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Aviation stocks rallying on 49% FDI in Indian aviation, we advise investors to 
use this opportunity to sell. In a widely anticipated move, the Indian cabinet has 
approved 49% FDI (foreign direct investment) in the aviation sector. Details of 
the FDI policy are expected within a month (source Bloomberg). Indian airline 
stocks have rallied on back of this announcement- we recommend investors to sell
into this rally. 

 Why don’t we share the exuberance on the sector as suggested by recent 
stock rally? Our negative stance is premised on the following factors: 

1) Operating landscape for Indian aviation remains challenged on account 
of high oil prices and slowing passenger traffic growth. Domestic ATF 
prices are near all time highs of past 10 years and passenger traffic has 
started to de-grow over recent months, which will likely limit pricing 
power.

2) Recapitalization of weak balance sheets could reverse benefits of recent 
consolidation. The Indian aviation sector has seen consolidation over past 
12-18 months, as KAIR has curtailed capacity, and other incumbents have 
slower pace of fleet expansion owing to stretched balance sheets, which has 
allowed for pricing power. In our view, any potential infusion of new 
capital into the industry will drive up competitive intensity and potentially 
reverse the benefits of recent consolidation.

3) Not all airlines are eligible for FDI. Amongst the listed players, Jet 
Airways does not meet eligibility norms given its current promoter’s
holding of 80% is routed through overseas entities and is already deemed as 
FDI. Thus we find Jet Airways at a relative disadvantage to its competitors, 
which are eligible for investments. 

4) Too early to assume that foreign airlines will invest We believe it is too 
early to assume that foreign airlines will pay a significant premium to 
invest, given fundamental headwinds. As per press (Bloomberg), while few 
foreign operators (IAG and Lufthansa) have welcomed the FDI move, they 
are not considering investing in the near term. In our view, Spicejet is the 
most likely domestic player which could see a potential investment - it has a 
relatively stronger balance sheet compared to its listed peers and has 
potential to gain market share through fleet expansion. Press reports 
(Bloomberg) have stated that Spicejet has been in talks with a Middle East 
based carrier for a potential investment.

 Maintain recommendation and Price Target: We maintain our UW rating on 
JETIN with Mar-13 TP of Rs245, based on 8x FY14E EV/EBITDAR. We have
N rating on SJET with Mar-13 TP of Rs28, based on 9x FY14E EV/EBITDAR.

Table 1: Indian airline valuation summary

Airline Rating

Target 
Price 
(Rs)

Current 
Price 
(Rs) EV/EBITDAR EV/EBITDA

FY12 FY13E FY14E FY12 FY13E FY14E
JET AIRWAYS UW 245 368.7 21.8 13.1 9.3 nm 26.9 11.6
SPICEJET LTD N 28 34.5 nm 16.6 10.3 nm nm nm

Source: J.P. Morgan estimates. Priced as of 09/14/12, * EV/EBITDAR has been adjusted for the capitalization of aircraft operating leases

Figure 1: Indian ATF prices trend 

Source: IOCL website

Figure 2: Indian domestic passenger 
traffic growth trend (%)

Source: DGCA

0

15,000

30,000

45,000

60,000

75,000

90,000

J
an

-0
9

A
pr

-0
9

Ju
l-

09

O
ct

-0
9

J
an

-1
0

A
pr

-1
0

Ju
l-

10

O
ct

-1
0

J
an

-1
1

A
pr

-1
1

Ju
l-

11

O
ct

-1
1

J
an

-1
2

A
pr

-1
2

Ju
l-

12

Rs/KL

-10.0

-5.0

0.0

5.0

10.0

15.0

20.0

25.0

30.0

Apr-10 Aug-10 Dec-10 Apr-11 Aug-11 Dec-11 Apr-12

%



2

Asia Pacific Equity Research
16 September 2012

Princy Singh
(91-22) 6157 3587
princy.singh@jpmorgan.com

. 

Figure 3: Indian aviation stocks have rallied over past few days in anticipation of FDI in aviation.  We recommend investor to sell into this 
rally. (JET Airways and Spice Jet stock price trend (Rs)

Source: Bloomberg                    Source: Bloomberg

Figure 4: JETIN, KAIR and SJET Enterprise Value (Rupees Billion) vs. Market share (%)

Source: Company reports, DGCA, Bloomberg

Figure 5: Indian ATF price trend (Rs/kilolitre)

Source: IOCL website
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While JETIN is not eligible for 
FDI (given its promoter holdings 

are through overseas entities), 

we believe that SJET may be the 
most likely candidate to attract 

investments, given its relatively 

stronger balance sheet 
compared to listed peers and 

sizeable market share

Domestic jet fuel prices have 

risen sharply over past 2 
months, after correcting over 

Mar-Jun 12. YTD 2012 domestic 

jet fuel price has increased 15% 
YoY
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Figure 6: Indian domestic airline passenger growth (%)

Source: DGCA

Figure 7: Indian aviation domestic fleet trend (nos.)

