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1995 2000 2003 2004 2005

Real GDP at factor cost (Rs. millions)  8,380,310 11,483,670 13,183,620 14,305,480 15,294,080

Real GDP (per capita, Rs.)  8,209 11,369 12,496 13,332 14,018

Source: CSO 
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Air Deccan – Cutting Costs, Not Corners
The Story of India’s First Low Cost Airline

If the Wright brothers were alive today, Wilbur would have to fire Orville to reduce costs

– Herb Kelleher, Southwest Airlines
If it’s on the map, we will get you there
– Air Deccan
The cool February breeze did little to soothe the fervor in the office of Mr. Mohan Kumar, the Finance Director of Air Deccan. Air Deccan had come a long way – from having to abort its inaugural flight on its Hyderabad to Vijayawada route on September 24, 2003 due to an engine fire, to revolutionizing the Indian aviation industry by being its first low cost airline. And now, merely two and a half years from its inception, plans of an IPO were on the horizon to raise the much needed capital to support the company’s tremendous growth plans.
Indeed they had come a long way. And with only a few days left for Air Deccan to announce its offering price, Mr. Kumar pondered over the company financials repeatedly, his thoughts drifting over the many critical decisions to be made in the coming days. The recent announcement of the consolidation of two airline giants in India, Air Sahara and Jet Airways, further compounded his anxiety about Air Deccan’s growth projections and the timing of its IPO.
The Indian Economy

Through the wisdom of its government leaders and the entrepreneurship of its private sector, India has risen to become a major force in the global economy
– Mr. John Chambers, President and CEO, Cisco Systems Inc.

India is the world’s largest democracy in terms of population. India’s Central Statistical Organization estimated a population of 1.091 billion people as of March 31, 2005. According to the World Bank
, India was the tenth largest economy in the world in the year ended December 31, 2004 with a GDP in nominal terms estimated to be $692 billion.
In 1991, the Government of India initiated a series of major macroeconomic and structural reforms to promote economic stability and growth. In part as a result of this reform program, India’s economy has registered an average real GDP growth of 6.9% for the year ended March 31, 2005 – a total growth of 120% since 1991 as illustrated in Exhibit 1. Exhibit 2 shows the annual percentage change in key economic indicators in recent years.
As the Indian economy continues its growth, its middle class is also growing and is enjoying an increasing disposable income. Exhibit 3 indicates that a high proportion of the population has been moving, and is expected to continue to move, into higher income brackets. The service sectors have become increasingly important as a result of the growth in the Indian economy which has necessitated a need for greater connectivity throughout India.
The Indian Aviation Industry

These are exciting times for the Indian aviation industry

– Kapil Kaul, CEO, Center for Asia Pacific Aviation
History
Before 1990, the Indian aviation sector was characterized by a high degree of Government control. The Government of India nationalized the airline industry in 1953 through enactment of the Air Corporations Act. In accordance with this act, the two air corporations, viz. Indian Airlines Corporation and Air India International, were established and the assets of all the then existing air companies (nine) were transferred to the two new Corporations. The operation of scheduled air transport services was made a monopoly of these two Corporations and the Act prohibited any person other than the Corporations or their associates to operate any scheduled air transport services from, to, or across India.
The liberalization in the Indian civil aviation industry began in 1986 with private sector players being permitted to operate as air taxi operators, but not being permitted to operate scheduled services. This air taxi scheme was introduced to boost tourism and augment domestic air services. A number of private companies commenced domestic operations as air taxi operators including Jet Airways, Air Sahara and Damania Airways. However, the carriers could not publish time schedules or issue tickets to public. In 1994, the Air Corporations Act was repealed and air transport in India was thus opened to the operation of scheduled services by any carrier that fulfilled the statutory requirements. The dormant Indian aviation industry has been revolutionized ever since.

Industry Characteristics
Compared to other countries, the growth of the domestic aviation sector in India has been relatively resilient in the face of regular international disruptions such as terrorist attacks in various countries, health hazards and natural disasters. Indian Airlines flight IC 814 was hijacked on 24th December 1999 shortly after it entered the Indian air space. The hijacking ended on New Year's Eve with the death on one passenger only after India released three terrorists in exchange for hostages. Such terrorist attacks in India have had significant impacts on domestic passenger traffic whenever they took place.
Based on statistics compiled by the Directorate General of Civil Aviation (DGCA) in India, the sector maintained a CAGR of 15.67% from fiscal 2002 to 2005 in terms of domestic passengers. According to the DGCA, Indian domestic air traffic increased at a significantly higher rate in 2005 than the rates seen over the past 5 to 10 years (Exhibit 4a).
Despite the recent growth in air passenger traffic, India continues to have relatively high under penetration of air services. According to the Center for Monitoring Indian Economy (CMIE), domestic air traffic reached 20 million in 2005. For a country with a billion plus population, this amounts to an average Indian making 0.02 trips per annum which is one of the lowest in the world compared to an average of 2.02 trips per person per year in USA. While penetration rates are expected to be low for a country with significantly low per capita GDP, India’s aviation market is still well below where it could be.
India receives a fraction of the international tourists that smaller countries receive. Infrastructure issues and poor marketing have ensured that India remain a fringe player in the world tourism industry. Tourism accounts for only 2.5% of India’s GDP, versus 6% in Asia Pacific and 5.3% in China. In the recent past however, the government has given a much needed impetus to the tourism industry through various schemes and organized events. According to the World Travel and Tourism Council India 2004 report, domestic tourist visits in India grew by 19% from 309 million to 367.6 million in fiscal 2004. They have also forecasted that India would be the second fastest growing travel and tourism economy in the world with an annualized real growth rate projected at 8.8% between 2005 and 2014.

