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Note to the Instructor:

In this case study the company Air India is presented for analysis.  The setting is April 2000, where India is going through a process of liberalization and as a part of this process, the government is looking to divest its equity in public sector companies such as Air India.  
Perspective: The case will be written from the perspective of the management of a major international airline that is considering whether to make an offer for this investment, and what value to place on the airline group. To do this the analyst (student) should:

· Analyze the financial data provided.

· Decide if they agree with the buyer’s assumptions.

· Examine the risks involved with the project.

· Use some model to determine a cost of equity capital for the project.

· Evaluate buyer’s valuation methodology.
Key Issues: There are four main issues that this case will deal with and that instructors can focus on with their students.

· Valuation: Complete a valuation using discounted cash flows, multiples analysis, and any other appropriate models.  Take into account unique aspects/ metrics of airline industry.

· Emerging Market Risks: Identify risks inherent in a privatization and restructuring in an emerging market.  Recognize which risks can be quantified and incorporated into valuation model, and understand how to deal with more qualitative issues.  

· Sensitivity: An airline valuation model has a limited amount of key drivers, letting us focus on these specific issues.  We can therefore provide a good deal of information that can be used for an in-depth sensitivity analysis.

· Economic and Political issues: This case will also bring to light economic and political issues surrounding this investment, which will have to be understood and incorporated into the valuation model - issues raised by India-Pakistan tension, legacy issues and concerns due to political uncertainty.  

Summary of the case:

AI is one of the designated international carriers out of India and flies to destinations in all the major continents except South America and Australia.  The case takes place in India the seventh largest and the second most populous country in the world.  In the early 1990s, India began to open up to the outside world including a series of economic reforms aimed at deregulating the country and stimulating foreign investment. This process also involved divesting government’s stake in public sector undertaking such as Air India.   The company has several advantages in its placement such as: no competition within the country, control of strategic routes, state of the art technology and other tourism related assets.  In short the company appears to be poised for great financial gains.

Contents:

Included in this case pack are:

· The Case itself.
· A case solution. 

· A PowerPoint presentation concerning the case and a possible solution.
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