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Dear Friends,

With the end of March the financial year has ended. Though the
month was full of volatility, the markets managed splendid gains for
the financial year. The rally that started after the budget is continuing
undeterred and the foreign institutional investors are showing their
enduring faith in the Indian markets. The Indian markets have emerged
as the best performers among the BRIC nations as well as developed
markets across the globe, by giving returns of about 115 per cent in
the concluding fiscal. Overall, the month has been good for markets
across the globe and not only the Indian indices but the US as well as
some European and Asian markets are trading to their more than a
year high. Though, theses indicators have fuelled concern that markets
are continuously rising and might be heading for a correction, but the
case might not be the same and the markets can scale new heights to
pre-Lehman era.

India’s industrial production continued its upward journey and the Index
of Industrial Production (IIP) registered a growth of 16.7% in the month
of January, as compared with 17.6% in the previous month. Indian
economy seems robust. Though, the Prime Minister Dr Manmohan
Singh repeated that achieving the double digit growth rate would
need the country doubling its investment in infrastructure over next
five years. The government has set a target of raising infrastructure
investment to 9% of the gross domestic product (GDP) by 2014 from
5% in 2008-09.

The Indian equity markets have presented a good opportunity and the
Flls are keeping their faith intact. The gains for the last fiscal have been
broad-based and some of the sectors have performed exceptionally
well and are showing great sign of recovery after a lull of recessionary
phase. Aviation is one of the sectors that have begun to improve and
the industry has seen strong rebound over the second half of FY10.
We are covering the sector anticipating it to be a potential performer
of the coming days.

Jayesh R. Dedhia
(Director)
Magnum Group
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India has one of the fastest growing aviation industries in
the world. With the liberalization of the Indian economy in
early 1990s, aviation industry in India underwent a rapid
transformation and saw strong growth in first decade of
twenty-first century. From being primarily a government-
monopoly, the industry is now dominated by private
players which account for around 80% of the domestic
market.

The global financial crisis that started in September
2008 and the following slowdown in world economy hit
the aviation industry across the world. Indian carriers too
had their share of troubles. But as the Indian economy
recovered rapidly from the trough witnessed in the
December quarter of 2008, demand for aviation industry
too has begun to improve and the industry has seen
strong rebound over the second half of FY10.

Industry Background

India’s civil aviation industry was largely a government
monopoly with Air India and Indian Airlines dominating
Indian skies till early 1990s. However, the industry was,
like many of its peers, increasingly deregulated under
the liberalization drive the government of India launched
in 1991. The entry of private players and rapid economic
growth in post reform period precipitated the boom for
domestic and international passenger carriers. The industry
started growing rapidly in the last decade and domestic
passenger traffic registered an average annual growth
of more than 30% during FY03-FY08. Annual domestic
passenger traffic increased from 14.5 million to nearly 45
million in the five years, making India home to one of the
fastest growing aviation industries in the world.

Growth was also accompanied by substantial structural
changes in the market. The one time monopolist,
government run Indian Airlines was pushed to third
position in the domestic business while the Jet Airways
and Kingdfisher took the first two slots. Together, the two
companies with their low cost subsidiaries account for
close to half of the domestic aviation market share.

With competition intensifying and costs beginning to rise,
the year 2007 witnessed a host of consolidation activity.
The two public airlines- Air India and Indian Airlines — were
brought under one company namely National Aviation
Company of India Ltd. The UB Group promoted Kingfisher
bought majority stake in the low cost carrier Air Deccan,
taking the parent company to inches behind the market
leader Jet Airways which too had a little earlier taken over
Sahara Airlines.

Current Scenario

Fast track growth of aviation industry came to a halt over
the 2008-09 fiscal. In the first half of the FY09 global
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commodity rally and resulting surge in crude prices
shattered the cost fundamentals of industry pushing the
carriers deep into the red, even as air-traffic was still
growing. The worst came in second half, as the global
economic downturn hit the demand side of the industry.
While the waning commodity rally opened doors to
sharp decline in fuel prices and related costs, air-traffic
numbers fell even more sharply and load factors dropped
substantially and the industry suddenly started looking
hugely over capacitated.