ATF (Aviation Turbine Fuel) prices and airport charges in India are among the highest in the world. Fuel prices in India are 80% higher (120% higher two years ago) than international base prices. Thus, despite high levels of efficiency and productivity and relatively lower manpower costs, air fares for travel within India have remained higher than for comparable international travel. For most international carriers, fuel costs as a percentage of revenue is 15 – 20%, whereas for Indian carriers, it is nearly 25% and as high as 35% for low cost carrier’s (LCC’s). Although the government has taken steps to reduce exercise and custom duties and has also removed the Indian Air Travel Tax (IATT) and Foreign Travel Tax (FTT), fuel costs borne by Indian carriers are still 60% higher than their international counterparts.
Airport congestion is a debilitating infrastructure problem faced by the industry. While India has over 450 airports, only 62 of them are in use. Moreover, Delhi and Mumbai account for more than 40% of the total traffic. This situation is exacerbated through outdated infrastructure, inadequate ground handling systems, night landing facilities and poor passenger amenities. Due to the poor asset utilization, only 10 out of the 62 airports in India are profitable. Consequently, the Government has limited funds to improve existing airports or to invest in new ones.
While the domestic aviation sector in India continues to be highly regulated, the government has in the recent past taken initiatives to ease the underlying constraints faced by the industry. It has agreed to partially privatize the two major airports of Mumbai and Delhi, allowing 49% of the equity to be held by foreign airports, up from 40%. Moreover, it has also facilitated the setting up of a new privately held Greenfield airport in Bangalore (74% held by Unique Zurich, L&T and Siemens Project). Exploratory studies on the modernization of the airports in Chennai, Hyderabad and Calcutta have also begun. The Government also reduced excise duty on ATF from 16% to 8% on January 9, 2004. However, India has been lead by coalition governments since 1991 with the leftist parties still enjoying considerable power in the government and support in sections of the society. A recent decision by the government to privatize airports in an effort to modernize them was met by a four day long nation wide airport employee strike backed up by the leaders of the leftist parities of India.

The changing regulatory environment in the aviation industry in India, a growing but under penetrated aviation market, the need to establish geographic connectivity throughout the country and the opportunity to capitalize on a growing economy are just some of the factors that have contributed to the birth of several new airlines in recent years including Air Deccan.
Air Deccan – The Company

I believe that for India to be a developed country, every Indian should be able to fly

In all developed countries, the common man flies

– Captain G. R. Gopinath, Managing Director, Air Deccan
Background
Air Deccan began scheduled operations in August 2003, with a single ATR turboprop aircraft, flying a single route between Bangalore and Hubli. Soon after, Air Deccan announced plans to fly on long haul routes such as Delhi – Mumbai, Delhi – Bangalore and Chennai – Delhi. In Captain G. R. Gopinath’s words, “We have major expansion plans and are going to increase our operations four times by April 2004. The airline is also going to break the image of a regional low frills airline and enter the trunk route market”.
 Exhibit 5 lists the key events and milestones of the company. Exhibits 6 – 9 have financial information on Air Deccan and its comparables.
Air Deccan is India’s first airline to follow a no frills, low cost scheduled passenger airline business model. Counterintuitive to a general LCC strategy, which has only one aircraft type, Air Deccan follows a two aircraft type fleet strategy with the aim of effectively serving both the highly traveled routes between major Indian urban centers and the routes to and from regional locations. Air Deccan uses the ATR turboprop aircraft, in both a 48 seat size and a 72 seat size, for its regional routes which have lower passenger volumes per sector and involve short flights. On its trunk routes, Air Deccan uses the 180 seat Airbus A320 jet aircraft. Exhibit 10 has information regarding the current aircraft that Air Deccan operated as of November 30, 2005.

Air Deccan created history on August 25, 2004 by flying passengers to Delhi from Bangalore for a fare of only Rs. 700, virtually half the price of a railway ticket in many destinations
. The company offered 75% of the seats at rates ranging between Rs. 500 and Rs. 5,000 and the remaining 25% at around Rs. 7,500, which was 25% less than the normal fare of Rs. 10,500 on any other airline.
 Skeptics cited the reason as hidden costs, but regardless, this provided a means for air travel to be accessible to the average middle income bracket customer, something which was previously unheard of. An estimated 40% of Air Deccan’s passengers are first time flyers.
Low Cost Structure and Operations
Air Deccan’s business model is inspired by the low cost business models adopted by successful no frills, low cost airlines in other parts of the world. Air Deccan’s target customer base includes those who travel by train or other ground transportation as well as those who already travel by air. It aims to turn non fliers into fliers, and occasional fliers into more frequent fliers. Overall, Air Deccan’s flight fares are as much as 50% lower than those of other leading airlines in the country.
 To sustain these low fares, Air Deccan uses innovative techniques to keep overall costs of the company low. For example, in flight food and drinks are served for a price. An estimated 5% of the revenue comes from these in flight services. The company has also removed the business class section and reduced overall leg space on their aircrafts.  This helped increase the seating capacity by another 22%
. Distribution costs are kept low by selling tickets through web sites and call centers. Additionally, Air Deccan increased its aircraft utilization by investing in technology to reduce airport turn around time between flights significantly. On average, an Air Deccan aircraft flies for about 12 hours a day compared to 8 – 9 hours by its competitors
. Exhibit 11 has information relating to Air Deccan’s load factors and revenues.
A significant portion of the company’s expenses such as fuel, aircraft and engine maintenance services, and interest and principal obligations under the terms of foreign debt and aircraft lease payments are denominated in or linked to U.S. dollars. In Fiscal 2005, 35.96% of Air Deccan’s expenses were incurred in currencies other than Indian rupees.
Growth Strategy and Financing

