than two countries decide on the regulation of air transport while a plurilateral approach would be when blocs of countries negotiate and decide on the regulation of air transport. There have been some initiatives in this direction in Europe through the European Civil Aviation Conference (ECAC), Eurocontrol (the European air traffic control entity), and the Joint Aviation Authorities (JAA) in which almost all the Central European states participate. 

· Globalisation and deregulation: There has been considerable deregulation in the airlines industry. This process has been led by the United States which has preferred deregulation of all international aviation markets. It has started signing open skies agreements. For American carriers this would enable greater access to other markets at reduced economic regulation and which allow code-sharing, alliances and partial ownership deals between international carriers.  Other countries have also seen benefits from open skies and the consequent competition as a way of boosting tourism and commerce by lowering the cost of air travel. 

· Alliances, JV’s and Subsidiaries: A related development has been the development of global alliances. These alliances give the members an effective hub and spoke network. With smoother connections stimulating traffic, an alliance can lower a carrier’s costs dramatically while allowing the carrier to cut fares and increase flight frequency. An airline participating in an alliance can do this without substantial investment in additional aircraft, airport facilities or route authority.  There are currently four major global airline alliances - Star Alliance anchored by United Airlines and Lufthansa, Oneworld with America Airlines and British Airways, Skyteam with Delta Airlines and Air France,Wings with KLM and Northwest Airlines. However, allegiance to these alliances is weak. During the past two years, many large and small airlines have shifted partnerships.   

Exhibit 4: Regulatory Framework
1.
Regulatory Authority: The Director General of Civil Aviation is a statutory authority responsible for laying down, implementation and monitoring of standards regarding airworthiness of aircrafts, safety and operations, flight crew standards & training etc

2. Operating permit (for scheduled international air services): The airline wishing to operate scheduled international air services has to be designated through diplomatic channels or by the aeronautical authorities of the country whose Government have concluded the Agreement with the Government of India. 

3. Maintenance approvals: Rule 60 of the Aircraft Rules, 1937 stipulates that all Indian registered aircraft are required to possess a current Certificate of Airworthiness before undertaking any flight. It is therefore obligatory that the aircraft are maintained as per approved maintenance schedules. Maintenance work carried out on the aircraft has to be certified in the relevant log books by appropriately licensed AMEs, approved or authorised persons who have actually performed the work.  Airline operators who do not have their own facility for maintenance and certification of aircraft, aircraft components or items of equipment can get maintenance and certification performed by organisations or individuals, who are approved for the purpose. However, scheduled airlines are required to have their own maintenance facility. 
4. Schedules and fare approvals: The airline has to, in accordance with the provisions of the bilateral air services agreement, obtain the approval of the competent authorities (which is the DGCA in India) for the tariffs to be charged on the agreed services operated on the specified route(s). The proposed tariffs have to be submitted to the aeronautical authorities of both the contracting parties to the bilateral agreement at least 90 days before the proposed date of their introduction. This period can be reduced subject to the agreement of the said authorities.  The airlines also have to file their proposed flight schedule with the office of the DGCA for approval, at least 30 days prior to the commencement of the agreed services. The flight schedule should contain information relating to the type of service and its frequency, the type of aircraft to be used and the flight timings. The flights can be operated only after the schedule has been approved by the DGCA.

5. Route rights and air service agreements: The operations of international air services to/ from India are governed by inter-governmental air services agreements (ASA), under which frequency/ capacity entitlements and route rights have been exchanged.
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EXHIBIT 5: Organization Structure

EXHIBIT 6: Capital Structure

	PARTICULARS
	AMOUNT (Rs in million)

	Authorised
	

	425,636,820 Equity shares of Rs. 10 Each
	4,256.4

	7,436,318 Redeemable Preference Shares
	743.6

	Total
	5,000.0

	
	

	Issued, Subscribed and Paid-up
	

	153,836,427 Equity Shares of Rs. 10 fully paid up
	1,538.4

	
	

	Reserves and Surplus
	2668.6

	
	

	Total Shareholders’ Equity
	4207.0

	
	

	Secured Loans
	32,489.0

	
	