The carriers took a slew of cost cutting measures to
counter the sharp downturn and rising losses. The industry
grounded the spare capacity and initiated massive route
rationalisation and was able to lower the cost of operations
in a significant way.

Things started to improve slowly as the industry entered
into FY10. With the Indian economy recovering rapidly
riding on the fiscal and monetary stimulus packages,
demand for aviation too started improving. Air-traffic
numbers had turned back into positive by middle of
calendar year 2009 and business atmosphere improved
continuously in the second half of 2009. At present the
industry is in a fast track recovery mode and with Indian
economy rushing back towards the high growth trajectory
witnessed in the pre-crisis period, things have started to
look good for the aviation industry.

Domestic Scenario
Air-traffic surges in H2-FY10

After going down for several months, air traffic started
improving from June 2009 onwards. The recovery
consolidated in nextfew months and the industry had avery
good December quarter with domestic passenger traffic
growing at 30% year-on-year to 12.5 million. Passenger
loads in the quarter, which is generally considered a peak
season, remained around the mid-seventies mark on an
average, a breakeven point for most airlines.

Domestic Air Traffic
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Air traffic continues to remain strong in 2010 as well with
total passengers flying on domestic airlines registering a
growth of 15.7% in the month of February 2010 to 38.63
lakh compared with 33.36 lakh passengers in the same
month a year ago.

There was a decline in the traffic on monthly basis for
second consecutive month though. The total number of
passengers carried by domestic airlines in the month
of January, 2010 was 40.87 lakh and that in December
was 44.87 lakh. However, this was only expected as
traditionally the Jan-March quarter is considered a lean
season for air traffic.

On a cumulative basis, the number of passengers carried
by domestic airlines in first two months of this year is
19% higher at 80.56 lakh, as against 67.61 lakh in the
corresponding period of year 2009, a sign of the sustained
recovery.

Cross-section trends

Jet Airways continued to be the market leader with a
share of 26.1% in the domestic segment. Kingfisher
Airlines’ followed closely behind with a total market share
of 22.7%. National carrier Air India ranked third with a
share of 17.2%. Over the month under review, Jet and
Kingfisher added 90 bps and 50 bps respectively to their
market shares while the national carrier lost 80 bps in the
share.

In the low-cost space, IndiGo has maintained it top
position with a share of 14.9%. SpiceJet is placed second
with a market share of 12%. Both the top players in no-
frills category however lost market share by 30 and 20
bps respectively. The Mumbai-based budget carrier GoAir
improved its share slightly to 5.5%. Paramount managed
only a small market share of 1.6%.

Low cost carriers had gain a lot of share from the
mainstream ones after the downturn begun and market

Market Share of Airlines (%) (Feb 2010)
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became extremely price sensitive. However, in the near
term, as the Indian economy accelerates swiftly, and
outlook strengthens, some correction in trend may be
possible.

Load Factors of Airlines (Feb 2010)
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All the airlines kept a healthy seat factors keeping in mind
the lean season. In the mainstream carriers, Kingfisher
led the pack with 75.9% seat factor while Jet followed at
second spot with 75%. National carrier had to contend
with the last position here too at 72% load factor. In the
low cost segment, Paramount remained on top with
85.2% load factor. IndiGo and SpiceJet had load factors
of 83% and 81.1%.

ATF Prices in India
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Capacity trend shows strong revival

As stated earlier, the problem of over capacity was
dealt with aggressively by the industry with airlines
grounding excess aircrafts and undertaking a lot of route
rationalisation. The improvement in passenger traffic
numbers witnessed over last 2-3 quarters however
helped the industry push up volumes while cost control
measures put in place.