According to Mr. Mohan Kumar, Air Deccan’s main competitive advantage is due to the fact that it was a first mover. While other airlines compete on major routes of the network, Air Deccan aims to increase its presence in underdeveloped areas and stands to gain a first mover advantage by setting up infrastructure in these locations at very competitive costs. 

In order to help satisfy anticipated demand from existing routes as well as to add new routes and grow flight frequencies across the Air Deccan route network, the company has placed orders for the future delivery of 101 aircrafts. Exhibit 12 details the numbers and types of aircraft on order as of November 30, 2005. Air Deccan is also vulnerable to the aircraft design and mechanical defects because of its dependence on limited suppliers. Overall, the additional aircraft orders represent approximately Rs. 133.50 million in new amounts payable in the current fiscal year as pre delivery payments and deposits, plus approximately Rs. 44,056.62 million in additional commitments. To satisfy these huge capital needs, the management made the decision to offer 25% stake of the company via an IPO. Exhibit 13 details the proposed uses of the IPO. Around the same time, two other competitor airlines in the market (Kingfisher and Spice Jet) announced their plans for an IPO as well.
Historically, Air Deccan has tapped private equity and internal accruals for financing its growth. Air Deccan promoters led by Captain G. R. Gopinath, hold 64% of the stock while 27% is with private equity (PE) funds, which include ICICI Venture Funds Management Co. that invested $40 – 50 million in January 2005. The airline is also offering 10% of its stock as ESOPs, which is being vested with employees in four annual parts. Most of the PE investor firms are not under lock out agreement and thus may choose to reduce their exposure by means of an IPO. Exhibit 14 has the ownership structure both pre and post IPO.
Financial Outlook

Due to the strong growth in the domestic market driven by affordability, a booming economy and an increase in capacity, it is forecasted that the aviation sector in India will flourish in the years ahead. Analysts projections are that airline passenger growth will slow down to 12% per annum by 2012 and 10% per annum by 2013.
Air Deccan gained market share from 6.5% in FY 2005 ending on March 31st to 11% in October 2005. Even though it is unlikely that Air Deccan will continue to gain market share at the same rate, management expects that the firm will further strengthen its position and gain market share of about 19% in the domestic market by 2013.
Fuel expenses are the most significant part of operating expenses. Fuel costs for Air Deccan were 38.7% of sales in 2005 due to the increase in international crude oil prices. Thus, Air Deccan’s fuel cost is expected to be around 35% of sales in 2006 and come down (in line with most oil analysts’ forecast) to 30% by 2013 with government initiative to bring airline fuel costs in line with what they are for international carriers.
Air Deccan incurred more costs on operating expenses and on repairs and maintenance partly due to the age of its fleet and partly due to the start up costs of establishing maintenance facilities. Together, these costs accounted for 39.8% of revenue in the six months ended September 2005. However, as Air Deccan acquires new fleet, these costs are likely to be aligned with its comparables at around 24%.
Administrative and general expenses for Air Deccan have been lower than its competitors and are likely to remain at low to moderate levels due to its low cost operational model. In addition, the employee remuneration costs for Air Deccan are higher (at 12% of sales) than the 7 to 8% for its peers. These costs are significantly higher internationally and are likely to go up in India as the Indian economy opens up more. However, due to its emphasis on cost reductions, Air Deccan is likely to keep these costs at around 8.5% of sales in the long run.
Challenges
We will have more seats at Rs. 1 than Air Deccan at Rs. 500

– Jeh Wadia, Managing Director, Go Air

After years of dormant competitive dynamics, the Indian aviation market is witnessing a large number of new entrants in addition to aggressive fleet expansion and modernization plans from incumbents. Kingfisher Airlines launched its airline with a fleet of 30 new planes in 2005. The same year, Spice Jet began operations with three new Boeing aircrafts. Go Airlines was next in line among others. While growth in demand is estimated to keep pace, if further new players come in or if demand growth does not sustain, then there could be excess capacity that could lead to price wars, once fleet additions gain momentum. Exhibit 15 shows the market share figures for leading scheduled domestic airlines for October 2005.
Skilled labor has not kept pace with the industry growth. With aggressive fleet additions by new entrants as well as incumbents, the industry is witnessing a shortage of pilots and skilled crew. This imbalance in supply and demand may cause crew costs to rise sharply.