Source: Company data, DGCA, J.P. Morgan estimates

JETIN and SJET target price, recommendations and risk:

JETIN: Our Mar-13 target price of Rs245 is based on 8x FY14E EV/EBITDAR, at a 
10% premium to the Asian peer group multiple and in line with that of Chinese 
carriers, which we believe offer a similar growth and earnings profile. Key risks 
include a rise in passenger demand, significant decrease in ATF prices, favorable 
outcome of litigation with Sahara group and further rupee appreciation.

SJET: Our Mar-13 target price of Rs28 is based on 9x FY14E EV/EBITDAR, at a 
13% premium to our target multiple for JETIN. We attribute a premium to SJET over 
Indian full-service players on account of SJET’s efficient operations, higher growth 
over the next two years, strong balance sheet and low cost structure. Key downside 
risks include slowdown in passenger traffic, increase/changes to airport charges 
regulations, difficulties in including Q400s in India and further rupee weakening. 
Key upside risks include better than expected yield growth, significant improvement 
in passenger demand and decline in oil prices.
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Slowing economic growth and 

demand destruction on account 

of sharp price hikes by airline 
operators has led to a 

considerable slowdown in 

passenger traffic 

With curtailment of Kingfisher’s 
fleet largely behind, we expect 

airline supply to increase by 5%-

6% over FY13E and FY14E, 
which will ease the tight supply 

situation witnessed over past 12-

18 months. We believe that this 
will limit further pricing power. 

Also recapitalization of weak 

players could drive up 
competitive intensity and 

reverse the benefits of 

consolidation
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Companies Recommended in This Report (all prices in this report as of market close on 14 September 2012)
Jet Airways (India) Ltd. (JET.BO/Rs368.65/Underweight), Spicejet Ltd (SPJT.BO/Rs34.50/Neutral) 

Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research 
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document 
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views 
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of 
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
expressed by the research analyst(s) in this report.

Important Disclosures

  Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Jet Airways (India) Ltd.,
Spicejet Ltd.

  Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following 
company(ies) as clients, and the services provided were non-investment-banking, securities-related: Jet Airways (India) Ltd..

  Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services 
other than investment banking from Jet Airways (India) Ltd..

Company-Specific Disclosures: Important disclosures, including price charts, are available for compendium reports and all J.P. Morgan–
covered companies by visiting https://mm.jpmorgan.com/disclosures/company, calling 1-800-477-0406, or emailing 
research.disclosure.inquiries@jpmorgan.com with your request.
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Jet Airways (India) Ltd. (JET.BO, JETIN IN) Price Chart

OW Rs575 UW Rs245

OW OW Rs518 OW Rs300

OW Rs1,000 OW Rs1,090 OW Rs365

Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.

Break in coverage Jul 19, 2007 - Dec 02, 2010.
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Date Rating Share Price 
(Rs)

Price Target 
(Rs)

02-Dec-10 OW 85.05 115.00

08-Mar-11 OW 36.85 60.00

13-Nov-11 OW 24.30 35.00

06-Feb-12 OW 24.60 40.00

30-Mar-12 OW 22.70 35.00

30-Jul-12 OW 30.85 40.00

05-Sep-12 N 30.15 28.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire 
period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if 
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy 
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a 
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is 
compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear 
in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research 
website, www.morganmarkets.com. 

Coverage Universe: Singh, Princy: Apollo Hospitals Enterprise Ltd. (APLH.BO), Ballarpur Industries Ltd. (BILT.BO), Bharat 
Electronics Ltd. (BAJE.BO), Cox and Kings Ltd. (COKI.NS), DB Corp Ltd. (DBCL.BO), Deepak Fertilisers & Petrochemicals Corp 
(DPFE.BO), Dish TV (DSTV.BO), Dr. Reddy's Laboratories Limited (REDY.BO), Entertainment Network (India) Limited (ENIL.NS), 
Fortis Healthcare Ltd (FOHE.BO), Glenmark Pharmaceuticals Ltd. (GLEN.NS), HT Media Ltd. (HTML.BO), Havells India Ltd 
(HVEL.NS), Jagran Prakashan Ltd. (JAGP.BO), Jain Irrigation Systems Ltd (JAIR.BO), Jet Airways (India) Ltd. (JET.BO), Kingfisher 
Airlines Limited (KING.BO), Opto Circuits (India) Ltd (OPTO.BO), Rallis India Limited (RALL.BO), S.Kumars Nationwide Limited 
(SKMK.BO), Sintex Industries Limited (SNTX.BO), Spicejet Ltd (SPJT.BO), Sterlite Technologies Ltd (STTE.BO), Sun Pharmaceutical 
Industries Ltd. (SUN.BO)

J.P. Morgan Equity Research Ratings Distribution, as of July 6, 2012

Overweight
(buy)

Neutral
(hold)

Underweight
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 11%
IB clients* 51% 47% 34%

JPMS Equity Research Coverage 44% 48% 8%
IB clients* 70% 62% 51%

*Percentage of investment banking clients in each rating category.
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table 
above.
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Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered 
companies, please see the most recent company-specific research report at http://www.morganmarkets.com , contact the primary analyst 
or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based 
upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 
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and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public 
appearances, and trading securities held by a research analyst account.
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name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries. 
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