The overall demand scenario improved significantly as
the outlook of Indian economy improved and as a result,
the industry that was cutting capacity till June 2009,
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started adding incremental capacity from July. In fact,
an analysis of capacity as reflected in available seat per
kilometre (ASKM ) and demand as reflected in revenue
per seat per kilometre (or RPKM) shows that the airlines
started increasing capacity right from July, a month after
the demand growth came back into the positive territory,
clearly indicating better utilisation of aircraft capacity. Over
the December quarter the airlines kept a healthy capacity
utilisation rate despite adding about 9% to their capacity
as domestic traffic surged 29%.

The trend has continued into 2010. Although the growth
rate of capacity and demand both slowed down in the
current quarter, primarily due to Jan-March period being
the leaner period for the aviation industry, both remains in
the green territory, indicating continued expansion.

Fuel costs rise

While the industry has been posting significant
improvements in wake of rising demand and improving
economic outlook, fuel cost, which makes for 40% of
the total operational cost for aviation, has been raising
some difficulties. After declining for almost all the second
half of FY09, ATF prices started increasing rapidly in
current fiscal and increased by around 40% from the low
witnessed in February. Prices softened to some extent
by start of 2010, but have again risen by 7.3% within last
one month.

Nonetheless, ATF is still costing substantially below what
it cost during the commodity rally in 2008. If the crude
prices continue to hover in the range of $70-80 per barrel,
ATF prices will remain comfortable for the airlines. It is
only when the crude increases beyond the $85 or $90
mark that the jet fuel prices start pinching airlines too
much. Also, with increasing demand, in wake of improving
overall economic scenario, we expect the airlines to enjoy
much better pricing power than what these had a year
ago and therefore ATF prices do not seem to pose an
immediate threat to carriers.

International Scenario Improves

Aviation industry across the global had one of the worst
years in 2009, although things started to improve towards
the end of the year. According to the data compiled by the
International Air Transport Association (IATA), scheduled
air traffic worldwide fell by 3.5% Y/Y in 2009 which was
the largest decline since the Second World War years.

In terms of demand, 2009 goes into the history books as
the worst year the industry has ever seen as it lost 2.5
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years of growth in passenger markets and 3.5 years of
growth in the freight business.

However, things started to improve towards the end of
2009 with traffic beginning to improve at a good pace.
The trend has continued in 2010 as well. According to the
IATA, passenger demand was up 9.5% in February 2010
compared to same month a year ago while the cargo
demand showed annual growth of 26.5%.

The association hailed the gains but added that February
2009 marked the bottom of the cycle for passenger traffic
during the global economic recession and therefore
some base effect is also being reflected in the growth.
Nonetheless, IATAbelieves that the global aviation industry
is moving in the right direction and in next few months it
should be back to the pre-recession traffic levels.

Outlook

Aviation industry has seen a strong recovery in recently
months. While the fiscal 2008-09 was a disaster for the
sector which recorded a year-on-year deceleration for
the first time since 2002, passenger volumes started
to improve since middle of 2009. By keeping capacity
in check despite improvement in demand and riding on
relatively stable fuel prices, airlines have been able to
improve margins significantly.

As such, the tide seems to have finally turned for the
industry. The industry that was struggling this time around
last year on woes of overcapacity is now reporting a strong
passenger growth. Riding on the improving condition, a
number of carriers turned cash positive in the December
quarter.

Load factors have been increasing in recent months and
with overall improvement in economy we expect demand
to continue remaining firm in coming quarters. Cost
side too has remained within reasonable standards and
although ATF prices have increased significantly from
lows witnessed in February, they are still way below the
peaks touched during the August 2008.

While there may be further upside in the cost as
global economy recovers and crude prices firm up, the
increased demand should provide added pricing power
to offset increase in costs. As long as crude prices do
not rally too much and the industry is able to stay away
from temptations to add too many aircrafts in near term,
consistent profitability could become a reality in next few
quarters.
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On Growth, Inflation and Monetary policy

The process of monetary policy normalisation by the
Reserve Bank of India (RBI) has started to gather
momentum with a mid-cycle move that saw the Indian
monetary authority raising its benchmark policy rates
repo, the rate at which it infuses short term liquidity into the
markets and reverse repo, the rate at which commercial
banks park surplus liquidity with it, by 25 basis points
(bps) each.