Starting up an airline in India is fairly easy, capital being the main constraint. Other barriers to entry are mandatory coverage of certain routes and the lack of adequate airport infrastructure.  Execution can be a major hurdle for all the new players, due to a host of internal and infrastructure issues. The new private airline will have to compete against established players that have networks, time slots and a solid brand in place. Network would be a key challenge due to the limited size of operations and the regulatory requirements on route dispersal norms. Lack of a good network will also mean lower utilization of the aircrafts. Therefore, cost structures will necessarily be inferior accentuated by the higher labor costs. Moreover, infrastructure issues on landing and parking slots would limit choices on time slots. However, the Government seems keen to encourage competition and is addressing infrastructure and regulatory issues.
Despite the market having expanded at 27% in 2005, there is a consistent shortage in capacity in major routes, especially at peak flying hours. Thus, a part of the new fleet coming in could cater to this unmet demand. New carriers would also expand the market, either by flying to new destinations, or by lowering price points.

Many of the new entrants as well as incumbents are positioning themselves as LCC’s in an attempt to gain market share through aggressive pricing. Industry experts reckon that average fares will drop by 30% due to this increased competition. Already, Air Deccan has fired the first salvo by dropping its cheapest fare to Rs. 1 on all routes. But that might not be enough as Go Airlines’ Managing Director Jeh Wadia has picked up the same gauntlet: "We will have more seats at Re 1 than Air Deccan at Rs. 500," he has claimed.
So, is Air Deccan's low cost model under threat? The airline has a quasi hub and spoke route strategy that includes linking smaller towns with metros as well as intra metro connections. However, it does not provide connecting services. Experts feel that this strategy is responsible for its higher costs. According to an industry expert, "Air Deccan’s inventory and maintenance costs are higher because it has both ATRs and Airbus aircrafts – low cost carriers never do that. As a result, its cost per seat per km on an ATR is 2.5 times higher than it should be." But Captain G. R. Gopinath thinks otherwise. "In India, if you want the masses to travel, you have to connect small towns and cities to the metros. I have a twin cost model so my ATR fares are 60% higher than Airbus fares. Thus, I am not losing money."

But competitive pressure is already beginning to show in the industry. Last month, Jet Airways announced its acquisition of Air Sahara, thereby sending ripples in the industry. The merger of two established airline giants in India sent a strong signal to the market, indicating the possibility of a massive price war. Even though Air Deccan is currently by far the leader in LCC’s, whether it can sustain its position in the long run given increased competition and recent skyrocketing oil prices is questionable.
The Offering

As the breeze outside Mr. Kumar’s office increased in intensity, it bought him back to reality. Air Deccan needed to raise capital fast and Mr. Kumar could only hope that the decision to do an IPO now was well justified.

The airline business is touted to be a tricky business the world over, let alone in an emerging economy such as India. And even though the future looked promising for Air Deccan, Mr. Kumar could not help but wonder if he could do anything else to strengthen Air Deccan’s attractiveness to both domestic and foreign investors. And finally of course, he was yet to come up with a price for the offering.
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EXHIBIT 1 – INDIAN GDP GROWTH
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EXHIBIT 2 – KEY ECONOMIC INDICATORS

[image: image2.wmf]As of, and for the Year Ended March 31, 

Annual Percentage Change, Except for Imports, Exports and Foreign Exchange Assets) 

2001

2002

2003

2004

2005

Industrial Production 

5.1

2.6

5.8

7.0

8.4

Inflation Rate based on Wholesale Price Index (average) 

7.1

3.7

3.4

5.4

6.4

Imports (% of GDP) 

10.9

10.8

12.1

13.0

15.5

Exports (% of GDP) 

9.6

9.2

10.4

10.6

11.5

Foreign Exchange Reserves (in U.S.$ billions) 

39.5

51.0

71.9

107.5

135.8

Source: CMIE; Monthly Economic Indicators, November 2005. 


EXHIBIT 3 – INDIAN MIDDLE CLASS
[image: image3.emf]1995-96 2001-02 2005-06 2009-10

1995-96 to 

2001-02 

2001-02 to 

2005-06

2005-06 to 

2009-10

Deprived  <2,070 131,176 135,378 132,249 114,394 0.5 -0.6 -3.6

Aspirers  2,070-4600 28,901 41,262 53,276 75,304 6.1 6.6 9.0

Seekers  4,600-11500 3,881 9,034 13,813 22,268 15.1 11.2 12.7

Strivers  11,500-22990 651 1,712 3,212 6,173 17.5 17.0 17.7

Near rich  22,990-45980 189 546 1,122 2,373 19.4 19.7 20.6

Clear rich  45,980-114940 63 201 454 1,037 21.3 22.6 22.9

Sheer rich  114,940-229890 11 40 103 255 23.4 26.8 25.4

Super rich  >229,890 5 20 53 141 25.8 27.9 28.1

Total 165,877 188,193 204,282 221,945 NA NA NA

Source: NCAER’s report - “The Great Indian Middle Class” 2004-05 

(1)Forecast data 

Classification  USD p.a. 