Exhibit 7: Capacity of Carriers To/ From India

	
	1997
	1998
	1999

	
	Amount in Rs
	%
	Amount in Rs
	%
	Amount in Rs
	%

	AI
	   3,032,019 
	20.6%
	   3,055,307 
	19.5%
	   3,010,298 
	19.2%

	AI's Code Share
	        53,837 
	0.4%
	        76,397 
	0.5%
	      100,478 
	0.6%

	AI/ IC JV's
	      179,712 
	1.2%
	      179,712 
	1.1%
	      180,653 
	1.2%

	Total AI
	   3,265,568 
	22.2%
	   3,311,416 
	21.1%
	   3,291,429 
	21.0%

	IC
	   1,600,397 
	10.9%
	   1,780,670 
	11.4%
	   1,796,972 
	11.5%

	IC's Code Share
	
	
	
	
	          9,844 
	0.1%

	Total Indian Carriers
	   4,865,965 
	33.0%
	   5,092,086 
	32.5%
	   5,098,245 
	32.5%

	Foreign Carriers
	   9,863,353 
	67.0%
	 10,577,711 
	67.5%
	 10,586,576 
	67.5%

	Grand Total
	 14,729,318 
	
	 15,669,797 
	
	 15,684,821 
	


Exhibit 8: Code share arrangements of AI
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**This chart does not include Duke Air which is a partner with AI for Finland.

Exhibit 9: Domestic Traffic (1994-95 to 1998-99)

	Years 
	Amount  (Rs MM)

	1994/95
	811.62

	1995/96
	2,610.79

	1996/97
	3,113.05

	1997/98
	6,985.64

	1998/99
	4,600.21


Exhibit 10: Fleet details of competitors



Exhibit 11: Profile of AI markets

	India/ USA:
	This consists of a large ethnic market of professionals and software professionals and also of students. On this route, AI faces competition from the national carriers of USA, Delta and Northwest. Apart from this, AI also faces indirect competition from European and Middle East airlines that operate out of their hubs which gives them the advantage of aggregating passengers and flying with better load factors. However, AI has a distinct position as it caters mainly to the ethnic Indian population in the US. In this route, the carriage of AI has declined consistently in the last three years although the share has gone up. 



	India/ UK
	This is another important market for AI as this market has a large concentration of people of Indian origin. This market is characterised by high volumes but low yields. The main competition to AI is from British Airways. Other European carriers like Lufthansa, SwissAir and Gulf Carriers like Gulf Air/ Kuwait/ Emirates are also significant competitors because of their hub operations.  

	India/ Europe:
	The competition to AI in this market comes essentially from the national carriers of the respective countries. The share of AI has declined over the last three years from 14.6% in 1997 to 11.2% in 1999.  This is a reflection of the tough competition that AI has had to face in the recent past from European Airlines such as Air France, Lufthansa and Swissair.  

	India/ South East Asia
	These routes have shown improvement in traffic growth primarily because of the turnaround of economies in the region. On this route, AI faces competition from the national airlines of the countries and also from IA. The main advantage that AI has over competition have is that they can provide services from Mumbai to Singapore. Moreover, newer airlines like Malaysian and Garuda can operate separate operations to Kuala Lumpur and Jakarta without being linked to Singapore. AI is currently unable to offer a comparable service.

	India/ Far East Asia:
	AI’s flights to this region are matched with those of the direct competitors in the India/ Japan route and the India/ Hong Kong route. However, on the India/ Thailand route, AI’s expansion is limited due to capacity constraints. The main competitors to AI in this sector are Japan Airlines and Asiana.


Exhibit 12:  Cargo operations revenue

	Year
	(Rs. MM)

	1995-96
	4,150.4

	1996-97
	3,691.3

	1997-98
	3,514.8

	1998-99
	3,686.0

	1999-00
	3,910.9


Exhibit 13: Mail operations revenues

	Year
	(Rs. MM)

	1995-96
	111.7

	1996-97
	94.4

	1997-98
	117.3

	1998-99
	157

	1999-00
	179.9


Exhibit 14: Charter Operations Revenues
	Charter operation revenue

	1995-96
	837.5

	1996-97
	911.2

	1997-98
	1,938.3

	1998-99
	2,246.1

	1999-00
	985.7


Exhibit 15: Capacity and traffic for 5 years

Operations

	
	