The move came as a surprise to many given that the
RBI had itself stated after the January policy review that
it would like to act only on planned policy reviews and
not between them, as it would bring more transparency
in monetary policy. It did however maintain that mid-
cycle actions may still be taken if variables of the interest
(mainly inflation and growth) took a significantly different
trajectory than what it expects.

Industrial Growth

India’s industrial production has showed strong growth in
last few months riding on exceptional bullishness seen in
the manufacturing activity. Following the RBI's January
policy review IIP data touched 20 year high of 17.6% for
December (the data was released in February, after policy
review by RBI). The figure was nearly repeated for January
as well. Though, given the fact that the RBI had put its
baseline projection for the full fiscal growth rate at 7.5%,
it must have already factored in strong industrial growth.
Nonetheless, such a huge numbers were certainly major
upside surprise to both government and industry and both
began to talk of possible over-hearting of the economy in
near term if the accelerators were kept pressed.
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In order to better understand the growth in industrial
production, we have plotted the seasonally corrected
monthly figures for last four years in Chart 2. A glance at
the Chart makes it clear that after strong performance in
FYO7 and for most part of the FY08, growth in IIP started
slowing down towards end of 2007-08 and turned very flat
in FYQ9, even recording negative annual numbers in some
of the months. The trend continued till May 2009, after
which IIP growth suddenly picked up, and has maintained
overall growth trend so far.

Chart 2: Seasonaly Adjusted Movement in IIP
(Base: 1993-94 =100)
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Further, the chart also shows that the strong growth is
composed of both, actual growth and base effect. Since
the IIP was flat last fiscal, even the months like July
and November in current fiscal recorded growth when
actually, on a sequential basis, the IIP was flat. January
was another similar month, when actually the production
was flat, but since there was no growth at all last year,
even a relatively lower (332.3 for January against 334 for
December) showed substantial growth when compared
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with last year’s figure. Clearly, even if there is no growth
in coming months, that is, even if the industrial production
remains flat, annual growth numbers will be substantially
strong. However, from June onwards, the index started
growing strongly in 2009 and therefore growth numbers
will start to normalize from June 2010 onwards.

Further, a possible downside to industrial growth may
come in case interest rates go up and demand moderates
on account of increase in cost of finance. However, banks
have comfortable level of liquidity at present and despite
increase in repo, interest rates are not likely to go up
significantly for another quarter yet.

This becomes clearer from the LAF operations of the
RBI. Banks have been parking close to Rs 70,000 with
the central bank under the reverse repo window weeks
prior to the RBI’s January policy review. After the review,
liquidity declined, expectedly in wake of a 75 bps hike in
the CRR and size of the reverse repo window declined to
around Rs 35,000 crore.

Chart 3: Liquidity under Repo (+) and Reverse Repo (-)
operations of RBI
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Latest data from the RBI suggest that the LAF window
has contracted further with very little liquidity being parked
with RBI in last one week. This however is a reflection of
the advance tax outgo and within couple of weeks, the
figure should increase to around Rs 30,000 crore.

Inflation

Along with improving growth, inflation too has been rising
fast and has already touched nearly 10% for the month
of February, way ahead of RBI's projection of 8.5% for
end-March 2010. The statement of the central bank that
announced the mid-cycle rate hikes in March had inflation
written all over the pages. For some time, RBI as well as
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policy-makers had been saying that food inflation was
more of a supply side problem and cannot be fixed with
monetary instruments. The central bank also made very
clear in its last monetary policy statement that in its policy
decisions, core inflation (generally defined as non-food
manufacturing inflation), plays a key role.

What happened in last couple of months is that while food
inflation remained stubbornly higher close to 17%, and
only started somewhat softening in most recent weeks,
the core inflation in the economy has been picking up
sharply. This is also expected only, given the kind of surge
in industrial growth numbers that has been seen since
June 2009.