Annual growth rate (%)  No. of households in ‘000 



EXHIBIT 4a – DOMESTIC INDIAN AIR TRAFFIC

[image: image4.emf]Year ended March 31,

Domestic Sector Passengers 

(millions)

(1) 

Year On Year Growth 

1996 10.4

1997 11.2 7.70%

1998 11.55 -1.30%

1999 12.0 4.30%

2000 12.7 5.80%

2001 13.7 7.90%

2002 12.8 -6.60%

2003 13.9 8.60%

2004 15.7 12.90%

2005 19.9 26.80%

Source: DGCA, CMIE Monthly Economic Indicator, November 2005 

(1)Information does not include air taxi operators. 


EXHIBIT 4b – Domestic PASSENGER TRAFFIC AT INDIAN AIRPORTS
[image: image5.emf]Air Traffic (Passengers in Millions) Data

1

:

Month 2002 2003 % Growth 2004 % Growth 2005 % Growth 2006E % Growth 2008E % Growth

JAN 2.24 2.67 16.1% 3.06 14.6% 3.68 20.3% 4.46 21.2% 5.40 21.2%

FEB 2.08 2.45 15.2% 2.96 20.8% 3.32 12.2% 4.02 21.2% 4.87 21.2%

MAR 2.16 2.34 7.9% 2.82 20.5% 3.41 20.9% 4.13 21.2% 5.01 21.2%

APR 2.15 2.25 4.4% 2.92 29.8% 3.41 16.8% 4.13 21.2%

MAY 2.53 2.68 5.8% 3.39 26.5% 4.00 18.0% 4.85 21.2%

JUN 2.11 2.56 17.5% 3.23 26.2% 3.82 18.3% 4.63 21.2%

JUL 2.17 2.43 10.9% 3.01 23.9% 3.64 20.9% 4.41 21.2%

AUG 2.30 2.40 4.2% 3.00 25.0% 3.73 24.3% 4.52 21.2%

SEP 2.20 2.33 5.6% 2.96 27.0% 3.66 23.6% 4.43 21.2%

OCT 2.52 2.70 6.7% 3.31 22.6% 4.25 28.4% 5.15 21.2%

NOV 2.50 2.82 11.4% 3.67 30.1% 4.47 21.8% 5.42 21.2%

DEC 2.81 3.11 9.6% 3.95 27.0% 4.99 26.3% 6.05 21.2%

Sum (Calender Year) 27.76 30.74 10.7% 38.28 24.5% 46.38 21.2% 56.19 21.2%

Sum (Fiscal Year) 28.75 - 32.12 11.7% 39.85 24.1% 48.58 21.9% 58.86 21.2%

Note:

1. Source: Airport Authority of India website



EXHIBIT 5 – KEY EVENTS AND MILESTONES
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EXHIBIT 6 – INCOME STATEMENT

[image: image7.emf]INR millions

Year Ended 

March 31, 2001

Year Ended 

March 31, 2002

Year Ended 

March 31, 2003

Year Ended 

March 31, 2004

Year Ended 

March 31, 2005

Six Months Ended 

September 31, 2005

INCOME 

Sale of airline tickets and related income (Refer note F(1) in Annexure 4)   -   -   -  314.18  2,669.46  3,085.69 

Helicopter charter and other services  147.17  195.48  234.15  315.21  386.08  202.97 

147.17  195.48  234.15  629.39  3,055.54  3,288.66 

Other income  0.12  0.52  0.77  44.18  147.29  329.61 

Total Income  147.29  196.00  234.92  673.57  3,202.83  3,618.27 

EXPENDITURE 

Aircraft fuel expenses  4.14  5.60  12.54  92.44  929.85  1,400.02 

Aircraft/Engine repairs and maintenance  12.10  11.55  3.10  88.43  492.76  497.14 

Aircraft/Engine lease rentals  47.97  54.09  57.22  106.45  451.17  558.13 

Other direct operating expenses  36.83  56.61  58.11  167.64  736.54  942.78 

Employee remuneration and benefits  14.70  20.34  26.40  71.46  317.65  431.40 

Administrative and general expenses  13.68  21.95  34.56  75.57  203.06  295.72 

Employee stock compensation cost   -   -   -   -   -  7.24 

Advertisement and business promotion expenses  3.36  4.48  5.40  3.18  62.95  41.20 

Finance and banking charges  2.65  5.24  15.18  38.69  102.14  70.68 

Amortisation  2.66  5.36  7.88  9.87  57.25  59.45 

Depreciation  0.95  1.07  3.27  11.16  30.59  24.55 

Preliminary expenses written off   -   -   -   -   -   - 

Total Expenditure  139.04  186.29  223.66  664.89  3,383.96  4,328.31 

Profit/(Loss) before taxation and prior period items  8.25  9.71  11.26  8.68  (181.13) (710.04)

Provision for tax 

Current tax  1.08  0.63  0.88  0.64   -   - 

Deferred tax expense/(credit)   -   -  4.14  2.07  (13.24) -

Fringe benefit tax   -   -   -   -   -  14.97 

Profit/(loss) after tax and before prior period items  7.17  9.08  6.24  5.97  (167.89) (725.01)

Prior period income/(expenses)  - - - (0.37) (27.43) -

Net profit/(loss) for the year/period as per audited accounts (A)  7.17  9.08  6.24  5.60  (195.32) (725.01)