	1995-96
	1996-97
	1997-98
	1998-99
	1999-00

	Revenue hours Flown
	No.
	92,768
	89,571
	84,065
	84,391
	79,302

	ASK (Sch Serv)
	Million
	18,087.5
	17,652.0
	16,933.3
	17,496.6
	16,493.2

	ASK (Total)
	Million
	18,121.5
	18,041.1
	18,067.3
	18,591.7
	17,438.2

	ATK (Sch Serv)
	Million
	2,610.4
	2,452.1
	2,293.7
	2,394.6
	2,238.6

	ATK (Total)
	Million
	2,615.0
	2,504.3
	2,445.7
	2,540.9
	2,364.5


ASK: Available Seat Kilometres

ATK: Available Tonnes Kilometres

Traffic

	
	
	1995-96
	1996-97
	1997-98
	1998-99
	1999-00

	Revenue Passenger Carried
	No.
	2,852,538
	2,950,558
	3,062,980
	3,165,872
	3,353,980

	Freight Tonnes Carried
	No.
	102,758
	88,962
	90,689
	94,128
	102,432

	RPK (Sch Serv)
	Million
	11,777.5
	11,588.6
	11,422.4
	11,709.0
	11,613.2

	RPK (Total)
	Million
	11,783.8
	11,752.1
	11,955.0
	12,220.1
	11,869.4

	RTK (Sch Serv)
	Million
	1,619.0
	1,484.6
	1,453.8
	1,473.6
	1,460.4

	RTK (Total)
	Million
	1,619.6
	1,499.5
	1,502.5
	1,520.1
	1,502.1


RSK: Revenue Seat Kilometres

RTK: Revenue Tonnes Kilometres

Load factors (Sch Serv)

	
	
	1995-96
	1996-97
	1997-98
	1998-99
	1999-00

	Passenger
	%
	65.1%
	65.7%
	67.5%
	66.9%
	70.4%

	Overall
	%
	62.0%
	60.5%
	63.4%
	61.5%
	65.2%


Exhibit 16: Aircraft utilisation

(Hours per aircraft per annum)

	
	B747-400
	B747-300
	B747-200
	A300B4
	A310-300
	Total

	1997-98
	3778
	2337
	1561
	2603
	3388
	2739

	1998-99
	4269
	2701
	1699
	2916
	3566
	3084

	1999-00
	4114
	3061
	1150
	2706
	3420
	2882


Exhibit 17A: Comparable Transactions

Acquisition Comparables – Recent Privatizations

	 Airline
	P/Book Value
	P/EBITDA
	P/E
	P/Sales

	Qantas (Australia)
	            0.43 
	               7.01 
	         19.37 
	         0.66 

	Air France
	            0.27 
	               2.47 
	         65.53 
	         0.31 

	Lufthansa (Germany)
	            0.20 
	           119.53 
	           6.72 
	         0.18 

	South African Airways
	            0.71 
	             18.32 
	         20.06 
	         0.76 

	Average
	            0.40 
	             36.83 
	         27.92 
	         0.48 


Exhibit 17B: Trading Multiples

	(All figures in US$)
	EV
	EV/EBITDAR
	EV/EBIT
	P/E
	Load Factor

	North America
	
	
	
	
	

	Air Canada
	5,398
	5.0x
	11.0x
	3.9x
	70.3%

	AMR
	23,163
	5.2x
	15.1x
	7.0x
	72.6%

	China Airlines
	NA
	7.2x
	NA
	12.7x
	NA

	Continental Airlines
	14,226
	5.4x
	18.0x
	7.4x
	74.3%

	Delta Airlines
	14,329
	3.9x
	8.5x
	6.2x
	73.6%

	Northwest Airlines
	12,218
	5.7x
	16.6x
	6.6x
	77.0%

	Southwest Air
	16,679
	8.8x
	11.9x
	17.1x
	71.1%

	United Airlines
	23,153
	6.7x
	34.5x
	18.8x
	72.8%

	Total North America
	85,218
	5.8x
	16.5x
	9.6x
	73.1%

	
	
	
	
	
	

	Europe
	
	
	
	
	

	Air France
	6,723
	4.4x
	22.1x
	9.1x
	77.8%

	Austrian Air
	15,044
	8.6x
	23.9x
	11.8x
	64.8%

	British Airways
	16,451
	8.5x
	28.1x
	21.1x
	66.6%

	Finnair
	831
	4.2x
	23.5x
	9.0x
	68.8%

	KLM Royal Dutch
	4,297
	4.2x
	8.6x
	11.8x
	80.1%

	Lufthansa
	9,202
	5.3x
	14.5x
	16.9x
	73.9%

	Total Europe
	35,793
	5.9x
	20.1x
	13.3x
	72.0%

	
	