Chart - 4 Inflation Scenario
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Note: Core inflation used here is defined as non-food manufacturing inflation

Food inflation here includes manufatured foods like sugar
While the headline annual WPI inflation for February
touched 9.9%, comfortably breaching the central bank’s
baseline projection of 8.5% by end-March 2010 set out
in the third quarter review, the non-food manufacturing
inflation (weight: 52.2% in WPI), turned from negative
(-0.4%) in November 2009, to marginally positive (0.7%)
in December 2009 and rose sharply to 2.8% in January
2010 and further to 4.3% in February 2010. Fuel price
inflation also surged from (-) 0.8% in November 2009 to
5.9% in December 2009 and further to 10.2% by February
2010. The full impact of auto fuel price hike implemented
in the General budget for FY11 is yet to be factored in
and with rising demand side pressures, it is very likely that
the WPI inflation will move into the double digits levels in
March 2010.

Going Forward

As is the case with the industrial production, it has been
argued in case of inflation too that there is a strong low
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base effect from last year. Therefore, it will be interesting
to see as to what extent the computed inflation is being
driven by the base effect and what is the actual increase in
prices. We have plotted the wholesale price indices for the
core and food sectors in charts 5 and 6. The charts show
in case of core inflation, most of the increase witnessed
in last few months has come from the base effect, as the
index was steeply declining in the same months a year
ago. On the other hand, in case of food inflation, the high
inflation has largely been owing to sharp increase in prices,
as the index has been increasing sharply in the current
fiscal, with relatively smaller role of the base effect.

Chart 5 : Price Index for Core Group
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Further, it can be seen that the sharp increase in core
inflation that has been seen in recent months should start
moderating as the base effect will start waning. Since
RBI gives much more weight to the core inflation while
charting its monetary policy, the deceleration in pace of
increase in core inflation may provide it greater room to
adjust it policies in a more calibrated manner rather than
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rushing through the policy rates cycles in an attempt to
be ahead of the curve. However, one aspect that can still
push core inflation despite waning of base effect is that
the impact of fuel price hike implemented late in February
will be largely witnessed in March when manufacturers
pass on the increase in cost of production and distribution
owing to higher fuel prices.

In this wake, we expect the RBI to continue the process
of normalisation of monetary policy further in the April
review. Another policy hike by 25 basis points (bps) seems
certainly on cards as it would be very difficult for the RBI
to leave rates untouched with double digit inflation figure
in hands.

Increase in CRR however will depend on the liquidity
scenario. Although the RBI would like to curtail the liquidity
in the system further to address the concerns regarding
inflationary expectations, it will also need a reasonable
liquidity to smoothly conduct the huge government
borrowing plan.

As discussed, the liquidity is likely to have dried up on
account of advance tax outgo and is expected to improve
to around Rs 30,000 crore. While this will give the RBI
more space to go with another 25 bps hike in CRR, the
RBI will be cautious to ensure reasonable liquidity in the
banking system. Also, keeping in mind the front loaded
borrowing calendar released by the government, the level
of liquidity in the system may just be comfortable rather
than excessive. As such, while repo and reverse repo
move is quite likely in forthcoming April review from the
central bank, hike in CRR is relatively less likely in current
environment.

Overall, the RBI looks set to continue the normalisation of
its policy stance going forward. However, this is not likely
to have any significant impact on growth as interest rates
are unlikely to pick up. Also, the strong growth witnessed in
industrial production is partly being contributed by the low
base effect and therefore the RBI is unlikely to significantly
change its plans on calibrated exit from accommodative
stance in wake of high industrial growth numbers. Finally,
while inflation is partly being contributed by base effect,
and the pace of price rise in food prices seems to be
softening, increase in fuel prices in late February is likely
to cause another significant jump in core inflation.
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SpicelJet - Buy
Investment Overview

® Spicelet reported a net profit of Rs 108.95 crore for the
December 2009 quarter against a net loss of Rs 17.96
crore for the Q3 of FY09.