Adjustments - Increase/(decrease) in profits (Refer Annexure 4) 

Deferred revenue expenditure  (2.76) 0.93  (2.16) (87.45) (164.41) 44.80 

Provision for maintenance expenses  5.13  3.56  (5.45) (8.21) (6.78)  - 

Prior period income/(expense)  (0.30) (0.07)  -  (27.06) 27.43   - 

Other adjustments  1.18  1.18  1.18  (5.16)  -   - 

Total impact of adjustments  3.25  5.60  (6.43) (127.88) (143.76) 44.80 

Tax adjustments (Refer Annexure 4) 

Deferred tax (expense)/credit  (0.55) 1.50  0.84  5.18  (13.24)  - 

Total of adjustments after tax impact (B)  2.70  7.10  (5.59) (122.70) (157.00) 44.80 

Net profit/(loss), as restated (A+B)  9.87  16.18  0.65  (117.10) (352.32) (680.21)

Profit and Loss Account at the beginning of the year/ period  21.42  17.06  32.24  31.76  (93.28) (445.60)

Amount available for appropriation as restated  31.29  33.24  32.89  (85.34) (445.60) (1,125.81)

Appropriations 

Proposed Dividend on Equity Share Capital  1.00  1.00  1.00  1.74  -  - 

Tax on Dividend  0.10   -  0.13  0.23  -  - 

Issue of Bonus Shares  13.13   -   -  5.97  -  - 

14.23  1.00  1.13  7.94  -  - 

BALANCE CARRIED FORWARD, AS RESTATED  17.06  32.24  31.76  (93.28) (445.60) (1,125.81)

* Less than Rs lacs 

The above statement should be read with the significant accounting policies appearing in Annexure 4A and Notes to the 

Summary Statement of Assets and Liabilities, Profits and Losses and Cash Flows as restated, appearing in Annexure 4. 



EXHIBIT 7 – BALANCE SHEET
[image: image8.emf]As At March 

31, 2001

As At March 

31, 2002

As At March 

31, 2003

As At March 

31, 2004

As At March 

31, 2005

As At September 30, 

2005

A. Fixed Assets 

Gross Block  19.98 23.01 111.75 270.98 552.48 2,238.30

Less: Accumulated Depreciation  1.98 3.04 6.31 16.33 45.22 69.77

Net Block  18.00 19.97 105.44 254.65 507.26 2,168.53

Add: Capital Work-in-Progress, including capital advances  - 0.47 1.46 12.17 1,530.93 1,625.70

Total (A)  18.00 20.44 106.90 266.82 2,038.19 3,794.23

B. Investments (B)  1.00 1.00 - - 4.48 4.13

C. Deferred Tax Asset, net (C)  - 0.19 - - - -

D. Current Assets, Loans and Advances  

a) Inventories  10.44 21.98 38.68 119.57 363.98 452.90

b) Sundry Debtors  28.40 31.72 27.80 43.95 66.29 89.14

c) Cash and Bank Balances  0.73 4.61 20.10 159.76 829.28 558.05

d) Loans and Advances  32.12 46.29 45.43 134.66 340.94 588.84

e) Other Current Assets  - 5.07 2.54 21.64 131.92 118.56

f) Share/Debenture Issue Expenses and Preliminary Expenses 0.02 0.02 0.01 1.23 27.96 23.48

Total (D)  71.71 109.69 134.56 480.81 1,760.37 1,830.97

E. Liabilities and Provisions 

a) Current Liabilities and Provisions  35.63 43.32 74.24 257.23 1,082.00 2,157.88

b) Deferred Tax Liability, net  1.31 - 3.10 - - -

c) Secured Loans  6.69 19.89 73.05 226.21 1,594.17 2,792.85

d) Unsecured Loans  10.02 15.87 38.51 123.00 1,250.60 1,475.30

Total (E)  53.65 79.08 188.90 606.44 3,926.77 6,426.03

F. Net Worth [Refer Note F(2) in Annexure 4] (A+B+C+D-E)  37.06 52.24 52.56 141.19 (123.73) (796.70)

Net Worth Represented by 

Equity Share Capital  20.00 20.00 20.80 155.27 161.99 161.99

Employee Stock Options Outstanding (Net of Deferred Compensation Cost)  - - - - - 7.24

Reserves and Surplus: 

Securities Premium  - - - 79.20 159.88 159.88

Profit and Loss Account  17.06 32.24 31.76 (93.28) (445.60) (1,125.81)

Net Worth [Refer Note F(2) in Annexure 4]  37.06 52.24 52.56 141.19 (123.73) (796.70)


EXHIBIT 8 – STATEMENT OF CASH FLOWS

[image: image9.emf]INR millions

Year Ended 

March 31, 2001

Year Ended 

March 31, 2002

Year Ended 

March 31, 2003

Year Ended 

March 31, 2004

Year Ended 

March 31, 2005

Six Months Ended 

September 31, 2005

A. Cash Flows from Operating Activities 

Net Profit/(Loss) before tax, as restated  11.50 15.31 4.83 (119.57) (352.32) (665.24)

Adjustments for: 