	
	
	
	

	Global Averages
	
	5.8x
	18.2x
	11.3x
	72.6%


Exhibit 18: Summary of Cash flow projections for Air India

	Year
	Operating Revenues
	Operating cash flows
	Capital Expenditure
	Cash flow from financing
	Dividend payout in Cash flow from financing
	Fuel costs
	Interest Expense 

	OB 2000/01
	46,654.50
	5,145.27
	4,033.70
	-237.38
	0.00
	9,981.50
	2,581.70

	2001/02
	51,761.00
	2,491.12
	1,698.33
	-792.79
	0.00
	9,619.87
	2,016.00

	2002/03
	56,699.86
	10,583.78
	5,180.55
	-5,403.23
	0.00
	8,885.85
	1,074.93

	2003/04
	68,374.85
	9,569.22
	52,765.75
	43,196.53
	0.00
	9,497.99
	4,164.74

	2004/05
	74,868.33
	11,297.17
	18,916.41
	7,619.24
	0.00
	9,974.14
	4,661.96

	2005/06
	83,944.13
	15,068.54
	32,523.40
	17,454.86
	0.00
	10,815.80
	5,885.17

	2006/07
	93,875.34
	20,081.03
	46,199.02
	26,117.99
	0.00
	11,898.22
	7,724.70

	2007/08
	101,498.56
	24,039.45
	33,985.30
	9,945.85
	0.00
	12,436.02
	8,325.15

	2008/09
	113,089.34
	22,793.14
	31,357.95
	8,564.81
	0.00
	13,766.89
	8,449.22

	2009/10
	123,931.21
	25,691.63
	26,875.09
	2,311.14
	1,127.67
	15,106.79
	8,416.29

	2010/11
	141,094.54
	30,464.62
	38,459.08
	9,861.79
	6,867.32
	17,197.83
	8,844.53

	2011/12
	144,720.28
	32,396.67
	23,791.04
	-2,662.00
	14,943.63
	17,703.65
	7,242.48

	2012/13
	148,472.21
	33,130.44
	23,717.18
	8,557.72
	27,370.99
	18,224.35
	5,593.31


Notes:

1. All cash flows in Indian Rupees.

2. The current exchange rate is 1 USD = 47.65 Indian Rupees.

Exhibit 19: Potential Bidders

Air France and Delta Airlines. Air France was one of the strongest European airlines with an excellent hub in Paris. The company was aggressively looking for greater international reach.  The SkyTeam alliance was one of the smallest, with a weak presence in Asia.  Delta Airlines, SkyTeam’s American carrier, had a negligible presence in Asia, and would therefore also benefit greatly from a strong Asian partner.  As one of the financially strongest airline carriers in the world, Air France would lead the investment with Delta providing additional support as a junior partner.
Northwest Airlines and KLM.  Northwest was probably the strongest competitor for Air India because of its existing relationship and code sharing arrangements.  Northwest already had an extensive presence in Asia.  However, it was widely known that, at the time, Northwest was financially weaker than its rivals.  KLM was a strong European carrier that would offer tremendous financial support to bolster any bid.
Oneword Alliance. The oneworld alliance was the most unknown of the potential bidders.  Cathay Pacific would likely lead any investment, with potential support from British Airways, CITIC Pacific, and Swire Pacific.  Cathay Pacific was one of the leading carriers in the Asia/Pacific region with strong operational reputation and obvious synergies.  British Airways would likely serve as a junior investor, but could lend substantial financial support and an extensive European network.  Although not likely to participate financially, American Airlines would also offer a substantial North American network. 

Star Alliance.  The possibility exists for some of Duke Air’s Star Alliance partners to participate in the Air India deal.  The most likely investors would be United Airlines and Singapore Airlines, two financially strong airlines with extensive operations in Asia.  Canadian Airlines, although a smaller carrier in global terms, had strong interests and relationships in Asia and would also likely participate as a junior partner.  Duke Air would take the lead in any deal, and would only consider bringing new partners in with the additional shares purchased as part of the IPO.
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