Being low-cost carrier the airline is set to grow at a higher
pace compared to the full service carriers.

The approval from DGCA to fly on international routes is
going to benefit the company in a big way and will also
boost its volumes going forward.

The stock currently trades at 1.27x its EV/EBIDTA, a
discount of 96% compared to Jet Airways, which trades at
32.96x its EV/EBIDTA.

Current Mkt Price (Rs.) 57.90
52 week High (Rs.) 64.40
52 week low (Rs.) 13.85
Mkt Cap (Rs. Cr.) 1400.50
Return in last one Month (%) -4.46

Total Promoter 12.89
Institutions 22.19
Non Institutions 64.92

P/E 71.78

Price/Book(x) -3.45

Dividend Yield (%) 0.00

ROCE(%) 102.35

ROE(%) 0.00
Performance in the last year
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Business Overview

Spicedet, promoted by Royal Airways, is India’s most
preferred Low Fare Airline, delivering the lowest air fares with
the highest consumer value.

The airline currently operates 129 daily flights to 18 destinations
all over India, including Ahmedabad, Bangalore, Bagdogra
(Darjeeling), Chennai, Coimbatore, Delhi, Guwahati, Goa,
Hyderabad, Jammu, Jaipur, Kochi, Kolkata, Mumbai, Pune,
Srinagar, Varanasi and Visakhapatnam. Its new generation
fleet of 19 Boeing 737-800 / 737-900ER aircraft are backed
by cutting edge technology and infrastructure to ensure the
highest standards in safety and operating efficiency.

The company’s on-time performance is amongst the best in
the country and coupled with a Technical Dispatch Reliability
of 99.6%), makes it an airline with the least cancellations.

Its market share witnessed a significant increase despite
no major capacity induction during the quarter ended
December 31, 2009, moving up to 12.5% from 10.5% during
the corresponding quarter of the last fiscal. The strong
performance comes on the back of better aircraft utilization.
SpicedJet consistently carried more passengers per departure
than any of its competitors, which indicates customer
preference in the airline’s favour.

Financial Health

The airline’s net turned positive during the October-December
2009 quarter compared to the year ago period.

Net sales for the reporting quarter grew at 35.93% to Rs
642.08 crore from Rs 472.35 crore for the October-December
2008 quarter. Total income for the quarter under review stood
at Rs 653.39 crore, up 23.75% over Rs 528.01 crore reported
for the same quarter last fiscal.

Its profit before depreciation and tax (PBDT) increased to Rs
110.89 crore during the December 2009 quarter from Rs 3.76
crore for the December 2008 quarter, up 2849%. Operating
profit margin for the quarter stood at 17.53%, up by whopping
1523 basis points (bps) compared to 2.30% recorded in the
corresponding previous quarter.

For the nine months ended on December 31, 2009, the
company posted a net profit of Rs 34 crore against a net loss
of Rs 344.74 crore for the same period last fiscal. Turnaround
in the bottom line was underpinned by 27% growth in the top
line of the airline. Its net sales for the year to date period
stood at Rs 1,615.93 crore as compared to Rs 1,272.72 crore
for the corresponding period of FY09.

The airline’s PBDT for the Apr-Dec’2009 period including prior
period adjustments turned positive to Rs 43.75 crore from a
negative figure last fiscal. It posted a cash EPS (earnings per
share) of 4.60 for the December 2009 quarter.

Latest Developments

® Spiceldet is looking to induct nine more aircraft by 2012. It
plans to raise around $50-75 million to fund its expansion
initiatives. Besides this, the company is also considering
revising its fares upward by 10%.
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(Rs. Cr.)
|Pariouiars [ Dec. Q09 | Dec.tr08 | Growh% |  Fv0s [ FYo7 [ Growh% |
Net Sales 642.09 472.35 35.93 1689.45 1294.99 30.46
Total Income 653.39 528.01 23.75 1438.58 748.28 92.51
Other Income 11.30 55.66 -79.69 124.09 143.59 -13.58
PBT 108.95 1.95 5484.16 -330.47 -131.08 -152.10
PAT 108.95 0.82 13202.44 -333.79 -133.51 -150.01
EPS (Dil) 4.52 -0.71 - -5.55 -3.72 -

Standalone

® Debt-ridden Dubai World’s investment arm -- Istithmar
World Capital -- exited the Delhi-based low cost air carrier
in February 2010 by offloading its entire 13.4% stake in
the latter through two block deals for a total consideration
of Rs 160 crore.