Depreciation  0.95 1.07 3.27 11.47 30.59 24.55

Employee stock compensation cost  - - - - - 7.24

Provision for wealth tax  - - - - 0.03 -

Preliminary expenses written off*  - - - - - -

Amortisation  - - - - 24.54 15.67

Insurance claims  - - - (12.70) (25.96) -

Profit on transfer of aircraft/engine purchase rights  - - - - (45.81) (287.62)

Loss on sale/transfer of investments  - - 0.39 - - 0.34

Interest income  (1.27) (1.21) (1.83) (1.92) (5.80) (3.84)

Sundry balances written back  - - - (0.01) (0.11) (0.10)

Interest expense  2.65 5.24 15.18 31.68 55.70 23.19

Operating profit before working capital changes  13.83 20.41 21.84 (91.05) (319.14) (885.81)

Movements in working capital: 

Decrease/(increase) in sundry debtors  (10.86) (3.32) 3.92 (16.15) (22.34) (22.85)

Decrease/(increase) in inventories  (6.18) (11.54) (16.70) (80.89) (244.41) (88.92)

Decrease/(increase) in loans and advances  (2.61) (15.19) 0.36 (43.60) (162.70) (248.85)

Decrease/(increase) in other current assets  - (5.07) 2.53 (19.10) (110.28) 13.36

(Decrease)/increase in current liabilities and provisions  (9.46) 12.12 30.98 169.31 721.54 990.68

Cash generated from/(used in) operations  (15.28) (2.59) 42.93 (81.48) (137.33) (242.39)

Income tax (paid)/refund, including fringe benefit tax  1.18 (2.77) 0.60 (0.31) (2.49) (1.65)

Net Cash generated from/(used in) operations  (14.10) (5.36) 43.53 (81.79) (139.82) (244.04)

B. Cash Flows from Investing Activities 

Purchase of fixed assets and changes in capital work in progress  (5.44) (3.50) (89.72) (205.25) (1,766.50) (1,755.07)

Proceeds from sale/disposal of fixed assets  - - - - 51.83 44.19

Proceeds from transfer of aircraft/engine purchase rights  - - - - - 246.89

Investment in subsidiary company  - - - - (4.48) -

Interest received  0.09 0.04 0.65 6.22 2.97 2.94

Purchase of Investments  (1.00) - - - - -

Sale of Investments  - - 0.61 - - -

Net cash used in investing activities  (6.35) (3.46) (88.46) (199.03) (1,716.18) (1,461.05)

C. Cash Flows from Financing Activities 

Proceeds from issue of share capital  - - 0.80 206.48 87.40 -

Share/debenture issue expenses  (27.15) (0.24)

Proceeds from term loans (including hire purchase)  4.00 0.80 60.53 144.25 1,917.62 1,521.72

Repayment of term loans (including hire purchase)  (1.37) (3.82) (7.39) (12.27) (552.29) (377.78)

Change in overdraft facility (including book overdraft)  - - - 29.00 35.75 55.75

Change in cash credit facility  - 15.60 (0.43) (7.70) 1.96 48.21

Finance lease obligation  - - - - (2.42) (16.67)

Proceeds from convertible debentures  - - - - 1,217.60 217.70

Unsecured loans received  7.00 6.00 38.90 114.38 128.00 40.00

Unsecured loans repaid  (7.65) (0.15) (21.65) (24.50) (218.00) (33.00)

Interest paid  (3.20) (4.63) (9.34) (28.03) (60.98) (21.83)

Dividends Paid  (0.18) (1.00) (1.00) (1.00) (1.74) -

Tax on dividend paid  - (0.10) - (0.13) (0.23) -

Net cash (used in)/ generated from financing activities  (1.40) 12.70 60.42 420.48 2,525.52 1,433.86

Net change in cash and cash equivalents (A+B+C)  (21.85) 3.88 15.49 139.66 669.52 (271.23)

Cash and cash equivalents at the beginning of the year/period   22.58 0.73 4.61 20.10 159.76 829.28

Cash and cash equivalents at the end of the year/period  0.73 4.61 20.10 159.76 829.28 558.05

Notes: 

(1) Cash and cash equivalents include margin money deposit against bank guarantees and letters of credit issued by banks. 

(2) Assets taken under finance lease  - - - - 30.59 26.31


EXHIBIT 9 – COMPARABLE COMPANIES

[image: image10.emf]INR millions

Company Name  Country  Year Ended  Sales  EBITDAR PAT P/E Adj EV  EV/EBITDAR  Mkt Cap/Sales  EPS  RONW  NAV 

Jet Airways India Ltd  INDIA  Mar-05  43380 14,309 3920 22.9 105788.74 7.4 2.1 45.40 22% 202.8

SpiceJet  INDIA  Mar-05  20 NA -287 40.1 14204 NA 650.9 (1.90) -78% -2.4

easyJet plc @ BRITAIN  Sep-05  105924 16,496 3364 36.6 154,327.47 9.4 1.2 8.42 5% 165.9

Ryanair Holdings PLC # IRELAND  Mar-05  72597 24,960 14488 21.9 321,860.44 12.9 4.4 19.01 15% 123.1

JetBlue Airways Corp * USA Dec-04  55972 11,521 2099 43.1 169,321.06 14.7 1.8 13.56 6% 213.8

Gol Linhas Aereas Inteligentes ^ BRAZIL  Dec-04  38290 15,487 7512 27.9 241,602.99 15.6 6.0 42.03 38% 104.5

AirAsia  BHD **  MALAYSIA  Jun-05  7856 2,602 1316 30.7 45945.10 17.7 5.7 0.62 12% 4.8

Southwest  Airlines Co  USA Dec-05  335308 63,489 24228 23.3 594,882.75 9.4 1.7 30.71 8% 374.0

Source: Based on financials from Bloomberg and C line 

Note: Enterprise Value includes Market value of equity as of Jan 23, 2006 (Jan 22, 2006 for US companies) adj for Net Debt and Capitalised lease rental 

Lease rentals for the year have been capitalised by seven to calcuate the capitalised lease rental as per industry practice 

All currency conversions are as on January 23, 2006 

@ currency conversion considered: 1 Great Britain Pound = 78.96 Indian Rupees 

# currency conversion considered: 1 Euro = 54.31 Indian Rupees 

* currency conversion considered: 1 USD Dollar = 44.21 Indian Rupees 

^ currency conversion considered: 1 Brazilian Rigget = 19.52 Indian Rupees 

** currency conversion considered: 1 Malaysian Real = 11.79 Indian Rupees 


EXHIBIT 10 – CURRENT AIRCRAFT AS OF NOVEMBER 30, 2005
[image: image11.emf]Aircraft Type 

Number of 

Passenger Seats

Model  Number of Aircrafts

Average Age (in 

years) (1)

48 42-320 5 11

48 42-500 8 7

72 72-500 3 *

180 A320-200  7 2.86

(1) Calculated based on year of manufacture. 

* New aircraft, recently acquired. 

ATR 

Air Bus


EXHIBIT 11 – AIR DECCAN’S LOAD FACTORS AND REVENUES

[image: image12.emf]Year Ended 

March 31, 2003

Year Ended March 

31, 2004

Year Ended March 

31, 2005

Six Months Ended 

September 30, 2005

Available seats flown 

(1) 

- 244,091 1,292,738 1,497,106

Passengers flown 

(2) 

- 152,910 987,104 1,070,047

Passenger Load Factor 

(3) 

- 63% 76% 71%

Revenues (Rs. millions) 

(4) 

- 314 2,669 3,086

Revenues per Passenger (Rs.)  - 2,055 2,704 2,884

(1) Defined as aircraft seating capacity over all flights flown during the period. 

(2) Defined as number of passengers flown. 

(3) Defined as passengers flown expressed as a percentage of available seats flown. 

(4) Income from sale of airline tickets and related income. 



EXHIBIT 12 – AIRCRAFTS ON ORDER AS OF NOVEMBER 30, 2005

[image: image13.emf]A 320  ATR 42 - 500  ATR 72 -500 

Outright purchase 

lease  4 2 1 7

Hire purchase  2 2

Sub total  4 2 3 9

Outright purchase 

Lease  5 1 6

Hire purchase  2 2

Yet to be decided  2 5 7

Sub total  7 8 15

Yet to be decided  6 6 12

Lease  1 1

Sub total  6 7 13

Yet to be decided  9 6 15

Sub total  9 6 15

Yet to be decided  12 6 18

Sub total  12 6 18

Yet to be decided  12 12

Sub total  12 12

Yet to be decided  10 10

Sub total  10 10

Yet to be decided  9 9

Sub total  9 9

Grand total  69 2 30 101

2012-13

Number of Aircafts to 

be Acquired  Mode of Acquisition  Period / Year 

2008-2009

2009-2010

2010-2011

2011-2012

Aircraft Type & Number 

December 01, 2005 - March 31, 2006

2006-2007

2007-2008


EXHIBIT 13 – PROPOSED USES OF IPO
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EXHIBIT 14 – OWNERSHIP STRUCTURE
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EXHIBIT 15 – MARKET SHARE OF LEADING AIRLINES FOR OCTOBER 2005
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� From the World Bank website (www.worldbank.org)


�From the Domestic Air Transport Policy document at the Ministry of Civil Aviation, Government of India website (http://civilaviation.nic.in/moca/acvl.htm).





� Article by Amrita Dhar at The Information Company Private Limited’s website domain d.com (http://www.domain-b.com/news_review/200312dec/20031226newsa.html)


� From article “Will Air Deccan survive?” by Surajeet Das Gupta  dated November 20, 2004 at rediff.com an Indian news website (http://us.rediff.com/money/2004/nov/20spec.htm)


� From article “Air Deccan creates history” dated August 25, 2004 at rediff.com (http://specials.rediff.com/money/2004/aug/25deccan.htm)


� From article “Air Deccan pegs fairs 50% lower” by Dinesh dated 17 June, 2004 at Quillem.com (http://www.quillem.com/node/368)


� From article “Will Air Deccan survive?” by Surajeet Das Gupta  dated November 20, 2004 at rediff.com an Indian news website (http://us.rediff.com/money/2004/nov/20spec.htm)


� From article “Will Air Deccan survive?” by Surajeet Das Gupta  dated November 20, 2004 at rediff.com an Indian news website (http://us.rediff.com/money/2004/nov/20spec.htm)


� Case writers guidelines based on discussions with the management of Air Deccan
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