® Recently, the airline introduced two direct sectors viz
Ahmedabad-Kolkata and Kolkata-Hyderabad in its
summer schedule for this year.

® |thasreceived an in-principle approval from the Directorate
General of Civil Aviation (DGCA) to launch flights on
international routes. The company now awaits the Civil
Aviation Ministry’s nod for the route allocation. The airline
is likely to start overseas operations in June 2010.

Industry Scenario

Indian aviation industry, much like its global counterparts, had
a difficult year in FY09. In the first half of the FY09 global
commodity rally and resulting surge in crude prices shattered
the cost fundamentals of industry pushing the carriers deep
into the red, even as air-traffic was still growing. The worst
came in second half, as the global economic downturn hit
the demand side of the industry. While the waning commodity
rally opened doors to sharp decline in fuel prices and related
costs, air-traffic numbers fell even more sharply and load
factors dropped substantially resulting in huge over-capacity
in the industry.

However, things started to improve slowly as the industry
entered into FY10. With the Indian economy recovering
rapidly riding on the fiscal and monetary stimulus packages,
demand for aviation too started improving. Air-traffic numbers
had turned back into positive by middle of calendar year
2009 and business atmosphere improved continuously in the
second half of FY10.

Aviation industry has seen a strong recovery in recent months.
While the fiscal 2008-09 was a disaster for the sector which
recorded a year-on-year deceleration for the first time since
2002, passenger volumes started to improve since middle
of 2009. By Keeping capacity in check despite improvement
in demand and riding on relatively stable fuel prices, airlines
have been able to improve margins significantly.

As such, the tide seems to have finally turned for the industry.
The industry that was struggling this time around last year
on woes of overcapacity is now reporting a strong passenger

growth. Riding on the improving condition, a number of
carriers turned cash positive in the December quarter.

While there may be further upside in the cost as global
economy recovers and crude prices firm up, the increased
demand should provide added pricing power to offset increase
in costs. As long as crude prices do not rally too much and the
industry is able stay away from temptations to add too many
aircrafts in near term, consistent profitability could become a
reality in next few quarters.

Investment Rationale

The overall demand in the domestic industry has been strong
during the last 6 months. While industry demand was up
30% in the December 2009 quarter versus 2008, SpiceJet
has seen a 55% rise in traffic in the same period. This
clearly demonstrates that consumers have appreciated the
airline’s service enhancements, improved connectivity, low
cancellation rates and high on-time performance.

The seat factor of the airline stood at 82.1% and 81.3% during
January and February, respectively which is one of the highest
figures reported by the domestic air carriers.

Spicedet is likely to commence its international operations in
June 2010 with flights to - Kathmandu, Colombo and Dhaka. It
has also received DGCA’s nod for flying on international routes.

The company is expected to take delivery of four new aircraft
by the end of this year and three new planes by next year.( is
looking to induct nine more aircraft by 2012, it plans to raise
around $50-75 million to fund its expansion initiatives.)

Following the global economic slowdown, there has been
clear shift of passengers from Full Service Carriers (FSCs)
like Jet Airways, Kingfisher to Low-Cost Carriers (LCCs).
LCCs have registered steepest increase in market share as
compared to other airlines in the past few months.

At CMP of Rs 57.90, the stock is trading at an EV/EBIDTA of
1.27x, a huge discount of 96% compared to Jet Airways, which
is currently trading at 32.96x its EV/EBIDTA. The nod from
DGCA to Spicedet to launch flights on international routes is
going to be a big value booster for the stock considering the
fact that it operates